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MONTANA-DAKOTA UTILITIES CO.
A Division of MDU Resources Group, Inc.

Direct Testimony of Bruce T. Imsdahl

Please state your name and business address.

My name is Bruce T. Imsdahl and my business address is 400 North
Fourth Street, Bismarck, North Dakota 58501.

By whom are you employed and in what capacity?

| am the President and CEO of Montana-Dakota Utilities Co. (Montana-
Dakota), a Division of MDU Resources Group, Inc. and Great Plains
Natural Gas Co. (Great Plains), also a Division of MDU Resources Group,
Inc. | am testifying in this proceeding on behalf of MDU Resources Group,
Inc. (MDU Resources).

Please describe your duties and responsibilities with Montana-
Dakota and Great Plains.

| have executive responsibility for the development, coordination, and
implementation of company strategies and policies relative to all areas of
their operations.

Please outline your educational and professional background.

In 1970, | received a Bachelor of Science degree in Mechanical
Engineering from North Dakota State University, Fargo, North Dakota. |
was granted certificates of attainment from the Joseph M. Krazt Graduate
School of Business in Management Program for Executives from the

University of Pittsburgh, Pittsburgh, Pennsylvania in 1990 and from the
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Graduate School of Business, Stanford University in the Executive
Management Program in 2003.

Upon graduating from college in 1970, | began my career with
Montana-Dakota as a results engineer at the Lewis & Clark electric
generating station. In 1973, | took an engineering position at the
corporate office and was responsible for the engineering at five of our
electric generating stations. In 1979, | transferred to the Lewis & Clark
Station as the Plant Superintendent, where | was responsible for all
engineering, operations, and maintenance of the electric generation plant.
In 1983, | transferred to the R. M. Heskett Station as the Plant Manager,
where | was again responsible for all engineering, operations and
maintenance of that generation plant. In 1985, | transferred to the
corporate office as Generation Manager, where | became responsible for
all the electric generating plants that Montana-Dakota owned and
operated and the Company’s Environmental Department. In 1989, |
became Vice President - Power Supply and, in November 1992, | was
named Vice President - Energy Supply assuming responsibility for natural
gas supply as well as the electric power supply. In February 2003, | was
named Executive Vice President. | became President of Montana-Dakota
and Great Plains in July 2003 and became President and CEO in
November 2004.

| am a Registered Professional Engineer in North Dakota and

Montana. | also have been involved with the activities of the Electric
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Power Research Institute, the Edison Electric Institute, the University of
North Dakota Energy & Environmental Research Center, and the
American Gas Association.

Have you previously testified in proceedings before regulatory
agencies?

Yes. | previously testified before the Minnesota Public Utilities
Commission and the Montana Public Service Commission and submitted
written testimony in proceedings before the North Dakota and Montana
Public Service Commissions as well as the Minnesota and South Dakota
Public Utilities Commissions.

What position will you hold with Cascade Natural Gas Corporation
(Cascade) after the proposed acquisition is closed?

| will serve as Cascade’s Chief Executive Officer and as a member of its
board of directors.

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is as follows:

to describe MDU Resources and its subsidiaries and divisions,

e to describe MDU Resources’ proposed acquisition of Cascade,

¢ to explain the reasons for MDU Resources' proposed acquisition of
Cascade, and

¢ to demonstrate that the transaction will benefit Cascade'’s customers,

employees and communities, and to describe Cascade’s operations

once the transaction is completed.
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Q.  Will you please identify the other witnesses who will testify on behalf

of MDU Resources in this proceeding?

A. Yes. In addition to me, the following witnesses will be testifying on behalf

of MDU Resources:

+ John F. Renner, Executive Vice President, Finance and Chief
Accounting Officer of Montana-Dakota and Great Plains, will testify on
the details of MDU Resources’ corporate structure and the location of
Cascade within the corporation, MDU Resources’ capital structure, the
ring-fencing provisions that will be employed by MDU Resources, the
financial and accounting aspects of the transaction, the financial and
structural commitments offered, the opportunities for cost savings, and
the assignment and allocation of the costs of common administrative
and support services that will be provided to Cascade.

+ Donald R. Ball, Vice President — Regulatory Affairs of Montana-Dakota
and Great Plains, will explain why the transaction is in the public
interest, and will describe (1) the commitments proposed by MDU
Resources, (2) the similarities between Montana-Dakota, Great Plains
and Cascade, (3) Montana-Dakota’s and Great Plains’ experiences as
regulated utilities operated as divisions of MDU Resources, and (4) the
regulatory relationships and requirements related to this transaction.

In addition to these MDU Resources witnesses, David W. Stevens,

President and CEO of Cascade, will testify regarding Cascade’s support

for the proposed transaction and the reasons for the sale of Cascade.
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Will you please describe MDU Resources and its subsidiaries and
divisions?

Yes. MDU Resources, through its utility divisions Montana-Dakota Utilities
Co. and Great Plains Natural Gas Co., and through its subsidiary
business units, is engaged in several lines of business which focus on the
energy and natural resources industries: electric and natural gas
distribution, natural gas and oil production, construction materials and
mining, domestic and international independent power production, natural
gas pipeline and energy services, and construction services. MDU

Resources' six major business units are described below.

Natural Gas and Electric Distribution — Montana-Dakota Utilities Co.

and Great Plains Natural Gas Co.

MDU Resources, has been engaged in the utility business for over
80 years. MDU Resources, through its utility division Montana-Dakota,
provides natural gas distribution service to approximately 228,000
customers in 144 communities in the states of Montana, North Dakota,
South Dakota, and Wyoming. Montana-Dakota also provides electric
service to over 118,000 retail customers in 177 communities in North
Dakota, South Dakota, Montana, and Wyoming. The electric operation is
a vertically integrated utility which owns four generation plants and has an
ownership interest in two additional generation facilities.

In July 2000, MDU Resources acquired and has since operated

Great Plains. Great Plains provides natural gas distribution service to
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approximately 23,000 customers in 19 communities in western Minnesota

and southeastern North Dakota.

Pipeline and Energy Services — WBI Holdings, Inc.

WBI Holdings, Inc., primarily through its subsidiaries Williston Basin
Pipeline Company and Bitter Creek Pipelines, provides natural gas
transportation, underground storage, and gathering services through
regulated and unregulated pipeline systems primarily in the Rocky
Mountain and northern Great Plains regions of the United States. Its
interstate natural gas pipeline and storage operations are regulated by the

Federal Energy Regulatory Commission.

Natural Gas and Oil Production - Fidelity Exploration & Production
Company

Fidelity Exploration & Production Company, also a subsidiary of
WBI Holding, Inc., is engaged in natural gas and oil acquisition,
exploration, development, and production activities primarily in the Rocky
Mountain and Mid-Continent regions of the United States and in and

around the Gulf of Mexico.

Independent Power Production — Centennial Energy Resources

Centennial Energy Resources LLC owns, builds, and operates
electric generating facilities in the United States and has investments in

domestic and international natural resource-based projects. Electric
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capacity and energy produced at its power plants are sold primarily under

mid- and long-term contracts to nonaffiliated entities.

Construction Materials and Mining — Knife River Corporation

Knife River Corporation mines aggregates and markets crushed
stone, sand, gravel, and related construction materials, including ready-
mixed concrete, cement, asphalt, and other value-added products, as well
as performs integrated construction services, in the central and western
regions of the United States, including Oregon, Washington, California,

Idaho, Montana, Alaska, and Hawaii.

Construction Services — MDU Resources Construction Services

Group, Inc.

MDU Construction Services Group, Inc. offers utilities and large
manufacturing, commercial, government, and institutional customers a
diverse array of products and services. The construction services
segment specializes in electrical line construction, pipeline construction,
inside electrical wiring and cabling, mechanical services, and the
manufacture and distribution of specialty equipment. MDU Construction
Services Group, Inc. currently operates in many states, including Oregon,
Washington, California, Colorado, Montana and Nevada.

How substantial are MDU Resources' current operations in Oregon
and Washington?

Through its various operating companies, MDU Resources employed over
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2,600 persons in Oregon as of September 30, 2006, making Oregon the
company's largest state of employment. MDU Resources also employed
over 340 persons in Washington as of the same date.

Please describe MDU Resources' proposed acquisition of Cascade.
On July 8, 2006, MDU Resources, Firemoon Acquisition, Inc. (Merger
Sub), and Cascade entered into the Agreement and Plan of Merger
(Agreement). A copy of the Agreement is provided as Appendix 1 to the
Application. Pursuant to the Agreement, upon the closing of the
transaction, Merger Sub, a Washington corporation that is a wholly owned
subsidiary of MDU Resources, will merge with and into Cascade, with
Cascade continuing in existence as the surviving corporation (Surviving
Corporation). Each share of Cascade common stock will be canceled and
converted into the right to receive $26.50, on the terms set forth in the
Agreement. Each share of common stock of Merger Sub will be converted
into one share of common stock of the Surviving Corporation. Upon
completion of the transaction, Cascade will be a direct, wholly owned
subsidiary of MDU Resources, as illustrated in the summary
organizational chart shown as MDU Exhibit 101.

The proposed acquisition is subject to customary closing
conditions, including the receipt of required state regulatory approvals.
Cascade shareholders approved the proposed transaction in a special
meeting of shareholders on October 27, 2006, as discussed in Mr.

Stevens' testimony. In addition to seeking approval from this Commission
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and the Washington Utilities and Transportation Commission, MDU
Resources will seek approval of the acquisition from the commissions in
two of the states in which it already operates public utilities: the North
Dakota Public Service Commission and the Minnesota Public Utilities
Commission.

Does MDU Resources view Cascade as a short-term or long-term
investment?

Like its other acquisitions, MDU Resources plans to own Cascade for the
long term.

What priority will MDU Resources give to Cascade's capital
requirements?

MDU Resources commits that the capital requirements of Cascade, as
determined to be necessary to meet its obligation to provide safe and
reliable service to the public, will be given a high priority by MDU
Resources. See Commitment No. 18 in Exhibit 401 to Mr. Ball's
testimony.

Please describe the MDU Resources organizational structure after
the proposed merger with Cascade and businesses that will become
affiliated interests of Cascade after the proposed merger.

As described above, Cascade will be held as a wholly owned, first-tier
subsidiary of MDU Resources. Montana-Dakota and Great Plains will
continue to be held as divisions of MDU Resources. All of MDU

Resources’ other business units and operating companies will continue to
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be held as indirect subsidiaries under Centennial Energy Holdings, Inc.,
which is a first-tier subsidiary of MDU Resources.

Please describe the reasons for MDU Resources’ proposed
acquisition of Cascade.

MDU Resources seeks to maintain an alignment between its regulated
and non-regulated business units to provide a reasonable balance of
business growth and risk. While MDU Resources’ non-regulated business
units have seen substantial growth over the past 20 years, the
opportunities to expand its regulated business units in a rational manner
are relatively limited. Internal growth of its utility operations is limited by
the population and economic growth of its traditional service areas. In
seeking growth of the utility operations through acquisition and merger,
MDU Resources has required an acquisition or merger candidate that is a
good fit from a strategic, size, and geographic standpoint. Cascade meets
those requirements.

Please explain why Cascade is a good fit with MDU Resources.
Cascade’s natural gas distribution business is in an area of MDU
Resources’ core business competency, as it has successfully operated in
the same business for over 80 years. MDU Resources’ experience in the
industry reduces the integration and operational risks of the proposed
merger. Cascade is similar in size to Montana-Dakota's existing natural
gas business, both of which are relatively modest by industry standards.

Therefore, the proposed merger with Cascade allows MDU Resources to
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essentially double the size of its natural gas distribution business without
incurring significant financial risk.

From a geographic perspective, Cascade operates in a high growth
area with a diverse customer mix located in small to mid-sized
communities that are similar to Montana-Dakota’s service areas, which
again reduces the integration and operational risks of the transaction.
Cascade’s service areas are relatively close geographically compared to
those of Montana-Dakota and are located in a region where MDU
Resources has considerable experience and exposure in its other
business operations. This transaction helps diversify MDU Resources'
utility market without substantial integration and cultural obstacles.
What is MDU Resources' experience in operating a distribution
utility?

MDU Resources got its start in 1924 as Montana-Dakota when a group of
investors purchased the electric systems in a handful of farming
communities along the North Dakota-Montana state line. By building a
central power plant in Glendive, Montana, and stringing power lines to
surrounding towns, the company was able to provide all-day electrical
service to communities in eastern Montana and western North Dakota.

In 1926, Montana-Dakota discovered natural gas in the Baker,
Montana area, which provided a boiler fuel for its Glendive, Montana
power plant. The company built a natural gas transmission line to

Glendive and entered the natural gas distribution business by providing
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natural gas service to homes and businesses as well. This pattern of
electric and natural gas service expansion repeated itself over the next
few decades. Montana-Dakota purchased and interconnected small
electric companies and expanded the provision of natural gas service to
other Montana, South Dakota and North Dakota communities and to the
flanks of the Big Horn Mountains in northern Wyoming. Acquisition of gas
supplies in newly discovered fields in Montana, North Dakota, and
Wyoming enabled the company to expand natural gas distribution service
around the region. In 1968, the company moved its headquarters from
Minneapolis, Minnesota to Bismarck, North Dakota to be closer to its
customer base.

In 1985, Montana-Dakota's corporate name was changed to MDU
Resources Group, Inc. and Montana-Dakota Utilities Co. was created as a
division of the corporation for operation of its natural gas distribution and
electric distribution utility business. At the same time, the company's
interstate natural gas pipeline and storage facilities and natural gas
production properties were transferred to wholly owned subsidiaries.
Today, Williston Basin Interstate Pipeline Company operates over 3,350
miles of interstate natural gas pipeline and 340 miles of natural gas field
and gathering lines within various production areas in North Dakota, South
Dakota, Montana and Wyoming. Its storage fields have a working
capacity of approximately 193 billion cubic feet of natural gas. Its system

is interconnected with nine other natural gas pipeline systems. Another
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operating company, Bitter Creek Pipelines, LLC, owns and operates 1,600
miles of natural gas gathering lines in Montana, Wyoming and Colorado.

In 2000, MDU Resources acquired Great Plains. Like Montana-
Dakota, Great Plains is operated as a division of MDU, with its operational
headquarters in Fergus Falls, Minnesota. Senior management for Great
Plains is provided by Montana-Dakota, and certain services, such as legal
and tax services, are provided by MDU Resources while other services,
such as accounting, human resources, and gas supply are provided by or
shared with Montana-Dakota.
How will approval of the proposed transaction benefit Cascade’s
customers?
MDU Resources believes the acquisition of Cascade provides the long-
term opportunity to improve efficiencies and cost effectiveness, both for
Cascade and for MDU Resources' existing utility operations. As |
mentioned previously, Cascade and MDU Resources’ existing natural gas
distribution utilities are modest-sized utilities by industry standards. The
sharing of best practices by these utility operations, as well as the
opportunity to spread the costs of certain investments and services over a
larger customer base, should improve the competitive position and cost
effectiveness of the utility operations.

The sharing of best practices and improved cost effectiveness will
benefit Cascade’s customers by reducing pressure for rate increases. For

the reasons described by Mr. Stevens in his testimony, the ability of
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Cascade to operate as a stand-alone publicly traded company would have
become increasingly difficult and more expensive. For example, a recent
regulation issued by the Securities and Exchange Commission regarding
the regulatory requirements for annual proxy statements of publicly traded
companies is over 400 pages long. The costs and resources to review,
interpret, and implement these types of regulations are substantial. The
inclusion of Cascade within a larger organizational structure will reduce
the impact of those costs to Cascade’s customers and also provide
Cascade with access to more competitive financial resources. These
issues are addressed further by Mr. Renner in his testimony.

In addition, MDU Resources will explore offering a broader array of
services to Cascade's customers. MDU Resources’ utility divisions offer a
number of services, including an appliance repair and protection program
and home and health security monitoring services that are not offered by
Cascade, as well as pipeline installation and gas management services
that are offered by Cascade, but that MDU Resources may be able to
enhance. In many cases, these services are not otherwise available in the
communities served by our utilities or our experience makes us qualified
to provide unique or specialized services. MDU Resources will explore
the introduction and/or expansion of such services to Cascade's
customers, to bring them the benefit of additional services or additional
competitive providers, and to help allocate certain costs away from the

regulated operations. These services will not be introduced, however,
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without determining the need and demand for the services as well as
being sensitive to the concerns of cross-subsidization and competitive
issues that may arise in this context.

Cascade’s customers will also benefit from the other commitments
that MDU Resources is making in this proceeding as described in the
testimony of John F. Renner and Donald R. Ball.

Please discuss how MDU Resources can share its best practices
with Cascade.

Through its many years of operating Montana-Dakota and, more recently,
Great Plains, MDU Resources has developed practices that may, in some
circumstances, be more advanced or efficient than Cascade's, and
especially suited to Cascade's service territory. MDU Resources is
committed to sharing such best practices with Cascade to enhance
customer service and to enhance the efficiency of Cascade's operations,
thereby potentially lowering operating and administrative expenses and
mitigating cost increases.

Can you provide an example of how MDU Resources can share its
best practices with Cascade?

Yes. As an example, Montana-Dakota has deployed mobile dispatching,
by which Montana-Dakota customers have toll-free access to a 24 hours a
day, seven days a week Customer Call and Emergency Services Center
to place routine and emergency utility service requests. A Dispatch

Center in turn transmits electronic service orders to the mobile terminals
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placed in the fleet of service and construction vehicles. This network
provides rapid response to customer requests and emergency situations.
The mobile services system is interfaced with the Customer Information
System and, as the orders are worked and completed, they are returned
electronically and customer service history data is updated daily to provide
more efficient processing as well as more timely information available to
customer service representatives.

Is MDU Resources making any specific commitments in Oregon with
respect to service quality issues?

Yes. In addition to continuing the Service Quality Measures (SQMs)
pursuant to Commitment No. 28 — as discussed in Mr. Ball's testimony and
shown in his Exhibit 401 — MDU Resources has become aware of various
reliability issues in Central Oregon due to the customer growth in that part
of Cascade's Oregon service territory. MDU Resources has included a
specific commitment to provide an update regarding the status of
operational and reliability issues on Cascade’s current system in Central
Oregon. See Commitment No. 29 in Mr. Ball's Exhibit 401.

How will Cascade operate after completion of the transaction?
Cascade will operate as a first-tier subsidiary of MDU Resources but will
be considered part of its utility business unit for operational purposes,
similar to MDU Resources’ existing utility divisions of Montana-Dakota and
Great Plains. Cascade will have its own president and management who

will report to me as its chief executive officer. However, certain officer
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positions may be shared or coordinated between the utilities to improve
efficiencies. | anticipate that Cascade’s field operations will remain
unchanged and we believe the transaction will be imperceptible to
customers from an operational standpoint.

Q. Will Cascade have control and responsibility for making decisions
that achieve objectives such as customer satisfaction, reliable

service, and employee safety?

A. Yes. The control and responsibility for achieving those objectives will be

the direct responsibility of Cascade’s management team with oversight by
me and assistance from MDU Resources and its existing utility divisions.
MDU Resources will maintain the operational headquarters of Cascade in
Washington and, except for some shared functions, Cascade'’s
management will remain located in Washington. Personnel in the Pacific
Northwest will be authorized to represent and bind Cascade in its dealings
with customers, regulators, and suppliers.

Q. Do you anticipate that Cascade will sell any operational assets
following closing of the transaction?

A. No, | do not anticipate any such sales.

Q. Are there any plans for a reduction in force at Cascade as a result of
the transaction?

A. Only to the extent that the positions of chief executive and chief financial
officer will be eliminated, although the chief executive officer position will

be replaced with a president. There may be a reduction or consolidation
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of other administrative positions over time as Cascade’s corporate and
administrative functions are integrated with those of MDU Resources and
its utility divisions. We do not anticipate reductions in the labor force
within operational personnel.

Do you anticipate changing the existing labor contracts as a result of
the transaction?

MDU Resources will abide by the existing labor contracts as well as other
Cascade contracts.

Please describe the safety experience of MDU Resources’ utility
divisions.

MDU Resources stresses safety of its employees and the public in all its
business units including its utility divisions. During the last five years,
Montana-Dakota’s and Great Plains’ average Occupational Safety and
Health Administration (OSHA) recordable injury frequency rate was 3.8
while the national average for the gas and electric distribution industry was
4.6.

What has been MDU Resources' experience with its utility
workforce?

Montana-Dakota's only work stoppage occurred over thirty years ago in
1975. MDU Resources contracts with the Great Place to Work® Institute
and surveys the employees of each of its business units every two years
to measure and work to improve the employees’ experience in the

workplace. Montana-Dakota’s survey results have consistently improved
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with each survey.

Has MDU Resources received any recognitions that are noteworthy
in demonstrating its ability to operate Cascade?

Yes. MDU Resources was named "2005 Utility of the Year" by Electric
Light & Power (EL&P) magazine in its November/December 2005 issue.
According to EL&P, MDU Resources was chosen because it was built on
an electric and natural gas utility foundation, and it follows a corporate
strategy based on integrity and solid, conservative growth. MDU
Resources was also ranked No. 18 on Public Utility Fortnightly's 2005
"Fortnightly 40," and No. 16 on its 2006 “Fortnightly 40", the magazine's
Top 40 list of the best energy companies in America. The "Fortnightly 40"
is a financial ranking of electric and gas utilities, pipeline and distribution
companies that appears in the annual September issue of the magazine.
The publication describes its list as "a benchmark that highlights the
industry's leading companies — its brightest stars proven in performance
and exceptional corporate management." For the sixth straight year, MDU
Resources was also included in Forbes magazine's "Platinum 400 Best
Big Companies" in America list. Criteria used were corporate governance
and accounting practices, as well as financial performance. In 2004,
Forbes named MDU Resources as the Best Managed Company within the
utilities industry in America. Criteria for this ranking include market
leadership, innovation, efficiency, five-year total returns, and long and

short-term earnings growth.
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What commitment does MDU Resources provide to supporting the
communities in which Cascade does business?

First, MDU Resources commits that at least its current level of charitable
contributions made by Cascade in Oregon and Washington will be
maintained. Some of those contributions may be made directly by
Cascade in support of local organizations. Second, qualified tax-exempt
501(c)(3) entities will be eligible to apply for grants from MDU Resources
Foundation. Founded in 1983, the Foundation is funded annually by
company contributions. In 2005, the MDU Resources Foundation made
over 500 grants totaling more than $1.2 million to qualified charities and
organizations located within communities served by the MDU Resources’
business units. The foundation also provides educational scholarships to
deserving students of employees of MDU Resources' business units. The
Foundation is expected to distribute grants totaling nearly $1.8 million in
2006. These commitments are set forth as Commitment No. 27 in MDU
Exhibit 401 accompanying Mr. Ball's testimony.

In addition to grants made by the MDU Resources Foundation, the
utility divisions make grants to qualified 501(c)(3) organizations for
environmental improvement projects in the service areas of Montana-
Dakota and Great Plains. In 2006, we expect to award approximately
$18,000 to about 12 different grantees. After closing of the proposed

transaction, we will consider implementing a similar program for Cascade
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or expanding the scope of the existing program to include the Cascade
service areas.
Q. Does that conclude your direct testimony?

Yes it does.
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DIRECT TESTIMONY OF DAVID W. STEVENS

INTRODUCTION

Q.

A,

Please state your name, employer and business address.
My name is David W. Stevens and I am employed as the President and Chief Executive
Officer of Cascade Natural Gas Corporation ("Cascade" or "the Company") at 222

Fairview Avenue North, Seattle, Washington.

Would you briefly describe your education and professional experience?
I graduated from the University of Texas at Austin in 1982 with a Bachelor of Science
degree in Chemical Engineering. From 1982 to 1984, I was employed by Getty Oil
Company as a Production Engineer. From 1984 to 2004, I was employed by Southern
Union Company in various operational and executive capacities, including President and
CEO of Panhandle Energy, a subsidiary of Southern Union Company; President and CEO
of Energy Worx; Executive Vice President — Utility Operations for Southern Union
Company and President of Southern Union Gas. I became President and CEO of Cascade
Natural Gas Corporation on April 1, 2005.

I served on the board of directors for the Southern Gas Association, Interstate
Natural Gas Association of America, and am currently on the president's counsel of the

American Gas Association.
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What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to describe why the acquisition of Cascade by MDU
Resources Group, Inc. ("MDU Resources") is in the best interests of Cascade's customers,
employees and shareholders. I also provide an overview of Cascade and discuss some of
the current and future challenges that are being faced by the Company, and address the
primary factors driving Cascade's decision to investigate acquisition options and the
process that led up to Cascade's decision to enter into the Merger Agreement with MDU

Resources (the "proposed Transaction").

Have you previously testified or sponsored testimony before the Commission and
other utility commissions?

Yes. Itestified at the Commission's public meeting involving the commencement of
Docket UG 173, the show cause proceeding currently pending before the Commission. [
have also testified before regulatory bodies in the states of Alabama, Arkansas, New

Mexico, Texas, and Washington.

OVERVIEW OF CASCADE NATURAL GAS CORPORATION

Q.

A.

Please briefly describe Cascade Natural Gas Corporation.
Cascade provides natural gas service to approximately 235,000 customers in 93
communities in Washington and Oregon. Our diverse service territory covers more than

32,000 square miles. In Oregon, Cascade's customers are located in Bend and
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surrounding communities, Pendleton and surrounding communities, as well as Ontario
and Baker. Cascade's service territory is relatively widely dispersed and characterized by
lower overall population density than the larger metropolitan areas in Washington and
Oregon.

Cascade is one of the fastest growing natural gas utilities in the nation. In the last
five years, Cascade's customer base grew at a pace of 3 to 5 percent, which is
significantly more than the national average. This high level of growth was made
possible by the overall population growth in Cascade's service area, and the low level of

market saturation for natural gas in the Northwest.

Please describe Cascade's current business focus.

Cascade's primary focus is providing safe and reliable natural gas distribution and related
services to our customers throughout our service territories. We have worked hard to
continuously improve these services and operate as efficiently as possible while diligently
controlling expenses. We also focus on providing the highest value to all of our

stakeholders, including customers, employees, and shareholders.

What are the current challenges facing Cascade?
As a relatively small public utility that operates as a public company, Cascade faces
several challenges in today's industry and the current economy. Being relatively small

inhibits our ability to recruit highly qualified personnel, as the opportunities for
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advancement within the organization are limited. Our total cost of service profile is
influenced, as compared to other larger companies, because they are able to spread their
corporate overhead expenses over a larger number of customers. As a public company,
the cost of maintaining public-company status and complying with the federal securities
laws that relate to public companies, including the Sarbanes-Oxley Act of 2002, is
significant.

Due to our small size, Cascade faces additional challenges when raising capital.
From time to time, Cascade needs additional investor capital to meet the needs of a
rapidly growing customer base. In addition to supporting Cascade's strong customer
growth in Washington and Oregon, Cascade periodically needs to expand, replace
sections and reinforce its distribution system and infrastructure. In this regard, Cascade
currently has only two active financial analysts following and producing financial
commentary on our Company. This limits our ability to provide the financial markets
with broad expert knowledge of who we are and why we are a good investment choice.
When other analysts were asked why they do not follow Cascade, they responded that it is
because of Cascade’s small size. The general rule seems to be that they do not have time
for companies with less than one billion dollars in market capitalization. The financial
markets are an important source of investment capital, which is obviously a challenge for

a small public company like Cascade.
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REASONS FOR THE PROPOSED TRANSACTION

Q.
A.

Why did Cascade decide to explore opportunities for a merger?

Our board of directors and management have periodically evaluated our long-term
strategic objectives and alternatives. This includes the prospects for continued operation
as an independent company, as well as relationships with other entities. We have
continued to revise and refine these considerations in light of industry developments, the
current regulatory environment, and other market factors affecting long-term shareholder
value. In pursuing strategies for enhancing shareholder value, we have from time to time
considered opportunities for acquisitions, business combinations, and other strategic
alternatives. In this case, the board reviewed and discussed our historical and projected
financial performance, the price performance of our common stock (including as
compared with our peers), and our operations as compared with our regional peers.
Those evaluations also considered the size of the Company compared with our peers, the
population growth and development in our service markets, the current condition of the

mergers and acquisitions market, and other relevant information.
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What process did Cascade follow in evaluating opportunities for a business
combination?

In November 2005, we retained J. P. Morgan Securities, Inc. ("JPMorgan") to assist us
with reviewing and analyzing our historic operating and financial performance and to
assist in modeling future expectations as an independent company. JPMorgan was also
asked to assist our board of directors with identifying and evaluating the relative merits
and feasibility of one or more potential business combinations as well as other potential
financial strategic alternatives. From January — March 2006, JPMorgan developed an
extensive list of potential companies that might have an interest in entering into a
transaction with Cascade, including MDU Resources. With our concurrence, JPMorgan
then contacted twenty-one parties, including MDU Resources, regarding their interest in
engaging in discussions regarding a potential business combination with Cascade.

In April 2006, we received indications of interest from four parties, including MDU
Resources. There followed a period in which these four parties conducted extensive due
diligence reviews of Cascade’s operating and financial information, met with JPMorgan
and Cascade management, and ultimately submitted proposals for our consideration.
With the assistance of JPMorgan, Cascade analyzed and evaluated these proposals in
light of the potential opportunities and challenges facing the Company as an independent

operating entity. Our analysis and evaluations included our costs of remaining an
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independent public company, personnel and staffing challenges, and other potential
operational constraints given the Company's comparative small size.

After further evaluations, Cascade narrowed the discussions of merger
opportunities to two of these companies, including MDU Resources. Ultimately,
Cascade's board of directors decided to enter into the proposed Transaction and to
recommend approval of the proposed Transaction to Cascade's shareholders. Additional
details of this process are set forth in Cascade's Proxy Statement, which accompanies my

direct testimony as MDU Exhibit 201.

Has the proposed Transaction received the approval of Cascade’s shareholders?
Yes. Cascade’s shareholders approved the proposed Transaction at a special shareholders

meeting on October 27, 2006.

Why did Cascade decide to enter into the proposed Transaction?

A. As discussed above, after extensive analysis and discussion, Cascade determined that a
business combination presented the best opportunity for positioning Cascade to succeed
over the long term. Cascade chose to merge with MDU Resources because its proposal
provided the greatest value to shareholders with the least transactional risk, while offering
operational advantages to customers and employees. The price offered by MDU
Resources represented a premium of approximately 23 percent over Cascade’s per share

price at the time of the offer. JPMorgan provided Cascade's board of directors with an

Docket UM ___ - Direct Testimony of David W. Stevens

CASCADE NATURAL GAS CORPORATION
222 FAIRVIEW AVENUE NORTH
SEATTLE, WA 98109

(206) 624-3900

62016-0001/LEGAL12179435.1




10

11

12

13

14

15

16

17

18

19

MDU /200
Stevens / 8

opinion that the consideration offered by MDU Resources was fair to our shareholders,

from a financial point of view.

Q. Why do you think the proposed Transaction will serve the interests of Cascade's
customers?
A. Cascade believes that MDU Resources will continue our tradition of providing excellent

customer service. Cascade appreciates that MDU Resources is a knowledgeable utility
operator with extensive experience in the natural gas industry. They have experience
with acquiring and operating public utilities, and with completing acquisitions. Like
Cascade, MDU Resources' utilities serve relatively smaller communities in widely
dispersed service territories, and have similar customer profiles to Cascade's. Our board
of directors is satisfied that MDU Resources is committed to operating the Company and
its businesses successfully by meeting the needs of our customers, employees, and other
constituencies. We also believe that MDU Resources will continue Cascade's history of
and commitment to providing safe and reliable gas distribution services to our utility
customers. We also expect that Cascade's customers will benefit over time from the
introduction of MDU Resources' best utility practices into Cascade's operations.
Further, MDU Resources' size and financial strength will enable Cascade to have
access to adequate capital for utility operations and to meet expansion requirements and

will provide Cascade with access to this capital on more competitive terms. A
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combination with MDU Resources presents the opportunity of lowering Cascade's overall
operating expenses over time as certain corporate functions may be combined. This may
lead to customer rates that are lower than they would have been without the proposed
Transaction. Becoming part of the MDU Resources family of companies will also
provide the potential for expanded career paths for Cascade’s employees and the ability to
compete for highly qualified management as a part of a larger company, and will likely
provide better training opportunities as well. In addition, we understand that MDU
Resources has a history of retaining companies it acquires. This stability and long-term
focus are in our customers' and employees' interests.

From previous acquisitions made by MDU Resources in this area, we found they
retained the company name and continued a positive culture. The same should be true
here, as Cascade will become a wholly owned subsidiary. This further demonstrates
MDU Resources' commitment to using its size and financial strength to Cascade’s

customer and employee benefit.

Does the proposed Transaction present any risk of harm to Cascade's customers or
the public generally?

I am not aware of any risks that the proposed Transaction presents either to the
Company's customers or to the public generally. To the contrary, Cascade's customers

will benefit from the proposed Transaction, for the reasons I mentioned above.
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Q. Do you recommend that the Commission approve the proposed Transaction?

Yes, I do, without any qualification or reservation.

Does this conclude your direct testimony?

Yes, it does.
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CASCADE
NATURAL GAS

222 FAIRVIEW AVENUE NORTH
SEATTLE, WA 98109
(206) 624-3900

September 20, 2006
Dear Shareholder:

You are cordially invited to attend a special meeting of sharcholders of Cascade Natural Gas
Corporation, which will be held on October 27, 2006, beginning at 3:00 p.m., Seattle time, at Cascade’s
offices, located at 230 Fairview Avenue North, Seattle, Washington 98109.

At the meeting, you will be asked to consider and vote on a proposal to adopt a merger agreement
that Cascade has entered into with MDU Resources Group, Inc. and a wholly-owned subsidiary of
MDUR. If the merger is completed, you will be entitled to receive $26.50 in cash, without interest and less
any applicable withholding taxes, for each share of Cascade common stock that you own and you will have
no ongoing ownership interest in the continuing business of Cascade.

Cascade’s board of directors has unanimously approved the merger agreement and the transactions
contemplated by the merger agreement and determined that the merger agreement and the transactions
contemplated by the merger agreement are advisable and in the best interests of Cascade’s shareholders
and Cascade. Cascade’s board of directors unanimously recommends that you vote “FOR” the adoption of
the merger agreement.

The proxy statement attached to this letter provides you with information about the proposed merger
and the meeting. We encourage you to read the entire proxy statement carefully, including the merger
agreement attached as Annex A.

Your vote is very important. The merger cannot be completed unless the merger agreement is adopted
by the affirmative vote of the holders of more than two-thirds of all shares of Cascade common stock
entitled to vote. If you fail to vote, the effect will be the same as a vote against the adoption of the merger
agreement. Voting by proxy will not prevent you from voting your shares in person if you choose to attend
the special meeting and vote in person.

Whether or not you plan to attend the meeting, please complete, sign and return the enclosed proxy
card promptly, using the accompanying postage prepaid and addressed envelope. If you prefer, you may
vote via the Internet or telephone as described on the proxy card. To vote via the Internet, go to
https://www.proxyvotenow.com/cgc and follow the instructions provided. To vote by telephone, call
1-866-246-8478 and follow the instructions provided. When using the Internet or phone, be sure to have
your proxy card with your control number in hand.

This proxy statement is dated September 20, 2006 and is first being mailed to Cascade shareholders on
or about September 21, 2006.

Thank you for your cooperation and continued support of Cascade.

Larry L. Pinnt David W. Stevens
Chairman of the Board President and Chief Executive Officer


https://www.proxyvotenow.com/cgc

CASCADE
NATURAL GAS

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS
to be held October 27, 2006

To the Shareholders of Cascade Natural Gas Corporation:

A special meeting of the shareholders of Cascade Natural Gas Corporation will take place at
Cascade’s offices, located at 230 Fairview Avenue North, Seattle, Washington 98109, on October 27, 2006,
at 3:00 p.m. Seattle time for the following purposes:

1. To consider and vote on a proposal to adopt the Agreement and Plan of Merger, dated as of
July 8, 2006, among Cascade, MDU Resources Group, Inc. and Firemoon Acquisition, Inc., a wholly-
owned subsidiary of MDUR, pursuant to which Firemoon will merge with and into Cascade, with
Cascade continuing as the surviving corporation and becoming a wholly-owned subsidiary of MDUR,
and each issued and outstanding share of Cascade common stock (other than shares owned by
MDUR or its subsidiaries, or held by shareholders who validly perfect dissenters’ rights under
Washington law) will be converted into the right to receive $26.50 in cash, without interest and less
any applicable withholding taxes.

2. To act upon such other business as may properly come before the special meeting or any
adjournment or postponement thereof, including to consider any procedural matters incident to the
conduct of the special meeting, such as adjournment of the special meeting.

Only shareholders of record at the close of business on September 15, 2006 are entitled to notice of,
and to vote at, the meeting and any adjournment or postponement thereof.

Your vote is important. The adoption of the merger agreement requires the approval of the holders of
more than two-thirds of all shares of Cascade common stock entitled to vote. Even if you plan to attend
the meeting in person, we request that you vote your shares as described above in the event that you are
unable to attend the meeting. If you fail to vote, the effect will be the same as a vote against the adoption
of the merger agreement.

To vote your shares, please complete, sign and return the enclosed proxy card promptly, using the
accompanying postage prepaid and addressed envelope. If you prefer, you may vote via the Internet or
telephone as described on the proxy card. To vote via the Internet, go to
https://www.proxyvotenow.com/cgc and follow the instructions provided. To vote by telephone, dial on a
touch-tone phone 1-866-246-8478 and follow the instructions provided. When using the Internet or phone,
be sure to have your proxy card with your control number in hand.

You should not send your stock certificates with your proxy card.

By Order of the Board of Directors,

Larry C. Rosok
Corporate Secretary

Seattle, Washington
September 20, 2006



https://www.proxyvotenow.com/cgc
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QUESTIONS AND ANSWERS ABOUT THE MERGER AND THE SPECIAL MEETING

The following questions and answers address briefly some questions you may have regarding the special
meeting and the proposed merger. These questions and answers may not address all questions that may be
important to you as a shareholder of Cascade. We encourage you to read carefully this entire proxy statement, its
annexes and the documents referred to or incorporated by reference in this proxy statement. In this proxy

” i« g »” &«

statement, the terms “Cascade,” “company,” “we,” “our,” “ours,” and “us” refer to Cascade Natural Gas
Corporation and its subsidiaries unless the context otherwise requires.

Q: Why am I receiving this proxy statement?

A: We have entered into a merger agreement with MDU Resources Group, Inc., which we refer to as
MDUR, and a wholly-owned subsidiary of MDUR. As provided in the merger agreement, MDUR
will acquire all of Cascade’s outstanding common stock by merging its subsidiary with and into
Cascade. Cascade will be the surviving corporation, but will become a wholly-owned subsidiary of
MDUR. To complete the merger, we must obtain shareholder approval of the merger agreement as
provided by Washington law. We are holding a special meeting of our shareholders to obtain this
approval. You are receiving this proxy statement because, as of September 15, 2006, you owned shares
of Cascade common stock and are therefore entitled to vote in connection with the special meeting.

@

What will I receive in the merger?

A: If the merger is completed, you will be entitled to receive $26.50 in cash, without interest and less any
applicable withholding taxes, for each share of our common stock that you own. After the merger, you
will have no ongoing ownership interest in Cascade’s continuing business.

Q: How does the board of directors recommend that the Cascade shareholders vote?

A: Cascade’s board of directors unanimously recommends that you vote “FOR” the proposal to adopt
the merger agreement.

Q: What vote of shareholders is required to adopt the merger agreement?

A: To complete the merger, shareholders holding more than two-thirds of the shares of our common
stock entitled to vote at the close of business on the record date must vote “FOR” the adoption of the
merger agreement. As of September 15, 2006, the record date for the special meeting, there were
11,505,996 shares of our common stock outstanding and entitled to vote.

Q: What if I want to hold shares of MDUR common stock after the merger?

A: You will not receive any shares of MDUR common stock in the merger. If you want to hold MDUR
common stock after the merger, you may purchase shares on the open market subject to any
applicable laws. MDUR'’s common stock is listed on The New York Stock Exchange under the symbol
“MDU.”

Q: Besides Cascade shareholder approval, are there any other significant conditions to the closing of the
acquisition?

A. Yes. The merger agreement includes other significant conditions to the closing of the acquisition,
including the following:

o the receipt of final orders approving the merger from the Washington Utilities and Transportation
Commission, or WUTC, the Oregon Public Utility Commission, or OPUC, the North Dakota
Public Service Commission and the Minnesota Public Utilities Commission, and the receipt of a
final order from the WUTC relating to the rate case we filed in February 2006, in such a manner
that the approvals do not, in the aggregate, result in a material adverse effect (as defined in the
merger agreement) on Cascade;



=

* the expiration or termination of the waiting period (and any extension thereof) applicable to the
consummation of the merger under the Hart-Scott-Rodino Antitrust Improvements Act of 1976
and related rules, or HSR Act;

» the absence of any material adverse effect on Cascade or MDUR,; and

e the absence of any law, judgment, injunction or other order that restrains, enjoins or otherwise
prohibits consummation of the merger or the other transactions contemplated by the merger
agreement, and the absence of any pending action, suit or proceeding seeking any such order.

Has MDUR’s board of directors approved the merger? Does the merger require the approval of
MDU'’s shareholders?

MDUR'’s board of directors has approved the merger agreement and the transactions contemplated
by the merger agreement. MDUR’s shareholders are not required to approve the merger agreement
or the transactions contemplated thereby.

When do you expect the merger to be completed?

We are working toward completing the merger as quickly as possible, and we anticipate that it will be
completed in mid-2007. To consummate the merger, we must obtain Cascade shareholder approval
and regulatory approvals and the other closing conditions under the merger agreement must be
satisfied or waived (as permitted by law).

Where and when is the special meeting?

The special meeting will be held at Cascade’s offices, located at 230 Fairview Avenue North, Seattle,
Washington 98109, on October 27, 2006 at 3:00 p.m., Seattle time.

How do I vote?

You may vote your shares as follows:

*» by Internet, 24 hours a day, seven days a week, at https://www.proxyvotenow.com/cgc;
e by telephone, 24 hours a day, seven days a week, by calling 1-866-246-8478;

* by mail by marking, signing and dating the proxy card and returning it in the postage-paid envelope
provided; or

¢ by attending the special meeting and voting in person.

Internet and telephone voting provide the same authority to vote your shares as if you returned your
proxy card by mail. In addition, Internet and telephone voting will reduce our proxy-related postage
expenses.

Can I change my vote?

After you vote your shares, whether by Internet, telephone or mail, you may change your vote at any
time before voting is closed at the special meeting. If you hold shares in your name as the shareholder
of record, you may change your vote as follows:

» write to our Corporate Secretary at our principal offices, 222 Fairview Avenue North, Seattle,
Washington 98109, stating that you want to revoke your proxy;

o submit a new proxy with a later date; or

» attend the special meeting and vote in person.


https://www.proxyvotenow.com/cgc
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If you hold your shares in street name through a broker, bank or other nominee, you should contact
the nominee. Alternatively, you may vote again by Internet or telephone. If you attend the special
meeting, you may vote by ballot as described above, which will cancel your previous vote.

If my shares are held in “street name” by my broker, will my broker vote my shares for me?

Yes, but only if you provide instructions to your broker on how to vote. You should follow the
directions provided by your broker regarding how to instruct your broker to vote your shares. If you
do not instruct your broker how to vote, it will have the same effect as voting against the proposal to
approve the merger agreement.

What happens if I do not vote?

We cannot consummate the merger unless shareholders representing more than two-thirds of all
shares of Cascade common stock entitled to vote approve the merger agreement. If you do not vote, it
will have the same effect as voting “against” the proposal to approve the merger agreement. We
therefore urge you to vote.

What will happen to my future dividends?

The merger agreement allows us to continue to pay regular quarterly cash dividends until the closing
of the merger. Our board of directors currently expects to continue to pay regular quarterly cash
dividends on our common stock until the closing of the merger, subject, however, to our board of
directors’ evaluation of our financial condition, earnings, cash flows and dividend policy. Thus, while
our board of directors anticipates that regular quarterly cash dividends will be declared and paid until
the closing of the merger, no assurance can be made that such dividends will be declared and paid.

What are the tax consequences of the merger to shareholders?

In general, the merger will be a taxable transaction and our shareholders will recognize gain or loss for
federal income tax purposes to the extent of the difference between the cash received and their tax
basis in the shares of our common stock converted into the right to receive cash.

Will I have dissenters’ rights in connection with the merger?

Under Washington law, holders of shares of our common stock will be entitled to dissenters’ rights in
connection with the merger. The process is explained in detail in the proxy statement, and a copy of
the applicable Washington law is attached to this proxy statement in Annex C.

What does it mean if I get more than one proxy card?

If you have shares of our common stock that are registered differently and are in more than one
account, you will receive more than one proxy card. Please follow the directions for voting on each of
the proxy cards you receive to ensure that all of your shares are voted.

What happens if I sell my shares before the special meeting?

The record date for the special meeting, September 15, 2006, is earlier than the date of the special
meeting. If you held your shares on the record date but transfer them before the special meeting
without granting a proxy, you will retain your right to vote at the special meeting, but not the right to
receive the merger consideration for your shares. The right to receive the merger consideration will
pass to the person who owns your shares when the merger is completed.

Who will bear the cost of this solicitation?

Cascade will pay the cost of this solicitation, which will be made primarily by mail. Proxies also may be
solicited in person, or by telephone, facsimile or similar means, by our directors, officers or employees
without additional compensation. We have also retained a proxy solicitor to assist in the solicitation of




proxies. We have agreed to pay the proxy solicitor a fee of $12,500, plus customary expenses. We will,
on request, reimburse shareholders who are brokers, banks or other nominees for their reasonable
expenses in sending proxy materials to the beneficial owners of the shares they hold of record.

Should I send in my stock certificates now?

No. If the merger agreement is approved and the merger is completed, you will receive a letter of
transmittal with instructions informing you how to send your stock certificates to the paying agent to
receive the merger consideration. You should use the letter of transmittal to exchange Cascade stock
certificates for the merger consideration to which you are entitled as a result of the merger. If your
shares are held in “street name” by your broker, you will receive instructions from your broker as to
how to effect the surrender of your “street name” shares and receive cash for those shares. DO NOT
SEND ANY STOCK CERTIFICATES WITH YOUR PROXY.

Who can help answer my other questions?

If you have more questions about the special meeting or the merger, you should contact Larry Rosok
at Cascade at 222 Fairview Avenue North, Seattle, WA 98109, or (206) 381-6711. If your broker holds
your shares, you may also need to contact your broker for additional information.



SUMMARY

The following summary highlights selected information about the merger and the special meeting and may
not contain all of the information that may be important to you. Accordingly, we encourage you to read
carefully this entire proxy statement, its annexes and the documents referred to or incorporated by reference in
this proxy statement. The items in this summary include page references directing you to a more complete
description elsewhere in this proxy statement.

The Parties to the Merger

Cascade Natural Gas Corporation
222 Fairview Avenue North
Seattle, WA 98109

(206) 624-3900

Cascade Natural Gas Corporation is a natural gas distribution company serving parts of Washington
outside the Seattle-Tacoma and Spokane areas as well as central and eastern Oregon. The area served has
a population of approximately 1 million who reside in various communities and work in a wide diversity of
industries. The company has a mix of residential, commercial and large industrial customers totaling
approximately 235,000.

MDU Resources Group, Inc.

1200 West Century Avenue

P.O. Box 5650

Bismarck, North Dakota 58506-5650
(701) 530-1000

MDU Resources Group, Inc., which we refer to as MDUR, provides value-added natural resource
products and related services that are essential to energy and transportation infrastructure. MDUR
includes natural gas and oil production, construction materials and mining, domestic and international
independent power production, natural gas pipelines and energy services, electric and natural gas utilities,
and construction services. MDUR is headquartered in Bismarck, North Dakota.

Firemoon Acquisition, Inc.

1200 West Century Avenue

P.O. Box 5650

Bismarck, North Dakota 58506-5650
(701) 530-1000

Firemoon Acquisition, Inc., which we refer to as Merger Sub, is a Washington corporation and wholly-
owned subsidiary of MDUR formed for the sole purpose of entering into the merger agreement and
completing the transactions contemplated by the merger agreement. It has not conducted any activities to
date and will not conduct any activities other than activities relating to its formation and in connection with
the transactions contemplated by the merger agreement.

The Special Meeting
Time, Place and Purpose of the Special Meeting (Page 12)

The special meeting of shareholders will be held on October 27, 2006, beginning at 3:00 p.m., Seattle
time, at Cascade’s offices, located at 230 Fairview Avenue North, Seattle, Washington 98109. At the
special meeting, you will be asked to consider and vote upon the adoption of the merger agreement. The
Washington Business Corporation Act provides that only business within the purpose described in the
notice may be conducted at the meeting. Accordingly, it is anticipated that the only other business that




would properly come before the special meeting would be to consider any procedural matters incident to
the conduct of the special meeting, such as adjournment of the special meeting.

Record Date and Voting Power (Page 12)

You are entitled to vote at the special meeting if you owned shares of our common stock at the close
of business on September 15, 2006, the record date for the special meeting. Each outstanding share of our
common stock on the record date entitles the holder to one vote on each matter submitted to shareholders
for approval at the special meeting. As of the record date, there were 11,505,996 shares of our common
stock entitled to be voted.

Quorum and Required Vote (Page 12)

The holders of a majority of the outstanding shares of our common stock on the record date,
represented in person or by proxy, will constitute a quorum for purposes of the special meeting.

Although a quorum may be present, the adoption of the merger agreement requires the approval of
the holders of more than two-thirds of all shares of Cascade common stock entitled to vote. A failure to
vote your shares will have the same effect as a vote against the merger agreement.

Proxies; Revocation (Page 13)

You may vote your shares by Internet, telephone or mail without attending the special meeting. To
vote by Internet or telephone 24 hours a day, seven days a week, follow the instructions on the proxy card.
To vote by mail, mark, sign and date the proxy card and return it in the postage-paid envelope provided.
Internet and telephone voting provide the same authority to vote your shares as if you returned your proxy
card by mail, but will reduce our proxy-related postage expenses.

After you vote your shares, whether by Internet, telephone or mail, you may change your vote at any
time before voting is closed at the special meeting. If you hold shares in your name as the shareholder of
record, you may revoke your proxy as follows:

» write to our Corporate Secretary at our principal offices, 222 Fairview Avenue North, Seattle,
Washington 98109, stating that you want to revoke your proxy;

e submit a new proxy with a later date; or

 attend the special meeting and vote in person.

If you hold your shares in street name through a broker, bank or other nominee, you should contact
the nominee. Your last vote before voting is closed at the special meeting is the vote that will be counted.
Share Ownership and Voting by Directors and Executive Officers (Page 13)

As of July 21, 2006, our directors and executive officers beneficially owned 1.66% of our common
stock. We have been informed by our directors and executive officers that they intend to vote all of their
shares of Cascade common stock “FOR” the adoption of the merger agreement. However, to our
knowledge, none of our directors or officers has entered into voting agreements with respect to the merger.

The Merger

Structure of the Merger (Page 32)

Pursuant to the merger agreement, Merger Sub, a wholly-owned subsidiary of MDUR, will merge
with and into Cascade. Cascade will be the surviving corporation in the merger, but will become a wholly-
owned subsidiary of MDUR.




Merger Consideration (Page 32)

If the merger is completed, you will be entitled to receive $26.50 in cash, without interest and less any
applicable withholding taxes, for each share of our common stock that you own.

Treatment of Stock Options and Restricted Stock (Pages 32-33)

In connection with the merger, all outstanding unvested options, if any, to purchase shares of our
common stock will vest, and upon delivery to Cascade of a proper notice of exercise, the shares of our
common stock underlying these options will be treated as shares of our common stock in the merger. Such
option exercise will entitle the holder thereof to receive a cash payment in an amount equal to the excess, if
any, of the merger consideration received with respect to our common stock over the exercise price of the
options. In addition, at the effective time of the merger all remaining restrictions with respect to shares of
our restricted stock will expire and such shares will be fully vested and will be treated as shares of our
common stock in the merger,

Board Recommendation (Page 21)

After careful consideration and by unanimous vote of all members of our board of directors, our
board of directors:

e has approved and declared advisable the merger agreement and the transactions contemplated by
the merger agreement;

e has declared that the merger agreement and the transactions contemplated by the merger
agreement are in the best interests of Cascade’s shareholders and Cascade; and

e recommends that Cascade’s shareholders vote “FOR” the adoption of the merger agreement.

Fairness Opinion of J.P. Morgan Securities Inc. (Pages 21-26)

In connection with the merger, J.P. Morgan Securities Inc., which we refer to as JPMorgan, delivered
a written opinion to our board of directors as to the fairness, from a financial point of view, of the per
share consideration to be received by our shareholders in the merger. The full text of JPMorgan’s written
opinion, dated July 8, 2006, is attached to this proxy statement as Annex B. We encourage you to read this
opinion carefully and in its entirety for a description of the assumptions made, the matters considered and
qualifications and limitations of the review undertaken by JPMorgan. JPMorgan’s opinion was provided to
our board of directors in connection with its evaluation of the merger consideration. The opinion did not
address any other aspect of the proposed merger and did not constitute a recommendation to our board of
directors or to any shareholder as to how to vote or act in connection with the merger.

Regulatory Approvals (Pages 26-27)

The completion of the merger is subject to several regulatory approvals. One of the conditions to
closing the merger is the receipt of final orders approving the merger from the WUTC, the OPUC, the
North Dakota Public Service Commission and the Minnesota Public Utilities Commission, and the receipt
of a final order from the WUTC relating to the rate case we filed in February 2006, in such a manner that
such approvals do not, in the aggregate, result in a material adverse effect (as defined in the merger
agreement) on Cascade.

In addition, the expiration or termination of the waiting period (and any extension thereof) applicable
to the consummation of the merger under the HSR Act must have occurred.




We are currently in the process of preparing applications and other filings for these approvals. Except
as noted above, we are unaware of any other material regulatory requirements or approvals required for
the execution of the merger agreement or completion of the merger.

Interests of Our Directors and Executive Officers in the Merger (Pages 27-30)

Some of our directors and executive officers have interests regarding the merger that are different
from, or in addition to, your interests, including those listed below:

e our President and Chief Executive Officer holds 5,000 shares of restricted stock, scheduled to vest
in March 2007. Pursuant to the merger agreement, at the effective time of the merger all remaining
restrictions with respect to these shares of restricted stock will expire and these shares will be fully
vested and will be treated as shares of our common stock in the merger;

e certain executive officers are parties to employment and change-in-control agreements with
Cascade that may entitle them to cash payments and other benefits following the consummation of
the merger;

e certain executive officers are participants in non-qualified retirement plans that may entitle them to
vesting of benefits or enhanced benefits following the completion of the merger;

¢ certain executive officers receive long-term incentive awards containing change of control
provisions that will result in them receiving the cash value of their awards upon the consummation
of the merger; and

¢« MDUR has agreed to indemnify our directors and executive officers with respect to any claims or
liabilities arising out of their positions with Cascade prior to the merger consistent with the present
Cascade indemnification provisions and to maintain directors’ and officers’ liability insurance
covering our directors and executive officers for a period of six years following the merger.

Financing (Page 30)

The merger agreement does not contain a financing condition, and MDUR’s obligation under the
merger agreement to complete the merger and to pay the aggregate merger consideration is not
conditioned on MDUR obtaining third-party financing.

MDUR Board of Directors and Shareholder Approvals (Page 30)

MDUR’s board of directors has approved the merger agreement and the transactions contemplated
by the merger agreement. MDUR’s shareholders are not required to approve the merger agreement or the
transactions contemplated thereby.

No Solicitation of Transactions; Superior Proposal (Pages 38-39)

The merger agreement restricts our ability to, among other things, solicit or engage in discussions or
negotiations with a third party regarding specified transactions involving Cascade. Notwithstanding these
restrictions, under certain circumstances, our board of directors may respond to an unsolicited, bona fide,
written superior proposal or terminate the merger agreement and enter into an acquisition agreement with
respect to a superior proposal, so long as Cascade complies with certain terms of the merger agreement,
including paying a termination fee of $9 million to MDUR.

Cascade’s General Conduct of Business Pending Closing (Pages 36-37)

In general, we must carry on business in the ordinary course consistent with past practice and use
reasonable efforts to preserve intact our business organization and our permits and existing regulatory,




business and employee relationships. In addition, the acquisition agreement contains certain specific
restrictions or limitations on our activities, subject to the receipt of MDUR’s prior written consent, which
consent cannot be unreasonably withheld or delayed, including the issuance or repurchase of capital stock,
the amendment of our charter or bylaws, acquisitions and dispositions of assets, capital expenditures above
certain levels, incurrence of new indebtedness, modification of employee compensation and benefits above
certain levels, changes in accounting methods, discharging certain liabilities and entry into certain types of
gas supply and hedging contracts.

Conditions to the Merger (Pages 39-40)

Before we can complete the merger, a number of conditions must be satisfied or waived (to the extent
permitted by law). These conditions include:

e the receipt of approval of the merger agreement from the Cascade shareholders;

e the receipt of final orders approving the merger from the WUTC, the OPUC, the North Dakota
Public Service Commission and the Minnesota Public Utilities Commission, and the receipt of a
final order from the WUTC relating to the rate case we filed in February 2006, in such a manner
that such approvals do not, in the aggregate, result in a material adverse effect (as defined in the
merger agreement) on Cascade;

o the expiration or termination of the waiting period (and any extension thereof) applicable to the
consummation of the merger under the HSR Act;

o the absence of any material adverse effect on Cascade or MDUR,;

¢ the absence of any law, judgment, injunction or other order that restrains, enjoins or otherwise
prohibits consummation of the merger or the other transactions contemplated by the merger
agreement, and the absence of any pending action, suit or proceeding seeking any such order;

e the performance by each of Cascade and MDUR of its covenants under the merger agreement in all
material respects; and

e the truth and accuracy of representations and warranties made in the merger agreement by each of
Cascade and MDUR (a) in all respects with respect to those matters qualified by materiality and
(b) in all material respects with respect to those matters not qualified by materiality.

Regulatory Approval Process (Pages 37-38)

Cascade and MDUR have established a regulatory approval team to formulate the approach to be
taken to obtaining the required statutory approvals from the WUTC and the OPUC and coordinating
filings for such approvals. Each of Cascade and MDUR have agreed that they will, through the regulatory
approval team, keep the other apprised of the status of matters relating to completion of the transactions
contemplated by the merger agreement.

Under the merger agreement, MDUR is responsible for formulating the approach to be taken on all
required approvals from governmental entities other than the WUTC and OPUC; provided, however, that
MDUR must regularly consult with Cascade regarding such approvals and may not agree to any terms
contained in such approvals without our prior written consent, which may not be unreasonably withheld.

The merger agreement provides that we will be solely responsible with respect to all matters related to
our rate case currently pending with the WUTC. However, we have agreed to consult with MDUR, furnish
MDUR with copies of materials related to the rate case and not settle or compromise the rate case without
MDUR'’s prior written consent, which may not be unreasonably withheld.




Termination of the Merger Agreement (Pages 40-42)

Cascade and MDUR may agree in writing to terminate the merger agreement at any time without
completing the merger, even after the shareholders of Cascade have approved the merger agreement.
Under certain circumstances, either Cascade or MDUR may terminate the merger agreement prior to the
closing of the merger without the consent of the other party, including if the other party has breached the
agreement (subject to a 60-day cure period) or the merger has not been completed by April 8, 2007
(subject to a six-month extension by either party if WUTC or OPUC approval has not yet been obtained).
We have agreed to pay to MDUR a termination fee of $9 million if the merger agreement is terminated
following the occurrence of certain events involving our receipt of a proposal for a business combination
from another third party.

Tax Consequences (Pages 30-31)

The receipt of $26.50 in cash for each share of our common stock pursuant to the merger will be a
taxable transaction to you if you are a U.S. person. For U.S. federal income tax purposes, your receipt of
cash (whether as merger consideration or pursuant to the proper exercise of dissenters’ rights) in exchange
for your shares of Cascade common stock generally will cause you to recognize a gain or loss measured by
the difference, if any, between the cash you receive in the merger and your adjusted tax basis in your shares
of Cascade common stock. We urge you to consult your own tax advisor for a full understanding of how the
merger will affect your federal, state and local and/or non-U.S. taxes.

Procedure for Receiving Merger Consideration (Pages 33-34)

As soon as practicable after the effective time of the merger, a paying agent appointed by MDUR will
mail a letter of transmittal and instructions to all of our shareholders. The letter of transmittal and
instructions will tell you how to surrender your Cascade common stock certificates in exchange for the
merger consideration. You should not return any stock certificates you hold with the enclosed proxy card,
and you should not forward your stock certificates to the paying agent without a letter of transmittal.

Dissenters’ Rights (Pages 44-46)

Under Washington law, shareholders have the right to dissent from the merger and to receive
payment in cash for the fair value of their shares of our common stock, but only if they comply with all
requirements of Washington law, which are summarized in this proxy statement. Failure to follow exactly
the procedures specified under Washington law will result in the loss of dissenters’ rights. A copy of the
applicable Washington law is attached to this proxy statement as Annex C.
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FORWARD-LOOKING STATEMENTS

This proxy statement contains forward-looking statements about our plans, objectives, expectations
and intentions. You can identify these statements by words such as “expect,” “anticipate,” “intend,”
“plan,” “believe,” “seek,” “estimate,” “may,” “will” and “continue” or similar words. You should read
statements that contain these words carefully. They discuss our future expectations or state other forward-
looking information, and may involve known and unknown risks over which we have no control, including,

without limitation:
e the requirement that our shareholders adopt the merger agreement with MDUR;
¢ receipt of necessary regulatory approvals under applicable law;
e failure by us to satisfy other conditions to the merger;

¢ the effect of the announcement of the merger on our customer relationships, operating results and
business generally, including our ability to retain key employees; and

¢ other risks detailed in our current filings with the Securities and Exchange Commission, which we
refer to as the SEC, including our most recent filings on Forms 10-Q and 10-K. See “Where You
Can Find Additional Information.”

You should not place undue reliance on forward-looking statements. We cannot guarantee any future
results, levels of activity, performance or achievements.

You should rely only on the information contained in this proxy statement to vote on the acquisition
agreement. We have not authorized anyone to provide you with information that is different from the
information contained in this proxy statement. This proxy statement is dated September 20, 2006. You
should not assume that the information contained in this proxy statement is accurate as of any date other
than such date. We assume no obligation to update forward-looking statements or update the reasons
actual results could differ materially from those anticipated in forward-looking statements, except as
required by law.
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THE SPECIAL MEETING
Time, Place and Purpose of the Special Meeting

This proxy statement is being furnished to our shareholders as part of the solicitation of proxies by our
board of directors for use at a special meeting to be held on October 27, 2006, beginning at 3:00 p.m.,
Seattle time, at Cascade’s offices, located at 230 Fairview Avenue North, Seattle, Washington 98109. The
purpose of the special meeting is for our shareholders to consider and vote upon a proposal to adopt the
merger agreement and to act on such other business as may properly come before the special meeting or
any adjournment or postponement thereof. The Washington Business Corporation Act provides that only
business within the purpose described in the notice may be conducted at the meeting. Accordingly, it is
anticipated that the only other business that would properly come before the special meeting would be to
consider any procedural matters incident to the conduct of the special meeting, such as adjournment of the
special meeting.

A copy of the merger agreement is attached to this proxy statement as Annex A. This proxy statement,
the notice of the special meeting and the enclosed form of proxy are first being mailed to our shareholders
on or about September 21, 2006.

Record Date, Voting Power and Quorum

The holders of record of our common stock at the close of business on September 15, 2006, the record
date for the special meeting, are entitled to receive notice of, and to vote at, the special meeting. As of the
record date, there were 11,505,996 shares of our common stock issued and outstanding, all of which are
entitled to be voted at the special meeting.

Each outstanding share of our common stock on the record date entitles the holder to one vote on
each matter submitted to shareholders for a vote at the special meeting.

The holders of a majority of the outstanding shares of our common stock on the record date,
represented in person or by proxy, will constitute a quorum for purposes of the special meeting. A quorum
is necessary to hold the special meeting. Once a share is represented at the special meeting, it will be
counted for the purpose of determining a quorum at the special meeting and any adjournment or
postponement of the special meeting. However, if a new record date is set for the adjourned special
meeting, then a new quorum will have to be established.

Required Vote

Notwithstanding the presence of a quorum, under Washington law to complete the merger
shareholders holding more than two-thirds of all shares of Cascade common stock entitled to vote at the
close of business on the record date must vote “FOR” the adoption of the merger agreement.

For your shares of our common stock to be included in the vote, if you are a shareholder of record,
you must vote your shares by returning the enclosed proxy, by voting over the Internet or by telephone or
by voting in person at the special meeting.

If your shares are held in “street name” by your broker, you should instruct your broker how to vote
your shares using the instructions provided by your broker. If you have not received such voting
instructions or require further information regarding such voting instructions, contact your broker and it
can give you directions on how to vote your shares. A broker non-vote generally occurs when a broker,
bank or other nominee holding shares on your behalf does not vote on a proposal because the nominee has
not received your voting instructions and lacks discretionary power to vote the shares. Broker non-votes
and abstentions will not count as votes cast on a proposal, but will count for the purpose of determining
whether a quorum is present. Because Washington law requires that the merger be approved by holders of
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more than two-thirds of all of our outstanding shares of common stock, broker non-votes and abstentions
will have the same effect as a vote against the adoption of the merger agreement.

Directors and Executive Officers

As of July 21, 2006, our directors and executive officers beneficially owned, in the aggregate, 192,511
shares of our common stock, representing approximately 1.66% of the outstanding shares of our common
stock. Our directors and executive officers have informed us that they intend to vote all of their shares of
our common stock “FOR” the adoption of the merger agreement. However, to our knowledge, none of
our directors or officers has entered into voting agreements with respect to the merger.

Proxies; Revocation

If you vote your shares of our common stock by signing a proxy, or by voting over the Internet or by
telephone as indicated on the proxy card, your shares will be voted at the special meeting in accordance
with the instructions given. If no instructions are indicated on your signed proxy card, your shares will be
voted “FOR” the adoption of the merger agreement. The proxies will also be voted FOR or AGAINST
such other matters as may properly come before the meeting at the discretion of the proxy holders,
including to consider any procedural matters incident to the conduct of the special meeting, such as
adjournment of the special meeting. The persons appointed in the proxies as proxy holder are officers or
directors of Cascade. Our management is not aware of any other matters to be presented for action at the
meeting.

You may revoke your proxy at any time before the vote is taken at the special meeting. To revoke your
proxy, you must either:

 write to our Corporate Secretary at our principal offices, 222 Fairview Avenue North, Seattle,
Washington 98109, stating that you want to revoke your proxy;

e submit a new proxy with a later date; or
o attend the special meeting and vote in person.

If you have instructed your broker or other nominee to vote your shares, the above-described options
for revoking your proxy do not apply and instead you must follow the directions provided by your broker or
other nominee to change these instructions.

Expenses of Proxy Solicitation

Cascade will pay the cost of this proxy solicitation. In addition to soliciting proxies by mail, our
directors, officers and employees may solicit proxies personally and by telephone, facsimile or other
electronic means of communication. These persons will not receive additional or special compensation for
such solicitation services. We have retained D.F. King & Co., Inc. to assist in the solicitation of proxies. We
have agreed to pay to D.F. King & Co., Inc. a fee of $12,500, plus customary expenses. We will, upon
request, reimburse brokers, banks and other nominees for their expenses in sending proxy materials to,
and obtaining voting instructions from, their customers who are beneficial owners of our common stock.
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MARKET PRICES OF OUR COMMON STOCK

Our common stock is traded on the New York Stock Exchange under the symbol “CGC.” The
following table sets forth the high and low sales prices per share of our common stock on the New York
Stock Exchange for the periods indicated, as well as the per share cash dividend paid in each quarter with
respect to our common stock.

High Low Dividend

2004 Fiscal Year

Quarter Ended September30 .. ......c.ovviiiiiiieinennninenn $2220 $1935 $0.24
2005 Fiscal Year

Quarter Ended December 31 . ......ccovirinriinirinnnneenns 21.80 20.00 $0.24
Quarter Ended March 31 .......coiiiiniiiiiiiiiiiiiianannns 21.48 19.68 $0.24
Quarter Ended June 30. . ..o vviitiie e enaeeen 20.59 18.05 $0.24
Quarter Ended September 30. . oo v v ves vus s san v von vomen 2280 2001 $0.24
2006 Fiscal Year

Quarter Ended December 31 . ... iiiniininens 22.00 1950 $0.24
Quarter Ended March 31 .......c.iviinniiiiiiiiiiiiniiiiens 20.30 1895  $0.24
Quarter Ended June 30. .. ..o iiiiiii i 21.30 19.26  $0.24
Quarter Ended September 30 (through September 15) .......... 2630 2084 $0.24

On July 7, 2006, the last trading day before the announcement of the execution of the merger
agreement, the closing price for our common stock was $21.46 per share. On September 15, 2006, the
closing price for our common stock on the New York Stock Exchange was $26.10 per share. We encourage
you to obtain current market quotations for our common stock in connection with voting your shares.
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THE MERGER
Background

Our board of directors and management have periodically evaluated our long-term strategic objectives
and alternatives, as well as prospects for continued operations as an independent company as part of our
ongoing strategic planning process. We have continued to revise and refine these plans in light of industry
developments, the current regulatory environment and other market factors affecting long-term
shareholder value. In pursuing strategies for enhancing shareholder value, we have from time to time
considered opportunities for acquisitions, business combinations and other strategic alternatives.

On November 18, 2005, we retained JPMorgan to assist us with reviewing and analyzing our historic
operating and financial performance, to assist in modeling future expectations as an independent company
and to assist in preparation of a rate adjustment case with the WUTC. We also retained JPMorgan to assist
our board of directors with identifying and evaluating the relative merits and feasibility of one or more
potential business combinations as well as other potential financial strategic alternatives. We had also
previously engaged Preston Gates & Ellis LLP to assist in the strategic alternatives review process, and
Preston Gates had made a presentation and led a discussion of the board’s fiduciary duties in the context
of consideration of different strategic alternatives, including a potential business combination, at a
November 13, 2005 meeting of the board.

On December 8, 2005, representatives from JPMorgan attended a meeting of our board of directors
and presented various materials to the board with respect to JPMorgan’s analysis of our historic operating
and financial performance and potential strategic alternatives available to our company. The board
reviewed and discussed our historical and projected financial performance, the price performance of our
common stock (including versus our peers), our operations versus our regional peers, our regulatory
environment, the size of the company compared with our peers, the population growth and development in
our service markets, the current condition of the mergers and acquisitions market and other relevant
information. JPMorgan discussed with our board several strategic alternatives to enhance shareholder
value, including filing for regulatory relief, modifying our dividend policy, instituting a share buyback,
pursuing a break-up sale of the company involving multiple sales of our assets, and entering into a business
combination transaction. The board discussed the risks associated with each strategic alternative, including
the execution risks of each alternative; the risks of achieving improvement in long-term growth potentially
resulting from filing for regulatory rate adjustments; the risks of negative market reaction and achieving
only minimal improvement in long-term growth potentially resulting from a modification to our dividend
policy; the risk of negative market reaction and detrimental impact on our free cash flow potentially
resulting from a share buyback; the complexity, adverse tax consequences and other costs potentially
resulting from a break-up sale; and the risk involved with capturing and retaining synergies potentially
resulting from a business combination transaction. The board also considered the advantages and
disadvantages of each strategic alternative in an attempt to identify the alternatives that would offer the
greatest prospect of maximizing shareholder value in light of the potential risks involved.

At a meeting on December 20, 2005, after further consideration and discussion of the advantages,
disadvantages, and risks associated with each of the strategic alternatives discussed by the board at its
December 8, 2005 meeting, our board of directors determined that proceeding on a dual track of
immediately seeking regulatory relief and initiating a comprehensive evaluation of a potential business
combination provided the greatest opportunity to maximize shareholder value when compared with the
other strategic alternatives. As a result, the board authorized and directed our management to file a rate
adjustment case with the WUTC. On a separate but simultaneous track, our board authorized
management to work with JPMorgan and Preston Gates to undertake the necessary steps to evaluate the
merits of a possible business combination transaction.
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On February 14, 2006, pursuant to the direction of the board, our management filed a general rate
application with the WUTC.

From January — March 2006, JPMorgan developed an extensive list of potential companies that might
have an interest in entering into a transaction with Cascade, including MDUR. JPMorgan contacted
twenty-one parties, including MDUR, regarding their interest in engaging in discussions regarding a
potential business combination with us. During this period, our management worked with JPMorgan and
Preston Gates to prepare confidential evaluation material concerning our company to share with
interested parties.

In March 2006, we finalized the confidential evaluation material and, upon entering into
confidentiality agreements, distributed the confidential evaluation material to eight interested parties,
including MDUR.

On March 21, 2006, JPMorgan, on our behalf, distributed letters to the parties that had entered into
confidentiality agreements and expressed a continuing interest in a potential business combination with us,
inviting these parties to submit an indication of interest for the purchase of our company.

On April 14, 2006, we received indications of interest from four parties. These parties included
MDUR and three other entities that we refer to as Party B, Party C and Party D. The indications of
interest contemplated transactions consisting of cash consideration, stock consideration, or a combination
of cash and stock consideration. On April 17, 2006, our board of directors met and discussed each of these
indications of interest and the summaries and analysis thereof provided by JPMorgan and Preston Gates.
Our board of directors also considered the indications of interest in the context of various independent
operating scenarios. Our board of directors authorized our management to continue to work with
JPMorgan, Preston Gates and other relevant advisors to undertake necessary steps to continue the process
of further evaluation of a potential business combination and comparisons with continued operations as an
independent company.

As part of the agenda of its regular quarterly meeting on April 26, 2006, our board received update
reports on the strategic alternative review process including status of the rate case and possible
combination analyses and status of discussions from Preston Gates, JPMorgan and our officers. Our board
reviewed possible conflicts of interest and determined that none of the directors had a financial interest in
any of the parties who submitted an indication of interest in a combination transaction. Our board
discussed the review process, reviewed the potential expenses in continuing the process and the risks of
completion of a transaction and authorized our officers and advisors to continue the process.

During April and May 2006, the four parties who submitted indications of interest engaged in
additional conversations with JPMorgan regarding a potential business combination transaction and
conducted due diligence reviews of materials regarding our company that we had compiled and prepared
and engaged in dialogue with our advisors regarding questions and issues raised during its diligence review.
This process continued throughout the remaining merger discussions.

On May 12, 2006, our board of directors signed a unanimous written consent resolution forming an ad
hoc special committee comprised of independent directors to, among other things, review strategic
alternative evaluations, to work with our management and advisors to prepare analyses of such alternatives
for our board and decide procedural issues in connection with a potential business combination
transaction,

In mid-May, our management team gave presentations to each of the four parties who had submitted
indications of interest, providing the parties with the opportunity to hear more about our company and
meet and ask questions of the members of our management team. A team from MDUR, together with its
outside advisors, attended one of these presentations. Our management team was assisted by
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representatives of JPMorgan and Preston Gates in these meetings and in handling the further due
diligence requests and responses from the other interested parties.

On May 31, 2006, the special board committee met and discussed with representatives from JPMorgan
and Preston Gates the recent communications with the interested parties and the process going forward,
including bid instructions and proposed forms of merger agreement.

On June 2, 2006, JPMorgan, on our behalf, distributed final bid instructions to the interested parties,
including MDUR, together with a proposed form of merger agreement.

On June 15, 2006, the special board committee held a meeting at which it discussed various materials
prepared by its advisors and our management regarding the strategic and financial alternatives available to
our company, covering a variety of scenarios focusing on independent operations of the Company. The
special board committee provided feedback to our advisors as to the presentation materials for the full
board.

On June 22, 2006, we received merger proposals from MDUR, Party B, Party C and Party D. The
proposals included a proposed price per share, the form of such consideration and a markup of our
proposed merger agreement. MDUR's proposal contemplated an all-cash transaction for $25.47 per share.
Party B’s proposal contemplated a per share price of $26.00, with shareholders having the ability to elect to
receive their consideration in the form of cash, shares of the acquiror’s common stock, or a combination of
cash and stock. Party B’s proposal included a 50% limit on the aggregate cash consideration to be paid to
shareholders. It also limited adjustments to the stock consideration only to those situations where the
acquiror’s stock price increased or decreased less than 10%, and provided for termination rights if the
acquiror’s stock price increased or decreased more than 20%. Party C’s proposal contemplated a per share
price of $24.00, with shareholders having the ability to elect to receive their consideration in the form of
cash, shares of the acquiror’s common stock, or a combination of cash and stock. Party C’s proposal
included a $50 million limit on the aggregate cash consideration to be paid to shareholders. It also limited
adjustments to the stock consideration only to those situations where the acquiror’s stock price increased
less than 12% or decreased less than 6%. Party D’s non-binding proposal contemplated an all-cash
transaction for $23.00 per share.

On June 26, 2006, the special board committee held a meeting at which it discussed the proposals.
Representatives from JPMorgan and Preston Gates presented summaries and analyses of the bid
proposals to the committee and updated the committee on recent discussions with the interested parties.

On June 27, 2006, our board of directors held a meeting at which it discussed the bid proposals.
Representatives from JPMorgan and Preston Gates presented summaries and analyses of the proposals to
the board of directors and described recent discussions with the interested parties. The board also
discussed the potential opportunities and challenges facing the company going forward on an independent
operating basis, including our current regulatory environment, costs of remaining an independent public
company, personnel and staffing challenges and other potential operational constraints given the
company’s comparative size. Preston Gates led a discussion of the board’s fiduciary duties in the context of
consideration of different strategic alternatives, including a potential business combination. Preston Gates
also summarized the material terms of the various competing combination proposals including amount and
form of consideration, regulatory approval provisions, closing conditions, and non-solicitation provisions,
as well as termination provisions and termination fees. Each director confirmed that he or she had no
conflict of interest with respect to a potential business combination with any of the parties who had
submitted bids in the strategic alternative process or otherwise with respect to the process. The board
further discussed that the proposals from Party C and Party D contained prices that were significantly
below those proposed by MDUR and Party B. In addition, the board discussed the fact that the proposals
from Party C and Party D contained terms that were, in the context of their overall proposal, less favorable
than those in the proposals from MDUR and Party B. After discussion of the bid proposals and stand
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alone independent operations, the board of directors determined that, in light of the advantages,
disadvantages and risk associated with a business combination compared to operating as an independent
company, and based on the terms of the bid proposals, it would be consistent with maximizing shareholder
value to continue discussions with MDUR and Party B in an attempt to reach an acceptable agreement for
a business combination. The board authorized our management, our advisors and the special board
committee to work with MDUR and Party B to further clarify and resolve various issues raised in the terms
of their proposals.

After receiving direction from the board at its June 27 meeting, from June 28 — June 30, 2006 our
management and advisors participated in numerous calls and email correspondence with these parties in
an effort to reach clarification and resolution on open items.

On June 30, 2006, the special board committee had a meeting at which representatives from
JPMorgan and Preston Gates updated the committee with respect to the efforts to clarify and resolve open
items with the two relevant interested parties. Our management and advisors participated in a number of
conference calls with these parties on June 30 and July 1, 2006 regarding terms of the respective proposed
bids.

On July 2, 2006, we sent revised drafts of our proposed merger agreement to MDUR and Party B. We
invited the parties to submit revised proposals for our board’s consideration, including their best and final
per share price. Our advisors participated in conference calls with the parties and their advisors on July 3
and July 5, 2006 regarding terms of the form of proposed merger agreement.

At the end of the day on July 5, 2006, we received revised proposals from MDUR and Party B.
MDUR’s proposal contemplated an all-cash transaction for $26.50 per share. Party B’s proposal
contemplated a per share price of $26.00, with shareholders having the ability to elect to receive their
consideration in the form of cash, shares of the acquiror’s common stock, or a combination of cash and
stock. Party B’s proposal included a 50% limit on the aggregate cash consideration to be paid to
shareholders. It also limited adjustments to the stock consideration only to those situations where the
acquiror’s stock price increased or decreased less than 12.5%, and provided for termination rights if the
acquiror’s stock price increased or decreased more than 25%.

On July 6, 2006, our board of directors met. At this meeting, the representatives from JPMorgan and
Preston Gates updated our board on the process, including communications with MDUR and Party B.
JPMorgan and Preston Gates presented analyses for our board’s consideration with respect to the revised
proposals received on July 5, 2006. The presentations included financial analysis of the proposals, as well as
analysis of our company on a stand-alone independent operating basis. The board considered the value to
our shareholders of the $26.50 price currently offered by MDUR compared to the length of time it would
take for our independent operations, assuming various favorable operational and market factors, to
achieve comparable shareholder value. The presentations also included discussion of the various
unresolved issues in the proposed merger agreements based on the markups submitted by the parties and
subsequent conversations with the parties together with an analysis of the regulatory approvals required to
consummate the proposed transactions and risks related thereto. The board engaged in discussion
regarding the respective bids, including the execution risk involved with each bid and the possible courses
of action with respect to each of the parties. The board further discussed that the price in Party B’s revised
proposal remained at $26.00 per share, which was $.50 below the revised price proposed by MDUR. The
board determined that, in light of the advantages, disadvantages and risk associated with a business
combination and comparisons with operating as a stand-alone, independent company, and based on the
terms of the revised bid proposal from MDUR, it would be consistent with maximizing shareholder value
to continue discussions with MDUR in an attempt to reach an acceptable agreement for a business
combination. The board authorized our management to work with our advisors to negotiate with MDUR
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to bring back a final bid from MDUR to the board for its consideration, and to continue to clarify the
unresolved issues with Party B as appropriate.

From July 6 - 8, 2006, our management and advisors engaged in numerous conference calls with
MDUR and its advisors to review and negotiate the terms of the merger agreement, subject to the
approval of our board of directors, and continued discussions with Party B.

On July 8, 2006, our board of directors met to receive the reports from JPMorgan and Preston Gates.
Our advisors indicated that Party B’s proposed price remained $.50 below the price proposed by MDUR,
and reviewed the proposed resolution of the open items and the final form the merger agreement that had
been negotiated with MDUR. JPMorgan provided its opinion to the effect that, as of that date and based
upon and subject to the factors and assumptions set forth in its opinion, from a financial point of view, the
consideration to be received by holders of shares of our common stock pursuant to the merger agreement
was fair to such holders. Following discussion and consideration of the proposed merger with MDUR, the
board of directors determined, in light of the advantages, disadvantages and risks associated with the
strategic alternatives available to the company, and taking into account the factors described under “—
Reasons For the Merger” below, that the merger with MDUR was in the best interests of our
sharcholders. As a result, the board, by unanimous vote, approved the merger agreement and the merger.
The board of directors also resolved to recommend that our shareholders approve the merger agreement
and the merger and authorized our management to execute and deliver the merger agreement and any
other agreement contemplated thereby. On July 8, 2006, the signature pages to the merger agreement were
executed and delivered.

On July 9, 2006, we issued a joint press release with MDUR announcing the execution of the merger
agreement pursuant to which MDUR would acquire all of Cascade’s outstanding common stock for
$26.50 per share in cash.

Reasons for the Merger

After careful consideration, our board of directors has unanimously approved and declared advisable
the merger agreement and the transactions contemplated by the merger agreement and has unanimously
declared the merger agreement and the transactions contemplated by the merger agreement to be in the
best interests of our shareholders and our company. In the course of reaching its decision to approve the
merger agreement, our board of directors consulted with our financial and legal advisors and considered a
number of factors, including the following:

o the familiarity of our board of directors with, and information provided by management and
JPMorgan as to, our business, financial condition, results of operations, current earnings and
earnings prospects and competitive position, the size of the company in relation to the industry and
its impact on recruiting highly qualified personnel, the nature of our business and the industry in
which we compete, the regulatory environment, economic and financial market conditions on both
a historical and a prospective basis, as well as our strategic objectives, and the risks involved in
achieving those objectives on an independent basis;

e the $26.50 per share to be paid as consideration in the merger was the highest bid received and the
relationship of such merger consideration to the historical trading levels of our common stock,
including the fact that the merger consideration of $26.50 per share represented a premium of
approximately 23% over the per share closing price on July 7, 2006, the last trading day prior to the
execution of the merger agreement, and a premium of approximately 25% over the average for the
previous five trading days;

e the judgment of our board of directors that $26.50 per share represented the highest consideration
that MDUR was willing to pay, and the highest per share value obtainable on the date of signing;
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e the financial presentation and analysis, including the written opinion, dated July 8, 2006, of
JPMorgan to our board of directors, to the effect that as of that date and based upon and subject to
the matters stated in such opinion, the $26.50 per share merger consideration was fair, from a
financial point of view to the holders of our common stock, as described under “Fairness Opinion”
(the full text of this opinion is attached to this proxy statement as Annex B);

e the discussions with other interested parties conducted on our behalf by JPMorgan and a review of
the possible alternatives to the merger at this time, including the timing and likelihood of achieving
additional value from such alternatives;

e the terms of the merger agreement, including the right of our board of directors to change its
recommendation to our shareholders regarding the merger in the exercise of its fiduciary duties and
to terminate the merger agreement to accept a proposal superior to that made by MDUR;

» the fact that the merger allows our shareholders to realize a fair value at closing, in cash, for their
investment;

e the fact that the merger consideration is all cash provides shareholders certainty of value for their
shares if the merger is completed;

» the merger presents a means for holders of large blocks of shares of our common stock to receive a
premium price in cash for their holdings without adversely affecting the market price for our
common stock;

e the closing conditions included in the merger agreement, including the likelihood that the merger
would be approved by our shareholders and the likelihood that the merger would be approved by
the requisite regulatory authorities including the risks associated with such approval;

¢ the other terms of the merger agreement, as reviewed by our board of directors with Preston Gates
and JPMorgan, including the absence of a financing condition and the respective representations,
warranties and covenants of the parties;

e the cost to a company of our size of maintaining public-company status and complying with the
federal securities laws, including the Sarbanes-Oxley Act of 2002;

e MDUR’s experience in acquiring and operating regulated utilities and completing acquisitions;

¢ our board of directors’ belief that MDUR is committed to operating our company and its businesses
successfully, meeting the needs of our customers, employees and other constituencies; and

* our board of directors’ belief that MDUR will continue our history and commitment to providing
safe and reliable service to our utility customers and that MDURs size and financial strength will
enable Cascade to have adequate capital for utility operations and to meet expansion requirements
as well as the potential for expanded career paths for our employees and the ability to compete for
highly qualified management as a part of a larger company.

Our board of directors also considered a variety of risks and other potentially negative factors
concerning the merger agreement and the merger, including the following:

o the risks and costs to Cascade if the merger does not close, including the diversion of management
and employee attention, potential employee attrition, the potential termination fee we may be
required to pay to MDUR, and the potential effect on business and customer relationships;

e the fact that following the merger we will no longer exist as an independent, stand-alone company
and our shareholders will not participate in any of our future earnings or growth and will not benefit
from any appreciation in value of our company;
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e the fact that our directors and executive officers may have interests in the transaction that are
different from, or in addition to, those of our other shareholders;

o the restrictions on the conduct of our business prior to the completion of the merger, requiring us to
conduct our business only in the ordinary course, subject to specific limitations, which may delay or
prevent us from undertaking business opportunities that may arise pending completion of the
merger;

o the fact that any gains in an all cash transaction would be taxable to our shareholders for
U.S. federal and potentially state income tax purposes;

e the possible effect of the public announcement of the transaction and continuing regulatory
approval process on the continuing commitment of our employees and management pending the
Cascade shareholder vote and the consummation of the merger; and

e that, while the merger is expected to be completed, there can be no assurance that all conditions to
the parties’ obligations to complete the merger will be satisfied, and as a result, it is possible that the
merger may not be completed even if approved by our shareholders.

The foregoing discussion of the factors considered by our board of directors is not intended to be
exhaustive, but does set forth a summary of the material factors considered by our board of directors in its
consideration of the merger. After considering these factors, the board of directors concluded that the
positive factors relating to the merger agreement and the merger outweighed the negative factors. In view
of the wide variety of factors considered by our board of directors, our board of directors did not find it
practicable to quantify or otherwise assign relative weights to the foregoing factors. In addition, individual
members of our board of directors may have assigned different weights to various factors. Our board of
directors approved and recommends the merger agreement and the merger based upon the totality of the
information presented to and considered by it.

Recommendation of the Board of Directors

After careful consideration and by unanimous vote of all members of our board of directors, our
board of directors:

» has unanimously approved the merger agreement and the transactions contemplated by the merger
agreement,

e has unanimously declared that the merger agreement and the transactions contemplated by the
merger agreement are in the best interests of Cascade’s shareholders and Cascade; and

¢ unanimously recommends that Cascade’s shareholders vote “FOR” the adoption of the merger
agreement,

Fairness Opinion

The opinion and financial analysis of JPMorgan, which is described below, were among the factors
considered by our board of directors in its evaluation of the merger and should not be viewed as
determinative of the views of our board of directors or management with respect to the merger or the
merger consideration. JPMorgan was selected by our board of directors to serve as financial advisor based
on its qualifications, reputation and experience in the valuation of businesses and securities in connection
with mergers and acquisitions in general, and transactions in the utility sector in particular.
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Cascade retained JPMorgan as its financial advisor and to render an opinion to our board of directors
as to the fairness, from a financial point of view, to the holders of our common stock of the consideration
to be received by such holders in the merger. JPMorgan rendered its oral opinion at the meeting of our
board of directors on July 8, 2006 (which was confirmed by delivery of a written opinion dated July 8, 2006)
that, as of that date, the consideration to be received by the holders of our common stock in the merger
was fair, from a financial point of view, to such holders.

The full text of JPMorgan’s written opinion dated July 8, 2006, which describes the assumptions made,
procedures followed, matters considered and limitations on the review undertaken by JPMorgan, is
attached as Annex B and is incorporated by reference in this proxy statement. JPMorgan’s opinion is
addressed to our board of directors and is limited to the fairness, from a financial point of view, of the
consideration to be received by the holders of our common stock in the merger. JPMorgan expressed no
opinion as to the fairness of the merger to, or any consideration of, the holders of any other class of
securities, creditors or other constituencies of Cascade or as to the underlying decision by Cascade to
engage in the merger. The amount of the merger consideration was determined through arm’s length
negotiations between Cascade and MDUR. JPMorgan provided advice to our board of directors during
these negotiations. JPMorgan did not, however, recommend any specific consideration amount to our
board of directors or that any specific consideration amount constituted the only appropriate amount. The
opinion does not address the relative merits of the merger as compared to other business strategies or
transactions that might be available to Cascade or our underlying business decision to engage in
the merger.

JPMorgan’s opinion does not constitute a recommendation to any shareholder as to how to vote or act
with respect to any matter relating to the merger or any other matter. We did not provide specific
instructions to, or place any limitations on, JPMorgan with respect to the procedures to be followed or
factors to be considered by it in performing its analyses or providing its opinion. You are urged to read the
written opinion carefully in its entirety. The summary of JPMorgan’s opinion set forth in this proxy
statement is qualified in its entirety by reference to the full text of JPMorgan’s written opinion.

In connection with its review of the merger, and in arriving at its opinion, JPMorgan, among other
things:

e reviewed a draft of the merger agreement dated July 7, 2006;

» reviewed certain publicly available business and financial information concerning Cascade and the
industries in which we operate;

» compared the proposed financial terms of the merger with the publicly available financial terms of
certain transactions involving companies JPMorgan deemed relevant and the consideration
received for such companies;

e compared our financial and operating performance with publicly available information concerning
certain other companies JPMorgan deemed relevant and reviewed the current and historical market
prices of our common stock and certain publicly traded securities of such other companies;

e reviewed certain internal financial analyses and forecasts prepared by our management relating to
our business; and

e performed such other financial studies and analyses and considered such other information as
JPMorgan deemed appropriate for the purposes of its opinion.

In addition, JPMorgan held discussions with certain members of our management with respect to
certain aspects of the merger, our past and current business operations, our financial condition and future
prospects and operations, and certain other matters JPMorgan believed necessary or appropriate to its

inquiry.
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In giving its opinion, JPMorgan relied upon and assumed, without assuming responsibility or
liability for independent verification, the accuracy and completeness of all information that was publicly
available or was furnished to it or discussed with it by Cascade or otherwise reviewed by it or for it.
JPMorgan did not conduct and was not provided with any valuation or appraisal of any assets or
liabilities, and JPMorgan did not evaluate the solvency of Cascade under any state or federal laws relating
to bankruptcy, insolvency or similar matters. In relying on financial analyses and forecasts provided to
JPMorgan, JPMorgan assumed that they had been reasonably prepared based on assumptions reflecting
the best currently available estimates and judgments by management as to the expected future results of
operations and financial condition of Cascade to which such analyses or forecasts relate. JPMorgan
expressed no view as to such analyses and forecasts, or to the assumptions on which they were based.
JPMorgan also assumed that the definitive merger agreement would not differ in any material respects
from the draft furnished to it. As to legal, regulatory or tax matters, JPMorgan relied on the assessments
made by advisors to Cascade who are experts in such issues. JPMorgan further assumed that all material
governmental, regulatory or other consents and approvals necessary for the consummation of the merger
would be obtained without any material adverse effect on Cascade.

JPMorgan’s opinion was necessarily based on economic, market and other conditions as in effect on,
and the information made available to it as of, the date of its opinion. It should be understood that
JPMorgan does not have any obligation to update, revise, or reaffirm its opinion to reflect subsequent
developments.

Summary of Financial Analyses of JPMorgan. In connection with rendering its opinion to our board
of directors, JPMorgan performed a variety of financial and comparative analyses, including those
described below. The preparation of a fairness opinion is a complex process and involves various
judgments and determinations as to the most appropriate and relevant assumptions and financial analyses
and the application of these methods to the particular circumstances involved. Fairness opinions are
therefore not necessarily susceptible to partial analysis or summary description.

Accordingly, JPMorgan believes that the analyses it performed and the summary set forth below must
be considered as a whole and that selecting portions of its analyses and factors, or focusing on information
in tabular format, without considering all analyses and factors or the narrative description of the analyses,
could create a misleading or incomplete view of the processes underlying the analyses performed by
JPMorgan in connection with its opinion. In arriving at its opinion, JPMorgan did not attribute any
particular weight to any analyses or factors considered by it and did not form an opinion as to whether any
individual analysis or factor (positive or negative), considered in isolation, supported or failed to support
its opinion. Rather, JPMorgan arrived at its ultimate opinion based on the results of all analyses
undertaken by it and assessed as a whole, and believes that the totality of the factors considered and
analyses it performed in connection with its opinion operated collectively to support its determination as to
the fairness of the merger consideration from a financial point of view.

In performing its analysis, JPMorgan considered industry performance, general business and
economic conditions and other matters, many of which are beyond our control. The analyses performed by
JPMorgan are not necessarily indicative of actual values or actual future results, which may be significantly
more or less favorable than suggested by the analyses. The analyses were prepared solely as part of
JPMorgan’s analysis of the fairness, from a financial point of view, of the consideration to be received by
the holders of our common stock in the merger. Additionally, the analyses performed by JPMorgan
relating to the value of the business do not purport to be an appraisal or to reflect the price at which the
business actually may be acquired or sold.

The following is a summary of the material financial analyses performed by JPMorgan in connection
with providing its opinion. Some of the summaries of the financial analyses include information presented
in tabular format. To fully understand the financial analyses, the tables should be read together with the
text of each summary. Considering the data set forth in the tables without considering the narrative
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description of the financial analyses, including the methodologies and assumptions underlying the analyses,
could create a misleading or incomplete view of the financial analyses.

Historical Share Price Analysis. JPMorgan reviewed the closing prices of our common stock for the
last 12 month and 24 month period ending July 5, 2006. JPMorgan observed that the range of prices for
our common stock was $18.49 - $22.75 over the last 24 month period and it was $19.00 - $22.75 over the
last 12 month period, while the value of the merger consideration was $26.50 per share.

Public Market Comparables Analysis. JPMorgan compared our financial, operating and stock market
data to corresponding data of the following publicly traded companies, which JPMorgan considered to be
comparable industry peers: Avista Corporation, Chesapeake Utilities Corporation, Laclede Group, Inc.,
New Jersey Resources Corporation, Northwest Natural Gas Company, Piedmont Natural Gas Company,
South Jersey Industries, Inc., Southwest Gas Corporation, and WGL Holdings, Inc. JPMorgan noted that
none of the selected companies is either identical or directly comparable to Cascade and that any analysis
of selected companies necessarily involves complex considerations and judgments concerning financial and
operating characteristics and other factors that could affect the public trading of the selected companies.

JPMorgan reviewed multiples of equity value (based on the closing price per share on July 5, 2006) to
estimated 2007 earnings, and firm value (equity value adjusted for debt and cash as of the latest quarterly
filing) to estimated 2007 EBITDA (defined as earnings before interest, taxes, depreciation and
amortization) obtained for the group of companies that it compared with Cascade and applied its
judgment to estimate valuation multiple reference ranges for Cascade. Net income and EBITDA estimates
used by JPMorgan for the respective peer group reflected I/B/E/S consensus estimates as of July 5, 2006.
I/B/E/S is a database owned and operated by Thompson Financial, which contains estimated and actual
earnings, cash flows, dividends and other data for U.S. and foreign markets. All multiple ranges were
applied to our I/B/E/S as well as management’s estimates.

The table below includes reference multiple ranges selected by JPMorgan based on a review of the
public market comparables’ multiples.

Implied value
Multiple range  _per Cascade share
Low High Low High

I/B/E/S estimates

Prics/2007E-EPS s con won o wos v oais o5 55 s 850 840 sad 145x  16.0x $17.00 $18.75
Firm value/2007TEEBITDA . . ......coviiiiiiiiiiiennen. 7.0x 85x 1850 25.50
Management estimates

Price/2007EEPS . ... i 145x 16.0x $21.25 $23.50
Firm value/2007TEEBITDA .. .. ...coiiii e iainns 70x  85x 19.25 26.75

E = estimated.

By applying the above multiples to the indicated financial and operational metrics, JPMorgan
calculated implied equity values per share of our stock for each. Based on the public market comparables
analysis for Cascade using I/B/E/S estimates for Cascade, the implied equity value per share ranged from a
low of $17.00 to a high of $25.50, rounded to the nearest quarter. Similarly, our implied equity value
per share range based on management estimates ranged from $19.25 to $26.75, rounded to the nearest
quarter. JPMorgan noted that the merger consideration of $26.50 per share is at the high end of this range
of calculated values.

Precedent Transaction Analysis.  Using publicly available information, JPMorgan examined selected
precedent corporate transactions. JPMorgan calculated multiples for transaction value (equity purchase
price adjusted for debt and cash) to EBITDA for the target for the latest twelve-month period, or LTM, at
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the transaction announcement in each selected transaction. Among other factors, JPMorgan noted that the
merger and acquisition transaction environment varies over time because of macroeconomic conditions
such as fluctuations in interest rates, natural gas prices, equity markets and macroeconomic conditions
such as industry results and growth expectations.

The precedent transactions examined with respect to our valuation were as follows (acquirer/ target):

» Equitable Resources, Inc./Hope Gas, Inc. and Peoples Natural Gas Company (parent: Dominion
Resources, Inc.)

» National Grid USA (parent: National Grid plc)/New England Gas Company—Rhode Island gas
distribution business (parent: Southern Union Company)

¢ UGI Corporation/ PG Energy, Inc. (parent: Southern Union Company)
¢ Empire District Electric Company/ Missouri natural gas operations (parent: Aquila, Inc.)
* WPS Resources Corporation/Michigan and Minnesota natural gas operations (parent: Aquila, Inc.)

o IGS Utilites LLC, IGS Holdings LL.C and affiliates of ArcLight Capital Partners LLC/ West
Virginia natural gas operations of Monongahela Power Company (parent: Allegheny Energy, Inc.)

¢ AGL Resources, Inc./NUI Corporation
* Atmos Energy Corporation/TXU Gas Company (parent: TXU Corporation)

¢ Piedmont Natural Gas Company, Inc./North Carolina Natural Gas Corporation (parent: Progress
Energy, Inc.)

* ONEOK, Inc./ Texas gas distribution assets (parent: Southern Union Company)

JPMorgan reviewed the firm value to LTM EBITDA multiples obtained from these transactions and
applied its judgment to estimate valuation multiple reference ranges for Cascade. JPMorgan noted that
none of the selected precedent transactions is either identical or directly comparable to the proposed
transaction and that any analysis of selected precedent transactions necessarily involves complex
considerations and judgments concerning financial and operating characteristics and other factors that
could affect the acquisition values of the companies concerned. All multiple ranges were applied to our
EBITDA for the latest twelve-month period to March 31, 2006.

The table below includes reference multiple ranges selected by JPMorgan based on a review of the
precedent transaction multiples.

Implied value
Multiple range  _per Cascade share
Low High Low High

Firm value/LTM EBITDA. ......citi i enannns 8.5x 10.0x $23.00 $29.75

Based on the precedent transaction analysis, the implied per-share value of our common stock varied
from a low of $23.00 to a high of $29.75, rounded to the nearest quarter. JPMorgan noted that the merger
consideration of $26.50 per share falls within this range of calculated values.

Discounted Cash Flow Analysis. JPMorgan conducted a discounted cash flow analysis for the purpose
of determining an estimated range of implied equity value per share of our common stock. The discounted
cash flow analysis was based upon Cascade management’s business plan for the fiscal years 2006 through
2015, and additional assumptions from our management for the fiscal year 2015 and in perpetuity. The
discounted cash flow analysis assumed a valuation date of March 31, 2006. JPMorgan calculated the
unlevered free cash flows that we are expected to generate during fiscal years 2006 through 2015, based on
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our management’s business plan. JPMorgan calculated an implied range of terminal values for Cascade
using a range of perpetuity growth rates from 1.0% to 2.0% and a discount rate of 6.5%. The unlevered
free cash flows and the range of terminal values were then discounted to present value using the discount
rate of 6.5%. JPMorgan derived an approximate implied per share equity value reference range for
Cascade of $18.25 to $23.25, rounded to the nearest quarter. JPMorgan noted that the merger
consideration of $26.50 per share is higher than this range of calculated values.

Miscellaneous. JPMorgan is receiving a fee of $500,000 from us for the delivery of its fairness
opinion that will be credited against JPMorgan’s transaction fee of $4,750,000. We also paid JPMorgan
one-third of its transaction fee upon our entry of the merger agreement, and will pay to JPMorgan one-
third upon Cascade shareholder approval and one-third upon the consummation of the merger. In
addition, we have agreed to reimburse JPMorgan for its expenses incurred in connection with its services,
including the fees and disbursements of counsel, and will indemnify JPMorgan and its affiliates, their
respective directors, officers, agents and employees for certain liabilities. JPMorgan and its affiliates have
provided in the past, and may in the future provide, investment banking, commercial banking and other
financial services to Cascade and MDUR and have received customary fees for such services. JPMorgan’s
commercial bank affiliates are currently lenders to each of Cascade and MDUR, as well as certain
affiliates of MDUR. In addition, in the ordinary course of JPMorgan’s businesses, JPMorgan and its
affiliates may actively trade the debt and equity securities of Cascade and MDUR for its own account or
for the accounts of its customers and, accordingly, JPMorgan may at any time hold long or short positions
in such securities.

Regulatory Approvals

We are subject to regulation by the WUTC and OPUC. In addition, MDUR is subject to regulation by
the various state regulatory authorities in which it operates. It is a condition to the closing of the merger
that we and MDUR obtain final orders approving the merger from the WUTC, the OPUC, the North
Dakota Public Service Commission and the Minnesota Public Utilities Commission, and the receipt of a
final order from the WUTC relating to the rate case we filed in February 2006, in such a manner that such
approvals do not, in the aggregate, result in a material adverse effect (as defined in the merger agreement)
on Cascade. Cascade and MDUR intend to make the necessary filings with these regulatory authorities for
approval of the merger. In certain cases, private parties may seek to intervene in administrative
proceedings and challenge requested consents and approvals. In addition, the responsible state regulatory
authorities could deny these regulatory approvals, or impose conditions or restrictions on any consents or
approvals that they deem necessary or desirable under their regulations. There can be no assurance that we
will obtain all requested regulatory approvals, or that these approvals will satisfy the conditions set forth in
the merger agreement.

The HSR Act provides that transactions such as the merger may not be completed until certain
information has been submitted to the Federal Trade Commission and the Antitrust Division of the
U.S. Department of Justice and specified waiting period requirements have been satisfied. At any time
before or after consummation of the merger, the Antitrust Division of the Department of Justice or the
Federal Trade Commission may challenge the merger on antitrust grounds. Private parties could take
antitrust action under the antitrust laws, including seeking an injunction prohibiting or delaying the
merger, divestiture or damages under certain circumstances. Additionally, at any time before or after
consummation of the merger, notwithstanding the expiration or termination of the applicable waiting
period, any state could take action under its antitrust laws as it deems necessary or desirable in the public
interest. There can be no assurance that a challenge to the merger will not be made or that, if a challenge is
made, we will prevail.
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We are currently in the process of preparing applications and other filings for these approvals. Except
as noted above, we are unaware of any other material federal, state or foreign regulatory requirements or
approvals required for the execution of the merger agreement or completion of the merger.

Interests of Our Directors and Executive Officers in the Merger

In considering the recommendation of our board of directors, you should be aware that our executive
officers and directors may have interests in the transaction that are different from, and/or may be in
addition to, the interests of our shareholders generally. These interests may present the directors and
executive officers with actual or potential conflicts of interests, and these interests, to the extent material,
are described below:

e our President and Chief Executive Officer holds 5,000 shares of restricted stock, scheduled to vest
in March 2007. Pursuant to the merger agreement, at the effective time of the merger all remaining
restrictions with respect to these shares of restricted stock will expire and these shares will be fully
vested and will be treated as shares of our common stock in the merger;

e certain executive officers are parties to employment and change-in-control agreements with
Cascade that may entitle them to cash payments and other benefits following the consummation of
the merger;

¢ certain executive officers are participants in non-qualified retirement plans that may entitle them to
vesting of benefits or enhanced benefits following the completion of the merger;

¢ certain executive officers receive long-term incentive awards containing change of control
provisions that will result in them receiving the cash value of their awards upon the consummation
of the merger; and

¢ the merger agreement provides for indemnification for our directors and executive officers with
respect to any claims or liabilities arising out of their positions with Cascade prior to the merger and
for the maintenance of directors’ and officers’ liability insurance covering our directors and
executive officers for a period of six years following the merger.

Our board of directors was aware of these different and/or additional interests and considered them,
among other matters, in the board’s evaluation and negotiation of the merger agreement and concluded
that, in light of the terms of the merger, the interests of our shareholders and the fact that the
arrangements giving rise to these interests were reasonable, the merger agreement is in the best interest of
our shareholders. In addition, we note that the members of our board of directors are independent of and
have no economic interest or expectancy of an economic interest in MDUR or its affiliates, and will not
retain an economic interest in the surviving corporation or MDUR following the merger.

Restricted Stock

Our President and Chief Executive Officer currently holds 5,000 shares of our restricted stock,
scheduled to vest in March 2007. We currently anticipate completing the merger in mid-2007, after the
vesting date for such shares. However, if the merger is completed prior to the vesting date, then at the
effective time of the merger all remaining restrictions with respect to these shares of restricted stock will
expire and these shares will be fully vested and will be treated as shares of our common stock in the
merger.

Employment and Change in Control Agreements

The merger will constitute a change of control for purposes of employment agreements and severance
agreements that we have executed with our executive officers, which are described below. All agreements
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are limited such that no payments will be made if they would constitute excess parachute payments within
the meaning of Section 280G of the Internal Revenue Code.

David Stevens. Our employment agreement with Mr. Stevens provides that if Mr. Stevens terminates
his employment within one year following a change of control (as defined in the agreement), he will
receive a payment equal to: (a) his accrued but unpaid base salary and accrued vacation pay through the
termination date; (b) any unpaid annual incentive compensation earned but not paid in the previous year;
(c) any amounts otherwise payable to him under the terms of our benefit plans and programs in which he is
a participant, at the time such payments are due, including the Executive Deferred Compensation Plan
described below; (d) 0.75 times his covered compensation; and (e) subject to his compliance with release,
confidentiality and non-competition provisions of the employment agreement, 1.25 times his covered
compensation as a non-compete payment. “Covered compensation” is defined as the sum of:

(1) Mr. Stevens’s annualized base salary and (2) the average of the annual incentive compensation he was
paid in the first two fiscal years prior to the fiscal year in which his termination occurs (if two fiscal years
have not been completed, the annual incentive compensation equals the entire potential cash incentive
compensation payment payable to Mr. Stevens for the year the termination occurs, if between two and five
fiscal years have passed, the annual incentive compensation in the prior two years is used to calculate the
payment, but in no case will this amount ever be less than 50% of the potential annual incentive
compensation). We also agreed to pay for life insurance and welfare benefits for Mr. Stevens and his
immediate family for a period of 18 months after termination.

Rick Davis. Our employment agreement with Mr. Davis provides that if Mr. Davis terminates his
employment within one year following a change of control, he will receive a payment equal to: (a) his
accrued but unpaid base salary and accrued vacation pay through the date of termination; (b) any unpaid
annual incentive compensation earned but not paid in the previous year; (c) any amounts otherwise
payable to him under the terms of our benefit plans and programs in which he is a participant, at the time
such payments are due, including the Executive Deferred Compensation Plan described below;

(d) 0.50 times his covered compensation; and (e) subject to compliance with release, confidentiality and
non-competition provisions of the employment agreement, 0.50 times his covered compensation as a
non-compete payment. “Covered compensation” is defined as the sum of: (1) Mr. Davis’s annualized base
salary and (2) the average of the annual incentive compensation paid in the first two fiscal years prior to
the fiscal year in which his termination occurs (if two fiscal years have not been completed, the annual
incentive compensation shall be equivalent to 50% of the potential cash incentive compensation payment
payable for the year the termination occurs). We also agreed to pay for life insurance and welfare benefits
for Mr. Davis and his immediate family for a period of 12 months after termination.

Other Executive Officers. Our agreements with our other executive officers provide that if the
officer’s employment terminates either (a) by Cascade for any reason other than the officer’s death,
disability, retirement or for cause (as defined in the applicable agreement), or (b) by the officer for good
reason (as defined in the agreement) within 36 months after a change in control, then we must pay the
following amounts: (1) the officer’s full base salary through the termination date at the higher of (i) the
rate in effect on the date the change in control occurs, or (ii) the rate in effect as of the time of such
termination; (2) in lieu of any other severance benefits to which such officer may be entitled for periods
subsequent to the termination date, an amount payable in a single lump sum equal to the product of
(X) the sum of his or her annual base salary, at the rate in effect on the date the change in control occurs,
plus any average annual incentive compensation paid in respect of the two fiscal years prior to the fiscal
year in which the change in control occurs, multiplied by (Y) either 2 or 3 for each officer as specified in
their individual agreements (subject to adjustment); and (3) all legal fees and expenses incurred by the
officer as a result of such termination (including any fees and expenses incurred in contesting or disputing
any such termination or in seeking to obtain or enforce any right or benefit provided by the agreement).
Unless the officer dies or his or her employment is terminated by Cascade for cause, or by the officer other
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than for good reason, we will maintain in full force and effect for one year after the termination date all
health, medical, disability, and life insurance benefit plans or arrangements in which the officer was
entitled to participate immediately prior to the termination date unless he or she becomes eligible to
participate in a benefit plan, program, or arrangement of another employer which confers substantially
similar benefits upon the officer. If the officer’s employment is terminated on account of death, or by
Cascade for cause, or by him or her other than for good reason, we must pay such officer his or her full
base salary through the termination date at the rate in effect as of the time of such termination.

Benefit Plans

The merger will constitute a change of control for purposes of benefit plans described below, as a
result of which certain of our executive officers will receive additional benefits. Each plan is limited such
that no payments shall be made if they would constitute excess parachute payments within the meaning of
Section 280G of the Internal Revenue Code.

Executive Supplemental Retirement Income Plan. Messrs. Stoltz and Haug are fully vested
participants in our Executive Supplemental Retirement Income Plan, or SERP. Mr. Rosok is also a
participant in the SERP, but is not fully vested. The SERP provides that Mr. Rosok’s benefits will become
vested upon a change of control. Messrs. Stoltz, Haug and Rosok are also parties to employment
agreements with Cascade as described under “—Employment and Change in Control Agreements—Other
Executive Officers” above. However, their employment agreements terminate (other than provisions
related to the payment of legal fees and expenses incurred by the officer as a result of such termination and
the maintenance for one year after the termination date all health, medical, disability, and life insurance
benefit plans or arrangements for the officer) when their benefits under the SERP become fully vested.
The SERP provides that that if we terminate the officer’s employment for any reason other than disability
or death, or the officer terminates his or her employment for good reason (as defined in the plan), in each
case within 36 months after a change in control, the officer is generally entitled to receive (a) an amount
equal to 70% of the officer’s final monthly compensation (as defined in the SERP) commencing on the
first day of the month following the later of the officer’s 55th birthday or the date on which the officer’s
employment terminates and ending with the earlier of the officer’s death or the payment for the month in
which the officer’s 65th birthday occurs; plus (b) an amount for the officer’s lifetime commencing upon the
first day of the month following the later of the officer’s 65th birthday or the date on which the officer’s
employment terminates and equal to 70% of the officer’s final monthly compensation, less certain
specified amounts.

Executive Deferred Compensation Plan. Messrts. Stevens and Davis are participants in our Executive
Deferred Compensation Plan. The plan provides that all participants’ accounts will vest upon a change of
control, with payment on the first day of the calendar months starting 45 days after a change in control. No
contributions have been credited under this plan to Messrs. Stevens or Davis as of the date of this proxy
statement; however, contributions are scheduled to be made in September 2006. The scheduled
contribution amounts for Messrs. Stevens and Davis for September 2006 are $21,000 and $33,600,
respectively.

Long-Term Incentive Awards

Pursuant to our Long Term Incentive Plan, Mr. Stevens and Mr. Davis have been granted long term
incentive awards pursuant to which they may receive shares of our common stock, depending on our
performance in terms of return on equity compared to a peer group during a specified period. Mr. Stevens
has been granted awards to receive up to 9,100 and 6,820 shares of common stock after the three year
periods ending June 30, 2008 and June 30, 2009, respectively. Mr. Davis has been granted awards to
receive up to 5,650 and 4,075 shares of common stock after the three year periods ending June 30, 2008
and June 30, 2009, respectively. Future awards grants will be determined as set forth in the plan, consistent
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with their employment agreements. The consummation of the merger will constitute a change in control
under the long term incentive award agreements. As a result, Mr. Stevens and Mr. Davis will be entitled to
receive the cash value of the total number of shares that may be awarded and any applicable dividends.

Indemnification and Insurance

MDUR has agreed to indemnify, to the same extent as provided in our articles of incorporation and
bylaws and other indemnification agreements, each of our present and former directors and officers
against all expenses, losses and liabilities incurred in connection with any claim, proceeding or
investigation arising out of any act or omission in their capacity as an officer or director occurring on or
before the effective time of the merger.

In addition, the merger agreement requires that MDUR maintain in effect, for a period of six years
after the effective time of the merger, directors’ and officers’ liability insurance with an insurer
substantially comparable to the insurer under Cascade’s current policy of at least the same coverage and
amounts, containing terms and conditions no less favorable to the insured.

Financing; Source of Funds

The merger is not conditioned upon MDUR obtaining financing. In the merger agreement, MDUR
has represented to Cascade that it has all funds necessary to deliver the merger consideration and satisfy
all of its obligations hereunder.

MDUR Board of Directors and Shareholder Approvals

MDUR’s board of director approved the merger agreement and the transactions contemplated by the
merger agreement prior to the execution of the merger agreement. No vote or other consent of MDUR’s
shareholders is required to approve the merger agreement or the transactions contemplated thereby.

Material U.S. Federal Income Tax Consequences

The following discusses, subject to the limitations stated below, the material U.S. federal income tax
consequences of the merger to U.S. holders of our common stock whose shares of our common stock are
converted into the right to receive cash in the merger (whether upon the receipt of the merger
consideration or pursuant to the proper exercise of dissenters’ rights). Non-U.S. holders of our common
stock may have different tax consequences than those described below and are urged to consult their tax
advisors regarding the tax treatment to them under U.S. and non-U.S. tax laws. We base this summary on
the provisions of the Internal Revenue Code of 1986, as amended (the “Code”), applicable current and
proposed U.S. Treasury Regulations, judicial authority, and administrative rulings and practice, all of
which are subject to change, possibly on a retroactive basis.

For purposes of this discussion, we use the term “U.S. holder” to mean a beneficial owner of our
common stock that is:

e acitizen or individual resident of the U.S. for U.S. federal income tax purposes;

e corporation, or other entity taxable as a corporation for U.S. federal income tax purposes, created
or organized in or under the laws of the U.S. or any State or the District of Columbia;

e atrustif it (a) is subject to the primary supervision of a court within the U.S. and one or more U.S.
persons have the authority to control all substantial decisions of the trust or (b) has a valid election
in effect under applicable U.S. Treasury Regulations to be treated as a U.S. person; or

¢ an estate the income of which is subject to U.S. federal income tax regardless of its source.
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The U.S. federal income taxes of a partner in a partnership holding our common stock will depend on
the status of the partner and the activities of the partnership. We urge partners in a partnership holding
shares of our common stock to consult their own tax advisors.

This discussion assumes that you hold the shares of our common stock as a capital asset within the
meaning of Section 1221 of the Code (generally, property held for investment). This discussion does not
address all aspects of U.S. federal income tax that may be relevant to you in light of your particular
circumstances, or that may apply to you if you are subject to special treatment under the U.S. federal
income tax laws (including, for example, insurance companies, dealers in securities or foreign currencies,
tax-exempt organizations, financial institutions, mutual funds, partnerships or other pass through entities
for U.S. federal income tax purposes, non-U.S. persons, shareholders who hold shares of our common
stock as part of a hedge, straddle, constructive sale or conversion transaction, shareholders who acquired
their shares of our common stock through the exercise of employee stock options or other compensation
arrangements or shareholders who hold (actually or constructively) an equity interest in the surviving
corporation after the merger). In addition, except as specifically provided below, the discussion does not
address any tax considerations under state, local or non-U.S. laws or U.S. federal laws other than those
pertaining to the U.S. federal income tax that may apply to you.

We urge you to consult your own tax advisor to determine the particular tax consequences to you,
including the application and effect of any state, local or non U.S. income and other tax laws, of the
receipt of cash in exchange for our common stock pursuant to the merger.

The receipt of cash in the merger (whether as merger consideration or pursuant to the proper exercise
of dissenters’ rights) by U.S. holders of our common stock will be a taxable transaction for U.S. federal
income tax purposes (and may also be a taxable transaction under applicable state, local and foreign tax
laws). For U.S. federal income tax purposes, a U.S. holder of our common stock will recognize gain or loss
equal to the difference between:

» the amount of cash received in exchange for such common stock; and
e the U.S. holder’s adjusted tax basis in such common stock.

Such gain or loss will be capital gain or loss. If the holding period in our common stock surrendered in
the merger is greater than one year as of the date of the merger, the gain or loss will be long-term capital
gain or loss. The deductibility of a capital loss recognized on the exchange is subject to limitations under
the Code. Certain U.S. holders, including individuals, are eligible for preferential rates of U.S. federal
income tax in respect of long-term capital gains. Short term capital gains rates are taxed at ordinary income
rates. If you acquired different blocks of our common stock at different times and different prices, you
must calculate your gain or loss and determine your adjusted tax basis and holding period separately with
respect to each block of our common stock.

Under the Code, as a U.S. holder of our common stock, you may be subject to information reporting
on the cash received in the merger unless an exemption applies. Backup withholding may also apply
(currently at a rate of 28%) with respect to the amount of cash received in the merger, unless you provide
proof of an applicable exemption or a correct taxpayer identification number, and otherwise comply with
the applicable requirements of the backup withholding rules. Backup withholding is not an additional tax
and any amounts withheld under the backup withholding rules may be credited against your U.S. federal
income tax liability, if any, provided that you furnish the required information to the Internal Revenue
Service in a timely manner. We urge each U.S. holder to consult its own tax advisor as to the qualifications
for exemption from backup withholding and the procedures for obtaining such exemption.
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THE MERGER AGREEMENT

The summary of the material terms of the merger agreement below and elsewhere in this proxy statement is
qualified in its entirety by reference to the merger agreement, a copy of which is attached to this proxy statement
as Annex A and which we incorporate by reference into this document. This summary may not contain all of the
information about the merger agreement that is important to you. We encourage you to read carefully the merger
agreement in its entirety.

Effective Time

The effective time of the merger will be the later of (a) the date of filing of properly executed Articles
of Merger relating to the Merger with the Secretary of State of Washington in accordance with the
Washington Business Corporation Act, or WBCA, and (b) such other time as we agree with MDUR and
set forth in the Articles of Merger. The closing date will occur on a date following the satisfaction or waiver
of all of the conditions set forth in the merger agreement other than conditions which, by their terms, must
be satisfied at the closing.

Structure of the Merger

At the effective time of the merger, Merger Sub will be merged with and into Cascade. Following the
effective time of the Merger, the separate corporate existence of Merger Sub will cease and Cascade will
continue as the surviving corporation as a wholly-owned subsidiary of MDUR. All of Cascade’s and
Merger Sub’s properties, assets, rights, privileges, immunities, powers and purposes, and all of their
liabilities, obligations and penalties, will become those of the surviving corporation. Following the
completion of the merger, the common stock of Cascade will be delisted from the New York Stock
Exchange, deregistered under the Securities Exchange Act of 1934, as amended, and no longer publicly
traded.

Merger Consideration; Treatment Stock, Options and Stock Units

Common Stock

At the effective time of the merger, each share of our common stock issued and outstanding
immediately prior to the effective time of the merger will automatically be cancelled and converted into
the right to receive $26.50 in cash, without interest and less any applicable withholding taxes, except for
common stock that:

e has been reacquired by Cascade and is held as authorized but unissued common stock;
e is owned by any of our subsidiaries; or

* is owned by MDUR or any subsidiary of MDUR.

Restricted Stock

At the effective time of the merger, all remaining restrictions with respect to shares of our restricted
stock issued pursuant to our 1998 Stock Incentive Plan will expire and all of the restricted shares will be
fully vested and will be treated as common shares in the merger, provided that the amount payable in
respect of such shares will be reduced by all applicable federal, state and local taxes required to be
withheld.

Stock Options

In connection with the merger, all outstanding unvested options will vest, and upon delivery to
Cascade of a proper notice of exercise the shares of our common stock underlying these options will be
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treated as shares of our common stock in the merger, entitling the holder thereof to receive a cash
payment in an amount equal to the excess, if any, of the merger consideration received with respect to our
common stock over the exercise price of the options

Stock Units

Pursuant to the merger agreement, prior to the record date for this special meeting we took steps to
cause all outstanding stock units (as defined in our Director Stock Plan) held by our directors to be
cancelled and to be issued to each former holder of stock units a number of shares of our common stock
equal to number of stock units such director held, which will be treated as shares of our common stock in
the merger, in each case to be effective immediately prior to the Effective Time.

No Further Ownership Rights

After the effective time of the merger, each of our outstanding stock certificates for Cascade common
stock will represent only the right to receive the merger consideration. The merger consideration paid
upon surrender of each certificate will be paid in full satisfaction of all rights pertaining to the shares of
our common stock represented by that certificate.

Procedure for Receiving Merger Consideration

At or prior to the effective time of the merger, MDUR will deposit an amount of cash sufficient to pay
the aggregate merger consideration with a banking or other financial institution selected by MDUR and
reasonably satisfactory to Cascade, which we refer to as the payment agent. Promptly after the effective
time of the merger, the payment agent will mail a letter of transmittal and instructions to Cascade’s
shareholders. The letter of transmittal and instructions will tell you how to surrender your Cascade
common stock certificates in exchange for the merger consideration.

You should NOT return your stock certificates with the enclosed proxy card, and you should NOT
forward your stock certificates to the payment agent without a letter of transmittal.

You will not be entitled to receive the merger consideration until you surrender your Cascade
common stock certificate or certificates to the payment agent, together with a duly completed and
executed letter of transmittal and any other documents as the payment agent may require. The merger
consideration may be paid to a person other than the person in whose name the corresponding certificate
is registered if the certificate is properly endorsed or is otherwise in the proper form for transfer. In
addition, the person requesting payment must either pay any applicable stock transfer taxes or establish to
the reasonable satisfaction of the surviving corporation that such stock transfer taxes have been paid or are
not applicable.

No interest will be paid or will accrue on the cash payable upon surrender of the certificates. Each of
the payment agent, Cascade and MDUR will be entitled to deduct and withhold any applicable taxes from
the merger consideration and pay such withholding amount over to the appropriate taxing authority.

At the effective time of the merger, our share transfer books will be closed, and there will be no
further registration of transfers of outstanding shares of our common stock. If, after the effective time of
the merger, certificates are presented to the surviving corporation or the payment agent for transfer or any
other reason, they will be cancelled and exchanged for the merger consideration.

None of the payment agent, Cascade or MDUR will be liable to any person in respect of any amount
properly delivered or deliverable to a public official pursuant to any applicable abandoned property,
escheat or other similar law. Any portion of the merger consideration deposited with the payment agent
that remains undistributed to the holders of certificates evidencing shares of our common stock for 12
months after the effective time of the merger, will be delivered, upon demand, to MDUR. Holders of
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certificates who have not surrendered their certificates within one year after the effective time of the
merger may only look to MDUR or its agent for the payment of the merger consideration.

If you have lost a certificate, or if it has been stolen or destroyed, then you will be required to make an
affidavit of that fact before you will be entitled to receive the merger consideration. In addition, if required
by the surviving corporation, you will have to post a bond in a reasonable amount determined by the
surviving corporation or payment agent indemnifying the surviving corporation or payment agent against
any claims made against it with respect to the lost, stolen or destroyed certificate.

Representations and Warranties

The merger agreement contains representations and warranties that Cascade and MDUR made to
each other as of specific dates that are subject, in some cases, to specified exceptions and qualifications.
Cascade’s representations and warranties relate to, among other things:

e our and our subsidiaries’ proper organization, good standing and corporate power to operate our
businesses and enter into the merger agreement and to consummate the transactions contemplated
thereby;

e our capitalization, including in particular the number of shares of our common stock, preferred
stock, restricted stock and stock options outstanding;

e required consents and approvals of governmental entities as a result of the merger;

e the absence of any (a) conflict with or breach of, our organizational documents, applicable law or
certain agreements, or (b) creation of any lien as a result of entering into the merger agreement and
consummating the merger;

e our SEC filings since December 31, 2001 and the financial statements contained therein;

e the absence of certain changes and events since September 30, 2005, including the absence of a
material adverse effect;

e compliance with laws and possession of all licenses and permits necessary to carry on our business;
e tax matters;

» the absence of litigation or outstanding court orders against Cascade that would have a material
adverse effect;

» employment and labor matters affecting us, including matters relating to our employee benefit
plans;

e environmental costs and liabilities;

e real property owned and leased by Cascade and title to assets;
¢ hedging transactions;

e intellectual property; and

e certain material contracts.

For the purposes of the merger agreement, a “material adverse effect” with respect to Cascade means
any event, effect, change or development that, individually or in the aggregate with other events, effects,
changes or developments, is, or would reasonably be expected to be, material and adverse to the financial
condition, business, assets, liabilities, operations or results of operations of Cascade, or would reasonably
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be expected to have, a material and adverse effect on our ability to perform our obligations under the
merger agreement or to consummate the transactions contemplated by the merger agreement.

Notwithstanding the foregoing, none of the following, alone or in combination, are taken into account
in determining whether there has been or will be, a “material adverse effect” on Cascade:

» general economic, legal or regulatory conditions affecting the gas utility industry as a whole, except
to the extent that we are materially and adversely affected in a disproportionate manner as
compared to comparable gas utilities;

 the announcement of the execution of the merger agreement;

» our failure by to meet revenue or earnings predictions prepared by Cascade or equity analysts or
our receipt of any credit ratings downgrade (but not the facts or occurrences giving rise or
contributing to any such failure by to meet revenue or earnings predictions or credit ratings
downgrade);

» changes in laws, rules or regulations of any governmental entity affecting the energy market as a
whole except to the extent we are materially and adversely affected in a disproportionate manner as
compared to comparable participants in the energy market;

* any orders or decisions by the WUTC or the OPUC regarding Cascade or the transactions
contemplated by the merger agreement;

» any change in generally accepted accounting principles;

» any change in the price of our common stock (but not the facts or occurrences giving rise or
contributing to any such change in the price of our common stock);

* any outbreak or escalation of hostilities, terrorism or war, or the declaration by the United States of
a national emergency or war or the occurrence of any other calamity or crisis or natural disaster, in
each case that does not directly affect our assets or properties or the communities we serve;

e the effects of weather or other meteorological events; and
¢ the compliance with the terms of the merger agreement.

The merger agreement also contains customary representations and warranties made by MDUR and
Merger Sub that are subject, in some cases, to specified exceptions and qualifications. The representations
and warranties relate to, among other things:

e proper organization, good standing and corporate power to operate their businesses and enter into
the merger agreement and to consummate the transactions contemplated thereby;

e the absence of any (a) conflict with or breach of, their organizational documents, applicable law or
certain agreements, or (b) creation of any lien as a result of entering into the merger agreement and
consummating the merger;

e required consents and approvals of governmental entities as a result of the merger;

e the sufficiency of funds necessary to deliver the merger consideration and satisfy all of MDUR’s
obligations in the merger agreement;

* MDUR'’s SEC filings since December 31, 2001 and the financial statements contained therein; and

e the absence of litigation or outstanding court orders against MDUR or its subsidiaries that would
have a material adverse effect on MDUR.
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For the purposes of the merger agreement, a “material adverse effect” with respect to MDUR means
any event, effect, change or development that, individually or in the aggregate with other events, changes
or developments, has, or would reasonably expected to have, a material and adverse effect on the ability of
MDUR or Merger Sub to perform their obligations under the merger agreement or to consummate the
transactions contemplated by the merger agreement.

Organizational Documents

The articles of incorporation and bylaws of Cascade as in effect immediately prior to the effective time
of the merger will be the articles of incorporation and bylaws of the surviving corporation.

Directors and Officers of the Surviving Corporation

The directors and officers of Merger Sub immediately prior to the effective time of the merger will be
the directors and officers of the surviving corporation, until their respective successors have been duly
elected or appointed and qualified or until their earlier death, resignation or removal in accordance with
the surviving corporation’s articles of incorporation and bylaws and by applicable law.

Conduct of Business of Cascade Pending the Merger

Prior to the merger we have agreed, subject to certain specified exceptions, that we will conduct our
businesses in the ordinary course consistent with past practice and will use our reasonable best efforts to
protect and preserve our business organization intact, maintain in full force and effect our permits and
maintain our existing relations and goodwill with third parties. In addition, the merger agreement places
specific restrictions on our ability to, among other things:

¢ declare, set aside or pay any dividends except for regular quarterly cash dividends and distributions
on our common stock in accordance with our dividend policy, not to exceed $0.24 per share per
quarter;

e split, combine or reclassify any of our capital stock or issue or authorize the issuance of any other
securities in respect of, in lieu of or in substitution for our capital stock;

¢ purchase, redeem or otherwise acquire any of our securities, other than purchases of shares of
company common stock for issuance to participants in our DRIP and Employee Savings Plan;

e issue, sell or grant any of our securities, other than the issuance of common stock upon the exercise
or conversion of outstanding options, awards, or other compensation commitments, the reissuance
of shares of our common stock that have been purchased in accordance pursuant to our DRIP and
Employee Savings Plan and the annual issuance of an aggregate of 8,000 shares of our common
stock in accordance with our 2000 Director Stock Award Plan;

» amend our articles of incorporation or bylaws;

e acquire or agree to acquire any business, entity or assets other than in the ordinary course of
business consistent with past practice or pursuant to planned capital expenditures;

* except as required by law or by our current benefit plans, compensation commitments or collective
bargaining agreements, (a) grant any increase in compensation or benefits or new incentive
compensation grants except in the ordinary course of business consistent with past practice,
provided that such increases, in the aggregate, do not result in an increase of more than 5% when
compared to the prior year, (b) grant any increase in severance, pay to stay or termination pay
except to the extent consistent with past practice and that, in the aggregate, does not result in a
material increase in benefits or compensation expenses, (c) enter into or amend any compensation
commitment or (d) establish, adopt, enter into or amend in any material respect any collective
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bargaining agreement or benefit plan; except that we may make available to newly hired officers, or
employees hired to fill existing positions or up to ten newly created positions, or in the context of
promotions in the ordinary course of business consistent with past practice, any benefits and
compensation arrangements (excluding equity grants) that have, consistent with past practice, been
made available to newly hired or promoted officers or employees;

* make any material change in accounting methods, principles or practices except as required by
GAAP, by regulatory authorities of competent jurisdiction or by law;

e sell, lease (as lessor), license or otherwise dispose of or subject to liens any material properties or
assets other than sales of excess or obsolete assets in the ordinary course of business consistent with
past practice;

e cxcept with respect to certain specified indebtedness, incur any indebtedness for borrowed money
or guarantee any such indebtedness of another person, other than in connection with any
refinancing on commercially reasonable terms any of our existing borrowings;

» make any capital expenditures, other than planned expenditures and expenditures to the extent
made or agreed to be made to ensure compliance with the rules or an order of any governmental
entity or to ensure compliance with the terms of any permit;

¢ enter into any gas supply agreement other than in the ordinary course of business consistent with
past practice;

e pay, discharge, settle, compromise or satisfy any material claims, liabilities, litigation or other
obligations, or waive, release or assign any material rights or claims, other than in the ordinary and
usual course of business consistent with past practice or, with respect to obligations reserved against
in our financial statements included in our SEC documents, in accordance with their terms;

¢ cnter into any hedging transactions other than in the ordinary course of business consistent with
past practice; or

» adopt a plan of complete or partial liquidation or a dissolution or resolutions providing for or
authorizing such a liquidation or a dissolution, restructuring, recapitalization or reorganization.

See also “—Regulatory Approval Process” and “—No Solicitation” below.

Conduct of Business by MDUR Pending the Merger

Prior to the merger MDUR has agreed to not acquire or agree to acquire any asset or to make any
investment in any person to the extent such agreement, acquisition or investment would reasonably be
expected to have a material adverse effect on the ability of MDUR or on Cascade to obtain, or to
materially delay, any required statutory approvals.

Regulatory Approval Process
WUTC and OPUC Regulatory Approvals

Cascade and MDUR have established a regulatory approval team, the chairperson of which was
designated by MDUR . The regulatory approval team is formulating the approach to be taken to obtaining
the required statutory approvals from the WUTC and the OPUC and coordinating filings for such
approvals. Each of Cascade and MDUR have agreed that they will, through the regulatory approval team,
keep the other apprised of the status of matters relating to completion of the transactions contemplated by
the merger agreement.
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Other Regulatory Approvals

Under the merger agreement MDUR is responsible for formulating the approach to be taken on all
required approvals from governmental entities other than the WUTC and OPUC; provided, however, that
MDUR must (a) regularly consult with us regarding such approvals and (b) not agree to any terms or
conditions contained in such approvals without our prior written consent, which may not be unreasonably
withheld. Cascade and MDUR have agreed to cooperate and use reasonable best efforts to obtain the
approvals listed above and all other required regulatory approvals, including under the HSR Act.

Cascade’s Pending Rate Case

The merger agreement provides that we will be solely responsible with respect to all matters related to
our rate case currently pending with the WUTC. However, we have agreed to (a) regularly consult with
MDUR, (b) promptly furnish MDUR with copies of notice or other material communications we receive
from any third party with respect to the rate case, (c) provide MDUR with copies of any materials to be
provided to the WUTC with respect to the rate case and (d) not settle or compromise all or any portion of
the rate case without MDUR's prior written consent, which may not be unreasonably withheld.

No Solicitation

We have agreed that we will not, directly or indirectly, (a) solicit, initiate or knowingly encourage or
facilitate any inquiries regarding, or the making of any proposal which constitutes or that may reasonably
be expected to lead to, any Takeover Proposal (defined below), (b) enter into any letter of intent or
agreement related to any Takeover Proposal or (c) participate in any discussions or negotiations regarding,
or that may reasonably be expected to lead to, any Takeover Proposal.

However, if prior to the receipt of the Cascade shareholder approval we receive an unsolicited, bona
fide written Takeover Proposal that in the good faith judgment of our board of directors constitutes, or is
reasonably likely to constitute, a Superior Proposal (defined below) and our board of directors determines
in good faith, after consultation with outside counsel, that the failure to take any of the actions in described
in the bullets below with respect to such Takeover Proposal would be reasonably likely to result in a breach
of its fiduciary duties, we may:

 furnish information with respect to ourselves to any such person pursuant to a confidentiality
agreement;

e participate in discussions with such person regarding such Superior Proposal; and

e enter into, approve or recommend any agreement relating to any Takeover Proposal or Superior
Proposal;

if, prior to furnishing such information to such third person, we provide at least two business days notice to
MDUR and we otherwise continue to comply with our obligations described herein.

A “Takeover Proposal” means any proposal or offer that contemplates, or could reasonably be
expected to lead to, a proposal or offer relating to any direct or indirect acquisition or purchase of 10% or
more of our assets (other than a proposal to acquire or purchase the building in which our principal
executive offices are located) or 10% or more of the voting power of our capital stock, any tender offer or
exchange offer that if consummated would result in any person beneficially owning 10% or more of the
voting power of our capital stock, or any merger, consolidation, business combination, recapitalization,
liquidation, dissolution or similar transaction involving Cascade, as a result of which a third party would
acquire 10% or more of the voting power of our capital stock. “Superior Proposal” means any bona fide
written offer to acquire, directly or indirectly, for cash and/or securities, more than 50% of the voting
power of our capital stock or all or substantially all of our assets and otherwise on terms which our board
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determines in good faith (after consultation with financial and other advisors) to be more favorable to our
shareholders than the merger with MDUR, and which is reasonably capable of being completed on the
terms proposed.

Except as contemplated above and otherwise in the merger agreement, our board of directors may

not:

withdraw, qualify or modify, in a manner adverse to MDUR, the approval by our board of directors
of the merger agreement and the transactions contemplated hereby or the recommendation by our
board of directors of the merger agreement;

approve or recommend any Takeover Proposal; or

authorize or permit Cascade to enter into any acquisition agreement.

Conditions to the Merger

The obligations of both Cascade and MDUR to complete the merger are subject to the following
mutual conditions:

receipt of Cascade shareholder approval;

the receipt of final orders approving the merger from the WUTC, the OPUC, the North Dakota
Public Service Commission and the Minnesota Public Utilities Commission, and the receipt of a
final order from the WUTC relating to the rate case we filed in February 2006, in such a manner
that such approvals do not, in the aggregate, result in a material adverse effect on Cascade;

the expiration or termination of the waiting period (and any extension thereof) applicable to the
consummation of the merger under the HSR Act;

the absence of any law, judgment, injunction or other order by a governmental entity that restrains,
enjoins or otherwise prohibits consummation of the merger or the other transactions contemplated
by the merger agreement; and

the filing of all other notices, reports and other filings required to be made by Cascade or MDUR
with any governmental entity in connection with the merger agreement and the receipt of all
consents, registrations, approvals, permits and authorizations required to be obtained by Cascade or
MDUR from any governmental entity in connection with the merger agreement, except as would
not, in the aggregate, have a material adverse effect on Cascade or MDUR.

The obligations of Cascade to complete the merger are subject to the following additional conditions:

the truth and accuracy of the representations and warranties made by MDUR and Merger Sub in
the merger agreement: (a) in all respects with respect to those matters qualified by materiality and
(b) in all material respects with respect to those matters not qualified by materiality;

performance of all material obligations and compliance in all material respects by MDUR and
Merger Sub in respect to all of their agreements and covenants under the merger agreement;

the absence of any event, effect, change or development that individually or in the aggregate with
other such events, effects, changes or developments that has had, or would reasonably be expected
to have, a material adverse effect on MDUR; and

receipt by MDUR of any consents or approvals required under any contract to which MDUR or
any of its subsidiaries is a party, except those contracts for which failure to obtain such consent or
approval would not, individually or in the aggregate, have a material adverse effect on MDUR.
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The obligations of MDUR and Merger Sub to complete the merger are subject to the following
additional conditions:

o the truth and accuracy of the representations and warranties made by Cascade in the merger
agreement: (a) in all respects with respect to those matters qualified by materiality, (b) in all
material respects with respect to those matters not qualified by materiality, except for certain tax
matters, and (c) in all respects with respect to certain tax matters except where the failure to be true
and correct would, in the aggregate, not have a material adverse effect on Cascade;

e performance of all material obligations and compliance in all material respects by Cascade in
respect to all of our agreements and covenants under the merger agreement;

e the absence of any event, effect, change or development that individually or in the aggregate with
other such events, effects, changes or developments that has had, or would reasonably be expected
to have a material adverse effect on Cascade; and

e our receipt of any consents or approvals required under any contract to which we or any of our
subsidiaries is a party, except those contracts for which failure to obtain such consent or approval
would not, individually or in the aggregate, have a material adverse effect on Cascade or, after the
merger, on MDUR.

Termination

The merger agreement may be terminated at any time before the effective time of the merger,
whether before or after our shareholder approval has been obtained, as follows:

e by mutual written consent of Cascade and MDUR;
e by either Cascade or MDUR if:

e a government authority has issued a final order denying the grant of a required statutory
approval, as a result of which certain closing conditions cannot be satisfied;

e any government authority has enacted, issued, promulgated or entered any law, judgment,
injunction or order or taken any other action which is a final order permanently enjoining,
restraining or otherwise prohibiting the transactions contemplated by the merger agreement;

e the merger has not been consummated by April 8, 2007; provided, however, that if all other
conditions to closing are satisfied except that the WUTC approval and the OPUC approval
have not been obtained, either Cascade or MDUR may extend such period by six months;

e our sharcholders do not approve the merger agreement at the special meeting; or

e the other party has breached any representation, warranty or covenant, or any representation
and warranty has become untrue, in each case such that certain closing conditions would not be
satisfied, and such breach is not curable or is not cured within 60 days;

e by MDURif:

e our board of directors has not recommended, or has withdrawn or qualified or modified in any
manner adverse to MDUR its recommendation of, the merger agreement or the merger;

» our board of directors has entered into a definitive agreement for or recommended any
Takeover Proposal;

¢ we have breached our obligations discussed under “—No Solicitation” in any material respect;
or
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e a tender offer or exchange offer for 50% or more of the outstanding shares of our capital stock
is commenced, and the our board of directors fails to recommend against acceptance of such
tender offer or exchange offer by our shareholders within ten days (including by taking no
position with respect to the acceptance of such tender offer or exchange offer); and

¢ by Cascade prior to obtaining shareholder approval if:

e our board of directors authorizes Cascade to enter into a definitive agreement concerning a
transaction that constitutes a Superior Proposal and we notify MDUR in writing, provided that
we may not enter into a definitive agreement until at least the sixth business day after we have
provided the notice to MDUR;

e MDUR does not make, within five business days of receipt of the our notification of our
intention to enter into a definitive agreement for a Superior Proposal, an offer that our board
of directors determines, in its reasonable good faith judgment after consultation with its
financial and other advisors, is at least as favorable to our shareholders as the Superior
Proposal; and

e prior to or concurrently with such termination we pay to MDUR $9 million.

Termination Fees and Expenses

Under the merger agreement each party will be responsible for paying the merger-related fees and
expenses as described under “—Fees and Expenses Generally” below. In addition, we will be required to
pay to MDUR a termination fee of $9 million in the following circumstances:

¢ if MDUR terminates the merger agreement because we have breached any representation,
warranty or covenant, or any representation and warranty has become untrue, in each case such that
certain specified closing conditions would not be satisfied, and such breach is not curable or is not
cured within 60 days, and

e at or prior to the termination date a Takeover Proposal, or the intention to make a Takeover
Proposal, has been publicly announced, commenced or otherwise communicated or made
known to our board of directors; and

e within 12 months after the termination date, we become a party to any definitive, binding
agreement with respect to a Takeover Proposal or consummate a transaction that would
constitute a Takeover Proposal;

e if MDUR terminates the merger agreement because:

e our board of directors has not recommended, or has withdrawn or qualified or modified in any
manner adverse to MDUR its recommendation of, the merger agreement or the merger;

¢ our board of directors has entered into a definitive agreement for or recommended any
Takeover Proposal;

» we have breached our obligations discussed under “—No Solicitation” in any material respect;
or

e a tender offer or exchange offer for 50% or more of the outstanding shares of our capital stock
is commenced, and the our board of directors fails to recommend against acceptance of such
tender offer or exchange offer by our shareholders within ten days (including by taking no
position with respect to the acceptance of such tender offer or exchange offer);

e if Cascade terminates the merger agreement prior to obtaining shareholder approval because:
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* our board of directors authorizes Cascade to enter into a definitive agreement concerning a
transaction that constitutes a Superior Proposal and we notify MDUR in writing; and

* MDUR does not make, within five business days of receipt of the our notification of our
intention to enter into a definitive agreement for a Superior Proposal, an offer that our board
of directors determines, in its reasonable good faith judgment after consultation with its
financial and other advisors, is at least as favorable to our shareholders as the Superior
Proposal; and

o if either Cascade or MDUR terminates the merger agreement because (a) a government authority
has issued a final order denying the grant of a required statutory approval, as a result of which
certain closing conditions cannot be satisfied (other than termination by reason of the issuance of a
final order by the North Dakota Public Service Commission or the Minnesota Public Utilities
Commission denying a required statutory approval); (b) a government authority has enacted,
issued, promulgated or entered any law, judgment, injunction or order or taken any other action
which is a final order permanently enjoining, restraining or otherwise prohibiting the transactions
contemplated by the merger agreement; (c) our shareholders do not approve the merger agreement
at the special meeting; or (d) the merger has not been consummated by April 8, 2007 (or at the end
of any applicable six-month extension period), and

e at or prior to the Termination Date a Takeover Proposal, or the intention to make a Takeover
Proposal, has been publicly announced, commenced or otherwise communicated or made
known to an executive officer or our board of directors; and

e within 12 months after the termination date, we become a party to a definitive, binding
agreement with respect to a Takeover Proposal or consummate a transaction that would
constitute a Takeover Proposal.

Fees and Expenses Generally

Except as provided in “—Termination Fees and Expenses,” all fees and expenses incurred in
connection with the merger, the merger agreement and the related transactions will be paid by the party
incurring such fees or expenses, whether or not the merger is consummated. However, Cascade and
MDUR will share equally up to $2,000,000 in the aggregate of:

o all fees and expenses (excluding fees and expenses of legal counsel and investment bankers)
incurred in preparing, printing, filing and mailing of the proxy materials; and

o if Cascade shareholder approval is obtained, all fees and expenses incurred by Cascade (including
fees and expenses of legal counsel, consultants, accountants and investment bankers but excluding
fees for our investment bankers) related to efforts to obtain our required statutory approvals,
including our pending rate case.

Amendment; Waiver

The merger agreement may be amended prior to the effective time of the merger by mutual
agreement of Cascade and MDUR. However, after the merger agreement has been adopted by our
shareholders, no amendment may be made to the merger agreement that requires, by law, further approval
of our shareholders unless such further approval is obtained. The merger agreement also provides that, at
any time prior to the effective time of the merger, either party may extend the time for the performance of
any obligations or other acts of the other party, waive any inaccuracies in the representations and
warranties of the other party or waive compliance with any agreement of the other party or any condition
to its own obligations contained in the merger agreement.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT

The following table shows certain information regarding the beneficial ownership, as of July 21, 2006,
of the Company’s Common Stock by (a) each director, the current Chief Executive Officer, the former
Chief Executive Officer, and the other four most highly paid executive officers of the Company and (b) all
current directors and executive officers as a group. The Company is not aware of any beneficial owner of
5% or more of the Common Stock. Except as otherwise indicated in the table, the Company believes the
beneficial owners of the shares listed below have sole investment and voting power with respect to the
shares.

Shares Subject
to Options
Exercisable
Number Within 60 Days of Percentage of
Name of Shares(1) July 21, 2006 Total Common Stock
ScottM.Boggs ......coovviiinninnnn.. 6,681 0 6,681 *
PitkkoH.Borland ..................... 5,500 0 5,500 *
Carl Burnham, Jr.(2) . ........ovvvennn. 18,170(3) 0 18,170(3) *
Thomas E.Cronin ...........ovvvvven.. 9,523 0 9,523 *
RickDavisie e avn semsse s semwssaus w5 5,000 0 5,000 *
David A Bdeter: .cu vowsnmas vis s wvan o 8,849(3) 0 8,849(3) *
Michael J. Gardner ............ccovuvnn. 2,745 1,000 3,745 *
W. Brian Matsuyama(4) ................ 34,494 0 34,494 *
LarryiL o PABDY coxn- i iimrsenan evn wanpns s 14,438 0 14,438 *
Brooks (5. RAEN ..uu vunas s s warsss s 26,948(3) 0 26,948(3) *
Larry C.ROSOK .. .oovviiiiiiiiinennnn 7,605 4,000 11,605 =
David W. Stevens. ............couvuns. 17,500(5) 0 17,500(5) *
JonT.Stoltz . ..ovviinin i 9,055 6,000 15,055 ¥
Douglas G. Thomas................... 5,173 0 5,173 "
All directors and executive officers as a
group (15 persons)(6) ................ 177,511(3)(5) 15,000 192,511(3)(5) 1.66%

* Less than one percent.
(1) Includes shares held in the Company’s Employee Retirement Savings Plan and Trust in the following

amounts:
Shares Held in
Name 401(k) Plan
Michael J. Gardner . .. ..o ottt ittt e 2,745
W. Brian Matsuyama ..........oiiniiiiiiiiiiirireiienai i, 11,215
D RO - ¢ i mni Sob i s T S et ok o A s 2,502
JOU LSO s mm von 505000 S e R S S R S S T A S T A § 6,264

(2) Includes 2,250 shares held in The Margaret Burnham Trust, a revocable trust of which Mr. Burnham
is the sole trustee and a potential beneficiary. Mr. Burnham disclaims beneficial ownership of these
shares except to the extent of his pecuniary interest therein.

(3) Includes 8,831, 1,296 and 576 stock units held by Messrs. Ederer, Ragen and Burnham, respectively,
pursuant to our 1991 and 2000 Director Stock Award Plans.

(4) Mr. Matsuyama resigned as the Company’s President and CEO and as Vice Chairman of the Board
effective March 31, 2005.

(5) Includes 5,000 shares of restricted stock granted under the 1998 Stock Incentive Plan.

(6) Includes shares beneficially owned by the current directors and named executive officers listed in the
table together with our other executive officers, Jim Haug and Julie Marshall.
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DISSENTERS’ RIGHTS

The following is a brief summary of the rights of holders of our common stock to dissent from the
merger and receive cash equal to the fair value of their Cascade common stock in the merger. This
summary is not exhaustive, and you should read the applicable sections of Chapter 23B.13 of the WBCA,
which is attached to this proxy statement as Annex C.

MDUR stockholders do not have dissenters’ rights in connection with the transactions contemplated
by the merger agreement.

If you wish to dissent from the merger, you should carefully review the text of Annex C, particularly
the procedural steps required to perfect dissenters’ rights, which are complex. You should also consult
your legal counsel. If you do not fully and precisely satisfy the procedural requirements of Washington law,
you will lose your dissenters’ rights.

Requirements for Exercising Dissenters’ Rights

Under Washington law, Cascade shareholders have the right to dissent from the merger and to receive
payment in cash for the fair value of their shares of Cascade common stock. To preserve your right if you
wish to exercise your statutory dissenters’ rights, you must:

e deliver to us, before the vote on the proposal to approve the merger agreement is taken at the
special meeting, notice of your intent to demand the fair value for your Cascade common stock if
the merger is consummated and becomes effective; and

» not vote your shares of Cascade common stock at the special meeting in favor of the proposal to
approve the merger agreement and the transactions contemplated by the merger agreement,
including the merger.

Merely voting against the merger agreement and the merger will not preserve your dissenters’ rights.
Chapter 23B.13 of the WBCA is reprinted in its entirety and attached to this proxy statement as Annex C.
Failure to precisely comply with all procedures required by Washington law will result in the loss of your
dissenters’ rights. If you do not satisfy each of the statutory requirements, you cannot exercise dissenters’
rights and you will be bound by the terms of the merger agreement.

Submitting a proxy card that does not direct how the Cascade common stock represented by that
proxy is to be voted will constitute a vote in favor of each of the proposals being presented to our
sharcholders at the special meeting and a waiver of your statutory dissenters’ rights. In addition, voting
against the proposal to approve the merger agreement will not satisfy the notice requirement referred to
above. You must deliver notice of the intent to exercise dissenters’ rights to us prior to the vote being taken
at the special meeting at: Cascade Natural Gas Corporation, 222 Fairview Avenue North, Seattle,
Washington, 98109, Attn: Corporate Secretary.

Dissenters’ Notice Procedure

Within ten days after the effective date of the proposed merger, we will deliver a notice to all
shareholders who have properly given notice under the dissenters’ rights provisions and have not voted in
favor of the merger agreement as described above. The notice will contain:

e the address where the demand for payment and certificates representing shares of Cascade
common stock must be sent and the date by which they must be received;

o any restrictions on transfer of uncertificated shares that will apply after the demand for payment is
received;
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» a form for demanding payment that states the date of the first announcement to the news media or
to shareholders of the proposed transactions and requires certification of the date the shareholder,
or the beneficial owner on whose behalf the shareholder dissents, acquired the Cascade common
stock or an interest in it;

» a date by which we must receive the payment demand; and
» a copy of the dissenters’ rights provisions of Washington law.

If you wish to assert dissenters’ rights, you must demand payment and deposit your Cascade stock
certificates within 30 days after the notice is given. If you fail to make demand for payment and deposit
your certificates within the 30-day period, you will lose the right to receive fair value for your shares under
the dissenters’ rights provisions, even if you delivered a timely notice of intent to demand payment.

Except as provided below, within 30 days of the later of the effective date of the merger or our receipt
of a valid demand for payment, we will remit to each dissenting shareholder who complied with the
requirements of Washington law the amount we estimate to be the fair value of the shareholder’s Cascade
common stock, plus accrued interest.

We will include the following information with the payment:
¢ financial data relating to Cascade;

e our estimate of the fair value of the shares and the accrued interest and a brief description of the
methods used to reach those estimates;

¢ an explanation of how the interest was calculated;

¢ astatement of the dissenter’s right to demand payment under Chapter 23B.13.280 of the WBCA;
» a copy of Chapter 23B.13 of the WBCA; and

 a brief description of the procedures to be followed in demanding supplemental payment.

For a dissenting shareholder who was not the beneficial owner of the shares of Cascade common stock
before July 9, 2006, under Chapter 23B.13.270 of the WBCA, we may withhold payment and instead send a
statement setting forth its estimate of the fair value of the shares and offering to pay such amount, with
interest, as a final settlement of the dissenting shareholder’s demand for payment. We will also send an
explanation of how we estimated the fair value of the shares and calculated the interest, and a statement of
the dissenter’s right to payment under Chapter 23B.13.280 of the WBCA.

If you are dissatisfied with your payment or offer, you may, within 30 days of the payment or offer for
payment, notify us of and demand payment of your estimate of the fair value of your shares and the
amount of interest due. If any dissenting shareholder’s demand for payment is not settled within 60 days
after our receipt of the payment demand, Section 23B.13.300 of the WBCA requires that we commence a
proceeding in King County Superior Court and petition the court to determine the fair value of the shares
and accrued interest, naming all the dissenting shareholders whose demands remain unsettled as parties to
the proceeding.

The court may appoint one or more appraisers to receive evidence and make recommendations to the
court as to the amount of the fair value of the shares. The fair value of the shares as determined by the
court is binding on all dissenting shareholders and may be less than, equal to or greater than the market
price of the nondissenting shareholders’ common stock. The dissenters have the same discovery rights as
parties in other civil proceedings. If the court determines that the fair value of the shares is in excess of any
amount remitted by us, then the court will enter a judgment for cash in favor of the dissenting shareholders
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in an amount by which the value determined by the court, plus interest, exceeds the amount previously
remitted.

The court will determine the costs and expenses of the court proceeding and assess them against
Cascade, except that the court may assess part or all of the costs against any dissenting shareholders whose
actions in demanding supplemental payments are found by the court to be arbitrary, vexatious or not in
good faith. If the court finds that we did not substantially comply with the relevant provisions of Sections
23B.13.200 through 23B.13.280 of the WBCA, the court may also assess against Cascade any fees and
expenses of attorneys or experts that the court deems equitable. The court may also assess those fees and
expenses against any party if the court finds that the party has acted arbitrarily, vexatiously or not in good
faith in bringing the proceedings. The court may award, in its discretion, fees and expenses of an attorney
for the dissenting shareholders out of the amount awarded to the shareholders, if it finds the services of the
attorney were of substantial benefit to the other dissenting shareholders and that those fees should not be
assessed against Cascade.

A shareholder of record may assert dissenters’ rights as to fewer than all of the shares registered in the
shareholder’s name only if he or she dissents with respect to all shares beneficially owned by any one
person and notifies us in writing of the name and address of each person on whose behalf he or she asserts
dissenters’ rights. The rights of the partial dissenting shareholder are determined as if the shares as to
which he or she dissents and his or her other shares were registered in the names of different sharcholders.
Beneficial owners of our common stock who desire to exercise dissenters’ rights themselves must obtain
and submit the registered owner’s consent at or before the time they deliver the notice of intent to demand
fair value.

For purposes of Washington law, “fair value” means the value of our common stock immediately
before the effective time of the merger, excluding any appreciation or depreciation in anticipation of the
merger, unless that exclusion would be inequitable. Under Section 23B.13.020 of the WBCA, a Cascade
shareholder has no right, at law or in equity, to set aside the approval and adoption of the merger or the
consummation of the merger except if the approval, adoption or consummation fails to comply with the
procedural requirements of Chapter 23B.13 of the WBCA, our articles of incorporation or by-laws, or was
fraudulent with respect to that shareholder or Cascade.

WHERE YOU CAN FIND ADDITIONAL INFORMATION

Cascade files annual, quarterly and current reports, proxy statements and other information with the
SEC. You may read and copy any reports, proxy statements or other information that we file with the SEC
at the following location of the SEC:

Public Reference Room
100 F Street, N.E.
Washington, D.C. 20549

Please call the SEC at 1-800-SEC-0330 for further information on the public reference room. You
may also obtain copies of this information by mail from the Public Reference Section of the SEC,
100 F Street, N.E., Washington, D.C. 20549, at prescribed rates. Cascade’s public filings are also available
to the public from document retrieval services and the Internet website maintained by the SEC at
WWW.SEC.Z0V.

Any person, including any beneficial owner, to whom this proxy statement is delivered may request
copies of reports, proxy statements or other information concerning us, without charge, by written or
telephonic request directed to us at Cascade Natural Gas Corporation, 222 Fairview Avenue N, Seattle,
Washington, 98109, Attention: Corporate Secretary. No persons have been authorized to give any
information or to make any representations other than those contained in this proxy statement and, if
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given or made, such information or representations must not be relied upon as having been authorized by
us or any other person. This proxy statement is dated September 20, 2006. You should not assume that the
information contained in this proxy statement is accurate as of any date other than that date, and the
mailing of this proxy statement to shareholders shall not create any implication to the contrary.

FUTURE SHAREHOLDER PROPOSALS

If the merger is consummated, we will not have public shareholders and there will be no public
participating in any future meetings of shareholders. However, as discussed above the regulatory approval
process could take into mid-2007. Accordingly if the merger is not completed, we will hold our 2007
Annual Meeting of shareholders. If such meeting is held, shareholder proposals submitted pursuant to
Rule 14a-8 under the Exchange Act for inclusion in our 2007 annual proxy statement should be sent to us
at 222 Fairview Avenue North, Seattle, WA 98109, Attention: Corporate Secretary, and we must receive
such proposals by September 13, 2006. All shareholder proposals must also meet the requirements set
forth in the rules and regulations of the SEC in order to be eligible for inclusion in our proxy statement for
our 2007 Annual Meeting of Shareholders.

For any proposal that is not submitted for inclusion in next year’s proxy statement (as described in the
preceding paragraph) but is instead sought to be presented directly at next year’s annual meeting, SEC
rules permit management to vote proxies in its discretion if (a) we receive notice of the proposal before the
close of business on November 27, 2006 and advise our shareholders in next year’s proxy statement about
the nature of the matter and how management intends to vote on such matter, or (b) we do not receive
notice of the proposal prior to the close of business on November 27, 2006.

We reserve the right to reject, rule out of order, or take other appropriate action with respect to any
proposal that does not comply with these and other applicable requirements

HOUSEHOLDING OF PROXY STATEMENT

Some banks, brokers and other nominee record holders may be participating in the practice of
“householding” proxy statements. This means that only one copy of our proxy statement may have been
sent to multiple shareholders in your household. We will promptly deliver a copy of the proxy statement to
you if you write or call us at the following address 222 Fairview Avenue North, Seattle, WA 98109,
Attention: Corporate Secretary, (206) 381-6711. If you would like to receive separate copies of annual
reports or proxy statements in the future, or if you are receiving multiple copies and would like to receive
only one copy for your household, you should contract your bank, broker or other nominee holder, or you
may contact us at the above address and phone number.
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AGREEMENT AND PLAN OF MERGER

This Agreement and Plan of Merger, is made and entered into as of July 8, 2006 (this “Agreement”), by
and among MDU RESOURCES GROUP, INC., a Delaware corporation (“Buyer”), FIREMOON
ACQUISITION, INC., a Washington corporation and a wholly-owned subsidiary of Buyer (“Merger Sub”),
and CASCADE NATURAL GAS CORPORATION, a Washington corporation (the “Company”).

WITNESSETH:

WHEREAS, the parties desire that Merger Sub be merged with and into the Company (the “Merger”)
pursuant to which the Company will become a wholly-owned Subsidiary of Buyer; and

WHEREAS, the respective Boards of Directors of Buyer, Merger Sub and the Company have
approved this Agreement and the Merger.

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and agreements
herein contained, and intending to be legally bound hereby, the parties hereto hereby agree as follows:

ARTICLEI
THE MERGER

Section 1.1 The Merger. Upon the terms and subject to the conditions hereof, and in accordance
with the Washington Business Corporation Act (the “WBCA”), Merger Sub will be merged with and into
the Company at the Effective Time. Following the Effective Time, the separate corporate existence of
Merger Sub will cease and the Company will continue as the surviving corporation (the “Surviving
Corporation”) and will succeed to and assume all the rights and obligations of Merger Sub and the
Company in accordance with the WBCA.

Section 1.2 Closing. The closing of the Merger will take place at 9:00 a.m. on a date mutually
agreed to by Buyer and the Company, which will be no later than the business day after satisfaction or
waiver of the conditions set forth in Article VII (the “Closing Date™), at the offices of Preston Gates & Ellis
LLP, Seattle, Washington, unless another date, time or place is agreed to in writing by Buyer and the
Company.

Section 1.3 Effective Time. The Merger will become effective (the “Effective Time”) upon the later
of (a) the date of filing of properly executed Articles of Merger (the “Articles of Merger”) relating to the
Merger with the Secretary of State of Washington in accordance with the WBCA, and (b) at such other
time as Buyer and the Company agree and set forth in the Articles of Merger.

Section 1.4 Effects of the Merger. The Merger will have the effects set forth in this Agreement and
in the WBCA.

Section 1.5  Articles of Incorporation and Bylaws; Officers and Directors.

(a) The Articles of Incorporation of the Company, as in effect immediately prior to the Effective
Time, will be the Articles of Incorporation of the Surviving Corporation until thereafter changed or
amended as provided therein and by applicable law.

(b) The bylaws of the Company, as in effect immediately prior to the Effective Time, will be the
bylaws of the Surviving Corporation until thereafter changed or amended as provided by the Surviving
Corporation’s Articles of Incorporation, bylaws and by applicable law.

(c) The directors and officers of Merger Sub immediately prior to the Effective Time will be the
directors and officers of the Surviving Corporation, until their respective successors have been duly elected
or appointed and qualified or until their earlier death, resignation or removal in accordance with the
Surviving Corporation’s Articles of Incorporation and bylaws and by applicable law.




ARTICLE Il
EFFECT OF THE MERGER; CONVERSION OF SHARES

Section 2.1 Effect on Company Stock. As of the Effective Time, by virtue of the Merger and
without any action on the part of any of Buyer or the Company or the holders of any securities thereof:

(a) Cancellation of Certain Shares. Each share of Common Stock, $1.00 par value per share, of the
Company (“Company Common Stock,”) that (i) has been reacquired by the Company and is held as
authorized but unissued Company Common Stock, (ii) is owned by any Subsidiary of the Company or
(iii) is owned by Buyer or any Subsidiary of Buyer, will automatically be cancelled and retired and will
cease to exist, and no consideration will be delivered in exchange therefor. “Subsidiary” of any Person
means another Person, an amount of the voting securities, other voting ownership or voting partnership
interests of which is sufficient to elect at least a majority of its Board of Directors or other governing body
(or, if there are no such voting interests, greater than 50% of the equity interests of which) is owned
directly or indirectly by such first Person.

(b) Conversion of Company Common Shares. Each share of Company Common Stock issued and
outstanding, including Company Stock Options deemed exercised pursuant to Section 2.2, (but not
Dissenting Shares and shares of Company Common Stock to be cancelled in accordance with
Section 2.1(a)) (the “Company Comrnon Shares”) will be converted into the right to receive $26.50 in cash,
without interest (the “Merger Consideration™) on the terms set forth in this Agreement. All such Company
Common Shares, when so converted, will no longer be outstanding and will automatically be cancelled and
retired, and each holder of a certificate representing any such Company Common Shares will cease to have
any rights with respect thereto, except the right to receive Merger Consideration without interest upon the
surrender of the proper documentary evidence to the Paying Agent in accordance with Section 2.4(c).

Section 2.2 Effect on Company Options and Other Company Securities; Suspension of DRIP and
Employee Savings Plans.

(a) Immediately prior to the Effective Time, contingent on consummation of the Closing, each
outstanding option to purchase Company Common Stock (a “Company Stock Option”) that is outstanding
immediately prior to the Effective Time pursuant to the Company’s 1998 Stock Incentive Plan (including
the Company’s 2000 Director Stock Award Plan (the “Director Stock Plan™)) (collectively, the “Company
Option Plan”) that is not vested, will immediately vest and become exercisable by the holder. If this
Agreement is terminated, all Company Stock Options that were otherwise unvested will revert to their
original status. The Company will exercise reasonable efforts to cause all holders of Company Stock
Options to either exercise such options or irrevocably waive his or her rights to do so. At the Effective
Time, each Company Stock Option with respect to which the holder has delivered to the Company a
proper exercise notice will be considered exercised. The Common Stock issuable in respect of such exercise
will be deemed issued without the necessity of issuing a stock certificate and will be treated as Company
Common Shares in the Merger. The Paying Agent, on Buyer’s behalf, will deduct the exercise price
payable in connection with the exercise of Company Stock Options from the Merger Consideration
otherwise payable in respect of the Company Common Shares deemed issued in respect of the exercised
option; it will not be necessary for holders of Company Stock Options to tender the exercise price. Any
Company Stock Options with respect to which the Payment Agent has not received notice of exercise
before termination of the Payment Fund will be cancelled.

(b) At the Effective Time, all remaining restrictions with respect to shares of Company restricted
stock issued pursuant to the Company Option Plan (the “Company Restricted Shares”) will expire and all of
the Company Restricted Shares will be fully vested and will be treated as Company Common Shares in the
Merger, provided, however, that the amount payable by the Paying Agent in respect of such Company
Common Shares shall be reduced by all applicable federal, state and local Taxes required to be withheld by
the Company or otherwise with respect thereto.
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(c) Prior to the record date for the Company Shareholders Meeting, the Company will take such
actions and enter into such agreements to cause (i) all outstanding Stock Units (as defined in the Director
Stock Plan) (the “Company Stock Units™) to be cancelled and (ii) to be issued to each holder of Company
Stock Units a number of Company Common Shares equal to number of Company Stock Units such Person
holds, which will be treated as Company Common Shares in the Merger, in each case to be effective
immediately prior to the Effective Time.

(d) Prior to the Effective Time, the Company will cause the Company’s Automatic Dividend
Reinvestment Plan (the “Company DRIP”) and all rights thereunder to be suspended immediately
following the Investment Date (as defined in the Company DRIP) ending immediately prior to the
Effective Time, with the effect of such suspension being that no offering period will commence or continue
under such plan during the period of such suspension.

(e) Prior to the Effective Time, the Company will cause the Company’s Employee Retirement
Savings Plan (2002 Restatement) (the “Company Employee Savings Plan” and, collectively with the
Company Option Plan and the Company DRIP, the “Company Stock Plans™), to be amended to suspend
investments in Qualifying Employer Securities (as defined therein) effective as of the last business day
prior to the Effective Time.

Section 2.3 Conversion of Merger Sub Common Shares. Each share of common stock, no par
value, of Merger Sub issued and outstanding immediately prior to the Effective Time will, by virtue of the
Merger and without any action on the part of the holder thereof, be converted into and exchangeable for
one (1) share of common stock of the Surviving Corporation and each certificate evidencing ownership of
any shares of common stock of Merger Sub shall evidence ownership of the same number of shares of
common stock of the Surviving Corporation.

Section 2.4 Payment Procedures.

(a) Payment Agent; Payment Fund. Not less than five business days prior to the Effective Time,
Buyer will authorize a banking or other financial institution selected by Buyer and reasonably satisfactory
to the Company to act as Payment Agent hereunder (the “Payment Agent”) with respect to the Merger. At
or prior to the Effective Time, Buyer will deposit, or will cause to be deposited, with the Payment Agent,
for the benefit of the holders of Company Common Shares, for exchange in accordance with this Article 11,
the aggregate Merger Consideration payable in connection with the Merger (the “Payment Fund”). Such
funds shall be invested by the Payment Agent as directed by the Surviving Corporation, provided that such
investments shall be in obligations of or guaranteed by the United States of America or any agency or
instrumentality thereof, in commercial paper obligations rated A-1 or P-1 or better by Moody’s Investors
Services, Inc. or Standard & Poor’s Corporation, respectively, or in certificates of deposits, bank
repurchase agreements or banker’s acceptances of commercial banks with capital exceeding $500,000,000;
provided however that (i) none of the foregoing will affect Buyer’s obligation to pay the Merger
Consideration as set forth in this Section 2.4 and (ii) Buyer and the Surviving Corporation will promptly
replace any losses relating to the aggregate Merger Consideration. Any net profit resulting from, or
interest or income produced by, such investments will be payable to Buyer. The Payment Agent will,
pursuant to irrevocable instructions of the Buyer, deliver the applicable Merger Consideration pursuant to
this Article II out of the Payment Fund. At or prior to the Effective Time, the Company will provide to the
Payment Agent a certified ledger setting forth the names and amounts held by the holders of all Company
Stock Options. The Payment Fund will not be used for any purpose other than as set forth in this
Section 2.4(a).

(b) Instructions. Promptly after the Effective Time, the Surviving Corporation will cause the
Payment Agent to mail to each holder of record of Company Common Shares (i) a letter of transmittal
(which will specify that delivery will be effected, and risk of loss and title to the Certificates will pass, only
upon delivery of the Certificates to the Payment Agent and will be in a form and have such other



provisions as Buyer may specify and that are acceptable to the Company) and (ii) instructions for use in
effecting the surrender of the Certificates and shares that are held in book-entry form (“Book-Entry
Shares™) in exchange for the consideration contemplated hereby, if not previously surrendered.
“Certificate” means a stock certificate representing the applicable holder’s Company Common Shares or, in
the case of Company Stock Options exercised for Company Common Shares pursuant to Section 2.2, the
holder’s applicable stock option agreement together with the proper executed exercise notice.

(c) Procedures. Upon surrender of a Certificate for cancellation to the Payment Agent, together
with such letter of transmittal, duly executed, and such other documents as may reasonably be required by
the Payment Agent, the holder of such Certificate or Book-Entry Shares will be entitled to receive in
exchange therefor the Merger Consideration that such holder has the right to receive in respect of the
Certificate or Book-Entry Shares surrendered pursuant to the provisions of this Article II, after giving
effect to any required withholding Tax. In the event of a transfer of ownership of Company Common
Shares that is not registered in the Company’s transfer records, a check for the Merger Consideration to be
paid pursuant to this Section 2.4, if applicable, may be issued to such a transferee if such Certificate or
Book-Entry Shares are properly endorsed (as applicable) or otherwise be in proper form for transfer and
the transferee will pay any transfer or other Taxes required by reason of the payment to any person,
employee, individual, corporation, limited liability company, partnership, trust, or any other non-
governmental entity (including any foreign entity) or any governmental or regulatory authority or body
(including any foreign entity) (each a “Person”), other than the registered holder of such Certificate or
Book-Entry Shares, or establish to the satisfaction of the Surviving Corporation that such Tax has been
paid or is not applicable.

(d) Tax Withholding. Each of the Surviving Corporation, Buyer, Merger Sub and the Payment
Agent will be entitled to deduct and withhold from the consideration otherwise payable pursuant to this
Agreement (without duplication) such amounts as it is required to deduct and withhold with respect to the
making of such payment under the Internal Revenue Code of 1986, as amended (the “Code™) or under any
provision of state, local or foreign Tax law and to pay such amounts to the applicable taxing authority. To
the extent that amounts are so withheld by the Surviving Corporation, Buyer, Merger Sub or the Payment
Agent, as the case may be, such withheld amounts will be treated for all purposes of this Agreement as
having been paid to the Person in respect of which such deduction and withholding was made. “Tax”
means: (i) any federal, state, local or foreign net income, gross income, gross receipts, windfall profit,
severance, property, production, sales, use, license, excise, franchise, employment, payroll, estimated,
withholding, alternative or add-on minimum, ad valorem, value-added, transfer, stamp, or environmental
(including taxes under Section 59A of the Code) tax, or any other tax, custom, duty, governmental fee or
other like assessment or charge of any kind whatsoever, together with any interest or penalty, addition to
tax or additional amount imposed by any governmental authority and (ii) any liability in respect of any
items described in clause (i) payable by reason of contract, assumption, transferee liability, operation of
law, Treasury Regulation 1.1502-6(a) (or any predecessor or successor thereof or any analogous or similar
provision under law) or otherwise.

(e) No Further Ownership Rights in Shares. All Merger Consideration paid upon the surrender of
Certificates in accordance with the terms of this Article IT will be deemed to have been issued in full
satisfaction of all rights pertaining to the Company Common Shares theretofore represented by such
Certificates or Book-Entry Shares. At the Effective Time, the Company’s stock transfer books will be
closed, and there will be no further registration of transfers on the stock transfer books of the Surviving
Corporation of the Company Common Shares that were outstanding immediately prior to the Effective
Time. If, after the Effective Time, Certificates are presented to the Surviving Corporation or the Payment
Agent for any reason, they will be cancelled as provided in this Article I1.

(f) Termination of Payment Fund. Any portion of the Payment Fund (including the proceeds of any
investments thereof) which remains undistributed to the holders of Company Common Shares for
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12 months after the Effective Time may be delivered to Buyer upon its demand, and any holder of
Company Common Shares who has not theretofore exchanged such holder’s Certificate(s) or Book-Entry
Shares in accordance with this Article II and the instructions set forth in the letter of transmittal mailed to
such holders after the Effective Time will thereafter look only to Buyer or its agent (subject to abandoned
property, escheat or other similar laws) for payment of their Merger Consideration deliverable in respect
of each Company Common Share such shareholder holds as determined pursuant to this Agreement.

(g) No Liability. None of Buyer, the Surviving Corporation, the Company or the Payment Agent
will be liable to any Person in respect of any amount properly delivered or deliverable to a public official
pursuant to any applicable abandoned property, escheat or other similar law.

Section 2.5 Dissenting Shares. Shares of Company Common Stock issued and outstanding
immediately prior to the Effective Time (but not Company Common Shares deemed issued for exercised
Company Stock Options pursuant to Section 2.2) that are held by a holder who (a) has not voted such
shares in favor of the adoption of this Agreement and the Merger, (b) is entitled to, and who has, properly
demanded and perfected dissenter’s rights for such Company Common Shares in accordance with the
WBCA and (c) has not effectively withdrawn or forfeited such dissenter’s rights prior to the Effective Time
(the “Dissenting Shares™), will not be converted into a right to receive Merger Consideration at the
Effective Time. If, after the Effective Time, such holder fails to perfect or withdraws, forfeits or otherwise
loses such holder’s dissenter’s rights, (i) such Company Common Shares will be treated as if they had been
converted as of the Effective Time pursuant to Section 2.1(b), without any interest therefor, and (ii) the
procedures in Section 2.4 will apply with respect to the payment of Merger Consideration with regard to
such Company Common Shares. The Company will give Buyer prompt notice of any written notice
received by the Company for dissenter’s rights with respect to Company Common Shares, and Buyer will
have the right to participate in all negotiations and proceedings with respect to such demands. The
Company will not, except with the prior written consent of Buyer, make any payment with respect to, or
settle or offer to settle, any such demands.

Section 2.6 Lost Certificates. If any Certificate has been lost, stolen or destroyed, upon the making
of an affidavit of that fact by the Person claiming such Certificate to be lost, stolen or destroyed and, if
required by the Surviving Corporation or the Payment Agent, the posting by such Person of a bond, in such
reasonable amount as Surviving Corporation or the Payment Agent may direct as indemnity against any
claim that may be made against them with respect to such Certificate, the Payment Agent will issue in
exchange for such lost, stolen or destroyed Certificate the Merger Consideration in respect thereof
pursuant to this Agreement.

Section 2.7 Adjustment of Merger Consideration. In the event that the Company changes, or
establishes a record date for changing, the number of shares of Company Common Stock issued and
outstanding as a result of a stock split, stock dividend, recapitalization, subdivision, reclassification,
combination or similar transaction and the record date therefor is or will be prior to the Effective Time,
the Merger Consideration will be appropriately, equitably and proportionately adjusted in light of such
stock split, stock dividend, recapitalization, subdivision, reclassification, combination or similar transaction.

ARTICLE III
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company represents and warrants to Buyer, except as set forth in the Company Disclosure
Schedules dated as of the date hereof (the “Company Disclosure Schedules™), and except as disclosed in the
documents (excluding any exhibits or portions thereof) filed with or furnished to the Securities and
Exchange Commission (the “SEC”) by the Company and publicly available on the Electronic Data
Gathering, Analysis and Retrieval System prior to the date of this Agreement (the “Company Filed SEC
Documents™) (it being understood that any matter set forth in the Company Filed SEC Documents will be
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deemed to qualify any representation or warranty in this Article II1 only to the extent that the description of
such matter in the Company Filed SEC Documents is made in such a way as to make its relevance to the
information called for by such representation or warranty readily apparent), as follows:

Section 3.1 Organization. The Company is validly existing under the laws of the State of
Washington and has all requisite power and authority to carry on its businesses as now being conducted,
except where the failure to be so existing or to have such power and authority would not, individually or in
the aggregate, have a Company Material Adverse Effect. The Company is duly qualified or licensed to do
business and in good standing (as applicable) in each jurisdiction in which the nature of its businesses or
the ownership or leasing of its properties makes such qualification or licensing necessary, except in such
jurisdictions where the failure to be so duly qualified or licensed and in good standing (as applicable)
would not, individually or in the aggregate, have a Company Material Adverse Effect. The Company has
made available to Buyer complete and correct copies of its Articles of Incorporation and bylaws. “Company
Material Adverse Effect” means any event, effect, change or development that, individually or in the
aggregate with other events, effects, changes or developments (i) is, or would reasonably be expected to be,
material and adverse to the financial condition, business, assets, liabilities (contingent or otherwise),
operations or results of operations of the Company and its Subsidiaries taken as a whole or (ii) has, or
would reasonably be expected to have, a material and adverse effect on the ability of the Company to
perform its obligations under this Agreement or to consummate the transactions contemplated hereby by
the End Date; provided, however, that to the extent any event, effect, change or development is caused by
or results from any of the following, in each case, it will not be taken into account in determining whether
there has been (or would reasonably be expected to be) a Company Material Adverse Effect: (A) general
economic, legal or regulatory conditions affecting the gas utility industry as a whole, except to the extent
the Company and its Subsidiaries, taken as a whole, are materially and adversely affected in a
disproportionate manner as compared to comparable gas utilities; (B) the announcement of the execution
of this Agreement; (C) any failure by the Company to meet any revenue or earnings predictions prepared
by the Company or revenue or earnings predictions of equity analysts or the receipt by the Company or any
of its Subsidiaries of any credit ratings downgrade (it being understood that the facts or occurrences giving
rise or contributing to any such effect, event, change or development which affect or otherwise relate to or
result from the failure to meet revenue or earnings predictions prepared by the Company or revenue or
earnings predictions of equity analysts or to the receipt of any credit ratings downgrade may be deemed to
constitute, or be taken into account in determining whether there has been, or would reasonably be
expected to be, a Company Material Adverse Effect); (D) changes in laws, rules or regulations of any
Governmental Entity affecting the energy market as a whole except to the extent the Company and its
Subsidiaries, taken as a whole, are materially and adversely affected in a disproportionate manner as
compared to comparable participants in the energy market; (E) any orders or decisions by the Washington
Utilities and Transportation Commission (the “WUTC”) or Oregon Public Utility Commission (the
“OPUC”) regarding the Company or the transactions contemplated hereby; (F) any change in generally
accepted accounting principles (“GAAP”) by the Financial Accounting Standards Board, the SEC or any
other regulatory body; (G) any change in the price of the Company Common Shares (it being understood
that the facts or occurrences giving rise or contributing to any such change in the price of the Company
Common Shares may be deemed to constitute, or be taken into account in determining whether there has
been, or would reasonably be expected to be, a Company Material Adverse Effect); (H) any outbreak or
escalation of hostilities, terrorism or war (whether or not declared), or the declaration by the United States
of a national emergency or war or the occurrence of any other calamity or crisis or natural disaster, in each
case that does not directly affect the assets or properties of, or communities served by, the Company and
its Subsidiaries, taken as a whole; (I) the effects of weather or other meteorological events; or (J) the
compliance of any party hereto with the terms of this Agreement.
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Section 3.2 Subsidiaries.

(a) Section 3.2(a) of the Company Disclosure Schedules lists each Subsidiary of the Company and its
jurisdiction of organization. No Subsidiary of the Company is a Significant Subsidiary. “Significant
Subsidiary” of any Person means a Subsidiary of such Person that would constitute a “significant
subsidiary” of such Person within the meaning of Rule 1.02(w) of Regulation 5-X as promulgated by the
SEC.

(b) All of the outstanding Capital Stock of each Subsidiary of the Company is owned by the
Company, by one or more Subsidiaries of the Company or by the Company and one or more Subsidiaries
of the Company. Except for the Capital Stock of its Subsidiaries, the Company does not own, directly or
indirectly, any Capital Stock of any corporation, partnership, joint venture, limited liability company or
other entity. Neither the Company nor any of its Subsidiaries is a party to, or has any commitment to
become a party to, any joint venture, off-balance sheet partnership or any similar written or oral
agreement, undertaking, contract, commitment, lease, license, permit, franchise, concession, deed of trust,
contract, note, bond, mortgage, indenture, arrangement or other instrument or obligation (“Contract”).
“Capital Stock” means, as applicable any capital stock of a corporation or any other equity interest
(including preferred interests) in any Person including any equity interest (including preferred interests) in
any partnership, limited liability company or limited liability partnership.

Section 3.3 Capital Structure.

(a) The authorized Capital Stock of the Company consists of 15,000,000 shares of Company
Common Stock, 96,560 shares of 55 cents Cumulative Preferred Stock, no par value (“Company Cumulative
Preferred Stock™), and 1,000,000 shares of preferred stock, $1.00 par value per share (“Company Preferred
Stock™). At the close of business on June 30, 2006, (i) 11,498,571 shares of Company Common Stock
(which includes 5,000 Company Restricted Shares for which restrictions have not lapsed) were issued and
outstanding, (ii) 3,501,429 shares of Company Common Stock were held by the Company as authorized
but unissued Company Common Stock, (iii) 326,730 shares of Company Common Stock were reserved for
issuance pursuant to the Company Option Plan (including 33,000 shares of Company Common Stock
reserved for issuance pursuant to outstanding Company Stock Options and 14,750 shares of Company
Common Stock reserved for issuance pursuant to outstanding Long-Term Incentive Award Agreements),
(iv) 22,112 shares of Company Common Stock were reserved for issuance pursuant to the Director Stock
Plan (including 10,702.8352 shares of Common Stock reserved for issuance pursuant to outstanding
Company Stock Units), (v) 170,113 shares of Company Common Stock were reserved for issuance
pursuant to the Company Employee Savings Plan, (vi) 113,834 shares of Company Common Stock were
reserved for issuance pursuant to the Company DRIP, (vii) 2,027,054 shares of Company Common Stock
were reserved for issuance for other matters (including 2,012,300 shares reserved for issuance pursuant to
a previously anticipated offering that the Company has since abandoned) and (viii) no shares of Company
Cumulative Preferred Stock or Company Preferred Stock were outstanding. As of the close of business on
the date of this Agreement, except as set forth above, no shares of Company Common Stock or shares of
Company Cumulative Preferred Stock or Company Preferred Stock are issued, reserved for issuance or
outstanding, and there are no phantom stock or other contractual rights the value of which is determined
in whole or in part by the value of any Capital Stock of the Company (“Company Stock Equivalents”). There
are no outstanding stock appreciation rights with respect to the Capital Stock of the Company. Each
outstanding share of Company Common Stock is, and each share of Company Common Stock which may
be issued pursuant to the Company Stock Plans and any awards thereunder will be, when issued, duly
authorized, validly issued, fully paid and nonassessable and not subject to preemptive rights. There are no
outstanding bonds, debentures, notes or other indebtedness of the Company having the right to vote (or
convertible into, or exchangeable for, securities having the right to vote) on any matter on which the
Company’s shareholders may vote (“Company Voting Debt”).
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(b) As of the date of this Agreement, other than as contemplated by Section 3.3(a), there are no
securities, options, warrants, calls, rights, commitments, agreements, arrangements or undertakings of any
kind to which the Company is a party or by which it is bound obligating the Company to issue, deliver or
sell or create, or cause to be issued, delivered or sold or created, additional Capital Stock, Company Stock
Options, Company Voting Debt or other securities or Company Stock Equivalents of Company or
obligating the Company to issue, grant, extend or enter into any such security, option, warrant, call, right,
commitment, agreement, arrangement or undertaking. As of the date of this Agreement, there are no
outstanding contractual obligations of the Company to repurchase, redeem or otherwise acquire any
Capital Stock of the Company.

There are no outstanding agreements to which the Company, or to its Knowledge any of its officers or
directors, is a party concerning the voting of any Capital Stock of the Company.

Section 3.4 Authority. On or prior to the date of this Agreement, the Board of Directors of the
Company unanimously approved this Agreement, declared this Agreement and the Merger advisable and
in the best interest of the Company and its shareholders, resolved to recommend the approval of this
Agreement by the Company’s shareholders, directed that this Agreement be submitted to the Company’s
shareholders for approval and adoption (all in accordance with the WBCA) and approved the other
agreements to be entered into by the Company as contemplated hereby. The Company has all requisite
corporate power and authority to execute and deliver this Agreement and, subject to the satisfaction of the
conditions set forth in Sections 7.1 and 7.2, to consummate the transactions contemplated hereby. The
execution, delivery and performance of this Agreement by the Company and the consummation by the
Company of the Merger and of the other transactions contemplated hereby have been duly authorized by
all necessary corporate action on the part of the Company, subject to the satisfaction of the conditions set
forth in Sections 7.1 and 7.2. This Agreement has been, and any agreements contemplated herein to which
the Company is or will be a party will be, duly executed and delivered by the Company and (assuming the
valid authorization, execution and delivery hereof and thereof by Buyer and the other Persons party
thereto) constitutes, or upon execution will constitute, the valid and binding obligation of the Company
enforceable against the Company in accordance with their respective terms, except that such enforceability
(i) may be limited by bankruptcy, insolvency, moratorium or other similar laws affecting or relating to the
enforcement of creditors’ rights generally and (ii) is subject to general principles of equity.

Section 3.5 Consents and Approvals; No Violations.

(a) Except for filings, permits, authorizations, consents and approvals contemplated by
Section 3.5(b), neither the execution, delivery or performance of this Agreement by the Company nor the
consummation by the Company of the transactions contemplated hereby will (i) subject to the receipt of
Company Shareholder Approval, conflict with or result in any breach of any provision of the Company’s
Articles of Incorporation or bylaws, (ii) result in a violation or breach of, or constitute (with or without due
notice or lapse of time or both) a default (or give rise to any right of termination, guaranteed payment, loss
of rights, cancellation or acceleration) under any of the terms, conditions or provisions of any material
Contract to which the Company is a party or by which it or any of its properties or assets may be bound or
any material Company Permit, (iii) violate any order, writ, injunction, decree, statute, rule or regulation
applicable to the Company or any of its properties or assets or (iv) result in the creation of any material
pledges, liens and security interests of any kind or nature whatsoever (“Liens”) upon any of the properties
or assets of the Company, except in the case of clauses (ii) through (iv) for such matters that would not,
individually or in the aggregate, have a Company Material Adverse Effect.




(b) No filing or registration with, or authorization, consent or approval of, any Governmental Entity
(other than filings, registrations, authorizations, consents and approvals the failure of which to make or
obtain would not, individually or in the aggregate, have a Company Material Adverse Effect or, after giving
effect to the Merger, on Buyer) is required by or with respect to the Company in connection with the
execution and delivery of this Agreement by the Company or is necessary for the consummation by the
Company of the Merger and the other transactions contemplated by this Agreement, except (i) receipt
from the WUTC of approvals and orders, as applicable, pertaining to the Merger (excluding any approvals
or orders relating to the Rate Case, the “WUTC Approval”), (ii) receipt from the OPUC of approvals and
orders, as applicable, pertaining to the Merger (the “OPUC Approval”), (iii) in connection, or in
compliance, with the provisions of the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as
amended (the “HSR Act”), (iv) the filing of the Articles of Merger with the Secretary of State of
Washington, and appropriate documents with the similar relevant authorities of other states in which the
Company is qualified to do business, (v) as may be required by state takeover laws and foreign or
supranational laws relating to antitrust and competition clearances disclosed on Section 3.5(b) of the
Company Disclosure Schedules, (vi) such filings as may be required in connection with the Taxes described
in Section 6.6, (vii) as may be required under the Securities Act of 1933, as amended, together with the
rules and regulations promulgated thereunder (the “Securities Act™) or the Securities Exchange Act of
1934, as amended, together with the rules and regulations promulgated thereunder (the “Exchange Act™)
and (viii) such other filings, registrations, authorizations, consents and approvals as set forth on
Section 3.5(b) of the Company Disclosure Schedules (collectively, whether or not legally required to be
made or obtained, the “Company Required Statutory Approvals™). References to “obtained” with respect to
Company Required Statutory Approvals will include the making of all filings and registrations and the
giving of all applicable notices. “Governmental Entity” means any federal, state, local or foreign government
or any court, tribunal, administrative agency or commission or other governmental or other regulatory
authority or agency, domestic, foreign or supranational.

Section 3.6 SEC Documents; Financial Statements; and Other Reports.

(a) The Company has timely filed with or furnished to the SEC the documents required to be filed or
furnished by it since December 31, 2001 under the Securities Act or the Exchange Act. As of their
respective filing or furnishing dates, the Company Filed SEC Documents complied in all material respects
with the requirements of the Securities Act or the Exchange Act, as the case may be, each as in effect on
the date so filed or furnished, and at the time filed with the SEC, none of the Company Filed SEC
Documents so filed contained any untrue statement of a material fact or omitted to state a material fact
required to be stated therein or necessary to make the statements therein, in light of the circumstances
under which they were made, not misleading. The consolidated financial statements of the Company
included in the Company Filed SEC Documents complied as of their respective dates in all material
respects with the then applicable accounting requirements and the published rules and regulations of the
SEC with respect thereto, were prepared in accordance with GAAP (except in the case of the unaudited
statements, as permitted by Form 10-Q under the Exchange Act) applied on a consistent basis during the
periods involved (except as may be indicated therein or in the notes thereto) and fairly present in all
material respects the consolidated financial position of the Company and its consolidated Subsidiaries as at
the dates thereof and the consolidated results of their operations and their consolidated cash flows for the
periods then ended all in accordance with GAAP (subject, in the case of unaudited statements, to normal
year-end audit adjustments and to any other adjustments described therein that were not or are not
expected to be, individually or in the aggregate, materially adverse to the Company).

(b) (i) The Company has filed with the WUTC and the OPUC or the appropriate public utilities
commission, as the case may be, all material documents required to be filed by it under applicable state
public utility laws and regulations, and (ii) all such documents complied, as of the date so filed or, if
amended, as of the date of the last amendment prior to the date hereof, in all material respects with all
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applicable requirements of the applicable statute and rules and regulations thereunder, except for filings
the failure of which to make, or the failure of which to make in compliance with all applicable
requirements of the applicable statute and the rules and regulations thereunder, individually or in the
aggregate, have not had and could not reasonably be expected to have a Company Material Adverse
Effect.

Section 3.7 Absence of Material Adverse Effect. Between September 30, 2005 and the date hereof
the Company has conducted its business in all material respects only in the ordinary course, and there has
not been (i) any Company Material Adverse Effect, (ii) any declaration, setting aside or payment of any
dividend or other distributions with respect to its Capital Stock (other than (a) regular quarterly cash
dividends paid by the Company on Company Common Stock with usual record and payment dates and
consistent with the Company’s past dividend policy and (b) material dividends and distributions by a direct
or indirect Subsidiary of the Company to its parent or another Subsidiary of the Company), (iii) any split,
combination or reclassification of any of its Capital Stock or any issuance or the authorization of any
issuance of any other securities in respect of, in lieu of or in substitution for shares of its Capital Stock,

(iv) any change in accounting methods, principles or practices by the Company, (v) any material damage,
destruction or other casualty loss with respect to any material asset or property owned, leased or otherwise
used by the Company, whether or not covered by insurance or (vi) any increase in the compensation
payable or that could become payable by the Company to officers or key employees or any amendment of
any of the Benefit Plans of the Company other than increases or amendments in the ordinary course.
“Benefit Plan” means any bonus, pension, profit sharing, deferred compensation, incentive compensation,
stock ownership, stock purchase, stock option, restricted stock, phantom stock, stock appreciation or other
equity-based compensation, retirement, vacation, severance, disability, death benefit, hospitalization,
medical, dental, vision care, life insurance or other plan, program or arrangement providing compensation
or benefits to or in respect of any current or former employee, officer or director of the Company or
Buyer, as the case may be, or any of their respective Subsidiaries.

Section 3.8 Information Supplied. None of the information supplied or to be supplied by the
Company specifically for inclusion or incorporation by reference in the proxy statement (together with any
amendments or supplements thereto, the “Proxy Statement™) relating to the Company Shareholders
Meeting to be filed by the Company with the SEC, will, at the time it is first mailed to the shareholders of
the Company and at the time of the Company Shareholders Meeting, contain any untrue statement of a
material fact or omit to state any material fact required to be stated therein or necessary in order to make
the statements therein, in light of the circumstances under which they are made, not misleading. No
representation or warranty is made by the Company with respect to statements made or incorporated by
reference in the Proxy Statement based on information supplied by Buyer or any of its representatives
specifically for inclusion or incorporation by reference therein.

Section 3.9 Compliance with Laws; Permits.

(a) The business of the Company is not being and has not been conducted in material violation of
any law, ordinance or regulation of any Governmental Entity, except for violations that would not,
individually or in the aggregate, have a Company Material Adverse Effect. The Company is in possession
of all franchises, authorizations, licenses, permits, easements, exceptions, consents, certificates, approvals
and orders of any Governmental Entity necessary for the Company to own, lease and operate its properties
or to carry on its business as it is now being conducted (the “Company Permits”), except where the failure
to have any of the Company Permits would not, individually or in the aggregate, have a Company Material
Adverse Effect. The Company has not received notice of any suspension or cancellation of any of the
Company Permits, except where such suspension or cancellation would not, individually or in the
aggregate, have a Company Material Adverse Effect. Notwithstanding the foregoing, no representation or
warranty is made in this Section 3.9(a) with respect to Environmental Laws, which are covered exclusively
by Section 3.14.
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(b) The Company is in compliance in all material respects with (i) the applicable provisions of the
Sarbanes-Oxley Act of 2002 and the related rules and regulations promulgated thereunder or under the
Exchange Act (the “Sarbanes-Oxley Act”) and (ii) the applicable listing and corporate governance rules and
regulations of the New York Stock Exchange, Inc. Except as permitted by the Exchange Act, including
Sections 13(k)(2) and (3), since the enactment of the Sarbanes-Oxley Act, neither the Company nor any of
its Affiliates has made, arranged or modified (in any material way) personal loans to any executive officer
or director of the Company. “Affiliate” has the meaning as defined in Rule 12b-2 under the Exchange Act.

(c) Each of the principal executive officer of the Company and the principal financial officer of the
Company (or each former principal executive officer of the Company and each former principal financial
officer of the Company) has made all certifications required by Rule 13a-14 or 15d-14 under the Exchange
Act or Sections 302 and 906 of the Sarbanes-Oxley Act and the rules and regulations of the SEC
promulgated thereunder with respect to Company Filed SEC Documents. For purposes of the preceding
sentence, “principal executive officer” and “principal financial officer” have the meanings given to such
terms in the Sarbanes-Oxley Act.

(d) The Company has (i) designed disclosure controls and procedures to ensure that material
information relating to it and its consolidated Subsidiaries is made known to its management by others
within those entities and (ii) to the extent required by applicable laws, disclosed, based on its most recent
evaluation, to its auditors and the audit committee of its Board of Directors (A) any significant deficiencies
and material weaknesses in the design or operation of internal controls over financial reporting which are
reasonably likely to adversely affect its ability to record, process, summarize and report financial
information and (B) to the Knowledge of the Company, any fraud, whether or not material, that involves
management or other employees who have a significant role in its internal control over financial reporting.
“Knowledge” means the actual knowledge of the Persons set forth on Section 1.1(a) of the Company
Disclosure Schedules, in the case of the Company, and the actual knowledge of the Persons set forth on
Section 1.1(a) of the Buyer Disclosure Schedules, in the case of Buyer.

(e) Through the date hereof the Company has delivered to Buyer copies of any written notifications
it has received since December 31, 2002 of a (i) “reportable condition” or (ii) "material weakness” in the
Company’s internal controls. For purposes of this Agreement, the terms “reportable condition” and
“material weakness” have the meanings assigned to them in the Statements of Auditing Standards No. 60,
as in effect on the date hereof.

(f) Section 3.9(f) of the Company Disclosure Schedules lists any Off-Balance Sheet Arrangements of
the Company. “Off-Balance Sheet Arrangement” has the meaning given to “off-balance sheet arrangement”
in Section 303(a) of Regulation S-K of the SEC.

(g) Section 3.9(g) of the Company Disclosure Schedules contains a description of all non-audit
services performed by the Company’s auditors for the Company and its Subsidiaries for the fiscal year
ended September 30, 2005 and the fees paid for such services. All such non-audit services, and any non-
audit services performed by the Company’s auditors for the Company and its Subsidiaries since
September 30, 2005, have been approved as required by Section 202 of the Sarbanes-Oxley Act.

Section 3.10 Tax Matters.

(a) (i) The Company, each Subsidiary of the Company and each Company Group has timely filed all
Tax Returns required to be filed, except where the failure to timely file would not, individually or in the
aggregate, have a Company Material Adverse Effect, (ii) all such Tax Returns are true, correct and
complete and disclose all Company Material Taxes required to be paid by the Company, each Subsidiary of
the Company and each Company Group for the periods covered thereby, except where the failure to be
true, correct and complete or to disclose all Company Material Taxes would not, individually or in the
aggregate, have a Company Material Adverse Effect, (iii) none of the Company, any Subsidiary of the
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Company or any Company Group is currently the beneficiary of any extension of time within which to file
any Tax Return, (iv) all Taxes (whether or not shown on any Tax Return) due and payable by the
Company, any Subsidiary of the Company or any Company Group have been timely paid, except where the
failure to timely pay would not, individually or in the aggregate, have a Company Material Adverse Effect,
(v) neither the Company nor any Subsidiary of the Company has waived or been requested in writing to
waive any statute of limitations in respect of Company Material Taxes which waiver is currently in effect,
(vi) the Tax Returns referred to in clause (i) have been examined by the appropriate taxing authority or the
period for assessment of the Taxes in respect of which each such Tax Return was required to be filed
(taking into account all applicable extensions and waivers) has expired, (vii) there is no action, suit,
proceeding, audit, claim or assessment pending, and to the Knowledge of the Company there is no action,
suit, proceeding, inquiry, investigation, audit, claim or assessment proposed in writing or threatened in
writing with respect to Taxes of the Company, any Subsidiary of the Company or any Company Group,
except for such actions, suits, proceedings, audits, claims or assessments that would not singularly or in the
aggregate have a Company Material Adverse Effect, (viii) all deficiencies asserted or assessments made as
a result of any examination of any Tax Returns required to be filed by the Company, any Subsidiary of the
Company or any Company Group have been paid in full or finally settled, (ix) there are no Liens for Taxes
upon the assets of the Company or any Subsidiary of the Company except Liens relating to current Taxes
not yet due or except to the extent such Liens would not, individually or in the aggregate, have a Company
Material Adverse Effect, (x) all material Taxes which the Company or any Subsidiary of the Company are
required by law to withhold have been duly withheld and paid to the appropriate tax authorities, (xi) to the
Knowledge of the Company, neither the Company nor any Subsidiary of the Company has any material
liability for Taxes of another Person under Treasury Regulation §1.1502-6 (or any similar provision of
state, local or foreign law), (xii) to the extent the Company, any Subsidiary of the Company or any Affiliate
thereof has participated in a transaction that is a “reportable transaction” within the meaning of

Section 6707A(c)(1) of the Code, information with respect to such transaction has been adequately
disclosed to the Internal Revenue Service (“IRS”) in compliance with applicable reporting requirements
and (xiii) neither the Company nor any Subsidiary of the Company has constituted either a “distributing
corporation” or a “controlled corporation” (within the meaning of Section 355(a)(1)(A) of the Code) ina
distribution of stock qualifying for tax-free treatment under Section 355 of the Code (i) in the two years
prior to the date of this Agreement or (ii) in a distribution which could otherwise constitute part of a
“plan” or “series of related transactions” (with the meaning of Section 355(¢e) of the Code) in conjunction
with the transactions contemplated by this Agreement. For purposes of the representations and warranties
contained in this Section 3.10(a), references to the Company or any Subsidiary of the Company includes,
except where the context requires otherwise, any predecessor thereof. “Company Group” means (a) any
“affiliated group” (as defined in Section 1504(a) of the Code without regard to the exceptions set forth in
Section 1504(b) of the Code) that, at any time on or before the Closing Date, includes or included the
Company (or any predecessor), any Subsidiary of the Company (or any predecessor) or any combination
thereof or that, at any time on or before the Closing Date, has or had the Company (or any predecessor) or
any Subsidiary of the Company (or any predecessor) as the common parent corporation, and (b) any other
group of entities that, at any time on or before the Closing Date, files or has filed, or is or has been
required to file, Tax Returns on a combined, consolidated or unitary basis and includes or included the
Company (or any predecessor), any Subsidiary of the Company (or any predecessor) or any combination
thereof or that, at any time on or before the Closing Date, files or has filed or is, or has been required to
file, Tax Returns on a combined, consolidated or unitary basis and has or had the Company (or any
predecessor) or any Subsidiary of the Company (or any predecessor) as the common parent corporation.

(b) No transaction contemplated by this Agreement is subject to withholding under Section 1445 of
the Code.

(c) Neither the Company nor any Subsidiary of the Company is a party to any indemnification,
allocation or sharing agreement with respect to Taxes that could give rise to a material payment or
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indemnification obligation (other than agreements among the Company and its Subsidiaries and other
than customary Tax indemnifications contained in credit or other commercial lending agreements).

(d) Each of the Company and its Subsidiaries and their respective successors will not be required to
include any item of income in, exclude any item of deduction from, or otherwise adjust, taxable income for
any taxable period ending after the Closing Date as a result of any: (i) change in method of accounting for
a taxable period (or portion thereof) ending on or prior to the Closing Date; (ii) agreement by the
Company or any Subsidiary with a tax authority relating to Taxes executed on or prior to the Closing Date;
(iii) installment sale or open transaction disposition or intercompany transaction made or deemed to be
made on or prior to the Closing Date; (iv) the completed contract method of accounting or other method
of accounting applicable to long-term contracts (or any comparable provisions of state, local or foreign
law); (v) prepaid amount received on or prior to the Closing Date; or (vi) other Tax positions, elections or
methods taken, made, or used by the Company or any of its Subsidiaries having the effect of either
deferring taxable income to taxable periods or portions thereof ending after the Closing Date or
accelerating deductions to taxable periods or portions or thereof ending on or prior to the Closing Date.

(e) None of the Company or any of its Subsidiaries has received written notice from any
governmental entity in a jurisdiction in which such entity does not file a Tax Return stating that such entity
is or may be subject to taxation by that jurisdiction.

(f) Neither Company nor any of the Subsidiaries is party to any agreement, contract or arrangement
or plan that resulted or will result, separately or in the aggregate in the payment of any amount that is not
deductible pursuant to Code section 404 or 162 (or any corresponding provision of state, local or foreign
Tax law).

(g) “Tax Return” means any return, report or similar document filed or required to be filed with
respect to any Tax (including any attached schedules), including any information return, claim for refund,
amended return or declaration of estimated Tax. “Company Material Taxes” means (i) federal income
Taxes imposed on the Company, any Subsidiary of the Company or any Company Group, (ii) material
state income Taxes imposed on the Company, any Subsidiary of the Company or any Company Group and
(iif) material foreign Taxes imposed on the Company, any Subsidiary of the Company or any Company
Group (including, in the case of each reference to the Company or any Subsidiary of the Company, any
predecessor thereof).

Section 3.11 Litigation. There is no suit, action, order or proceeding pending, and to the
Knowledge of the Company no suit, action, order, proceeding or investigation is threatened, against the
Company that would, individually or in the aggregate, have a Company Material Adverse Effect. The
Company is not subject to any outstanding judgment, order, writ, injunction or decree that would,
individually or in the aggregate, have a Company Material Adverse Effect. Notwithstanding the foregoing,
no representation or warranty is made in this Section 3.11 with respect to Environmental Laws, which are
covered exclusively by Section 3.14.

Section 3.12 Benefit Plans.

(a) Section 3.12(a) of the Company Disclosure Schedules sets forth a true and complete list of each
Benefit Plan (including each Benefit Plan maintained as of the date of this Agreement which is also an
“employee pension benefit plan” (as defined in Section 3(2) of ERISA) or which is also an “employee
welfare benefit plan” (as defined in Section 3(1) of ERISA) (an “ERISA Benefit Plan”)) maintained by the
Company. Except as required by law, the Company has not adopted or amended in any material respect
any Benefit Plan since the date of the most recent audited financial statements included in the Company
Filed SEC Documents. As of the date of this Agreement (i) none of the Company or any trade or business
which is treated as a single employer (“ERISA Affiliate”) with the Company under Section 414(b), (c),

(m) or (o) of the Code contributes to any ERISA Benefit Plan that is a “multiemployer plan” (as defined
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in Section 3(37) of the Employee Retirement Income Security Act of 1974, as amended, together with the
rules and regulations promulgated thereunder (“ERISA™)) or maintains any ERISA Benefit Plan that is
subject to Title IV of ERISA or Section 412 of the Code, (ii) there exists no material Contract,
commitment, understanding, plan, policy or arrangement of any kind, whether written or oral, with or for
the benefit of any current or former officer, director, employee or consultant, including each employment,
compensation, deferred compensation, severance, pension, supplemental pension, life insurance,
termination or consulting Contract or arrangement and any Contracts or arrangements associated with a
change in control between the Company and any current or former employee, officer, director or
consultant of the Company (“Compensation Commitments™) and (iii) neither the Company nor any ERISA
Affiliate maintains or contributes to any Benefit Plan or employ any employees outside of the

United States.

(b) With respect to each Benefit Plan listed on Section 3.12(a) of the Company Disclosure Schedules,
correct and complete copies, where applicable, of the following documents have been made available to
Buyer: (i) all Benefit Plan documents and amendments, trust agreements and insurance and annuity
contracts and policies, (ii) the most recent IRS determination letter or opinion letter if the Benefit Plan is
intended to satisfy the requirements for Tax favored treatment pursuant to Sections 401-417 or 501(c)(9)
of the Code, (iii) the Annual Reports (Form 5500 Series) and accompanying schedules, as filed, for the
three most recently completed plan years, (iv) any discrimination or coverage tests performed during the
last two plan years and (v) the current summary plan description. True and complete copies of all written
Compensation Commitments and of all related insurance and annuity policies and contracts and other
documents with respect to each Compensation Commitment have been made available to Buyer.

Section 3.12(b) of the Company Disclosure Schedules contains a true and complete description of all
material oral Compensation Commitments.

(c) Each Benefit Plan listed on Section 3.12(a) of the Company Disclosure Schedules which is
intended to be a Benefit Plan that is intended to be qualified and exempt from federal income Taxes under
Sections 401(a) and 501(a) of the Code (a “Qualified Plan”) has received a favorable determination letter
from the IRS that such plan is so qualified under the Code (or an application for such letter has been or
will be submitted to the IRS within the applicable remedial amendment period) or has been established
pursuant to a prototype plan that has received a favorable opinion letter from the IRS, and no
circumstance exists which, might cause such plan to cease being so qualified except for any circumstance
that would not, individually or in the aggregate, have a Company Material Adverse Effect. Each Benefit
Plan listed on Section 3.12(a) of the Company Disclosure Schedules complies and has been maintained in
all respects with its terms and all requirements of law and regulations applicable thereto, and there has
been no notice issued by any Governmental Entity questioning or challenging such compliance, except for
any circumstance that would not, individually or in the aggregate, have a Company Material Adverse
Effect. Neither the Company nor any ERISA Affiliate has taken any action within the 12-month period
ending on the date hereof to take corrective action or make a filing under any voluntary correction
program of the IRS, Department of Labor or any other Governmental Entity with respect to any Benefit
Plan or Compensation Commitment, and neither the Company nor any ERISA Affiliate has any
Knowledge of any plan defect which would qualify for correction under any such program, except for any
action, filing or plan defect that would not, individually or in the aggregate, have a Company Material
Adverse Effect. There is no dispute, arbitration, grievance, action, suit or claim (other than routine claims
for benefits) pending or, to the Knowledge of the Company, threatened involving such Benefit Plans or the
assets of such plans that would, individually or in the aggregate, have a Company Material Adverse Effect.
Neither the Company nor any ERISA Affiliate has any obligation under any welfare plans or otherwise to
provide health or death benefits to or in respect of former employees of the Company, except as
specifically required by the continuation requirements of Part 6 of Title I of ERISA or applicable state law.
No plan or arrangement disclosed on Section 3.12(c) of the Company Disclosure Schedules that provides
health or death benefits to or in respect of former employees of the Company or an ERISA Affiliate
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contains provisions that by their terms prohibit the Company or an ERISA Affiliate from amending or
terminating such plan or arrangement at any time without the consent of any other Person and without
incurring liability thereunder other than in respect of claims incurred prior to such amendment or
termination. Neither the Company nor any ERISA Affiliate has, directly or indirectly, any liability (i) on
account of any violation of the health care requirements of Part 6 of Title I of ERISA or Section 4980B of
the Code, (ii) under Section 406, Section 502(c), Section 502(i) or Section 502(1) of ERISA or Section 4975
of the Code, (iii) under Section 302 of ERISA or Section 412 of the Code, (iv) under Sections 511, 4971,
4972, 4976, 4977, 4978, 4979, 4979A, 4980B or 5000 of the Code or (v) under Title IV of ERISA that
would, individually or in the aggregate, have a Company Material Adverse Effect.

(d) Neither the Company nor any ERISA Affiliate has, within the 12-month period ending on the
date hereof, incurred and does not expect to incur any material withdrawal liability with respect to a
“multiemployer plan” (within the meaning of Section 3(3) of ERISA) (a “Multiemployer Plan”) (regardless
of whether based on contributions of an ERISA Affiliate of the Company). No notice of a “reportable
event,” within the meaning of Section 4043 of ERISA for which the 30-day reporting requirement has not
been waived or extended, has been required to be filed for any pension plan or by any ERISA Affiliate of
the Company within the 12-month period ending on the date hereof or will be required to be filed in
connection with the transactions contemplated by this Agreement.

(e) All contributions or premiums required to be paid under the terms of any Benefit Plan
maintained by the Company, collective bargaining agreement or by any applicable laws as of the date
hereof have been timely made or have been reflected on the most recent consolidated balance sheet filed
or incorporated by reference in the Company Filed SEC Documents. No Benefit Plan maintained by the
Company that is subject to Section 412 of the Code or Section 302 of ERISA has an “accumulated funding
deficiency” (whether or not waived) within the meaning of Section 412 of the Code or Section 302 of
ERISA and the Company does not have an outstanding funding waiver. The Company has not provided,
and is not required to provide, security to any Benefit Plan pursuant to Section 401(a)(29) of the Code.

(f) Under each Benefit Plan maintained by the Company which is a single-employer plan (as defined
in Section 4001(a)(15) of ERISA), as of the last day of the most recent plan year ended prior to the date
hereof, the actuarially determined present value of all “benefit liabilities,” within the meaning of
Section 4001(a)(16) of ERISA (as determined on the basis of the actuarial assumptions contained in the
Benefit Plan’s most recent actuarial valuation), did not exceed the then current value of the assets of such
Benefit Plan by more than $16,000,000 as of the date hereof, and there has been no material adverse effect
in the financial condition of such Benefit Plan since the last day of the most recent plan year.

(g) None of the execution and delivery of this Agreement, approval of this Agreement, or
consummation of the transactions contemplated by this Agreement will: (i) entitle any employees of the
Company to severance pay or any increase in severance pay upon termination of employment,

(ii) accelerate the time of payment or vesting or trigger any payment of compensation or benefits under,
increase the amount payable or trigger any other material obligation pursuant to, any of the Benefit Plans
or Compensation Commitments, (iii) result in any breach or violation of, or a default under, any of the
Benefit Plans or Compensation Commitments or (iv) limit or restrict the right of the Company or, after the
consummation of the transactions contemplated hereby, Buyer or any of its Subsidiaries to merge, amend
or terminate any of the Benefit Plans maintained by the Company or Compensation Commitments.

(h) The Company is not a party to any agreement, plan or arrangement that, individually or
considered collectively with such other agreements, plans or arrangements, could reasonably be expected
to result in payments, in connection with the transactions contemplated by this Agreement, that would
constitute a “parachute payment” to a “disqualified individual” as those terms are defined in Section 280G
of the Code and the Treasury Regulations thereunder.
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(i) To the extent applicable, each Benefit Plan has complied with the “secondary payor”
requirements of Section 1862(b)(2) of the Social Security Act and Section 1860D-13(b)(6) of the Social
Security Act.

(j) Neither the Company nor any ERISA Affiliates maintains, sponsors, or contributed to (or has at
any time maintained, sponsored or contributed to, or been obligated to maintain, sponsor or contribute
to): any welfare benefit fund within the meaning of Section 419 of the Code.

(k) The Company and each ERISA Affiliate are not subject to any legal, contractual, equitable, or
other obligation to (1) establish as of any date any employee benefit plan of any nature, including, without
limitation, any pension, profit sharing, welfare, post-retirement welfare, stock option, stock or cash award,
non-qualified deferred compensation or executive compensation plan, policy or practice; or (2) continue
any Benefit Plan listed hereunder or otherwise (or to continue their participation in any such Benefit Plan)
after the Closing Date; The Company may, in any manner, subject to the limitations imposed by applicable
law or any applicable collective bargaining agreement, and without the consent of any employee,
beneficiary or other Person, prospectively terminate, modify or amend any Benefit Plan, whether or not
listed hereunder (or its participation in any such Benefit Plan) effective as of any date; and has made no
representations or communications (directly or indirectly, orally, in writing or otherwise) with respect to
participation, eligibility for benefits, vesting, benefit accrual coverage or other material terms of any
Benefit Plan prior to the Closing Date to any employee, beneficiary or other Person other than any such
representations or communications which are in accordance with the terms and provisions of each such
Benefit Plan as in effect immediately prior to the Closing Date.

(I) Any “nonqualified deferred compensation plan” (within the meaning of Section 409A of the
Code) to which the Company is a party has at all times since the effective date of Section 409A of the
Code, complied in operation with the requirements of Section 409A of the Code as set forth in regulatory
guidance available as of the Closing Date, except for any circumstance that would not, individually or in
the aggregate, have a Company Material Adverse Effect.

Section 3.13 Labor Matters.

(a) The Company has complied with all applicable requirements of law which relate to prices, wages,
hours, discrimination in employment and collective bargaining and to the operation of its business and is
not liable for any arrears of wages or any withholding Taxes or penalties for failure to comply with any of
the foregoing, except as would not, individually or in the aggregate, reasonably be expected to have a
Material Adverse Effect on the Company. The collective bargaining agreements and labor Contracts to
which the Company is a party, and all union organizing activities related to the Company of which the
Company has Knowledge, are set forth on Section 3.13 of the Company Disclosure Schedules. The
Company has not engaged in any unfair labor practice with respect to any Persons employed by or
otherwise performing services primarily for the Company (the “Company Business Personnel’), and the
Company has not received written notice of any unfair labor practice charge or complaint against the
Company by the National Labor Relations Board or any comparable state agency pending or threatened in
writing with respect to Company Business Personnel, except, in each case, as would not, individually or in
the aggregate, reasonably be expected to have a Material Adverse Effect on the Company.
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(b) There is (i) no labor strike, dispute, slowdown or stoppage pending, or to the Knowledge of the
Company threatened against or affecting the Company, that could interfere with the respective business
activities of the Company, except as would not, individually or in the aggregate, reasonably be expected to
have a Material Adverse Effect on the Company and (ii) no pending, or to the Knowledge of the Company
threatened, employee or governmental claim or investigation regarding employment matters, including any
charges to the Equal Employment Opportunity Commission or state employment practice agency or
investigations regarding Fair Labor Standards Act or similar state law or other wage and hour compliance,
or audits by the Office of Federal Contractor Compliance Programs, except as would not, individually or in
the aggregate, reasonably be expected to have a Material Adverse Effect on the Company.

Section 3.14 Environmental Matters. Except for matters that would not, individually or in the
aggregate, have a Company Material Adverse Effect:

(a) the Company has materially complied at all times with all applicable Environmental Laws and all
Company Permits issued pursuant to Environmental Laws;

(b) the Company has not received any notice, demand, letter, claim or request for information
alleging that the Company is or may be in violation of or subject to liability under any Environmental Law
(including claims of exposure, personal injury or property damage); and

(c) the Company is not party to any proceeding, or subject to any order, decree, injunction,
indemnity or other agreement with any Governmental Entity or any third party resolving or relating to
violations of or liability under any Environmental Law or liability with respect to Hazardous Substances.

(d) “Environmental Law” means any federal, state, local or foreign statute, law, regulation, order,
decree, permit, authorization, common law or agency requirement relating to: (i) the protection,
investigation or restoration of the environment, health, safety or natural resources, (ii) the handling, use,
presence, disposal, release or threatened release of any Hazardous Substance or radioactive material or
(iii) noise, odor, indoor air, employee exposure, wetlands, pollution, contamination or any injury or threat
of injury to persons or property relating to any Hazardous Substance or nuclear and radioactive materials.
“Hazardous Substance” means any substance of a type or quantity which would reasonably be expected to
require remediation pursuant to any Environmental Law that is (A) any petroleum product or by-product,
asbestos-containing material, lead-containing paint, polychlorinated biphenyls or radioactive material or
(B) any other substance which is regulated by or for which liability or standards of care are imposed by any
Environmental Law.

Section 3.15 Regulation as a Utility. The Company is regulated as a public utility by the States of
Washington and Oregon and by no other state. Except as set forth above, neither the Company nor any
“subsidiary company” or “affiliate” of the Company is subject to regulation as a public utility or public
service company (or similar designation) by any other state in the United States or any foreign country.
The Company is a “gas utility company” as defined by the Public Utility Holding Company Act of 2005
(“PUHCA 2005”).

Section 3.16 Title to Properties. The Company has good title in and to each material parcel of real
property owned in fee by the Company, subject to no Liens that would, individually or in the aggregate,
have a Company Material Adverse Effect or materially impair the Company’s rights to or ability to use any
such property. Section 3.16 of the Company Disclosure Schedules lists all Contracts pursuant to which the
Company leases real property.

Section 3.17 Regulatory Proceedings. Section 3.17 of the Company Disclosure Schedules sets forth
each rate proceeding pending before a Governmental Entity with respect to rates charged by the
Company. Other than fuel adjustment or purchase gas adjustment or similar adjusting rate mechanisms,
the Company (a) does not have rates in any amounts that have been or are being collected subject to
refund, pending final resolution of any rate proceeding pending before a Governmental Entity or on
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appeal to a court or (b) is not a party to any Contract with any Governmental Entity entered into other
than in the ordinary course consistent with past practice imposing conditions on rates or services in effect
as of the date hereof or which, to the Knowledge of the Company, are as of the date hereof scheduled to
go into effect at a later time, except in each case as would not, individually or in the aggregate, have a
Company Material Adverse Effect. No representation or warranty with respect to the Company Permits is
made by this Section 3.17.

Section 3.18 Hedging Transactions. Section 3.18 of the Company Disclosure Schedules sets forth
all agreements or arrangements which are related to hedges, forwards, derivatives or similar transactions
(collectively “Hedging Transactions™) to which the Company is a party as of the date noted on such
Company Disclosure Schedules.

Section 3.19 Intellectual Property. The Company owns or has a valid right to use all patents,
trademarks, trade names, service marks, domain names, copyrights, and any applications and registrations
therefor, technology, trade secrets, know-how, computer software and tangible and intangible proprietary
information and materials (collectively, “Intellectual Property Rights”) used in connection with the business
of the Company except as would not, individually or in the aggregate, have a Company Material Adverse
Effect. No Person has notified the Company that its use of such Intellectual Property Rights infringes,
misappropriates or violates any rights of any third party except where such infringement, misappropriation
or violation would not, individually or in the aggregate, have a Company Material Adverse Effect. To the
Company’s Knowledge, no third party infringes, misappropriates or violates any Intellectual Property
Rights owned or exclusively licensed by or to the Company, except where such infringement,
misappropriation or violation would not, individually or in the aggregate, have a Company Material
Adverse Effect.

Section 3.20 Required Vote of the Company Shareholders. The affirmative vote of the holders of
two-thirds of the issued and outstanding shares of Company Common Stock (the “Company Shareholder
Approval”) is the only vote of the holders of any class or series of the Company’s Capital Stock necessary to
approve this Agreement and the transactions contemplated by this Agreement.

Section 3.21 State Takeover Statutes. Assuming Buyer does not beneficially own 10% or more of
the Company Common Stock on the date hereof, the action of the Board of Directors of the Company in
approving the Merger, this Agreement and the transactions contemplated by this Agreement is sufficient
to render inapplicable to Buyer, the Merger and this Agreement the provisions of Section 23B.19 of the
WBCA and Article XII of the Company’s Articles of Incorporation.

Section 3.22 Brokers. No broker, investment banker, financial advisor or other Person, other than
J.P. Morgan Securities Inc. (“JPMorgan™), the fees and expenses of which will be paid by the Company
(and are reflected in an agreement between JPMorgan and the Company, complete copies of which have
been furnished to Buyer), is entitled to any broker’s, finder’s, financial advisor’s or other similar fee or
commission in connection with the transactions contemplated by this Agreement based upon arrangements
made by or on behalf of the Company.

Section 3.23 Material Contracts.

(a) As of the date hereof, the Company is not a party to or bound by any Contract that (i) is a
“material contract” (as such term is defined in Section 601(b)(10) of Regulation S-K promulgated by the
SEC) as to the Company, (ii) would, after giving effect to the Merger, limit or restrict the Surviving
Corporation or any successor thereto, from engaging or competing in any line of business or in any
geographic area or that contains restrictions on pricing (including most favored nation provisions) or
exclusivity or non-solicitation provisions with respect to customers, (iii) limits or otherwise restricts the
ability of the Company to pay dividends or make distributions to its shareholders, (iv) provides for the
operation or management of any operating assets of the Company by any Person other than the Company
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and its Subsidiaries or (v) is a material guarantee or contains a material guarantee by the Company of any
indebtedness or other obligations of any Person (each Contract referred to in (i) — (v) is a “Company
Material Contract™).

(b) Each Company Material Contract is a valid and binding obligation of the Company enforceable
against the Company in accordance with its terms and, to the Company’s Knowledge, each other party
thereto, and is in full force and effect, and the Company has performed in all material respects all
obligations required to be performed by it to the date hereof under each Company Material Contract and,
to the Company’s Knowledge, each other party to each Company Material Contract has performed in all
material respects all obligations required to be performed by it under such Company Material Contract,
except, in each case, as would not, individually or in the aggregate, have a Company Material Adverse
Effect. The Company has not received notice of any violation of or default under (or any condition which
with the passage of time or the giving of notice would cause such a violation of or default under) any
Company Material Contract to which it is a party or by which it or any of its properties or assets is bound,
except for violations or defaults that would not, individually or in the aggregate, have a Company Material
Adverse Effect or, after giving effect to the Merger, on Buyer. “Company Indebtedness” means
(i) indebtedness for borrowed money of the Company, (ii) obligations of the Company evidenced by notes,
bonds, debentures or other similar instruments or by letters of credit agreements, including purchase
money obligations or other obligations relating to the deferred purchase price of property and (iii) direct
or indirect guarantees by the Company of indebtedness for borrowed money of any Person.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF BUYER AND MERGER SUB

Buyer and Merger Sub hereby jointly and severally represent and warrant to the Company, other than
as set forth in the Buyer Disclosure Schedules dated as of the date hereof (the “Buyer Disclosure
Schedules”) and except as disclosed in the documents (excluding any exhibits or portions thereof) filed with
or furnished to the SEC by Buyer and publicly available on the Electronic Data Gathering, Analysis and
Retrieval System prior to the date of this Agreement (the “Buyer Filed SEC Documents”) (it being
understood that any matter set forth in the Buyer Filed SEC Documents will be deemed to qualify any
representation or warranty in this Article IV only to the extent that the description of such matter in the
Buyer Filed SEC Documents is made in such a way as to make its relevance to the information called for
by such representation or warranty readily apparent), as follows:

Section 4.1 Organization. Each of Buyer and Merger Sub is duly organized, validly existing and in
good standing under the laws of the jurisdiction of its organization and has all requisite power and
authority to carry on its businesses as now being conducted, except where the failure to be so organized,
existing and in good standing or to have such power and authority would not, individually or in the
aggregate, have a Buyer Material Adverse Effect. Buyer is duly qualified or licensed to do business and in
good standing in each jurisdiction in which the nature of its business or the ownership or leasing of its
properties makes such qualification or licensing necessary, except in such jurisdictions where the failure to
be so duly qualified or licensed and in good standing would not, individually or in the aggregate, have a
Buyer Material Adverse Effect. Buyer has delivered to the Company complete and correct copies of its
Certificate of Incorporation and bylaws and the Articles of Incorporation and bylaws of Merger Sub.
“Buyer Material Adverse Effect” means any event, effect, change or development that, individually or in the
aggregate with other events, effects, changes or developments) has, or would reasonably be expected to
have, a material and adverse effect on the ability of Buyer or Merger Sub to perform its obligations under
this Agreement or to consummate the transactions contemplated hereby by the End Date. Merger Sub has
been organized solely for the purpose of consummating the Merger and has conducted no business or
engaged in any operations of any kind.
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Section 4.2 Authority. On or prior to the date of this Agreement, the Board of Directors of each of
Buyer and Merger Sub, and the sole shareholder of Merger Sub, approved the Merger and this
Agreement. Each of Buyer and Merger Sub has all requisite corporate power and authority to execute and
deliver this Agreement. Merger Sub has all requisite corporate power and authority to consummate the
Merger. The execution, delivery and performance of this Agreement by Buyer and Merger Sub and the
consummation by Merger Sub of the Merger and of the other transactions contemplated hereby have been
duly authorized by all necessary corporate action on the part of Buyer and Merger Sub. This Agreement
has been duly executed and delivered by Buyer and Merger Sub and (assuming the valid authorization,
execution and delivery of this Agreement by the Company) constitutes the valid and binding obligation of
Buyer and Merger Sub enforceable against them in accordance with its terms, except that such
enforceability (i) may be limited by bankruptcy, insolvency, moratorium or other similar laws affecting or
relating to the enforcement of creditors’ rights generally and (ii) is subject to general principles of equity.

Section 4.3 Consents and Approvals; No Violations.

(a) Except for filings, permits, authorizations, consents and approvals contemplated by
Section 4.3(b) and as set forth on Section 4.3(a) of the Buyer Disclosure Schedules, neither the execution,
delivery or performance of this Agreement by Buyer and Merger Sub nor the consummation by Buyer and
Merger Sub of the transactions contemplated hereby will (i) conflict with or result in any breach of any
provision of the Certificate of Incorporation or bylaws of Buyer or the Articles of Incorporation or bylaws
of Merger Sub, (ii) result in a violation or breach of, or constitute (with or without due notice or lapse of
time or both) a default (or give rise to any right of termination, guaranteed payment, loss of rights,
cancellation or acceleration) under any of the terms, conditions or provisions of any Contract to which
Buyer is a party or by which it or any of its properties or assets may be bound or any Buyer Permit,
(ii1) violate any order, writ, injunction, decree, statute, rule or regulation applicable to Buyer or Merger
Sub or any of its properties or assets or (iv) result in the creation of any Lien upon any of the properties or
assets of Buyer except in the case of clauses (ii) through (iv) for such matters that would not, individually
or in the aggregate, have a Buyer Material Adverse Effect.

(b) No filing or registration with, or authorization, consent or approval of, any Governmental Entity
(other than filings, registrations, authorizations, consents and approvals the failure of which to make or
obtain would not, individually or in the aggregate, have a Buyer Material Adverse Effect) is required by or
with respect to Buyer in connection with the execution and delivery of this Agreement by Buyer and
Merger Sub or is necessary for the consummation by Buyer and Merger Sub of the Merger and the other
transactions contemplated by this Agreement, except (i) the WUTC Approval, (ii) the OPUC Approval,
(iif) in connection, or in compliance, with the provisions of the HSR Act, (iv) the filing of the Articles of
Merger with the Secretary of State of Washington and appropriate documents with the relevant authorities
of other states in which Buyer or any of its Subsidiaries is qualified to do business, (v) as may be required
by state takeover laws and foreign or supranational laws relating to antitrust and competition clearances
disclosed on Section 4.3(b) of the Buyer Disclosure Schedules, (vi) such filings as may be required in
connection with the Taxes described in Section 6.6, (vii) as may be required under the Exchange Act and
(viii) such other filings, registrations, authorizations, consents and approvals as set forth on
Section 4.3(b) of the Buyer Disclosure Schedules (collectively, whether or not legally required to be made
or obtained, except for those items set forth on Section 4.3(b)(1) of the Buyer Disclosure Schedules, the
“Buyer Required Statutory Approvals™). References to “obtained” with respect to Buyer Required Statutory
Approvals will include the making of all filings and registrations and the giving of all applicable notices.

Section 4.4 Available Funds. Buyer has or will have available to it all funds necessary to deliver the
Merger Consideration and satisfy all of its obligations hereunder.

Section 4.5 Information Supplied. None of the information supplied or to be supplied by Buyer
specifically for inclusion or incorporation by reference in the Proxy Statement relating to the Company
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Sharcholders Meeting will, at the time it is first mailed to the shareholders of the Company and at the time
of the Company Shareholders Meeting, contain any untrue statement of a material fact, or omit to state
any material fact required to be stated therein or necessary in order to make the statements therein, in
light of the circumstances under which they are made, not misleading.

Section 4.6 Ownership of Company Common Shares. None of Buyer or its Subsidiaries owns any
shares of Company Common Stock.

Section 4.7 Brokers. No broker, investment banker, financial advisor or other Person, other than
UBS Securities LLC (“Buyer’s Banker”), the fees and expenses of which will be paid by Buyer, is entitled to
any broker’s, finder’s, financial advisor’s or other similar fee or commission in connection with the
transactions contemplated by this Agreement based upon arrangements made by or on behalf of Buyer.

Section 4.8 SEC Documents and Other Reports.

(a) Buyer has timely filed with or furnished to the SEC all documents required to be filed or
furnished by it since December 31, 2001 under the Securities Act or the Exchange Act. As of their
respective filing or furnishing dates, the Buyer Filed SEC Documents complied in all material respects with
the requirements of the Securities Act or the Exchange Act, as the case may be, each as in effect on the
date so filed or furnished, and at the time filed with the SEC, none of the Buyer Filed SEC Documents so
filed contained any untrue statement of a material fact or omitted to state a material fact required to be
stated therein or necessary to make the statements therein, in light of the circumstances under which they
were made, not misleading. The consolidated financial statements of Buyer included in the Buyer Filed
SEC Documents complied as of their respective dates in all material respects with the then applicable
accounting requirements and the published rules and regulations of the SEC with respect thereto, were
prepared in accordance with GAAP (except in the case of the unaudited statements, as permitted by
Form 10-Q under the Exchange Act) applied on a consistent basis during the periods involved (except as
may be indicated therein or in the notes thereto) and fairly present in all material respects the consolidated
financial position of Buyer and its consolidated Subsidiaries as at the dates thereof and the consolidated
results of their operations and their consolidated cash flows for the periods then ended all in accordance
with GAAP (subject, in the case of unaudited statements, to normal year-end audit adjustments and to any
other adjustments described therein that were not or are not expected to be, individually or in the
aggregate, materially adverse to Buyer).

(b) The financial statements of each of the deconsolidated Subsidiaries of Buyer, if any, for each of
the last three fiscal years fairly present in all material respects the financial position of such deconsolidated
Subsidiary of Buyer as at the dates thercof and the results of their operations and their cash flows for the
periods then ended (subject, in the case of unaudited statements, to normal year-end audit adjustments
and to any other adjustments described therein).

Section 4.9 Litigation. There is no suit, action, order or proceeding pending, and to the Knowledge
of Buyer there is no suit, action, order, proceeding investigation threatened, against Buyer or any of its
Subsidiaries that would, individually or in the aggregate, have a Buyer Material Adverse Effect. Neither
Buyer nor any of its Subsidiaries is subject to any outstanding judgment, order, writ, injunction or decree
that would, individually or in the aggregate, have a Buyer Material Adverse Effect.

ARTICLEV
COVENANTS RELATING TO CONDUCT OF BUSINESS
Section 5.1 Conduct of Business Pending the Merger.

(a) Conduct of Business by the Company Pending the Merger. During the period from the date of this
Agreement until the Effective Time, except as expressly permitted by this Agreement or as set forth on
Section 5.1(a) of the Company Disclosure Schedules or as Buyer otherwise agrees in writing, the Company
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will and will cause each of its Subsidiaries to carry on its business in the ordinary course consistent with
past practice and, to the extent consistent therewith, use reasonable efforts to preserve its business
organization intact, maintain in full force and effect the Company Permits and maintain its existing
relations and goodwill with Governmental Entities, customers, suppliers, distributors, creditors, lessors,
licensors, licensees, employees and business associates to the end that their goodwill and ongoing
businesses will not be impaired in any material respect at the Effective Time. Without limiting the
generality of the foregoing, and except (i) as otherwise expressly permitted by this Agreement, (ii) as
contemplated by the Confidential Evaluation Material, dated March 2006, previously provided by the
Company to Buyer (the “CEM”), except as otherwise set forth below in this Section 5.1(a), or (iii) as set
forth on Section 5.1(a) of the Company Disclosure Schedules, during the period from the date of this
Agreement to the Effective Time, the Company will not, and will not permit any of its Subsidiaries to,
without the prior written consent of Buyer (which consent will not be unreasonably withheld or delayed),
take any of the following actions:

(i) (A) declare, set aside or pay any dividends on, or make any other distributions in respect of,

any of its Capital Stock, other than (1) dividends and distributions by a direct or indirect Subsidiary of

the Company to its parent and (2) regular quarterly cash dividends and distributions with respect to
the Company Common Stock, not to exceed $0.24 per share of Company Common Stock per quarter,
and otherwise in accordance with the Company’s dividend policy as set forth on

Section 5.1(a)(i)(A)(2) of the Company Disclosure Schedules (regardless of any assumptions
regarding dividends set forth in the CEM), with record dates and payment dates consistent with the
Company’s past dividend practice, (B) split, combine or reclassify any of its Capital Stock or issue or
authorize the issuance of any other securities in respect of, in licu of or in substitution for its Capital
Stock or (C) purchase, redeem or otherwise acquire any Capital Stock of the Company or any of its
Subsidiaries or any other securities thereof or any rights, warrants or options to acquire any Capital
Stock or other securities thereof, other than purchases of shares of Company Common Stock for
issuance to participants in the Company DRIP and the Company Employee Savings Plan;

(if) issue, deliver, pledge, encumber, sell, dispose of or grant (A) any of its Capital Stock or any
Capital Stock in any of its Subsidiaries, (B) any Company Voting Debt, Company Stock Equivalents
or other voting securities, (C) any securities convertible into or exchangeable for, or any options,
warrants or rights to acquire, any Capital Stock referred to in clause (A), Company Voting Debt,
Company Stock Equivalents, voting securities or convertible or exchangeable securities or (D) any

“phantom” stock, “phantom” stock rights, stock appreciation rights or stock-based performance units,

other than (1) the issuance of Company Common Stock upon the exercise or conversion of awards
made under the Company Stock Plans that are outstanding on the date of this Agreement and in
accordance with their present terms, upon the exercise or conversion of awards granted under the

Company Stock Plans awarded in accordance with Section 5.1(a)(ii)(D)(2) or pursuant to the terms of

any Compensation Commitment as in effect on the date of this Agreement or as amended in
accordance with or as permitted by this Agreement, (2) issuances by a direct or indirect Subsidiary of
the Company of its Capital Stock to its parent, (3) the reissuance of shares of Company Common
Stock that have been purchased in accordance with Section 5.1(a)(i)(C) pursuant to the Company
DRIP and the Company Employee Savings Plan or (4) the annual issuance of 8,000 shares (in the
aggregate) of Company Common Stock in accordance with Section 6.1 of the 2000 Director Stock
Award Plan (as amended), as in effect on the date hereof.

(iii)y amend the Company’s Articles of Incorporation or bylaws;
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(iv) (A) acquire or agree to acquire by merging or consolidating with, or by purchasing a
substantial equity interest in or portion of the assets of, or by any other manner, any business or any
corporation, partnership, joint venture, association or other business organization or division thereof,
(B) acquire or agree to acquire any assets, other than in the ordinary course of business consistent
with past practice or pursuant to capital expenditures made in accordance with Section 5.1(a)(ix) or
(C) make any investment in the Capital Stock of, or other instrument convertible into or exchangeable
for the Capital Stock of, any other Person (other than direct or indirect Subsidiaries of the Company
that are direct or indirect Subsidiaries of the Company as of the date hereof);

(v) except to the extent required by applicable law or by the terms of any Benefit Plan
maintained by the Company, Compensation Commitment or collective bargaining agreement in effect
as of the date of this Agreement, (A) grant to any current or former employee, officer or director of
the Company or any of its Subsidiaries any increase in compensation or benefits or new incentive
compensation grants except in the ordinary course of business consistent with past practice (including
annual salary and compensation increases in respect of any fiscal year regardless of when such
increases were approved), provided that such compensation and benefits increases, in the aggregate,
do not result in an increase of more than 5% when compared to the prior year (excluding the effect of
increases due to actuarial assumptions), (B) grant to any current or former employee, officer or
director of the Company or any of its Subsidiaries any increase in severance, pay to stay or termination
pay except to the extent consistent with past practice and that, in the aggregate, does not result in a
material increase in benefits or compensation expenses, (C) enter into or amend any Compensation
Commitment with any such current or former employee, officer or director, (D) establish, adopt,
enter into or amend in any material respect any collective bargaining agreement or Benefit Plan,
except with respect to any Benefit Plan maintained by the Company that is a Qualified Plan, as may be
required to facilitate or obtain a determination from the IRS that such Benefit Plan is a Qualified
Plan or (E) take or permit to be taken any action to accelerate any rights or benefits or the funding
thereof, or make or permit to be made any material determinations not in the ordinary course of
business consistent with past practice, under any collective bargaining agreement, Benefit Plan or
Compensation Commitment; provided, however, that notwithstanding anything in this
Section 5.1(a)(v) to the contrary, the foregoing will not restrict the Company or its Subsidiaries from
entering into or making available to newly hired officers, or employees hired to fill existing positions
or up to ten newly created positions, or to officers or employees in the context of promotions based on
job performance or workplace requirements in the ordinary course of business consistent with past
practice, plans, agreements (except employment, severance or change of control agreements), benefits
and compensation arrangements (excluding equity grants) that have, consistent with past practice,
been made available to newly hired or promoted officers or employees;

(vi) make any material change in accounting methods, principles or practices except as required
by GAAP, by regulatory authorities of competent jurisdiction or by law;

(vii) sell, lease (as lessor), license or otherwise dispose of or subject to any Lien (other than
Liens as required by after acquired property covenants in Contracts evidencing Company
Indebtedness and Liens created in connection with the refinancing of Company Indebtedness in
accordance with Section 5.1(a)(viii) that are no less favorable to the Company and its Subsidiaries
than those Liens that were created in connection with the Company Indebtedness that is being
refinanced) any properties or assets that are material, individually or in the aggregate, to the
Company and its Subsidiaries, taken as a whole, other than sales of excess or obsolete assets in the
ordinary course of business consistent with past practice;

(viii) except with respect to indebtedness incurred under the Company’s Amended and
Restated Loan Agreement, dated as of September 30, 2004, with U.S. Bank National Association and
the Company’s uncommitted line of credit with The Bank of New York in the ordinary course of
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business consistent with past practice (A) incur any indebtedness for borrowed money or guarantee
any such indebtedness of another Person, issue or sell any debt securities or warrants or other rights to
acquire any debt securities of the Company or any of its Subsidiaries, guarantee any debt securities of
another Person, enter into any “keep well” or other agreement to maintain any financial statement
condition of another Person or enter into any arrangement having the economic effect of any of the
foregoing, in each case, other than (1) in connection with any refinancing on commercially reasonable
terms any borrowings of the Company or its Subsidiaries outstanding on the date hereof (or under any
extensions or replacements thereof), including any revolving credit agreements or similar credit
facilities and the Company’s 8.50% medium term notes due October 2006, and (2) indebtedness
incurred by any Subsidiary of the Company under any loan permitted by clause (B), or (B) make any
loans, advances or capital contributions to, or investments in, any other Person, other than to or in the
Company or any Subsidiary;

(ix) make or agree to make any capital expenditure or expenditures, other than
(A) expenditures in accordance with Section 5.1(a)(ix) of the Company Disclosure Schedules,
(B) expenditures contemplated in the CEM and (C) expenditures to the extent made or agreed to be
made in order to ensure compliance with the rules and regulations or an order of the WUTC or
OPUC or any other Governmental Entity or to ensure compliance with the terms of any Permit, in
which case, to the extent permissible under applicable law, the Company will consult with Buyer prior
to making or agreeing to make any such expenditure;

(x) engage in any activities not engaged in on the date hereof which would cause a change in the
Company’s status as a local distribution company under PUHCA 2005;

(xi) enter into any Contract for the purchase and/or sale of natural gas (“Gas Supply
Agreement”) other than any Gas Supply Agreement entered into in the ordinary course of business
consistent with past practice unless the Company consults with Buyer regarding such Gas Supply
Agreement and the Company has obtained the prior written consent of Buyer to such Gas Supply
Agreement or such Gas Supply Agreement is fully compliant with criteria to which Buyer has
previously given a generic consent, in each case, which consent will not be unreasonably withheld or
delayed, it being understood that in such consultation process Buyer and the Company will comply
with all applicable laws and any applicable confidentiality or similar third party agreement;

(xii) pay, discharge, settle, compromise or satisfy any material claims, liabilities, litigation or
other obligations (absolute, accrued, asserted or unasserted, contingent or otherwise), or waive,
release or assign any such material rights or claims, other than the payment, discharge or satisfaction
(A) in the ordinary and usual course of business consistent with past practice or (B) in accordance
with their terms, with respect to liabilities or other obligations reserved against in the financial
statements in the Company Filed SEC Documents (in amounts not to exceed such reserves).

(xiii) enter into any Hedging Transactions other than in the ordinary course of business
consistent with past practice as set forth in Section 5.1(a)(xiii) of the Company Disclosure Schedule,
provided, however, that all such Hedging Transactions (including those set forth in Section 5.1(a)(xiii)
of the Company Disclosure Schedule) shall qualify for hedge accounting treatment under current
accounting guidelines set forth in Statement of Financial Accounting Standards No. 133, “Accounting
for Derivative Instruments and Hedging Activities”;

(xiv) adopt a plan of complete or partial liquidation or a dissolution or resolutions providing for
or authorizing such a liquidation or a dissolution, restructuring, recapitalization or reorganization;

(xv) commit or agree to take any of the foregoing actions; or

(xvi) (A) make any change (or file any such change) in any method of Tax accounting for a
material amount of Taxes, (B) make, change or rescind any material Tax election with respect to the
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Company or any Subsidiary of the Company (except as required by law), (C) settle or compromise any
material Tax liability or otherwise pay or consent to any material assessment as the result of an audit,
(D) file any amended Tax Return involving a material amount of additional Taxes (except as required
by law), (E) enter into any closing agreement relating to a material amount of Taxes, or (F) waive or
extend the statute of limitations in respect of Taxes (other than pursuant to extensions of time to file
Tax Returns obtained in the ordinary course of business), other than, in each case, in the ordinary
course of business and consistent with past practice.

(b) Conduct of Business by Buyer Pending the Merger. During the period from the date of this
Agreement until the Effective Time, except as expressly permitted by this Agreement or as the Company
otherwise agrees in writing, Buyer agrees that it will not acquire or agree to acquire any asset or to make
any investment in any Person to the extent such agreement, acquisition or investment would reasonably be
expected to have a material adverse effect on the ability of Buyer or the Company to obtain any Buyer
Required Statutory Approval or Company Required Statutory Approval, respectively, or to delay by a
material period the receipt thereof.

Section 5.2 No Solicitation.

(a) From the date hereof until the earlier of the Effective Time or the date on which this Agreement
is terminated in accordance with the terms hereof, the Company will not, nor will it permit any of its
Subsidiaries to, nor will it or its Subsidiaries authorize or permit any of their respective officers, directors,
employees, representatives or agents to, directly or indirectly, (i) solicit, initiate or knowingly encourage or
facilitate (including by way of furnishing non-public information regarding the Company or its
Subsidiaries) any inquiries regarding, or the making of any proposal which constitutes or that may
reasonably be expected to lead to, any Takeover Proposal, (ii) enter into any letter of intent or agreement
related to any Takeover Proposal (each, an “Acquisition Agreement”) or (iii) participate in any discussions
or negotiations regarding, or that may reasonably be expected to lead to, any Takeover Proposal; provided,
however, that if, at any time after the date hereof and prior to the receipt of the Company Shareholder
Approval the Company receives an unsolicited bona fide written Takeover Proposal from any third Person
that in the good faith judgment of the Company’s Board of Directors constitutes, or is reasonably likely to
constitute, a Superior Proposal and the Board of Directors of the Company determines in good faith, after
consultation with outside counsel, that the failure to take any of the following actions in (A) — (C) with
respect to such Takeover Proposal would be reasonably likely to result in a breach of its fiduciary duties
under applicable law, the Company may, in response to such Superior Proposal, (A) furnish information
with respect to the Company to any such Person and its representatives pursuant to a confidentiality
agreement no more favorable to such Person than the Confidentiality Agreement is to Buyer,

(B) participate in discussions and negotiations with such Person regarding such Superior Proposal and

(C) enter into, approve or recommend (or propose any of the foregoing) any letter of intent or agreement
involving the Company or any Subsidiary of the Company related to any Takeover Proposal or Superior
Proposal if (1) prior to furnishing such non-public information to such third Person the Company provides
at least two business days advance written notice to Buyer of the identity of the third Person making, and
the proposed material terms and conditions of, such Superior Proposal and (2) the Company continues to
comply with this Section 5.2. “Takeover Proposal” means any proposal or offer from any Person (other than
Buyer and its Affiliates) that contemplates, or could reasonably be expected to lead to, a Takeover
Transaction. “Takeover Transaction” means a proposal or offer relating to (x) any direct or indirect
acquisition or purchase of 10% or more of the assets of the Company and its Subsidiaries, taken as a whole
(other than a proposal to acquire or purchase the building in which the Company’s principal executive
offices are located on the date hereof) or 10% or more of the voting power of the Capital Stock of the
Company then outstanding, (y) any tender offer or exchange offer that if consummated would result in any
Person beneficially owning 10% or more of the voting power of the Capital Stock of the Company then
outstanding, or (x) any merger, consolidation, business combination, recapitalization, liquidation,
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dissolution or similar transaction involving the Company, as a result of which a third party or the
shareholders of a third party would acquire 10% or more of the voting power of the Capital Stock of the
Company then outstanding, other than the transactions with Buyer contemplated by this Agreement.
“Superior Proposal” means any bona fide written offer made by any Person (other than Buyer and its
Affiliates) to acquire, directly or indirectly, for consideration consisting of cash and/or securities, more
than 50% of the voting power of the Capital Stock of the Company then outstanding or all or substantially
all the assets of the Company and otherwise on terms which the Board of Directors of the Company
determines in good faith (after consultation with its financial and other advisors) to be more favorable
(taking into account () all financial and strategic considerations, including relevant legal, financial,
regulatory and other aspects of such Takeover Proposal and the Merger and the other transactions
contemplated by this Agreement deemed relevant by the Board of Directors, (II) the identity of the third
party making such Takeover Proposal and (III) the conditions and prospects for completion of such
Takeover Proposal) to the Company’s shareholders than the Merger (and any revised proposal made by
Buyer), which is reasonably capable of being completed on the terms proposed (taking into account the
ability to deliver any consideration to be paid in connection with such transaction and obtain required
regulatory approvals).

(b) Except as contemplated in Section 5.2(a) and otherwise in this Agreement, neither the Board of
Directors of the Company nor any committee thereof will (i) withdraw, qualify or modify, in a manner
adverse to Buyer, the approval by such Board of Directors of the Merger and this Agreement and the
transactions contemplated hereby or the recommendation by such Board of Directors of this Agreement,
(ii) approve or recommend, or propose to approve or recommend, any Takeover Proposal or
(iii) authorize or permit the Company or any of its Subsidiaries to enter into any Acquisition Agreement.

(c) Nothing contained in this Section 5.2 will prohibit the Company and its Board of Directors from
complying with Rules 14d-9 or 14e-2 promulgated under the Exchange Act with respect to a Takeover
Proposal; provided, however, that compliance with such rules will not in any way limit or modify the effect
that any action taken pursuant to such rules has under any other provision of this Agreement, including
Section 8.1(d).

(d) The Company agrees that it and its Subsidiaries will, and the Company will direct and cause its
and its Subsidiaries’ respective officers, directors, employees, representatives and agents to, immediately
cease and cause to be terminated any activities, discussions or negotiations with any Persons with respect
to any Takeover Proposal. The Company agrees that it will notify Buyer in writing as promptly as
practicable (and in any event within two business days) after any Takeover Proposal is received by, any
information is requested by any Person who the Board of Directors in good faith believes is reasonably
likely to make a Takeover Proposal from, or any discussions or negotiations relating to a Takeover
Proposal are sought to be initiated or continued with, the Company, its Subsidiaries, or their officers,
directors, employees, representatives or agents. The notice will indicate the name of the Person making
such Takeover Proposal or taking such action and the material terms and conditions of any proposals or
offers, and thereafter the Company will keep Buyer informed, on a current basis, of the status and
materials terms of any such proposals or offers and the status of any such discussions or negotiations.

Section 5.3 Rate and Regulatory Matters. To the extent permitted by applicable law, the Company
will cause each of its Subsidiaries to deliver to Buyer a copy of each principal filing or agreement (other
than filings or agreements related to a fuel adjustment or purchase gas adjustment or similar adjusting rate
mechanism) related to its generally applicable rates, charges, standards of service, accounting or regulatory
policy which could lead to a material change in any of those areas as soon as practicable and in any event
no later than five business days prior to the filing or execution thereof so that Buyer may comment
thereon. The Company will, and will cause its respective Subsidiaries to, make all such filings only in the
ordinary course of business consistent with past practice or as required by a Governmental Entity or
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regulatory agency with appropriate jurisdiction or under existing settlement agreements to which the
Company is a party.

Section 5.4 Disclosure of Certain Matters; Delivery of Certain Filings.

(a) The Company will promptly notify Buyer if, to the Knowledge of the Company, there exists a
material breach of a representation or warranty made by the Company contained herein or if there occurs,
to the Knowledge of the Company, any change or event which results in the executive officers of the
Company having a good faith belief that such change or event has resulted in, or is reasonably likely to
result in, a material breach of a representation or warranty made by the Company contained herein. Buyer
will promptly notify the Company if, to the Knowledge of Buyer, if there exists a material breach of a
representation or warranty made by Buyer contained herein or if there occurs, to the Knowledge of Buyer,
any change or event which results in the executive officers of Buyer having a good faith belief that such
change or event has resulted in, or is reasonably likely to result in, a material breach of a representation or
warranty made by Buyer contained herein. The Company will provide to Buyer, and Buyer will provide to
the Company, copies of all filings made by the Company or Buyer, as the case may be, with any
Governmental Entity in connection with this Agreement and the transactions contemplated hereby.

(b) To the extent permitted by applicable law, the Company will, and will cause its Subsidiaries to,
promptly notify Buyer of any written communication with or notice from any taxing authority relating to
any material Tax audit or examination relating to any material Taxes, any extension of any statute of
limitations relating to Taxes or any change in method of accounting relating to material Taxes.

(c) To the extent permitted by applicable law, the Company will, and will cause its Subsidiaries to,
consult with Buyer with respect to negotiations relating to the renewal of any collective bargaining
agreement. No consultation in accordance with this Section 5.4(c) will be deemed to be a consent by either
party to any action proposed by the other party with respect to renewal of a collective bargaining
agreement.

(d) The Company and Buyer each will give prompt notice to the other of any proposed change that is
reasonably likely to result in a Company Material Adverse Effect and Buyer Adverse Effect, respectively.

ARTICLE VI
ADDITIONAL AGREEMENTS

Section 6.1 Employee Benefits; Workforce Matters.

(a) From and after the Effective Time, the Surviving Corporation will, or will cause one of its
Subsidiaries to, honor and perform in accordance with their respective terms (as in effect on the date of
this Agreement or as amended in accordance with or as permitted by this Agreement), all the collective
bargaining agreements to which the Company or one of its Subsidiaries is a party and is set forth on
Section 3.13(a) of the Company Disclosure Schedules. Nothing in this Section 6.1(a) will be interpreted to
prevent the Surviving Corporation or any of its Subsidiaries from enforcing such agreements in accordance
with their respective terms, including enforcement of any reserved right to amend, modify, suspend, revoke
or terminate any such agreement.

(b) Subject to applicable law and obligations under each applicable collective bargaining agreement,
Compensation Commitment and Benefit Plan, and except as provided in Section 2.3, the Surviving
Corporation will, or will cause one of its Subsidiaries to, assume, maintain in effect, honor and perform in
accordance with their respective terms (as in effect on the date of this Agreement or as amended or
established in accordance with or as permitted by this Agreement) each Benefit Plan and Compensation
Commitment listed on Section 3.12(a) of the Company Disclosure Schedules and in effect on the date of
this Agreement (or established as permitted by this Agreement), with respect to the current and former
employees, officers or directors of the Company and its Subsidiaries who are covered by such plans or
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commitments immediately prior to the Effective Time. Nothing in this Section 6.1(b) will be interpreted to
limit any reserved right contained in any such Benefit Plan or Compensation Commitment to amend,
modify, suspend, revoke or terminate any such plan or commitment in accordance with its terms. As soon
as practicable after the execution of this Agreement, the Company will provide Buyer with the
documentation and information requested by Buyer to determine whether a merger of the Company
Employee Savings Plan into the Buyer’s 401(k) Plan would require amendment of the Buyer’s 401(k) Plan
in order to satisfy Section 411(d)(6) of the Code and applicable IRS regulations and rulings. If Buyer
determines that the Company Employee Savings Plan should instead be terminated and gives the
Company timely notice of that determination, the Company’s Board of Directors will ensure that
appropriate resolutions terminating the plan are passed by the Company’s Board of Directors at least three
(3) business days before the Closing Date, with such resolutions conditioned upon the Closing occurring.

(c) Following the Effective Time, subject to the terms of this Agreement, applicable law and
applicable collective bargaining agreements: (i) the Surviving Corporation will, in good faith and consistent
with business needs, consider reductions in work force in a fair and equitable manner and in light of the
circumstances and the objectives to be achieved, giving consideration to previous work history, job
experience and qualifications and (ii) all employees of the Surviving Corporation will be entitled to fair
and equitable consideration in connection with any job opportunities with the Surviving Corporation and
its Subsidiaries, in each case without regard to whether employment prior to the Effective Time was with
the Company and its Subsidiaries or the Surviving Corporation and its Subsidiaries.

(d) Nothing contained in this Section 6.1 will be deemed to constitute an employment Contract
between the Surviving Corporation or any Subsidiary of the Surviving Corporation and any individual, or a
waiver of the Surviving Corporation’s or any of its Subsidiaries’ right to discharge any employee at any
time, with or without cause.

Section 6.2 Shareholder Approval; Preparation of Proxy Statement; Other Actions.

(a) As soon as practicable following the date of this Agreement the Company will duly call, give
notice of, convene and hold a meeting of its shareholders (including any adjournments or postponements
thereof, the “Company Sharcholders Meeting™) for the purpose of obtaining the Company Shareholder
Approval. The Company will, through its Board of Directors, recommend to its shareholders that the
Company Sharcholder Approval be given and will not withdraw, qualify or modify, or propose to withdraw,
qualify or modify, in a manner adverse to Buyer, the approval or recommendation by such Board of
Directors of the Merger and this Agreement and the transactions contemplated hereby or the
recommendation by such Board of Directors of the approval of the Merger and this Agreement or take any
other action or make any other statement in connection with the Company Shareholders Meeting
inconsistent with such recommendation or approval except to the extent expressly permitted in Section 5.2.

(b) The Company, with Buyer’s reasonable assistance, will promptly prepare and file with the SEC
the Proxy Statement. The Company will distribute the Proxy Statement to its shareholders.

(c) No filing of, or amendment or supplement to, the Proxy Statement (other than filings of Annual
Reports on Form 10 K, Quarterly Reports on Form 10 Q and Current Reports on Form 8 K) will be made
by the Company without providing Buyer the opportunity to review and comment thereon. If at any time
prior to the Effective Time any information relating to Buyer or the Company, or any of their respective
Affiliates or officers or directors, should be discovered by Buyer with respect to Buyer or any of its
Subsidiaries or any of its Affiliates, officers or directors or the Company with respect to the Company or
any of its Subsidiaries or any of its Affiliates, officers or directors which should be set forth in an
amendment or supplement to the Proxy Statement, so that any of such documents would not include any
misstatement of a material fact or omit to state any material fact necessary to make the statements therein,
in light of the circumstances under which they were made, not misleading, the party which discovers such
information will promptly notify the other parties hereto and an appropriate amendment or supplement
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describing such information will be promptly filed with the SEC and, to the extent required by law,
disseminated to the sharcholders of the Company.

Section 6.3 Access to Information.

(a) Upon reasonable notice and subject to the terms of the Confidentiality Agreement, dated as of
February 28, 2006, between the Company and Buyer, as the same may be amended, supplemented or
modified (the “Confidentiality Agreement”), and applicable laws relating to the exchange of information, the
Company will, and will cause its Subsidiaries to, afford to the Buyer and its officers, employees,
accountants, counsel, financial advisors, consultants and other representatives reasonable access, during
normal business hours during the period prior to the Effective Time, to all its properties, books, contracts
and records and personnel and, during such period, the Company will (and will cause its Subsidiaries to)
make available to Buyer or its designated advisors (i) a copy of each report, schedule, registration
statement and other document filed or received by it during such period pursuant to the requirements of
the federal or state securities laws or the federal Tax laws, (ii) all other information concerning its business,
properties and personnel as Buyer may reasonably request and (iii) copies of any written notifications it
has received after the date hereof of a (A) “reportable condition” or (B) “material weakness” in the
Company’s internal controls.

(b) No investigation or exchange of information or other action pursuant to this Section 6.3 will be
deemed to affect any representation or warranty made by any party hereto in this Agreement.

Section 6.4 Fees and Expenses. Except as provided in this Section 6.4 and Section 8.2, all fees and
expenses incurred in connection with the Merger, this Agreement and the transactions contemplated
hereby will be paid by the party incurring such fees or expenses, whether or not the Merger is
consummated; provided, however, that Buyer and the Company will share equally up to $2,000,000 in the
aggregate of (i) all fees and expenses (but excluding fees and expenses of legal counsel and investment
bankers) incurred in relation to the preparing, printing, filing and mailing of the Proxy Statement
(including any related preliminary materials) and any amendments or supplements thereto, and (ii) if the
Company Sharcholder Approval is obtained, all fees and expenses incurred by the Company (including
fees and expenses of legal counsel, consultants, accountants and investment bankers, excluding, however,
the Company’s fees for its investment bankers in connection with the Merger) related to any efforts to
obtain the Company Required Statutory Approvals (including, for the purposes of this sentence, any
efforts in connection with the Rate Case).

Section 6.5 Public Announcements; Employee Communications. Buyer and the Company will
consult with each other before issuing any press release or otherwise making any public statements with
respect to the transactions contemplated by this Agreement and will not issue any such press release or
make any such public statement prior to such consultation, except as may be required by applicable law,
fiduciary duties or by obligations pursuant to any listing agreement with any national securities exchange,
and each party hereto will use reasonable efforts to provide copies of such release or other announcement
to the other party, and give due consideration to such comments as such other party may have, prior to
such release or announcement.

Section 6.6 Transfer Taxes. The Company and Buyer will cooperate in the preparation, execution
and filing of all returns, questionnaires, applications or other documents regarding any real property
transfer or gains, sales, use, documentary, transfer, value added, stock transfer and stamp Taxes, any
transfer, recording, registration and other fees and any similar Taxes which become payable under
applicable law in connection with the transactions contemplated by this Agreement. Notwithstanding the
foregoing, the Surviving Corporation will be responsible for any pay any real estate transfer tax under
Chapter 82.45 of the Revised Code of Washington in connection with the transactions contemplated
hereby and will hold the holders of the Company Common Shares harmless therefrom.
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Section 6.7 State Takeover Laws. If any “fair price” or “control share acquisition” statute or other
similar statute or regulation is or becomes applicable to the transactions contemplated hereby, the
Company and its Board of Directors will use its reasonable best efforts to grant such approvals and take
such actions as are necessary so that the transactions contemplated hereby may be consummated as
promptly as practicable on the terms contemplated hereby and otherwise act to minimize the effects of any
such statute or regulation on the transactions contemplated hereby.

Section 6.8 Indemnification; Directors and Officers Insurance.

(a) Allrights to indemnification and exculpation from liabilities for acts or omissions occurring at or
prior to the Effective Time now existing in favor of the current or former directors, officers, employees, or
agents, or fiduciaries under benefit plans, currently indemnified by the Company and its Subsidiaries (each
an “Indemnified Person™), as provided in their respective articles of incorporation, bylaws (or comparable
organizational documents) or other agreements providing indemnification, will survive the Merger and will
continue in full force and effect in accordance with their terms. In addition, from and after the Effective
Time, Indemnified Persons who become directors, officers or employees, or fiduciaries under benefit
plans, of the Surviving Corporation will be entitled to the indemnity rights and protections afforded to
directors, officers, employees and fiduciaries under benefit plans of the Surviving Corporation. Without
limiting the generality of the preceding sentence, in the event that any Indemnified Person becomes
involved in any actual or threatened action, suit, claim, proceeding or investigation covered by this
Section 6.8 after the Effective Time, the Surviving Corporation will promptly advance to such Indemnified
Person his or her legal and other expenses (including the cost of any investigation and preparation
incurred in connection therewith), subject to the receipt by the Surviving Corporation of an undertaking by
or on behalf of such Indemnified Party to reimburse all amounts so advanced in the event of a non-
appealable determination of a court of competent jurisdiction that such Indemnified Person is not entitled
thereto.

(b) The Surviving Corporation will purchase officers’ and directors’ liability insurance with an insurer
substantially comparable to the insurer under the Company’s current policy of at least the same coverage
and amounts, containing terms and conditions no less favorable to the insured for a period of at least six
years after the Effective Time and, prior to the Effective Time, Buyer will provide evidence to the
Company of such insurance.

(¢) The provisions of this Section 6.8 are intended to be for the benefit of, and will be enforceable by,
each Indemnified Person, his or her heirs and his or her personal representatives and will be binding on all
successors and assigns of the Surviving Corporation and the Company.

Section 6.9 Appropriate Actions; Consents; Filings.

(a) The Company and Buyer will cooperate with each other and use (and will cause their respective
Subsidiaries to use) reasonable best efforts to take or cause to be taken all actions, and do or cause to be
done all things, necessary, proper or advisable on its part under this Agreement and applicable laws to
consummate and make effective the Merger and the other transactions contemplated by this Agreement as
soon as reasonably practicable, including preparing and filing as promptly as reasonably practicable all
documentation to effect all necessary notices, reports and other filings and to obtain as promptly as
reasonably practicable all consents, registrations, approvals, permits and authorizations necessary or
advisable to be obtained from any third party and/or any Governmental Entity in order to consummate the
Merger or any of the other transactions contemplated by this Agreement, including obtaining the Buyer
Required Statutory Approvals and the Company Required Statutory Approvals and other actions
requested in order to satisfy the conditions to the parties’ obligations set forth in Article VII.
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(b) Subject to applicable laws relating to the exchange of information, Buyer and the Company will
have the right to review in advance, and to the extent practicable each will consult the other on, all the
material information relating to Buyer or the Company, as the case may be, and any of their respective
Subsidiaries, that appear in any filing made with, or material written materials submitted to, any third party
and/or any Governmental Entity in connection with the Merger and the other transactions contemplated
by this Agreement. In exercising the foregoing right, each of the Company and Buyer will act reasonably
and as promptly as practicable.

(c) (i) Promptly after the date hereof, Buyer and the Company will establish a regulatory approval
team (the “Regulatory Approval Tearn”), the chairperson (the “Chairperson”) of which will be Bruce Imsdahl
or such other person as may be designated by Buyer and the other members of which (the “Regulatory
Approval Coordinators™) will consist of representatives designated by the Company (the “Company
Coordinators”) and representatives designated by Buyer (the “Buyer Coordinators’), which will be equal in
number unless Buyer and the Company otherwise agree. The Chairperson will assign areas of
responsibility to the Regulatory Approval Coordinators. Subject to the terms and conditions of this
Agreement, the Regulatory Approval Team will formulate the approach to be taken with respect to
obtaining the Company Required Statutory Approvals and coordinate filings for such approvals as set
forth below. The primary responsibility for formulating the approach to be taken with respect to obtaining
the Company Required Statutory Approvals will reside with the entire Regulatory Approval Team and not
a committee thereof, The responsibility for formulating the approach to be taken with respect to all
required approvals from Governmental Entities (including but not limited to the Buyer Required Statutory
Approvals) other than the Company Required Statutory Approvals will reside with Buyer, unless Buyer
otherwise agrees; provided, however, that Buyer will (A) regularly consult with the Company regarding
such approvals and (B) not agree to any terms or conditions contained in or relating to such approvals
without the Company’s prior written consent, which consent shall not be unreasonably withheld.

(ii) No committee of the Regulatory Approval Team or any member thereof or of the Regulatory
Approval Team will make or commit to make any concessions, agreements or other undertakings with or
to any Governmental Entity or other Person in connection with obtaining the Company Required
Statutory Approvals or otherwise consummating the Merger and the other transactions related to the
Merger without the prior approval of Buyer and the Company.

(d) The Company and Buyer each will, through the Regulatory Approval Team, keep the other
apprised of the status of matters relating to completion of the transactions contemplated hereby, including:
(i) promptly furnishing the other with copies of notice or other material communications received by Buyer
or the Company, as the case may be, or any of its Subsidiaries, from any third party and/or any
Governmental Entity and (ii) providing the other with copies of any materials to be provided to any
Governmental Entities, in each case with respect to the Merger and the other transactions contemplated
by this Agreement.

(e) Subject to applicable laws relating to the exchange of information, the Company and Buyer each
will, upon request by the other, furnish the other with all information concerning itself, its Subsidiaries,
directors, officers and shareholders and such other matters as may be reasonably necessary or advisable in
connection with the Proxy Statement or any other material statement, filing, notice or application made by
or on behalf of Buyer, the Company or any of their respective Subsidiaries to any third party and/or any
Governmental Entity in connection with the Merger and the transactions contemplated by this Agreement.

(f) The Company agrees to provide, and shall use commercially reasonably efforts to cause its
officers, employees and advisors to provide, all cooperation reasonably requested by Buyer in connection
with Buyer’s arrangement of financing in connection with the Merger, including (x) participation in
meetings, drafting sessions, due diligence sessions, management presentation sessions, road shows and
meetings with rating agencies, (y) preparation of business projections or financial or other information
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required to be included in offering memoranda, prospectuses or similar documents and (z) using
commercially reasonable efforts to obtain, at Buyer’s expense, comfort letters of accountants and consents
of accountants for use of their reports in connection with such financing and legal opinions with respect to
the Company required to be delivered in connection with such financing. Buyer shall provide copies of any
materials that contain information provided to Buyer by the Company that are to be provided to third
parties in connection with any such financing efforts.

(g) No investigation or exchange of information or other action pursuant to this Agreement will be
deemed to modify any representation or warranty made by any party to this Agreement. In the event of a
termination of this Agreement for any reason (other than because of a breach by the other party), each
party will promptly return or destroy, or cause to be returned or destroyed, all nonpublic information
obtained from the other party or any of its Subsidiaries.

(h) The Company will be solely responsible with respect to all matters related to the Company’s
general rate application with the WUTC (docket number UG-060256) (the “Rate Case™), including all
communications and filings with the WUTC or any other third parties related thereto; provided that the
Company will (i) regularly consult with Buyer regarding the Rate Case, (ii) promptly furnish Buyer with
copies of notice or other material communications received by the Company from any third party with
respect to the Rate Case, (iii) provide Buyer with copies of any materials to be provided to the WUTC with
respect to the Rate Case and (iv) not settle or compromise all or any portion of the Rate Case without
Buyer’s prior written consent, which consent shall not be unreasonably withheld, provided, however, that
such consent will not constitute a waiver of, otherwise have any effect on the rights of Buyer regarding, the
condition set forth in Section 7.1(c)(ii).

Section 6.10 Charitable Contributions. Following the Effective Time, the Surviving Corporation
will honor and pay all commitments of the Company and its Subsidiaries with respect to charitable
contributions and local community support that are set forth on Section 6.10(a) of the Company
Disclosure Schedules.

Section 6.11 Further Assurances. If at any time after the Effective Time the Surviving Corporation
will consider or be advised that any deeds, bills of sale, assignments or assurances or any other acts or
things are necessary, desirable or proper (a) to vest, perfect or confirm, of record or otherwise, in the
Surviving Corporation its right, title or interest in, to or under any of the rights, privileges, powers,
franchises, properties, permits, licenses or assets of the Company, or (b) otherwise to carry out the
purposes of this Agreement, the Surviving Corporation and its proper officers and directors or their
designees will be authorized to execute and deliver, in the name and on behalf the Company, all such
deeds, bills of sale, assignments and assurances and to do, in the name and on behalf of the Company, all
such other acts and things as may be necessary, desirable or proper to vest, perfect or confirm the Surviving
Corporation’s right, title or interest in, to or under any of the rights, privileges, powers, franchises,
properties or assets of the Company and otherwise to carry out the purposes of this Agreement.

ARTICLE VII
CONDITIONS PRECEDENT

Section 7.1 Conditions to Each Party’s Obligation to Effect the Merger. The respective obligations
of each party to effect the Merger will be subject to the fulfillment at or prior to the Effective Time of the
following conditions:

(a) Shareholder Approval. The Company Shareholder Approval will have been obtained.

(b) No Prohibition. No Governmental Entity of competent jurisdiction will have enacted, issued,
promulgated, enforced or entered any statute, law, ordinance, rule, regulation, judgment, decree,
injunction or other order (whether temporary, preliminary or permanent) that is in effect and restrains,
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enjoins or otherwise prohibits consummation of the Merger or the other transactions contemplated by this
Agreement (collectively, an “Order”), and no federal or state Governmental Entity will have instituted any
action, suit or proceeding that is pending seeking any such Order.

(c) Regulatory Consents.

(i) The waiting period (and any extension thereof) applicable to the consummation of the
Merger under the HSR Act will have expired or been terminated.

(ii) Other than as set forth in Section 7.1(c)(i), the Buyer Required Statutory Approvals and
Company Required Statutory Approvals (including solely for the purpose of this Section 7.1(c)(ii), a
Final Order relating to the Rate Case) will have been obtained and will have become Final Orders
and such Final Orders will not impose terms or conditions that, in the aggregate, have had or could
reasonably be expected to have a Company Material Adverse Effect (but excluding, solely for the
purposes of this Section 7.1(c)(ii), matters described in clause (E) of the definition of “Company
Material Adverse Effect”). “Final Order” means any action by the relevant Governmental Entity
which has not been reversed, stayed, enjoined, set aside, annulled or suspended, with respect to which
any waiting period prescribed by law before the transactions contemplated hereby may be
consummated has expired, and as to which all conditions to the consummation of such transactions
prescribed by law, regulation or order have been satisfied.

(iif) Other than the filings provided for in Section 1.3, Section 7.1(c)(i) and (i), and in
Section 4.3(b)(1) of the Buyer Disclosure Schedules, all other notices, reports and other filings
required to be made prior to the Effective Time by the Company or Buyer or any of their respective
Subsidiaries with, and all other consents, registrations, approvals, permits and authorizations required
to be obtained prior to the Effective Time by the Company or Buyer or any of their respective
Subsidiaries from, any Governmental Entity in connection with the execution and delivery of this
Agreement and the consummation of the Merger and the other transactions contemplated hereby by
the Company and Buyer will have been made or obtained, as the case may be, except for those the
failure to be made or obtained would not, individually or in the aggregate, have a Company Material
Adverse Effect or Buyer Material Adverse Effect (in each case considering the operations of Buyer
and the Company separately).

Section 7.2 Conditions to the Obligations of the Company to Effect the Merger. The obligation of
the Company to effect the Merger will be subject to the fulfillment at or prior to the Effective Time of the
following additional conditions:

(a) Accuracy of Representations and Warranties. 'The representations and warranties of Buyer and
Merger Sub set forth in this Agreement (i) will be true and correct with respect to those matters that are
qualified by Material Adverse Effect or materiality and (ii) will be true and correct in all material respects
with respect to those matters that are not so qualified, in each case as of the date of this Agreement and as
of the Effective Time as though made on and as of the Effective Time (except that any representation and
warranty that expressly speaks as of a specified date will be determined as of such specified date). The
Company will have received a certificate signed by Buyer’s Chief Executive Officer and Chief Financial
Officer to such effect.

(b) Performance of Obligations. Buyer and Merger Sub will have performed in all material respects
all obligations and complied in all material respects with all agreements and covenants of Buyer and
Merger Sub to be performed and complied with by them under this Agreement at or prior to the Effective
Time.

(c) Material Adverse Effect. From the date hereof through the Effective Time, there will not have
been any event, effect, change or development that, individually or in the aggregate with other such events,

A-33



effects, changes or developments, has had, or would reasonably be expected to have, a Buyer Material
Adverse Effect.

(d) Consents Under Agreements. Buyer will have obtained the consent or approval of each Person
whose consent or approval will be required under any Contract to which Buyer or any of its Subsidiaries is
a party, except those to be obtained pursuant to Section 7.1(c), and those for which the failure to obtain
such consent or approval would not, individually or in the aggregate, have a Buyer Material Adverse
Effect.

Section 7.3 Conditions to the Obligations of Buyer and Merger Sub to Effect the Merger. The
obligation of Buyer and Merger Sub to effect the Merger will be subject to the fulfillment at or prior to the
Effective Time of the following additional conditions:

(2) Accuracy of Representations and Warranties. The representations and warranties of the Company
set forth in this Agreement (i) will be true and correct with respect to those matters that are qualified by
Material Adverse Effect or materiality, (ii) will, except with respect to Section 3.10(d), be true and correct
in all material respects with respect to those matters that are not so qualified and (iii) with respect to
Section 3.10(d), will be true and correct except where the failure to be so true and correct would in the
aggregate not have a Company Material Adverse Effect, in each case as of the date of this Agreement and
as of the Effective Time as though made on and as of the Effective Time (except that any representation
and warranty that expressly speaks as of a specified date will be determined as of such specified date).
Buyer will have received a certificate signed on behalf of the Company by the Company’s Chief Executive
Officer and Chief Financial Officer to such effect.

(b) Performance of Obligations. The Company will have performed in all material respects all
obligations and complied in all material respects with all agreements and covenants of the Company to be
performed and complied with by it under this Agreement at or prior to the Effective Time.

() Material Adverse Effect. From the date hereof through the Effective Date, there will not have
been any event, effect, change or development that, individually or in the aggregate with other such events,
effects, changes or developments, has had, or would reasonably be expected to have, a Company Material
Adverse Effect.

(d) Consents Under Agreements. The Company will have obtained the consent or approval of each
Person whose consent or approval will be required under any Contract to which the Company or any of its
Subsidiaries is a party, except those to be obtained pursuant to Section 7.1(c), and those for which the
failure to obtain such consent or approval would not, individually or in the aggregate, have a Company
Material Adverse Effect or, after giving effect to the Merger, a material adverse effect on Buyer.

(e) FIRPTA. Prior to the Closing on the Closing Date, the Company shall cause to be delivered to
Buyer an executed affidavit, in accordance with Treasury Regulation Section 1.897-2(h)(2), certifying that
an interest in the Company is not a U.S. real property interest within the meaning of Section 897(c) of the
Code and sets forth the Company’s name, address and taxpayer identification number.

ARTICLE VIII
TERMINATION

Section 8.1 Termination. This Agreement may be terminated at any time prior to the Effective
Time, whether before or after the Company Shareholder Approval (the date of any such termination, the
“Termination Date”):

(a) by mutual written consent of Buyer and the Company;

(b) by either Buyer or the Company if (i) any Government Authority of competent jurisdiction has
issued a Final Order denying the grant of a Required Buyer Statutory Approval or a Company Required
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Statutory Approval, in each case as a result of which the condition set forth in Section 7.1(c) cannot be
satisfied, or (ii) any Governmental Entity will have enacted, issued, promulgated or entered any statute,
law, ordinance, regulation, judgment, injunction, order, decree or ruling or taken any other action which is
a Final Order permanently enjoining, restraining or otherwise prohibiting the transactions contemplated
by this Agreement; provided, that the party seeking to terminate this Agreement under this

Section 8.1(b) shall otherwise have performed or observed the covenants and agreements of such party set
forth herein;

(c) by Buyer if there has been a breach of any representation, warranty, covenant or other agreement
made by the Company in this Agreement, or any such representation and warranty will have become
untrue after the date of this Agreement, in each case such that Section 7.3(a) or Section 7.3(b) would not
be satisfied, and such breach or condition is not curable or, if curable, is not cured within 60 days after
written notice thereof is given by Buyer to the Company;

(d) by Buyer if (i) the Company’s Board of Directors has not recommended, or has withdrawn or
qualified or modified in any manner adverse to Buyer its recommendation of, this Agreement or the
Merger, (ii) the Company’s Board of Directors (or any committee thereof) has entered into a definitive
agreement for or recommended any Takeover Proposal, (iii) the Company has breached Section 5.2 in any
material respect or (iv) a tender offer or exchange offer for 50% or more of the outstanding shares of
Capital Stock of the Company is commenced, and the Company’s Board of Directors fails to recommend
against acceptance of such tender offer or exchange offer by its shareholders within ten days after such
commencement (including by taking no position with respect to the acceptance of such tender offer or
exchange offer by its shareholders);

(e) by the Company prior to obtaining the Company Shareholder Approval if (i) the Board of
Directors of the Company authorizes the Company, subject to complying with the terms of this Agreement,
to enter into a definitive agreement concerning a transaction that constitutes a Superior Proposal and the
Company notifies Buyer in writing that it intends to enter into such an agreement, attaching the most
current version of such agreement to such notice, (ii) Buyer does not make, within five business days of
receipt of the Company’s written notification of its intention to enter into a definitive agreement for a
Superior Proposal, an offer that the Board of Directors of the Company determines, in its reasonable good
faith judgment after consultation with its financial and other advisors, is at least as favorable (taking into
account (A) all financial and strategic considerations, including relevant legal, financial, regulatory and
other aspects of such Takeover Proposal and the Merger and the other transactions contemplated by this
Agreement deemed relevant by the Board of Directors, (B) the identity of the third party making such
Takeover Proposal and (C) the conditions and prospects for completion of such Takeover Proposal) to the
shareholders of the Company as the Superior Proposal and (iii) the Company prior to or concurrently with
such termination pays to Buyer in immediately available funds the amount required by Section 8.2(b). The
Company agrees (1) that it will not enter into a definitive agreement referred to in clause (i) above until at
least the sixth business day after it has provided the notice to Buyer required thereby and (2) to notify
Buyer promptly in writing if its intention to enter into a definitive agreement referred to in its notification
changes at any time after giving such notification;

(f) by the Company if there has been a breach of any representation, warranty, covenant or other
agreement made by Buyer in this Agreement, or any such representation and warranty will have become
untrue after the date of this Agreement, in each case such that Section 7.2(a) or Section 7.2(b) would not
be satisfied, and such breach or condition is not curable or, if curable, is not cured within 60 days after
written notice thereof is given by the Company to Buyer;

(g) by either the Company or Buyer if at the Company Shareholders Meeting (including any
adjournment or postponement thereof), the Company Shareholder Approval is not obtained; or
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(h) by either Buyer or the Company if the Merger has not been consummated by the date which is
nine months after the date of this Agreement (the “End Date”); provided, however, that if all other
conditions set forth in Article VII (other than conditions that by their nature are to be satisfied on the
Closing Date) are satisfied except that the WUTC Approval and the OPUC Approval have not been
obtained, either Buyer or the Company, by written notice delivered to the other party prior to the End
Date, may extend such period by six months after the End Date; provided, further, that the right to
terminate this Agreement under this Section 8.1(i) will not be available to any party whose failure to fulfill
any obligation under this Agreement has been the cause of or resulted in the failure of the Merger to occur
on or before the End Date.

Section 8.2 Effect of Termination.

(a) In the event of a termination of this Agreement by either the Company or Buyer as provided in
Section 8.1, this Agreement will forthwith become void and there will be no liability or obligation on the
part of Buyer or the Company or their respective officers or directors, except with respect to Section 3.22,
Section 4.10, Section 6.4, this Section 8.2 and Article IX; provided, however, that nothing herein will relieve
any party for liability for any willful or knowing breach hereof.

(b) If this Agreement is terminated by Buyer pursuant to Section 8.1(c), then the rights of Buyer to
pursue all legal remedies available will survive such termination unimpaired and no election of remedies
will be deemed to be made, and further, if (i) at or prior to the Termination Date a Takeover Proposal
shall have been publicly announced, commenced or otherwise communicated or made known to the
Company’s Board of Directors (or any person shall have publicly announced, commenced or otherwise
communicated or made known an intention to the Company’s Board of Directors, whether or not
conditional, to make a Takeover Proposal) and (ii) within 12 months after the Termination Date, the
Company or any of its Subsidiaries either becomes a party to any definitive, binding agreement with
respect to a Takeover Proposal (which need not be the same Takeover Proposal described in clause (i)) or
consummates a transaction that would constitute a Takeover Proposal (which need not be the same
Takeover Proposal described in clause (i)), then, in either case, the Company will pay to Buyer an amount
equal to the Termination Fee.

(c) If this Agreement is terminated (i) by Buyer pursuant to Sectiorn 8.1(d) or (ii) by the Company
pursuant to Section 8.1(e), then the Company will pay to Buyer, an amount equal to the Termination Fee.

(d) If this Agreement is terminated by the Company pursuant to Section 8.1(f), the rights of the
Company to pursue all legal remedies available will survive such termination unimpaired and no election
of remedies will be deemed to have been made.

(e) If this Agreement is terminated by either the Company or Buyer pursuant to Section 8.1(b),
Section 8.1(g) (other than a termination of this Agreement by reason of the issuance of a Final Order by
the North Dakota Public Service Commission or the Minnesota Public Utilities Commission denying the
grant of a Buyer Required Statutory Approval) or Section 8.1(h), and (i) at or prior to the Termination
Date a Takeover Proposal shall have been publicly announced, commenced or otherwise communicated or
made known to an executive officer or the Board of Directors of the Company (or any person shall have
publicly announced, commenced or otherwise communicated or made known an intention to an executive
officer or the Board of Directors of the Company, whether or not conditional, to make a Takeover
Proposal) and (ii) within twelve months after the binding Termination Date, the Company or any of its
Subsidiaries either became a party to any definitive, binding agreement, with respect to a Takeover
Proposal (which need not be the same Takeover Proposal described in clause (i)) or consummates a
transaction that would constitute a Takeover Proposal (which need not be the same Takeover Proposal
described in clause (i)), then, in either case, the Company will pay to Buyer an amount equal to the
Termination Fee.
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(f) The Company shall pay the Termination Fee to Buyer by wire transfer of immediately available
funds within two business days after the date giving rise to the obligations to make such payment.

(g) Asused in this Agreement, “Termination Fee” shall mean $9,000,000.

(h) The Company and Buyer acknowledge that the agreements contained in Section 8.2 are an
integral part of the transactions contemplated by this Agreement, and that, without these agreements,
Buyer or the Company, as applicable, would not enter into this Agreement. If the Company fails to
promptly pay the amount due pursuant to this Section 8.2 and, in order to obtain such payment, Buyer
commences a suit which results in a judgment against the Company for any of the amounts set forth in this
Section 8.2, the Company will pay to Buyer, its costs and expenses (including attorneys’ fees) in connection
with such suit.

(i) Neither the Company nor Buyer, as the case may be, may terminate this Agreement, and receive
any applicable fees pursuant to this Section 8.2, under more than one subsection of Section 8.1.

ARTICLE IX
GENERAL PROVISIONS

Section 9.1 Non-Survival of Representations and Warranties and Agreements. None of the
representations and warranties in this Agreement or in any instrument delivered pursuant to this
Agreement will survive the Effective Time. Any covenant or agreement of the parties which by its terms
contemplates performance after the Effective Time of the Merger will survive the Effective Time.

Section 9.2 Notices. All notices and other communications hereunder will be in writing addressed
as follows:

(a) if to Buyer or Merger Sub, to:

MDU Resources Group, Inc.

1200 West Century Avenue

P.O. Box 5650

Bismarck, ND 58506-5650

Attn: Paul K. Sandness, General Counsel and Secretary
Fax: (701) 530-1731

Email: Paul.Sandness@MDUResources.com

with a copy (which will not constitute notice) to:

Thelen Reid & Priest LLP

875 Third Avenue

New York, NY 10022-6225
Attn: Richard S. Green

Fax: (212) 829-2006

Email: rgreen@thelenreid.com

(b) if to the Company, to:

Cascade Natural Gas Corporation

222 Fairview Avenue N

Seattle, WA 98109

Attn: David W. Stevens, Chief Executive Officer
Fax: (206) 654-4052

Email: dstevens@cngc.com
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Cascade Natural Gas Corporation

222 Fairview Avenue N

Seattle, WA 98109

Attn: Rick A. Davis, Chief Financial Officer
Fax: (206) 654-4052

Email: rdavis@cngc.com

with a copy (which will not constitute notice) to:

Preston Gates & Ellis LLP

925 Fourth Avenue, Suite 2900
Seattle, Washington 98104
Attn: Kent Carlson

Fax: (206) 623-7022

Email: kentc@prestongates.com

Any such notice or communication will be deemed given (i) when made, if made by hand delivery,

(ii) when sent, if delivered via email, provided, however, that the party sending such notice or
communication shall also concurrently telephone the intended recipient of such notice or communication
that such a notice or communication has been sent by email, (iii) upon confirmation of receipt, if made by
facsimile between the hours of 9:00 A.M. and 5:00 P.M. in the recipient party’s time zone, (iv) one business
day after being deposited with a next-day courier, postage prepaid, or (v) three business days after being
sent certified or registered mail, return receipt requested, postage prepaid, in each case addressed as above
(or to such other address as such party may designate in writing from time to time). For the purposes of
this Agreement, delivery or transmission of (A) a writing, a copy of a writing, or a physical reproduction,
on paper or on other tangible material, or (B) an email, in each case pursuant to this Section 9.2,
constitutes delivery “in writing.”

Section 9.3 Counterparts. This Agreement may be executed in counterparts, all of which will be
considered one and the same agreement, and will become effective when one or more counterparts have
been signed by each of the parties and delivered to the other parties, it being understood that all parties
need not sign the same counterpart.

Section 9.4 Entire Agreement; No Third-Party Beneficiaries. Except for the Confidentiality
Agreement and all documents contemplated herein to be executed and/or delivered at or in connection
with the Merger, this Agreement (and the schedules and exhibits hereto) constitute the entire agreement
and supersede all prior agreements and understandings, both written and oral, among the parties with
respect to the subject matter hereof. This Agreement, except for the provisions of Section 6.8, is not
intended to confer upon any Person other than the parties hereto any rights or remedies hereunder.

Section 9.5 Governing Law and Venue; Waiver of Jury Trial. (a) THIS AGREEMENT WILL BE
DEEMED TO BE MADE IN AND IN ALL RESPECTS WILL BE INTERPRETED, CONSTRUED
AND GOVERNED BY AND IN ACCORDANCE WITH THE LAW OF THE STATE OF
WASHINGTON WITHOUT GIVING EFFECT TO THE CONFLICT OF LAW PRINCIPLES
THEREOF THAT WOULD REQUIRE THE APPLICATION OF THE LAW OF ANOTHER
JURISDICTION. Each of the parties irrevocably submits to the exclusive jurisdiction of any state or
federal court sitting in the State of Washington for the purposes of any suit, action or other proceeding
arising out of this Agreement or any transaction contemplated hereby. Each of the parties hereto
irrevocably and fully waives the defense of an inconvenient forum to the maintenance of such suit, action
or proceeding. Each of the parties hereto irrevocably and unconditionally waives any objection to the
laying of venue of any action, suit or proceeding arising out of this Agreement or the transactions
contemplated hereby in any state or federal court sitting in the State of Washington, and hereby further

A-38



mailto:rdavis@cngc.com
mailto:kentc@prestongates.com

irrevocably and unconditionally waives and agrees not to plead or claim in any such court that any such
action, suit or proceeding brought in any such court has been brought in an inconvenient forum.

(b) EACH PARTY HERETO HEREBY IRREVOCABLY AND UNCONDITIONALLY
WAIVES ANY RIGHT SUCH PARTY MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANY
ACTION, SUITE OR PROCEEDING DIRECTLY OR INDIRECTLY ARISING OUT OF OR
RELATING TO THIS AGREEMENT, OR THE TRANSACTIONS CONTEMPLATED BY THIS
AGREEMENT.

Section 9.6 Assignment. Neither this Agreement nor any of the rights, interests or obligations
hereunder may be assigned by any of the parties hereto (whether by operation of law or otherwise) without
the prior written consent of the other parties. Subject to the preceding sentence, this Agreement will be
binding upon, inure to the benefit of, and be enforceable by, the parties and their respective successors and
assigns.

Section 9.7 Severability. If any term or other provision of this Agreement is invalid, illegal or
incapable of being enforced by any rule of law or public policy, all other conditions and provisions of this
Agreement will nevertheless remain in full force and effect so long as the economic and legal substance of
the transactions contemplated hereby are not affected in any manner materially adverse to any party.
Upon such determination that any term or other provision is invalid, illegal or incapable of being enforced
by any rule of law or public policy, the parties will negotiate in good faith to modify this Agreement so as to
effect the original intent of the parties as closely as possible in a mutually acceptable manner in order that
the transactions contemplated by this Agreement may be consummated as originally contemplated to the
fullest extent possible.

Section 9.8 Enforcement of this Agreement. In addition to any remedy to which any party hereto is
specifically entitled by the terms hereof, each party will be entitled to pursue any other remedy available to
it at law or in equity (including damages, specific performance or other injunctive relief) in the event that
any of the provisions of this Agreement were not performed in accordance with their terms or were
otherwise breached; provided that, notwithstanding the foregoing, if a termination fee or any expenses in
connection with the transactions contemplated by this Agreement are payable pursuant to Section 8.2,
then, subject to Section 8.2(a), such termination fee or expenses will be the sole remedy with respect to the
failure or failures to perform or other breach or breaches giving rise to such obligation to pay such
termination fee or expenses. The parties hereto agree that (a) irreparable damage would occur and that
the parties hereto would not have an adequate remedy at law if any of the provisions of this Agreement
were not performed in accordance with their specific terms or were otherwise breached and (b) they will be
entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce specifically
this Agreement in any court having jurisdiction over the parties and the matter, subject to Section 9.5, in
addition to any other remedy to which they may be entitled at law or in equity.

Section 9.9 Obligations of Subsidiaries. Whenever this Agreement requires any Subsidiary of
Buyer or of the Company to take any action, such requirement will be deemed to include an undertaking
on the part of Buyer or the Company, as the case may be, to cause such Subsidiary to take such action.

Section 9.10 Amendment. This Agreement may be amended by the parties hereto at any time
before or after obtaining the Company Shareholder Approval, but if the Company Shareholder Approval
has been obtained, thereafter no amendment will be made which by law requires further approval by the
Company’s shareholders without obtaining such further approval. This Agreement may not be amended
except by an instrument in writing signed on behalf of each of the parties hereto.

Section 9.11 Extension; Waiver. At any time prior to the Effective Time, the parties hereto, by
action taken or authorized by their respective Board of Directors, may, to the extent legally allowed,
(i) extend the time for the performance of any of the obligations or other acts of the other parties hereto,
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(ii) waive any inaccuracies in the representations and warranties contained herein or in any document
delivered pursuant hereto or (iii) waive compliance with any of the agreements or conditions contained
herein; provided, however, that such extension or waiver will not operate as a waiver of, or estoppel with
respect to, any subsequent or other failure. Any agreement on the part of a party hereto to any such
extension or waiver will be valid only if set forth in a written instrument signed on behalf of such party. The
failure of any party to this Agreement to assert any of its rights under this Agreement or otherwise will not
constitute a waiver of those rights.

Section 9.12 Disclosure Schedules. The disclosures made on the Company Disclosure Schedules
and the Buyer Disclosure Schedules, with respect to any representation or warranty hereunder, will be
deemed to be made with respect to any other representation or warranty requiring the same or similar
disclosure to the extent that the relevance of such disclosure to other representations and warranties is
reasonably evident from the face of such disclosure. The inclusion of any matter on the Company
Disclosure Schedules and the Buyer Disclosure Schedules will not be deemed an admission by any party
that such matter is material or that such matter has or could reasonably be expected to have a Material
Adverse Effect with respect to the Company or Buyer, as applicable.

Section 9.13 Construction. The table of contents, index of defined terms and headings contained in
this Agreement are for reference purposes only and will not affect in any way the meaning or
interpretation of this Agreement. Whenever the words “include,” “includes” or “including” are used in this
Agreement, they will be deemed to be followed by the words “without limitation.” Words in the singular
form will be construed to include the plural and vice versa, unless the context requires otherwise. Any
reference to the Surviving Corporation or to the Company after giving effect to the Merger means Buyer
as the Surviving Corporation. Any agreement referred to herein means such agreement as amended,
supplemented or modified from time to time to the extent permitted by the applicable provisions thereof

and by this Agreement.
[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, Buyer, Merger Sub and the Company have caused this Agreement to be
signed by their respective officers thereunto duly authorized all as of the date first written above.

Buyer:
MDU RESOURCES GROUP, INC.

By: /s/ MARTIN A. WHITE

Martin A. White
Chairman of the Board and
Chief Executive Officer

Merger Sub:

FIREMOON ACQUISITION, INC.

By: /s/ TERRY D. HILDESTAD

Terry D. Hildestad
Chairman of the Board and
Chief Executive Officer

Company:

CASCADE NATURAL GAS CORPORATION

By: /s/ DAVID W. STEVENS

David W. Stevens
President and Chief Executive Officer



Annex B

JPMorgan L)
July 8, 2006

The Board of Directors

Cascade Natural Gas Corporation
222 Fairview Avenue North
Seattle, WA 98109

Members of the Board of Directors:

You have requested our opinion as to the fairness, from a financial point of view, to the holders of
common stock, par value $1 per share (the “Company Common Stock”), of Cascade Natural Gas
Corporation (the “Company”) of the consideration to be received by such holders in the proposed merger
(the “Merger”) of the Company with a wholly-owned subsidiary (“Merger Sub”) of MDU Resources
Group Inc. (the “Merger Partner”). Pursuant to the Merger Agreement (the “Agreement”), among the
Company, the Merger Partner and Merger Sub, the Company will become a wholly-owned subsidiary of
the Merger Partner, and each outstanding share of Company Common Stock, other than shares of
Company Common Stock held in treasury or owned by the Merger Partner and its affiliates and other than
Dissenting Shares (as defined in the Agreement), will be converted into the right to receive $26.50 per
share in cash.

In arriving at our opinion, we have (i) reviewed a draft dated July 7, 2006 of the Agreement;
(ii) reviewed certain publicly available business and financial information concerning the Company and the
industries in which it operates; (iii) compared the proposed financial terms of the Merger with the publicly
available financial terms of certain transactions involving companies we deemed relevant and the
consideration received for such companies; (iv) compared the financial and operating performance of the
Company with publicly available information concerning certain other companies we deemed relevant and
reviewed the current and historical market prices of the Company Common Stock and certain publicly
traded securities of such other companies; (v) reviewed certain internal financial analyses and forecasts
prepared by the management of the Company relating to its business; and (vi) performed such other
financial studies and analyses and considered such other information as we deemed appropriate for the
purposes of this opinion.

In addition, we have held discussions with certain members of the management of the Company and
the Merger Partner with respect to certain aspects of the Merger, and the past and current business
operations of the Company, the financial condition and future prospects and operations of the Company,
and certain other matters we believed necessary or appropriate to our inquiry.

In giving our opinion, we have relied upon and assumed, without assuming responsibility or liability
for independent verification, the accuracy and completeness of all information that was publicly available
or was furnished to or discussed with us by the Company and the Merger Partner or otherwise reviewed by
or for us. We have not conducted or been provided with any valuation or appraisal of any assets or
liabilities, nor have we evaluated the solvency of the Company or the Merger Partner under any state or
federal laws relating to bankruptey, insolvency or similar matters. In relying on financial analyses and
forecasts provided to us, we have assumed that they have been reasonably prepared based on assumptions
reflecting the best currently available estimates and judgments by management as to the expected future
results of operations and financial condition of the Company to which such analyses or forecasts relate. We
express no view as to such analyses or forecasts or the assumptions on which they were based. We have also
assumed that the other transactions contemplated by the Agreement will be consummated as described in
the Agreement and that the definitive Agreement will not differ in any material respects from the draft
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thereof furnished to us. We are not legal, regulatory or tax experts and have relied on the assessments
made by advisors to the Company with respect to such issues. We have further assumed that all material
governmental, regulatory or other consents and approvals necessary for the consummation of the Merger
will be obtained without any adverse effect on the Company or on the contemplated benefits of the
Merger.

Our opinion is necessarily based on economic, market and other conditions as in effect on, and the
information made available to us as of, the date hereof. It should be understood that subsequent
developments may affect this opinion and that we do not have any obligation to update, revise, or reaffirm
this opinion. Our opinion is limited to the fairness, from a financial point of view, of the consideration to
be received by the holders of the Company Common Stock in the proposed Merger and we express no
opinion as to the fairness of the Merger to, or any consideration of, the holders of any other class of
securities, creditors or other constituencies of the Company or as to the underlying decision by the
Company to engage in the Merger.

We have acted as financial advisor to the Company with respect to the proposed Merger and will
receive a fee from the Company for our services, a substantial portion of which will become payable only if
the proposed Merger is consummated. In addition, the Company has agreed to indemnify us for certain
liabilities arising out of our engagement. We and certain of our affiliates have performed, from time to
time, other services for the Company and the Merger Partner and its affiliates, respectively. Our
commercial bank affiliates are currently lenders to each of the Company and the Merger Partner, as well
as certain of Merger Partner’s affiliates. In the ordinary course of our businesses, we and our affiliates may
actively trade the debt and equity securities of the Company or the Merger Partner for our own account or
for the accounts of customers and, accordingly, we may at any time hold long or short positions in such
securities.

On the basis of and subject to the foregoing, it is our opinion as of the date hereof that the
consideration to be received by the holders of the Company Common Stock in the proposed Merger is fair,
from a financial point of view, to such holders.

This letter is provided to the Board of Directors of the Company in connection with and for the
purposes of its evaluation of the Merger. This opinion does not constitute a recommendation to any holder
of Company Common Stock as to how such holder should vote with respect to the merger or any other
matter. This opinion may not be disclosed, referred to, or communicated (in whole or in part) to any third
party for any purpose whatsoever except with our prior written approval. This opinion may be reproduced
in full in any proxy or information statement mailed to stockholders of the Company but may not otherwise
be disclosed publicly in any manner without our prior written approval.

Very truly yours,
J.P. MORGAN SECURITIES INC.
/s/ J.P. MORGAN SECURITIES INC.

J.P. Morgan Securities Inc.
038086
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Annex C

Washington Business Corporation Act
Chapter 23B.13

23B.13.010
Definitions.

As used in this chapter:

(1) “Corporation” means the issuer of the shares held by a dissenter before the corporate action, or
the surviving or acquiring corporation by merger or share exchange of that issuer.

(2) “Dissenter” means a shareholder who is entitled to dissent from corporate action under RCW
23B.13.020 and who exercises that right when and in the manner required by RCW 23B.13.200 through
23B.13.280.

(3) “Fair value,” with respect to a dissenter’s shares, means the value of the shares immediately
before the effective date of the corporate action to which the dissenter objects, excluding any appreciation
or depreciation in anticipation of the corporate action unless exclusion would be inequitable.

(4) “Interest” means interest from the effective date of the corporate action until the date of
payment, at the average rate currently paid by the corporation on its principal bank loans or, if none, at a
rate that is fair and equitable under all the circumstances.

(5) “Record shareholder” means the person in whose name shares are registered in the records of a
corporation or the beneficial owner of shares to the extent of the rights granted by a nominee certificate on
file with a corporation.

(6) “Beneficial shareholder” means the person who is a beneficial owner of shares held in a voting
trust or by a nominee as the record shareholder.

(7) “Sharcholder” means the record shareholder or the beneficial shareholder.

23B.13.020
Right to dissent.

(1) A shareholder is entitled to dissent from, and obtain payment of the fair value of the
shareholder’s shares in the event of, any of the following corporate actions:

(a) Consummation of a plan of merger to which the corporation is a party (i) if shareholder
approval is required for the merger by RCW 23B.11.030, 23B.11.080, or the articles of incorporation,
and the shareholder is entitled to vote on the merger, or (ii) if the corporation is a subsidiary that is
merged with its parent under RCW 23B.11.040;

(b) Consummation of a plan of share exchange to which the corporation is a party as the
corporation whose shares will be acquired, if the shareholder is entitled to vote on the plan;

(c) Consummation of a sale or exchange of all, or substantially all, of the property of the
corporation other than in the usual and regular course of business, if the shareholder is entitled to
vote on the sale or exchange, including a sale in dissolution, but not including a sale pursuant to court
order or a sale for cash pursuant to a plan by which all or substantially all of the net proceeds of the
sale will be distributed to the shareholders within one year after the date of sale;

(d) An amendment of the articles of incorporation, whether or not the shareholder was entitled
to vote on the amendment, if the amendment effects a redemption or cancellation of all of the
shareholder’s shares in exchange for cash or other consideration other than shares of the corporation;
or
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(e) Any corporate action taken pursuant to a shareholder vote to the extent the articles of
incorporation, bylaws, or a resolution of the board of directors provides that voting or nonvoting
shareholders are entitled to dissent and obtain payment for their shares.

(2) A shareholder entitled to dissent and obtain payment for the shareholder’s shares under this
chapter may not challenge the corporate action creating the shareholder’s entitlement unless the action
fails to comply with the procedural requirements imposed by this title, RCW 25.10.900 through 25.10.955,
the articles of incorporation, or the bylaws, or is fraudulent with respect to the shareholder or the
corporation.

(3) The right of a dissenting shareholder to obtain payment of the fair value of the shareholder’s
shares shall terminate upon the occurrence of any one of the following events:

(a) The proposed corporate action is abandoned or rescinded,;
(b) A court having jurisdiction permanently enjoins or sets aside the corporate action; or

(c) The shareholder’s demand for payment is withdrawn with the written consent of the
corporation.

23B.13.030
Dissent by nominees and beneficial owners.

(1) A record shareholder may assert dissenters’ rights as to fewer than all the shares registered in the
shareholder’s name only if the shareholder dissents with respect to all shares beneficially owned by any one
person and delivers to the corporation a notice of the name and address of each person on whose behalf
the shareholder asserts dissenters’ rights. The rights of a partial dissenter under this subsection are
determined as if the shares as to which the dissenter dissents and the dissenter’s other shares were
registered in the names of different shareholders.

(2) A beneficial shareholder may assert dissenters’ rights as to shares held on the beneficial
shareholder’s behalf only if:

(a) The beneficial shareholder submits to the corporation the record shareholder’s consent to
the dissent not later than the time the beneficial shareholder asserts dissenters’ rights, which consent
shall be set forth either (i) in a record or (ii) if the corporation has designated an address, location, or
system to which the consent may be electronically transmitted and the consent is electronically
transmitted to the designated address, location, or system, in an electronically transmitted record; and

(b) The beneficial shareholder does so with respect to all shares of which such shareholder is the
beneficial shareholder or over which such shareholder has power to direct the vote.

23B.13.200
Notice of dissenters’ rights.

(1) If proposed corporate action creating dissenters’ rights under RCW 23B.13.020 is submitted to a
vote at a shareholders’ meeting, the meeting notice must state that shareholders are or may be entitled to
assert dissenters’ rights under this chapter and be accompanied by a copy of this chapter.

(2) If corporate action creating dissenters’ rights under RCW 23B.13.020 is taken without a vote of
shareholders, the corporation, within ten days after the effective date of such corporate action, shall deliver
a notice to all shareholders entitled to assert dissenters’ rights that the action was taken and send them the
notice described in RCW 23B.13.220.




23B.13.210
Notice of intent to demand payment.

(1) If proposed corporate action creating dissenters’ rights under RCW 23B.13.020 is submitted to a
vote at a shareholders’ meeting, a shareholder who wishes to assert dissenters’ rights must (a) deliver to the
corporation before the vote is taken notice of the shareholder’s intent to demand payment for the
shareholder’s shares if the proposed action is effected, and (b) not vote such shares in favor of the
proposed action.

(2) A shareholder who does not satisfy the requirements of subsection (1) of this section is not
entitled to payment for the shareholder’s shares under this chapter.

23B.13.220
Dissenters’ rights—Notice.

(1) If proposed corporate action creating dissenters’ rights under RCW 23B.13.020 is authorized at a
shareholders’ meeting, the corporation shall deliver a notice to all shareholders who satisfied the
requirements of RCW 23B.13.210.

(2) The notice must be sent within ten days after the effective date of the corporate action, and must:

(a) State where the payment demand must be sent and where and when certificates for
certificated shares must be deposited,;

(b) Inform holders of uncertificated shares to what extent transfer of the shares will be restricted
after the payment demand is received;

(c) Supply a form for demanding payment that includes the date of the first announcement to
news media or to shareholders of the terms of the proposed corporate action and requires that the
person asserting dissenters’ rights certify whether or not the person acquired beneficial ownership of
the shares before that date;

(d) Set a date by which the corporation must receive the payment demand, which date may not
be fewer than thirty nor more than sixty days after the date the notice in subsection (1) of this section
is delivered; and

(e) Be accompanied by a copy of this chapter.

23B.13.230
Duty to demand payment.

(1) A shareholder sent a notice described in RCW 23B.13.220 must demand payment, certify
whether the shareholder acquired beneficial ownership of the shares before the date required to be set
forth in the notice pursuant to RCW 23B.13.220(2)(c), and deposit the shareholder’s certificates, all in
accordance with the terms of the notice.

(2) The shareholder who demands payment and deposits the shareholder’s share certificates under
subsection (1) of this section retains all other rights of a shareholder until the proposed corporate action is
effected.

(3) A shareholder who does not demand payment or deposit the shareholder’s share certificates
where required, each by the date set in the notice, is not entitled to payment for the shareholder’s shares
under this chapter.
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23B.13.240
Share restrictions.

(1) The corporation may restrict the transfer of uncertificated shares from the date the demand for
their payment is received until the proposed corporate action is effected or the restriction is released under
RCW 23B.13.260.

(2) The person for whom dissenters’ rights are asserted as to uncertificated shares retains all other
rights of a shareholder until the effective date of the proposed corporate action.

23B.13.250
Payment.

(1) Except as provided in RCW 23B.13.270, within thirty days of the later of the effective date of the
proposed corporate action, or the date the payment demand is received, the corporation shall pay each
dissenter who complied with RCW 23B.13.230 the amount the corporation estimates to be the fair value of
the shareholder’s shares, plus accrued interest.

(2) The payment must be accompanied by:

(a) The corporation’s balance sheet as of the end of a fiscal year ending not more than sixteen
months before the date of payment, an income statement for that year, a statement of changes in
shareholders’ equity for that year, and the latest available interim financial statements, if any;

(b) An explanation of how the corporation estimated the fair value of the shares;

(c) An explanation of how the interest was calculated,;

(d) A statement of the dissenter’s right to demand payment under RCW 23B.13.280; and
(e) A copy of this chapter.

23B.13.260
Failure to take action.

(1) If the corporation does not effect the proposed action within sixty days after the date set for
demanding payment and depositing share certificates, the corporation shall return the deposited
certificates and release any transfer restrictions imposed on uncertificated shares.

(2) If after returning deposited certificates and releasing transfer restrictions, the corporation wishes
to undertake the proposed action, it must send a new dissenters’ notice under RCW 23B.13.220 and repeat
the payment demand procedure.

23B.13.270
After-acquired shares.

(1) A corporation may elect to withhold payment required by RCW 23B.13.250 from a dissenter
unless the dissenter was the beneficial owner of the shares before the date set forth in the dissenters’ notice
as the date of the first announcement to news media or to shareholders of the terms of the proposed
corporate action.

(2) To the extent the corporation elects to withhold payment under subsection (1) of this section,
after taking the proposed corporate action, it shall estimate the fair value of the shares, plus accrued
interest, and shall pay this amount to each dissenter who agrees to accept it in full satisfaction of the
dissenter’s demand. The corporation shall send with its offer an explanation of how it estimated the fair
value of the shares, an explanation of how the interest was calculated, and a statement of the dissenter’s
right to demand payment under RCW 23B.13.280.



23B.13.280
Procedure if shareholder dissatisfied with payment or offer.

(1) A dissenter may deliver a notice to the corporation informing the corporation of the dissenter’s
own estimate of the fair value of the dissenter’s shares and amount of interest due, and demand payment
of the dissenter’s estimate, less any payment under RCW 23B.13.250, or reject the corporation’s offer
under RCW 23B.13.270 and demand payment of the dissenter’s estimate of the fair value of the dissenter’s
shares and interest due, if:

(a) The dissenter believes that the amount paid under RCW 23B.13.250 or offered under RCW
23B.13.270 is less than the fair value of the dissenter’s shares or that the interest due is incorrectly
calculated;

(b) The corporation fails to make payment under RCW 23B.13.250 within sixty days after the
date set for demanding payment; or

(c) The corporation does not effect the proposed action and does not return the deposited
certificates or release the transfer restrictions imposed on uncertificated shares within sixty days after
the date set for demanding payment.

(2) A dissenter waives the right to demand payment under this section unless the dissenter notifies
the corporation of the dissenter’s demand under subsection (1) of this section within thirty days after the
corporation made or offered payment for the dissenter’s shares.

23B.13.300
Court action.

(1) If a demand for payment under RCW 23B.13.280 remains unsettled, the corporation shall
commence a proceeding within sixty days after receiving the payment demand and petition the court to
determine the fair value of the shares and accrued interest. If the corporation does not commence the
proceeding within the sixty-day period, it shall pay each dissenter whose demand remains unsettled the
amount demanded.

(2) The corporation shall commence the proceeding in the superior court of the county where a
corporation’s principal office, or, if none in this state, its registered office, is located. If the corporation is a
foreign corporation without a registered office in this state, it shall commence the proceeding in the county
in this state where the registered office of the domestic corporation merged with or whose shares were
acquired by the foreign corporation was located.

(3) The corporation shall make all dissenters, whether or not residents of this state, whose demands
remain unsettled, parties to the proceeding as in an action against their shares and all parties must be
served with a copy of the petition. Nonresidents may be served by registered or certified mail or by
publication as provided by law.

(4) The corporation may join as a party to the proceeding any shareholder who claims to be a
dissenter but who has not, in the opinion of the corporation, complied with the provisions of this chapter.
If the court determines that such shareholder has not complied with the provisions of this chapter, the
shareholder shall be dismissed as a party.

(5) The jurisdiction of the court in which the proceeding is commenced under subsection (2) of this
section is plenary and exclusive. The court may appoint one or more persons as appraisers to receive
evidence and recommend decision on the question of fair value. The appraisers have the powers described
in the order appointing them, or in any amendment to it. The dissenters are entitled to the same discovery
rights as parties in other civil proceedings.




(6) Each dissenter made a party to the proceeding is entitled to judgment (a) for the amount, if any,
by which the court finds the fair value of the dissenter’s shares, plus interest, exceeds the amount paid by
the corporation, or (b) for the fair value, plus accrued interest, of the dissenter’s after-acquired shares for
which the corporation elected to withhold payment under RCW 23B.13.270.

23B.13.310
Court costs and counsel fees.

(1) The court in a proceeding commenced under RCW 23B.13.300 shall determine all costs of the
proceeding, including the reasonable compensation and expenses of appraisers appointed by the court.
The court shall assess the costs against the corporation, except that the court may assess the costs against
all or some of the dissenters, in amounts the court finds equitable, to the extent the court finds the
dissenters acted arbitrarily, vexatiously, or not in good faith in demanding payment under RCW
23B.13.280.

(2) The court may also assess the fees and expenses of counsel and experts for the respective parties,
in amounts the court finds equitable:

(a) Against the corporation and in favor of any or all dissenters if the court finds the corporation
did not substantially comply with the requirements of RCW 23B.13.200 through 23B.13.280; or

(b) Against either the corporation or a dissenter, in favor of any other party, if the court finds
that the party against whom the fees and expenses are assessed acted arbitrarily, vexatiously, or not in
good faith with respect to the rights provided by chapter 23B.13 RCW.

(3) If the court finds that the services of counsel for any dissenter were of substantial benefit to other
dissenters similarly situated, and that the fees for those services should not be assessed against the
corporation, the court may award to these counsel reasonable fees to be paid out of the amounts awarded
the dissenters who were benefited.
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MONTANA-DAKOTA UTILITIES CO.
A Division of MDU Resources Group, Inc.

Direct Testimony of John F. Renner

Would you please state your name and business address?

My name is John F. Renner and my business address is 400 North Fourth
Street, Bismarck, North Dakota 58501.

By whom are you employed and what is your position?

| am the Executive Vice President, Finance and Chief Accounting Officer
for Montana-Dakota Utilities Co. (Montana-Dakota), a Division of MDU
Resources Group, Inc. (MDU Resources), and Great Plains Natural Gas
Co. (Great Plains), a Division of MDU Resources. | am testifying in this
proceeding on behalf of MDU Resources.

Would you please describe your duties?

Yes. | am responsible for providing the overall direction and management
of the accounting, financial forecasting/planning, information systems, and
regulatory functions for Montana-Dakota and Great Plains.

Please outline your educational and professional background.

| graduated from the University of North Dakota in 1968, receiving a
Bachelor of Science Degree in Business Administration with a major in
Accounting. | am a Certified Public Accountant having received my
certificate in 1970. | have also attended various training programs,

including Stanford's Executive Financial Management Program.

Docket UM - Direct Testimony of John F. Renner
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During my tenure at a number of MDU Resources entities, | have
held various management and executive positions within MDU Resources,
its oil and natural gas production unit and Montana-Dakota. Those
positions included being elected in 1982 as Assistant Vice President-
Financial Planning and Control and Chief Accounting Officer of Montana-
Dakota. In 1985, | was elected Controller and Chief Accounting Officer of
MDU Resources. In 1992, | was appointed President of the predecessor
company of MDU Resources’ subsidiary Fidelity Exploration & Production.
In November 2004, | was named Controller and Chief Accounting Officer
for Montana-Dakota. | assumed my present position in January 2006.
Have you previously testified in proceedings before regulatory
agencies?

Yes. | have testified before the Public Service Commissions of Montana,
Wyoming, Minnesota, and North Dakota regarding utility capital structure
and cost of long-term debt and preferred stock. | have also submitted
testimony to the South Dakota Public Utilities Commission and | have
testified before the Federal Energy Regulatory Commission (FERC) on the
same matters.

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to provide details regarding MDU
Resources’ corporate structure, the proposed location for Cascade within
the structure, MDU Resources’ capital structure, the “ring fencing”

protections MDU Resources employs, the financial and accounting

Docket UM - Direct Testimony of John F. Renner
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aspects of the proposed transaction, and some of the financial and
structural commitments being offered by MDU Resources. | will also
testify about the provision of common services for Cascade, the
methodology for allocating costs for such services, the opportunity for cost
savings through the provision of common services and the coordination of
activities, and the implications and benefits of the proposed acquisition for

Cascade's customers.

Q. Would you please describe MDU Resources’ corporate structure as it

exists currently and how it will be after the proposed acquisition of

Cascade?

A. MDU Resources' current corporate structure including the proposed

acquisition of Cascade is shown on MDU Exhibit 101 which accompanies
Mr. Imsdahl's testimony.

MDU Resources currently includes two utility operations, Montana-
Dakota and Great Plains, both held as divisions within MDU Resources.
In addition, Centennial Energy Holdings, Inc. (Centennial) is held
organizationally as a first-tier, direct, wholly owned subsidiary. All four of
MDU Resources’ primary non-utility business units are held as
subsidiaries of Centennial.

MDU commits that upon completion of the pending acquisition,
Cascade will be held as a separate first-tier, direct, wholly owned
subsidiary of MDU Resources. See Commitment No. 10 in MDU

Exhibit 401 accompanying the testimony of Donald R. Ball (the

Docket UM - Direct Testimony of John F. Renner
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commitments from this MDU Exhibit 401 are hereinafter referred to by the
Commitment number). From a functional and operational perspective,
however, Cascade will be the equivalent of MDU Resources’ existing
utility divisions.

Why is MDU Resources proposing to hold Cascade as a separate
subsidiary rather than as another utility division?

The proposed acquisition of Cascade is being effected through a reverse
triangular merger, as described in more detail in Section IV of the
Application, thereby minimizing the likelihood of triggering any federal
income tax consequences as a result of the proposed merger. Eliminating
the corporate structure of Cascade and establishing it as a division could
have significant federal income tax consequences by triggering deferred
taxes.

How does this structure establish Cascade as a "ring-fenced" entity?
Because Cascade will be a first-tier subsidiary of MDU Resources, just as
Centennial is currently, Cascade will be protected from the financial risk
exposures of Centennial. Therefore, the creditors of Centennial and its
subsidiaries are not allowed recourse against MDU Resources, or its
subsidiary Cascade, in the event of bankruptcy of Centennial. In addition,
there are no credit facilities at either MDU Resources or Centennial which
contain cross-default provisions between MDU Resources and Centennial.
Holding Cascade as a separate subsidiary provides further separation and

ring-fencing assurance to isolate Cascade from any risks associated with

Docket UM - Direct Testimony of John F. Renner
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MDU Resources’ other business unit activities, described by Mr. Imsdahl
in his testimony, including its utility divisions. We include this commitment
as Commitment No. 10 in MDU Exhibit 401.

Please describe MDU Resources’ capital structure, including that of
its utility divisions and Centennial.

As of September 30, 2006, MDU Resources’ capital structure consisted of
$1.3 billion in debt and $2.1 billion in equity, or 38 percent debt and 62
percent equity. Itis MDU Resources’ stated intention to maintain a debt
ratio of no greater than 40 percent over the long term at the consolidated
level to minimize the financial risk associated with its diverse non-
regulated operations.

MDU Resources' $3.4 billion of capitalization includes the
capitalization of MDU Resources’ utility divisions. As of September 30,
2006, the utility divisions' capital structure consisted of $185 million of debt
(including $15 million of preferred stock) and $199 million of equity, or a
48 percent debt/ 52 percent equity ratio. At its utility divisions, MDU
Resources has targeted a 50/50 debt/equity ratio over the long term to
provide a reasonable risk/return profile and balance for both its customers
and investors.

Please describe how the acquisition of Cascade will be financed.
As noted above, MDU Resources intends to maintain within all of its utility
operations an approximate 50/50 debt/equity ratio. To achieve this ratio

upon its proposed acquisition of Cascade, MDU Resources expects to

Docket UM - Direct Testimony of John F. Renner



10

11

12

13

14

15

16

17

18

19

20

21

22

23

MDU / 300
Renner/ 6

provide approximately $237.5 million of equity capital from MDU
Resources internal funds or funds raised by MDU Resources through the
issuance of common stock to finance the purchase of a corresponding
amount of stock from current Cascade stockholders. Cascade will also
issue up to approximately $67.5 million of debt to finance the balance of
the purchase of the Cascade stock from current stockholders, and retain
its outstanding debt estimated at $165 million. The combination of these
transactions, which will be accomplished after the closing of the
acquisition, will result in the above mentioned 50/50 targeted capital
structure at Cascade. To close the proposed acquisition after all
regulatory approvals are obtained, MDU Resources expects to utilize
short-term special purpose bridge financing until the permanent financing
mechanisms are in place.

Q. Will the issuance of additional debt by Cascade have any impact on
Cascade's rates?

A. No, it will have no effect on Cascade's rates. In a rate case, Cascade's
cost of capital will be applied to its rate base in establishing its revenue
requirement. The actual amount of debt is not a factor.

Q. Will the acquisition of Cascade affect either MDU Resources’ or
Cascade's overall debt ratings?

A. MDU Resources’ acquisition of Cascade is not expected to cause any
change to either company's debt ratings. MDU Resources' credit ratings

are A-3; BBB+ and A- by Moody's, Standard & Poor’s (S&P), and Fitch,

Docket UM - Direct Testimony of John F. Renner



10

11

12

13

14

15

16

17

18

19

20

21

22

23

MDU / 300
Renner /7

respectively. In contemplation of the Cascade acquisition, S&P’s Rating
Evaluation Service Report reaffirmed MDU Resources’ ratings and stated
the "acquisition of Cascade would be modestly beneficial from a business
risk profile perspective." Further, in that same report, S&P indicated MDU
Resources’ utility business risk profile would be enhanced from "strong" to
"excellent." Moody's and Fitch reaffirmed their MDU Resources ratings
following the announcement of the proposed acquisition.

Cascade's ratings are Baal by Moody's and BBB+ by S&P.
Following the announcement of the acquisition, S&P affirmed its BBB+
credit rating on Cascade and stated: "The rating action on Cascade
reflects our preliminary assessment that, upon closing of the transaction,
the Company's ratings will be the same as the ratings on MDU
Resources." Moody’s also affirmed Cascade’s ratings.

How will the acquisition by MDU Resources affect Cascade's access
to capital?

Inasmuch as Cascade will become a direct wholly owned subsidiary within
a $4.8 billion corporation (assets at June 30, 2006) - which is over ten
times larger than Cascade - the acquisition will provide Cascade access to
a much broader debt investor base. Such access should make any future
required financings more competitive while Cascade's credit rating should
remain unchanged or slightly strengthened. Because MDU Resources will
have approximately $237.5 million of equity invested in Cascade, such a

strong equity position will strengthen debt investors' perception of

Docket UM - Direct Testimony of John F. Renner
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Cascade's financial strength as a direct wholly owned subsidiary within
MDU Resources as compared to a stand-alone company.

Will Cascade maintain its own capital structure and, if so, how will
that affect its cost of capital for ratemaking?

As a first-tier subsidiary under the MDU Resources corporate umbrella,
Cascade will have its own capital structure. That capital structure will be
targeted at 50/50 debt/equity, consistent with MDU Resources' utility
divisions, but slightly stronger than Cascade's current structure. That
stronger structure should provide a higher level of financial stability to
Cascade in the long-term than it currently experiences. As noted in Mr.
Ball's testimony and stated in Commitment No. 20, Cascade will not
advocate for a higher cost of debt or equity capital as compared to what
Cascade's cost of debt or equity capital would have been absent MDU
Resources’ ownership.

Will Cascade maintain separate debt and credit ratings?

Yes. MDU Resources commits that Cascade will maintain separate debt.
Cascade will maintain its own corporate credit rating from Moody’s and/or
S&P or their successor rating agencies. See Commitment No. 15.
Please describe the opportunities for MDU Resources and Cascade
to combine certain corporate and administrative functions.

Because this merger involves two public companies, MDU Resources
believes that it can reduce overall costs through the combination of certain

corporate functions, such as: certain officer positions, director expenses,
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

MDU / 300
Renner /9

shareholder services and investor relations, audit fees, legal services,
securities compliance and corporate governance. MDU Resources also
believes there are opportunities for efficiencies through the combination of
administrative and support functions with those of its existing operations,
such as customer information and work management systems. MDU
Resources hopes to achieve cost savings in these corporate and
administrative areas where two independent companies would have
overlap or duplication as stand-alone entities.

Please describe other opportunities for MDU Resources and
Cascade to share certain costs.

Certain utility costs tend to be relatively fixed without regard to size of the
company; therefore, spreading those costs over 600,000 customers rather
than just 235,000 customers will help minimize cost increases. As an
example, both MDU and Cascade are in need of upgraded customer
information systems. The process of reviewing, purchasing, and installing
a system can be accomplished more efficiently on a combined basis with
the costs spread over a larger organization at a lower cost per customer.
Would you please describe MDU Resources' method for allocating
shared costs between the various business units?

Yes. Certain functions provided at the MDU Resources corporate level
are primarily related to corporate governance and common to publicly
traded companies. Such costs, along with some of the costs related to

administrative and support functions noted above, are allocated or
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assigned to the business units, which is consistent with the proposed
intercompany services agreement among MDU Resources, Cascade and
the other utility companies. See MDU Exhibit 301 for the agreement.
Specific costs which are directly assignable to a business unit or operating
company are charged accordingly; costs that are causation driven are
allocated as such; and other costs are allocated based upon the business
unit's capitalization in proportion to total corporate capitalization.

In addition, the utility divisions currently allocate and assign certain
costs, including those from the corporate level as described in the
preceding paragraph, among their various operations and jurisdictions,
(i.e., utility and non-utility, gas distribution and electric operations, by
jurisdiction). The utility divisions anticipate that they will continue this
allocation practice across all utility operations, and incorporate Cascade
into this practice over a period of up to three years as administrative and
support functions for all utility operations are transitioned to the most
efficient and best practices among Cascade, Great Plains, and Montana-
Dakota.

Does MDU Resources make any commitment with respect to how

corporate costs will be allocated?

Yes. MDU Resources commits that the allocation of corporate and

affiliate expenses will comply with the following specific principles:

a) For services rendered to Cascade or each cost category subject to
allocation to Cascade by MDU Resources or any of its affiliates, MDU

Resources must be able to demonstrate that such service or cost
category is necessary to Cascade for the performance of its regulated
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operations, is not duplicative of services already being performed
within Cascade, and is reasonable and prudent.

b) Cost allocations to Cascade and its subsidiaries will be based on
generally accepted accounting standards; that is, in general, direct
costs will be charged to Cascade and its subsidiaries whenever
possible and shared or indirect costs will be allocated based upon the
primary cost-driving factors.

c) MDU Resources and its divisions will have in place an allocation or
reporting system adequate to support the allocation and assignment of
costs of executives and other relevant personnel to Cascade.

d) An audit trail will be maintained such that all costs subject to allocation
can be specifically identified, particularly with respect to their origin. In
addition, the audit trail must be adequately supported. Failure to
adequately support any allocated cost may result in denial of its
recovery in rates.

e) Costs which would have been denied recovery in rates had they been
incurred by Cascade’s regulated operations will likewise be denied
recovery whether they are allocated directly or indirectly through MDU
Resources.

See Commitment No. 14.

Does MDU Resources make any commitment with respect to
Commission auditing of such allocations?

Yes. MDU Resources commits that the Commission or its agents may
audit the accounting records of MDU Resources and its subsidiaries or
divisions that are the basis for charges to Cascade, to determine the
reasonableness of factors used by MDU Resources to assign costs to
Cascade and the reasonableness of the amounts subject to allocation or
direct charges. MDU Resources also agrees to cooperate fully with such
Commission audits. See Commitment No. 5.

Can you quantify the anticipated impact of MDU Resources' shared

corporate costs as well as its allocated utility division costs?
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The precise extent of shared or integrated services is yet to be evaluated
and, thus, the costs thereof cannot be quantified at this time.

Is MDU Resources able to make any commitment at this time
regarding the impact of allocated corporate costs?

MDU Resources will commit for a three-year period that the allocated
MDU Resources' shared corporate costs, as well as its allocated and
assigned utility division costs, will not exceed the costs Cascade's
customers would otherwise have paid absent the acquisition, as adjusted
for the change in the Consumer Price Index in place at the time of
approval. See Commitment No. 13.

Why does MDU Resources make this commitment for only a three-
year period?

With the passing of time, it becomes increasingly difficult and speculative
to project or prove either the amount or nature of what a company's costs
would have been in the absence of a transaction. We think that three
years is the outside time limit for which a company or the Commission can
reasonably be expected to make that determination.

Will there be an intercompany service agreement that governs
services to be provided to Cascade?

Yes. As reflected in Commitment No. 12, after the proposed acquisition is
completed, there will be an inter-company agreement with Cascade, to be
filed with the Commission as soon as possible after closing of the

transaction. Cascade will also file amendments to that agreement. MDU
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Exhibit 302 is a form of the anticipated Inter-Company Administrative
Services Agreement. This agreement essentially provides that
intercompany services provided to Cascade will be provided at cost.
Does MDU Resources anticipate any affiliated transactions, such as
natural gas supply or construction services, between Cascade and
MDU Resources' non-utility subsidiaries, and if so how does it intend
to handle those transactions?

Inasmuch as MDU Resources currently has no natural gas properties
within Cascade's service territory, it is not anticipated there will be any
sales or transmission of gas to or for Cascade by MDU Resources' non-
utility subsidiaries. It is also anticipated that other services such as
construction services from affiliates will be minimal. However, if such
services are utilized, they will be competitively procured and priced. MDU
Resources commits to providing the Commission with access to all books
and records pertaining to such transactions. See Commitment No. 3.
MDU Resources also commits to complying with all Commission statutes
and regulations regarding affiliate interest transactions and to file all
required reports. See Commitment Nos. 6 and 7.

Please describe the accounting for the proposed acquisition,
including the treatment of any acquisition adjustment.

The accounting for the proposed acquisition will follow the FERC Uniform
System of Accounts and, as specified therein, the excess of the purchase

price over the historical cost reflected on Cascade's books will be
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recorded in Account 114, Plant Acquisition Adjustment. In addition, the
transaction costs incurred by MDU Resources to accomplish this merger
will also be charged to Account 114.

Does MDU Resources make any commitments relating to recovery of
the acquisition premium?

Yes. Although Account 114 will be reflected on Cascade's records, MDU
Resources commits that Cascade will not request a return on or a return
of such amount, subject to the following exception. If the Commission, in
either the order issued pursuant to this application or a subsequent
general rate proceeding, reduces Cascade's retail revenue requirements
by the imputation of cost savings attributable to the acquisition, Cascade
retains the right to propose upon rehearing, and in subsequent cases, to
recognize all or part of the acquisition premium in the retail revenue
requirement. See Commitment No. 26.

Does MDU Resources make any commitment with respect to
recovery of the transaction costs associated with the proposed
acquisition?

Yes. MDU Resources commits that it and Cascade will exclude all costs
of the transaction from Cascade’s utility accounts for ratemaking purposes.
Within 90 days following completion of the transaction, MDU Resources
will provide an accounting of these costs. See Commitment No. 16.

Will Cascade's books be kept separately and will the regulators have

access to those records?
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Yes, as discussed in Mr. Ball's testimony, MDU Resources commits that
Cascade's records will be maintained on a subsidiary basis, meaning on a
separate basis. See Commitment No. 2. Over the course of the next
three years, the detailed processing of transactions will be put on a
common platform with MDU Resources' other utility operations. This will
enhance the efficiency of both MDU Resources and Cascade, but will not
preclude access to Cascade's data. Access to that data and Cascade's
financial statements will be provided for in accordance with applicable
statutes and Commission rules. Additionally, MDU Resources commits
that Cascade's financial data will be accessible by the Commission in
Cascade's Washington office.

What other commitments does MDU Resources make to protect
Cascade from any risk of this acquisition?

MDU Resources commits that Cascade and MDU Resources will not
cross-subsidize between the regulated and non-regulated businesses or
between any regulated businesses, and will comply with the Commission’s
applicable orders and rules with respect to such matters. See
Commitment No. 8.

MDU Resources also commits that any diversified holdings and
investments (e.g., non-utility related business or foreign utilities) of MDU
Resources will not be held by Cascade or a subsidiary of Cascade. (This
condition will not prohibit MDU Resources or its affiliates other than

Cascade from holding diversified businesses.) See Commitment No. 9.
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In addition, MDU commits that neither Cascade nor its subsidiaries
will, without the approval of the Commission, make loans to MDU
Resources or its respective subsidiaries, or assume any obligation or
liability as guarantor, endorser, surety, or otherwise for MDU Resources or
its respective subsidiaries; provided that this commitment will not prevent
Cascade, to the extent allowed by law, from making loans or transferring
funds to a subsidiary of Cascade or assuming any obligation or liability on
behalf of a subsidiary of Cascade. Further, MDU Resources will not
pledge any of the assets of the business of Cascade as backing for any
securities which MDU Resources or its respective subsidiaries, but
excluding Cascade and its subsidiaries, may issue. See Commitment No.
19.

What assurances will MDU Resources give the Commission
regarding future transactions that might affect Cascade?

Cascade or MDU Resources will notify the Commission subsequent to
MDU Resources’ board approval and as soon as practicable following any
public announcement of: (1) any acquisition of a regulated or unregulated
business representing 5 percent or more of the capitalization of MDU
Resources; or (2) the change in effective control or acquisition of any
material part or all of Cascade by any other firm, whether by merger,

combination, transfer of stock or assets. Commitment No. 11.
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Cascade currently uses a fiscal year ending September 30 of each
year, while MDU Resources’ fiscal year is a calendar year. Will
Cascade be switching to a calendar fiscal year?
Yes. To facilitate MDU Resources' financial reporting and comparability
between reporting periods, as well as to accommodate its income tax
filings, such a change will be made. This change will not have any tax
impact or other impact on Cascade's customers and will not result in data
for any twelve-month period being unavailable.
Please summarize the benefits to Cascade's customers that you
expect to be derived from the proposed acquisition of Cascade by
MDU Resources.
The benefits of this transaction for Cascade's customers derive primarily
from the fact that Cascade will become part of a larger and more viable
entity. As a part of an organization that is more than ten times its current
size, Cascade will benefit from having access to an increased number of
debt capital sources, resulting in a more competitive and lower debt
capital cost. Likewise, equity capital will be more accessible to Cascade
through MDU Resources rather than what it would be through the open
market as a stand-alone company.

Being part of a larger organization will also enable the sharing of
costs for corporate functions. As recognized by Cascade in exploring the
possibility of an acquisition, the ability to function in a cost-efficient manner

as a small publicly traded company is becoming increasingly difficult in the
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face of regulatory requirements such as those regarding corporate
governance. Cascade and MDU Resources both recognize the
advantage of being part of a larger combined public utility system. Being
part of a larger corporate and utility organization should provide
efficiencies that will help stabilize rates over the longer term.

In order to assure reliable uninterrupted service and sound financial
practices for the long term, these efficiencies will not occur immediately.
In certain cases, costs will not be totally eliminated, but will be replaced by
a level of cost that is anticipated to be lower over the long term than if
Cascade were a stand-alone entity.
Please summarize MDU Resources' commitment to protect
Cascade's customers.
MDU Resources is committing to a number of conditions that will ensure
that Cascade's customers are not exposed to the risks of MDU Resources'
other businesses. These include: positioning Cascade as a first-tier
subsidiary within MDU Resources; a commitment to maintain separate
debt and credit ratings; guaranteeing the Commission's ability to audit
accounting records; a commitment not to cross-subsidize between
regulated and non-regulated businesses; a commitment that Cascade will
not invest in other MDU Resources companies; a commitment to
corporate and affiliate cost allocation methodologies reviewable by the
Commission; a commitment that MDU Resources will not pledge the

assets of Cascade in support of debt other than its own; a commitment
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that Cascade will not loan money to or invest in MDU Resources or its
other subsidiaries; and a commitment to exclude the acquisition premium
from the utility accounts of Cascade for ratemaking, subject to the
conditions described earlier.

Q. Does this conclude your direct testimony?

Yes, it does.
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INTERCOMPANY ADMINISTRATIVE SERVICES AGREEMENT
BY and BETWEEN
MDU Resources Group, Inc.
AND
Its Utility Business Units

This Intercompany Administrative Services Agreement ("Agreement”) is entered into as

of by and between MDU Resources Group, Inc. (hereinafter the "Company")

and its utility business units party to this Agreement (hereinafter a “Utility” or the "Utilities")
(each a "Party" and together the "Parties").

WHEREAS, the Company provides senior management, executive oversight and other
administrative services that provide value to and benefit the Utilities as entities in the
utility operations group;

WHEREAS, the Utilities have access to professional, technical and other specialized
resources that the Company may wish to utilize from time to time in the provision of
administrative services; and

WHEREAS, the Company and the Utilities may desire to utilize the professional,
technical and other specialized resources of the others.

NOW, THEREFORE, in consideration of the premises and mutual agreements set forth
herein, the Company and the Utilities agree as follows:

ARTICLE 1. PROVISION OF ADMINISTRATIVE SERVICES

Upon and subject to the terms of this Agreement, services will be provided between and
among the Company and the Utilities that are not directly applicable to the production,
distribution or sale of a product or service available to customers of the Utilities
("Administrative Services"). For purposes of this Agreement, Administrative Services
shall include, but not be limited to the following:

a) services by the Board of Directors, and executive, management, professional,
technical and clerical employees;

b) financial and accounting services, corporate governance and compliance services,
legal services, audit services, information and technology services, treasury
services, investor relations services, governmental and regulatory services, human
resources services, communications services, payroll processing services,
employee benefits participation, procurement and fleet management, tax and
related services, contract negotiation and administration services, insurance and
risk management services, environmental services and engineering and technical
services;

c) the use of office facilities, including but not limited to office space, furniture,
equipment, machinery, supplies, computers and computer software,
communications equipment, insurance policies and other personal property;

d) the use of automobiles, airplanes, other vehicles and equipment;
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To obtain specialized expertise or to achieve efficiencies, the following situations may
arise under this Agreement whereby Administrative Services may be provided between
and among the Company and its Utilities,

a) The Company may directly assign or allocate Administrative Services costs,
common costs, or costs incurred for the benefit of the Utility or Utilities, to a Utility
or the Utilities,

b) The Company may procure Administrative Services from a Utility or the Utilities for
the Company’s benefit,

c) The Company may procure Administrative Services from a Utility or the Utilities for
subsequent allocation to some or all the Utilities commonly benefiting, or

d) The Utilities may procure Administrative Services from each other or agree to
directly assign or allocate common costs to each other.

ARTICLE 2. DEFINITIONS
For purposes of this Agreement these terms shall be defined as follows:

(a) "Laws" shall mean any law, statute, rule, regulation or ordinance.

(b) "State Commissions- shall mean any state public utility commission or state public
service commission with jurisdiction over a Utility.

(c) "Utilities- shall mean current and future direct and indirect major-owned utilities of
the Company including its utility divisions.

ARTICLE 3. EFFECTIVE DATE

This Agreement shall be effective as of the date set forth above; provided, however, that
in those jurisdictions in which regulatory approval is required before the Agreement
becomes effective, the effective date shall be as of the date of such approval.

ARTICLE 4. CHARGES AND PAYMENT

(a) CHARGES.
Parties shall charge for Administrative Services on the following basis:

(i) Direct Charges: The Party receiving the benefit of Administrative Services
("Recipient Party") will be charged for the costs incurred by the Party providing the
Administrative Services ("Providing Party"), including, but not limited to, allocable
salary and wages, incentives, paid absences, payroll taxes, payroll additives
(insurance premiums, health care and retirement benefits and the like), direct
non-labor costs, if any, and similar expenses, and reimbursement of out-of-pocket
third party costs and expenses.

(ii) Service Charges: Costs that are impractical to charge directly but for which a
cost/benefit relationship can be reasonably identified. A practical allocation
method will be established by Providing Party that allocates the cost of this
service equitably and consistently to the Recipient Party.

(i) Allocations: Costs incurred for the general benefit of the entire utilities group for
which direct charging and service charges are not practical. An allocation
methodology will be established and used consistently from year to year.
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The charges constitute full compensation to the Providing Party for all charges, costs and
expenses incurred by the Providing Party on behalf of the Recipient Party in providing the
Administrative Services, unless otherwise specifically agreed to in writing between the
Parties.

If events or circumstances arise which, in the opinion of the Parties, render the costs of
providing any Administrative Services materially different from those charged under a
specific rate or formula then in effect, the specific rate or formulas shall be equitably
adjusted to take into account such events or changed circumstances.

Providing Parties will bill each and all Recipient Parties, as appropriate, for Administrative
Services rendered under this Agreement in as specific a manner as practicable. To the
extent that direct charging for services rendered is not practicable, the Providing Party
may utilize allocation methodologies to assign charges for services rendered to the
Recipient Party, reflective of the drivers of such costs. Such allocation methodologies
may utilize allocation bases that include, but are not limited to: capitalization, employee
labor, employee counts, assets, and multi-factor allocation formulae.

Any cost allocation methodology for the assignment of corporate and affiliate costs will
comply with the following principles:

i) For Administrative Services rendered to a Utility or each cost category subject
to allocation to a Utility, the Providing Party must be able to demonstrate that
such service or cost category is reasonable for the Utility for the performance of
its regulated operations, is not duplicative of Administrative Services already
being performed within the Utility, and is reasonable and prudent.

i) Parties must maintain records sufficient to specifically identify costs subject to
allocation, particularly with respect to their origin. In addition, the records must
be adequately supported in a manner sufficient to justify recovery of the costs
in rates of the Utility.

iii) Itis the responsibility of the Utility Parties to this Agreement to ensure that costs
which would have been denied recovery in rates had such costs been directly
incurred by the regulated operation are appropriately identified and segregated
in the books of the regulated operation.

(b) PAYMENT.

(i) Each Providing Party shall bill the Recipient Party monthly for all charges
pursuant to this Agreement via billings directly to the Recipient Party or through the
Company. Full payment for all Administrative Services shall be made by the end of the
calendar month following the intercompany charge. Charges shall be supported by
reasonable documentation, which may be maintained in electronic form.

(i) The Parties shall make adjustments to charges as required to reflect the
discovery of errors or omissions or changes in the charges. The Parties shall conduct a
true-up process as appropriate to adjust charges based on reconciliation of amounts
charged and costs incurred.
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ARTICLE 5. GENERAL OBLIGATIONS: STANDARD OF CARE

Utility Parties will comply with all applicable State and Federal Laws regarding affiliated
interest transactions, including timely filing of applications and reports. The Parties agree
not to cross-subsidize between the rate-regulated and non-rate-regulated businesses or
between any rate-regulated businesses, and shall comply with any applicable State
Commission Laws and orders. Subject to the terms of this Agreement, the Parties shall
perform their obligations hereunder in a commercially reasonable manner.

ARTICLE 6. TAXES

Each Party shall bear all taxes, duties and other similar charges except taxes based
upon its gross income (and any related interest and penalties), imposed as a result of its
receipt of Administrative Services under this Agreement, including without limitation
sales, use, and value-added taxes.

ARTICLE 7. ACCOUNTING AND AUDITING

Parties shall maintain such books and records as are necessary to support the charges
for Administrative Services, in sufficient detail as may be necessary to enable the Utilities
to satisfy applicable regulatory requirements ("Records"). All Parties:

(a) shall provide access to the Records at all reasonable times;

(b) shall maintain the Records in accordance with good record management practices
and with at least the same degree of completeness, accuracy and care as it maintains
for its own records; and

Subject to the provisions of this Agreement, Records supporting intercompany billings
shall be available for inspection and copying by any qualified representative or agent of a
Party, at the expense of the inquiring Party. In addition, State Commission staff or agents
may audit the accounting records of Providing Parties that form the basis for charges to
Utilities, to determine the reasonableness of allocation factors used by the Providing
Party to assign costs to the Recipient Party and amounts subject to allocation or direct
charges. All Parties agree to cooperate fully with such audits.

ARTICLE 8. BUDGETING

In advance of each budget year, Providing Parties shall prepare and deliver, at the
request of the parties, to the Recipient Parties, for their review and approval, a proposed
budget for Administrative Services to be performed during that year. The approved
schedule of budgeted Administrative Services shall evidence the base level of
Administrative Services. The schedule shall be updated at least annually. Each Party
shall promptly notify the other Party in writing of any requested material change to the
budget costs for any service being provided.

ARTICLE 9. COOPERATION WITH OTHERS

The Parties will use good faith efforts to cooperate with each other in all matters relating
to the provision and receipt of Administrative Services. Such good faith cooperation will
include providing electronic access in the same manner as provided other vendors and
contractors to systems used in connection with Administrative Services and using
commercially reasonable efforts to obtain all consents, licenses, sublicenses or approvals
necessary to permit each Party to perform its obligations. Each Party shall make available
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to the other Party any information required or reasonably requested by the other Party
regarding the performance of any Administrative Service and shall be responsible for
timely providing that information and for the accuracy and completeness of that
information; provided, however, that a Party shall not be liable for not providing any
information that is subject to a confidentiality obligation owed by it to a person or
regulatory body other than an affiliate of it or the other Party. A Party shall not be liable for
any impairment of any Administrative Service caused by it not receiving information,
either timely or at all, or by it receiving inaccurate or incomplete information from the other
Party that is required or reasonably requested regarding that Administrative Service. The
Parties will cooperate with each other in making such information available as needed in
the event of any and all internal or external audits, utility regulatory proceedings, legal
actions or dispute resolution. Each Party shall fully cooperate and coordinate with each
other's employees and contractors who may be awarded other work. The Parties shall not
commit or permit any act, which will interfere with the performance of or receipt of
Administrative Services by another Party's employees or contractors.

ARTICLE 10. COMPLIANCE WITH ALL LAWS

Each Party shall be responsible for (i) its compliance with all laws and governmental
regulations affecting its business, including but not limited to, laws and governmental
regulations governing federal and state affiliate transactions, workers' compensation,
heath, safety and security, and (ii) any use it may make of the Administrative Services to
assist it in complying with such laws and governmental regulations.

ARTICLE 11. LIMITATION OF LIABILITY

Notwithstanding any other provision of this Agreement and except for (a) rights provided
under Article 12 in connection with Third-Party Claims, (b) direct or actual damages as a
result of a breach of this Agreement, and (c) liability caused by a Party's negligence or
willful misconduct, no Party nor their respective directors, officers, employees and agents,
will have any liability to any other Party, or their respective directors, officers, employees
and agents, whether based on contract, warranty, tort, strict liability, or any other theory,
for any indirect, incidental, consequential, special damages, and no Party, as a result of
providing a Service pursuant to this Agreement, shall be liable to any other Party for more
than the cost of the Administrative Service(s) related to the claim or damages.

ARTICLE 12. INDEMNIEICATION

Each of the Parties will indemnify, defend, and hold harmless each other Party, members
of its Board of Directors, officers, employees and agents against and from any third-party
claims resulting from any negligence or willful misconduct of a Party's employees, agents,
representatives or subcontractors of any tier in the performance or nonperformance of its
obligations under this Agreement or in any way related to this Agreement. If a Third-Party
claim arising out of or in connection with this Agreement results from negligence of
multiple Parties (including their employees, agents, suppliers and subcontractors), each
Party will bear liability with respect to the Third-Party Claim in proportion to its own
negligence.

ARTICLE 13. DISPUTE RESOLUTION
The Parties shall promptly resolve any conflicts arising under this Agreement and such
resolution shall be final. If applicable, adjustments to the charges will be made as
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required to reflect the discovery of errors or omissions in the charges. If the Parties are
unable to resolve any service, performance or budget issues or if there is a material
breach of this Agreement that has not been corrected within ninety (90) days,
representatives of the affected Parties will meet promptly to review and resolve those
issues in good faith.

ARTICLE 14. TERMINATION FOR CONVENIENCE

A Party may terminate its participation in this Agreement either with respect to all, or with
respect to any one or more, of the Administrative Services provided hereunder at any
time and from time to time, for any reason or no reason, by giving notice of termination at
least sixty (60) days in advance of the effective date of the termination to enable the other
Party to adjust its available staffing and facilities. In the event of any termination with
respect to one or more, but less than all, Administrative Services, this Agreement shall
continue in full force and effect with respect to any Administrative Services not terminated
hereby. If this Agreement is terminated in whole or in part, the Parties will cooperate in
good faith with each other in all reasonable respects in order to effect an efficient
transition and to minimize the disruption to the business of all Parties, including the
assignment or transfer of the rights and obligations under any contracts. Transitional
assistance service shall include organizing and delivering records and documents
necessary to allow continuation of the Administrative Services, including delivering such
materials in electronic forms and versions as reasonably requested by the Party.

ARTICLE 15. CONFIDENTIAL INFORMATION NONDISCLOSURE

To the fullest extent allowed by law, the provision of any Administrative Service or
reimbursement for any Administrative Service provided pursuant to this Agreement shall
not operate to impair or waive any privilege available to either Party in connection with the
Administrative Service, its provision or reimbursement for the Administrative Service.

All Parties will maintain in confidence Confidential Information provided to each other in
connection with this Agreement and will use the Confidential Information solely for the
purpose of carrying out its obligations under this Agreement. The term Confidential
Information means any oral or written information, (including without limitation, computer
programs, code, macros or instructions) which is made available to the Company, its
Utilities or one of its representatives, regardless of the manner in which such information
is furnished. Confidential Information also includes the following:

a. All Information regarding the Administrative Services, including, but not limited
to, price, costs, methods of operation and software, shall be maintained in confidence.

b. Systems used to perform the Administrative Services provided hereunder are
confidential and proprietary to the Company, its Utilities or third parties. Parties shall treat
these systems and all related procedures and documentation as confidential and
proprietary to the Company, the Utilities or its third party vendors.

c. All systems, procedures and related materials provided to either Party are for its
internal use only and only as related to the Administrative Services or any of the
underlying systems used to provide the Administrative Services.
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Notwithstanding anything in this Article 15 to the contrary, the term "Confidential
Information” does not include any information which (i) at the time of disclosure is
generally available to and known by the public (other than as a result of an unpermitted
disclosure made directly or indirectly by a Party), (ii) was available to a Party on a non-
confidential basis from another source (provided that such source is not or was not bound
by a confidentiality agreement with a Party or had any other duty of confidentiality to a
Party), or (iii) has been independently acquired or developed without violating any of the
obligations under this Agreement.

The Parties shall use good faith efforts at the termination or expiration of this Agreement
to ensure that all user access and passwords are cancelled.

All Confidential Information supplied or developed by a Party shall be and remain the sole
and exclusive property of the Party who supplied or developed it.

ARTICLE 16. PERMITTED DISCLOSURE

Notwithstanding provisions of this Agreement to the contrary, each Party may disclose
Confidential Information (i) to the extent required by a State Commission, a court of
competent jurisdiction or other governmental authority or otherwise as required by law,
including without limitation disclosure obligations imposed under the federal securities
laws, provided that such Party has given the other Party prior notice of such requirement
when legally permissible to permit the other Party to take such legal action to prevent the
disclosure as it deems reasonable, appropriate or necessary, or (ii) on a "need-to-know"
basis under an obligation of confidentiality to its consultants, legal counsel, affiliates,
accountants, banks and other financing sources and their advisors.

ARTICLE 17. SUBCONTRACTORS

To the extent provided herein, the Parties shall be fully responsible for the acts or
omissions of any subcontractors of any tier and of all persons employed by such
subcontractors and shall maintain complete control over all such subcontractors. It being
understood and agreed that not anything contained herein shall be deemed to create any
contractual relation between the subcontractor of any tier and the Parties.

ARTICLE 18. NONWAIVER

The failure of a Party to insist upon or enforce strict performance of any of the terms of
this Agreement or to exercise any rights herein shall not be construed as a waiver or
relinquishment to any extent of its right to enforce such terms or rights on any future
occasion.

ARTICLE 19. SEVERABILITY

Any provision of this Agreement prohibited or rendered unenforceable by operation of law
shall be ineffective only to the extent of such prohibition or unenforceability without
invalidating the remaining provisions of this Agreement.

ARTICLE 20. ENTIRE AGREEMENT/DOCUMENTS INCORPORATED BY
REFERENCE

All understandings, representations, warranties, agreements and any referenced
attachments, if any, existing between the Parties regarding the subject matter hereof are




MDU/301
Renner/ 8

merged into this Agreement, which fully and completely express the agreement of the
Parties with respect to the subject matter hereof.

ARTICLE 21. OTHER AGREEMENTS

This Agreement does not address or govern the Parties' relationships not specifically
identified herein. All such relationships not addressed or governed by this Agreement will
be governed and controlled by a separate agreement or tariff specifically addressing and
governing those relationships or by applicable Laws or orders.

This agreement has been duly executed on behalf of the Parties as follows:
MDU RESOURCES GROUP, INC.

By:

Terry D. Hildestad
Title: President and Chief Executive Officer

MONTANA-DAKOTA UTILITIES CO.
a division of MDU Resources Group, Inc.

By:

Bruce T. Imsdahl
Title: President and Chief Executive Officer

GREAT PLAINS NATURAL GAS CO.
a division of MDU Resources Group, Inc.

By:

Bruce T. Imsdahl
Title: President and Chief Executive Officer

CASCADE NATURAL GAS CO.
a subsidiary of MDU Resources Group, Inc.

By:

Bruce T. Imsdahl
Title: Chief Executive Officer
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MONTANA-DAKOTA UTILITIES CO.
A Division of MDU Resources Group, Inc.

Direct Testimony of Donald R. Ball

Would you please state your name and business address?

My name is Donald R. Ball and my business address is 400 North Fourth
Street, Bismarck, ND 58501.

By whom are you employed and in what capacity?

| am the Vice President — Regulatory Affairs for Montana-Dakota Utilities
Co. (Montana-Dakota), a Division of MDU Resources Group, Inc. and
Great Plains Natural Gas Co. (Great Plains), a Division of MDU
Resources Group Inc. | am testifying in this proceeding on behalf of MDU
Resources Group, Inc. (MDU Resources).

Would you please describe your duties as Vice President -
Regulatory Affairs for Montana-Dakota and Great Plains?

As Vice President - Regulatory Affairs, | have executive responsibility for
all activities falling under the jurisdiction of various regulatory agencies.
This includes, among other things, the areas of revenue requirements,
rate administration and rate design.

Would you please outline your educational and professional
background?

| graduated from Black Hills State College, Spearfish, South Dakota, in
1969 with a Bachelor of Science degree in Business Administration, with

emphasis on accounting. | began my career with Montana-Dakota in

Docket UM - Direct Testimony of Donald R. Ball
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September of 1969 at the Company's Rapid City, South Dakota office. |
have held various positions in the Company, mostly in the regulatory area.
| was named Assistant Vice President — Regulatory Affairs in February
2003 and was named Vice President - Regulatory Affairs in January 2006.
Have you testified in other proceedings before regulatory bodies?
Yes, | have. On a number of occasions, | have presented testimony
before the Commissions in Montana, North Dakota, South Dakota and
Wyoming. | have also testified before the Federal Energy Regulatory
Commission (FERC) regarding Montana-Dakota's rates and purchased
gas cost adjustments.
What is the purpose of your testimony in this proceeding?
The purpose of my testimony is to address the following:
e to explain why the proposed transaction is in the public interest,
e to list the commitments proposed by MDU Resources that will ensure
no harm to customers or the public generally,
e to describe the similarities between Cascade and MDU Resources'
existing utility operations at Montana-Dakota and Great Plains,
e to describe the experience of Montana-Dakota and Great Plains as
regulated utilities operated as divisions of MDU Resources, and
e to discuss the regulatory approval process associated with the
proposed acquisition.
Is MDU Resources’ proposed acquisition of Cascade in the public

interest?

Docket UM - Direct Testimony of Donald R. Ball
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Yes, itis.

Please explain why the proposed acquisition is in the public interest.
As described in the testimony of other company witnesses and in the
Application, it is in the public interest as MDU Resources believes that the
proposed acquisition will bring benefits to Cascade’s customers. Cascade
is currently providing very good customer service in a cost-effective
manner. MDU Resources plans to maintain continuity in Cascade’s
operations while looking to enhance customer service and to increase
efficiencies through the sharing of “best practices” and the consolidation of
certain corporate and administrative functions. As described in Mr.
Imsdahl's testimony, MDU Resources plans to maintain the operational
headquarters of Cascade in Washington and, except for shared corporate
and administrative functions, the management of Cascade will remain
located in Washington and Pacific Northwest personnel will be authorized
to represent and bind Cascade in its dealings with its regulators,
customers and suppliers. Cascade will also maintain a strong operational
presence in the communities it serves in Oregon and Washington.

MDU Resources is committed to Cascade’s intention to focus on its
core operations and does not anticipate the sale of any operational assets
currently used by Cascade in its regulated utility business. Through its
divisions Montana-Dakota and Great Plains, MDU Resources has
extensive experience in operating both natural gas and electric utilities

and, like Cascade, has experience with operations that serve relatively

Docket UM - Direct Testimony of Donald R. Ball
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low-density population areas that are distributed over a wide geographic
area in multiple states.

Can MDU Resources provide assurances that the proposed
acquisition will not have any adverse effects on Cascade's
customers in Oregon?

Yes. From the perspective of Cascade’s customers, the transaction will
be transparent. Cascade will retain its name, customers will still contact
Cascade in the same manner as today and pay their bills as they now do.
Can MDU Resources provide assurances that the proposed
acquisition will not affect the Commission's ability to regulate
Cascade?

Yes. From the perspective of the regulator, the transaction should be
seamless. Cascade will retain its operational headquarters in Washington
and Cascade personnel will be authorized to represent and bind Cascade
in its dealings with its regulators. In addition, Cascade will maintain its
own accounting documentation and financial data will continue to be
available to the Commission at Cascade’s offices in Washington in
accordance with current practice.

Is MDU Resources willing to make commitments to ensure that its
proposed acquisition of Cascade will not expose Cascade’s
customers to any risk of harm?

Yes. In order to formalize the assurances provided in my testimony

above, MDU Resources is offering a list of commitments that the
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Commission may include as conditions in approving the proposed
acquisition. These commitments are included in MDU Exhibit 401
attached to this testimony.

Would you please generally describe those commitments?

Yes. Although all of the commitments are presented in MDU Exhibit 401
for ease of reference, many of the commitments are discussed in the
testimony of Mr. Imsdahl and Mr. Renner. In total, the commitments are
designed to ensure that MDU Resources’ proposed acquisition of
Cascade will not expose Cascade’s customers to any risk of harm. In
general, the commitments can be characterized in three broad categories:
operations, financial and regulatory.

What is the purpose of the operational commitments?

From the operations perspective, MDU Resources intends to operate
Cascade in much the same way as it is currently being operated. As |
described above, we intend that the transaction be transparent to
Cascade’s customers. The retention of the Cascade name, its operational
headquarters and local key personnel with decision making authority will
ensure that outcome. Also, the commitment to maintain adequate staffing
and presence in each state, consistent with the provision of safe, reliable
service and cost-effective operations, will help in assuring that the
transition is transparent for Cascade’s customers. Other commitments in
the operating area for Cascade's Oregon service territory ensure the

continuation of the Service Quality Measures (SQM) backed by financial
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penalties and the commitment to continue to contribute certain revenues
for public purposes, including conservation and assistance to low-income
customers for bill paying and weatherization which is part of the tariff that
implements Cascade’s Conservation Alliance Plan.

What is the purpose of the financial commitments?

Financial commitments, which are discussed in the testimony of Mr.
Renner, are designed to ensure that Cascade’s customers are not
exposed to financial risk or harm from MDU Resources’ other businesses.
The financial commitments include, among others, a commitment to
maintain separate debt and credit ratings for Cascade, a commitment not
to cross subsidize between regulated and non-regulated businesses, a
commitment that MDU Resources will not pledge the assets of Cascade
except in support of Cascade’s own debt, a commitment that Cascade will
not loan money to or invest in MDU Resources or its other subsidiaries
and commitments to not propose rate recovery of the acquisition premium
or the transaction costs related to the proposed acquisition.

What is the purpose of the regulatory commitments?

With respect to the regulatory area, MDU Resources is making a number
of commitments to assure that the Commission is able to exercise the
same degree of regulatory oversight of Cascade as it does today and will
continue to have access to Cascade’s books, records and employees.
The Commission’s continued regulatory oversight of Cascade, and its

ability to regulate transactions between Cascade and its affiliates, ensures
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that Cascade’s customers will suffer no harm from the proposed
acquisition.

Please describe some of the key commitments that ensure that the
Commission will continue to exercise the same degree of regulatory
oversight of Cascade as it does today.

Referring to MDU Exhibit 401, Commitment No. 1 establishes that
Cascade’s operational headquarters will remain in Washington.

Commitment No. 2, which is discussed in Mr. Renner's testimony,
provides that Cascade will maintain its own accounting documentation and
financial data will be accessible in Washington. It further provides that
Cascade’s financial documentation and state and federal regulatory filings
will continue to be accessible to the Commission at Cascade’s
Washington office in accordance with current practice.

Commitment No. 3, also discussed in Mr. Renner's testimony,
provides the Commission with access to all books of account, documents,
data and records of affiliated interests which pertain to transactions
between Cascade and its affiliated interests or which are otherwise
relevant to the business of Cascade.

Commitment No. 4 makes the employees and officers of MDU
Resources, Cascade and its affiliates available to testify before the
Commission to provide information relevant to matters within the

jurisdiction of the Commission.
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Mr. Renner's testimony discusses Commitment Nos. 5 through 16.
Commitment No. 5 states that the Commission or its agents may audit the
accounting records of MDU Resources and its subsidiaries or divisions
that are the basis for charges to Cascade and to determine the
reasonableness of allocation factors used by MDU Resources to allocate
costs to Cascade and the reasonableness of the amounts subject to
allocation or direct charge. It also contains an agreement by MDU
Resources to cooperate fully with such audits.

Commitment No. 6 is an agreement to comply with all applicable
Commission statutes and regulations regarding affiliated interest
transactions including timely filing of applications and reports.
Commitment No. 7 deals with the filing of any required affiliated interest
reports, including an organization chart of Cascade and its affiliated
interests and subsidiaries. In Commitment No. 8, Cascade and MDU
Resources commit not to cross-subsidize between regulated and non-
regulated businesses, or between regulated businesses.

Commitment Nos. 9 and 10 concern the measures proposed by
MDU Resources to protect Cascade's customers from any impacts
associated with diversified holdings or investments, or with MDU
Resources' other business activities.

Commitment No. 11 indicates that Cascade or MDU Resources will
notify the Commission subsequent to MDU Resources’ board approval of

any acquisition of a regulated or unregulated business representing five
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percent or more of the capitalization of MDU Resources or the change in
effective control or acquisition of any material part or all of Cascade by
any other firm.

Commitment No. 12 provides that MDU Resources and Cascade
will file an Inter-company Administrative Services Agreement with the
Commission after closing of the proposed transaction and request
approval of the agreement, if required, and any amendments will be filed
with the Commission. The approval request will not encompass the
ratemaking treatment of these costs. MDU Resources makes certain
commitments regarding the level of allocated shared corporate costs in

Commitment No. 13. Commitment No. 14 identifies the cost allocation

MDU/400
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principles that will be used in developing the Inter-Company Administrative

Services Agreement.

Commitment No. 15 provides that Cascade will maintain separate
debt and separate credit ratings.

Commitment No. 16 concerns the treatment of the costs of the
transaction.

Commitment No. 17 provides the Commission, upon request,
access to all written information provided by or to credit rating agencies
that pertains to Cascade or MDU Resources.

Commitment No. 18, discussed in Mr. Imsdahl's testimony,
concerns the priority to be given by MDU Resources to the capital

requirements of Cascade.
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Commitment No. 19, discussed in Mr. Renner's testimony,
addresses financial transactions between Cascade (and its subsidiaries)
and MDU Resources (and its subsidiaries).

Commitment No. 20, also discussed by Mr. Renner, indicates that
MDU Resources and Cascade will not advocate for a higher cost of debt
or equity capital as compared to what Cascade’s cost of such capital
would have been absent MDU Resources’ ownership.

Commitment No. 21 concerns Cascade's and MDU Resources'
rights to request confidential treatment for information provided pursuant
to the commitments.

Commitment No. 22 sets forth our proposal for enforcement of the
commitments, and provides for written notice and an opportunity to cure
any violations.

Commitment No. 23 states that MDU Resources and Cascade
commit to an annual review to identify any incremental DSM and energy
efficiency opportunities in Cascade’s service area. MDU Resources and
Cascade will work with the appropriate agencies to implement any such
incremental opportunities identified and, if appropriate, file for Commission
approval of any such incremental opportunities.

Commitment No. 24 states that MDU Resources and Cascade will
commit to maintaining adequate staffing and presence in each state
consistent with the provision of safe and reliable service and cost-effective

operations. MDU Resources recognizes and values the positive
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relationships that Cascade has built with its Oregon regulators and is
committed to maintaining them by having adequate regulatory staff in the
Pacific Northwest to maintain such relationships and interface with the
Commission and its staff. In addition, Cascade's executive and regulatory
personnel in Washington will be authorized to represent and bind Cascade
in its dealings with the Commission.

Commitment No. 25 provides for annual reporting regarding our
progress in implementing the commitments.

Commitment No. 26, which is discussed by Mr. Renner, concerns
the recovery of any acquisition premium in rates.

Commitment No. 27 pertains to maintenance of Cascade's current
level of charitable contributions, and is discussed in Mr. Imsdahl's
testimony.

Pursuant to Commitment No. 28, Cascade will continue the SQM
adopted for Cascade in Docket UG 167. These are backed by monetary
penalties and the agreement to contribute certain revenues for public
purposes.

Commitment No. 29, discussed in Mr. Imsdahl's testimony,
addresses certain operational and reliability issues currently existing on
Cascade's system in Central Oregon.

Please describe the similarities between Cascade and MDU
Resources' existing utility operations at Montana-Dakota and Great

Plains.

Docket UM - Direct Testimony of Donald R. Ball
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The natural gas distribution operations of Montana-Dakota and Great
Plains resemble those of Cascade in many respects, which provides
further assurance that Cascade will continue to operate in relatively the
same manner as it does today. Montana-Dakota, Great Plains and
Cascade serve a mixture of residential, commercial, industrial and
transportation customers in primarily mid- and small-size communities in
multiple states in areas of relatively low population density. Despite the
relatively low population density of their service areas, the companies
have a history of providing safe and reliable service at reasonable and
stable prices. In terms of number of customers served, Cascade is
approximately the same size as MDU Resources’ natural gas distribution
operations conducted by Montana-Dakota and Great Plains.
Would you please generally describe the experience of MDU
Resources in operating regulated utilities?
Yes. Montana-Dakota has operated electric and gas distribution utilities
for over 80 years. These operations are subject to regulation in Montana,
North Dakota, South Dakota and Wyoming. Montana-Dakota’s electric
operations are also subject to FERC oversight with respect to electric
transmission and wholesale sales. Throughout its history, Montana-
Dakota has provided safe, reliable and reasonably priced service to its
customers.

Great Plains, which was acquired by MDU Resources in 2000,

serves 18 communities in western Minnesota and one community in
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eastern North Dakota. Just as in the case of Cascade, the Great Plains
operation is not contiguous to Montana-Dakota’s operation. Great Plains
is subject to regulation in Minnesota and North Dakota.

MDU Resources, through its utility divisions Montana-Dakota and
Great Plains, has extensive experience in successfully operating regulated
utilities and has the required expertise in all areas of operations,
administration and management to continue to provide the service to
Cascade’s customers that they have come to expect. MDU Resources is
poised to continue the successful operation of Cascade for the benefit of

Cascade’s customers.

Q. Please discuss the regulatory approval process related to this

proposed transaction.

A. Approval of the proposed transaction is required from this Commission

and the Washington Utilities and Transportation Commission. In addition,
MDU Resources will seek approval of the proposed acquisition from the
commissions in two of the other states in which it already operates public
utilities: the North Dakota Public Service Commission and the Minnesota
Public Utilities Commission. Clearance under the federal Hart-Scott-

Rodino Antitrust Improvements Act of 1976 is also required.

Q. Does this conclude your direct testimony?

Yes, It does.

Docket UM - Direct Testimony of Donald R. Ball
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List of Commitments
MDU Resources Acquisition of Cascade

Commitments Applicable to Oregon and Washington:

1) Cascade will maintain its operational headquarters in Washington.

2) Cascade will maintain its own accounting documentation, and financial
data will be accessible in Cascade’s Washington office. Cascade’s
financial documentation and state and federal utility regulatory filings and
documents will continue to be available to the Commission, upon request,
at Cascade’s offices in Washington in accordance with current practice.

3) MDU Resources and Cascade will provide the Commission access to all
books of account, as well as all documents, data, and records of their
affiliated interests, which pertain to transactions between Cascade and its
affiliated interests or which are otherwise relevant to the business of
Cascade.

4) MDU Resources and Cascade affiliates will make their employees and
officers available to testify before the Commission to provide information
relevant to matters within the jurisdiction of the Commission.

5) The Commission or its agents may audit the accounting records of MDU
Resources and its subsidiaries or divisions that are the basis for charges
to Cascade, to determine the reasonableness of factors used by MDU
Resources to assign costs to Cascade and the reasonableness of the
amounts subject to allocation or direct charges. MDU Resources agrees
to cooperate fully with such Commission audits.

6) MDU Resources and Cascade will comply with applicable Commission
statutes and regulations regarding affiliated interest transactions, including
timely filing of applications and reports.

7) Cascade will file on an annual basis any required affiliated interest report,
including a corporate organization chart of Cascade and its affiliated
interests and subsidiaries.

8) Cascade and MDU Resources will not cross-subsidize between the
regulated and non-regulated businesses or between any regulated
businesses, and shall comply with the Commission’s applicable orders
and rules with respect to such matters.

9) Any diversified holdings and investments (e.g., non-utility related business
or foreign utilities) of MDU Resources will not be held by Cascade or a
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subsidiary of Cascade. This condition will not prohibit MDU Resources or
its affiliates other than Cascade from holding diversified businesses.

10) Cascade will operate as a first-tier, wholly owned subsidiary of MDU
Resources. As a first-tier subsidiary of MDU Resources, Cascade will be
protected from any financial risk exposures of Centennial Energy
Holdings, Inc. (Centennial). No credit facilities at either MDU Resources
or Centennial will contain cross-default provisions between MDU
Resource and Centennial, or allow any creditor of Centennial or its
subsidiaries to have recourse against MDU Resources or its subsidiary,
Cascade, in the event of bankruptcy of Centennial.

11) Cascade or MDU Resources will notify the Commission subsequent to
MDU Resources’ board approval and as soon as practicable following any
public announcement of: (1) any acquisition of a regulated or unregulated
business representing 5 percent or more of the capitalization of MDU
Resources; or (2) the change in effective control or acquisition of any
material part or all of Cascade by any other firm, whether by merger,
combination, transfer of stock or assets.

12)  An Inter-company Administrative Services Agreement (IASA) will include
the corporate and affiliate cost allocation methodologies. The IASA will be
filed with the Commission as soon as practicable after the closing of the
transaction. Approval of the IASA will be requested if required by law or
rule, but approval for ratemaking purposes will not be requested in such
filing. Amendments to the IASA will also be filed with the Commission.

13) MDU Resources commits, for a three-year period, that the allocated MDU
Resources shared corporate costs, as well as its allocated and assigned
utility division costs, will not exceed the costs the Cascade customers
would otherwise have paid absent the acquisition, as adjusted for the
change in the Consumer Price Index in place at the time of approval.

14)  Any proposed cost allocation methodology for the allocation of corporate
and affiliate investments, expenses, and overheads, required by law or
rule to be submitted to the Commission for approval, will comply with the
following principles:

a) For services rendered to Cascade or each cost category subject to
allocation to Cascade by MDU Resources or any of its affiliates, MDU
Resources must be able to demonstrate that such service or cost
category is necessary to Cascade for the performance of its regulated
operations, is not duplicative of services already being performed
within Cascade, and is reasonable and prudent.

b) Cost allocations to Cascade and its subsidiaries will be based on
generally accepted accounting standards; that is, in general, direct
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costs will be charged to Cascade and its subsidiaries whenever
possible and shared or indirect costs will be allocated based upon the
primary cost-driving factors.

c) MDU Resources and its divisions will have in place an allocation or
reporting system adequate to support the allocation and assignment of
costs of executives and other relevant personnel to Cascade.

d) An audit trail will be maintained such that all costs subject to allocation
can be specifically identified, particularly with respect to their origin. In
addition, the audit trail must be adequately supported. Failure to
adequately support any allocated cost may result in denial of its
recovery in rates.

e) Costs which would have been denied recovery in rates had they been
incurred by Cascade regulated operations will likewise be denied
recovery whether they are allocated directly or indirectly through MDU
Resources.

MDU Resources and Cascade commit that Cascade will maintain
separate debt. Cascade will maintain its own corporate credit rating from
Moody’s and/or S&P or their successor rating agencies.

MDU Resources and Cascade will exclude all costs of the transaction
from Cascade’s utility accounts for rate making purposes. Within 90 days
following completion of the transaction, MDU Resources will provide an
accounting of these costs.

MDU Resources and Cascade will provide the Commission, upon request,
with unrestricted access to all written information provided by and to credit
rating agencies that pertains to Cascade or MDU Resources.

The capital requirements of Cascade, as determined to be necessary to
meet its obligation to provide safe and reliable service to the public, will be
given a high priority by MDU Resources.

MDU Resources and Cascade commit that neither Cascade nor its
subsidiaries will, without the approval of the Commission, make loans to
MDU Resources or its respective subsidiaries, or assume any obligation
or liability as guarantor, endorser, surety or otherwise for MDU Resources
or its respective subsidiaries; provided that this condition will not prevent
Cascade, to the extent allowed by law, from making loans or transferring
funds to a subsidiary of Cascade or assuming any obligation or liability on
behalf of a subsidiary of Cascade. MDU Resources will not pledge any of
the assets of the business of Cascade as backing for any securities which
MDU Resources or its respective subsidiaries, but excluding Cascade and
its subsidiaries, may issue.
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20) MDU Resources and Cascade will not advocate for a higher cost of debt
or equity capital as compared to what Cascade’s cost of debt or equity
capital would have been, using Commission standards, absent MDU
Resources’ ownership.

21)  Nothing in these acquisition commitments shall be interpreted as a waiver
of Cascade’s or MDU Resources’ rights to request confidential treatment
for information that is the subject of any commitments.

22)  Unless otherwise specified by Commission regulations or applicable
statute, the Commission shall give MDU Resources and Cascade written
notification of any alleged violation by either company of the commitments
made in this application. If such failure is corrected within ten (10)
business days for failure to file reports, or five (5) business days for other
violations, the Commission shall take no action. MDU Resources or
Cascade may request, for cause, an extension of these time periods. If
MDU Resources or Cascade fails to correct such violations within the
specified time frames, as modified by any Commission-approved
extensions, the Commission may seek penalties for violation of a
Commission order, against either MDU Resources or Cascade, but not
both, as allowed under state laws and regulations.

23) MDU Resources and Cascade commit to an annual review to identify any
incremental DSM and energy efficiency opportunities in Cascade’s service
area. MDU Resources and Cascade will work with the appropriate
agencies to implement any such incremental opportunities identified and,
if appropriate, file for Commission approval of any such incremental
opportunities.

24) MDU Resources and Cascade commit to maintaining adequate staffing
and presence in each state, consistent with the provision of safe and
reliable service and cost-effective operations.

25)  Within twelve months of the closing of the transaction and annually
thereafter through 2010, Cascade will file a report with the Commission
regarding the implementation of the Commitments. The report will, at a
minimum, provide a description of the performance of each of the
commitments that have quantifiable results. If any of the commitments is
not being met, relative to the specific terms of the commitment, the report
shall provide proposed corrective measures and target dates for
completion of such measures. Cascade will make publicly available at the
Commission non-confidential portions of the report.

26) MDU Resources and Cascade commit that they will not propose rate
recovery of the Acquisition Premium; provided, however, that MDU
Resources and Cascade may request that this commitment be modified if
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a party in a proceeding before the Commission proposes an adjustment to
Cascades’s revenue requirement that MDU Resources and Cascade
assert violates the regulatory theory of the matching principle. If Cascade
seeks recovery of the Acquisition Premium, then other Parties are free to
oppose such recovery, including the validity of the matching principle.

Cascade and/or the MDU Resources Foundation will maintain at least
Cascade’s current level of charitable contributions in Oregon and
Washington. Some of those contributions may be made directly by
Cascade in support of local organizations. In addition, qualified tax-
exempt 501(c)(3) entities will be eligible to apply for grants from MDU
Resources Foundation.

Commitments Applicable only to Oregon:

28)

20)

MDU Resources and Cascade affirm the continuation of the Service
Quality Measures backed by monetary penalties and the agreement to
contribute certain revenues for public purposes, including conservation
and assistance to low-income customers for bill-paying and weatherization
which was established in Docket UG 167. Penalties for noncompliance
with performance standards and customer guarantees shall be paid as
designated by the Commission and shall be excluded from results of
operations. Cascade will abide by the Commission’s decision regarding
payments.

Within 60 days of the closing of the transaction, MDU Resources will meet
with Commission Staff and other interested parties to provide an update
regarding the status of operational and reliability issues on Cascade’s
current system in Central Oregon arising from customer growth on that
part of the system.



