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Overview

Intermountain Gas Company (IGC), a subsidiary of MDU Resources Group,
Inc. (MDUR), conducts business in Idaho with regulated gas distribution
operations.

Below is an overview of the operational structure for the purpose of
assigning costs. The diagrams presented are intended to provide an
overview for cost allocation only and are not intended to represent the legal
structure of the Corporation. Note that costs from MDUR and FutureSource
are directly assigned or allocated and charged to the operating companies
(i.e. Utilities Group, WBI Energy, etc.)

Corporate Level

MDUR Future Source

| | | |

Utilities WBI Ener Knife River MDU Construction
Group gy Corporation Services Group, Inc.
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Utility Group Level

Utilities Group -
Leadership

Administrative Gas Supply &
Services Control

Technology &

Communicatinos Services

Information

Customer

Montana-Dakota

s Cascade Natural
Utilities/ Great

Gas Corporation

Intermountain

Plains Gas Company

This document is intended to provide an overview of the different types of
allocations and the processes employed to direct costs to the proper utility
for Intermountain Gas Company.

This document will discuss the allocations from:

e MDUR and FutureSource to Intermountain Gas Company

e Montana-Dakota/Great Plains (MDU) and Cascade Natural Gas (CNG)
to Intermountain Gas Company

e Intermountain Gas to MDU and CNG

Overall, the approach to allocating costs at each level is to directly assign
costs when applicable and to allocate costs based on the function or driver of
the cost.

MDU Resources Group, Inc. (MDUR) Allocations

The MDUR corporate staff consists of shared services departments (payroll,
procurement and enterprise technology) and administrative and general
departments.
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Shared Services

MDU Resources Group, Inc. has several departments that provide specific
services to the operating companies. These departments have developed a
pricing methodology which is updated annually for the allocation of costs to
the MDUR operating companies that utilize their services. (See Exhibit II)
These departments include:

Payroll Shared Services

Payroll Shared Services department provides comprehensive payroll
services for MDUR companies and employees. It processes payroll in
compliance with appropriate federal, state and local tax laws and
regulations. Payroll Shared Services is also responsible for preparation,
filing and payment of all payroll related federal, state and local tax
returns. It also maintains and facilitates payments and accurate
reporting to payroll vendors for employee benefits and other payroll
deductions. For Intermountain Gas Company, the payroll shared services
department is also responsible for the accumulation of time entry records
and maintenance of employee records. Intermountain Gas Company does
not have any departments that provide these payroll related services.

Procurement Shared Services

Procurement Shared Services creates and maintains the Corporation’s
national accounts for the purchase of products, goods and services.
National accounts take advantage of the combined purchasing power of
all of the Corporation’s operating companies. National accounts, or
preferred vendor agreements, typically are negotiated at the corporate
level rather than at the local company level. Procurement Shared
Services also is responsible for monitoring the level of services,
quantities, discounts and rebates associated with established national
accounts. Intermountain Gas Company has a single procurement
department that places specific purchase requests for materials and
services required to conduct business with approved vendors.

Enterprise Technology Service

Enterprise Technology Services (ETS) provides policy guidance,
infrastructure related IT functions and security-focused governance. ETS
seeks to increase the return on investment in technology through
consolidation of common IT systems and services, while eliminating
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waste and duplication. ETS works to increase the quality and consistency
of technology, increase functionality and service to the enterprise,
provide governance for managing and controlling risk and reduce costs
through economies of scale.

Intermountain Gas Company’s IT department consists of Montana-
Dakota/Great Plains employees physically located in Kennewick,
Washington, Boise, Idaho, and Bismarck, North Dakota. This Department
is responsible for supporting applications specific to the utility group such
as the Customer Care & Billing System, the JD Edwards financial
software, Scada and mobile applications, Enterprise GIS, and PowerPlan
which is the project and fixed asset accounting software. In addition the
utility group IT department develops business continuity plans in the case
of disaster recovery.

General and Administrative Services

Administrative and general functions performed by MDUR for the benefit of
the operating companies include the following departments:

Corporate governance, accounting & planning
Communications & public affairs

Human resources

Internal audit

Investor relations

Legal

Risk management

Tax and compliance

Travel

Treasury services

Intermountain Gas Company receives an allocation of these corporate costs.
Corporate Policy No. 50.9 states “It is the policy of the Company to allocate
MDU Resources Group, Inc.’s (MDU) administrative costs and general
expenses to the MDU'’s business units”. Business units described in the policy
have been referred to as operating companies in this document. The policy
states that costs that directly relate to a business unit will be directly
assigned to the applicable business unit and only the remaining unassigned
expenses will be allocated to the operating companies using the corporate
allocation methodology. The allocation factor developed to apportion
MDUR'’s unassigned administrative costs is a capitalization factor which is
based on 12 month average capitalization at March 31, effective July 1 and
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at September 30, effective January 1 each year. Capitalization includes total
equity and current and non-current long-term debt (including capital lease
obligations). The computation of the Corporate Overhead Allocation Factors
is shown in Exhibit I.

Intermountain Gas Company is reflected as IGC in the Corporate Overhead
Allocation Factors in Exhibit I. Operating companies that receive allocated
costs on a monthly basis from MDUR include:

Montana Dakota - Electric utility segment

Montana Dakota/Great Plains — Gas utility segment
Cascade Natural Gas (CNG)

Intermountain Gas Company (IGC)

WBI Energy Transmission

WBI Midstream

Knife River Construction (KRC)

MDU Construction Services Group, Inc. (CSG)

Corporate costs are recorded in the administrative and general (A&G)
function for IGC.

Montana-Dakota/Great Plains Allocation of Cost to/from
Others

Allocations to/from other MDUR Companies

Certain Montana-Dakota/Great Plains owned assets, such as the General
Office/Annex facility, located at the utility headquarters in Bismarck, and the
assets associated with the contribution made for FutureSource assets, are
also used for the benefit of other MDUR operating companies. To cover the
cost of ownership and operating costs associated with these owned assets, a
revenue requirement (asset return plus annual operating expenses) is
computed for the shared assets. The expense component included in the
return is composed of operating and maintenance costs, depreciation,
income tax and property tax expenses. The resulting revenue requirement
is billed to the other MDUR operating companies, including CNGC and IGC,
as a monthly fee. The costs are allocated based on the number of customers
served by each utility.

Intermountain Gas Company owns the customer care center located in
Meridian, ID. To cover the cost of ownership and operating costs associated
with that owned asset, a revenue requirement (asset return plus annual
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operating expenses) is computed similarly to Montana-Dakota owned assets.
The expense component included in the return is composed of operating and
maintenance costs, depreciation, income tax and property tax expenses.
The resulting revenue requirement is billed to the Montana-Dakota/Great
Plains and Cascade as a monthly fee. The costs are allocated based on the
number of customers served by each utility.

Certain Cascade owned assets, such as the portion of the General Office
facility used for Shared Services (i.e. Gas Control, IT), located at the utility
headquarters in Kennewick, are also used for the benefit of other MDUR
operating companies. To cover the cost of ownership and operating costs
associated with these owned assets, a revenue requirement (asset return
plus annual operating expenses) is computed for the shared assets. The
expense component included in the return is composed of operating and
maintenance costs, depreciation, income tax and property tax expenses.
The resulting revenue requirement is billed to the other MDUR operating
companies, including MDU and IGC, as a monthly fee. The costs are
allocated based on the number of customers served by each utility.

Allocations to other Utility Companies

Montana-Dakota/Great Plains has several departments that provide services
to all four utility operating companies (Montana-Dakota, Great Plains,
Cascade Natural Gas Co. and Intermountain Gas Company). These
departments include:

e Leadership Group - composed of the Executive Group and Directors
that oversee shared utility specific functions

e Customer Services - (Call Center, Scheduling and Online Services)

e Information Technology and Communications- (Management
Information Systems, Technology and Compliance)

e Administrative Services - (Procurement, Office Services, Fleet
Operations)

e Gas Supply & Control

These operational groups have calculated the proper allocation to use to
allocate the costs to the utility companies based on services performed for
each utility company. The allocation methodology is included in Exhibit III.
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Standard Labor Distributions

Labor/Reimbursable expense allocations

The development of standard labor distributions for Intermountain Gas
Company employees is described below based on the type of employee.
Standard labor distributions are used for all employees to account for certain
expenses as detailed below.

Labor, benefit costs and reimbursable expenses are directly assigned to a
jurisdiction where possible. If the expense is not direct, the appropriate
jurisdiction is charged as follows:

Union Employees

Time tickets are required for productive time when working on capital
projects. The employee specifies the proper capital project work order
created to track project costs. To account for Operations,
Maintenance, and non-productive time, standard payroll labor
distributions are established for all employees. These standard labor
distributions are calculated for union employees based on the historical
actual charges.

Non-Union Employees

Non-union employees are not required to submit detailed time tickets
with applicable general ledger accounts specified. Rather each
employee has a “standard” set of general ledger accounts that split the
labor costs based on an expected ratio of work. This split can be
unique and is based on the employee’s position. Costs are distributed
based on this standard labor distribution for each employee, and the
allocations are reviewed periodically.

Common Facilities
Customer Service Center

The Utility Group operates a Customer Service Center in Meridian, Idaho for
the purpose of providing telephone customer service to customers served by
Montana Dakota Utilities (MDU), Intermountain Gas Co. (IGC), and Cascade
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Natural Gas Corp. (CNG). Operating expense allocations of the Customer
Service Center are described on Page 6 - Allocations to other Utility
Companies; Customer Services.

Capital costs of the Customer Service Center are recorded on IGC’s books.
Allocable costs of the facility and equipment include depreciation expense, a
return on the invested capital of the facility using Cost of Capital, and
income taxes associated with the return on invested capital (net of cost of
debt associated with the facility). The allocable costs are billed monthly to
CNG and MDU.

The cost driver for the allocations is customers served by each utility.

Boise General Office

The Boise General Office provides office facilities for administrative and
general functions of Intermountain Gas Co.. In addition to IGC corporate
staff in the General Office, the facility is also utilized by Information
Technology (IT) and Geographic Informations Systems (GIS) staff that serve
the Utility Group. A cost recovery process exists for the Boise General Office
that is identical to the Customer Service Center process, however also
includes occupancy expenses of the facility in addition to depreciation
expense, a return on the invested capital of the facility, and income taxes
associated with the return on invested capital (net of cost of debt associated
with the facility). The allocable costs are billed monthly to CNG and MDU.

The cost driver for the allocations is customers served by each utility.

Exhibit I- MDUR Corporate Overhead factor

Montana-Dakota Utilites Co
CORPORATE OVERHEAD ALLOCATION FACTORS
January-June 2016

A 2 68 61 60 63 64 62 67
FIDELITY
MONTANA-DAKOTA TOTAL EXPLOR.& WBI NON
ELECTRIC  GASDIST CNG IGC UTILITY wal PROD. REGULATED KRC csG

Corporate factor 171 118 135 8.9 513 7.5 00 85 242 85 100.00
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Exhibit II- MDUR Shared Services Pricing Methodology

MDU Resources Shared Services
Pricing Methodology - Effective for 2016

Note: MDU Resources' use of Shared Services — MDOU Resources costs for each shared semvices function is charged
based on the corporate allocation factor.

761 — Payroll Shared Services:

Payroll Shared Services costs are invoiced bas ed onthe number of employees paid andstatedas a costper check. The
word check, for this purpose, generically refers to paper paychecks, direct deposits and paycard transactions.

Checks are charged onatiered struciure, intendedto recognize the fixed orbaseling effort assodatedwith maintaining a
payroll cycle and associated reporting, regardless of number of people paid. Itis also intendedto rewanrd cons olidation of
multiple pay groups and companies where possible andtoalign charges with the additional effort requiredto maintain
multiple pay groups and pay cycles.

The monthlyvolume for this step pricing is accumulated individually for each pay cycle processed.

Checks forweekly pay cycdes, cost per check based onthe number of checks written per month:
5 425 per checkfor the first 500 checks
% 0.75 per checkfor the next 500 checks
S 0.15 per check for each additional chedk

Checks fornon-weekly pay cycles, cost percheck based anthe number of checks written permanth:
5 425 per checkfor the first 1800 checks
S 0.75 per check for the next 500 checks
3 0.15 per check for each additional chedk

Additionally, there will be a 34.00 charge for eachtax payment and 3250.00 charge for each quarerly tax filingand 32
chargeforeachW2

Thereis a 3500 per month minimum charge for each operating compary.

Thereis a premium charge of 350 per transadiion for s pecific off cyde checks and back-pay calculations. Examples of
transactions included inthe premium charge schedule are missing hours, refun ded deductions, |ength of service awards
submitted toolate for inclusionina scheduled payroll process, and back pay calculation because an increase was
submitted after the pay perodthatincudes the effective date. Examples oftransactions excluded from the premivm
charge calculation are bonus payments, final paychecks, certified wage settlements, ar any payment required as a result
of a Shared Service orsystem error.

162 —Procurement Shared Services:
Procurement Shared Services costs are invoiced based on five separate factors, all carryingan equal weight of 20%. The
factors are:

¢+  Mumber of Visa Cards as of 3115
+ Total Visa Spendfor 2014
+ Mational Account Spendfor2014
+  MNumber of Construction Equipment Acquisitionsin 2014
*  Number of Fleet Acquisitiors in2014
MDUR mMou WEIE KRC C5G CNG 1GC Total
#VI5A cards 152 BRI 453 SRE T21 30 11& 3,593
T of VIGA
cards 4 Z3% 23 T4% 1375 26.58% 20.07% BE43% 323% 100%

VISA spend | 1,800,832 | 7180723 | 5,027,712 | 11,236,841 | 5,504,352 | 2 7ER, T3] 1,415,588 | 35,032,172
% of Total

VISA spend 4.61% 18.40% 12.88% Z5.04% 24.35% 7.0 3.63% 100
WaTonal
Account
Spend 10,807,047 | 21,243,800 | 7,343,785 | 83,067,624 | 43,281,702 | 5,163,552 | 3,135,070 | 174,043,020
% of Nationd
Account
Spend 5.21% 12.20% 4 23% AT T3% 24 8T% 2.97% 1.80% 100
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MOUR

MDOU

WEIE

KRC

C5G

CNG IGC Total

=

Construction
Equip

ACQUISTIONS 4]

]

5]
-4
]
]
+a

T of
Construction
Equip
ACQUISTIONS 0.00%

4.42%

2525

% AT.76%

T.48% 238 100%

= Flesl
Acguisitions ]

33

15}

] 23 Ba2

% of Flest
Acguisitions 0.0

605

66475 4. 24% 100%

Total
weighted
allocation N
factor 3.01%

B.2T%

6.52% 3.06% 100.00%

766 —Time Entry Shared Services:

Service provided 100% to the MDU Ltility Growp.

Enterprise Technology Services (ETS):

There are several ETS departments, and eachis billed out based onits own criteria. They are as follows:

Application Services (765) 100% ofthese costs are based onthe corporate factor.

Customer Relations (965) — Two factors are used inthe invoicing ofthe enterprise costs assodated with customer
relations. Those costs are invoiced baseduponthe number of devices supported by customer relations. The metricused
to determinedevice counts is devicesthat have checkedinto active directory during a 80 day periodin the summer of
2015, Theremaining costs are for costs s pecific to the IPT areinvoiced uponthe |IPT allocation.

MDUR MDU WEIE KRC C5G CNG IGC Total

Device Counts 295 1,087 496 1,810 1,277 457 958 5,021
% of Device Counts 4.42% 17.55% | 5.24% | 30.06% | 21.21% | 7.59% | 10.93% 100%
Totals 4.42% 17.55% | 8.24% | 30.06% | 21.21% [ 7.59% | 10.93% 100%

IPT Allocation 217 527 341 1,382 66 287 275 3,078
% of IPT Allocation 7.0% 17.0% | 11.0% | 44.5% 2.0% 3.5% 8.9% 100%
Totals 7.0% 17.0% | 11.0% | 44.5% 2.0% 5.6% B.9% 100%

Communications & Security (971)

Enterprise charges forthe communications group are invoiced using three weighted allocation factors. Thefactors areas

follows:

1Wide Area Metwork/Local Area MetwondMetropolitan Area Metwork- Mumber of business unit locations (20%)
2. Internet/Firewall Access — Mumber of user accounts (30% )

3. Zgcurity (50%)

The costs are invoiced bas ed onth e following percentages:

MDUR MU WEIE KRC C5G CNG 1GC Total

WANLAN/ AN 2 h2 128 203 i 17 13 472
% of Business Unit

Locations 0.42% 11.02% | 27.12% | 43.01% | 12.08% | 3.60% | 2.76% 100%
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MDOUR MDou WEIE KRC CS5G CNG IGC Total
Internet
Access/Firewall 266 1,067 48985 1,810 1,277 457 658 5,021
% of User Accounts 4 42% 17.56% | B8.24% | 30.06% | 21.21% | 7.59% | 10.83% | 100%
Security
% of Handsets 20.00% | 10.34% | 20.00% | 20.00% | 20.00% | 5.82% | 3.84 % 100%
Totals 11.41% | 12.63% | 17.90% | 27.62% | 18.78% | 591% | 5.75% | 100.00%

Operations (972) — Enterprise charges for the operations group are invoiced usingtwo separate factors. 95.1% ofthe
costs are based uponthe numberofserversthat are supporedfor a particular businessunit. Theseservers arethen
broken out between full service servers and shared service servers. 4.9% ofthe costs are for costs specific to the AS/400
areinvoiceduponthe ASM00 allocation as agreed to by MDU and WEI.

Thecoststhat are based uponthe number of servers are based onthe following percentages:
L.Eull Service Servers-(75%)
2.5hared Service Servers—(25%)

MOUR MoU WEIE KRC C5G CNG IGC Total

Full Service Sarvars 252 147 43 80 20 0 a 552
% of Full Service

Sarvars 45 655% | 26.64% | 7.79% | 16.30% | 3.62% | 0.00% | 0.00% 100%

Shared Service Servers ] 85 38 59 66 32 EE 378
T of Full Senvice

Sarvars 0.00% | 25.13% | 10.05% | 15.51% | 17.45% | B8.47% | 23.28% | 100%

Totals 34.24% | 26.25% | B.36% | 16.13% | 7T.08% | 2.12% | 5.82% 100%

Finance and Administration (382) —. Costsforthe finance and administration group are inveiced based uponthe
combined methodologies ofthe four previously identified ETS groups.

WEIE

C5G

Total

% of Total Finance &
Administration

26.41%

16.64%

12.42%

21.52%

13.01%

4.29%

100%
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Exhibit III- Utility Operations Support Allocation
Methodology

Utility Operations Support
Labor Distribution Allocation Methodology

Leadership Group:

¢ Includes Executive Vice Presidents & Directors
¢ Overseesall shared, utility specific functionsin the following areas:
o Customer Services
o Administrative Services
o Infarmation Technology & Communications
o Engineeringand Operations Procedures
o Gas Supply and Gas Contraol
¢+ Allocation methodology:
o Equal portion allocated to each utility company, or brand
o For portion allocated to Montana-Dakota/Great Plains, if there is involvement with non-
utility work allocate 1% (including 0.25% for Great Plains) to non-utility based an
historical estimates, with remainder allocated to gas and electric based on meter count.
o For portion allocated to Montana-Dakota/Great Plains, if there is no involvement with

non-utility work, allocate between gas and electric based on meter count.

Customer Services:

¢ [Director
o 35%to CNG, 30% to IGC, 35% Montana-Dakota/Great Plains (1% to non-utility) and
remainder split between gas and electric meter count.
¢ DNanagement team
o Supervisors: Frantline supervision for Customer Service Center
*  30% to CMG, 30% to IGC, 40% Montana-Dakota,/Great Plains * (2% to non-utility)
and remainder allocated to gas and electric based an the estimate of time
required to supervise
o Manager: Customer service
»  30% CNG, 20%IGC, 50% Mantana-Dakota/Great Plains * (2% to non —utility)
and remainder allocated to gas and electric meter count.
o Credit
o Responsible for creditand collections for the Utility Group
o Allocation Methodology
*  Most agents only handle creditactivity for one brand, they charge all time to
that brand
*  For agents that handle multiple brands, time is charged based on how much

time is spenton each brand

* Based on estimated time using history
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*  For agents that only handle credit activity for Montana-Dakota,/Great Plains:
¢ Allocated to gas and electric based on meter count

For agents that handle creditfor Montana-Dakota/Great Plains and another
brand, the portion is allocated to each utility based on average time spentin
gach utility with the Montana-Dakota,/Great Plains portion allocated to gas and
electric [pased on meter count.
Scheduling
o Responsible for scheduling field work for employees perfarming work in the field far the
Litility Group
Responsible for emergencyresponse 24,7
Allocation Methodology:
Managementteam:
*  Manager 20% 1GC, 30% CNG, 50% Montana-Dakota/Great Plains® allocated to
gas and electric based on meter count.
*  Team Leads 25%1GC, 25% CNG, 50% Montana-Dakota/Great Plains® allocated to
gas and electric based on meter count.
*  Foremployeesthatonly schedule one brand, charge time to that brand
*  Faremployeesthatschedule both IGC and CNG, splittime 50/50 based on
estimated time required
*  Foremployeeswhoschedule all brands, splitevenly
*  Faoremployeesthatonly schedule Montana-Dakota/Great Plains:
¢+ Allocated between gas and electric based on meter count
*  For employeesthat schedule creditfor Montana-Dakota/Great Plains and
another brand, the portion is allocated to each utility based on the shared
utility. The Montana-Dakota,/Great Plains allocation is based on the gas and
electric meter count.

Customer Service
o Responsible for handling all inbound calls during regular operating hours
o Allocation Methodology:
*  Teams leadsand Customer Care Representatives (CCR's) when only responsible
forane brand, charge all that time to one brand
*  Foremployees covering multiple brands, estimates are routinely made for
allocations for the pay period
*  For employees responsible for Montana-Dakota/Great Plains:
¢ 3% (including 0.5% for Great Plains) is charged to non-utility for credit
activity associated with non-utility charges, based on best estimate of
time required

* Remainderisallocated between gas and electric based on meter count
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*  For employees responsible for Montana-Dakota/Great Plains and another
brand, the portion allocated to non-utility is reduced accordingly to 3%
(including 0.5% for Great Plains) of the total associated with Mantana-
Dakota/Great Plains.

Customer Programs & Support

ja]

Responsible forinbound self-service, web help, customer program transactions, and
analytical supportfor the Utility Group
Allocation Methodology:
Manager
» 0% IGC, 30% CNG, 40% Montana-Dakota/Great Plains® (allocate to gas and
electric based on meter count)
¢+ Basedon additional time for Montana-Dakota,/Great Plains on social
media updates & Credit Dept. responsibilities
Supervisor, Team Lead, and Support Staff
*  Equal portion allocated to each brand
*  For portion allocated to Maontana-Dakota/Great Plains, if there isinvolvement
with non-utility wark allocate 1% (including 0.25% for GPNG) to non-utility,
based on historical estimates, with remainder allocated to gas and electric
based on meter count.
*  For portion allocated to Maontana-Dakota/Great Plains, if there isno
involvementwith non-utility work, allocated to gas and electric based on meter
count.

Mote: Exceptions may be made on an individual basis fromthese guidelines

ja

Employees may be assihned special projects, and allocation methodology may be
changed accordingly.

Labor allocation may always be made on an actual time spent basis rather than these
guidelines.

Supervisors may alter these guidelines based on their individual scenario.
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