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Amendment No. 1

OFFERED IN THE HOUSE BY REPRESENTATIVE GREEN

Page 1, line 8:

Strike "is seeking"
Insert "has proposed"

R ationale: T his still r e co g n ize s  th a t N etricity is th e  o n ly  co m p a n y  th a t  
h a s  a p p ro a ch ed  th e  s ta te  with th is id ea , b u t d o e s  n o t a s se r t  an y  
propriety to  th e  co m p a n y  for fu ture sa le .

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"

R ationale: T his in co rp o ra tes  R oyalty G as, and  le a v e s  th e  reso lv e  to  
th e  g en e r ic  sa le  o f  th e  g a s , w ith  no c o m p a n ie s  m en tio n ed .
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Amendment N<x}/

OFFERED IN THE SENATE  BY SENATGRTGRGERSGN—

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 A AC 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 
2nd session of the 22nd legislature, 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.





Wt . ' . 0 . '

National 
Petroleum 
Reserve _ ARCTIC

NATIONAL
WILDLIFE
REFUGE

ARCTIC C

NOME

FAIRBANKS

Mt. McKINLEY
20,320 ft. -a

TRANS ALASKA PI

ANCHORAG
VALDEZ

COOK INLET

JUNEAU

KODIAK

^KETCHIKAN

:yA



Boa m® sssa fsa® am sskb ass assa a® em cbsss @ssb eras ®ss ebbs sb& ss®

Alaska: Powering the Internet

U s i n g  E l e c t r i c i t y  G e n e r a t e d  w i t h  

N a t u r a l  G a s  o n  A l a s k a ’ s  N o r t h  S l o p e  

t o  P o w e r  D a t a  C e n t e r s
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Internet Power Demand

S i n c e  1 9 9 5  i n t e r n e t  d a t a  t r a n s m i s s i o n  

v o l u m e s  h a v e  b e e n  d o u b l i n g  a p p r o x i m a t e l y  

o n c e  e v e r y  t h r e e  m o n t h s .

•  Y a n k e e  G r o u p ,  a n  i n t e r n e t  r e s e a r c h  f i r m ,  

e s t i m a t e s  t h e  d a t a  c e n t e r  b u s i n e s s  t o  b e  a  $ 9  

B i l l i o n  r e v e n u e  b u s i n e s s  i n  2 0 0 0 ,  r i s i n g  t o  

o v e r  $ 4 7  B i l l i o n  b y  2 0 0 3 .



C o m p u t e r s ,  s e r v e r s  a n d  t h e  I n t e r n e t  n o w  

c o n s u m e  a p p r o x i m a t e l y  8 %  o f  U . S .  

e l e c t r i c i t y ,  a c c o r d i n g  t o  t h e  D i g i t a l  P o w e r  

R e p o r t .

K e n n e t h  L a y ,  C h a i r m a n  o f  E n r o n  C o r p . ,  

p r e d i c t e d  i n  O c t o b e r ,  1 9 9 9 ,  t h a t  b y  t h e  y e a r  

2 0 1 0 ,  o n e - h a l f  o f  U . S .  e l e c t r i c i t y  p r o d u c t i o n  

w o u l d  b e  d e d i c a t e d  t o  c o m p u t e r s  a n d  t h e  

I n t e r n e t .



m ss m m  esss  e s s  m m  ts m  a s s  ®s® s s s  e ^ a  m  s s s  e b b  s s a  o a s

•  5 4  M i l l i o n  A m e r i c a n  h o u s e h o l d s ,  o r  5 1 %  o f  

t h e  t o t a l ,  h a v e  c o m p u t e r s  a n d  4 1 . 5 %  o f  

A m e r i c a n  h o m e s  h a v e  I n t e r n e t  a c c e s s ,  u p  

f r o m  2 6 . 2 %  i n  1 9 9 9 .

•  A m e r i c a n  b u s i n e s s e s  h a v e  o v e r  5 0  M i l l i o n  

c o m p u t e r s  i n  s e r v i c e .

•  C i s c o ’ s  7 5 0 0  S e r i e s  R o u t e r ,  o n e  o f  t h e  d a t a

c e n t e r  b u s i n e s s  s t a n d a r d s ,  c a n  c o n s u m e✓

o v e r  1 , 0 0 0  w a t t s  o f  p o w e r .
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Alaska’s Vast Natural Gas 
Reserves

•  T h e  N o r t h  S l o p e  o f  A l a s k a  c o n t a i n s  n o  l e s s  

t h a n  3 5  T c f  ( T r i l l i o n  C u b i c  F e e t )  o f  p r o v e n  

n a t u r a l  g a s  r e s e r v e s .

*  T h o s e  p r o v e n  r e s e r v e s  a r e  a  m e r e  f r a c t i o n  

o f  t h e  t o t a l  v o l u m e  o f  n a t u r a l  g a s  l o c a t e d  o n  

t h e  N o r t h  S l o p e  a s  p r o b a b l e  a n d  p o s s i b l e  

r e s e r v e s  w h i c h  c o u l d  u l t i m a t e l y  b e  b r o u g h t  

i n t o  c o m m e r c i a l  p r o d u c t i o n .



T h o s e  n a t u r a l  g a s  r e s e r v e s  d o  n o t  h a v e  a  

m a r k e t  c u r r e n t l y  d u e  t o  t h e  p r o h i b i t i v e  c o s t  

o f  b u i l d i n g  a  p i p e l i n e  t o  t h e  l o w e r  4 8  s t a t e s .

S i m i l a r l y ,  w h i l e  g a s  f i r e d  p o w e r  g e n e r a t i o n  

c u r r e n t l y  t a k e s  p l a c e  o n  t h e  N o r t h  S l o p e ,  

t h e  c o s t s  o f  b u i l d i n g  a n  e l e c t r i c a l  

t r a n s m i s s i o n  s y s t e m  t o  t h e  l o w e r  4 8  s t a t e s  

a n d  t h e  a s s o c i a t e d  l i n e  l o s s  o f  e l e c t r i c i t y  

t r a n s m i t t i n g  o v e r  t h a t  d i s t a n c e ,  p r o h i b i t  t h e  

c o n s t r u c t i o n  o f  p o w e r  p l a n t s  o n  t h e  N o r t h  

S l o p e  t o  u s e  t h a t  g a s  i n - s i t u  t o  p r o d u c e  

e l e c t r i c a l  p o w e r .
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Proposed Pipeline Construction

•  F e a s i b i l i t y  s t u d i e s  a r e  u n d e r  w a y  f o r  t h e  

c o n s t r u c t i o n  o f  a  2 . 5  t o  4 . 0  B c f  p e r  d a y  

p i p e l i n e  f r o m  t h e  N o r t h  S l o p e  t o  t h e  L o w e r  

4 8  w i t h  i n - s e r v i c e  d a t e s  e s t i m a t e d  f r o m  

2 0 0 6  t o  2 0 1 0 .

•  A n y  s u c h  p i p e l i n e  w i l l  s t i l l  l e a v e  a  

t r e m e n d o u s  a m o u n t  o f  g a s  s t r a n d e d  o n  t h e  

S l o p e  w i t h  n o  m a r k e t .
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•  A s s u m i n g  t h e  l a r g e r  p o t e n t i a l  p i p e l i n e ,  o f  4  

B c f d  c a p a c i t y ,  w e n t  i n  s e r v i c e  a t  t h e  e a r l i e s t  

p r o p o s e d  d a t e  o f  2 0 0 6 ,  t h a t  p i p e l i n e  w o u l d  

m o v e  1 . 4 6  T c f  p e r  y e a r  f r o m  t h e  S l o p e .  A t  

t h a t  r a t e  i t  w i l l  t a k e  2 4  y e a r s  t o  m o v e  o n l y  

t h e  p r o v e n  r e s e r v e s  o f  t o d a y  f r o m  t h e  S l o p e ,  

w i t h  a l l  p r o b a b l e  a n d  p o s s i b l e  r e s e r v e s  

b e h i n d  t h a t .  G i v e n  t h e  6  y e a r s  b e t w e e n  n o w  

a n d  t h e  e a r l i e s t  i n - s e r v i c e  d a t e  f o r  t h e  

p i p e l i n e ,  s o m e  o f  t h e  p r o v e n  r e s e r v e s  o f  

t o d a y  c o u l d  n o t  g e t  i n t o  t h a t  p i p e l i n e  f o r  3 0  

y e a r s .
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The Netricity Concept

® U t i l i z e  N o r t h  S l o p e  n a t u r a l  g a s  t o  g e n e r a t e  

e l e c t r i c i t y  l o c a l l y  f o r  u s e  i n  a  l a r g e  d a t a  

c e n t e r  l o c a t e d  o n  t h e  N o r t h  S l o p e .

® T h e  d a t a  c e n t e r  w o u l d  b e  l i n k e d  t o  t h e  

I n t e r n e t  v i a  t h e  e x i s t i n g  A l a s k a  U n i t e d  

f i b e r - o p t i c  c a b l e  s y s t e m  f r o m  P r u d h o e  B a y  

t o  V a l d e z ,  A n c h o r a g e ,  S e a t t l e  a n d  t h e  N o r t h  

P a c i f i c  f i b e r - o p t i c  c a b l e .
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Advantages and Benefits of the 
Netricity Concept

•  C r e a t i o n  o f  a  m a r k e t  f o r  n a t u r a l  g a s  i n  t h e  

n e a r  t e r m  w i t h o u t  t h e  n e e d  f o r  a  p i p e l i n e .

•  H i g h - t e c h ,  w e l l  p a y i n g  e m p l o y m e n t  

o p p o r t u n i t i e s  f o r  A l a s k a n s .

•  W i t h  i t s  l o c a t i o n  a n d  a c c e s s  t o  t h e  N o r t h  

P a c i f i c  C a b l e  t h i s  f a c i l i t y  w o u l d  a c c e s s  

N o r t h  A m e r i c a n  a n d  A s i a n  I n t e r n e t  m a r k e t s  

a n d  s t r a d d l e  c o m m u n i c a t i o n s  b e t w e e n  t h e  

t w o  c o n t i n e n t s .



•  A m b i e n t  C o o l i n g :  A  m a j o r  c o s t  f o r  d a t a  

c e n t e r s  i n  t h e  L o w e r  4 8  i s  a i r  c o n d i t i o n i n g  

t o  k e e p  e l e c t r i c a l  c o m p o n e n t s  f r o m  

o v e r h e a t i n g .  T h e  N o r t h  S l o p e  o f f e r s  

t r e m e n d o u s  a m b i e n t  c o o l i n g  p o s s i b i l i t i e s  

w i t h  h e a t  p u m p s  o r  a m b i e n t  a i r  f l o w e d  

a r o u n d  c o m p u t e r  c l e a n  r o o m s ,  e l i m i n a t i n g  

a i r  c o n d i t i o n i n g  n e e d s  a n d  t h e  p o w e r  

a s s o c i a t e d  w i t h  t h a t  c o o l i n g  e f f o r t .



Power Reliability

•  P o w e r  g e n e r a t e d  o n  t h e  N o r t h  S l o p e  c o u l d  

b e  f u l l y  d e d i c a t e d  a n d  c o n d i t i o n e d  t o  m e e t  

t h e  n e e d s  o f  t h e  d a t a  p r o c e s s i n g  i n d u s t r y ,  

w h i c h  i s  d e m a n d i n g  a  h i g h e r  q u a l i t y  a n d  

r e l i a b i l i t y  o f  p o w e r .  T h a t  d a t a  c e n t e r  w o u l d  

n o t  h a v e  t o  c o m p e t e  f o r  p o w e r  f r o m  t h e  g r i d  

o r  s u f f e r  t h e  s p i k e s  i n  t h a t  p o w e r  a s  s e e n  i n  

t h e  L o w e r  4 8  s t a t e s .
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Possible Advantages

•  A  c o m b i n e d  c y c l e  p o w e r  p l a n t  w o u l d  

g e n e r a t e  e l e c t r i c i t y  a t  a  h i g h e r  c o s t  b u t  

w o u l d  a l s o  g e n e r a t e  s t e a m  w h i c h  c o u l d  

p o t e n t i a l l y  b e  u t i l i z e d  i n  h e a v y  o i l  r e c o v e r y .

•  C 0 2  p r o d u c e d  b y  t h e  p o w e r  p l a n t  c o u l d  

p o t e n t i a l l y  b e  p u m p e d  i n t o  o i l  r e s e r v o i r s  t o  

m a i n t a i n  p r e s s u r e  a n d  a s  a n  E n h a n c e d  O i l  

R e c o v e r y  e f f o r t .
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Netricity’s Requirements

• W e  n e e d  a  g a s  s u p p l y  i n  t h e  r a n g e  o f  1 T c f ,  

t o  b e  u t i l i z e d  i n  t h e  p o w e r  p l a n t  o v e r  t h e  

n e x t  2 5  y e a r s .

•  T h e  c h a n c e s  o f  b r i n g i n g  a  d a t a  c e n t e r  t o  t h e  

N o r t h  S l o p e  a r e  i n v e r s e l y  p r o p o r t i o n a l  t o  

t h e  c o s t  o f  n a t u r a l  g a s .  T h e  l o w e r  t h e  c o s t  

o f  g a s ,  t h e  l o w e r  t h e  c o s t  o f  e l e c t r i c i t y  

g e n e r a t e d  w i l l  b e  a n d  t h a t  l o w  c o s t  

e l e c t r i c i t y  w o u l d  a t t r a c t  t h e  d a t a  c e n t e r .



N a t u r a l  G a s  P u r c h a s e  
P r o p o s a l

•■.v. . ' '    _

>.^v "T.
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Proposal to A cquire  O ptions to P urchase  N a tu ra l G as 
From  the S ta te  of A laska on the  N orth  Slope

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

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

a) 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 MMCFD for at least 5 and no more than 25 years from a date 
commencing no less than 60 or more than 1 SO days 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.

b) The options would each be for a duration of 5 years, commencing on July 1, 2002.
c) 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.

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

e) 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.

0 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.

g) 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.

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

i) 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.



N e w s  A r t i c l e s



A la s k a  to  h o ld  c r it ic a l  ro le  in U S  e n e r g y  p o lit ic s
Swvtn Poruban 
Senior Staff Writer

Alaska's oil and gas resources—and the 
ability to explore for, develop, produce, 
and transport them—w ill play a key role 
in US energy politics in the coming years, 
particularly under a new administration 
in the US White House.

The exploitation of Alaska's extensive 
hydrocarbon reserves hinges largely on 
two main issues: the development of a 
scheme to transport natural gas from the 
Alaskan North Slope to mar 
kets in the US Lower 48 
and the opening of 
the Arctic National 
Wildlife Refuge 
(AN'WR) Coastal 
Plain to explo 
ration and 
development 
fsee related 
story, p. 66).

Topping 
the list of pri­
orities of 
newly elected 
US Pres. George 
W Bush is a 
revamp of the 
country’s energy 
policy. As part of this 
policy, Bush has stressed 
the need to include an aggressive 
approach to exploration within the US. in

which involve the construction of a 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 pipeline from the Prudhoe Bay area to
Highway route, was first offered by 
Foothills Pipe Lines Ltd., Calgary, in the 
1970s as the Alaska Natural Gas 
Transportation System (ANGTS) and has 
already received approvals from the US 
Federal Energy Regulation Commission 
and die Canadian National Energy Board. 
Many in the industry, including the state 
of Alaska and several Canadian provinces, 

including the Yukon Territory, strongly 
back the proposal.

"They are a lot further along
Alaska Gov.

Tony Knowles .'r. f 
T “Alaska's natural gas’ 
can be the foundation of 
a 21st century economy 
of high-tech resource 
development, high-tech 
manufacturing, and new 
business growth and , 
quality of life based on 
affordable clean energy.’ 

With known and estimat^ 
ed [Alaskan] reserves of • 

up to 100 tcf, natural gas 
can fuel our economy for the 

next 50-70 years, but to start 
this mammoth project, we need 

a single point of contact.'’

with FERC than anybody else," explained

tidewater 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
The US government put its hand on 

the pulse of the o il and gas industry 
regarding an Alaskan gas pipeline most 
recently last 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 project.

Sen. Frank Murkowski (R-Alas.), who 
chaired the committee, said proven ANS 
gas rr terves are more than 3 5 tcf, with 
potential reserves of more than 10 times 
that.

"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 2006-07 time frame."

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.

During one of the presidential debates 
in early October 2000, Bush stated, "The 
only way to become less dependent on 
foreign sources of crude oil is to explore
at home. And you bet I want to open up a is being led by Arctic Resources Co.

based in Mercer Island. Wash,, and a close northern .Alberta, from which it would be 
industry observer of the various proposed shipped to the Lower 48. 
routes. The US and Canadian governments

The se:ond pipeline proposal, offered approved the route 21 years ago, Pierce 
by a Houston-based group of promoters, noted, and it would be less environmen-

small part of .Alaska, because when that 
field is on line, it w ill produce [ 1 ] m il­
lion b/d. Today, we import [1 m illion 
b/d] from [Iraq.] I would rather that a 
m illion come from our own hemisphere, 
our own country, as opposed from 
Saddam Hussein."

Pipeline routes
Currently, there are four proposed 

schemes for monetizing ANS gas, two of

tally disruptive than other overland routes
(.ARC). The group, which has not received because it would parallel existing high- 
any government approvals yet. "are claim- ways.
ing to promote what looks to be the tech- Forrest Hog,und, ARC chairman and 
nically best proposal," Tussing comment- CEO, said that the development and deliv­
ed. ery of the ANS region's abundant natural

The pipeline's route w ill run along the gas supplies w ill require a "unique 
arctic coasts of the US and Canada, most approach."
likely from Prudhoe Bay to the Canadian 
Beaufort Sea and into the Mackenzie 
Delta, then via the Mackenzie Valley into 
northern Alberta.

“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 2 5 years, technologi­
cal limitations and conflicting 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 
uneconomical," he added.

Jerry Halvorsen. president of the 
Interstate Natural Gas Association of 
America, called the construction of a gas 
line “...a matter of no small importance 
to America in terms of our economy and 
our future energy security."

The top ANS producers—BP, 
ExxonMobil Corp., and Phillips Petroleum 
Co,—were also present to state their 
opinions. The three ANS gas producers 
have agreed to a joint work program 
focused on ways to monetize ANS gas.
The initial program, which is expected to 
cost about S75 m illion, w ill involve the 
conceptual design, project cost estimat­
ing, permitting considerations, commer­
cial structure, and overall viability of their that are going to

mlt application by midyear 2001. During 
2001, we would expect a significant 
effort to build external stakeholder con­
sensus around the primary route.”

Meyers added that gas sales from the 
line would be a possibility by 2007, pro­
vided that the company 
receives stakeholder 
consensus from both 
the US and Canada 
for a primary 
project as well as 
cooperation
from both A5$HS8BHH8BSfcL'- &■'
countries' 
governments 
to expedite 
permitting.

"Whether 
the pipeline 
route is accept­
ed or not, it’s 
the producers

Alaskan Gas Pipeline Project. The work 
program is expected to take 18 months, 
the companies said.

Robert Malone, BP's western region 
president, said BP is studying various 
options for moving the gas to market, 
including gas. natural gas liquids, and 
gas-to-liquids proposals. He said it would 
take 1 year to order rr.uerials for a gas 
pipeline and 3 years to build it.

"Our focus for Alaska gas is not to 
simply build a pipeline." Malone said.
"Rather, our goal is to create a new gas 
exploration, development, and production decision, 
industry...that sits side-by-side with the 
existing o il industry in Alaska."

Terry Koonce, president of ExxonMobil 
Production Co., told the committee, "At 
this time, we do not know whether the 
Lower 48 gas market w ill support the 
major capital expenditures required for a 
[gas] pipeline and when such a pipeline 
could be built and be in operation.

"It is worth noting that there is suffi­
cient gas on the North Slope for multiple 
projects if market conditions are support­
ive. The prospect of building a gas-to-liq­
uids project would not be precluded by 
building another project, such as a 
pipeline to the Lower 48."

make the decision."
Tussing noted. "Of the 
three pipeline promotion 
groups, Foothills is the only one 
that has anything to bring to the table," 
he said. Tussing added that die White 
House's new cabinet candidates—espe­
cially the Department c f Energy, thr 
Department of the Interior, and Uu 
Environmental Protection Agency—w ill 
certainly have some influence over the 
pipeline's routing, but that the producers 
are ultimately going to make the final

Alaska's role
Alaska has actively participated in 

studying the feasibility of transporting 
North Slope gas to markets south. Late 
last year, Alaska Gov. Tony Knowles 
expressed his state's support for the 
Alaskan Highway route. He billed the idea 
with the phrase: 'My way is the high­
way." (OGJ, Dec. 4, 2000, Newsletter, p.
7).

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

A shorter, competing route from 
Prudhoe Bay across the Beaufort Sea and

including "under-ocean (arctic') pipelines 
at untested pressure over never-achieved 
length of 400 miles," Knowles said (OGJ, 
Nov. 27, 2000. p. 31).

Building the massive pipeline would 
generate billions of dollars for the Uaskan 

economy, provide access to more gas for 
use in that state, and create spin-off 

industries involving the use of 
gas liquids, say state officials, 

Knowles has pledged to 
spend the rest of his office 
term pushing to launch 
construction of a natural

Consultant 
Arlon Tussing, 
on prospects for an 
Alaska gas pipeline 

"Both the politicians 
and the producing com­

panies are giving the 
impression that something 

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

stretch.

Phillips Alaska Inc. Pres, and CEO Kevin down the Mackenzie River Delta to
Meyers said, "We are currently evaluating 
routing alternatives and plan to select a 
primary [pipeline] route and begin per-

Alberta also has been suggested, but that 
route poses formidable technical, envi­
ronmental. and logistical challenges,

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

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

■ The creation o f  a "p ip e lin e  cab inet" and 

coordination office to centralize perm itting 

and oversight procedures among state 

agencies for construe non o f such a 

pipeline.

•The introduction o f  an amendment that 

w ould include both gas pipeline and gas- 

to -liq u id s proposals in  the state's 1998 

Stranded Gas Development Act. which 

o rig inally  targeted on ly a possible LNG 

project.

•The issuance o f  a notice seeking a $4 m il­

lio n  appropriation to jum p-start construc­

tion o f  a gas p ipeline; the money would 

help fund in it ia l w ork on perm its and 

rights-of-w ay.

The administrative order "establishes a 
fully integrated state organization that uti­
lizes existing government structure and 
processes to the maximum extent possi­
ble. minimizes impacts to existing agency 
functions, and promotes internal align­
ment of state agencies," the governor said.
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The objective is a streamlined, one- 
stop state permitting facility that w ill be 
in place if  a company decides to build a 
pipeline to move Alaskan gas to markets 
in the contiguous US.

"Alaska's natural gas can be the foun­
dation of a 21st c e n tu ry  economy of 
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 S0-70 years, but to start this

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 was less 
than S1 [/Mcf] (US). And, under those 
circumstances, to be competitive, you've 
got to bring the gas as far as Alberta with 
S I—what kind of netback [would that 
provide]? We now have the highest mar­
ket prices that we've seen since the evolu­
tion of the market price for gas, but 
we've also got the most volatile situa­
tion—nothing has happened to the fun­
damentals," Tussing observed.

As for when such a project —ould be
mammoth project, we need a single point completed, Tussing said, "It could be any
of contact." Knowles said.

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

In his state of the state address, given 
earlier this year. Knowles made it clear 
that a method to get North Slope natural 
gas to southern markets was a top priori­
ty-

time and no time.”
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 
1997 and 2000—the safest thing would 
be to assume that the fundamentals are 
going to be the same, roughly on the 
average that they have been over the pre­
vious 1S years. There’s no basis for a gas 
pipeline either to the Lower 48 or to an"I believe Alaskans can be on the 

working end of a shovel building a natur- LN'G terminal," he said 
al gas pipeline within 2 years," he said.
"After 2 decades of false starts and broken Opening ANWR
dreams, the economic and political stars 
are finally aligned in our favor. Natural 
gas is the fuel of the 21st century.

"We’re working hard to keep this pro­
ject on track—conferring with Alaska's 
major o il and gas producers: cosponsor­
ing a natural gas summit in America’s 
heartland: listening to Alaskans.

"And I'll soon appoint the governor's 
Natural Gas Policy Council 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 

backing the construction of the gas line 
from the North Slope, still others can't

As for the likelihood that Bush would 
attempt to open up part or all of ANWR 
to exploration, Tussing said, "I can't fore­
see of the Bush administration—no mat­
ter how strongly they felt about it—col­
lecting or being w illing to cash in 
enough chips to do it. There’s no popular 
support in the United States for it."

Tussing added that w ithin Alaska, how­
ever, there is strong support for such a 
proposal. "Drilling is now prohibited 
without an act of Congress. There are 
members of Congress, maybe a third of 
the Senate under major pressure by the 
administration would vote to open it. but 
the> 1 n't any national consensus for it,” 
he said.

"The Democrats in Congress would 
love to have an early fight. It's really the 

help but be wary of how long it has taken only high-profile wedge issue in the envi-
to get to this point. Tussing noted that 
with a project with such a large economy 
of scale, the long-term cost must truly 
justify its construction.

"Both the politicians and the produc­
ing companies are giving the impression 
that something is going to be built," he

ronmental arena. ANWR is overwhelm­
ingly an emotional issue. There's no way 
that the decision is going to affect the gas 
line or have any impact on national secu­
rity." ♦
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Business travel
. By Ejavid .field j'.vvd* r.^y 
•* •. %*.‘ *./ y  • •'*. •
Two: Southwest adds a 
daily non-stop April 1 be­
tween Chicago Midway 

■ and Fort Lauderdale, for a 
total of two daily, and one 
between Midway and Las 
Vegas, for three a day.

Doubles: TWA will give 
double-Aviators frequent-

ln comparison to last 
October, an average one 
way a lrpU n r ticket In first 
class increased 
about S25: S2G2.49

oa?ouo

Sourer: Alt Transport Awodgtou

twa.com.

Triples: Thrifty offers five-' 
pie the usual 50 miles per 
rental day to Alaska Air­
lines Mileage Plan mem­
bers Jan. 1-April 1. TWor 
day minimum. 14-day 
maximum rental.

Growth: Ten-month-old 
JetBlue carried its .1 mil- , 
lionth passenger Thursday..
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By Edward Iwata 
USA TODAY

PALO ALTO, Calif. - As California’s 
power crisis worsens, high-tech firms in 
Silicon Valley are taking steps to defend 
themselves against potentially devas­
tating bldckouis.

"Electricitv is the oxygen of Silicon 
Valley," says Kail Stahlkopf, vice presi­
dent at the Electnc Power Research In­
stitute in Palo Alto.

This year, state authorities have de­
clared energy alerts on a record 52 days. 
California declares alerts when power

reserves fall dangerously below 1% of 
the state’s capacity. To stave off energy 
outages and emeigencies:

► About 200 Silicon Valley firms, 
from Intel to eBay, have agreed with 
utilities to voluntarily cut their enetgy 
use 10% oi mote during "rolling black­
outs" imposed by utilities to lighten the 
load on (he state’s electrical system. Ibis 
season, lliete have not been rolling 
blackouts. If there were, the tech firms 
would save up to <100 megawatts ol en­
etgy - the equivalent of ‘100,000 
Irouseholds

In return, the companies get rate dis­
counts ol 101. to 20% all year t)i they 
drop lowet on the list of customers who 
may lose power during mandatory 
blackouts "I hey can lake more control 
over their destiny." says spokesman Lo­
ry Owens at Silicon Valley Power.

► V iiiiu lly evety high tech firm and

chipmaking plant has backup genera­
tors to keep safety and office equipment 
running. Oracle recently built a J6 m il­
lion substation to power its coiporate 
offices in case of disaster.

► Leai ning from earthquakes and last 
year's Y2K scare, chipmaker 151 logic 
lias a “SWA T team" of managers and se­
curity people ready to jump or. emei - 
gencies. lltcy can communicate world­
wide via shortwave radios and satellite 
phones, spokesman Kevin Brett says.

California bad its first-ever statewide 
Stage 3 alert Dec. 7. In Stage 3. the se 
veresl warning, power may he cut lo 
any customer at any time. In Stage 2, 
power may be cut to large business cus­
tomers. Doting Stage 1. customers ate 
asked to reduce electricity use.

In June, record beat waves and ovet- 
lieated transmission lines led enetgy of­
ficials to cut tail power to parts of the

San Francisco Bay Area lor several days. 
About 100.000 business and iesidenti.il 
customers lost power lor an liourot two 
each time.

Silicon Valley firms sullered S100 mil­
lion in lost production dm mg the out 
ages, says spokeswoman Michelle Mon- 
tague-Bruno of the Silicon Valley 
Manufacturers Association.

Tech (inns need more power than 
others because they tun huge data 
processing rooms, chipmaking plants 
and research labs. Electricity demand in 
Silicon Valley grow 12% last ye.it: the 
statewide average was 3%. Stalilkupl 
says.

If the government and utilities don't 
start building a new electrual mli.i 
structure in the next live ye is. Stahl 
kopf says, the crisis will spre.nl

► Bush pushes for more oil. !JA
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Silicon Valley cranks up conservation
As energy rates soar 40%, 
companies dim lights, buy 
more efficient equipment
By Jon Swartz 
USA TODAY

SAN FRANCISCO -  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 replacing 
$500,000 refrigerator 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 rapid* 
growth of "server farms" -  sprawling 
computer complexes that handle Internet, 
traffic -  threaten to tax the state's fragile ,̂ 
power system even more.

“Energy use is now at a level the state 
expected in 2015,” says analyst laiad 
Carleton of Frost & Sullivan. “A lot 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 world’s largest server farm, a

f a / ? /  USA   

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

“The projects scale, in light of the 
state’s energy problems, is troubling to 
say the least," says Michael Stanley-Jones 
of the Silicon Valley Toxics Coalition.

U.S. DataPort CEO Grant Sedgwick 
counters that the center will create 700 
jobs and generate S70 million over 10 
years in property and utility taxes. It 
hopes to build its own power plant, he 
says. ■* • • >*

Exodus Communications, which oper­
ates 14 data centers in California and 42 

; nationwide, already iias plans to build its 
own power plant in the V&lley.

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. S.
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Mncnorflgo L>3iiy new*
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-

Dy tne oorougn witn runas appropriatea oy 
Congress to ease Southeast’Alaska's economic 
woes bom a downturn in the timber industry.

A standing-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

real inconvenience, ne saia.
The Bankruptcy Court fil 

slopped payment on money owe 
up to that date, although the judge 
reorganization has allowed the co 
cash on hand to pay employees 
wprking, Bloom said, 

v.
See Page E-

SPOTLIGHT: WORKPLACE

B u s h  r e p e a l s  C l i n t o n ’ s  e c o n o m i c s  r e g u l a t i

n POLICY: President says 

O S H A  rules were too 

costly and broad.

B y  SA N D R A  S O B IE R A J
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. •• •

The measure, revoking rules is­
sued late in the Clinton adminis­
tration, was the first substantive

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 r e - . 
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

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 
with v federal 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." .

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 — n o t; 
ment at work,” Bush: 

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

See Page E--I
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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’s frustrating,” Cash- 
man said. Anchorage-based Petroleum News 
plans to move its host-computer site to 
Haines, where its Web master resides, she 
said. t

NANA profits again top $5 million
NANA Regional Corp. posted a $5.1 million 

profit in 2000, down 2.5 percent from a year 
earlier, according to the company’s annual

• v * «**’ •
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’s net roy- 
lties from its huge Red Dog lead and zinc 

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.
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Press Release

SOURCE: Edison Electric Institute

P o w e r  C o m p a n ie s ,  D e v e l o p e r s  D i s c u s s  

I m p a c t  o f  I n t e r n e t  D a t a  C e n t e r s ;  A lo n g  

W it h  B u s in e s s  O p p o r t u n i t i e s ,  S e r v e r  

F a r m s  P o s e  H u g e  P o w e r  D e m a n d s

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 a just-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.
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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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Local /  Regional

High-tech operations 
could black out Seattle
N e w  ‘s e r v e r  fa r m s ’ 

to  h a n d le  In tern et  
c o u ld  d ra in  sy s te m

The Associated Press
BELLEVUE. Wash. -  More than 

rwo dozen "server farms" — data 
centers that handle the traffic of the 
Internet — are planned for the Seat­
tle area, another sign of the region's 
high-tech boom and prosperity.

But there's a price: Collectively, 
the farms will need nearly as much 
electricity as the entire city of Seat­
tle, at a time when the Northwest al­
ready faces nearly a l-in-4 chance of 
power outages.

"This is just a massive load that 
was unforeseen by anybody," said 
Steve Secrest, director of rates and 
regulations for Puget Sound Energy, 
the Bellevue-based utility that pro­
vides electricity to much of western 
Washington.

It takes 1.200 megawatts to keep 
things humming in Seattle, which 
has its own public utility. Each serv­
er farm requires 30 megawatts to 50 
megawatts. By comparison, it takes 
about 30 megawatts to power the en­
tire University of Washington.

The Northwest Power Planning 
Council, which tries to balance 
wildlife and fish protection with 
power generation needs in Wash­
ington, Oregon, Idaho and Montana, 
had been worried about the region's

generating capacity even without 
the server farms.

Based on a study completed in 
March, the council predicted a 24 
percent chance of winter outages in 
the four-state area by 2003.

'The concept of server farms was­
n’t on the horizon (then)... so we 
didn't include it," council spokes­
man John Harrison told the Ea^side 
Journal, the paper said Tuesday.

Even without them, the study con­
cluded, there is a need for the "equiv­
alent of 3,000 megawatts" in new 
generating capacity to ensure no 
more than a 5 percent chance of 
blackouts for the region, a power-in- 
dust ry standard

Capacity to meet that forecast 
can't be developed in time, Harrison 
said. The only new generating 
plants scheduled to come on line by 
2003 are rwo natural gas-powered 
piar.ts, together producing 600 
megawatts a day. he said.

“We would still have a 2,400- 
megawatt problem," Harrison said.

Server farms are “definitely a con­
cern, and whether this is going to be 
the straw that breaks the camel's 
back is a good question," said Tony 
Usibelli, a senior energy policy spe­
cialist with the state Community 
Trade and Economic Development 
Department.

No regulatory mechanism would 
allow Seattle City Light or Puget 
Sound Energy to just say no to the 
server farms.

Utilities have an "obligation to 
serve," Usibelii said.
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L e v e l  3  w i l l  b u i l d  g i a n t  t e c h n i c a l  b u b  o u t s i d e  B o s t o n
Byierd Smith

| News Staff Writer

U Broomfield-based Level 3 Com-, 
i munications will build a 500,000-: 
' square-foot technical hub outside' 
•I Boston this year to meet skyrock- 
; eting demand for space from In­

ternet service providers and oth­
ers.

Level 3 .already operates'mega­
centers in New York, Boston and 

, Silicon Valley and plans a third in 
■. Hong Kong this yean said spokes­

woman Kathy 
Sattem. Level 
3,'operates 38 
so-called gate­
way.- centers 
nationwide. ’ 
They are used 
by In te rn e t 

, service 
providers and 

' others as switching stations and 
technical entryways to phone net­
works and the Internet.

■' A 96,000-square-foot center

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’s 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.

iII
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Wi° Qwest launches CyberCenter in Highlands Ranch
E ^ W f f  Smith V :i‘ .'!.- " ' ■ - ' "': :  !

1 N r w f c S b f l  W r i t e r  > i ; -

When MSHOW.com organized a 
live Web conference for Qwest. 
Communicationsilnc:' two weeks;' 
ago. the Denver’company turned '• 
to Qwest itself for help in ,"host-:. 
ing" the event, ,i ..' '
Servers; high-speed routers and 

other equipment at Qwest's new 
CyberCcnter in Highlands Ranch 
were used to pipe video and audio 
onto the Internet from an analyst 
meeting in New York.
. "You create a lot of traffic when 
yoruridco-stream 1 0gigabytes in five 
minutes to 1,000 people,” said 
Robert Ogdon, MSI 1 0 Woom's cl air­
man and dtief executive officer: Dut

this event, he said, "was seamless" 
for those who watched on llic Web.
Qwest is betting tens of millions 

of dollars that hundreds of other 
companies will take advantage of 
the technology offered at its cen­
ter in theDenvcr arca.\',t,'T' • 
'The center, formally launched 
Wednesday, is designed to' help • 
companies with information tech­
nology appbcations ranging from 
Web content distribution lo data 
management. * . ■
The facility is Qwest’s 12th in a 

U.S. rollout that is planned to 
reach 2-1 by the end of 2 0 0 1. The 
technology is impressive: Routers 
are capable of sending video, voice 
and data out to the information

highway at speeds of up to 2.4 
gigabits per second. .
That’s roughly equivalent to 4 5  

million simultaneous Internet 
connections at a standard modem 
Speed of 5 6 kilobits per second.
And despite the rapid increase' 

in the number of similar cyber 
centers across lire country, com-' 
pany officials are bullish.
"We are not concerned that there 

is overbuilding in the industry," said 
Richard L  Weston, senior vice 
president of Qwest Internet Solu­
tions. “We sec insatiable demand.” 
Hut while space in a previous 

cyber center in California was sold 
out in 13 days, Qwest officials esti­
mate the company will probably

‘Till" the Highlands Ranch center 
in about a year.
"Companies may hot put their 

whole (information technology) 
applications on the Web,” Weston 
said, but may start with such appli­
cations as cunail and sales man­
agement.
The center has racks available 

for up lo 109,000 servers.
Company officials declined to 

disclose current or potential cus­
tomers, but nationally the tele­
communications company's busi­
ness customer base includes 4 0 of 
the Foitunc 5 0, leading dot.coin 
companies such as Amazon.com, 
and (op Internet providers such as 
AOL and Akamai,

To safeguard customer opera­
tions, Qwest is providing 2 4 -limii 
security and video surveillance of 
all entrances and aislcs.-Just to 
reach the area where the servers 
are housed requires placing [lid 
back of one’s hand through a "Irio- 
nietric” scanner that matches the 
scan to one’s photo ID. Server 
racki inside are locked for cus­
tomer protection. • •'
The company has built in re­

dundancies, including two backup 
connections to the Internet. A 
staff of 19 has been hired to moni­
tor operations and troubleshoot.’'!
The center also has backup for 

power, heating, ventilation, air 
conditioning and fire suppression..



Business travel
• t In comparison to Ust 

October, an average one­
way all plane ticket in first 
class increased 
about S2S:

tWa.COm.
: b y  D^vid. LJdd£r>.'.; a., •; :r.; v. \
Two: •'Southwest adds a 
daily non-stop /\pril 1 be­
tween Chicago- Midway 
and.Fort Lauderdale. for a 
total of two daily, and oiie 
between Midway and Las 
VcgasJ for (luce a day.

D oubles TWA will give \  
double.-'Aviators,-frequent-.
fb c r . ‘n ^ e s : . ;laiL- 3 i -A p r i l t r - v  , •.  ‘ L -
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Triples* lliriny olferslnr 
pie the usual .50 miles per " 
rental day to Alaska Air­
lines Mileage Plan mein-' 
bets Jan. 1-Apiil 1. Ttob-.r- 
day minimum, Id-day 
maximum rental. ; *J.\n

; »y Quin JUa USA TODAY

GrowUu Tcn-moiitli-old7 
JetBlue'.carried its.! mil-' ;• 

• liuiulfpassenger Thursday
*. , * wVji *.* .J Vv
"iirill Ititnin* rliilti.-nnn 'ftnnc

Miami and 
for.offer .0164

liuari; PpertoRico.-Ref^r:i between Atlanta I laris field -and Buenos! 
2 at 8Q0:325-fl81 5 Tor1 at; Aires. Argentina, in ApriL; ' ' - L'v^Vjr!
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S te p s  in c lu d e  
b a c k u p  g e n e r a to r s ,  
b u ild in g  s u b s ta t io n s

Uy Edward Iwata 
USA TODAY

PALO ALIO. Calif. - As Californians 
power crisis worsens, high- tech firms in 
Silicon Valley ate taking steps (o defend 
themselves against potentially devas­
tating blackouts.

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

Ibis year, state authorities have de­
clared enetgy alei (s on a record 52 days. 
California declares aleris when power

reserves fall dangerously below 7% of 
the state's capacity, lo  stave off energy 
outages and emcigcncies:

► About 200 Silicon Valley firms, 
Itom Intel to eBay, have agtecd with 
utilities lo voluntarily cut their enetgy 
use 10% or more during "rolling black-' 
outs" imposed by utilities to lighten the 
load on the state's electrical system, llris 
season, there have not been rolling' 
blackuuis. If there were, (lie tech firms 
would save up to riOO megawatts of en­
ergy - the equivalent of -100.000 
liouseholds.

In return, the companies ge rate dis­
counts of 10% to 20% all year Or I hey 
drop lower on the list of customers who 
may lose power during mandatory 
blackouis. "Iliey can lake mote control 
over their destiny." says spokesman Lit • 
ly Owens at Silicon Valley Power

► Virtually every high tech linn and

chipmaking plant Iras backup genera­
tors to keep safety and office equipment 
tunning. Oracle recently built a 36 m il­
lion substation to power its corporate 
offices in rase of disaster.

► Learning from earthquakes and last 
year's Y2K scare, chipmakcr 151 logic 
lias a "SWAT team" of managers and se­
curity people ready to jump on emer­
gencies. They can communicate world­
wide via shortwave radios and satellite 
phones, spokesman Kevin Brett says.

California had its first ever statewide 
Stage 3 aleii Dec. 7. In Stage 3. the se­
verest warning, power may he cut lo 
any customer at any time. In Stage 2. 
puwci may be cut to large business cus­
tomers. During Stage 1. customers are 
asked to i educe electricity use.

In June, retold heat waves and over­
heated tiaiisinissinn lines led eneigv of­
ficials to m iitail power (o pans ol the

San Francisco Bay Atea for several days. 
About 100.000 business and residential 
customers lost powci for an hour oi two 
each time.

Silicon Valley fit ms stiller cd S l(X3 mil­
lion in lost production during (he out­
ages. says spokeswoman Michelle Mon- 
tague-Bruno of the . Silicon Valley 
Manufacturers Association.
. lech firms need more power than 
oiliers because (hey run huge data- 
processing rooms, chipmaking plants 
ami research labs. Llecliicily demand in 
Silicon Valley gtew 12% last yeat; the 
statewide avctage was 3%. Stalilkopf 
says.

If the government and utilities don't 
start building a new electrical inlia- 
Stiiictuie in die next live yeats. Stahl 
kopf says, the crisis will spread.

► Hush pushes for more oil, !)A

Cover story More
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Computers to Boost Energy Use More Than Forecast 
(U pda te l)
B y  B ra d le y  K eo un

W a sh in g to n , Nov. 2 8  (B lo o m b e rg )  •• C o m p u te rs  a n d  e le c t ro n ic  
e q u ip m e n t  a re  d r iv m g -g ro w th  in  U .S . e n e rg y  u sag e  fa s te r  th a n  the  
g o v e rn m e n t fo re c a s t  a y e a r  ago , a c c o rd in g  to  a re p o r t  p u b lis h e d  to d a y  by 
th e  D e p a r tm e n t  o f En e rgy .

E le c t r ic it y  d e m a n d  d u r in g  th e  n e x t tw o  d e c a d e s  is  e x p e c te d  to  r is e  b y  1 .8  
p e rc e n t  a y e a r, th e  d e p a r tm e n t  s a id  in  an a n n u a l e n e rg y  o u t lo o k , fa s te r  
th a n  th e  1 .3  p e rc e n t  e x p e c te d  in  la s t  y e a r ’s  re p o rt .

T h e  re v is io n  c a m e  a fte r a " r e e v a lu a t io n  o f th e  p o te n t ia l fo r  g ro w th  in 
e le c t r ic it y  u se  fo r a v a r ie ty  o f r e s id e n t ia l and  c o m m e rc ia l a p p lia n c e s  and  
e q u ip m e n t ,  in c lu d in g  p e rs o n a l c o m p u te r s , "  th e  re p o r t  sa id .

E le c t r ic it y  p r ic e s  w ill d e c lin e  10  p e rc e n t  by  2 0 2 0  a s  d e re g u la t io n  and  
in c re a s e d  c o m p e t it io n  in  th e  e le c t r ic  in d u s t ry  le a d  to  c u ts  in  o p e ra t in g , 
m a in te n a n c e  a n d  a d m in is t r a t iv e  c o s ts , th e  re p o r t  sa id .

T o ta l re s id e n t ia l e n e rg y  u sag e  w a s  p ro je c te d  to  g ro w  by 1 .2  p e rc e n t  a 
y e a r  to  24.4. q u a d r i l l io n  B r it is h  th e rm a l u n its  in  2 0 2 0 , up  fro m  th e  2 3  
q u a d r i l l io n  fo re c a s t  a y e a r  ago. T h e  m o s t r a p id  g row th  w ill c o m e  from  
c o m p u te rs ,  e le c t ro n ic  e q u ip m e n t  a n d  a p p lia n c e s .

C o m m e rc ia l e n e rg y  u sa g e  w ill g row  b y  1 .4  p e rc e n t  a y e a r  to  2 0 .8  
q u a d r i l l io n  B tu , d r iv e n  m o s t ly  by  r is in g  d e m a n d  fro m  c o m p u te rs ,  o ff ice  
e q u ip m e n t  a n d  te le c o m m u n ic a t io n s  d e v ice s .

G ro w in g  E n e rg y  D e m an d

O v e ra ll, th e  n a t io n 's  to ta l e n e rg y  u sa g e  is  e x p e c te d  to  g row  by 1 .3  
p e rc e n t  a y e a r  to 1 2 7  q u a d r i l l io n  B tu  in 2 0 2 0 . T h a t ’s  u p  a b o u t  3 0  
p e rc e n t  f ro m  th is  y e a r 's  u sag e  o f an  e s t im a te d  9 7 .6  q u a d r i l l io n .

U .S . o il d e m a n d  w a s  p ro je c te d  to  g row  by  1 ,3  p e rc e n t a ye a r, led  by 
g row th  in t r a n s p o r ta t io n ,  w h ic n  a c c o u n ts  fo r  7 0  p e rc e n t  o f U .S . 
p e tro le u m  c o n s u m p t io n .

,/fgcgi cgi?ptitle=Top°'o20World%20New5&s1=b!k&tp=ad_topright_topworid&T=markets 11/28/2000
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" H ig h e r  lig h t -d u ty  v e h ic le  tra ve l in  th e  fo re c a s t  is  p a r t ia l ly  o ffse t by 
h ig h e r  v e h ic le  e f f ic ie n c y ,"  th e  re o o r t  sa id .

T he  sh a re  o f U .S . p e tro le u m  d e m a n d  m e t b y  im p o r ts  w ill in c re a se  to  6 4  
p e rce n t in  2 0 2 0  fro m  51 p e rc e n t  in  1 9 9 9 .

H ig h e r  o il o u tp u t  from  th e  O rg a n iz a t io n  o f P e t ro le u m  E x p o rt in g  
C o u n tr ie s  a nd  fro m  n o n -O P E C  c o u n tr ie s  w ill m ee t g ro w in g  d e m a n d  from  
the  U n ite d  S ta te s , th e  M id d le  E as t, th e  fo rm e r  S o v ie t  U n io n , C h in a  and  
th e  P a c if ic  R im .

F a ll in g  O il P r ic e s

W o rld  o il p r ic e s  in  1 9 9 9  d o l la r s  a re  e x p e c te d  to  a ve ra g e  $ 2 2 .3 3  a b a rre l 
in 2 0 2 0 , a b o u t  th e  sa m e  a s  fo re c a s t la s t  ye a r. O il p r ic e s  th is  y e a r a re  
e xp e c te d  to  a v e ra g e  a b o u t  $ 2 7 .6 0 , u p  fro m  $ 1 7 .3 5  la s t  y e a r  b e ca u se  of 
p ro d u c t io n  c u tb a c k s  la s t  y e a r  by O P E C  a nd  se v e ra l n o n -O P E C  n a t io n s .

O il p r ic e s  a re  e xp e c te d  to  fa ll to  $ 2 2 .5 0  a b a r re l by 2 0 0 3  a s  su p p ly  
c a tc h e s  u p  w ith  d e m a n d .

N a tu ra l g a s  p r ic e s  w e re  e xp e c te d  to  be 1 0  p e rc e n t  h ig h e r  in  2 0 2 0  th an  
th e  a g e n c y  fo re c a s t  la s t  yea r, a s  new  s u p p l ie s  fro m  d o m e s t ic  w e lls  and  
C a n a d ia n  im p o r ts  fa il to  k e ep  p a c e  w ith  r is in g  c o n s u m p t io n  by p o w e r 
p ro d u ce rs .

N a tu ra l g a s  p r ic e s  w e re  e xp e c te d  to a ve ra g e  a b o u t $ 3 .3 0  p e r  th o u sa n d  
c u b ic  fe e t ($ 3 .2 1  p e r  m il l io n  B tu )  in  2 0 0 0  a nd  2 0 0 1 , u p  a b o u t 60  
p e rce n t fro m  la s t  y e a r 's  $ 2 .0 8 . P r ic e s  a re  e xp e c te d  to  d e c lin e  th ro u g h  
2 0 0 4  a s  new  te c h n o lo g y  le a d s  to  im p ro v e m e n ts  in d r i l l in g  and  the 
e f f ic ie n c y  o f c o m p le te d  w e lls .

P o w e r P ro d u c e r s

P r ic e s  a re  e x p e c te d  to  a ve ra g e  $ 3 .1 3  p e r  th o u s a n d  c u b ic  fe e t in 2 0 2 0  a s  
d e m a n d  fro m  p o w e r p ro d u c e rs  g row s. T h e  a m o u n t o f g a s  u sed  in 
e le c t r ic it y  g e n e ra t io n  is  e xp e c te d  to  t r ip le  b e tw een  1 9 9 9  and  2 0 0 0 .

T h e  E n e rg y  D e p a r tm e n t re v ise d  its  e s t im a te  fo r a n n u a l U .S . n a tu ra l g as 
d e m a n d  in  2 0 2 0  to  3 4 .7  t r i l l io n  c u b ic  feet, u p  10  p e rc e n t fro m  la s t  year. 
T h a t m e a n s  n a tu ra l g a s  d e m a n d  w ill g row  2 .3  p e rce n t a y e a r  fro m  an 
e s t im a te d  2 2 .7 4  t r i l l io n  c u b ic  fee t th is  yea r.

T h e  sh a re  o f to ta l U .S . e le c t r ic it y  g e n e ra t io n  a t t r ib u te d  to  n a tu ra l g as 
w as e xp e c te d  to in c re a s e  to 3 6  p e rc e n t in  2 0 2 0  fro m  16  p e rc e n t in  1 999 , 
a s  p ow e r p ro d u c e rs  seek  th e  c le a n e s t -b u rn in g  fue l a v a ila b le .

A b o u t 2 7  p e rc e n t  o f th e  n a t io n 's  9 7  g ig a w a tts  o f n u c le a r  g e n e ra t in g  
c a p a c ity  w ill b e  re t ire d  by 2 0 2 0 , and  no new  n u c le a r  p o w e r p la n ts  a re  
p la n n e d .

► looking Jor Mom WomwUon? Search Btoomtxxg Nnvrs Archjyb

./fgcgi. cgi?ptitle=Top%20World%20News&sl=blk&tp=ad_topright_topworld&T=markets 11/28/2000
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Qwest. (jommunications moved Sunday 
> accelerate;its lucrative technology ser­

vices business, joining forces with IBM in a 
.'its 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.Fi 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.

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

markets division, in a statement 
Sunday. . , ,:i

"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 
San Jose in the 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 U S 
West.

but (/west officials said Sunday 
the IBM joint vcnture,shinild allay 
some concerns. ‘l&vif ■
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Fromlstt, Nupremis employees Steve Gaines, Karl Nie* mann and Jeff Baer monitor the company's network at the Nupremis net* work operations center in Boul­der. Nupremis announced plans last month to open 20 data centers globally by the end of 2001.

3:e»t G-oe*/Ne»s 3 •• <**o:o|'»yrDavtd Gandini, FlrstWorld Communications' chief operating officer, stands In the Arapahoe County company's collocation center. “There are a lot of .ompanies that have made statements about building and going forward, but we still feel there Is a tremendous shortage of data center space across the country tr.diy," he says.

Data centers 

proliferate as 

companies 

try to m eet 

m ushroom ing 

dem and for 

Internet

By Kris Hudson
Xtwi Staff Wntir

. huck Cadle peered through the bulletproof glass that 
^separated him from the sterile, white room filled with an armada of black, refrigera­tor-sized computer cabinets.

CadJe. chief executive officer of Boulder's Nupremis Inc.. Is not allowed inside. Only a few of the 
company's technicians are allowed 
to enter the data center to tend to us equipment and the vast network of cables and wires.

Data centers are (he present and future of the Internet. They're high-powered, highly secure data 
havens where Internet companies can power their online operations 

:withouefearofdisruption..niey're- .

also big business, representing a multibillion-dollar industry that has attracted some of high-tech's biggest names and seven! Col­orado upstarts like Nupremis.
"it's the Fort Knox of data cen­ters." CadJe said, standing outside Nupremis’ data center Friday. "If you've got a mission-critical appli­

cation, you don't want it to go down. You want it to be highly reli- ' ab le .. .andsecure."
A card-scanner system allows only authonzed workers into the data center, Its 68 cabinets — stocked with Compaq servers and 

dau-storage devices connected by an intricate web ol cables snaking below the room's raised door and suspended from its ceiling — are kept in a temperature- and humidi- - ty-controlled environment. Afire-

suppression system is pregtam.med to snuff out any flicker of flame.Equally secure is the Nupremis 
network operations center, where a few technicians monitor the compa­ny's network on screens sucked 
three high and 12 across. If some- ihmg goes wrong or a system nears 
capacity in this data center or any of the eight Nupremis plans toopcr, this year, workers will know 
instantly. In addition to the standard firewall safeguards, the companv is 
installing intrusion-detection soft­ware to thwart hackers.This is what it takes to house customers’ Web operations in the diptal economy, where the flowin' data is a lifeblood and downtime is a slow death.

 See DATA CENTERS on 8B .

Study rates 
countries’ 
high-tech 
readiness
In key areas, even 
some major powers 
don’t foster expansion
ByO. Ian Hopper
Auocialti Arty

WASHINGTON -  Mary coun­tries are a long way iron -av- 
mg the infrastructure to sup­port technology companies, and economic expansion will stagnate without necessary improvements, according to a report released las: week The report, prepared by off;■ ctals responsible tor worldwide Y2K readiness last year, rates C2 nations in the areas of con­nectivity. technological leacz:- 
ship. information scccrif.. worker training and business ciimate. Twenty-three, includ­ing China. Russia and South Africa, require substantia! im­provement in at icas: two areas before technology com­panies and governmental teen efforts can flounsr."The networked world is under construction ," said Bruce W. McConnell, neap of McConnell Internationa! LLC, a technology consulting firm. "Smart companies will get in on the ground floor, but they should wear hard hats. The foundations arc still unfin­ished. Many countr.es have not yet created the conditions that permit full participation in the digital economy."McConnell and the firm s other owner. Roslyr. Docktor. led the Internationa, Y2K Cooperation Center s global Y2K readiness effort Estonia ar.d Taiwan have tre 

best ratings among all coun­tries. Both have ntgn ratings.-. governm en ta l leadersh ip , worker training and business climate.C en tra l and Sou thern  Europe — such as Bulgaria, the Czech Republic. Italy and Hungary — are the best-rated regions in the report Nations there were found to have skilled and educated workers, legal protections ar.r computer security laws that arc more advanced (nan ir. many other regions.A lso , the repo rt sa id .
.S ee  READINESS or. 12B
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Shakeout fast-growu;g industry I
DATA CEHTLR liom 18

"It’s really the mimir.i- tiun of (lie Web." said K.ii I Niemann, the cumiiany's director of nelwtitk opet • ations. ''It's moved from an jd hoe thjiiK to somethin); you roil your business on. And when you run your business on it. you need reliability and availability."Several types of data centers exist. One version, often called u collocation facility or gateway, is set up by ntajoi telecommunica­tions carriers to serve as a 
center urlictc Internet com­panies cm gain access lo 
the carriers' international networks. Typically, the 
carrier provides little 
beyond floor space and net­work access.iclying on other companies to meet customers'additional 
needs.A traditional datj center offers mine services than a collocation lacility. A data­center npeiatui often will lease such et|ui|»ntnt as servers and storage devices (ocustomcis. Some even resell enterprise softwaic systems in a pay-as-you-go format known as application . service ptuvision.In short, data center operators act as a one-stop shop (or customers, provid­ing network access ft tun sevetal carriers, on- demand software and infor- matinii'ie-clinolugy support.And then there's a con­fusing twist: Data centers can be set up inside colloca­tion facilities.The former is moie 
lucrative than the latter. Boston-based market 
tescarclt firm The Yankee Group reports that rat ncrs receive average monthly revenue of $50 per squat e fool fot batc-boncs colloca­tion services. In contrast, dnia-ccntcrupciaiois chat gc tin average of $3,(XXI pci stpiaic foul monthly lur the niinteimis services they i.lli t tit atltliiinii lu flutu space anil netwink access lor bi nail, complex tiller-

mgs. that figuie can climb IIISID.IKK)pet stjll.m-luol
Analysts ptedicl that, sonnet rather than laid, ciillncniuin set vices "  ill iKCome a commndity as the supply ol data eentut space catches up with the demand, and only the data­center operators that pro­vide additional set vices will make money.''Deliveringquality ol service at a reasonable price is going to being,' said David Tapper, an ana­lyst with research linn IDC.All told, Yankee Group values the broader market of'tictsouKtng" — which includes the uuisouicmg ol Web hosting, network, inte­gration and suppon ser­vices — at S9 I billion this year, growing to S-16.7 bil­lion by 700.1Titus, it's nut bard lo see why so many companies have entered the data cen­ter market.The m.qni plac­ets include well killin' n names such as listnlus CuinmuuiL.Hums. Intel Coip. EDS. Hewlett- Dackatd Co., Level 3 Com­munications and pat met - ships of AT&T Coip.-British Telecom and Qwcst-IIIM.The industry has a strong foothold in Coloi ado, where at least seven com­panies operate some fot m ol data center for use by Internet companies. Level 3 and ()wcst ate .liming the laryesl collocation providers. Arapahoe Coun­ty-based Veno Inc hosts more than 400,000 Web sites at itsccnteis First- World Communications and InFlow Inc. opet ate several 

daia centers and intend to open mote. And this year, 
two new companies — Ntipicmisand llcletu — have announced plans lu open dozens of data cen­ters."If iglll now, the lil.ll kel is so open Tbcle's so tnucli tippm Utility." sattl I l-ivi- Gaiitliiii.cliieltipei.iiuig ollicct of Ara|ialmeLiu:niv- based 1-ustWiuhl " I'beii-

£ 7  /

' _______ S ^  Solution .Sing rpts-' r.i..\ st-** I'Hi'vt.M.oii Chief Decullte Officer Eric Hood, left, and Cldef Operating: Offi­cer Ron Cooper of Relera relax in their Arapahoa County office. Tin itartup announced (hit month that It will open 25 data cen­ters In the next 18 months.
men lot of compaim* lli.it have made statements about budding and going forwaid, but we still feel there is uticinciitlous shr'lagcofdaiacenlci 
space across the country today."Hacked by Dcikli financiei Donald Stumi. first Woi Id operates ngln data centers and plaits to open two more by Oc tober The company offers its cus­tomers network access pro­vided by multiple carriers, third-party softwaic. thud- 
party data Slot age and add­
on services, including remote monitoring first- Woild executives say the company holds an atl\ an- tngcovei irutiisii > new- vomers because n alieadv has sevei j I rl.ila«entei s lluncvci. hit >t\Noi Id has pioblenivl.asl inoiilh (lu i.<*nip.i m told mvt-tloiMl*. i»-v

enue and margins for (he balance ol the year will fall below predicted levels because of slow sales and high costs. Along with the financial shortfall, lirst- YVorld announced the resig­
nation of Chief Executive Officer Sheldon Ohnnger. The company intends lo right nself hvdivesting au.vdiai v businesses to focus on its datacentei s.Even so. EnstWorld’s stock plummeted, and the 
company became the taigct of numerous shar eholder lawsuits, which it s jy s arc groundless“We feel extremely coin- fin iable and very excited about (lie business wc'iC m," (i.milim s.iul ‘ We aie f(K*US(*rl .it xiiiimI I lie busi­ness in wliii li wi will Ik Siiccesstul I fun Mm in is ioiiiuiilli d to (lu business Wclhoi the light p.utnii- slops III pi It I

Inl lou. loiiiidetlin HM)7 by two An I nice Acadcinv giaduates.opi iates 11 data centei s. (lie company pin- vides data centei ;pan\ net win k .icce**< and mini • maiion-uchmdogy set 
vices, lake I'ustWnilil. inflow specializes m set v- iug small and medium-sized businessesIn the past Hi months. Inflow has raised VfJS mil­lion in vcntuie linaiu mg to fuel its expansion The company lib il m fcln uai v to sell us sirs k to the public but ha * no; In gun doing soRelera Inn st onto the scene this month with the announcement it will open 
25 data centei s m the next 18 months. Launched earli­
er this year, the startup has generated significant momentum It is led by Chief Executive Officer Klic Hood, funnel vice president (m engineering nod operations .0  Vci in. and chici npeiatiui'.otlicei Ron Coopei. Ini un i 11 m l oper­
ating nlht'ei "I Mi dial inc.In llie past Six mouths, Relera has collected SHOO million m vcntuie financing ftnm Denver -h.ised Tele­com lYu tners. Navis l\ui* neis, Columbia Capital Pin trier*.. Haul; of Ailict icil C.ipital P.uliters. Crescen­do Ventui es. CI ISC. I Ji oad- band Veutuie l*ai luer sand Moigan Stanley Dean Wit­ter. And Iasi week. Relein unveiled plans to open data centers in 11 I evei -t collo­cation fjllllllL'SArapahoe County based Releia intends to ofler data center space, network access Irom multiple sup- plieis and ITsuppoit The company will not pi ovule 
server sui sufiwaie.“The watchwoid in busi­ness tiHla) is lo mat’ Coopei said "And wc help oui ciistoincis achieve 
then speed-to-iii.ukcl goals h> piovidmglb.-mil.istiuc luir ami m i * u * s they need hut cl<*n I have in develop them--k.l-i-->

'su;iuiia-..ii'ii.MiiKed its plans 11%| iiii.nlli loiipi-n zii

data centei s globally by the 
end of 2001. The 8 month- old iomp.uiv is a "roll-up’’ 
ol Ihudiici e hiisincssiule- gi.iioi C entei a. I lungajnn 
.ipplii-.ition set vice piuvidcr lulei Wave and wireless 
Iik .d mi win k company New Ei aCnin The tluce 
were iHUight and combined hv Callahan Associates, the Dcmn lelccoindcvelop- uieni linn led hv furuicr t.1 S West executive Dick C M um

\irned with S3II million in u n i me financing and 
suon to add S75 million in

I1
4■■4*Ct
il

'•/■Ji
debt financing, Nupicinis. v.vgi^ 
intends lo open its il.ilacen- ̂ .'Hii to  s at collocation sites of 
several telecom earners, it 
has opened daLi ccnteis at

i»
several telecom earners, it ^  t!!'i
its own sites in Itoulder and ™ 
lludapest. Hungary Nupi emis intends to j'tf. 
set x e medium sized and 
large businesses. The com- paii\ ollel > use of its data Ceiilei '•p.ue. Lniii|i.mhard- ♦ w ,M e. I haJesoltw.iie and . ilMiwn I fse i vices.

Wuli su many new cull .mis joining the pany, , even a last giowmg market . is IhujiiiI togel ciowdcd. ;•
I he Yankee (Iioup predicts * _ an eventual shakeout. * “Thci e ai c a lot of star l- * ’j i f  
ups hi this maikel,” Yankee (iioup analyst Joanna ^
Maki is said "We don’t :\Vt\think all of the sun tups arc *.! J c
going to lluive in the lung 
ir (|iusiiioiis of the special-lei m We expect to sec
isi companies take place. • M  , Anyone that has a new and W l uiii<|iic spin on hosting or' j ’Sjjl 
focuses on a specific space jCj'} and is good at it is going to^ be an acquisition target ' t-*v "Ami the other thing is 
that so many people are building out data centers 
that we don’t think the kel can sup|>oi t all id that , ] ,«•« 
spacr*." she said “ Hie Pnc* 
mg i-s aluady d«nonsiiat-.jrJj*jj
mg it .umi.iti / . i I imii ”  •• ---  “f

C iN i l i ' l  M ill Hu>liu<i *1 j '.S liionii9a si ts <» •;■ «!r]
R>i«k|Muiiiil4lnNii)| |1|j
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Business travel

■ ; Tw of'‘s«ullivwsl adds a' 
•. dally non-stop April 1 be­

tween- Chicago, Midway 
• • and Kiri: Lauderdale, fora 
•• total df.two difly: and one 

••■ between Midway, and Las 
. Vegas; for threfr a / ay.

; •. boubiei; iw X jv iii
■■ ;.doub!e.;/\viatbrs.: frequent-,

In comparison to hsl October, au average one­way airplane ticket in first class Increased about $25: S262/19
• 52373^ tkt.2000

Oct 1499

twa.cotn.

' pie the usual .50 miles' per' 
rental day to Alaska Air­
lines Mileage Plan meni-' 
bcrs Jan. 1-April 1. ilwij-.f 
day minimum, ldj-tlay V. 
maximuto rentaj. : %\

It'-/1.
Growilt: ‘Ifehtotorilh-oldv.

,e ; . k ieiBliip\&reld;Its.TTni£ ;•

t ' o n aI’l am;  .Delta will begin'd^iy-non-stbps1:/ 
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S te p s  in c lu d e  
b a c k u p  g e n e r a to r s ,  
b u ild in g  s u b s ta t io n s

fly Edward Iwata 
USA TODAY

PALO ALIO. Calif. -  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 liAve tlc-
TtarreftiKTg / 'nta rntn a i w tm t'63 ttep
California tledjies alerts when power

tesetves fall dangerously below 7% of 
the state's capacity, lo stave ofif energy 
outages and emergencies:

► About 200 Silicon Valley firms, 
from Intel to eltay, liave agreed with, 
utilities to voluntarily cul tlielr enct; 
use 10% or more during "rolling 
outs" imposed by utilities to lighten the 
load on the state's electrical system.litis 
season, there have not liccn rolling ’• 
blackouts. If there were, the tech firms 
would save up to 'tOO megawatts of en­
ergy -  llte equivalent of <100,000 
Iwuseholils.

In reltirn, the companies get rate dis­
counts of 10% to 20% all year. Or they 
drop lower on the list of customers wlio 
may lose power duting mandatory 
blackouts, “(hey can take more control
over...................
:»gi*wm£at*6tfe-4fc 

Virtually cvoiy high

chipmaking plant has backup genera­
tors to keep safety and ollicc equipment 
running. Oracle recently built a $6 mil­
lion substation to power its corporate 
offices in case of tlisasler.
. ► Learning from earthquakes and last 

year's Y2K scare, chipmakcr LSI Logic 
lias a “SWAT team" of managers ami se­
curity people ready Co jianp on emer­
gencies. They can communicate world­
wide via shortwave radios and satellite 
phones, spokesman Kevin Brett says.

California had ils first ever statewide 
Stage 3 alert Dec. 7. In Stage 3. the se­
verest warning, power may Ire cut to 
any customer at any lime. In Stage 2. 
power may be cut to large business cus- 
tomcts. During Stage I, customeis are 
asked (o reduce electricity use.

er tlwirdestiny. ’says spokesman Girr. In Jufic, tecordheat waves anti ov 

► Virtually cvciy high-tech firm a no ficials to curtail power to parfsTrf!

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.

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

If the government and utilities don't 
stall building a new electiical infia 
structure in tlte next live years, Stahl-

. In Jupc, tecordheat waves anti over- kopf says, the a  is is will jpi cad.

  lo v e r  story More
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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.

Our 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.

Our 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.

O n  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


to heat your water

• v

T h e .s t re e t  b e n e a th  y o u r  fe e t

M D U  R e s o u r c e s  G ro u p , Inc. p ro v id e s  en e rg y , v a lu e - a d d e d  n a tu ra l 

re s o u r c e  p ro d u c ts  a n d  re la te d  s e r v ic e s  th a t a re  e s s e n t ia l to  o u r  

c o u n t r y ’s  ene rgy , t ra n s p o r ta t io n  a n d  c o m m u n ic a t io n  in fra s tru c tu re .

M D U  R e s o u rc e s  in c lu d e s  e le c t r ic  a n d  na tu ra l g a s  u tilit ie s, a  n a tu ra l g a s  

p ip e lin e , u tility  s e rv ic e s ,  n a tu ra l g a s  a n d  o il p ro d u c t io n , c o n s t ru c t io n  

m a te r ia ls  a n d  m in in g , a n d  e n e rg y  s e rv ic e s .

Our 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.

Our 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.

O n  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.

V isit w w w .m du .com  for updated  financia l and  operating  Information

http://www.mdu.com


Highlights

Revenues
llln lliirs in inillmnsl

96 <17 VS 99 {10

R evenu es h a v e  nearly 
quadrup led  s in c e  1996 .

2000 Earnings by 
Business Segment

■ ir.% I'h'etrir
Natural jjas distribution 

S'!.', t< I iIit> services
■ 10% Pipeline mid

energv services
■ Natural pas and 

nil predurliun
27".. (.'inisirui’tinn malfrials 

and mining

S ix  lines o f b u s in e ss  
inc lude regu lated  and 
nonregu lated earn in gs .

Dividends
/Dollars i n r  I ’n iiii i i i n s lin rr l

'II, <)7 98 99 00

D ividends h a ve  in crea sed  
1 7  percent s in c e  1996 .

I n r r e a s e / I  I n c r e a s e
Y e a r s  ended D ecem ber H I. 2(100 1999 Amount I’crccnt
Un m illion s, w h ir r  iipp lir t lh lr l

Opera ting revenues:
K lectric S l(>1.6 $ 15 4 .9 $  6 .7 4

Natura l gas (lis lr ih tit ie n 233.1 157.7 75.4 48

U tility  services 169.4 9 9 .9 6 9 .5 70

Pipeline and energy services 636.8 3 8 3 .5 2 5 3 .3 66

Natura l gas and oil production 138.3 78 .4 59 .9 76

Construction materia ls anti m in ing 631.4 469 .9 1 6 1 .5 34

In tersegment e lim ina tions (96.9) (64.5) (3 2 .4 ) (50)

Total S I .873.7 $ 1 ,2 7 9 .8 $ 5 9 3 .9 46

Opera ting income:
lile c tr ic S 38.8 S 3 5 .7 $  3 . 1 8

Natura l gas d is tribu tion 9.5 6 .7 2 .8 42

U tility  services 16.6 1 1 . 5 5 . 1 44

I ’ ipeline and energy services 28.8 40.6 ( 1 1 . 8 ) (29)

Natura l gas and oil production 66.5 2 6 .9 39 .6 14 8

Construction materia ls and m in ing 56.8 3 8 .4 IS .4 48

Total S 217.0 S 15 9 .8 $  5 7 .2 36

ban tings on common slock:
lile c tr ic S 17.7 s 16 .0 S 1.7 1 1

Natura l gas d is tribu tion 4 .8 3 .2 1 .6 49

1 U ilily services 8.6 6 .5 2 . 1 3 2

I’ ipeline and energy services 10.5 2 1 .0 ( 10 .5 ) (50)

Natura l gas anti oil production 38.6 16 .2 2 2 .4 138

Construction materia ls anti m in ing 30.1 2 0 .4 9 .7 47

Total s 110.3 s 8 3 .3 S  2 7 .0 32

ban tings per common share:
basic s 1.80 s 1 .5 3 $  .2 7 18

Diluted s 1.80 s 1 .5 2 $  .28 IS
D ividends per common share s .86 s .8 2 $  .04 5

Weighted average common shares
outstand ing — dilu ted 61.4 5 4 .9 6 .5 12

Total assets S2 .313.0 SI ,766.3 $ 5 4 6 .7 31
Tota l equ ity S 896.1 $ 6 8 4 .5 $ 2 1 1 . 6 3 1

Net long-term  debt S 728.2 s 5 6 3 .5 $ 16 4 .7 29

Capita lization ratios:
Common equity 54% 54%

Preferred storks 1 1

Long-term  debt 45 45

100% 10 0 %

U n u rn  on average common equity 14.3% 13 .9 %

I’ r ir r /o a rn iiig s  ra tio 18.l x 1 3 .2 s

book value per common share S 13.55 s 11.74
Market value as a percent o f hook value 239.9% 17 0 .4 %

bu ll-t im e  employees 4.087 3 .7 9 1

M ill: Cm ilinil slin k slum • minimus r r jh r t  lilt- ntmpnnns ihri-r ft ir lii o iwiiinim slink split rffr i li’i l in .Inin /y,«.

Thio Annual Report contains forward-looking statements within the meaning ol Section 21E of the Securities Exchange 
Act ol 1934. Forward-looking statements should be read with tno cautionary statements and imporiant factors 
included in Management's Discussion and Analysis — Sarr Martxir for Forward-looking Statements. Forward-looking 
statements are all statements oilier than statements of historical fact. Including without limitation, those statements 
that are identified tty the words anticipalm, ostimates, ec«ecIs. inlands, plans, piedicls and similar expressions.

t



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 THAT OUR K  ■ 1 T i ' • .1 II CREATES SUPERIOR SHAREHOLDER VALUE.

We ach ieved an ou ts tand ing  68 percent annual 
to ta l re tu rn  on com m on stock in 2000! T h a t’s 
be tte r than I he S tandard  &  Poor’s E lec tric  U tility  
Index and the S tanda rd  &  Poor's 500 Index. l ;o r 
the past live years, MDU U rsources produced a 
24 pe rcen t com pound annua l to ta l re tu rn  on 
com m on stock. Th is  com pares to 17 percent fo r 
the S tandard  &  Poor’s E le c tr ic  U t il ity  Index and 
18 percent fo r the S tandard  &  Poor’s 500 Index.

The MDU llesources Hoard o f D irec to rs  recognized 
(his g row th  by increas ing the d iv idend l>v 5 percent 
at its A ugus t 2000 m eeting . T h is  is the tenth 
conr-'eetuive \ ( ‘f i r  the com pany lots increased 
d iv idends. MDU Hesoiirces continue.', ils  unb roken 
record  o f consecutive q u a rte r ly  d iv idend payments 
da tin g  back to  10.37.

Tota l co rpo ra te  revenues reached $1.0 b illio n , up 
46 pe rcen t from  the p reced ing  year. Earn ings 
w ere  $110.3 m illio n , up .32 percent ove r the p r io r  
year. E a rn ings per com m on sha re , d ilu te d , wort; 
$1.80, com pared to $1 .52 it you r ago.

MDU Hesoiirces reached $2 b illio n  in  m a rke t 
cap ita liza tio n  in 2000. T h is  is rem a rkab le  because 
(lit! company had firs t reached m arke t cap ita liza tion 
o f $1 b illio n  in 1008, ju s t tw o  years ago.

Better Positioned for Future Competition
These s ta tis tic s  on ly  beg in  lo  de fine  the 
accom p lishm en ts  o f 2000. liv e ry  lin e  o f business 
s treng thened ils  respective m a rke t pos ition . Six 
business segments inc lude  regu la ted and non regu - 
la led  ea rn ings fo r MDU Hesoiirces. A s ig n ifican t 
pu rl ion o f the com pany's ea rn ings  come from  
ene rgy -re la ted  p roduc ts  and services.

Ea rn ings increased in  2000 because o f o u r 
ded ica ted , h a rd w o rk in g , innova tive  team o f 
employees. I’h is was accom p lished by the use o f 
o u r g ro w in g  pu rchas ing  power, investm ent in 
techno logy and o u r e ffic ie n t use o f equ ipm en t. We 
w ere  successfu l in  com p le tin g  20 acqu is itions -  
w h ich  is m ore Ilia n  any yea r in o u r h is to ry. Today 
we a re  s tro n ge r and h e lle r p repa red  lo  compete 
than eve r before.

Building From a Platform of Success
O ur focused g row th  s tra tegy fo llow s a d isc ip lined  
app roach . O ur focus on n a tu ra l gits benefited ou r 
sha reho lde rs as dem and fo r th is env iro nm en ta lly  
fr ie n d ly  fue l is push ing  p rices lo record  levels.
Our n a tu ra l gas and o il p roduc tio n  segment is 
com m itte d  to in c reas ing  ea rn ings  and he lp ing  to 
solve o u r na tion 's  supp ly  cha llenges.



Annual Total Return
( I ' r rm i l l

I ft II)
Year Yours Years

Market appreciation  and  d iv id end s p rovided outstand ing 
annual total returns on com m on s to ck .

We have an estab lished pos ition  in the coal bed 
na tu ra l gas fie lds in the Powder It iv e r basin ol' 
W yom ing and M ontana. This prov ides ou r na tu ra l 
gas and o il p roduc tion  segment w ith  add itiona l 
reserve po ten tia l o f  low -cost coal bed na tu ra l gas. 
in add itio n , we con tinue  enhanc ing  p roduc tion  
from  o u r e x is ting  gas fie lds in Colorado and 
M on tana . O ur s tro n g  rese rve  pos itio n , both 
onshore and o ffsho re  in the C u ll' o f  Mexico, 
provides th is g roup  a la rge geograph ic base upon 
w h ich  to expand.

O ur na tu ra l gas and o il p ro duc tio n  last year 
reached an a ll- t im e  h igh o f 4 0 .a b illio n  cubic, feet 
equ iva len t. O ur yea r-end proved reserves o f over 
400 Hcl'e set the stage fo r o u r na tu ra l gas and oil 
p roduc tio n  segm en t lo  con tinue  m ak ing  m a jo r 
con tr ib u tio n s  lo  MDU Itesourcos ' earn ings. W il l 
Ho ld ings -  w h ich  inc ludes both the p ipe line  and 
energy serv ices and the n a tu ra l gas and o il 
p roduc tion  businesses -  reached earn ings o f 

I m illio n  in 2000. T h is  am oun t exceeds MDU 
Hesotirces' to ta l ea rn ings o f jus t fo u r years ago.

S ince 1002. o u r con s tru c tio n  m a te ria ls  and m in ing  
business has con tinued to  expand. Th is segment's 
revenues reached $021.4 m illio n , a 24 percent 
increase, w h ile  ea rn ings  increased 47 percen t to 
$20.1 m illio n . The fede ra l governm ent's  com m it­
m ent lo im p rove  the na tion 's  h ighw ay system , the

econom ic and geog raph ic  d ive rs ity  o f ou r m arke ts 
and o u r s trong  pos ition  in those m arke ts  w ith  
S0.r> m illio n  tons o f s tra te g ica lly  located aggregate 
reserves p rov ide  a so lid  founda tion  as th is business 
con tinues to grow , l-'u lu re revenues and earn ings 
are  expected to increase because o f acqu is itions , 
ope ra tiona l synerg ies and m a rke t expansion.

U tility  services had tin  exce llen t year, inc reas ing  
earn ings by 22 percen t w h ile  expand ing ils  m a rke t 
pos ition and becom ing  a na tiona l p laye r in th is 
indus try . O ur u t il i ty  services g row th  s tra tegy is 
bu ilt upon the con tinued  ou tsou rc ing  o f services in 
the u t il ity  indus try , the rep lacem e.il o. transm ission 
and d is tr ib u t io n  lines and the dem and fo r fibe r 
op tic  cab le in s ta lla tio n .

The add ition  o f the W agner-Sm ith  companies, 
based in Ohio, increased the services ava ilab le  to 
o u r g ro w in g  cus tom e r base. In add ition  to the 
tra d itio n a l line  b u ild in g  services, th is  com pany is 
a d ive rs ified  e le c tr ica l c o n tra c to r in tlx* in d u s tr ia l, 
u tility , in s t itu t io n a l and gove rnm en t m arkets. They 
a lso m anu fa c tu re , ren t and sell equ ipm ent, lu 
ea rly  Janua ry  2001. we acqu ired  the Capita l 
l i le c tr ic  com pan ies, w h ich  fu r th e r broadens ou r 
geograph ic scope and com plem ents ex is ting  u t il i ty  
services com pan ies. These com pan ies also prov ide 
e le c tr ic  re fu rb is h in g  and new  w ir in g  services to

Market Capitalization
ID tillnrsin liillitiim m Ui’iviu lwr . i l l

,.r> 

i
>12 a s  oil

Market cap ita lization  r e a d ie d  sign ificant m ilestones of 
$500 million, $ 1  billion an d  $2  billion during the past 
e ight years .



Annual Total Return 
Comparison
(Percent)

I'ivc-Yeur
MDU Itrsaiirces
Standard  M I'mir's h'leetrie Ctilili/ Index 

a  Standard  <V Poor's .11111 Index

MDU R e so u rc e s ’ annusi total return ou tp aced  two major 
in d e xe s for the past five y ea rs .

pow er p lants. This is an im po rta n t add ition to u tility  
services g iven (ha t the need fo r new  gene ra tion  in 
Am erica  is estim ated to  bo I ().()()() m egawatts per 
yea r u n t il 2008.

Our pub lic  u t il i ty  d iv is ion  con tinued its s trong  
pe rfo rm ance  by p ro v id in g  na tu ra l gas and e lec­
tr ic ity  to cus tom ers in the N o rthe rn  ( ire a t Plains. 
Responding In above no rm a l tem pe ra tu res d u r in g  
the sum m er, o u r sales o f e le c tr ic ity  to wholesa le 
cus tom ers p rov ided  the u t il i ty  w ith  g re a te r 
m arg ins . The  acqu is ition  o f ( ire a t P la ins N a tu ra l 
Gas Co. b ro ugh t app rox im a te ly  22,000 custom ers 
in sou theas te rn  N o rth  Dakota and western 
M innesota to o u r u tility .

The re tu rn  o f co lde r than no rm a l w ea the r in 
November and December 2000 created s ign ifican tly  
h ighe r na tu ra l gas com m od ity prices, w h ich created 
cha llenges fo r m any o f o u r u tility 's  na tu ra l gas 
customers. A ll the na tu ra l gas supplied to o u r u t ility  
cus tom ers is purchased in  the open m arke t and

passed th rough , a t cost, to o u r custom ers. N e ithe r 
o f o u r n a tu ra l gas u t il i t ie s  bene fit from  h igh gas 
prices. O ur u t il i ty  p ro fits  a re  a ffected by vo lum e 
th ro ugh pu t only, w h ich  is p ro bab ly  negative ly 
affected as s ign ifican t price increases affect demand.

YVe a re  p roud , however, th a t o u r custom ers s till 
buy e lec tric ity  and na tu ra l gas tit some o f the lowest 
p rices in Am e rica  w ith o u t d is ru p tio n  o f serv ice as 
is be ing experienced e lsew here in the coun try . Our 
employees have w o rked  d ilig e n tly  to p rov ide  the 
h ighest q u a lity  se rv ice  w h ile  w o rk in g  w ith  ou r 
cus tom ers d u r in g  th is  d if f ic u lt tim e , w h ich  we 
hope, in some sm a ll m easure , softens the effect o f 
these h igh b ills .

I w a n t to pe rsona lly  th ank  the employees fo r th e ir 
p a r t in  o u r g re a t p e rfo rm ance , o u r cus tom ers fo r 
th e ir  con tinued  use o f o u r p roduc ts  and services 
and o u r sha reho lde rs  fo r th e ir  loya lty. Together 
you made 2000 a g rea t yea r a t MDU Hesoiirces. 
2001 has the po ten tia l to be even be lte r.

I w ou ld  also he rem iss i f  I d id n 't express m y 
app re c ia tio n  to the MDU Resources Hoard o f 
D irec to rs  fo r e lec ting  me to the pos ition  o f 
C ha irm an o f the Hoard. I feel honored th a t they 
have shown con fidence in me as the leade r o f  th is 
g rea t company. I w ou ld  like  to thank John A. 
S chucha rl, o u r re t ire d  C ha irm an o f  the Hoard, 
fo r his yea rs o f ded ica tion  to the company.

M ar l in A . White

Chairm an o f  the Hoard. I ’re s id en t an d  C h ie f e x e cu t iv e  O JJirei 

I 'eh rn arn  / 'J .  HDD I



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.

The unde rly ing  reason was th is ...w e  had num erous 
assets tha t w e re  underva lued and undcrpo rlb rm ing . 
It was o u r v is ion  to rea lig n  the  co rpo ra tio n  to take 
fu ll advantage o f those assets.

Jack jo in ed  MDU Resources in  1976 as financ ia l 
vice p res iden t and t r e a s u r e r .  H e  u  as also named 
a d irec to r. 'l\vo  yea rs la te r, he wav named 
p resident. In 1980, he became the ch ie f executive 
o ffice r and was elected cha irm an  o f the board in 
1983. D u rin g  h is tenu re , he also he ld  leadersh ip  
pos itions w ith  va r ious  in dus try  o rgan iza tions .
P r io r to  jo in in g  the company, Mr. S chucha rt held 
m anageria l and executive pos itions w ith  tw o  o the r 
n a tu ra l gas com pan ies. A t the conc lus ion  o f his 
career, Jack shared h is thoughts on MDU Resources.

The f irs t s ig n if ic a n t event happened in  1977 when 
we he ld an unp receden ted bondho lde rs m eeting  
and successfu lly  changed o u r m ortgage . T ha t 
m ee ting  was essentia l lo fin a n c in g  the ac tiv itie s  
th a t w ou ld  g ro w  o u r company.

A second s ig n if ic a n t event occu rred  in  1985 when 
we successfu lly launched W illis to n  Basin In te rs ta te  
P ipe line Company. In  add ition , we cap ita lized  
on o th e r p ro pe rtie s , p r in c ip a lly  deve lop ing  ou r 
n a tu ra l gas fie lds . C oncu rren t w ith  th is  stra tegy, 
we sough t to  rea lig n  o u r m in in g  business and o u r 
o il in te res ts  w ith  leade rsh ip  teams a t each. They 
w ore  cha rged  w ith  g row in g  th e ir  businesses in 
ways th a t w ou ld  enhance sha reho lde r va lue . A t 
th a t tim e  we a lso estab lished MDU Resources 
G roup, Inc. as the pa ren t company.

How has MDU Resources changed in 
the past 25 years?
Essentia lly , we w e re  in  one lin e  o f business 
25 yea rs ago. The com pany was kn o w n  as 
M ontana-Dako ta  U tilit ie s  Co. I t was a com b ina tion  
e le c tr ic  and n a tu ra l gas u tility . We also had a coal 
com pany and some incom e from  o u r o il in te rests, 
bu t they were  v iewed as in c iden ta l to the  u t il i ty  
business. We em p loyed abou t 1,800 people in  
o u r ope ra tions in  five  states. F rom  a fin a n c ia l 
s tandpo in t, we had 2.4 m illio n  shares ou ts tand ing  
in 1975; today we have 65 m illio n  shares. Reported 
revenues in 1975 w ere $86.5 m illio n . Our revenues 
in  2000 w ore  n ea rly  $2 b ill io n  and o u r earn ings 
o f $110 m illio n  exceed the 1975 rovenuos!

What are the strengths upon which this 
company can continue to build?
MDU Resources has tw o  p r in c ip a l s treng ths . The 
f irs t and fo rem os t is the people. T h e ir  ingenu ity , 
w illin gness and ab ilitie s  are o u r g rea tes t streng ths. 
Secondly, we a rc  fin a n c ia lly  s trong . O ur financ ia l 
s treng th  and o u r ve ry capable employees give us an 
unbea tab le  com b ina tion  as we g row  o u r company.

What significant events changed 
the company?
The seed fo r change had been p lan ted from  the 
tim e I was rc c ru ilo d . The board o f d ire c to rs  
supported  mo in  a p lan  to reshape the company.
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in  2000 w e re  n e a r ly  $2 b illio n  and o u r earn ings 
o f $110 m illio n  exceed the 1975 revenues!

What significant events changed 
the company?
The seed fo r  change had been p lan ted  from  the 
tim e  I was re c ru ite d . The boa rd  o f d ire c to rs  
suppo rted  me in a p lan  to reshape the company.

The unde rly in g  reason was th is ...w e  had numerous 
assets th a t w e re  underva lued and underperfo rm ing . 
I t  was o u r v is ion  to re a lig n  the co rpo ra tion  to take 
fu ll advantage o f these assets.

The f irs t s ig n if ic a n t even t happened in  1977 when 
we held an unpreceden ted bondho lde rs m eeting  
and successfu lly changed o u r mortgage. T ha t 
m ee ting  was essen tia l to financ ing  the ac tiv itie s  
th a t w ou ld  g row  o u r company.

A  second s ig n if ic a n t even t occu rred  in  1985 when 
we successfu lly launched W illis ton  Basin In te rs ta te  
P ipe line Company. In add itio n , we cap ita lized 
on o th e r p rope rtie s , p r in c ip a lly  deve lop ing o u r 
n a tu ra l gas fie lds . C oncu rren t w ith  th is  strategy, 
we sough t to rea lig n  o u r m in in g  business and ou r 
o il in te res ts  w ith  leade rsh ip  teams a t each. They 
w ere  cha rged  w ith  g row in g  th e ir  businesses in 
ways th a t w ou ld  enhance sha reho lde r va lue . A t 
th a t tim e  we a lso established MDU Resources 
G roup , Inc. as the  pa ren t company.

What are the strengths upon which this 
company can continue to build?
MDU Resources has tw o  p rin c ip a l s treng ths . The 
f irs t and fo rem os t is the people. T h e ir ingenu ity , 
w illin gness  and ab ilitie s  a re  o u r g rea test strengths. 
Secondly, we a re  fin a n c ia lly  s trong . O ur financ ia l 
s treng th  and ou r very capable employees give us an 
unbea tab le  com b ina tion  as we g row  o u r company.
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Fidelity 's J e f f  W eber is a  

g eo ph ys ic is t . H e u s e s  his 

techn ical expertise  to find

profitab le accum u la tion s o l 

natural g a s  and oil.

The natural g a s  to g en era te

Expanding Resources
N a tu ra l gas and o il p roduc tio n  g row  from  35 B rio  in 1‘J‘J'J to 41 B rio , a 15 porcon l 
increase in 2000. During  (lie same period our proven reserve base increased 12 percent 
from  357 B rie  to  400 B rie . 77 percent o f  w h ich  is com prised o f n a tu ra l gas. Both

increase in the va lue o f o u r na tu ra l gas and o il p roperties . Our Inunda tion  p rope rtie s , 
the la rge na tu ra l gas fie lds in M ontana , con lim  lo p rov ide  re liab le , long -lived , 
low -cos t na tu ra l gas p roduc tio n  w h ile  o u r p rope rtie s  in  the M id -ro n lin e n t and the

p roduc tion  by 30 to 40 percent.

Coal Bed Natural Gas
The A p r il 2000 acqu is ition  o f coal bed na tu ra l gas deve lopm ent p rope rtie s  in the 
Powder l i iv e r  Basin o f W yom ing and M ontana has placed us at the hea rt o f the most 
active gas deve lopm en t p lay in N o rth  Am erica . O ur not lease pos ition  exceeds
210 ,000 acres and fea tu res ra p id ly  inc reas ing  p roduc tion  and over 5 ,000 po ten tia l 
w e ll loca tions. The add ition  o f these exc itin g  assets to o u r tra d it io n a l p o r tfo lio  o f 
p rope rtie s  em phasizes the company's com m itm en t lo  aggressive g row th  th rough  the 
use o f em erg ing  techno log ies to fos te r p ro fita b le  g row th  in o u r tra d itio n a l business.

fid e lity 's  tim e ly  expansion o f its exp lo ra tion  and opera tiona l capab ilities has a llowed us 
to com plete the la rgest and most d iverse d r i l l in g  p rog ram  in com pany h istory. The 
com pany d r ille d  m ore than 450 we lls , the vast m a jo r ity  o f w h ich  were  100 percen t 
company-owned and operated. Management expects th is trend to con tinue in 2001 w ith  
the pro jected d r ill in g  program  inc lud ing  over 500 wells. This level o f activ ity and success 
underscores f id e l i t y ’s com m itm en t to m eet the cha llenges o f ou r chang ing  in dus try  
th rough  the con tinued  use o f a focused s tra tegy and innova tion .

To manage price, vo la tility . F id e lity  employs com m od ity  hedg ing techn iques as 
p a r t o f an o ve ra ll r is k  m anagem ent p lan. O the r com ponents o f th is  p lan  inc lude  a 
d isc ip lined  acqu is ition  s tra tegy th a t seeks a ba lance o f both p ro duc in g  p rope rtie s  
and e xp lo ra to ry  ven tures.

N a tu ra l G as and  
O il R eserves
lllc f ninii'iilfiils/

•ltd .|(ia

')(. ')7 'JS ')«) 00
B Oil
■  A 'ill nriil (las

Natural g a s  and oil reserves 
h ave  grown 35 percent 
s in c e  1996 .
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BASED ON REVENUES.

EXISTING OPERATIONS

■cv

A new  cem ent terminal (above) 

in H awaii, w h ich will begin 

operating in 2 0 0 1 , will in crease  

operationa l e ff ic ien c ie s .

We are a  large cem en t and 

ready-m ixed  con cre te  supplier 

in the is 'an d s . C em en t is  a lso

a  b a s ic  ingredient in m ateria ls 

p roduced at other com p an y  

op eration s . B o b  Knorr o f 

M orse B ros , m arkets concrete

u se  in building pro jects .

around you



Growth Potential
Domain! fo r aggregates and re la ted  cons truc tion  m a te ria ls  in  the w es te rn  United 
States is pro jected to increase due to popu la tion  g row th  and the na tion 's  com m itm en t 
to im p rove its h ighway system. States w he re  Kn ife  H iver operates a re  bene fiting  
from  the fede ra l T ranspo rta tion  I iq u ily  A c t fo r the 21st cen tury . The Act, w h ich  
authorizes federa l d o lla rs  fo r h ighw ay p rog ram s th rough  2003, is the largest pub lic  
w o rks  leg is la tion  in  o u r na tion 's  h istory. It au tho rizes ove r $170 b illio n  fo r h ighw ay 
cons truc tion  p rogram s fo r the s ix fiscal years 1008 to 2003. Th is  rep resen ts an a ve r­
age increase in federa l fu nd ing  o f a pp rox im a te ly  48 pe rcen t to im p rove  the na tion 's 
highways.

In add ition , m anagem ent expects to acce lera te earn ings g row th  th rough  fu r th e r 
acqu is itions and by o p tim iz in g  synerg ies a t e x is ting  opera tions. Leverag ing its 
size, the com pany has been able to rea lize  synerg ies in the areas o f purchas ing , 
insurance, cash m anagem ent and cap ita l fin anc ing  to p rov ide  earn ings g row th .
O ther synergies inc lude sha ring  ope ra tiona l expertise and specia lized equ ipm ent.
A focus on m a rke tin g  and cus tom er service is also expected to enhance earn ings.

Over the past five years, cons truc tion  m a te ria ls  and m in in g  ea rn ings have nea rly  
tr ip le d . Th is  segment expects to ach ieve com pound annua l revenue and earn ings 
g row th  ra tes o f  app rox im a te ly  It) to 20 pe rcen t ove r the next five years.

Operational Highlights
l ix is tin g  cons truc tion  m a te ria ls  ope ra tions p rov ide  the com pany w ith  geograph ic 
and p roduc t d ive rs ity . Th is d ive rs ity  p rov ides the o p p o rtu n ity  lo m ax im ize  cash 
flows and earn ings. The com pany set new  sales vo lum e reco rds fo r  aggregates 
and ready-m ixed concrete, W hen com pared to 1999 levels, aggregate sales volumes 
increased by 31 pe rcen t and ready-m ixed  concre te sales vo lum es increased by 
43 percent.

David B a rn ey  le a d s  a  team  

that p rov id es a g g re g a te s  and  

read y -m ixed  con cre te  in the 

L od i-S to ck ton , Californ ia, 

m arket a rea .

C o n s tru c tio n  M a te r ia ls  
and  M in in g  R evenues
(Dollars in millions)

•«, 97 98 99 00

Coal
■ Omstrin/iim Materials

R even u es reflect the 
growth e xp e r ien ced  by 
construction m ateria ls 
an d  m ining operations .
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provides C onno lly -P ac ific  with 

the ag g reg a te  re sou rce  u sed  

to build and repair breakw aters 

an d  p iers . A cqu ired  in 

M ay 2000. C onno lly -P ac ific  

perform s m arine construction 

primarily in the Po rts o f 

Long B e a ch  and  L o s  A nge les , 

the two bu sie st ports on  the 

West C oa st .

Managem ent has imp lemented a m u lti-yea r program  known sis ope ra tiona l excellence 
to sys lem s itioa lly make im p rovem ents in lo u r key areas -  financ ia l pe rfo rm ance , 
cus tom er sa tis fac tion , in te rn a l business processes and employee deve lopm ent. Th is 
p rog ram 's goals are to im prove the com pe titive  pos ition o f the* cons truc tion  m sile ria ls 
ope ra tion  w ith in  the in dus try  and ach ieve the v is ion  to be the sup p lie r o f choice.

Acquisition Strategy
M anagem ent expects to con tinue to acqu ire  com pan ies th a t e ith e r com plem ent 
e x is tin g  opers ilions o r crea te g row th  oppo rtu n itie s  in new  geog raph ic  locations.
Kn ife  K ive r added 10 companies in 2000 th a t enhanced ex is ting  opera tions. In 
add ition , the com pany acqu ired  C nnno lly -I’a c ilic  Co., an aggregate m in in g  and 
m arine  cons truc tion  com pany ope ra tin g  in the coasta l area o f  Southern C a lifo rn ia .

Connolly-Pacific. is tin  established com pany and com plem ents ou r o th e r cons truc tion  
m a te ria ls  ope ra tions by p ro v id ing  a new geograph ic location and add itio na l services. 
The com pany specia lizes in fu rn ish in g  and p lac ing  rock used in  m a rine  construction . 
The m a rke t fo r these p roducts extends from  the Santa IJurbara area in the n o rth  to 
Sail D iego in the south.

10



B r id g es lead ing  tc. your destination

As a re su lt o l'th ese  acqu is itions , the com pany now  owns o r leases S'Jii m il,!on tons 
o f econom ica lly  recoverab le  aggregate reserves. These reserves a re  s tra te g ica lly  
located and rep resen t m ore than a 40 -yea r supp ly  a t c u r re n t consum ption  levels.

The cons truc tion  m a te ria ls  and m in in g  segment w il l adhere lo  its focused g row th  
stra tegy o f ta rge tin g  p ro fitab le , env ironm en ta lly  sound companies w ith  ample reserves, 
s ign if ican t m a rke t presence in  g row th  areas and seasoned m anagem ent teams.

Coal Operations
On Septem ber 28, 2000 , the com pany announced an ag reem en t to se ll ils  coal 
opera tions. The sale is sub je c t to va rious c los ing  cond itions and w il l no t he fina lized  
unless and u n til the pa rties a re  sa tis fied th a t those cond itions  have been met. W ith  
rap id  expansion o f the cons truc tion  m a te r ia ls  ope ra tions , ea rn ings from  coal 
ope ra tions w ou ld  no rm a lly  be expected to co n tr ib u te  less than 10 pe rcen t o f annua l 
ea rn ings o f the const ruc tion  m a te r ia ls  and m in in g  segment.

P re -s tr e s sed  con cre te  is 

p rodu ced  for u se  in 

bu ild ings, b ridges and  other 

construction  pro jec ts .

The com petitive  postu re  of 

Kn ife R ive r 's op era tion s is 

en h an c ed  by fleet m anag ers , 

su ch  a s  Je t t  Taylor, and  

the com p an y ’s  equ ipm ent 

pu rchasing  power.
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Seizing Opportunity
W ith  Ihn cons tru c tio n  o f ove r 100 m iles o l'n e w  p ipe line  complete*.! in  la te  2000 , the 
company added app rox im a te ly  40 pe rcen t m ore capacity to receive end tra n spo rt coal 
bed na tu ra l gas th rough  its p ipe line  system . The new p ipe lines run  l,tro ugh  the hea rt 
o f the Powder R iver IJasin where  p roduc tion  o f na tu ra l gas embedded in coal seams is 
ra p id ly  developing. The com pany’s p ipe line  and s to rage resources a re  w e ll pos itioned 
to make the com pany a key p la ye r in ge ttin g  the new  supp ly to the m arke tp lace .

A cqu is itio n  o f ta rge ted n a tu ra l gas g a th e rin g  system  assets ad jacen t to ex is ting  
ope ra tions also expanded the p ipe line  un it. T h roug h  these acqu is itions , m anagem en t 
expects to ga in o pe ra tin g  e ffic ienc ies and a dd it io n a l g row th  fo r its  p ipe line  business. 
Company m anagem ent con tinues ils  business deve lopm en t ac tiv itie s  look ing  fo r 
assets and resources th a t add va lue to  e x is tin g  ope ra tions th rough  fu r th e r  ve rtica l 
in te g ra tio n  o f its n a tu ra l gas de live ry  and s to rage  systems o r the a dd itio n  o f  new  
m a rke t oppo rtun itie s .

Technology Provides New Markets
The co rpo ra tio n ’s research and deve lopm ent ac tiv ities  were  advanced in 2000 w ith  the 
acqu is ition o f innova tion , Inc. bounded by a space physics pro fessor at Rice University , 
the com pany ’s p r im a ry  serv ices invo lve  the lo ca tin g  and tra ck in g  o f undersea cable 
and p ipe line  us ing  va rious techno log ies, in c lu d in g  a new ly developed p ro p r ie ta ry  
m agne tiza tion  technology, b o r nea rly  th ree  decades. In nova tion  has been invo lved in 
the g loba l market, th a t exis ts fo r th is  type o f se rv ice  and w ill focus on becom ing the 
w o rld 's  leade r in in fra s tru c tu re  lo ca tin g  and tra c k in g  technology, equ ipm en t and 
services. Research and deve lopm ent o f ene rgy p roduc ts  and services re la ted  to o th e r 
lines o f business w ith in  the MDU Resources fa m ily  a re  also unde r way.

Other energy services, based on understand ing custom er needs and the m arke t, also 
continue to provide g row th  opportunities. Ins ta lling  propane standby systems and energy 
m arke ting and management services are pa rt o f the company's portfo lio o f services.

Fuel to warm

* •" A • • ’  ••'vV, • .■; ’ *’V
)  v „ '
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Tim M arzolf is part o f the 

Innovatum  team  that m arkets 

a  m agnetization  p ro c e s s  that 

greatly  im proves underwater 

locating  and  track ing of fiber 

op tic c a b le  and  p ip elin es.

G a the rin g  V o lum es
tm i i ik i

45
41.7

%  <>7 9N <J‘J 00

Natural g a s  gathering 
s e rv ic e s  are  a  grow ing part 
o f the p ip elin e  and energy 
se rv ic e s  b u s in e ss .
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ONvTHREE FU.NDAMENTAL TARQ.ETSi'VyORKING SMARtER AND PURSUING

UTILITy-EARNINGS
O F S 22 ;5M iL L t6 N ; IN '2000:

Electricity to

With more than 76 y ea rs  o f 

exp er ien ce  in electric ity and 

natural g a s  distribution, w e 

now  se rve  nearly 287 ,000 

custom ers In five s ta te s . Taking 

ad van tage  o f techno lo g ica l 

and innovative operating 

e ffic ien cies , su ch  a s  recent 

control equipment u p g rad es at 

our pow er p lants, he lp  ensu re 

our future com petitive posture.



Expanding the Utility Base
T im  yea r's  most no tnb ln  s tra teg ic  ach ievem ent was llm  acqu is ition  u f ( ire a t Plains 
N a tu ra l (las do ., w h ich  serves 22 ,000 na tu ra l gas custom ers in IS weste rn  
M innesota com m un itie s  and YVahpeton, N o rth  Dakota. These com m un itie s  a re  home 
lo va lue -added a g r ic u ltu ra l p rocess ing p lan ts and o the r lig h t m anu fa c tu r in g  and 
com m erc ia l fa c ilit ie s . The in te g ra tio n  o f ( ire a t Plains in to  o u r u t il i ty  a llow s us to use 
e x is ting  assets and employee ta len ts  m ore e ffic ien tly . T im  ( ire a t P la ins acqu is ition  
a ffirm s  ou r in te n t to  g row  in the u t il i ty  indus try .

Our e le c tr ic  system  is recognized fo r stab le ra tes and re liab le  service. Customers 
con tinue  to add g ro w th  to o u r system as evidenced by the new  system e le c tr ic  peak 
o f 422 m egawatts , set in A ugust 2000. Th is  was 2 percen t above the prev ious 
record  set in 1099.

Investing in Efficiency
Pursu it o f e ffic iency  con tr ibu te s  to p rice  s ta b ility  fo r ou r custom ers and earn ings 
g row th  fo r o u r sha reho lde rs . Ily  ta k in g  advantage o f e lec tron ic  techno logy to 
qu icken and enhance cus tom er service , we have s tead ily  increased tin* custom ers 
served per u t i l i ty  employee.

Our cen tra l ca ll cen te r now  handles an average o f 1,000 ca lls  pe r day. Call cen ter 
agents p rov ide  one-stop service the reby enhanc ing  cus tom er sa tis fac tion  w h ile  
re in fo rc in g  com pany e ffic iency. The re a l-t im e  cus tom er in fo rm a tio n  system  ins ta lled  
in 1999 and in - tru c k  com pu te r te rm ina ls , w h ich  a llow  service te chn ic ians lo receive* 
o rders ins tan tly , a re also (examples o f in itia tive s  taken to increase o u r e ffic iency in 
p ro v id ing  p ro m p t and reliable! se rv ice  to o u r custom ers.

Nonregulated Activities Increase Earnings
Th roughou t o u r h is to ry , p ro v id in g  fu ll cus tom er service has rem a ined  o u r ha llm a rk . 
Nonregu la ted serv ices added $1.5 m illio n  lo  ea rn ings in  2000. Im ro llm c n l in 
P r e fe r r e d  S e r v ic e ,  o u r app liance  p ro tec tion  p rog ram , increased by 7 percent 
d u r in g  the year. N ea rly  26 ,000  custom ers now  en joy the benefits o f th is service.

A pp liance  sales increased by 55 pe rcen t com pared lo  1999, Most sales rese ll from  
o u r cus tom ers ' lo n g -tim e  associa tion and sa tis fac tion  w ith  o u r company. Sales 
th rough  the In te rn e t arc*, also ava ilab le .

Todd B lom m e is a se rv ice  

techn ic ian  with G reat P lains 

Natural G a s , a  distribution 

utility acqu ired  last year. 

Th is acqu isition  in creased  

the num ber o f natural 

g a s  cu stom ers se rved  by 

10  percent.

C u s to m e r S e rv ice  
P rog ram  Revenue
IDnllnrs in niilliiinsl

>)(i <17 <)ti <)<) 00

Revenues from services such 
a s  Pre/erred Service and 
appliance sa le s  have more 
than doubled since 1996.
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POWER LINES HAS BEEN THE BASIS FOR OUR FOCUSED.GROWYH UTILITY ■ 
SERVICES INC IS BRANCHING.OUT A L L O V E R T ^E U N IT E D S W E S , BUILDING 
UPON ITS EMPLOYEES’ INTELLECTUAL CAPITAL 'AND TECHNICAL EXPERTISE; 1

I  j i

C j f  te a  3

; Expanding upon our,years in. 
the energy industry,-. utility . '• 
services employees provide- '• ' o ' .

des ign  and  build Sb ry ice s :pn . 

a  contract b a s is  throughput 

m ost o lThe .U riited  S la te s , 

.Toni -Gdpe of W agner-Sm ith : ■ 

p rovides expert e le e tn caL  T  .: 

support to .ah  au }om aker :



Eva ln e Ham ilton , H arp  L n e  

C onstructors, is p a n  o f the 

utility s e rv ic e s  tear i w h o se  

e xp ertise  in c ludes d e s ig n , 

construction , operation  and  

m ain tenance  o f utility 

s y s tem s , inc lud ing th e  an ility 

to ad ap t new  te ch n o lo g ie s  to 

m ake  installing f ib e ' optic cab le  

e a s ie r  and  m ore p ro fitab le .

Growth Opportunities
IJSI is p u rsu ing  g ro w th  th rough  the acqu is itio n  o f u t il ity  services com pan ie s  th a t a re  
w e ll m anaged, have exce llen t repu ta tions  and tire  g row th -d r ive n , The  com pany  
seeks acqu is itions th a t b roaden its 'm a rke ts . S tra teg ic acqu is itions  and th e  g ro w th  
o f its eng inee ring  services h igh ligh ted  the year. Due Lo g row in g  dem and . H a rp  
Eng ineering , Inc., increased its eng inee ring  s ta ff and expanded its  o ffices to  A riz o n a  
to take advantage o f  the opp o rtu n itie s  presented in the fa s t-g row in g  Sou thw est.

The acqu is ition  o f the W agner-Sm ith com pan ies, headqua rte red  in  D ay ton . Ohio, 
added a m ig h ty  lim b  and many branches to the USI fam ily  tree. W agne r-S m ith  is a 
d iversified e lec trica l con tra c to r in the in dus tr ia l, u tility , in s titu tio na l and gove rnm en ta l 
m arke ts. These ope ra tions inc lude : tra ff ic  s igna l systems; s tree t lig h tin g , equ ipm en t 
m anu fac tu ring , re n ta l and sales; ' , "  ' 1 p a ir : and
m echan ica l cons tru c tio n  services.

The Capital E lectric companies, located in Kansas City, M issouri, jo ined  L SI in early  
Janua ry 2001. Cap ita l E le c tric  specia lizes in pow e rline  con s tru c tio n , re p a ir  and 
m a in tenance: in d u s tr ia l e le c tr ica l cons truc tion  and service ; pow e r p la n t e le c tr ic a l 
cons truc tion ; and da ta  and te le com m un ica tions con trac ting .

L ines c o n n e c t  r e  i

U tility  S e r v o s s  
R evenues
IDiillnrs in m ii.. •• . 

S17!i

Bundled Package of Services
As USI has g row n , the business in c reas ing ly  has added resources th a t m ake  it 
possible to p rov ide  add itio n a l services to custom ers.

USI specia lizes in the cons tru c tio n  and m a in tenance o f e le c tr ic  pow e r and n a tu ra l 
gas d is tr ib u tio n  and transm iss ion  lines as w e ll as com m un ica tion  and f ib e r  op tic  
fac ilit ies . As de regu la tio n  pressures and system dem ands increase, u t il i t ie s  a re  
ou tsou rc ing  m o re  serv ices to u t il ity  service com pan ies. C om m itm en t to re lia b i l i ty  
and p ro v id in g  low -cost service a re  com pany ha llm a rks .

Management con tinues to seek opportun ities to improve ils  competitive; edge In  seeking 
effic iency im p rovem en ts . Opera tions have been reg iona lized to a llow  con so lid a tio n  
and to p rov ide  be tte r cus tom er serv ice , w h ile  sav ing  tim e and re d u c in g  costs.
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Utility s e r v ic e s  - a s  s r s v .-  
into a  b u s in e ss  
$ 16 9  million ir  - s v e r u e s  
in just four y e a 's .
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Eileen R o sen au  and  B ru ce 

G a llagher a re  part o f the 

MDU Resou rces ’ 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 W ILL FIT MDU RESOURCES’ ; STRATEGY. PROPER
DUE DILIGENCE IS IMPORTANT TO THE BOTTOM LINE AND TO FUTURE SUSTAINABLE GROWTH.

Voices of Experience
Each MDU Resources’ business u n it has a duo 
d iligence  team . Team com pos ition  is based on the 
acqu is itio n  ta rge t and the expe rtise  needed fo r a 
com prehens ive  eva lua tion .

Research to Ensure Success
Due d iligence  takes p lace a fte r MDU Resources 
proposes to purchase a company. The p roposa l 
m ay be the  re su lt o f resea rch  in  a p a r tic u la r 
indus try , a ca ll from  a b ro ke r o r from  the ow ne r 
o f a com pany who w an ts  to  se ll. I f  the com pany 
appears to f i t  MDU Resources’ business s tra tegy 
and meets estab lished c r ite r ia , a nonb ind in g  le tte r 
o f  in te re s t is signed w h ich  fo rm a lize s  d iscussion 
abou t a possib le sale. Once th a t le tte r is s igned, 
the due d iligence  process begins.

'Due diligence can be very intense, but it has 

allowed me to see first hand how other companies 

operate their environmental programs - issues 

similar to those I work with every dag."

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

'Looking at a wide variety of companies has 

convinced me there is no cookbook approach to 

identifying the critical drivers in a potential 

acquisition. The process varies with different 

types of companies."

An Investment in Value
Due d ilig ence  focuses on severa l im p o rta n t areas 
such as the  hea lth  o f the loca l economy, ll io  ta rge t 
com pany ’s m a rke t sha re , fin a n c ia l hea lth , e n v iro n ­
m en ta l reco rd  and re la tio n sh ip  w ith  its  employees. 
The m o re  th o rough  the duo d iligence  process, tho 
be tte r o u r a b ility  to assess the p ro b a b ility  o f a 
h igh  re tu rn  to  o u r sha reho lde rs .

Danvln Subart, Executive Vico President and 
Guncrnl Manager, WU1 Southern. Inc.

'For me due diligence is mostly assessing a 

company's aggregate reserves, it’s really a critical 

area because an accurate estimate of the reserve 

base can mean millions of dollars in the sale price 

and profitability later."

Jim  Murray, Engineering Services Manager, 
Knife Elver Corporation

Due d iligence  can take severa l m onths. Tho 
process proceeds u n t il each a rea  o f concern  is 
addressed. However, i f  d u r in g  the p roccs ' the 
com pany d iscovers som e th ing  th a t is no t com pa ti­
b le w ith  its  goa ls o r som e th ing  th a t is s ig n ifican tly  
d iffe re n t th an  an tic ipa ted , due d iligence  can come 
to an a b ru p t end. Due d iligence  is a serious com ­
m itm e n t o f employee and fin a nc ia l resources.

R e b e c c a  Dorwart Is a  sen ior « 

b u s in e ss  d eve lopm en t an a lyst I 

w ith KRC  H o ld ings . S h e  Is »

part o f a  team  that an a ly z es 'j

potential acqu isitions.



E 'leen  R o sen au  and  B ru ce  

G a llagher are part o f th e  

MDU Resou rces ’ 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 d iligence  takes place a fte r MDU Resources 
propose:, '.o purchase a company. Tho proposa l 
m ay be the  re su lt o f research in  a p a r t ic u la r 
indus try , a ca ll from  a b ro ke r o r from  the ow ne r 
o f a com pany w ho w an ts  to sell. I f  the com pany 
appears to ( it MDU Resources’ business s tra tegy 
and meets estab lished c r ite r ia , a non b ind ing  le tte r  
o f in te re s t is signed w h ich  fo rm a lizes d iscussion 
abou t a possib le sale. Once th a t le tte r  is signed, 
the due d iligence  process begins.

An Investment in Value
Due d iligence focuses on several im p o rta n t areas 
such as the  hea lth  o f the loca l economy, the ta rge t 
com pany ’s m a rke t sha re , fin a nc ia l hea lth , e n v iro n ­
m en ta l re co rd  and re la tio n sh ip  w ith  its  employees. 
The  m ore th o rough  the due d iligence process, the 
b e tte r o u r a b il ity  to assess the p ro b a b ility  o f a 
h igh  re tu rn  to o u r sha reho lde rs .

Duo d iligence  can take severa l m onths. Tho 
process proceeds u n til each a rea  o f concern is 
addressed. However, i f  d u r in g  the process tin ; 
com pany d iscovers som eth ing  th a t is no t com pa ti­
b le w it l i  its  goals o r som e th ing  th a t is s ig n if ican tly  
d iffe re n t th an  an tic ipa ted , due d iligence can come 
to an  a b ru p t end. Duo d iligence is a serious com ­
m itm en t o f employoe and fin a nc ia l resources.

Voices of Experience
Each MDU Resources’ business u n it has a due 
d iligence  team . Team com pos ition  is based on the 
a cqu is itio n  ta rg e t and the expertise  needed fo r a 
com prehens ive  eva lua tion .

"Due diligence can be very intense, but it has 

allowed me to see first hand how other companies 

operate their environmental programs - issues 

similar to those I work with every day.”

Androa Stombcrg, Environmental Manager, 
Moi/lana-Dakota Utilities Co.

"Looking at a wide variety of companies has 

convinced me there is no cookbook approach lo 

identifying the critical drivers in a potential 

acquisition. The process varies with different 

types of companies."

Darwin Subarl, Executive Vice President and 
General Manager, Will Southern, Inc.

"For me due diligence is mostly assessing a 

company's aggregate reserves. It’s really a critical 

area because an accurate estimate of the reserve 

base ran mean millions of dollars in the sale price 

and profitability later."

dim Murray, Engineering Services Manager, 
Knife liiver Corporation
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R e b e c c a  Dorwart is  a  sen ior 

b u s in e ss  d ev e lopm en t analyst 

with KRC  H o ld ings . S h e  is 

part o f a  team  that an a ly zes 

potential acqu isitions.



G lo s s a r y

Terminology

Aggregates: Sand, gravel or rock used primarily lor 
construction purposes.

Construction materials: Asphalt, content, concrete 
roinforeomenl steel, concrete masonry block, ready-mixed 
concrete and aggregates.

Federal Energy Regulatory Commission (FERC): Federal 
agency within the Department ol' Energy regulating prices 
and conditions of service for interstate electricity and 
natural gas transmission and sale.

Natural gas storage: Natural gas is usually stored in a 
depleted oil or natural gas field. Natural gas is injected 
and withdrawn as needed primarily to help meet winter 
heating demand.

Reserves: Estimated volumes ol'natural gas, oil, coal or 
aggregates in Ilu: ground that can lie economically recovered 
with reasonable certainty.

Wholesale electric sales: Electric energy sales lo customers 
who, in turn, resell it to their customers. Typically these 
sales are accomplished between electric utility companies.

Units of Measure

BrE billion cubic i'eet

Brfe: billion cubic fuel equivalent; standard conversion
of barrels of oil to natural gas equivalent volume; 
one million barrels of oil equates to six billion 
cubic feet of natural gas equivalent

Htu: British thermal unit; a standard unit for measuring
heat, one Bln represents the quantity of heat 
necessary lo raise the temperature of one pound 
of water one degree Fahrenheit

dk: dccnthcrm; measures heating value, one
decatherin of natural gas has the energy equivalent 
of I million Btu

kW: kilowatt; a measure of electric power equal to
1.000 walls

kWh: kilowatt-hour; a measure of electricity consumption
equivalent lo the use of 1,000 watts of power over 
a period of one hour

Mef: thousand cubic foot; a standard volume measure
for natural gas

MMef: million cubic fool

MMdk: million decatherms

MW: megawatt; a measure of electric power equal to
one million watts

M a n a g e m e n t ’s  D i s c u s s i o n  a n d  A n a l y s i s

For purposes of segment (inancinl reporting and discussion of 
results of operations, electric and natural gas distribution 
include the electric and natural gas distribution operations of 
Montana-Dakotu Utilities Co. and the natural gas distribution 
operations off-real Plains Natural (ins Co. Utility services 
includes all the operations of Utility Services, inc. Pipeline 
and energy services includes WBI Holdings, Inc.'s natural gas 
transportation, underground storage, gathering services and 
energy marketing and management services. Natural gas and 
oil production includes the natural gas and oil acquisition, 
exploration and production operations of WBI Holdings, while 
construction materials and mining includes the results of 
Knife River Corporation's operations.

Overview
The following table snmmari/cs (hi* contribution to consolidated 
earnings by each of Ilu- company's business segments.

Years ended December 31, 20(10 1999 1998
(D ollars in m illions, where app licab le 1

Electric $ 17.7 SI 6.0 S 13.9
Natural gas distribution 4.8 3.2 3.5
Utility services 8.6 O.fi 3.3
Pipeline and energy services 10.fi 21.0 18.6
Natural gas and nil production 38.6 16.2 (30.51
Construction materials and mining 30.1 20.4 24.5
Earnings on common stock $110.3 $83.3 S 33.3
Earnings per common share - basic $ 1.80 Sl..r»3 S .66
Earnings per common share - diluted $ 1.80 SI..72 $ .66
Return on average common equity 14.3% 13.9% 6.5%

2000 compared to I ') ') ') Consolidated earnings for 2000 
increased S27.I) million from the comparable period a year ago 
due lo higher earnings from the natural gas and oil production, 
construction materials and mining, utility services, electric 
and natural gas distribution businesses. Lower earnings at 
the pipeline and energy services business partially offset the 
earnings increase.

1999 compared to 1998 Consolidated earnings for 1999 
increased $50.0 million from tin* comparable period a year ago 
tlue to higher earnings from the natural gas nun oil production 
business, largely resulting from the I998 $39,9 million in non­
cash after-lax write-downs of natural gas and oil properties. 
Increased earnings at the utility services, pipeline and energy 
services anti electric businesses also added lo the improvement 
in earnings. Lower earnings at the construction materials anti 
mining and natural gas distribution businesses somewhat offset 
the earnings increase.

Reference should he made to Items I and 2 - Business anil 
Properties, Item 3 - l.egal Proceedings in the company's 2001) 
Form 10-K anti Notes to Consolidated Financial Statements for 
information pertinent to various commitments and contingencies.

Financial and Operating Data
The following tables are key iinancial and operating statistics 
for each of the company's business segments.
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9  E lectric distribution area Natural g a s  distribution

O Electric generating stations

Electric Natural Gas Distribution

Years ended December 31, 2000 1999 1008
(D ollars in m illions, w here app licab le)

Operating revenues:
Retail sales SI 34.5 SI 30.9 SI 30.9
Sales for resale and other 27.1 24.0 16.4

161.6 154.9 147.3
Operating expenses:

Fuel and purchased power 54.1 51.8 49.8
Op( ration and maintenance 42.5 41.6 40.1
Depreciation, depletion

and amortization 19.1 18.4 18.1
Taxes, other than income 7.1 7.4 7.1

122.8 119.2 11,5.1
Operating income S 38.8 S 35.7 S 32.2
Retail sales (million kWh) 2,161.3 2,075.5 2,053.9
Sales for resale (million kWh) 930.3 943.5 586.5
Average cost or fuel and

purchased power per kWi* S .016 S .Old S .017

2000 compared to 1909 Electric earnings increased title lo 
higher demand-related retail sales to ail major customer classes, 
higher average realized rates and lower employee benefit-related 
expenses. Increased fuel and purchased power costs, largely 
higher purchased power costs, increased coal costs, and higher 
natural gas generation-related costs, partially offset the earnings 
increase. Higher maintenance expense at certain of the company's 
electric generating stations, anti increased depreciation, depletion 
and amortization expense, resulting frum higher property, plant 
and equipment balances*, also partially offset the earnings increase.

1999 compared to 1998 Electric earnings improved primarily 
due lo increased sales for resale revenue caused by a til percent 
increase in volumes at higher margins, both largely resulting from 
favorable contracts. Lower retail fuel anti purchased power costs 
primarily due to decreased purchased power demand charges 
resulting from the 199,S pass-through of periodic maintenance costs, 
related to a participation power contract, also added to the earnings 
increase. Increased operation anti maintenance expense resulting 
mainly from higher subcontractor costs, primarily at the Lewis & 
Clark Station title lo boiler ami turbine maintenance, and increased 
payroll expense partially offset the earnings improvement.

Years ended December 31. 2000 1999 1998
(D o llars in m illions, w here app licab le)

Operating revenues:
Stiles $229.2 SI 54.1 $150.6
Transportation and other .J.9 3.6 3.5

233.1 157.7 154.1
Operating expenses:

Purchased natural gas sold 178.6 110.2 106.5
Operation and maintenance 32.0 29.2 28.5
Depreciation, depletion and

aumrlixaliou 8.4 7.4 7.1
Taxes, other than income 4.6 4.2 4.0

223.6 151.0 146.1
Operating income S 9.5 S 6.7 S 8.0
Volumes (MMdkl:

Sales 36.6 30.9 32.0
Transportation 14.3 11.6 10.3

Total throughput 50.9 42.5 42.3
Degree days (% of normal) 100.4% 88.8% 93.7%
Average cost of natural gas, 

including transportation
thereon, per dk S 4.88 S 3.56 $ 3.33

2000 compared to 1999 Earmngs improved at the natural gas 
distribution business largely tlue lo higher weather-related retail 
sales volumes resulting from weather in the fourth quarter which 
was 46 percent colder than a year ago. Increased service and 
repair margins, earnings from Ureal Plains Natural (ins, which 
was acquired in .Inly 2000. and higher transportation volumes also 
added lo the earnings increase. Increased depreciation, depletion 
anti amortization expense, tlue to higher properly, plant anti equip­
ment balances, and lower average realized transportation rates, 
i artially offset tin- earnings increase.

1999 compared to I99S Earnings decreased at the natural gas 
distribution business tlue primarily to lower sales volumes caused 
by weather that was 5 percent and 11 percent warmer than last 
year anti normal, respectively. Increased operation and mainte­
nance expense resulting from higher payroll expenses also added 
lo the reduction in earnings. Increased volumes transported, 
primarily lo industrial customers, and higher service anti repair 
income partially (discI the earnings decline.
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Management’s Discussion and Analysis MDU R e so u rce s  Group, Inc.

Amounts presented in tlm  preced ing tables fo r ope ra ting  
revenues, purchased na tu ra l gas sold and opera tion 
and maintenance expense w ill not agree w ith  the 
Consolidated Statements o f Income due lo  the e lim ina tion  
o f in te rcom pany transac tions between the p ipe line  and 
energy services segment and the na tu ra l gas d is tr ibu tio n  
and na tu ra l gas and nil p roduction  segments. The 
amounts re la ting  lo  the e lim ina tion  o f in te rcom pany 
transactions fo r ope ra ting  revenues, purchased na tu ra l 
gas sold and opera tion and main tenance expense are as 
fo llows: $96.9 m illio n , $96.0 m illio n  and $.9 m illio n  fo r 
2000; $64.5 m illio n . $64.0 m illio n  and $.5 m illio n  fo r 
1999; and $58.0 m illio n . $57.5 m illio n  and $.5 m illion  
fo r 1998, respectively.
Safe Harbor for Forward-looking Statements 
T ile  company is inc lud ing  the fo llow ing  cau tiona ry 
sta tement in th is Annua l Heport to make app licab le  and 
to lake advantage o f the safe ha rbo r p rov is ions o f the 
Private Securities L itiga tion  [in fo rm  Act o f 1995 fo r any 
fo rw ard -look ing  statements made hy. o r on beha lf of, the 
company. Fo rw ard -look ing  statements inc lude statements 
concern ing plans, objectives, goals, strategies, fu tu re  
events or performance, and underly ing assumptions (many 
o f which are based, in  tu rn , upon fu rth e r assumptions) 
and o the r statements wh ich  are o the r than statements 
o f h is to rica l facts. From tim e to tim e, the company may 
publish o r o therw ise make ava ilab le fo rw a rd -lo ok ing  
statements o f th is na tu re , inc lud ing  statements contained 
w ith in  Prospective In fo rm a tion . A ll such subsequent 
fo rw a rd -look ing  statements, w he the r w r it te n  o r o ra l and 
whe the r made by o r on beha lf o f the company, are also 
expressly qua lified by these cau tiona ry statements.
Fo rward -look ing  statements involve risks and unce rta in ­
ties, which could cause actua l results o r outcomes lo 
d iffe r m a te ria lly  from  those expressed. The com pany’s 
expectations, beliefs and p ro jections are expressed in 
good fa ith  and are believed hy the company lo have a 
reasonable basis, in c lud ing  w ith ou t lim ita tio n  manage­
ment's exam ination o f h is to rica l ope ra ting  trends, da ta 
conta ined in the company's records and o the r data ava il­
able from  th ird  parties, hut there can he no assurance 
tha t the company's expectations, beliefs o r p ro jections 
w ill be achieved o r accomplished. Fu rthe rm ore , any 
fo rw a rd -look ing  sta tem ent speaks on ly as o f the dale 
on which such statement is made, and the company 
undertakes no ob liga tion lo update any fo rw a rd -lo ok ing  
statement o r statements to re lie d  events o r circumstances 
tha t occur a lte r the date on wh ich  such sta tem ent is 
made or to re lie d  the occurrence o f unantic ipa ted 
events. New factors emerge from  tim e to lim e , and it 
is not possible fo r m anagement lo p red ic t a ll o f such 
factors, no r can it assess the effect o f each such faclo>- 
on the company's business o r the extent lo wh ich  any 
such factor, o r com bination o f factors, may cause actual 
results to d iffe r m a te ria lly  from  those conta ined in any 
fo rw ard -look ing  statement.

In add ition lo  o the r facto rs and m atte rs discussed else­
where here in , some im po rta n t facto rs th a t could cause 
actua l resu lts o r outcomes fo r the company to d iffe r 
m a te ria lly  from  those discussed in fo rw a rd -lo ok ing  
sta tements inc lude p re va ilin g  governm enta l policies 
and regu la to ry  actions w ith  respect to a llowed rates o f 
re tu rn , financings, o r indus try  and ra te struc tu res , 
acqu is ition  and disposal o f assets o r fac ilities , operation 
and construction o f p lan t fac ilities , recovery o f purchased 
power and purchased gas costs, p resent o r prospective 
generation and a va ilab ility  o f econom ic supplies o f 
na tu ra l gas. O ther im po rta n t facto rs include the level o f 
governm enta l expend itu res on pub lic  p ro jects and the 
tim ing  o f such pro jects, changes in an tic ipa ted tourism  
levels, the effects o f com petition  (in c lud ing  hut not 
lim ited  to e lec tric  re ta il whee ling  and transm ission costs 
and prices o f a lte rna te  fuels and system de live rab ility  
costs), na tu ra l gas and oil com m odity prices, d r ill in g  
successes in na tu ra l gas and oil opera tions, a b ility  to 
acqu ire  na tu ra l gas and o il p roperties, and the ava ilab il­
ity  o f econom ic expansion o r development opportun ities.
The business and p ro fita b ility  o f the company are also 
in fluenced by econom ic and geograph ic factors, inc lud ing  
po litica l and econom ic risks, changes in and compliance 
w ith  env ironm enta l and safety laws and policies, w ea ther 
cond itions, popula tion g row th  ra les and demographic 
pa tte rns, m arke t demand fo r energy from  p lants o r 
fac ilities , changes in tax rates o r polic ies, unantic ipated 
pro jec t delays o r changes in pro ject costs, unantic ipated 
changes in ope ra ting  expenses o r cap ita l expenditures, 
labo r negotia tions o r disputes, changes in cred it ra tings 
o r cap ita l m arke t cond itions, in lla lio n  rates, in ab ility  o f 
the various coun te rpa rtie s lo meet th e ir con trac tua l 
ob liga tions, changes in accounting p rinc ip le s and /or the 
app lica tion  o f such p rinc ip le s to the company, changes in 
technology and legal proceedings, and the ab ility  to effec­
tive ly in tegra te the operations o f acquired companies.
Prospective Information
The fo llow ing  in fo rm a tion  includes h igh ligh ts o f the key 
g row th  strategies, p ro jec tions and ce rta in  assumptions 
fo r the company over the next few years and o the r m at­
te rs fo r each o f its six m a jo r business segments. Many o f 
these h igh ligh ted points are fo rw a rd - lo ok ing  statements. 
The re  is no assurance tha t the company's pro jections, 
in c lud ing  estimates fo r g row th  and increases in revenues 
and earn ings, w ill in fact he achieved. Ile l’erence should 
be made to assumptions contained in th is section, changes 
in w h ich , as we ll as the various im po rta n t factors listed 
under the heading Safe lla rh o r  fo r Fo rw ard -look ing  
Statements, tha t could cause actual fu tu re  results to 
d iffe r m a te ria lly  from  the company's targeted g row th , 
revenue and earn ings pro jections.

23

Management’s Discussion and Analysis MDU R e so u rce s  G roup, Inc.

MDU Resources G roup , Inc.
• Rased on cu rren t expectations, the company an tic ipates 

tha t ils  th ree to five year compound annua l ea rn ings 
per share g row th  ra te from  opera tions w ill be in the 
general range o f 10 io  12 percent.
Farn ings per share, d ilu ted , from  operations fo r 2001 
are pro jected in the $1.95 to $2.05 range.

• The company expects the percentage o f 2001 earn ings 
per share from  operations by q u a rte r to be in the 
fo llow ing  app rox im a te  ranges:
- F irs t Q uarte r; 12 to 18 percent
- Second Q uarte r; 20 to 25 percent
- T h ird  Q uarte r; 35 lo 40 percent
- Fourth Q uarte r: 22 lo 27 percent

» The company expects to issue and sell equ ity  from  tim e 
to tim e to keep its debt at the non regu la led businesses 
til no more than 40 percent o f to ta l cap ita liza tion .
Based on ex is ting  operations, annual goodw ill a m o rt i­
zation expense is expected to be approximately $4 m illion.

F le c tr ic
« M ontana-Dakota has obta ined and holds valid and 

ex is ting  franch ises au tho riz ing  it to conduct ils  e lec tric  
and na tu ra l gas operations in a ll o f  the m un ic ipa litie s  it 
serves where such franchises are requ ired , As fra n ­
chises exp ire , M ontana-Dakota may face increas ing 
com petition in  ils  service areas, p a r tic u la r ly  its  service 
to sm a lle r towns, from  ru ra l e lec tric  cooperatives. 
C urren tly , a sm a lle r town in western North  Dakota is 
considering m un ic ipa liza tion  o f M ontana-Dakota s 
e lec tric  and na tu ra l gas fac ilit ies . M ontana-Dakota is 
v igorously con testing any such proposal but is cu rre n tly  
unable to de te rm ine the u ltim a te  outcome o f any such 
proceeding. Montana-Dakota in tends to pro tect its 
service area and seek renewal o f a ll e xp ir in g  franchises 
and w ill con tinue to take steps to e ffec tive ly opera te in 
an increasing ly competitive env ironm ent.

N a tu ra l gas d is tr ib u t io n
4 Annua l na tu ra l gas th roughpu t fo r 2001 is expected 

lo be app rox im a te ly  56 m illion  deca lherm s, w ith  about 
40 m illion  deca lherm s from  sales and 16 m illio n  from  
transpo rta tion .

* The num ber o f na tu ra l gas re ta il customers a t ex is ting  
operations is expected to g row  by app rox im a te ly  1.5 to 
2 percent on an annual basis over the next th ree to 
five years.

*■ Farn ings are expected to increase from  the g row th  in 
sales o f new value-added products and services such as 
appliance re p a ir contracts and home security  systems,

U t il i ty  services 
Revenues fo r th is segment are expected to exceed 
$300 m illion  in 2001.

• Th is segment’s goal is to achieve compound annual 
revenue and earn ings g row th  rates o f  app rox im a te ly  
20 lo 25 percent over the next live years.

P ipe line and ene rgy  serv ices
• Two p ipe line pro jects re la ted to the company's coal bod 

na tu ra l gas d r il l in g  program  in the Powder R iver Basin 
o f Wyom ing and Montana were completed in 2000,
The two pro jects provide the p ipe line company the 
a b ility  to move app rox im a te ly  40 percen t more coal 
bed na tu ra l gas th rough its system than has h is to rica lly  
been transpo rted , as we ll as enab ling add itiona l 
de liveries to o the r p ipe line systems. The largest pro ject 
involved bu ild ing  a 75-m ile , nonregu la led p ipeline 
th rough the heart o f the basin, to move gas produced 
from  th roughou t the Powder R iver Basin to in te rcon ­
necting p ipe line systems, in c lud ing  the com pany’s own 
transm ission system.
In 2001, W illis lou  Basin In te rs ta te  Pipeline Company’s 
na tu ra l gits th roughpu t is expected to increase hy 
app rox im a te ly 9 percent.
Th is segment con tinues business development activ ities 
look ing  fo r assets and resources tha t add value to 
ex is ting opera tions th rough fu rth e r ve rtica l in teg ra tion  
o f its na tu ra l gas de live ry and storage systems.

N a tu ra l gas and o il p roduc tio n  
The 2001 d r il l in g  p rogram  is pro jected to inc lude over 
500 wells, 90 percent o f wh ich are expected to be 
d rille d  on operated properties and the emphasis w ill 
continue to be on na tura l gas. The 2001 d rillin g  program 
is expected to be the largest d r il l in g  p rogram  in the 
company's history.

j Combined na tu ra l gas and oil production at th is segment 
is expected to be 30 to 40 percent h ighe r in 2001 ban 
in 2000.
The company's estimates fo r na tu ra l gas prices in the 
Rocky M ounta in reg ion are in the range o f $2.50 to 
$3.00 per M c f d u r in g  2001. The com pany’s estimates 
fo r na tu ra l gas prices on the New York M ercan tile  
Fxchange (NYMFX) fo r 2001 are in the range o f $3 to 
$4 per Mcf.
The company’s 2001 estimates fo r NYMFX crude oil 
prices are in the range o f $23 to $26 per ba rre l.

“ Th is segment has entered in to  hedging arrangem ents 
fo r a portion o f its  2001 p roduction . 'I he company has 
entered in to  swap agreements and fixed price fo rward  
sales rep resen ting app rox im a te ly one -lbu rth  o f 2001 
estimated annual na tu ra l gas production . N a tu ra l gas 
swap prices range from  $4.57 to $4.60 per M c f bused 
on NYMFX and $4.04 to $4.44 per M c f fo r Rocky 
Mountain gas sales, lu add ition, approxim ate ly one-th ird 
o f 2001 estimated annual o il p roduction is hedged at 
NYMFX prices ranging from  $28.65 to $29.22 per barre l.
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Reg ions: 
Northwest 
Southwest 
Rocky Mountain 
Central

Utility se rv ice s  o ffices 
—  ,\eg ional boundaries 

S ta te  nam es ind icate 
authorized s ta te s  o f operation

—  Com pany pipeline s y s 'em s
—  Interconnecting p ipelines 
9  Company storage fields
s  Energy se rv ice s market area

Utility Services

Years ended December 21. 2000 1000 1008
(Dollars in m illions)
Operating revenues $160.4 $00.0 $64.2
Operating expenses:

Operation and maintenance 142.6 82.8 54.4
Depreciation, depletion and

amortization 4.0 2.(i 1.7
Taxes, other than income 5.2 2.0 2.2

152.8 88.4 58.2
Operating income $ 16.6 $11.5 $ 5.0

2000 compared to 1999 Utility services earnings increased as a 
result of earnings from businesses acquired since the comparable 
period last year, higher work load in the Horky Mountain region, 
primarily related to liber optic installation projects, and increases 
from engineering services. This increase was somewhat offset by 
decreased construction activity lor utilities mi the West Coast, 
largely the result of utility merger activity and the California 
energy crisis.

1009 compared lo 1998 Utility services earnings increased 
prim: rily due to businesses acquired since the comparable period 
last year and higher earnings from existing operations due to 
increased construction work load and higher margins.

Pipeline and Energy Services

Years ended December it I, 2000 1000 1008
(Dollars in millions)

Operating revenues: 
Pipeline 
Energy services

$ 77.4 
550.4

S 60.6 
313.0

$ 60.8 
110.0

626.8 383,5 180.7
Operating expenses:

Purchased natural gas sold 548.2 301.5 100.0
Operation and maintenance 
Depreciation, depletion 

and amortization

20.1

15.2

28.2

8.2

26.3

7.0
Taxes, other than income 5.3 5.0 3.0

608.0 342.0 147.1
Operating income .$ 28.8 $ 40.6 $ 33.6
Transportation volumes (MMdk): 

Montana-Dakota 30,6 31.5 32.2
Other 56.2 46.6 56.8

86.8 78.1 80.0
(lathering volumes (MMdk) 41.7 10.8 0.1

2000 compared to 1000 Pipeline and energy services earnings 
decreased primarily due to the absence in 2000 of a 1000 
$4.4 million after-lax reserve revenue adjustment and resulting 
increase lo income associated with ECHC orders received in the 
1002 and 1005 general rate proceedings, the recognition in 1000 
of a $2.0 million after-lax reserve adjustment and resulting 
increase lo income relating to the resolution of certain production 
tax and other stale tax matters, and the recognition in income in 
1000 of $1.7 million after-tax resulting front a favorable order 
received from the United States Court of Appeals for the D.C. 
Circuit Court (U.C. Circuit Court) relating to the 1002 general rale 
proceeding. An asset impairment charge of $2.0 million alter-tax in 
2000 at one of the company's energy services companies also 
lowered earnings, lu addition, higher bad debt expense and lower 
natural gas margins from energy services, and higher operation 
and maintenance expenses at the pipeline, largely higher compres­
sor-related expenses and payroll costs, contributed lo the decline in 
earnings. I'artially offsetting the decline in earnings was the recog­
nition in 2000 of a $0.7 million after-tax reserve revenue adjustment 
and resulting increase to income relating lo the resolution of the 
1992 general rate proceeding. Higher natural gas transportation 
volumes combined with higher average transportation rates and 
increased gathering volumes at the pipeline also partially oll'sel the 
earnings decline. The increase in energy services revenue and the 
related increase in purchased natural gas sold resulted from 
significantly higher natural gas prices and increased volumes.

1000 compared to 1008 I’ipeline and energy services earnings 
increased largely due to a $4.4 million after-tax reserve revenue 
adjustment and a $2.0 million after-tax reserve adjustment, both 
as previously discussed. The recognition of $1.7 million after-tax 
resulting from a favorable order received front the U.C. Circuit 
Court, as previously discussed, also contributed to the increase in 
earnings. Decreased transportation to storage and olf-syslem 
markets at lower average transportation rates and reduced sales 
of inventoried natural gas somewhat offset the earnings increase. 
The $2.1 million after-tax reversal of reserves in 1008 for certain 
contingencies relating to a b'liltC order concerning a compliance 
filing also partially oll'sel the 1000 earnings increase. The increase 
in energy services revenue and the related increase in purchased 
natural gas sold resulted primarily from the acquisition of a natural 
gas marketing business in .Inly 1008.
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Natural Gas and O'l Production

Years ended December 31. 2000 1000 1008
(Dollars in millions, when" applicable)

Operating revenues:
Na lurtd gas $ 84.7 $ 47.0 $ 37.6
Oil 43.4 26.9 24.3
Other 10.2 3.6 -

138.3 78.4 61.0
Operating expenses:

Purchased natural gas sold 3.4 1.5
Operation and maintenance 31.3 24.8 18.8
Depreciation, depletion and 

amortization 27.0 10.2 23.3
Taxes, other than income 10.1 6.0 4.2
Write-downs of natural gas 

and oil properties _ _ 66.0
71.8 51.5 1 12.3

Operating income (loss) $ 66.5 $ 26.0 $ 150.4)
Production:

Natural gas (MMcf) 20,222 24,652 20,600
Oil (000's of barrels) 1,882 1.758 1.012

Average realized prices: 
Natural gas (per Mcf) $ 2.00 $ 1.04 $ 1.81
Oil (per barrel) $23.06 $15.34 $12.71

2000 compared to 1000 Natural gas and oil production earnings 
increased primarily due lo significantly higher realized natural 

is and oil prices. Higher natural gas and oil production due to 
- positions since the comparable period last year and ongoing 
development of existing properties, along with increased other 
revenue due to higher sales of inventoried natural gas. added 
lo the earnings increase. I'artially offsetting the earnings 
improvement were increased depreciation, depletion and 
amortization expense, due to higher production volumes and 
higher rales, and increased operation and inaintenaiici expense, 
mainly from higher lease operating expenses and higher general 
and administrative costs due primarily to acquisitions, and 
increased maintenance on existing properties. Increased interest 
expense due to higher average borrowings and interest rates 
also partially offset the earnings increase. Hedging activities 
for natural gas and oil production for 2000 resulted in realized 
prices that were 87 percent and 82 percent, respectively, of 
what otherwise would have been received.

1000 compared lo 1008 Natural gas and oil production earnings 
increased largely as a result of the 1008 $66.0 mil'ion 
($20.0 million after lax) noncash write-downs of natural gas 
and oil properties, as discussed in Note I of Notes lo Consolidated 
Eimmrial Statements. Higher natural gas and oil prices and 
increased natural gas production duo to both new acquisitions 
and the ongoing development of existing properties also increased 
earnings, lu addition, decreased depreciation, depletion and 
amortization expense due largely lo lower rates resulting from 
the write-downs of natural gas and oil properties also added to 
the earnings improvement. Decreased oil production, resulting 
mainly from normal production declines and the sale of 
uonstrategic properties, and higher operation and maintenance 
expense partially oll'sel the increase in earnings. Higher operation 
and maintenance expense resulted from changes in production 
mix and higher general and administrative expenses. Hedging 
activities for natural gas and oil production for 1000 resulted in 
realized natural gas prices which were unchanged ami realized 
oil prices that were 04 percent of what otherwise would have 
been received,

Mr • ( « nd |
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© Coal mining locations 
e- Construction materials locations

Construction Materials and Mining

Years ended December 31. 2000 1000 1008
(Dollars in millions)

Operating revenues:
Construction materials $507.7 $435.1 S310.5
Coal 33.7 34.8 35.0

63 .4 460,0 346.4
Operating expenses: •

Operation and maintenance 534.0 402.0 280.7
Depreciation, depletion and

amortization 36.2 26.0 20.6
Taxes, other than income 3.5 3.5 3.5

574.6 431.5 304.8
Operating income $ 56.8 S 38.4 $ 41.6
Sales (000's):

Aggregates (tons) 18,315 13,081 11.054
Asphalt (tons) 3,310 2,003 1,700
Iteady-mixed concrete

(cubic yards) 1,606 1.186 1.021
Coal (tons) 3,111 3,236 3.113

2001) compared to 1000 Construction materials and mining 
earnings increased largely due to the absence in 2000 of $2.6 
million in after-tax charges lo earnings in 1000. the result of 
the resolution of the coal arbitration proceeding. Higher earnings 
at the construction materials operations as a result of earnings 
from businesses acquired since the comparable period last year, 
higher aggregate, ready-mixed concrete and cement volumes 
at existing operations and a gain of $1.2 million after-tax on 
the sale of a nnnslralcgic property also added to the earnings 
improvement. Increased interest expense resulting from 
higher acquisition-related borrowings, higher selling, general 
and administrative costs, higher energy costs and increased 
depreciation, depletion and amortization expense (Iik* lo 
increased aggregate volumes and increased plant balances, 
partially offset the earnings improvement at the construction 
materials operations.

1000 compared lo 1008 Construction materials and mining 
earnings decreased primarily due lo lower earnings at the 
coal operations largely resulting from $.r>.6 million in after-tax 
charges and lower average coal prices, both relating lo the coal 
contract arbitration proceeding. Earnings at the construction 
materials businesses increased due lo businesses acquired 
since the comparable period last year and increased activity 
at existing construction materials operations. Higher asphalt 
volumes, increased average ready-mixed concrete prices and 
increased construction ami sales of other product lines all 
contributed lo the earnings increase til the construction 
materials operations. Higher selling, general and administrative 
costs and increased interest expense resulting from increased 
acquisition-related long-term debt somewhat offset the increased 
earnings at the construction materials business. Normal seasonal 
losses realized in the first quarter of 1000 by construction 
materials businesses not owned during the full first quarter 
in 1008 also partially oll’sel the earnings improvement at the 
construction materials business.
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Amounts presented in the preced ing tables fo r ope ra ting  
revenues, purchased na tu ra l gas sold and operation 
and maintenance expense w ill not agree w ith  the 
Consolidated Statements o f Income due to tho e lim ina tion  
o f in te rcom pany transactions between the p ipe line  and 
energy services segment and the na tu ra l gas d is tr ib u tio n  
and na tu ra l gas and o ii p roduction  segments. Tho 
amounts re la ting  to the e lim ina tion  o f in te rcom pany 
transactions fo r ope ra ting  revenues, purchased na tu ra l 
gas sold and ope ra tion  and m aintenance expense are as 
fo llows: $96.9 m illio n . $96.0 m illio n  and $.9 m illio n  fo r 
2000; $64.5 m illio n , $64.0 m illio n  and $.5 m illio n  fo r 
1999: and $58.0 m illio n , $57.5 m illio n  and $.5 m illion  
fo r 1998, respectively.
Safe Harbor for Forward-looking Statements 
The company is in c lud ing  the fo llow ing  cau tiona ry 
sta tement in th is Annua l Itepn rt lo make app licab le  and 
to take advantage o f the safe ha rbo r provisions o f the 
P rivate Securities L itiga tion  de form  Act o f 1995 fo r any 
fo rw a rd -look ing  statements made by, o r on beha lf of, the 
company. Fo rw a rd -look ing  statements inc lude statements 
concern ing plans, objectives, goals, strategies, fu tu re  
events or performance, and underly ing assumptions (many 
o f w h ich are based, in tu rn , upon fu rth e r assumptions) 
and o the r sta tements w h ich  are o the r than statements 
o f h is to rica l facts. F ront tim e to time, the company may 
publish o r o therw ise make ava ilab le fo rw a rd -lo ok ing  
statements o f th is na tu re , inc lud ing  statements contained 
w ith in  Prospective In fo rm a tion . A ll such subsequent 
fo rw a rd - lo ok ing  statements, w he the r w rit te n  o r o ra l and 
whe the r made by o r on beha lf o f the company, arts also 
expressly qua lified  by these cau tiona ry statements.
Fo rw ard -look ing  sta tements involve risks and unce rta in ­
ties, wh ich  could cause actua l results o r outcomes to 
d iffe r m a te ria lly  from  those expressed. Tho company's 
expectations, beliefs and pro jections are expresseil in 
good fa ith  and a re  believed by the company to have a 
reasonable basis, in c lud ing  w ith ou t lim ita tio n  manage­
ment's exam ination o f h is to rica l ope ra ting  trends, data 
conta ined in the com pany’s records and o the r data ava il­
able from  th ird  parties, hu t there can he no assurance 
tha t the company's expectations, beliefs o r pro jections 
w ill be achieved o r accomplished. F u rthe rm ore , any 
fo rw a rd -lo ok ing  statement speaks on ly as o f the dale 
on wh ich  such sta tem ent is made, and the company 
undertakes no ob liga tion  to update any fo rw a rd -look ing  
statement o r statements to re flec t events o r circumstances 
tha t occur a fte r the date on wh ich such sta tem ent is 
made o r to re flec t the occurrence o f unantic ipa ted 
events. New factors emerge from  tim e to tim e, and il 
is not possible fo r management to pred ict a ll o f such 
factors, no r can il assess the effect o f each such fac to r 
on the company's business o r the ex ten t lo wh ich any 
such factor, o r com b ina tion  o f factors, may cause actual 
results to d iffe r m a te ria lly  from  those conta ined in any 
fo rw a rd -lo ok ing  statement.

In add ition  to o the r factors and m atte rs discussed else* 
vhere here in , some im po rta n t factors tha t could cause 

actua l resu lts o r outcomes fo r the company to d iffe r 
m a te ria lly  from  those discussed in fo rw a rd -lo ok ing  
statements include p re va ilin g  governm enta l policies 
and regu la to ry  actions w ith  respect lo  a llowed rates o f 
re tu rn , financings, o r indus try  and ra te  s truc tu res , 
acqu is ition and disposal o f assets o r fac ilities , opera tion 
and construction o f p lant fac ilities , recovery o f purchased 
power and purchased gas costs, present o r prospective 
generation and a va ilab ility  o f econom ic supplies o f 
na tu ra l gas. O ther im po rta n t factors include the level o f 
governm enta l expend itu res on pub lic  pro jects and the 
tim ing  o f such pro jects, changes in an tic ipa ted tourism  
levels, the effects o f com petition (in c lud ing  bu t not 
lim ited  to e lec tric  re ta il w hee ling and transm ission costs 
and prices o f a lte rna te  fuels and system de live rab ility  
costs), na tu ra l gas and o il com m odity prices, d r ill in g  
successes in na tu ra l gas and o il operations, a b ility  to 
acqu ire  na tu ra l gas and o il p roperties, and the ava ila b il­
ity  o f economic, expansion o r deve lopm ent opportun ities.
The business and p ro fita b ility  o f the company are also 
in fluenced by econom ic and geographic facto rs, inc lud ing  
po litica l and econom ic risks, changes in and compliance 
w ith  env ironm enta l and safety laws and policies, w eather 
conditions, popu la tion g row th  rates and dem ographic 
pa tte rns, m arke t demand fo r energy from  p lants o r 
fac ilities , changes in tax rates o r polic ies, unantic ipa ted 
p ro ject delays o r changes in p ro ject costs, unantic ipa ted 
changes in ope ra ting  expenses o r cap ita l expenditures, 
labor negotia tions o r disputes, changes in cred it ra tings 
o r cap ita l m arke t conditions, in fla tion  rates, in ab ility  o f 
tin ! various coun te rpa rtie s to meet th e ir con trac tua l 
obligations, changes in accounting p rinc ip le s and/or tho 
app lica tion o f such princ ip les to the company, changes in 
technology and legal proceedings, and the ab ility  to effec­
tively in tegrate ( lit1 operations o f acquired companies.
Prospective Information
The fo llow ing  in fo rm a tion  includes h igh ligh ts  o f the key 
g row th  strategies, p ro jections and ce rta in  assumptions 
fo r the company over the next few years and o the r m a t­
ters fo r each o f its  s ix m a jo r business segments. Many o f 
these h igh ligh ted points are fo rw a rd -lo ok ing  statements. 
There is no assurance th a t the company's pro jections, 
in c lud ing  estimates fo r g row th  and increases in revenues 
and earnings, w ill in fact be achieved, deference should 
ho made to assumptions contained in th is section, changes 
in wh ich , as we ll as the various im po rtan t facto rs listed 
under the heading Safe H arbo r fo r Fo rw a rd -look ing  
Statements, th a t could cause actual fu tu re  results to 
d iffe r m a te ria lly  from  the com pany’s targeted g row th , 
revenue and earn ings pro jections.
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* based on cu rre n t expectations, the company antic ipates 

tha t its th ree to live year compound annual earn ings 
per share g row th  ra le  from  ope ra tions w ill be in the 
general range o f 10 to 1 2  percent.

* Farn ings per share, d ilu ted , from  operations fo r 2001 
are pro jected in the $ 1 ,9 5  to $ 2 .0 5  range.

» The company expects the percentage o f 2 0 0 1  earn ings 
per share from  operations by q ua rte r to be in the 
fo llow ing  app rox im ate  ranges:
- F irs t Quarte r: 13 to 18 percent
- Second Q uarte r: 2 0  to 2 5  percent
- T h ird  Q uarte r: 35 to 40 percent
- Fourth  Q uarte r: 2 2  to 2 7  percent

■ Tho company expects lo  issue and sell equ ity from  time 
to tim e to keep ils deb t at the nonregu la led businesses 
at no more than 4 0  percent o f to ta l cap ita liza tion .

* based on ex is ting  operations, annual goodw ill a m o rt i­
zation expense is expected to be approximately $4 m illion.

E le c tr ic
* Montana-Dakota has obta ined and holds valid and 

exis ting franchises au tho riz ing  it M conduct its e lec tric  
and na tu ra l gas operations in a ll o f the m un ic ipa litie s  it 
serves where such franchises are requ ired . As fra n ­
chises exp ire . M ontana-Dakota may face increasing 
com petition in its service areas, p a r tic u la r ly  its service 
to sm a lle r towns, from  ru ra l e lec tric  cooperatives. 
Currently , a sm a lle r town in western North  Dakota is 
considering m un ic ipa liza tion  o f M ontana-Dako la 's 
e lec tric  and na tu ra l gas fac ilities . M ontana-Dakota is 
v igorously con tes ting any such proposal but is cu rre n tly  
unable to de te rm ine the u ltim a te  outcome o f any such 
proceeding. Montana-Dakota in tends to pro tect its 
service area and seek renewal o f a ll e xp ir in g  franchises 
and w ill con tinue to take steps to e ffective ly operate in 
an increas ing ly com petitive env ironm ent.

N a tu ru l gas d is tr ib u t io n
* Annual na tu ra l gas th roughpu t fo r 2001 is expected

to be app rox im a te ly  56  m illio n  deca lherm s, w ith  about 
40 m illion  deca lherm s from  sales and 16  m illio n  from  
transpo rta tion .

* Thi! num ber o f na tu ra l gas re ta il customers at ex is ting  
operations is expected to g row  by app rox im a te ly 1 . 5  to 
2 percent on an annual basis over the next three to 
live years.
Farn ings are expected to increase from  the g row th  in 
sales o f new value-added products and services such as 
app liance re p a ir con tracts and home secu rity  systems.

U t il i ty  serv ices
» Revenues fo r th is sr ;rnent are expected lo exceed 

$2t)() m illio n  in 2001.
" Th is segment's goal is to achieve compound annual 

revenue and earn ings g row th  ra tes o f approx im ate ly 
20 to 25 percen t over the next five years.

P ipe line  and ene rgy services
• Two p ipe line pro jects re la ted to tho com pany’s coal bed 

na tu ra l gas d r il l in g  program  in the Powder R iver Basin 
o f W yom ing and Montana were completed in  2000.
The tw o pro jects p rov ide the p ipe line  company the 
a b ility  to move app rox im a te ly 40 percent m ore coal 
bed na tu ra l gas th rough its system than has h is to rica lly  
been transpo rted , as w e ll as enab ling  add itiona l 
de liveries to o the r p ipe line  systems. The largest p ro jec t 
involved bu ild in g  a 75-m ile , non regu la led p ipe line 
th rough the hea rt o f the basin, to move gas produced 
from  th roughou t the Powder R iver Basin to in te rcon ­
necting p ipe line systems, in c lud ing  the company's own 
transm ission system.

« In 2001, W illis ton  Basin In te rs ta te  P ipeline Company’s 
na tu ra l gas th roughpu t is expected to increase by 
app rox im a te ly  9 percent.
This segment continues business development activ ities 
look ing  fo r assets and resources th a t add value lo 
ex is ting  opera tions th rough fu r th e r ve rtica l in teg ra tion  
o f its  na tu ra l gas de live ry and storage systems.

N a tu ra l gas and o il p roduc tio n  
The 2001 d r il l in g  program  is pro jected to inc lude over 
500 wells, 90 percent o f wh ich  are expected to be 
d rille d  on operated p roperties and the emphasis w ill 
continue to be on natura l gas. The 2001 d r illin g  program  
is expected to be the la rgest d r i l l in g  program  in the 
company's history.

* Combined na tu ra l gas and oil production at this segment 
is expected to be .'!() to 40 percent h ighe r in 2001 than 
in  2000.
The com pany’s estimates fo r na tu ra l gas prices in the 
Rocky M ounta in  reg ion are in the range o f $2.50 to 
$3.00 per M c f d u r in g  2001. The company's estimates 
fo r na tu ra l gas prices on the New York M ercan tile  
Exchange! (NYMFX) fo r 2001 a re  in the range o f $3 to 
$4 per Mcf.

• The company's 2001 estimates fo r NYMFX crude oil 
prices are in the range o f $23 to $26 per ba rre l.

♦ Th is segment has entered in to  hedging arrangem ents 
f» r a po rtion  o f its 2001 p roduction . The company has 
entered in to  swap agreements and lixed p rice  fo rw ard  
sales rep resen ting app rox im a te ly  one -fou rth  o f 2001 
estimated annual na tu ra l gas production . N a tu ra l gas 
swap prices range from  $4.57 let $4 .60 per M c f based 
on NYMFX and $4.04 to $4.44 per M c f fo r Rocky 
Mounta in gas sales. In add ition , approxim ate ly one-th ird 
o f 2001 estimated annual o il p roduc tion  is hedged a t 
NYMFX prices rang ing from  $28.65 to $29.22 per barrel.
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C ons tru c tion  m a te r ia ls  and m in in g
On September 28, 2000, the company announced an 
agreement to sell its coal operations to W estmoreland 
Coal Company fo r $28.8 m illion  cash, exc lud ing fina l 
se ttlem ent cost adjustments. The agreement is subject 
to various c los ing cond itions and there fo re w ill not be 
fina lized unless and un til the parties are satisfied that 
those cond itions are met. Warnings from  coal ope ra­
tions wou ld no rm a lly  be expected to con tribu te  less 
than 10 percen t o f annua l earn ings o f the construction 
m ateria ls and m in ing  segment.
exc lud ing tho effects o f po ten tia l fu tu re  acquisitions, 
aggregate, asphalt and ready-m ixed concrete volumes 
are expected lo  increase by app rox im ate ly 15 percent, 
22 percent and 13 percent, respectively, in  2001.
Th is segment expects to achieve compound annual 
revenue and earn ings g row th  rates o f approx im ate ly 
10 to 20 percent over the nex t live years.
Earnings are expected to increase from  a com bina tion 
o f acquis itions and by op tim iz ing  both synergies and 
improvements a t ex is ting  operations.

N ew  A c co u n tin g  P ro noun cem en ts
In June 1098, the F inanc ia l Accoun ting  Standards Hoard
(FASH) issued Statement o f Financial Accounting Standards

No. 133, "Accounting fo r Deriva tive Ins trum en ts and 
I lodging Activ ities" (SFAS No. 133), amended by Statement 
o f F inancia l Accoun ting  S tandards No. 137, "Accounting 
fo r Deriva tive Ins trum en ts and Hedging A c tiv it ie s -  
Deferra l o f tho Effective Date o f FASH S tatement No.
133" ano Statement o f F inancia l Accoun ting  Standards 
No. 138, “Accoun ting  fo r Certa in Derivative Ins trum en ts 
and Certa in fu d g in g  A c tiv it ie s ”  (a ll such statements 
he re ina fte r re fe rred to as SFAS No. 133). For fu rth e r 
in fo rm a tion  on SFAS No. 133, sen Note I o f Notes to 
Consolidated F inancia l Statements.
In December 1999, the Securities and Exchange 
Commission issued S ta ff Accoun ting  Bu lle tin  No. 101, 
"Revenue Recognition” ISAR No. 101), w h ich  provides 
guidance on the recogn ition , presenta tion and disclosure 
o f revenue in financ ia l statements. The company adopted 
SAH No. '( ) !  in the fo u rth  q ua rte r o f 2000. The adoption 
o f SAD No. It) I d id not have a m a te ria l effect on the 
company's financ ia l position o r resu its o f operations.
L iq u id ity  and  C ap ita l C .im itm e n ts  
Thu company's cap ita l ex, m ditures fo r 1998 through 
2000 and as antic ipated for 2001 through 2003 are 
sum m arized in the fo llow ing  table, wh ich  also includes 
the company's capital needs fo r the re tirem ent o f m aturing 
long-te rm  debt and p re fe rred  stock.

u m
Actual

1999 2000 2001
Estimated*

2002 2003
tin  m illions)

Capital expenditures: 
Electric $ 13.0 S 18.2 S 15.8 $ 14.8 S 16.6 $ 20.9
Natural gas distribution 8.3 9.2 21.3 13.9 11.2 10.7
Utility services 18.3 16.1 42.6 52.6 30,5 31.7
Pipeline and energy services 17.0 35.1 69.0 61.4 56.8 38.0
Natural gas and oil production 100.0 64.3 173.5 103.6 130.5 109.8
Construction materials and mining 172.1 105.1 218.7 126.4 92.9 73.8

3“'\9 24S.0 540.9 372.7 338.5 284.9
Net proceeds from sale or disposition of property (4.3) (10.61 (11.01 (31.6) 1.4) CD
Net capital expenditures 325.6 231.4 529.9 341.1 338.1 284.8
Retirement of long-term debt and preferred stock 113.7 18.8 29.4 19.7 50.5 282.8

$439.3 $250.2 $559.3 $360.8 $388.6 $567.6
* The estimated 2001 Ihrnuyh 2002 cn/iiliil expenditures reflected in the alinee table include potential fill tire acquisitions. The company continues to 

eealuute potential fu ture  acquisitions; luuccrer, these acquisitions nre dependent upon the urailahility o f  economic opportunities and. as a result, 
actual acquisitions and capital expenditures may rnry siynijicantiy from tile aimce estimates.
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Capila l expend itu res fo r 2000, 1999 and 1998, re la ted 
to acquis itions, in  the p reced ing tab ic  inc lude  the fo llow ­
ing  noncash transactions: issuance o f the com pany’s 
equ ity  securities and the convers ion o f a note receivable 
to purchase cons ide ra tion  o f $132.1 m illio n  in  2000; 
the issuance o f the com pany’s equ ity  securities o f 
$77.5 m illio n  in 1999; and the issuance o f the com pany’s 
equ ity  securities, less treasu ry  stock acqu ired , in 1998 
o f $138.8 m illio n .
In 2000, the company acqu ired a num ber o f businesses, 
none o f w h ich  was in d iv id ua lly  m a te ria l, in c lud ing  
construction m a te ria ls  and m in ing  businesses w ith  
operations in A laska. C a lifo rn ia , M ontana and Oregon; 
a coal bed na tu ra l gas deve lopm ent ope ra tion  based in 
Colorado w ith  re la ted oil and gas leases and properties 
in Montana and W yom ing; u t il i ty  services businesses 
based in Ca lifo rn ia . Colorado, Montana and Ohio; a na tu ­
ra l gas d is tr ib u tio n  business serv ing  southeastern North 
Dakota and western M innesota; and an energy services 
company based in Texas. The total purchase consideration 
fo r these businesses, consis ting o f the company's com ­
mon stock, cash and the conversion o f a note receivable 
to purchase conside ra tion  was $286.0 m illion .
The 2000 cap ita l expend itu res, in c lud ing  those fo r the 
previously m entioned acqu is itions, and re tirem en ts 
o f long-te rm  deb t and p re fe rred  stock, were met from  
in te rna l sources, the issuance o f long -te rm  debt and 
the company's equ ity  securities . Cap ila l expend itu res fo r 
the yours 2001 th rough  2003, include those fo r system 
upgrades, rou tine  rep lacements, service extensions, 
rou tine  equ ipm ent m ain tenance and rep lacem en ts  
p ipe line and ga the ring  expansion pro jects, the bu ild ing  
o f construction m a te ria ls  hand ling  and transpo rta tion  
fac ilities, the fu r th e r enhancem ent o f na tu ra l gas and oil 
production and reserve g row th , and fo r po ten tia l fu tu re  
acquisitions. The company continues to evaluate potentia l 
fu tu re  acquis itions; however, those acqu is itions are 
dependent upon the ava ilab ility  o f economic opportun ities 
and, as a resu lt, ac tua l acqu is itions and cap ita l expend i­
tures may vary s ig n ifican tly  from  the estimates in  the 
preceding table. It is an tic ipa ted tha t till o f the funds 
requ ired fo r cap ila l expend itu res and re tirem en ts  o f 
long-te rm  debt and p re fe rred  stock fo r the years 2001 
th rough 2003 w ill be met from  various sources. These 
sources include in te rna lly  generated funds, the company’s 
$40 m illio n  revo lv ing  c red it and te rm  loan agreement, an 
exis ting line o f c re d it o f $8.2 m illio n , a com m ercia l paper 
c red it fa c ility  at Centenn ia l Energy Holdings, Inc., as 
described below, and th rough the issuance o f long -te rm  
debt and the com pany’s equ ity  securities. A t December 
31, 2000, $40 m illio n  under the revo lv ing  c red it and 
te rm  loan agreement and $6.3 m illio n  under the line o f 
c red it wore ou tstand ing.

Centennial, a d irec t w ho lly  owned subsid ia ry o f the 
company, has a revo lv ing  c red it agreement w ith  various 
banks on beha lf o f its  subsid ia ries tha t supports 
$315 m illio n  o f Centennial's $325 m illio n  com m ercia l 
paper p rogram . Under the Centennial com m ercia l paper 
p rogram , $261.4 m illio n  was outstand ing at December 
31, 2000. The commercia l paper borrow ings are classified 
as long te rm  as Centennial intends to re finance these 
borrow ings on a long-te rm  basis th rough continued 
com m ercia l paper bo rrow ings supported by the revo lv ing  
c re d it agreement due September 29, 2003. Centennial 
intends to renew  th is ex is ting  c red it agreement on an 
annual basis.
Centennial has an uncomm itted long-te rm  master 
she lf agreement on beha lf o f its subsid ia ries tha t a llows 
fo r bo rrow ings o f up to $200 m illio n . Under the master 
she lf agreement, $150 m illio n  was outstand ing at 
December 31, 2000.
On October 4, 2000, the company filed an applica tion w ith  
the I'T IIC  seeking au tho riza tion  lo issue a com bination 
o f curta in  securities, as the company determ ines to be 
necessary, not to exceed a to ta l o f $750 m illion . The FCIK. 
approved the company's app lica tion on November 7, 2000.
On November 20 and December 26, 2000, and February 
2, 2001, the company reported sales tha t together totaled 
1,038,739 shares o f the company's Common Stock to 
Aequa W ellington North  Am erican Equities Fund Ltd. 
(Acqua W elling ton), pursuant to purchase agreements 
by and between the company and Acqua W ellington.
The company received to ta l proceeds from  these sales o f 
$29.5 m illion . These proceeds were used fo r re fund ing  
outstand ing debt ob liga tions and fo r o ther general 
corpora te purposes.
The company’s issuance o f firs t mortgage deb t is sub ject 
to certa in  res tric tions imposed under the te rm s and 
conditions o f its Indenture o f Mortgage, (amorally, 
those res tric tions requ ire  the company to pledge $1.43 
o f unfunded p roperty to the Trustee fo r each do lla r o f 
indebtedness incu rred  under the Inden tu re  and tha t 
annual earn ings (p re tax and before in te rest charges), 
as defined in the Inden tu re , equal a t least two limes ils 
annualized firs t mortgage bond in te rest costs. Under 
the more res tric tive  o f the two tests, as o f December 3 1, 
2000, the company could have issued approx im ate ly 
$295 m illio n  o f add itiona l firs t mortgage bonds.
The company’s coverage o f fixed charges inc lud ing 
pre ferred d ividends was 4 .1 and 4.3 times fo r 2000 
and 1999, respectively. Add itiona lly , the com pany’s firs t 
mortgage bond in te rest coverage was 8.3 times in 2000 
compared to 7.1 times in 1999. Common stockho lders ’ 
equ ity its a percent o f to ta l cap ita liza tion  was 54 percent 
at both December 31. 2000 and 1999.
E ffe c ts  o f In fla tio n
In fla tion did not have a s ign ifican t effect on the company's 
operations in 2000, 1999 o r 1998.
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Q uan tita tive  and  Q ua lita tive  D isc lo su re s  
A b o u t M a rke t R isk 
Com m odity p rice  r is k
The company u tilizes de riva tive  financ ia l instrum ents , 
inc lud ing price swap and co lla r agreements, to manage a 
portion or the m arke t risk  associated w ith  fluc tua tions in 
the p rice  o f na tu ra l gas and o il. The company's po licy 
p roh ib its  the use o f de riva tive  ins trum ents fo r pecu la t­
ing to take advantage o f m a rke t trends and conditions 
and the company has procedures in place to m on ito r 
compliance w ith  its polic ies. The company is exposed to 
c red it-re la ted  losses in  re la tio n  to financ ia l ins trum ents 
in the event o f nonperfo rm ance by coun te rparties , but 
does not expect any coun te rpa rtie s to fa il to meet th e ir 
ob ligations given th e ir ex is ting  c red it ratings.
The swap and co lla r agreements call fo r the company to 
receive m onth ly payments from  o r make payments to 
counte rparties based upon the d iffe rence between a fixed 
and a variab le  price as specified by the agreements. The 
variab le p rice  is e ith e r a quoted na tu ra l gas p rice  011 the 
NYMFX. Colorado In te rs ta te  Gas Index o r o the r various 
indexes o r an o il p rice  quoted on the N YM FX  The com ­
pany believes tha t there is a h igh degree o f co rre la tion  
because the tim ing  o f purchases and production  and the 
swap and co lla r agreements a re  closely matched, and 
hedge prices are established in the areas o f operations. 
For the years end ing December 31. 2000, 1990 and 1998, 
gains o r losses 011 the swap and co lla r agreements were 
matched and reported  in  ope ra ting  revenues 011 the 
Consolidated Statements o f Income as a component o f 
the re lated com m odity transaction a t the tim e o f se ttle ­
ment w ith  the counte rparty .
The fo llow ing table summarize , hedge agreements 
entered in to  by ce rta in  w ho lly  nvned subsid ia ries o f the 
company, as o f December 3 1 ,1 000. These agreements 
call fo r the subsid ia ries to rec< ivc  fixed prices and pay 
variab le prices.

(Notional am ount and  fa ir  value in thousandsI

Weighted
A verage Nolit mil

F ixed  Price Amount
(Per MMFltu) tin MMBtu’s)

N a tu ra l g a s  
sw ap  ag re em en ts  
m atu r in g  in 2 0 0 1 S 4.45 5,461

Weighted
A verage Notional

F ixed  Price Amount
(Per barre l) (I11 barre ls)

Oil sw ap  ag re em en ts  
m a tu r in g  in 2 0 0 1 $ 28 .8 0 593

Fa ir
Value

$112.311)

Fa ir
Value

S 2,261

The fo llow ing  table sum m arizes hedge agreements 
entered in to  by ce rta in  w ho lly  owned subsid ia ries o f the 
company, as o f December 31, 1999. These agreements 
ca ll fo r the subsid ia ries lo  receive fixed prices and pay 
variab le  prices.

(Notional am ount a n d  fa ir  va lue  in thousands)

N a tu ra l g a s  
sw ap  a g re em en ts  
m atu r in g  in 2000

W eighted 
A verage 

F ixed  Price 
(Per MMKtu)

$ 2 .3 3

W eighted 
A verage 

F ixed  Price 
(Per b arre l)

Oil sw ap  a g r e em en ts  
m atu r in g  in 2000 $19.55

W eighted 
A verage 

F loor/Coiling 
Price 

(Per M M Iilu)

N a tu ra l g a s  
c o lla r  a g re em en ts  
m atu r in g  in  2000  S 2 .3 4 /S 2 .6 8

W eighted 
A verage 

Floor/Ceiling 
Price 

(Per b arre l)

Oil c o lla r  a g re em en t 
m atu r in g  in 2000 $20 .0 0 /5 22 .3 3

Notional 
Amount 

(In MMBtu's)

5,307

Notional 
Amount 

(lit barrels)

769

Notional 
Am ount 

(In MMBtu's)

3.196

Notional 
Amount 

(In barre ls)

18 3

F a ir
Vidue

$ 597

Fa ir
Value

$ ( 1 ,8 7 0 )

F a ir
Value

S 112

P a ir
Value

$ (134)

The fa ir  va lue o f these de riva tive  financ ia l ins trum ents 
re flects the estimated am ounts th a t the company wou ld 
receive o r pay to te rm ina te  the con tracts a t the repo rtin g  
dale, thereby tak ing  in to  account the c u rre n t favorab le 
o r un favorab le pos ition on open contracts. The favorab le 
o r unfavorab le  pos ition is no t recorded on the com pany’s 
Consolidated Balance Sheets as o f December 31, 2000 
and 1999. Favorable and un favo rab le  positions re la ted to 
com m odity hedge agreements are expected to be gener­
a lly  offse t by co rrespond ing increases and decreases in 
the value o f the unde rly ing  com m od ity transactions.
In the event a de riva tive  financ ia l in s trum en t does not 
qua lify  fo r hedge accounting o r when the unde rly ing  
com m odity transac tion  m atures, is sold, is extingu ished, 
o r is te rm ina ted , the cu rre n t favorab le  o r un favo rab le  
position on the open con trac t would be included in results 
o f operations. The com pany’s po licy requ ires app rova l lo 
te rm ina te  a hedge agreem ent p r io r to its o rig in a l m a tu ­
rity . I 11 the event a hedge agreement is te rm ina ted , the 
rea lized gain o r loss a t the. lim e  o f te rm ina tion  wou ld be 
deferred un til the unde rly ing  com m odity transac tion is 
sold o r m atures and is expected to gene ra lly  o ffse t the 
correspond ing increases o r decreases in the value o f the 
underly ing  com m od ity transac tion .
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The company has energy m arke ting  operations tha t are 
exposed to risks, in c lud ing  risks re la ting  to changes in 
na tu ra l gas prices and coun te rpa rty  perfo rm ance (c red it 
risk), associated w ith  na tu ra l gas fo rw a rd  purchase and 
sale comm itments. These com m itm ents involve the 
purchase and sale o f na tu ra l gits and re la ted de live ry  o f 
such commodity. The energy m a rke ting  operations seek 
to match na tu ra l gas purchases and sales on specific 
con tracts so tha t it m arg in  is obta ined on the transpo rta ­
tion o f such com m odity as d istingu ished from  ea rn ing  a 
m arg in  on changes in  m a rke t prices. In add ition , the 
energy m arke ting  con tracts are genera lly entered in to  on 
a seasonal basis w ith  con tracts o f a du ra tion  genera lly  
no t exceeding 12 months. Contracts re lated to these 
activities tire  valued a t fa ir value and changes in fa ir value 
are recorded as assets o r lia b ilit ie s  on the company's 
Consolidated Balance Sheets. The net change in fa ir  
value rep resen ting unrea lized gains and losses resu lting  
from  changes in m a rke t prices on these con tracts is 
reflected in earn ings on the com pany’s Consolidated 
Statements o f Income. Net unrea lized gains and losses on 
these contracts were not m a te ria l in  2000, 1999 o r 1998, 
In general, m arke t risk  is the risk  o f fluc tua tions in the 
m arke t price o f the com m od ity be ing marketed and is 
influenced p rim a rily  by supply and demand. The company 
monitors and manages its exposure lo m arke t risk through 
a va rie ty  o f r is k  management techniques. Such proce­
dures include m on ito r in g  com m itm ents and positions, 
eva lua ting sens itiv ity  to changes in m arke t prices and 
m arke t vo la tility , and rep o rtin g  to sen io r management. 
Credit risk is the risk  o f loss " . " \ y

counte rparties o f th e ir con trac tua l obligations. The com­
pany m ain ta ins cred it procedures, w h ich  management 
believes s ign ifican tly  m in im ize  overa ll c red it risk. The 
company seeks to m itiga te  c red it risk by app ly ing specific 
e lig ib ility  c r ite r ia  to prospective coun te rparties and may 
requ ire  le tte rs o f c red it o r s im ila r security to secure 
payment on such sales contracts. However, despite m it i­
gation e ffo rts , defaults hy coun te rparties may occur. To 
date, no such defaults have had a m a te ria l effect on the 
company’s financia l position o r resu lts o f operations.
In te re s t ra te  r is k
The company uses fixed and variab le  rate long-te rm  debt 
to pa rtia lly  finance cap ila l expenditures and m andatory 
debt re tirem ents . These debt agreements expose the 
company lo m arke t risk  re la ted lo changes in in te rest 
rates. The company manages th is risk  by tak ing  advan­
tage o f m arke t conditions when lim in g  the placement 
o f long-te rm  o r permanent financing. The company also 
has outstand ing 15,000 shares o f 5.10% Series pre fe rred 
stock subject to m andatory redemption as o f December 
31. 2000. The company is obligated to make annual 
s ink ing  fund con tribu tions to re tire  tho p re fe rred stock 
and pay cum ula tive p re fe rred d ividends at a fixed ra le  
o f f i .  10%. The table below shows the am ount o f debt, 
inc lud ing  cu rren t po rtion , and re la ted weighted average 
in te rest rates, by expected m a tu r ity  dates and the aggre­
gate annual s ink ing  fund am ount app licab le to p re fe rred 
stock subject to m andatory redemption and the re lated 
d iv idend ra te , as o f December 31, 2000. Weighted 
average va riab le  ra les are based on fo rw a rd  rates as 
o f December 31, 2000.

2001 2002 2003 2004 2003 Tiiereallor Total Pair Value
(Dollars in millions)

Long-term debt:
Fixed rate $19.6 $30.4 $ 2 1 .9  $21.6 $69.9 $303.6 $487.0 $300.8
Weighted average interest rale 7.8% 9.0% 7.4% 6.6% 8,0% 7.6% 7.7%
Variable rate -  -  $260.8 -  $260.8 $271.3
Weighted average interest rale -  -  6.9% -  6.9%

I’referi ed stock subject to
mandatory redemption $ .1 $ .1 $ .1 $ .1 $ .1 $ 1 . 0  $ 1 . 3  $ .9

Dividend rate 5.1% 5.1% 5.1% 5.1%. 5.1%. 5.1%. 5.1%.

For fu r th e r in fo rm a tion  on risk  management ac tiv ities  anti financia l instrum ents , see Note 3 o f Notes to Consolidated 
F inancia l Statements.
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Public Accountants

Tho management o f MDU Resources Group, Inc. is respon­
sible fo r the prepara tion , in teg rity  and ob jec tiv ity o f the 
financia l in fo rm a tion  contained in the consolidated finan­
cial statements and elsewhere in th is Annual Report. The 
financia l statements have been prepared in con fo rm ity 
w ith  generally accepted accounting princ ip les as applied 
to the? company’s regulated and nonregula led businesses 
and necessarily inc lude some amounts tha t are based on 
informed judgm ents and estimates o f management.
To meet its respons ib ilities w ith  respect to financ ia l 
in fo rm a tion , management m a in ta ins and enforces a 
system o f in te rn a l accoun ting  con tro ls designed to p ro ­
vide assurance, on a cost-effective basis, tha t transactions 
are ca rried  ou t in accordance w ith  management's 
au thoriza tions and th a t assets are safeguarded aga inst 
loss from  unau tho rized  use o r d isposition . The system 
includes an o rgan iza tiona l s tru c tu re  which provides an 
app ropria te  segregation o f respons ib ilities effective 
selection and tra in in g  o f personnel, w ritte n  polic ies and 
procedures and period ic rev iews by the In te rna l A ud itin g  
Department. In add ition , the company has a po licy which 
requ ires a ll employees lo  acknowledge th e ir responsib ility 
fo r eth ica l conduct. Management believes tha t these 
measures prov ide fo r a system tha t is effective and 
reasonably assures tha t all transac tions are p rope rly  
recorded fo r the p repa ra tion  o f financ ia l statements. 
Management modifies and improves its system o f in te rna l 
accounting con tro ls in response to changes in business 
conditions. The company's In te rna l A ud itin g  Departm ent 
is charged w ith  the respons ib ility  fo r de te rm in ing  com p li­
ance w ith  company procedures.
The Hoard o f D irectors, through its aud it comm ittee which 
is comprised e n tire ly  o f outside d irec to rs , oversees man­
agement's respons ib ilities  fo r financ ia l repo rting . Tin* 
aud it comm ittee meets regu la rly  w ith  management, the 
in te rna l aud ito rs and A rth u r Andersen I.I.P, independent 
pub lic accountants, lo  discuss aud iting  and financ ia l m a t­
ters and to assure th a t each is ca rry ing  out ils  responsi­
b ilities . The in te rna l aud ito rs  and A r th u r Andersen 1.1.1* 
have lu ll and free  access to the aud it com m ittee , w ith ou t 
management p resent, to discuss aud iting , in te rna l 
accounting con tro l and financ ia l repo rting  matters.
A r th u r Andersen 1.1,1’ is engaged lo express an op in ion 
on the financ ia l statements, T he ir aud it is conducted in 
accordance w ith  a ud itin g  standards genera lly  accepted 
in the United States and includes exam in ing , on a test 
basis, suppo rting  evidence, assessing the company's 
accounting p rinc ip le s used and s ign ifican t estimates 
made by managem ent and eva lua ting  the ove ra ll fin an ­
cia l statement p resenta tion to the extent necessary to 
a llow  them to repo rt on the fa irness, in a ll m a te ria l 
respects, o f the financ ia l cond ition  and ope ra ting  results 
o f the company.

To MDU Resources Group, Inc.
We have aud ited the accompanying consolidated 
balance sheets o f MDU Resources Group, Inc. (a Delaware 
co rpo ra tion ) and Subsid iaries as o f December 31, 2000 
and 19'J‘J, and the re la ted consolidated statements o f 
income, common s tockho lde rs ’ equ ity  and cash flows fo r 
each o f the th ree years in (he period ended December 
31, 2000. These financ ia l sta tements are the responsib il­
ity  o f the com pany’s management. Our respons ib ility  is to 
express an op in ion on these financ ia l statements based 
on ou r aud its.
We conducted ou r aud its in accordance w ith  aud iting  
standards gene ra lly  accepted in the United States. Those 
standards requ ire  th a t we p lan and pe rfo rm  the aud it to 
ob ta in  leasonab le assurance abou t w he the r the financia l 
statements are free o f m a te ria l m issta tement. An aud it 
includes exam in ing , on a test basis, evidence suppo rting  
the am ounts and disclosures in the financ ia l statements. 
An aud it also includes assessing the accounting princ ip les 
used and s ign ifican t estimates made by management, as 
we ll tis eva lua ting  the ove ra ll financ ia l s ta tem ent presen­
ta tion . We believe th a t o u r aud its prov ide a reasonable 
basis fo r o u r op in ion .
In ou r op in ion , the financ ia l sta tements re fe rred lo 
above present fa irly , in all m a te ria l respects, the financia l 
position o f MDU Resources G roup, Inc. and Subsidiaries 
as o f December 31, 2000 and 1'JO‘J, and the results o f 
th e ir opera tions and th e ir rash flows fo r each o f the 
th ree years in the period ended December 31, 2000, in 
con fo rm ity  w ith  accounting p rinc ip le s gene ra lly  accepted 
in the United States.

ARTHUR ANDIiRS liN  1.1,1*

M inneapo lis . M innesota 
Janua ry 2 a , 2001

M artin  A, W hite 
Chairman o f the Board, 
P resident and 
Chief executive O fficer

W arren 1„ Robinson 
executive Vice President, 
T reasu re r and 
Chie f F inancia l O ffice r



C o n s o l i d a t e d  S t a t e m e n t s  o f  I n c o m e MDU Resources Group, Inc.

Ynnrs ended December 31, 20(10 1990 I99S
(In thousands, except p er sh a re  amounts)

O pe ra ting  revenues $1,873,671 $1,279,800 S806.627

O pe ra ting  expenses :
Fuel and purchased power 
Purchased na tura l gas sold 
Operation and maintenance 
Depreciation, depletion and amortization 
Taxes, other than income
W rite-downs o f na tura l gas and oil properties (Note 1)

.14,114 
634,277 
821,528 
1 10,888 
25,877

1,656,684

51,802
349,215
608,104
81,818
29,119

1,120,058

40,829 
158,908 
448,290 
77,786 
24,871 
66,000 

825,684

O pe ra tin g  in com e 216,087 159,751 70,942

O ther income -  net 11,724 9.645 10,022

In te res t expense 48,022 .26.006 30,272

Income before income taxes 180,678 122,290 51,502

Income taxes 
Net income

69,650 
111,028

40,210
84,080

17,485
34,107

Dividends on p re fe rred  slocks 
Farn ings on common stock

766 
$ 110,262 $

772
83,308

777 
S 33.330

Farn ings per common share -  basic S 1.80 s 1.52 S .66
Farn ings per common share -  d ilu ted S 1.80 s 1.52 S .66
D ividends pe r common share $ .86 $ .82 S .7834
Weighted average common shares ou ts tand ing  -  basic 61.000 54,615 50,536
Weighted average common shares ou ts tand ing  -  d ilu ted 61,200 54,870 50,837

I'lie accompanping nates are on Integral intrt o f  these consolidated statements.
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