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EXPLANATORY NOTE
 

As previously disclosed on Form 8-K filed on July 15, 2008, Black Hills Corporation (the “Company”)
completed the purchase from Aquila, Inc. (“Aquila”) of Aquila’s gas utilities in Colorado, Iowa, Kansas and
Nebraska, and the electric utility in Colorado, together with certain related assets, for $940 million in cash. This
Form 8-K/A amends the Form 8-K filed on July 15, 2008 by amending and restating Item 9.01 Financial
Statements and Exhibits to include the financial statements and pro forma financial statements required by Item
9.01 of Form 8-K.
 

Item 9.01 Financial Statements and Exhibits



  
 
 (a) Financial Statements of Businesses Acquired

 
 (1) Audited combined financial statements of the Aquila Utilities to be Acquired by Black

Hills, including the combined balance sheets as of December 31, 2007 and 2006 and
the related combined statements of income, changes in parent company investment and
cash flows for the years ended December 31, 2007 and 2006, and the notes thereto, are
being filed as Exhibit 99.2 to this Form 8-K/A and are incorporated herein by
reference.

 
 (2) Unaudited interim period combined financial statements of Aquila Utilities to be

Acquired by Black Hills, including the combined balance sheet as of June 30, 2008, the
related combined statements of income and cash flows for the six months ended June
30, 2008 and 2007, and the notes thereto, are being filed as Exhibit 99.3 to this Form 8-
K/A and are incorporated herein by reference.

 
 (b) Pro Forma Financial Information

 
Unaudited condensed combined pro forma financial statements of the Company, including the
condensed combined pro forma balance sheet as of June 30, 2008, the pro forma condensed
combined statements of income for the six months ended June 30, 2008 and for the year ended
December 31, 2007, and the notes thereto, giving effect to the Company’s previously disclosed
July 11, 2008 sale of seven power plants and its acquisition of the Aquila utilities, are being filed
as Exhibit 99.4 to this Form 8-K/A and are incorporated herein by reference.
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(d) Exhibits   
    
 Exhibit No.  Description
    
 23.1  Consent of Independent Registered Public Accounting Firm.
    
 99.1*  Press release of Black Hills Corporation, dated July 14, 2008.
    
 99.2  Audited Combined Balance Sheets of the Aquila Utilities to be

Acquired by Black Hills as of December 31, 2007 and 2006, and the
related Combined Statements of Income, Changes in Parent Company
Investment, and Cash Flows for the years then ended, and the notes
thereto.

    
 99.3  Unaudited Combined Balance Sheet of the Aquila Utilities to be

Acquired by Black Hills as of June 30, 2008, the related combined
Statements of Income and Cash Flows for the six months ended June
30, 2008 and 2007, and the notes thereto.

    
 99.4  Unaudited Condensed Combined Pro Forma financial statements of

Black Hills, including the Condensed Combined Pro Forma Balance
Sheet as of June 30, 2008, the Condensed Combined Pro Forma
Statements of Income for the six months ended June 30, 2008 and for
the year ended December 31, 2007, and the notes thereto.

__________________________
 * Previously filed on Black Hills Corporation’s Current Report on Form 8-K filed with the Securities

and Exchange Commission on July 15, 2008.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this

report to be signed on its behalf by the undersigned hereunto duly authorized.
 
 
 BLACK HILLS CORPORATION
   
   
 By: /S/ ANTHONY S. CLEBERG

  Anthony S. Cleberg



  Executive Vice President
  and Chief Financial Officer
   
Date:   September 29, 2008   
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EXHIBIT INDEX

 
Exhibit No.  Description

   
23.1  Consent of Independent Registered Public Accounting Firm.

   
99.1*  Press release of Black Hills Corporation, dated July 14, 2008.

   
99.2  Audited Combined Balance Sheets of the Aquila Utilities to be Acquired by Black

Hills as of December 31, 2007 and 2006, the related Combined Statements of
Income, Changes in Parent Company Investment, and Cash Flows for the years
then ended, and the notes thereto.

   
99.3  Unaudited Combined Balance Sheet of the Aquila Utilities to be Acquired by

Black Hills as of June 30, 2008, the related combined Statements of Income and
Cash Flows for the six months ended June 30, 2008 and 2007, and the notes
thereto.

   
99.4  Unaudited Condensed Combined Pro Forma financial statements of Black Hills,

including the Condensed Combined Pro Forma Balance Sheet as of June 30, 2008,
the Condensed Combined Pro Forma Statements of Income for the six months
ended June 30, 2008 and for the year ended December 31, 2007, and the notes
thereto.

__________________________
 * Previously filed on Black Hills Corporation’s Current Report on Form 8-K filed with the Securities

and Exchange Commission on July 15, 2008.
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EXHIBIT 23.1
 
 

Consent of Independent Registered Public Accounting Firm
 
The Board of Directors
Black Hills Corporation:
 
We consent to the incorporation by reference in the registration statements (Nos. 333-141727, 333-150664, and
333-150669) on Form S-3 and registration statements (Nos. 333-61969, 333-17451, 333-82787, 333-63264, 333-
125697, and 333-135431) on Form S-8 of Black Hills Corporation of our report dated April 7, 2008, with respect
to the combined balance sheets of the Aquila Utilities to be acquired by Black Hills as of December 31, 2007 and
2006, and the related statements of income, changes in parent company investment, and cash flows for each of the
years in the two-year period ended December 31, 2007, which report appears in Exhibit 99-2 in Form 8-K of Black
Hills Corporation dated September 29, 2008. Our audit report refers to the adoption of Financial Accounting
Standards Board (FASB) Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an interpretation of
FASB Statement No. 109, Accounting for Income Taxes, and FASB Staff Position (FSP) AUG AIR-1, Accounting
for Planned Major Maintenance Activities.
 
KPMG LLP
 
Kansas City, Missouri
September 29, 2008
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Aquila Utilities to be Acquired by Black Hills

Combined Statements of Income
 

 Year Ended
 December 31,
In millions 2007 2006
Sales:     

Electricity – regulated $ 178.0 $ 171.6
Natural gas – regulated  606.1  581.4
Other – non-regulated  30.9  29.7

Total sales  815.0  782.7
Cost of sales:     

Electricity – regulated  114.8  110.0
Natural gas – regulated  432.1  424.2
Other – non-regulated  16.4  18.4

Total cost of sales  563.3  552.6
Gross profit  251.7  230.1
Operating expenses:     

Operation and maintenance expense  139.8  130.9
Taxes other than income taxes  14.1  13.3
Depreciation and amortization expense  40.8  39.2

Total operating expenses  194.7  183.4
Operating income  57.0  46.7
Other income (expense), net  (2.0)  (1.1)
Interest expense  17.1  16.1
Income before income taxes  37.9  29.5
Income tax expense  15.8  12.4
Net income $ 22.1 $ 17.1

 
 

See accompanying notes to combined financial statements.
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Aquila Utilities to be Acquired by Black Hills

Combined Balance Sheets
 

 December 31,
In millions 2007 2006
Assets     

Current assets:     

Cash and cash equivalents $ .1 $ .1
Accounts receivable, net  119.3  100.9
Inventories and supplies  40.4  50.6
Prepaid commodities  20.5  17.6
Regulatory assets, current  31.9  34.5
Other current assets  .4  .6

Total current assets  212.6  204.3
Utility plant, net  529.1  506.9
Non-utility plant, net  3.3  3.6
Regulatory assets  13.1  16.1
Deferred charges and other assets  .7  1.3

Total Assets $ 758.8 $ 732.2
     
Liabilities and Parent Company Investment     

Current liabilities:     

Accounts Payable:     

Trade $ 104.2 $ 97.0
Affiliate  31.7  30.2

Accrued property and other taxes  10.2  10.1
Deferred income taxes  5.8  8.4
Regulatory liabilities, current  19.4  10.8
Other accrued liabilities  11.8  11.0
Price risk management liabilities  2.6  12.8
Customer deposits  12.1  10.1

Total current liabilities  197.8  190.4
Long-term liabilities:     

Affiliate debt  248.6  237.7
Deferred income taxes  53.6  57.8
Regulatory liabilities  5.0  3.5
Deferred credits  12.1  12.2

Total long-term liabilities  319.3  311.2
     
Parent company investment  241.7  230.6
     
Total Liabilities and Parent Company Investment $ 758.8 $ 732.2

 
 

See accompanying notes to combined financial statements.
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Aquila Utilities to be Acquired by Black Hills

Combined Statements of Changes in Parent Company Investment
 

 Year Ended
 December 31,
In millions 2007 2006
Parent company investment     

Balance beginning of year $ 230.6 $ 220.6
Net income  22.1  17.1
Net decrease in parent company investment  (11.0)  (7.1)

Balance end of year $ 241.7 $ 230.6
 
 

See accompanying notes to combined financial statements.
 

3
 

 
Aquila Utilities to be Acquired by Black Hills



Combined Statements of Cash Flows
 

 Year Ended
 December 31,
In millions 2007 2006
Cash Flows From Operating Activities:     

Net income $ 22.1 $ 17.1
Adjustments to reconcile net income to net cash provided     

from operating activities:     

Depreciation and amortization expense  40.8  39.2
Net changes in price risk management liabilities  (10.2)  27.6
Deferred income taxes  (6.8)  (8.9)
Changes in certain assets and liabilities:     

Accounts receivable/payable, net  (11.2)  47.2
Inventories and supplies  10.2  (3.6)
Other current assets  (.1)  21.6
Deferred charges and other assets  3.4  (3.4)
Other accrued liabilities  9.4  (10.7)
Customer deposits  2.0  1.1
Deferred credits  .1  .6
Other  —  .1

Cash provided from operating activities  59.7  127.9
Cash Flows From Investing Activities:     

Capital expenditures  (57.6)  (51.6)
Other  (2.1)  (.8)

Cash used for investing activities  (59.7)  (52.4)
     
Cash Flows From Financing Activities:     

Net decrease in parent company investment  (11.0)  (7.1)
Net increase in affiliate debt  11.0  10.4
Net decrease in accounts payable – affiliate  —  (79.2)

Cash used for financing activities  —  (75.9)
Decrease in cash and cash equivalents  —  (.4)
Cash and cash equivalents at beginning of year  .1  .5
Cash and Cash Equivalents at End of Year $ .1 $ .1

 
 

See accompanying notes to combined financial statements.
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Aquila Utilities to be Acquired by Black Hills

Notes to Combined Financial Statements
 
Note 1: Basis of Presentation and Background
 
Description of Business
 

Aquila, Inc. (Aquila or the Parent) is a regulated utility headquartered in Kansas City, Missouri. On
February 6, 2007, Aquila entered into agreements with Black Hills Corporation (Black Hills) under which Aquila
has agreed to sell its Colorado electric utility and Colorado, Iowa, Kansas and Nebraska gas utilities to Black Hills
for $940 million, subject to certain purchase price adjustments. In addition to the receipt of various governmental
and regulatory approvals, the asset sales are also contingent upon the closing of a related merger between Aquila
and Great Plains Energy, meaning that one transaction will not close unless the other transaction closes. These
financial statements reflect the combined operations of the assets to be purchased by Black Hills and are herein
referred to as “the Acquired Utilities” and “we”, “our”, or “us.”
 

The Acquired Utilities operate in two business segments, Electric Utilities and Gas Utilities. Electric
Utilities operates in the distribution and transmission of electricity to retail and wholesale customers in Colorado.
Our electric generation facilities and purchase power contracts supply electricity to our own distribution systems in
Colorado. We also sell a small amount of excess power to wholesale customers outside our service area. During
peak periods, we buy energy in the wholesale market for our utility load. Gas Utilities operates in the distribution
of natural gas to retail and wholesale customers in Colorado, Iowa, Kansas and Nebraska.
 
Basis of Presentation
 

These combined financial statements include amounts that have been derived from the financial
statements and accounting records of Aquila using the historical results of operations and historical cost basis of
the assets and liabilities of the Acquired Utilities.

 
The accompanying combined balance sheets do not include Aquila assets or liabilities that are not

specifically identifiable to the Acquired Utilities. Aquila performs cash management on a centralized basis and
processes non-commodity accounts payable and other activity for the Acquired Utilities. It is not practicable to



identify this portion of cash and non-commodity accounts payable related to the Acquired Utilities. See Note 8 for
further description.
 

In addition, Aquila has been required to post collateral in cash and letters of credit with counterparties in
support of margin requirements related for commodity purchases, commodity swaps and futures contracts,
primarily as a result of Aquila’s non-investment grade credit status. Pursuant to individual contract terms with
counterparties, collateral amounts required vary with changes in market prices, credit provisions and various other
factors. This collateral has not been included in the accompanying financial statements as it will be returned to
Aquila upon closing and the amount of collateral which may be required by these counterparties from Black Hills,
if any, may differ significantly from that required from Aquila. The total collateral posted by Aquila included
$25.3 million of cash and $29.3 million of letters of credit as of December 31, 2007.
 

The combined statements of operations include all revenues and costs attributable to the Acquired
Utilities, including a charge or allocation of the costs for Aquila-provided support and Aquila corporate costs. See
Note 8 for further discussion of charges and allocations relating to the Acquired Utilities’ transactions with Aquila.
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All of the allocations and estimates in the combined statements of operations are based on assumptions

that management believes are reasonable under the circumstances. However, these allocations and estimates are
not necessarily indicative of the costs that would have resulted if the Acquired Utilities had been operated on a
stand-alone basis. Because a direct ownership relationship does not exist among all the various entities comprising
the Acquired Utilities, Aquila’s parent company investment in the Acquired Utilities is shown in lieu of
stockholders’ equity in these combined financial statements.
 
Note 2: Summary of Significant Accounting Policies
 
Principles of Combination
 

The accompanying combined financial statements are presented on the basis of accounting principles
generally accepted in the United States of America. The combined financial statements include the combined
assets, liabilities, revenues, and expenses related to the Acquired Utilities for the years ended December 31, 2007
and 2006. All significant intercompany accounts and transactions between the Acquired Utilities have been
eliminated.
 
Cash and Cash Equivalents
 

Aquila primarily uses a centralized approach to cash management, in which cash is received and
disbursed through central cash accounts maintained by Aquila and all related activity reflected in accounts payable
- affiliate. The cash and cash equivalents reflected in the accompanying balance sheet represent working cash
accounts at local offices in our operations. Cash and cash equivalents include cash in banks and temporary
investments with an original maturity of three months or less. Cash equivalents are stated at cost, which
approximates fair value.
 
Inventories
 

Our inventories consist primarily of natural gas in storage and to a lesser extent coal and materials and
supplies. Inventory is valued at weighted average cost. Coal purchases are charged to fuel expense in cost of sales
as they are used in operations. Natural gas in storage is charged to the Purchased Gas Adjustment (PGA) account
as it is withdrawn and is included in cost of sales as it is recovered from ratepayers.
 
Prepaid Commodities
 

Certain vendors that supply natural gas and power to the Acquired Entities have required us to prepay for
one to two months of estimated commodity purchases. These prepayments are typically applied against the
invoices for actual purchases or returned to the company in subsequent months.
 
Utility and Non-Utility Plant
 

We initially record utility and non-utility plant at cost. Repairs of property and replacements of items not
considered to be units of property are expensed as incurred, except for certain major repairs at our generating
facilities that are accrued in advance as a regulatory liability and recovered from ratepayers as allowed by
regulatory authorities. Depreciation is provided on a straight-line basis over the estimated lives of the assets using
the group or mass asset method. When utility plant is replaced, removed or abandoned, its cost, less salvage, is
charged to accumulated depreciation. See Note 6 for further information.
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Impairment of Long-Lived Assets
 

In accordance with Statement of Financial Accounting Standards (SFAS) No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” (SFAS 144), long-lived assets, such as property, plant, and



equipment are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment
charge is recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset.
Assets to be disposed of would be separately presented in the balance sheet and reported at the lower of the
carrying amount or fair value less costs to sell, and are no longer depreciated. The assets and liabilities of a
disposal group classified as held for sale would be presented separately as discontinued operations in the
appropriate asset and liability sections of the balance sheet.
 
Regulatory Matters
 

Our regulated utility operations are subject to the provisions of SFAS No. 71, “Accounting for the Effects
of Certain Types of Regulation,” (SFAS 71). Therefore our regulated utility operations recognize the effects of rate
regulation and accordingly have recorded regulated assets and liabilities to reflect the impact of regulatory orders
or precedent. See Note 7 for further discussion.
 
Legal Costs
 

Litigation accruals are recorded when we determine it is probable we will incur costs and the amount can
be reasonably estimated. Receivables for insurance recoveries are recorded when probable. Costs of defending
against litigation are expensed as incurred.
 
Environmental Matters
 

We accrue environmental costs on an undiscounted basis when we determine it is probable that a liability
has been incurred and the liability can be reasonably estimated. Such accruals are adjusted as further information
develops or circumstances change. When we determine it is probable that we will receive regulatory recovery, we
record these costs as a regulatory asset.
 
Pension and Other Post-retirement Plans
 

A portion of Aquila employee benefit costs, including pension and postretirement healthcare and life
insurance benefits, has been allocated to the Acquired Utilities. We have allocated pension and other employee
benefit costs related to our participation in Aquila’s noncontributory defined benefit pension plans and post-
retirement healthcare and life insurance benefit plans. The allocation was determined by independent actuaries and
was based on the number of Acquired Utilities’ employees and their attributable benefits and an attributable share
of plan assets and related benefit accounting items and is calculated in accordance with SFAS No. 87, “Employers’
Accounting for Pensions”, (SFAS 87) and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits
Other Than Pensions”, (SFAS 106) respectively. Our participation in Aquila’s pension plans qualifies as one
employer in a multi-employer pension plan in accordance with Staff Accounting Bulletin, Topic 1.B.1. We have
accounted for our participation in Aquila’s noncontributory defined benefit pension plans in accordance with
multi-employer pension plan guidance in SFAS 87. Management believes such method of allocation is equitable
and provides a reasonable estimate of the amounts attributable to the Acquired Utilities. See Note 10 for further
discussion.
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Income Taxes
 

We use the liability method to reflect income taxes on our financial statements. We recognize deferred tax
assets and liabilities by applying enacted tax rates and regulations to the differences between the carrying value of
existing assets and liabilities and their respective tax basis. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that the change is enacted. See Note 9 for further
discussion.
 
Sales Recognition
 

Sales related to the delivery of gas or electricity are generally recorded when service is rendered or
energy is delivered to customers. However, the determination of sales is based on reading customers' meters, which
occurs systematically throughout the month. At the end of each month, an estimate is made of the amount of
energy delivered to customers after the date of the last meter reading. The unbilled revenue is calculated each
month based on estimated customer usage, weather factors, line losses and applicable customer rates.
 

Franchise fees and other taxes imposed on sales or gross receipts which are collected from customers and
remitted to government authorities are presented net in sales.
 
Weather Derivatives
 

Our gas utility business also uses weather derivatives to offset inherent weather risks, but not for trading
or speculative purposes. EITF No. 99-2, “Accounting for Weather Derivatives,” requires that we account for these
weather derivatives by recording an asset or liability for the difference between the actual and contracted threshold
cooling or heating degree-days in the period multiplied by the contract price. We have, with the approval of the
Iowa Utilities Board, entered into a winter weather hedge for the benefit of ratepayers in Iowa in each of the years



presented. The net settlement at the end of the November through March winter heating season is recorded in the
Iowa PGA. The settlements recorded in 2007 and 2006 were $1.2 million and $1.8 million, respectively. In
addition, we entered into a weather hedge for the benefit of shareholders for the 2005-2006 winter season and
recorded the $1.9 million net favorable settlement in 2006 sales.
 
Use of Estimates
 

The preparation of these financial statements in conformity with accounting principles generally accepted
in the United States required that we make certain estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities as of December 31, 2007 and 2006, and
the reported amounts of sales and expenses during the two years ended December 31, 2007. Significant items
subject to such estimates and assumptions include the carrying value of property, plant and equipment; the
valuation of derivative instruments; unbilled utility revenues; valuation allowances for receivables and deferred
income taxes; reserves for litigation and uncertain tax positions; and allocation methodologies related to corporate
and support costs, corporate assets and affiliate debt (See Note 8 for further discussion). Actual results could differ
materially from those estimates and assumptions.
 
Collective Bargaining Agreements
 

Approximately 49% of our employees are represented by local unions under collective bargaining
agreements. The collective bargaining agreements covering approximately 41% of those employees expire and are
subject to renegotiation in 2008.
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Note 3: New Accounting Standards
 
Accounting for Uncertainty in Income Taxes
 

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes”, (FIN 48) effective for fiscal years beginning after December 15, 2006. This interpretation sets a “more
likely than not” threshold that must be met before a tax benefit can be recognized in our financial statements. Our
practice prior to FIN 48 was to recognize tax benefits when their ultimate realization was deemed to be “probable.”
For purposes of these carve-out financial statements we early adopted FIN 48 effective January 1, 2006. The
adoption of FIN 48 did not have a material effect on our financial position or results of operations.
 
Accounting for Planned Major Maintenance
 

In September 2006, the FASB issued FASB Staff Position (FSP) AUG AIR-1, “Accounting for Planned
Major Maintenance Activities”. FSP AUG AIR-1 amends the guidance on the accounting for planned major
maintenance activities; specifically, it precluded the use of the previously acceptable “accrue in advance” method,
which we followed as allowed by regulatory authorities. FSP AUG AIR-1 was effective for our financial
statements as of January 1, 2007, and was applied retrospectively. Before considering the effect of our regulatory
“accrue-in-advance” method, we adopted the direct expense method under FSP AUG AIR-1. We, however, believe
that it is probable that the cost of planned major maintenance will be recovered through customer rates charged by
our Colorado electric rate-regulated utility operations in advance of such maintenance being performed. Therefore,
a regulatory liability was recorded. As of December 31, 2007 and 2006, our accrued liability for planned major
maintenance was $1.2 million and $1.3 million, respectively.
 
Considering the Effects of Prior Year Misstatements
 

In September 2006, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin
(SAB) 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year
Financial Statements”, (SAB 108) which addresses how the effects of prior year misstatements should be
considered when quantifying misstatements in current year financial statements. SAB 108 is effective as of the end
of our 2006 fiscal year, allowing a one-time transitional cumulative effect adjustment to beginning retained
earnings as of January 1, 2006 for errors that were not previously deemed material, but would be material under
the guidance in SAB 108. The implementation of SAB 108 has not had a material impact on our financial
condition and results of operations.
 
Note 4: Risk Management
 
Regulated Commodity Management
 

Our utility businesses produce, purchase and distribute power in one state and purchase and distribute gas
in four states. All of our Gas Utilities have PGA provisions that allow them to pass the prudently-incurred cost of
the gas to the customer. To the extent that gas prices are higher or lower than amounts in our current billing rates,
adjustments are made on a periodic basis to "true-up" billed amounts to actual cost incurred. These adjustments are
subject to periodic prudence reviews by the state utility commissions. In addition, as allowed by state regulatory
commissions, we have entered into certain financial instruments to reduce our customers’ underlying exposure to
fluctuations in gas prices. These financial instruments are derivatives and are marked-to-market and recorded in
our PGA accounts as they are collectible under the provisions of the PGA upon settlement.
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In 2007, our regulated electric business in Colorado purchased approximately 89% of the power that we

sold primarily through long-term contracts as well as in the open market. In Colorado, we have an Electric Cost
Adjustment (ECA) that serves a purpose similar to that of the PGAs for the gas utilities. To the extent that our fuel
and purchased power energy costs are higher or lower than the energy cost built into our tariffs, the difference is
passed through to the customer.
 

To the extent that recovery of actual costs incurred is allowed, amounts will not impact earnings, but will
impact cash flows due to the timing of the recovery mechanism.
 
Market Risk
 

Our price risk management activities involve commitments to purchase financial instruments or
commodities at fixed prices at future dates. The contractual amounts and terms of these Utilities financial
instruments at December 31, 2007 are below:
 

 December 31, 2007

 
Fixed Price

Payor
Fixed Price

Receiver

Maximum
Term

in Years
Energy Commodities:    

Natural gas (trillion Btu's) 2 — 1
 
Market Valuation
 

The prices we use to value price risk management activities reflect our best estimate of fair values
considering various factors, including closing exchange quotations, time value of money and price volatility
factors underlying the commitments.
 

We consider a number of risks and costs associated with the future contractual commitments included in
our energy portfolio, including credit risks associated with the financial condition of counterparties and the time
value of money. The values of all forward and future contracts are discounted to December 31, 2007, using market
interest rates for the contract term. We continuously monitor the portfolio and value it daily based on present
market conditions. The following table displays the fair values of Utilities price risk management assets and
liabilities at December 31, 2007, and the average value for the year ended December 31, 2007:
 

 
Price Risk Management

Assets
Price Risk Management

Liabilities

In millions
Average

Value
December 31,

2007
Average

Value
December 31,

2007
Natural gas $ .3 $ — $ 4.4 $ 2.6

 
Hedging Activities
 

We have not designated any derivatives as cash flow or fair value hedges.
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Normal Purchases and Sales Exception
 

As part of our utility business, we enter into contracts to purchase or sell electricity, gas and coal using
contracts that are considered derivatives under SFAS 133. The majority of these contracts, however, qualify for
normal purchases and sales treatment under SFAS 133. These contracts are exempt from mark-to-market
accounting treatment as they are for the purchase and sale of fuel and energy to meet the requirements of our
customers. At the initiation of the contract, we make a determination as to whether or not the contract meets the
criteria as a normal purchase or normal sale. These contracts include short-term and long-term commitments to
purchase and sell energy and energy-related products in the retail and wholesale markets with the intent and ability
to deliver or take delivery in quantities we expect to use over a reasonable period in the normal course of business.
Derivatives qualifying as normal purchases or sales are recorded and recognized in income using accrual
accounting.
 
Note 5: Accounts Receivable
 

Our accounts receivable on the Combined Balance Sheets are as follows:
 

 December 31,

In millions 2007 2006
Utilities billed accounts receivable $ 60.6 $ 51.4
Unbilled utility revenue  60.4  50.3



Other accounts receivable  1.0  1.6
Allowance for doubtful accounts  (2.7)  (2.4)

Total $ 119.3 $ 100.9
 

The allowance for doubtful accounts is our best estimate of the amount of probable credit losses in our
accounts receivable. We determine the allowance based on historical write-off experience and detailed reviews of
our accounts receivable agings.
 
Note 6: Utility and Non-Utility Plant
 

The components of utility and non-utility plant are listed below:
 

Utility Plant December 31,
In millions 2007 2006
Electric utility $ 299.2 $ 286.3
Gas utility  691.0  661.2
Corporate assets  87.3  85.6
Construction in process  15.1  10.3
  1,092.6  1,043.4
Less—accumulated depreciation and amortization  (563.5)  (536.5)

Total utility plant, net $ 529.1 $ 506.9

 
Our utility plant includes acquisition-related adjustments that are being amortized over useful lives not

exceeding 40 years. Net utility plant assets not included in our rate base were $14.2 million and $16.8 million at
December 31, 2007 and 2006, respectively.
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Non-Utility Plant December 31,

In millions 2007 2006
Non-regulated electric and gas plant $ 3.7 $ 2.9
Corporate assets  4.8  5.3
  8.5  8.2
Less—accumulated depreciation and amortization  (5.2)  (4.6)

Total non-utility plant, net $ 3.3 $ 3.6

 
Included in utility and non-utility plant above are corporate information technology and other assets with

a net book value of $25.5 million and $35.5 million as of December 31, 2007 and 2006, respectively. These assets
are shared by Aquila’s operating divisions but will be acquired by Black Hills. See Note 8 for further discussion.
 
 Composite
 Depreciation Rates
 2007 2006
Electric utility 3.7% 3.7%
Gas utility 2.7% 2.6%
Corporate assets 13.0% 12.3%
Non-utility 8.1% 4.0%

 
AFUDC
 

AFUDC represents the capitalized cost of debt and equity funds used to finance construction projects for
our regulated utilities. For the years ended December 31, 2007 and 2006, our Electric and Gas Utilities recorded
approximately $.4 million and $.6 million, respectively, of additional income and construction work in progress
related to AFUDC. The non-cash earnings are classified as other income (expense) in our Combined Statements of
Income.

 
Under accepted rate making practices, we are allowed cash recovery of AFUDC, as well as other

capitalized construction costs, once completed construction projects are placed into service and reflected in
customer rates. The rates used for capitalizing AFUDC are generally computed using agreed upon methods
prescribed by the FERC.
 
Asset Retirement Obligations
 

SFAS No. 143, “Accounting for Asset Retirement Obligations,” (SFAS 143) requires our regulated utility
business to recognize, where it is possible to estimate, the future costs to settle legal liabilities. These legal
liabilities include the capping/closure of ash ponds and removal and disposal of storage tanks. We measured these



liabilities based on internal engineering estimates of third party costs to remove the assets in satisfaction of legal
obligations, discounted using Aquila’s credit adjusted risk free borrowing rates depending on the anticipated
settlement date.
 

In March 2005, the FASB issued FIN 47, “Accounting for Conditional Asset Retirement Obligations”
(FIN 47) which clarified the term “conditional asset retirement obligation” used in SFAS 143, and specified when
an entity has sufficient information to reasonably estimate the fair value of an asset retirement obligation. The
adoption of FIN 47 on December 31, 2005, required us to update an existing inventory of identified legal
obligations, originally created under SFAS 143, for conditional asset retirement obligations.
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We identified asbestos abatement costs associated with the closure of certain owned power plants and

other structures as conditional asset retirement obligations. The ability to reasonably estimate when the obligation
would occur was a matter of judgment, based upon our ability to estimate the dates and methods of asbestos
abatement. We considered historical practices, industry practices, our management’s intent and the estimated
useful lives of our assets in determining settlement dates and methods. Based on our estimates, we measured the
fair value of our obligations using the present value of future abatement costs discounted at Aquila’s credit
adjusted risk free borrowing rates. These liabilities will be adjusted on an ongoing basis due to the passage of time,
new laws and regulations and revisions to either the timing or amount of our original cost estimates.
 

We also have legal asset retirement obligations for certain other assets. It is not possible to estimate the
time period when these obligations will be settled. As a result, the retirement obligations cannot be measured at
this time. These assets include certain assets within our electric and gas transmission and distribution systems that,
pursuant to an easement or franchise agreement, are required to be removed if we discontinue our utility service
under such easement or franchise agreement.
 

Our liability for asset retirement obligations was approximately $2.4 million and $2.2 million as of
December 31, 2007 and 2006, respectively.
 

Depreciation rates approved by regulatory commissions in certain states include a provision for the cost
of future removal of assets for which there is no legal removal obligation. Concurrent with the adoption of
SFAS 143, the net provision for these "non-legal" removal costs has been reclassified from accumulated
depreciation, where it has been recorded previously, to a regulatory liability. See Note 7 for further discussion.
 
Note 7: Regulatory Assets and Liabilities
 

Federal, state or local authorities regulate certain of our utility operations. Our financial statements
therefore include the economic effects of rate regulation in accordance with SFAS 71. This means our Combined
Balance Sheets show some assets and liabilities that would not be found on the balance sheets of a non-regulated
company.
 

The following table details our regulatory assets and liabilities.
 
 December 31,

In millions 2007 2006
Regulatory Assets:   

Under-recovered gas costs $ 19.4 $ 21.0
Energy clause adjustment  12.6  13.5
Energy efficiency programs  1.6  3.1
Environmental  1.4  1.2
Weather normalization  .8  2.0
Asset retirement obligations  2.3  2.2
Rate case costs  2.2  1.8
Other  4.7  5.8

Total regulatory assets $ 45.0 $ 50.6

Regulatory Liabilities:     

Cost of removal recovered in depreciation rates $ 3.4 $ 2.1
Revenue subject to refund  5.8  .4
Over-recovered gas costs  13.6  10.4
Maintenance  1.2  1.3
Other  .4  .1

Total regulatory liabilities $ 24.4 $ 14.3
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Regulatory assets are either currently being collected in rates or are expected to be collected through rates
in a future period, as described below:
 

•              Under-recovered gas costs represent the cost of gas delivered to our gas utility customers in
excess of that allowed in current rates. We do not earn a return on these costs which are
collected from customers in future periods of less than one year as rates are periodically
adjusted.

 

•              Energy clause adjustment represents the cost of electricity delivered to our electric utility
customers in excess of that allowed in current rates. We do not earn a return on these costs
which are collected from customers in future periods of less than one year as rates are
periodically adjusted.

 

•              Costs related to energy efficiency programs that are deferred and recovered from customers
in future periods. Prudent costs such as these have traditionally been allowed for recovery by
our regulatory jurisdictions over various periods. We do not earn a return on these items.

 

•              Environmental costs include certain site clean-up costs that are deferred and expected to be
collected from customers in future periods when authorized by regulatory authorities.
Prudently incurred environmental remediation costs have traditionally been allowed for
recovery by our regulatory jurisdictions over periods of five to 10 years. We do not earn a
return on these items.

 

•             We are allowed an adjustment in our Kansas gas operations for variations in weather from
normal. We do not earn a return on these costs which are collected from customers in future
periods of less than one year as rates are periodically adjusted.

 

•              Asset retirement obligations represent the estimated recoverable costs for legally required
removal obligations. See Note 6 for further discussion. We do not earn a return on these
items.

 

•              Costs related to regulatory proceedings that are deferred and expected to be recovered from
customers in future periods. Prudent costs such as these have traditionally been allowed for
recovery by our regulatory jurisdictions over various periods. We do not earn a return on
these items.
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Regulatory liabilities represent items we expect to pay to customers through billing reductions in future periods or
use for the purpose for which they were collected from customers, as described below:
 

•              Cost of removal represents the estimated cumulative net provision for future removal costs
included in depreciation expense for which there is no legal removal obligation. See Note 6
for further discussion.

 

•              Revenue subject to refund represents revenues collected from customers under interim rate
orders that we expect to return to customers. This amount is estimated by management based
on the particular facts and circumstances of the cases and the historical actions of the
regulatory jurisdictions.

 

•              Over-recovered gas costs represent the cost of gas paid by gas utility customers in allowed
rates in excess of actual costs incurred. These costs will be returned to customers in future
periods as rates are periodically adjusted.

 

•              We are allowed to recover the cost of future major maintenance on our Colorado power
plants in advance of such maintenance being performed.

 
If all or a separable portion of our operations were deregulated and no longer subject to the provisions of

SFAS 71, we would be required to write off our related regulatory assets and liabilities, net of the related income
tax effect, unless some form of transition cost recovery (refund) was established.
 



Other Rate Matters
 

In November 2006, we filed for a $7.2 million rate increase for our Kansas natural gas service territory.
Also included in the filing was a redesign of the rate structure to shift most fixed-cost of service recovery from the
usage-based delivery charge to customer and demand charge. On April 20, 2007, Aquila, the Kansas Commission
staff, and various intervenors entered into a stipulation and agreement that resulted in a “black box” settlement of
$5.1 million, with a residential customer charge of $16 per month that will recover approximately 65% of the
margin in the customer charge. The Kansas Commission approved the settlement and new rates in May 2007, with
implementation beginning June 1, 2007.
 

In November 2006, we filed for a $16.3 million rate increase for our Nebraska natural gas service
territory. Also included in the filing was a redesign of the rate structure to shift most fixed-cost of service recovery
from the usage-based delivery charge to customer and demand charge. On July 24, 2007, the Nebraska
Commission granted a $9.2 million increase in annual revenues. We appealed to the District Court Lancaster
County, Nebraska on limited issues worth $4.0 million. As of December 31, 2007, we were collecting interim rates
at the $13.2 million level subject to refund, and had provided a reserve for revenues subject to refund of $5.6
million. In March 2008, the District Court affirmed the Nebraska Commission order. As the interim rates were
higher than the final rates approved, the difference plus interest will be refunded or credited to customers.
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Note 8: Related Party Transactions
 
Allocation of Corporate and Support Costs
 

Aquila is organized with centralized corporate and support functions, such as corporate management,
accounting, treasury, customer service, information technology, gas procurement and generation management,
which provide services to each of its operating divisions as applicable. Aquila has historically allocated 100% of
the operating costs of these corporate and support services functions to its operating divisions using specific cost
drivers that Aquila believes can be most directly related to the costs incurred. Examples of specific cost drivers
include customer count, employee headcount, and accounting journal lines. If a specific cost driver cannot be
assigned, a general allocation factor is utilized. The general allocation factor consists of the arithmetic average of
gross margin, payroll, and net plant for the applicable operating divisions. The allocation of corporate and support
costs generally has been accepted by the regulatory commissions in the applicable states and reflect the costs
recovered in each division’s operating revenues. The total of these allocations to the Acquired Utilities was $73.0
million and $67.3 million for 2007 and 2006, respectively. Management believes such method of allocation is
equitable and provides a reasonable estimate of the amounts attributable to the Acquired Utilities.
 
Corporate Assets
 

Certain of Aquila’s assets have been shared by the Acquired Utilities and the businesses to be merged
with Great Plains Energy, consisting primarily of information technology hardware and software, corporate
headquarters buildings, and furniture and fixtures. The total net book value of Aquila’s shared assets as of
December 31, 2007 and 2006 was $117.6 million and $134.2 million, respectively. The majority of the corporate
assets will be retained by Great Plains Energy. However, the assets “specifically acquired” by Black Hills includes
only specified assets physically located in the states of the Acquired Utilities and certain specified software
licenses. The total net book value of these specified assets as of December 31, 2007 and 2006 was $25.5 million
and $35.5 million, respectively. The depreciation expense associated with these specified assets was $12.0 million
and $11.1 million in 2007 and 2006, respectively. This depreciation is included in the pool of corporate and
support costs that were allocated to Aquila’s operating divisions, including the Acquired Utilities.
 
Accounts Payable – Affiliate
 

The operations of the Acquired Utilities participate in Aquila’s centralized cash management programs.
Disbursements are made through centralized accounts payable systems, which are operated by Aquila. Cash
receipts are collected in centralized lock box accounts and transferred to centralized cash concentration accounts,
also maintained by Aquila. As cash related to the Acquired Utilities’ operations is disbursed and received by
Aquila and corporate costs are allocated by Aquila, these activities are accounted for through accounts payable –
affiliate. Interest is not earned or paid on these balances. The average balances of accounts payable – affiliate for
the years ended December 31, 2007 and 2006 were $(1.7) million and $66.4 million, respectively.
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Affiliate Debt
 

Aquila has generally managed its financing at a corporate level. Specific debt and equity issues have been
made on a consolidated basis. Aquila has historically assigned long-term debt and equity to each division based on
an assumed capital structure and at investment-grade interest rates typical for electric and gas utility companies.
For purposes of these combined financial statements we estimated the net rate base for regulatory purposes,
including a factor for average working capital requirements, for the Acquired Utilities and assigned long-term and
parent company investment based on the assumed capital structure generally used in regulatory filings. Interest has
been allocated to each division based on the assigned capital structure and rates for long-term debt. The average



effective interest rate on long-term debt assigned to the Acquired Utilities was 7.22% and 7.24% at December 31,
2007 and 2006, respectively. The assigned capital structures and allocation of interest generally has been accepted
by the regulatory commissions in the applicable states and reflect the costs recovered in each division’s operating
revenues. Certain Aquila debt issues bear interest above investment-grade rates due to credit rating downgrades.
The additional interest cost of these debt issues has historically been retained at the Aquila corporate level as the
factors resulting in the credit rating downgrades were not driven by the utility operations and Aquila has given
assurances to state regulatory authorities that the costs of Aquila being non-investment grade will not be passed
through to utility customers. The difference between the actual interest cost to Aquila and the effective interest cost
allocated to the Acquired Utilities, which was retained by Aquila, was approximately $10.6 million and $10.1
million for 2007 and 2006, respectively.
 
Parent Company Investment
 

The parent company investment included in the balance sheet reflects Aquila’s investment in the
Acquired Utilities’ operating divisions as discussed above and accumulated earnings of those divisions, excluding
the allocated affiliate debt and accounts payable – affiliate discussed above.
 
Other Aquila Transactions
 

In addition to the allocation of corporate and support costs discussed above, our Colorado electric
operations purchased power from Aquila’s other electric divisions totaling $2.4 million and $7.1 million in 2007
and 2006, respectively.
 
Transactions with Black Hills
 

The Acquired Utilities enters into natural gas purchase and sale transactions with a subsidiary of Black
Hills. The total of these natural gas purchases for 2007 and 2006 were $3.5 million and $10.6 million, respectively.
The total natural gas sales for 2007 and 2006 were $.1 million and $.2 million, respectively.
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Note 9: Income Taxes
 

The Acquired Utilities’ operating results have been included in Aquila’s consolidated U.S. federal and
state income tax returns. The income tax expense in these combined financial statements has been determined on a
separate return basis. Tax payments are made by Aquila with the current portion of the Acquired Utilities’ taxes
settled in the parent company investment account.
 

Our income tax expense consisted of the following:
 

 
Year Ended

December 31,
In millions 2007 2006

  

Current:   

Federal $ 18.0 $ 17.7
State  3.0  2.8
Change in reserve for uncertain tax positions  1.6  .9

Deferred:     

Federal  (5.8)  (7.8)
State  (1.0)  (1.2)

Total $ 15.8 $ 12.4

 
The principal components of deferred income taxes consist of the following:

 
 December 31,

In millions 2007 2006
  

Current Deferred Tax Assets:   

Allowance for doubtful accounts $ 1.1 $ 1.0
Accrued bonuses  —  .5

Total current deferred tax assets  1.1  1.5

Current Deferred Tax Liabilities:     

Fuel and purchased gas adjustments  6.9  9.9

Total current deferred tax liabilities  6.9  9.9

Current deferred income taxes, net $ 5.8 $ 8.4

     



Non-current Deferred Tax Assets:     

Customer advances in aid of construction $ 3.2 $ 3.2

Total non-current deferred tax assets  3.2  3.2

Non-current Deferred Tax Liabilities:     

Accelerated depreciation and other plant differences  55.7  58.9
Other  1.1  2.1

Total non-current deferred tax liabilities  56.8  61.0

Non-current deferred income taxes, net $ 53.6 $ 57.8

     

Total deferred income taxes, net $ 59.4 $ 66.2
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Our effective income tax rate differed from the statutory federal income tax rate primarily due to the

following:
 

 
Year Ended

December 31,
 2007 2006

  

Statutory Federal Income Tax Rate 35.0% 35.0%
Tax effect of:   

State income taxes, net of federal benefit 2.2 3.6
Interest on uncertain tax positions, net of tax 4.2 3.1
Other .3 .4

Effective Income Tax Rate 41.7% 42.1%

 
We adopted FIN 48 effective January 1, 2006 for purposes of these financial statements. The adoption of

FIN 48 did not have a material effect on our financial position or results of operations. FIN 48 sets a “more likely
than not” threshold before tax benefits can be recognized in our financial statements. Our practice prior to FIN 48
was to recognize income tax benefits when they were reflected on filed income tax returns and establish a reserve
against these tax benefits when their ultimate realization was not deemed to be “probable.” In addition, under FIN
48 we have continued our practice of recording accrued interest and penalties associated with uncertain tax
positions as part of the tax provision.
 

The amount of unrecognized income tax benefits at January 1, 2006 was $19.1 million, none of which
would impact the effective rate if recognized. In addition as of January 1, 2006, we had $3.1 million of accrued
interest, net of $1.2 million of tax benefit, related to these unrecognized tax benefits. At December 31, 2006, the
amount of unrecognized income tax benefits increased to $19.7 million, none of which would impact the effective
rate if recognized. Accrued interest at December 31, 2006 increased to $4.7 million, net of $1.9 million of tax
benefit. At December 31, 2007, the amount of unrecognized tax benefits remained at $19.7 million, none of which
would impact the effective rate if recognized. Accrued interest at December 31, 2007 increased to $7.4 million, net
of $3.0 million of tax benefit. Since tax payments are made by Aquila, the balance of uncertain tax benefits and the
related accrued interest (net of tax benefit) has been recorded as an increase to accounts payable – affiliate.
 

Rollforward of Unrecognized Tax Benefits from Uncertain Tax Positions
 
 Unrecognized Tax  
In millions Benefits Accrued Interest
Balance at Adoption (January 1, 2006) $ 19.1 $ 3.1
Additions related to 2006 tax positions  —  —
Additions related to tax positions prior years  .6  1.6
Reductions related to tax positions prior years  —  —
Reduction related to lapse of statue of limitations  —  —
Settlements  —  —
Balance at December 31, 2006  19.7  4.7
Additions related to 2007 tax positions  —  —
Additions related to tax positions prior years  —  2.7
Reductions related to tax positions prior years  —  —
Reduction related to lapse of statue of limitations  —  —
Settlements  —  —
Balance at December 31, 2007 $ 19.7 $ 7.4
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On October 9, 2007 we agreed to adjustments contained in IRS audit reports related to our 1998 to 2002

taxable years. On March 3, 2008, we received notification that the Joint Committee on Taxation completed their
review of the agreement with no adjustments. As a result, during the first quarter of 2008, our unrecognized tax
benefits will be reduced by $19.7 million. In addition, the accrued interest (net of tax benefit) related to
unrecognized tax benefits will be reduced by $7.4 million, net of $3.0 million of tax benefit.
 
Note 10: Employee Benefits
 
Defined Benefit Pension and Postretirement Plans
 

Aquila provides defined benefit pension plans for its employees. Benefits under the plans reflect the
employees' compensation, years of service and age at retirement. In addition to pension benefits, Aquila provides
post-retirement health care and life insurance benefits for certain retired employees.
Employees of the Acquired Utilities participate in the various pension and health and welfare plans sponsored by
Aquila. A portion of Aquila’s employee benefit costs has been allocated to the Acquired Utilities for participation
in these noncontributory defined benefit pension plans and postretirement health care and life insurance benefit
plans. Approximately $10.8 million and $8.7 million has been recorded in the accompanying statement of income
for 2007 and 2006, respectively, related to the Acquired Utilities employees’ participation in Aquila’s defined
benefit pension and postretirement plans. The obligations for these future costs are not reflected in the
accompanying balance sheet.
 

The allocation of these costs has been based on a combination of the number of employees, employee
salaries, or specifically attributable benefits within each plan. The allocated pension and postretirement healthcare
expense is the resulting proportional amount of that cost calculated in accordance with SFAS 87 and SFAS 106
respectively. We have accounted for our participation in Aquila’s noncontributory defined benefit pension plans in
accordance with multi-employer pension plan guidance in SFAS 87. Our participation in Aquila’s pension plans
qualifies as one employer in a multi-employer pension plan in accordance with SAB Topic 1.B.1. Management
believes the method of allocation is equitable and provides a reasonable estimate of the costs attributable to the
Acquired Utilities. Such allocations are not intended to represent the costs that would be incurred if the Acquired
Utilities had operated on an independent basis.
 
Defined Contribution Plans
 

Aquila’s defined contribution plan, the Retirement Investment Plan (Savings Plan), covers all of its full-
time and eligible part-time employees. Participants may generally elect to contribute up to 50% of their annual pay
on a before- or after-tax basis subject to certain limitations. Aquila generally matches contributions up to 6% of
pay. Participants may direct their contributions into various investment options. Matching contributions are made
in cash and invested as directed by the employee.
 

The Acquired Utilities’ employees also participate in the Savings Plan. The portion of Aquila’s
contributions related to the Acquired Utilities’ employees included in the accompanying statement of income
totaled $3.3 million and $3.1 million for 2007 and 2006, respectively. Aquila historically has also made
discretionary contributions to the plan of an additional 3% of base wages for eligible full-time employees. The
portion of Aquila’s discretionary contributions related to the Acquired Utilities’ employees included in the
accompanying statement of income totaled $2.0 million and $1.9 million for 2007 and 2006, respectively.
 

20
 

 
Note 11: Segment Information
 

We manage our business in two business segments: Electric Utilities and Gas Utilities. Our Electric and
Gas Utilities currently consist of our regulated electric utility operations in one state and our natural gas utility
operations in four states. We manage our electric and gas utility divisions by state. However, as each of our gas
utility divisions have similar economic characteristics, we aggregate our four gas utility divisions into the Gas
Utilities reporting segment.
 

Each segment is managed based on operating results, expressed as Earnings Before Interest, Taxes,
Depreciation and Amortization (EBITDA). Generally, decisions on finance, dividends and taxes are made by
Aquila.
 

 
Year Ended

December 31,
In millions 2007 2006
Sales:   

Electric Utilities $ 178.7 $ 172.1
Gas Utilities  636.3  610.6

Total $ 815.0 $ 782.7

 
 

 
Year Ended

December 31,
In millions 2007 2006



Earnings Before Interest, Taxes, Depreciation and Amortization   

(EBITDA):   

Electric Utilities $ 30.2 $ 30.7
Gas Utilities  65.6  54.1

Total EBITDA  95.8  84.8
Depreciation and amortization  40.8  39.2
Interest expense  17.1  16.1

Income before income taxes $ 37.9 $ 29.5

 
 

 
Year Ended

December 31,
In millions 2007 2006
Depreciation and Amortization Expense:   

Electric Utilities $ 12.2 $ 12.4
Gas Utilities  28.6  26.8

Total $ 40.8 $ 39.2

 
 

 
Year Ended

December 31,
In millions 2007 2006
Capital Expenditures:   

Electric Utilities $ 13.5 $ 16.3
Gas Utilities  44.1  35.3

Total $ 57.6 $ 51.6
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 December 31,

In millions 2007 2006
Total Assets:   

Electric Utilities $ 179.5 $ 175.7
Gas Utilities  579.3  556.5

Total $ 758.8 $ 732.2

 
 
Note 12: Commitments and Contingencies
 
Capital Expenditures
 

We have made certain construction commitments in connection with our 2008 capital expenditure plan.
During 2008, we estimate that our total capital expenditures will be approximately $73.7 million.
 
Commitments
 

We have various commitments relating to power, gas and coal supply commitments and lease
commitments as summarized below.
 
In millions 2008 2009 2010 2011 2012 Thereafter Total
 

Future minimum payments        

Facilities and equipment $ 4.5 $ 3.5 $ 2.4 $ 1.8 $ 1.0 $ 1.2 $ 14.4
Regulated business purchase               

obligations:               

Purchased power obligations (1)  70.8  72.9  75.4  75.2  1.2  13.5  309.0
Pipeline capacity obligations  53.7  52.0  52.1  49.4  42.8  68.1  318.1
Coal and rail contracts  8.3  —  —  —  —  —  8.3

 

(1) Based on tariffs in effect on December 31, 2007.
 
Operating Lease Obligations
 



Future minimum payments include operating leases of vehicles and office space over terms of up to
20 years. Included in facilities and equipment lease commitments is approximately $12.5 million of commitments
for leased vehicles. Pursuant to the asset purchase agreement, Aquila will buyout these leases immediately prior to
closing the transaction for an estimated $13.7 million which will be reimbursed by Black Hills at closing. Rent
expense for the years 2007 and 2006 was $5.6 million and $5.5 million, respectively.
 
Regulated business purchase obligations
 

In 2007, our Colorado electric utility operations purchased 89% of the power delivered to their customers.
The majority of this power is purchased under a long-term contract through 2011, which provides for capacity of
270 MW in 2008 increasing 10 MW per year to 300 MW in 2011. Our Colorado electric utility operations also
purchases coal and natural gas, including transportation capacity, as fuel for its generating power plants under
short-term and long-term contracts through 2008. Our gas utility operations purchase natural gas, including fixed
commitments for pipeline transportation capacity, to meet customer needs under short- and long-term contracts
through 2028.
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Legal
 

The Acquired Utilities are involved in various unresolved legal actions and claims arising in the normal
course of business. Although it is not possible to predict with certainty the outcome of the unresolved legal actions,
management believes these unresolved legal actions will not have a material effect on the results of operations or
financial position of the Acquired Utilities.
 
Environmental
 

We are subject to various environmental laws. These include regulations governing air and water quality
and the storage and disposal of hazardous or toxic wastes. We continually assess ways to ensure we comply with
laws and regulations on hazardous materials and hazardous waste and remediation activities.
 

As of December 31, 2007, we estimate probable costs of future investigation and remediation on our
identified manufactured gas plant sites to be $1.3 million. This is our best estimate based upon our review of the
potential costs associated with conducting investigative and remedial actions at our identified sites, as well as the
likelihood of whether such actions will be necessary. There are also additional costs that we consider to be less
likely but still “reasonably possible” to be incurred at these sites. Based upon the results of studies at these sites
and our knowledge and review of potential remedial actions, it is reasonably possible that these additional costs
could exceed our best estimate by approximately $3.7 million. This estimate could change materially after further
investigation. It could also be affected by the actions of environmental agencies and the financial viability of other
responsible parties.
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Report of Independent Registered Public Accounting Firm
 
The Board of Directors of Aquila, Inc.:
 

We have audited the accompanying combined balance sheets of Aquila Utilities to be Acquired by Black
Hills (the Company) as of December 31, 2007 and 2006, and the related combined statements of income, changes
in parent company investment, and cash flows for the years then ended. These combined financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these combined
financial statements based on our audits.
 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.
 

In our opinion, the combined financial statements referred to above present fairly, in all material respects,
the financial position of the Company as of December 31, 2007 and 2006, and the results of their operations and
their cash flows for the years then ended in conformity with U.S. generally accepted accounting principles.
 

As discussed in note 3 to the combined financial statements, effective January 1, 2006 the Company early
adopted Financial Accounting Standards Board (FASB) Interpretation No. 48, Accounting for Uncertainty in
Income Taxes – an interpretation of FASB Statement No. 109, Accounting for Income Taxes, and effective January



1, 2007 the Company adopted FASB Staff Position (FSP) AUG AIR-1, Accounting for Planned Major
Maintenance Activities.
 
/s/ KPMG LLP
Kansas City, Missouri
April 7, 2008
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Aquila Utilities to be Acquired by Black Hills
Combined Statement of Income (Unaudited)

 
 Six Months Ended
 June 30,
In millions 2008 2007
Sales:     

Electricity – regulated $ 103.2 $ 87.0
Natural gas – regulated  401.6  367.5
Other – non-regulated  15.9  12.9

Total sales  520.7  467.4

Cost of sales:     

Electricity – regulated  69.9  57.4
Natural gas – regulated  295.4  272.7
Other – non-regulated  10.1  7.0

Total cost of sales  375.4  337.1

Gross profit  145.3  130.3

Operating expenses:     

Operation and maintenance expense  75.2  74.1
Taxes other than income taxes  7.8  7.4
Depreciation and amortization expense  20.6  19.5

Total operating expenses  103.6  101.0

Operating income  41.7  29.3

Other income (expense), net  (1.2)  (.6)
Interest expense  9.1  8.5

Income before income taxes  31.4  20.2
Income tax expense  12.5  8.4

Net income $ 18.9 $ 11.8

 
 

See accompanying notes to combined financial statements.
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Aquila Utilities to be Acquired by Black Hills

Combined Balance Sheet (Unaudited)
 

 June 30,
In millions 2008
Assets   

Current assets:   

Cash and cash equivalents $ .1
Accounts receivable, net  71.4
Inventories and supplies  35.4
Prepaid commodities  1.8
Regulatory assets, current  23.3
Other current assets  7.0

Total current assets  139.0
Utility plant, net  537.7
Non-utility plant, net  2.9
Regulatory assets  9.4
Deferred charges and other assets  .7

Total Assets $ 689.7
   
Liabilities and Parent Company Investment   

Current liabilities:   

Accounts Payable:   

Trade $ 43.9
Affiliate  16.9

Accrued property and other taxes  8.4
Deferred income taxes  5.9
Regulatory liabilities, current  22.3
Other accrued liabilities  8.5
Price risk management liabilities  —
Customer deposits  12.2

Total current liabilities  118.1
Long-term liabilities:   

Affiliate debt  251.7
Deferred income taxes  55.4
Regulatory liabilities  5.5
Deferred credits  11.7

Total long-term liabilities  324.3
   

Parent company investment  247.3
   
Total Liabilities and Parent Company Investment $ 689.7

 
 

See accompanying notes to combined financial statements.
 

2
 

 
Aquila Utilities to be Acquired by Black Hills

Combined Statement of Cash Flows (Unaudited)
 

 Six Months Ended
 June 30,
In millions 2008 2007
Cash Flows From Operating Activities:     

Net income $ 18.9 $ 11.8
Adjustments to reconcile net income to net cash provided     

from operating activities:     

Depreciation and amortization expense  20.6  19.5
Net changes in price risk management liabilities  (8.2)  (14.0)
Deferred income taxes  1.8  .3
Changes in certain assets and liabilities:     

Accounts receivable/payable, net  (12.4)  (14.9)



Inventories and supplies  4.9  16.0
Other current assets  26.5  27.0
Deferred charges and other assets  3.5  2.0
Other accrued liabilities  (2.2)  16.9
Other  —  1.1

Cash provided from operating activities  53.4  65.7

Cash Flows From Investing Activities:     

Capital expenditures  (27.6)  (19.5)
Other  (.7)  (1.1)

Cash used for investing activities  (28.3)  (20.6)
     

Cash Flows From Financing Activities:     

Net decrease in parent company investment  (13.3)  (9.3)
Net increase (decrease) in affiliate debt  3.1  (35.8)
Net decrease in accounts payable – affiliate  (14.9)  —

Cash used for financing activities  (25.1)  (45.1)

Increase (decrease) in cash and cash equivalents  —  —
Cash and cash equivalents at beginning of year  .1  .1

Cash and Cash Equivalents at End of Period $ .1 $ .1

 
 

See accompanying notes to combined financial statements.
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Aquila Utilities to be Acquired by Black Hills

Notes to Combined Financial Statements (Unaudited)
 
Note 1: Basis of Presentation and Background
 
Description of Business
 

Aquila, Inc. (Aquila or the Parent) is a regulated utility headquartered in Kansas City, Missouri. On
February 6, 2007, Aquila entered into agreements with Black Hills Corporation (Black Hills) under which Aquila
has agreed to sell its Colorado electric utility and Colorado, Iowa, Kansas and Nebraska gas utilities to Black Hills
for $940 million, subject to certain purchase price adjustments. In addition to the receipt of various governmental
and regulatory approvals, the asset sales are also contingent upon the closing of a related merger between Aquila
and Great Plains Energy, meaning that one transaction will not close unless the other transaction closes. These
financial statements reflect the combined operations of the assets to be purchased by Black Hills and are herein
referred to as “the Acquired Utilities” and “we”, “our”, or “us.”

 
The Acquired Utilities operate in two business segments, Electric Utilities and Gas Utilities. Electric

Utilities operates in the distribution and transmission of electricity to retail and wholesale customers in Colorado.
Our electric generation facilities and purchase power contracts supply electricity to our own distribution systems in
Colorado. We also sell a small amount of excess power to wholesale customers outside our service area. During
peak periods, we buy energy in the wholesale market for our utility load. Gas Utilities operates in the distribution
of natural gas to retail and wholesale customers in Colorado, Iowa, Kansas and Nebraska.
 
Basis of Presentation
 

The accompanying unaudited combined financial statements have been prepared in accordance with the
accounting policies described in the combined financial statements and related notes for the year ended December
31, 2007 and 2006. You should read our combined financial statements and related notes for the year ended
December 31, 2007 and 2006 in conjunction with this report. In our opinion, the accompanying combined financial
statements reflect all adjustments (which include only normal recurring adjustments) necessary for a fair
representation of our financial position and the results of our operations. Certain estimates and assumptions have
been made in preparing the combined financial statements that affect reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of sales and expenses during the reporting periods
shown. Actual results could differ from these estimates.
 

These combined financial statements include amounts that have been derived from the financial
statements and accounting records of Aquila using the historical results of operations and historical cost basis of
the assets and liabilities of the Acquired Utilities.

 
The accompanying combined balance sheet does not include Aquila assets or liabilities that are not

specifically identifiable to the Acquired Utilities. Aquila performs cash management on a centralized basis and
processes non-commodity accounts payable and other activity for the Acquired Utilities. It is not practicable to
identify this portion of cash and non-commodity accounts payable related to the Acquired Utilities. See Note 5 for
further description.
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In addition, Aquila has been required to post collateral in cash and letters of credit with counterparties in

support of margin requirements related for commodity purchases, commodity swaps and futures contracts,
primarily as a result of Aquila’s non-investment grade credit status. Pursuant to individual contract terms with
counterparties, collateral amounts required vary with changes in market prices, credit provisions and various other
factors. This collateral has not been included in the accompanying financial statements as it will be returned to
Aquila upon closing and the amount of collateral which may be required by these counterparties from Black Hills,
if any, may differ significantly from that required from Aquila. The total collateral posted by Aquila included $8.2
million of cash and $39.4 million of letters of credit as of June 30, 2008.
 

The combined statements of operations include all revenues and costs attributable to the Acquired
Utilities, including a charge or allocation of the costs for Aquila-provided support and Aquila corporate costs. See
Note 5 for further discussion of charges and allocations relating to the Acquired Utilities’ transactions with Aquila.

 
All of the allocations and estimates in the combined statements of operations are based on assumptions

that management believes are reasonable under the circumstances. However, these allocations and estimates are
not necessarily indicative of the costs that would have resulted if the Acquired Utilities had been operated on a
stand-alone basis. Because a direct ownership relationship does not exist among all the various entities comprising
the Acquired Utilities, Aquila’s parent company investment in the Acquired Utilities is shown in lieu of
stockholders’ equity in these combined financial statements.
 
Note 2: Accounts Receivable
 

Our accounts receivable on the Combined Balance Sheets are as follows:
 

 June 30,
In millions 2008
Utilities billed accounts receivable $ 55.6
Unbilled utility revenue  19.0
Other accounts receivable  .7
Allowance for doubtful accounts  (3.9)

Total $ 71.4
 

The allowance for doubtful accounts is our best estimate of the amount of probable credit losses in our
accounts receivable. We determine the allowance based on historical write-off experience and detailed reviews of
our accounts receivable agings.
 
Note 3: Utility and Non-Utility Plant
 

The components of utility and non-utility plant are listed below:
 

Utility Plant  

 June 30,
In millions 2008
Electric utility $ 305.2
Gas utility  702.9
Corporate assets  88.8
Construction in process  18.2
  1,115.1
Less—accumulated depreciation and amortization  (577.4)

Total utility plant, net $ 537.7

 
 
.
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Our utility plant includes acquisition-related adjustments that are being amortized over useful lives not

exceeding 40 years. Net utility plant assets not included in our rate base were $13.2 million at June 30, 2008.
 

Non-Utility Plant  

In millions
June 30,

2008
Non-regulated electric and gas plant $ 3.6
Corporate assets  4.9



  8.5
Less—accumulated depreciation and amortization  (5.6)

Total non-utility plant, net $ 2.9

 
Included in utility and non-utility plant above are corporate information technology and other assets with

a net book value of $21.1 million as of June 30, 2008. These assets are shared by Aquila’s operating divisions but
will be acquired by Black Hills. See Note 5 for further discussion.
 
Note 4: Regulatory Assets and Liabilities
 

Federal, state or local authorities regulate certain of our utility operations. Our financial statements
therefore include the economic effects of rate regulation in accordance with SFAS 71. This means our Combined
Balance Sheets show some assets and liabilities that would not be found on the balance sheets of a non-regulated
company.
 

The following table details our regulatory assets and liabilities:
 

In millions
June 30,

2008
Regulatory Assets:  

Under-recovered gas costs $ 5.2
Energy clause adjustment  18.0
Environmental  1.4
Asset retirement obligations  2.4
Rate case costs  1.0
Other  4.7

Total regulatory assets $ 32.7

Regulatory Liabilities:   

Cost of removal recovered in depreciation rates $ 3.6
Revenue subject to refund  5.4
Over-recovered gas costs  16.9
Maintenance  1.5
Other  .4

Total regulatory liabilities $ 27.8
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Regulatory assets are either currently being collected in rates or are expected to be collected through rates

in a future period, as described below:
 

•              Under-recovered gas costs represent the cost of gas delivered to our gas utility customers in
excess of that allowed in current rates. We do not earn a return on these costs which are
collected from customers in future periods of less than one year as rates are periodically
adjusted.

 

•              Energy clause adjustment represents the cost of electricity delivered to our electric utility
customers in excess of that allowed in current rates. We do not earn a return on these costs
which are collected from customers in future periods of less than one year as rates are
periodically adjusted.

 

•              Environmental costs include certain site clean-up costs that are deferred and expected to be
collected from customers in future periods when authorized by regulatory authorities.
Prudently incurred environmental remediation costs have traditionally been allowed for
recovery by our regulatory jurisdictions over periods of five to 10 years. We do not earn a
return on these items.

 

•              Asset retirement obligations represent the estimated recoverable costs for legally required
removal obligations. We do not earn a return on these items.

 

•              Costs related to regulatory proceedings that are deferred and expected to be recovered from
customers in future periods. Prudent costs such as these have traditionally been allowed for



recovery by our regulatory jurisdictions over various periods. We do not earn a return on
these items.

 
Regulatory liabilities represent items we expect to pay to customers through billing reductions in future

periods or use for the purpose for which they were collected from customers, as described below:
 

•              Cost of removal represents the estimated cumulative net provision for future removal costs
included in depreciation expense for which there is no legal removal obligation.

 

•              Revenue subject to refund represents revenues collected from customers under interim rate
orders that we expect to return to customers. This amount is estimated by management based
on the particular facts and circumstances of the cases and the historical actions of the
regulatory jurisdictions.

 

•              Over-recovered gas costs represent the cost of gas paid by gas utility customers in allowed
rates in excess of actual costs incurred. These costs will be returned to customers in future
periods as rates are periodically adjusted.

 

•              We are allowed to recover the cost of future major maintenance on our Colorado power
plants in advance of such maintenance being performed.

 
If all or a separable portion of our operations were deregulated and no longer subject to the provisions of

SFAS 71, we would be required to write off our related regulatory assets and liabilities, net of the related income
tax effect, unless some form of transition cost recovery (refund) was established.
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Note 5: Related Party Transactions
 
Allocation of Corporate and Support Costs
 

Aquila is organized with centralized corporate and support functions, such as corporate management,
accounting, treasury, customer service, information technology, gas procurement and generation management,
which provide services to each of its operating divisions as applicable. Aquila has historically allocated 100% of
the operating costs of these corporate and support services functions to its operating divisions using specific cost
drivers that Aquila believes can be most directly related to the costs incurred. Examples of specific cost drivers
include customer count, employee headcount, and accounting journal lines. If a specific cost driver cannot be
assigned, a general allocation factor is utilized. The general allocation factor consists of the arithmetic average of
gross margin, payroll, and net plant for the applicable operating divisions. The allocation of corporate and support
costs generally has been accepted by the regulatory commissions in the applicable states and reflect the costs
recovered in each division’s operating revenues. The total of these allocations to the Acquired Utilities was $37.0
million and $35.4 million for the six months ended June 30, 2008 and 2007, respectively. Management believes
such method of allocation is equitable and provides a reasonable estimate of the amounts attributable to the
Acquired Utilities.
 
Corporate Assets
 

Certain of Aquila’s assets have been shared by the Acquired Utilities and the businesses to be merged
with Great Plains Energy, consisting primarily of information technology hardware and software, corporate
headquarters buildings, and furniture and fixtures. The total net book value of Aquila’s shared assets as of June 30,
2008 was $107.9 million. The majority of the corporate assets will be retained by Great Plains Energy. However,
the assets “specifically acquired” by Black Hills includes only specified assets physically located in the states of
the Acquired Utilities and certain specified software licenses. The total net book value of these specified assets as
of June 30, 2008 was $21.1 million. The depreciation expense associated with these specified assets was $5.8
million and $6.0 million in the six months ended June 30, 2008 and 2007 respectively. This depreciation is
included in the pool of corporate and support costs that were allocated to Aquila’s operating divisions, including
the Acquired Utilities.
 
Accounts Payable – Affiliate
 

The operations of the Acquired Utilities participate in Aquila’s centralized cash management programs.
Disbursements are made through centralized accounts payable systems, which are operated by Aquila. Cash
receipts are collected in centralized lock box accounts and transferred to centralized cash concentration accounts,
also maintained by Aquila. As cash related to the Acquired Utilities’ operations is disbursed and received by
Aquila and corporate costs are allocated by Aquila, these activities are accounted for through accounts payable –
affiliate. Interest is not earned or paid on these balances. The average balance of accounts payable – affiliate for the
six months ended June 30, 2008 was $18.8 million.
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Affiliate Debt
 

Aquila has generally managed its financing at a corporate level. Specific debt and equity issues have been
made on a consolidated basis. Aquila has historically assigned long-term debt and equity to each division based on
an assumed capital structure and at investment-grade interest rates typical for electric and gas utility companies.
For purposes of these combined financial statements we estimated the net rate base for regulatory purposes,
including a factor for average working capital requirements, for the Acquired Utilities and assigned long-term and
parent company investment based on the assumed capital structure generally used in regulatory filings. Interest has
been allocated to each division based on the assigned capital structure and rates for long-term debt. The average
effective interest rate on long-term debt assigned to the Acquired Utilities was 7.27% at June 30, 2008. The
assigned capital structures and allocation of interest generally has been accepted by the regulatory commissions in
the applicable states and reflect the costs recovered in each division’s operating revenues. Certain Aquila debt
issues bear interest above investment-grade rates due to credit rating downgrades. The additional interest cost of
these debt issues has historically been retained at the Aquila corporate level as the factors resulting in the credit
rating downgrades were not driven by the utility operations and Aquila has given assurances to state regulatory
authorities that the costs of Aquila being non-investment grade will not be passed through to utility customers. The
difference between the actual interest cost to Aquila and the effective interest cost allocated to the Acquired
Utilities, which was retained by Aquila, was approximately $5.4 million and $5.1 million for the six months ended
June 30, 2008 and 2007, respectively.
 
Parent Company Investment
 

The parent company investment included in the balance sheet reflects Aquila’s investment in the
Acquired Utilities’ operating divisions as discussed above and accumulated earnings of those divisions, excluding
the allocated affiliate debt and accounts payable – affiliate discussed above.
 
Other Aquila Transactions
 

In addition to the allocation of corporate and support costs discussed above, our Colorado electric
operations purchased power from Aquila’s other electric divisions totaling $.5 million in the six months ended
June 30, 2008.
 
Transactions with Black Hills
 

The Acquired Utilities enter into natural gas purchase and sale transactions with a subsidiary of Black
Hills. The total of these natural gas purchases for the six months ended June 30, 2008 and 2007 were $11.4 million
and $3.1 million, respectively.
 
Note 6: Income Taxes
 

The Acquired Utilities’ operating results have been included in Aquila’s consolidated U.S. federal and
state income tax returns. The income tax expense in these combined financial statements has been determined on a
separate return basis. Tax payments are made by Aquila with the current portion of the Acquired Utilities’ taxes
settled in the parent company investment account.
 

We adopted FIN 48 effective January 1, 2006 for purposes of these financial statements. The adoption of
FIN 48 did not have a material effect on our financial position or results of operations. FIN 48 sets a “more likely
than not” threshold before tax benefits can be recognized in our financial statements. Our practice prior to FIN 48
was to recognize income tax benefits when they were reflected on filed income tax returns and establish a reserve
against these tax benefits when their ultimate realization was not deemed to be “probable.” In addition, under FIN
48 we have continued our practice of recording accrued interest and penalties associated with uncertain tax
positions as part of the tax provision.
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At December 31, 2007, the amount of unrecognized tax benefits was $19.7 million, none of which would

impact the effective rate if recognized. Accrued interest at December 31, 2007 was $7.4 million, net of $3.0
million of tax benefit. Since tax payments are made by Aquila, the balance of uncertain tax benefits and the related
accrued interest (net of tax benefit) has been recorded as an increase to accounts payable – affiliate.
 

Rollforward of Unrecognized Tax Benefits from Uncertain Tax Positions
 
 Unrecognized Tax  
In millions Benefits Accrued Interest
Balance at December 31, 2007 $ 19.7 $ 7.4
Additions related to 2008 tax positions  —  —
Additions related to tax positions prior years  —  —
Reductions related to tax positions prior years  —  —
Reduction related to lapse of statue of limitations  —  —
Settlements  (18.3)  (7.4)
Balance at June 30, 2008 $ 1.4 $ —

 



On October 9, 2007 we agreed to adjustments contained in IRS audit reports related to our 1998 to 2002
taxable years. On March 3, 2008, we received notification that the Joint Committee on Taxation completed their
review of the agreement with no adjustments. As a result, during the first quarter of 2008, our unrecognized tax
benefits were reduced by $18.3 million. In addition, the accrued interest (net of tax benefit) related to unrecognized
tax benefits was reduced by $7.4 million, net of $3.0 million of tax benefit. At June 30, 2008, the amount of
unrecognized tax benefits was $1.4 million, none of which would impact the effective rate if recognized. No
interest was accrued at June 30, 2008.
 
Note 7: Employee Benefits
 
Defined Benefit Pension and Postretirement Plans
 

Aquila provides defined benefit pension plans for its employees. Benefits under the plans reflect the
employees' compensation, years of service and age at retirement. In addition to pension benefits, Aquila provides
post-retirement health care and life insurance benefits for certain retired employees.
Employees of the Acquired Utilities participate in the various pension and health and welfare plans sponsored by
Aquila. A portion of Aquila’s employee benefit costs has been allocated to the Acquired Utilities for participation
in these noncontributory defined benefit pension plans and postretirement health care and life insurance benefit
plans. Approximately $4.9 million and $5.4 million has been recorded in the accompanying statement of income
for the six months ended June 30, 2008 and 2007, respectively related to the Acquired Utilities employees’
participation in Aquila’s defined benefit pension and postretirement plans. The obligations for these future costs
are not reflected in the accompanying balance sheet.
 

The allocation of these costs has been based on a combination of the number of employees, employee
salaries, or specifically attributable benefits within each plan. The allocated pension and postretirement healthcare
expense is the resulting proportional amount of that cost calculated in accordance with SFAS 87 and SFAS 106
respectively. We have accounted for our participation in Aquila’s noncontributory defined benefit pension plans in
accordance with multi-employer pension plan guidance in SFAS 87. Our participation in Aquila’s pension plans
qualifies as one employer in a multi-employer pension plan in accordance with SAB Topic 1.B.1. Management
believes the method of allocation is equitable and provides a reasonable estimate of the costs attributable to the
Acquired Utilities. Such allocations are not intended to represent the costs that would be incurred if the Acquired
Utilities had operated on an independent basis.
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Defined Contribution Plans
 

Aquila’s defined contribution plan, the Retirement Investment Plan (Savings Plan), covers all of its full-
time and eligible part-time employees. Participants may generally elect to contribute up to 50% of their annual pay
on a before- or after-tax basis subject to certain limitations. Aquila generally matches contributions up to 6% of
pay. Participants may direct their contributions into various investment options. Matching contributions are made
in cash and invested as directed by the employee.
 

The Acquired Utilities’ employees also participate in the Savings Plan. The portion of Aquila’s
contributions related to the Acquired Utilities’ employees included in the accompanying statement of income
totaled $1.7 million for the six months ended June 30, 2008 and 2007. Aquila historically has also made
discretionary contributions to the plan of an additional 3% of base wages for eligible full-time employees. The
portion of Aquila’s discretionary contributions related to the Acquired Utilities’ employees included in the
accompanying statement of income totaled $1.0 million for the six months ended June 30, 2008 and 2007.
 
Note 8: Segment Information
 

We manage our business in two business segments: Electric Utilities and Gas Utilities. Our Electric and
Gas Utilities currently consist of our regulated electric utility operations in one state and our natural gas utility
operations in four states. We manage our electric and gas utility divisions by state. However, as each of our gas
utility divisions have similar economic characteristics, we aggregate our four gas utility divisions into the Gas
Utilities reporting segment.
 

Each segment is managed based on operating results, expressed as Earnings Before Interest, Taxes,
Depreciation and Amortization (EBITDA). Generally, decisions on finance, dividends and taxes are made by
Aquila.
 

 
Six Months Ended

Ended June 30,
In millions 2008 2007
Sales:     

Electric Utilities $ 103.6 $ 87.3
Gas Utilities  417.1  380.1

Total $ 520.7 $ 467.4

 

 
Six Months Ended

Ended June 30,
In millions 2008 2007



Earnings Before Interest, Taxes, Depreciation and     

Amortization (EBITDA):     

Electric Utilities $ 16.2 $ 12.5
Gas Utilities  44.9  35.7

Total EBITDA  61.1  48.2
Depreciation and amortization  20.6  19.5
Interest expense  9.1  8.5

Income before income taxes $ 31.4 $ 20.2
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Six Months Ended

June 30,
In millions 2008 2007
Depreciation and Amortization Expense:     

Electric Utilities $ 5.9 $ 6.1
Gas Utilities  14.7  13.4

Total $ 20.6 $ 19.5

 
 

 
Six Months Ended

June 30,
In millions 2008 2007
Capital Expenditures:     

Electric Utilities $ 10.5 $ 7.5
Gas Utilities  17.1  12.0

Total $ 27.6 $ 19.5

 
 
In millions June 30, 2008
Total Assets:   

Electric Utilities $ 189.6
Gas Utilities  500.1

Total $ 689.7
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EXHIBIT 99.4
BLACK HILLS CORPORATION

 
UNAUDITED CONDENSED COMBINED PRO FORMA FINANCIAL STATEMENTS

 
The following unaudited condensed combined pro forma financial statements present financial information to give
effect to the Black Hills Corporation (the Company) July 14, 2008 purchase from Aquila, Inc. (Aquila) of an
electric utility in Colorado and gas utilities in Colorado, Iowa, Kansas and Nebraska (Utility Assets or Acquired
Utilities). The acquisition is accounted for in accordance with Statement of Financial Accounting Standards No.
141 “Business Combinations” (SFAS 141) in which the purchase price is allocated to net assets acquired and
liabilities assumed based on their estimated fair values at the acquisition date. Any excess of the purchase price
over the fair value of net assets is expected to be recorded as goodwill. In addition, the electric and gas utilities
acquired are regulated and will be accounted for pursuant to SFAS No. 71, “Accounting for the Effects of Certain
Types of Regulation” and certain fair value adjustments to the carrying value of the net assets acquired and
liabilities assumed may be recorded as regulatory assets or liabilities. The actual purchase price allocation will be
based on the estimated fair values as of the actual date of the acquisition, July 14, 2008. The Company has not yet
finished the actual purchase price allocation, as of July 14, 2008. Management has made a preliminary allocation
of the estimated purchase price based on various estimates; however, the final allocation, which will be based in
part on third party appraisals, may result in different allocations than presented in these unaudited condensed
combined pro forma financial statements, and those differences could be material.
 
The unaudited condensed combined pro forma financial statements are based on the Company’s historical
consolidated financial statements, adjusted to give effect to the acquisition of the Utility Assets in accordance with
the underlying terms of the related purchase agreement. In addition, the condensed combined pro forma financial
statements include adjustments to reflect the July 11, 2008 sale of seven of the Company’s independent power
production facilities (the IPP Assets or IPP Sale) for $840 million, as previously reported in the Company’s
Current Report on Form 8-K filed with the Securities and Exchange Commission (SEC) on July 17, 2008.
Proceeds from this sale were utilized in funding the acquisition of the Utility Assets. The unaudited condensed
combined pro forma statements of income for the year ended December 31, 2007 and the six months ended June
30, 2008 have been prepared to present the combined results of continuing operations of the Company, assuming
the acquisition of the Utility Assets occurred as of January 1, 2007 and the IPP Assets were classified as
discontinued operations on that date. The unaudited condensed combined pro forma balance sheet presents the
Company’s financial position assuming the acquisition of the Utility Assets and the sale of the IPP Assets had
occurred on June 30, 2008.
 
Management believes that the assumptions used to derive the condensed combined pro forma financial statements
are reasonable under the circumstances and given the information available. Such pro forma financial data has
been provided for informational purposes and is not necessarily indicative of the Company’s financial condition or
results of operations that actually would have been attained had the transactions occurred at the dates indicated,
and is not necessarily indicative of the Company’s financial position or results of operations that will be achieved
in the future. Additionally, the unaudited condensed combined pro forma financial information does not reflect any
of the synergies and cost reductions that may result from the acquisition of the Utility Assets.
 
The unaudited condensed combined pro forma financial statements together with the notes thereto should be read
in conjunction with the Company’s historical consolidated financial statements and accompanying notes thereto,
which can be found in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007,
filed with the SEC on February 29, 2008 and the Company’s Quarterly Report on Form 10-Q for the quarterly
period ended June 30, 2008, filed with the SEC on August 11, 2008.
 
The unaudited condensed combined pro forma financial statements together with the notes thereto should also be
read in conjunction with the historical combined financial statements of the Aquila Utilities to be Acquired by
Black Hills filed as Exhibits 99.2 and 99.3 to this Form 8-K/A. The historical results of the acquired Utility Assets
are not necessarily indicative of the results that may be expected for the Company for any future period.
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BLACK HILLS CORPORATION
CONDENSED COMBINED PRO FORMA BALANCE SHEET

AS OF JUNE 30, 2008
(unaudited)

 
   (c)    

  (b) IPP Sale    
 (a) Acquired Discontinued    
 Black Hills Utilities Operations Pro Forma  Combined

 Historical Historical Adjustments Adjustments  Pro Forma

 (in thousands, except share amounts)

ASSETS            
Current assets:            

Cash and cash equivalents $ 36,912 $ 100 $ 773,024 $ (526,014) (d) $ 284,022
Restricted cash  5,498  —  —  —   5,498

Short-term investments  7,309  —  —  —   7,309

Receivables (net of allowance for doubtful      —      
accounts of $3,417)  252,508  71,400  —  —   323,908

Materials, supplies and fuel  147,169  35,400  —  —   182,569

Derivative assets  70,769  —  —  —   70,769

Deferred income taxes  20,674  —  —  —   20,674

Other assets  15,685  32,100  —  —   47,785

Assets of discontinued operations  598,294  —  (597,896)  —   398

  1,154,818  139,000  175,128  (526,014)   942,932

            
Investments  18,782  —  —  —   18,782

            
Property, plant and equipment  1,972,489  1,123,600  —  (569,801) (e)  2,526,288

Less accumulated depreciation and depletion  (544,018)  (583,000)  —  583,000 (e)  (544,018)

  1,428,471  540,600  —  13,199   1,982,270

Other assets:            
Derivative assets  14,042  —  —  —   14,042

Goodwill  14,000  —  —  388,945 (f)  402,945

Other  32,121  10,100  —  —   42,221

  60,163  10,100  —  388,945   459,208

 $ 2,662,234 $ 689,700 $ 175,128 $ (123,870)  $ 3,403,192

LIABILITIES AND            
STOCKHOLDERS’ EQUITY            

Current liabilities:            
Accounts payable $ 269,095 $ 60,800 $ — $ —  $ 329,895

Accrued liabilities  90,964  57,300  17,236  1,030 (g)  166,530

Derivative liabilities  89,790  —  —  —   89,790

Notes payable  283,000  —  —  382,800 (h)  665,800

Current maturities of long-term debt  2,070  —  —  —   2,070

Accrued income taxes  4,601  —  224,379  (157,411) (i)  71,569

Liabilities of discontinued operations  77,202  —  (76,734)  —   468

  816,722  118,100  164,881  226,419   1,326,122

            
Long-term debt, net of current maturities  501,301  251,700  —  (251,700) (j)  501,301

            
Deferred credits and other liabilities:            

Deferred income taxes  218,104  55,400  (131,287)  102,011 (i)  244,228

Derivative liabilities  23,158  —  —  —   23,158

Other  134,232  17,200  —  46,700 (k)  198,132

  375,494  72,600  (131,287)  148,711   465,518

            
Minority interest in subsidiaries  132  —  —  —   132

            
Stockholders’ equity:            

Parent company investment  —  247,300  —  (247,300) (l)  —

Common stock equity –            
Common stock $1 par value;            

100,000,000 shares authorized;            
Issued 38,439,339 shares  38,439  —  —  —   38,439

Additional paid-in capital  579,725  —  —  —   579,725



Retained earnings  409,651  —  141,534  —   551,185

Treasury stock at cost – 31,604 shares  (1,132)  —  —  —   (1,132)

Accumulated other comprehensive loss  (58,098)  —  —  —   (58,098)

  968,585  247,300  141,534  (247,300)   1,110,119

            
 $ 2,662,234 $ 689,700 $ 175,128 $ (123,870)  $ 3,403,192

 
The accompanying notes to condensed combined pro forma financial statements are an integral part of these

condensed combined pro forma financial statements.
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BLACK HILLS CORPORATION

 
Notes to Unaudited Condensed Combined Pro Forma Balance Sheet

 
(a) Black Hills Historical - represents Black Hills Corporation’s historical unaudited consolidated balance

sheet derived from its Quarterly Report on Form 10-Q for the period ended June 30, 2008. The Company
began reporting the assets and liabilities of the IPP Assets sold as discontinued operations during the
second quarter of 2008.

(b) Acquired Utilities Historical - represents the historical unaudited condensed combined balance sheet of
the Aquila Utilities to be Acquired by Black Hills as of June 30, 2008, filed as Exhibit 99.3 to this Form
8-K/A. Certain reclassifications have been made to the historical presentation in order to conform to the
Company’s historical presentation.

(c) IPP Sale Discontinued Operations Adjustments - represents adjustments associated with the sale of the
Company’s IPP Assets that was completed July 11, 2008. The cash proceeds from this sale were the
primary source of funds utilized to complete the July 14, 2008 acquisition of the Utility Assets. The
actual gain on the sale of these assets will likely vary from the amount presented primarily due to final
working capital adjustments.

(d) Cash and cash equivalents - represents the pro forma adjustments required to reflect the $382.8 million
of proceeds from the one-time draw on the Company’s acquisition bridge credit facility, which was
combined with proceeds from the IPP Sale to fund the $908.8 million paid to Aquila at the time of the
acquisition close.

(e) Property, plant and equipment - represents the pro forma adjustments required to (i) eliminate the
historical accumulated depreciation of the Acquired Utilities in accordance with purchase accounting
guidelines and (ii) reflect an adjustment to the property, plant and equipment balance which was
increased by $13.2 million for the addition of fleet vehicles not previously included in the Acquired
Utilities historical financial statements. These vehicles were rented by Aquila under operating lease
arrangements and pursuant to the Company’s asset purchase agreement, Aquila bought out these leases
immediately prior to closing the transaction. The Company reimbursed Aquila for the lease buyouts as
part of its payment to them at the time of closing.

(f) Goodwill - represents the excess of the purchase price over the fair values of the assets acquired and the
liabilities assumed. Goodwill resulting from the acquisition is generally not amortized, in accordance with
the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets”, but instead will be tested for
impairment at least annually. However, the operations of the Acquired Utilities are regulated and will be
accounted for pursuant to SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation”, and
therefore to the extent rate-setting authorities within the jurisdictions that the Acquired Utilities operate
allow us to recover through utility rates any portion of the acquisition goodwill, that portion would be
considered a regulatory asset and amortized over the period of allowed recovery. None of the rate
structures in place at the Acquired Utilities, as of the filing date of this Form 8-K/A, included any
adjustments for recovery of the acquisition goodwill.

(g) Accrued liabilities - represents the pro forma adjustments required to (i) record approximately $6.9
million for accrued severance costs related to the acquisition. Pursuant to the asset purchase agreement,
the Company reimbursed Great Plains Energy for a portion of the severance cost paid to Aquila
employees that did not retain employment with either the Company or Great Plains and (ii) remove $5.9
million of deferred income taxes recorded within accrued liabilities in the Acquired Utilities Historical
balance sheet at June 30, 2008, which were not assumed in the acquisition.

(h) Notes payable - represents the pro forma adjustment to reflect the Company’s one-time draw on its
acquisition bridge credit facility at the time of acquisition close. The loan matures in February 2009, prior
to which the Company intends to refinance the borrowings with long-term debt.
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(i) Deferred income taxes - represents the pro forma adjustments required to (i) record the estimated income

taxes deferred as a result of “like-kind exchange” tax planning strategies associated with the IPP Sale and
the completion of the acquisition of the Utility Assets and (ii) remove the deferred income taxes recorded
within the Acquired Utilities Historical balance sheet at June 30, 2008, which were not assumed in the
acquisition.

(j) Long-term debt - represents the pro forma adjustment to eliminate the long-term debt on the Acquired
Utilities Historical balance sheet which was not assumed in the acquisition.

 
(k) Deferred credits and other liabilities - represents the pro forma adjustment to record the estimated

Defined Benefit Pension and Other Postretirement Benefit plan obligations assumed for the former



Aquila employees the Company retained at transaction close. As a result of the accounting methodologies
utilized in the Acquired Utilities Historical financial statements, the obligations for the future costs
associated with these plans were not reflected within the Acquired Utilities Historical balance sheet.

 
(l) Parent company investment – represents the pro forma adjustment to eliminate the equity account balance

included in the Acquired Utilities Historical balance sheet.
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BLACK HILLS CORPORATION

CONDENSED COMBINED PRO FORMA STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2007

(unaudited)
 

   Black Hills     
  (n) Historical     
  IPP Sale Reflecting (o)    
 (m) Discontinued IPP Assets as Acquired    
 Black Hills Operations Discontinued Utilities Pro Forma  Combined

 Historical Adjustments Operations Historical Adjustments  Pro Forma

 (in thousands, except per share amounts)

              
Operating revenues $ 695,914 $ (121,076) $ 574,838 $ 815,000 $ —  $ 1,389,838

              
Operating expenses:              

Fuel and purchased power  175,919  (4,117)  171,802  563,300  —   735,102

Operations and maintenance  84,045  (26,086)  57,959  139,800  (10,639) (p)  187,120

Administrative and general  115,568  (4,231)  111,337  —  —   111,337

Depreciation, depletion              
and amortization  99,700  (27,933)  71,767  40,800  —   112,567

Taxes, other than income taxes  37,816  (4,873)  32,943  14,100  —   47,043

Impairment of long-lived assets  3,315  —  3,315  —  —   3,315

  516,363  (67,240)  449,123  758,000  (10,639)   1,196,484

              
Operating income  179,551  (53,836)  125,715  57,000  10,639   193,354

              
Other income (expense):              

Interest expense  (40,953)  15,772  (25,181)  (17,100)  4,228 (q)  (38,053)

Interest income  3,609  (44)  3,565  —  —   3,565

Allowance for funds used during              
construction – equity  4,803  —  4,803  —  —   4,803

Other expense  (423)  51  (372)  —  —   (372)

Other income (expense), net  786  —  786  (2,000)  —   (1,214)

  (32,178)  15,779  (16,399)  (19,100)  4,228   (31,271)

              
Income from continuing operations              

before equity in earnings of              
unconsolidated subsidiaries,              
minority interest and income taxes  147,373  (38,057)  109,316  37,900  14,867   162,083

Equity in earnings of unconsolidated              
subsidiaries  (1,231)  —  (1,231)  —  —   (1,231)

Minority interest  (377)  —  (377)  —  —   (377)

Income tax expense  (45,641)  14,179  (31,462)  (15,800)  (5,501) (r)  (52,763)

              
Income from continuing operations $ 100,124 $ (23,878) $ 76,246 $ 22,100 $ 9,366  $ 107,712

              
Weighted average common shares              

outstanding:              
Basic  37,024    37,024       37,024

Diluted  37,414    37,414       37,414

              
Earnings per share from              
continuing operations:              

Basic $ 2.70   $ 2.06      $ 2.91

Diluted $ 2.68   $ 2.04      $ 2.88

 
The accompanying notes to condensed combined pro forma financial statements are an integral part of these



condensed combined pro forma financial statements.
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BLACK HILLS CORPORATION

CONDENSED COMBINED PRO FORMA STATEMENT OF INCOME
FOR THE SIX MONTH PERIOD ENDED JUNE 30, 2008

(unaudited)
 

  (o)    
 (m) Acquired    
 Black Hills Utilities Pro Forma  Combined

 Historical Historical Adjustments  Pro Forma

 (in thousands, except per share amounts)

          
Operating revenues $ 306,123 $ 520,700 $ —  $ 826,823

          
Operating expenses:          

Fuel and purchased power  99,343  375,400  —   474,743

Operations and maintenance  46,285  75,200  (5,549) (p)  115,936

Administrative and general  49,281  —  —   49,281

Depreciation, depletion and amortization  40,174  20,600  —   60,774

Taxes, other than income taxes  19,980  7,800  —   27,780

  255,063  479,000  (5,549)   728,514

          
Operating income  51,060  41,700  5,549   98,309

          
Other income (expense):          

Interest expense  (18,758)  (9,100)  2,593 (q)  (25,265)

Interest income  799  —  —   799

Allowance for funds used during          
construction – equity  898  —  —   898

Other income, net  400  (1,200)  —   (800)

  (16,661)  (10,300)  2,593   (24,368)

          
Income from continuing operations          

before equity in earnings of          
unconsolidated subsidiaries, minority          
interest and income taxes  34,399  31,400  8,142   73,941

Equity in earnings of unconsolidated          
subsidiaries  2,297  —  —   2,297

Minority interest  (130)  —  —   (130)

Income tax expense  (11,676)  (12,500)  (3,013) (r)  (27,189)

          
Income from continuing operations $ 24,890 $ 18,900 $ 5,129  $ 48,919

          
Weighted average common shares          

outstanding:          
Basic  38,062       38,062

Diluted  38,412       38,412

          
Earnings per share from continuing operations:          

Basic $ 0.65      $ 1.29

Diluted $ 0.65      $ 1.27

 
The accompanying notes to condensed combined pro forma financial statements are an integral part of these

condensed combined pro forma financial statements.
.
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BLACK HILLS CORPORATION

 
Notes to Unaudited Condensed Combined Pro Forma Income Statements of Income

 
(m) Black Hills Historical - represents Black Hills Corporation’s historical audited consolidated statement of

income derived from its Annual Report on Form 10-K for the year ended December 31, 2007 and the
unaudited condensed consolidated income statement derived from its Quarterly Report on Form 10-Q, for
the period ended June 30, 2008. The Company began reporting the operating results of the IPP Assets
sold as discontinued operations during the second quarter of 2008.

(n) IPP Sale Discontinued Operations Adjustments - represents adjustments to reclassify the operating
activity associated with the Company’s divested IPP Assets as discontinued operations.

(o) Acquired Utilities Historical - represents the historical audited combined statement of income for the year
ended December 31, 2007 and the unaudited condensed combined statements of income for the six
months ended June 30, 2008 of the Aquila Utilities to be Acquired by Black Hills, filed as Exhibits 99.2
and 99.3, respectively to this Form 8-K/A. Certain reclassifications have been made to the historical
presentation in order to conform to the Company’s historical presentation.

 
(p) Operations and maintenance - Pro forma adjustments to operating expense consist of the following (in

thousands):
 

 Six Months Ended Year Ended
 June 30, 2008 December 31, 2007

     
Eliminate incremental acquisition costs incurred     

for the purchase of the Utility Assets $ (2,137) $ (2,904)
Operating lease for additional office space  75  149
Costs included in Aquila Utilities Historical     
financial statements:     

Allocated Aquila pension and other     
postretirement benefits  (4,924)  (10,756)

Aquila leased fleet rental expense  (1,328)  (2,657)
Estimated costs under Black Hills Corporation:     

Black Hills Corporation pension and other     
postretirement benefits  2,290  4,579

Black Hills Corporation fleet depreciation     
expense  475  950

Total operations and maintenance     
adjustments $ (5,549) $ (10,639)

 
(q) Interest expense - represents pro forma adjustments to reflect (i) the elimination of interest expense

within the Acquired Utilities Historical financial statements which was previously allocated by Aquila
and (ii) additional interest expense incurred resulting from the increase in the Company’s debt resulting
from the $382.8 million draw on the Company’s acquisition bridge credit facility at the time of
acquisition close. Borrowings under the bridge facility incur interest at a rate of 3.3625 percent, which is
assumed to be the interest rate for the duration of the periods presented in these pro forma financial
statements. While actual borrowings under the bridge facility are short-term in nature and mature in
February 2009, the Company has not adjusted the pro forma income statements for any assumed long-
term refinancing of the bridge loan, but it is likely that higher interest rates associated with long-term
financing will be materially different from what is presented in these pro forma income statements.

(r) Income tax expense - represents the pro forma tax effect of the above adjustments based on an estimated
prospective statutory rate of approximately 37 percent.
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