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Dear Aquila Directors :

This morning we received the Navy bid . The proposal also included a markup of the merger agreement
and a 65 page asset purchase agreement . Of course it will take additional time to fully understand the proposal,
but based up a preliminary view, the essence of it is below :
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$4.50/share comprised ofapproximately 40% cash and 60°lo Navy common stock .
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Fixed exchange ratio to be agreed upon at the execution of the merger agreement .

Structure
"

	

The proposal contemplates Navy acquiring) 00% of our common stock through a merger of Aquila into a
subsidiary ofNavy.

"

	

Immediately following the merger, Black Hills (BKN) will acquire from Navy our utility operations in
Colorado, Kansas, Iowa and Nebraska .

Closing Conditions .
"

	

Aquila and Navy shareholder approvals are required . Tlte cover letter indicates BKH shareholder approval
is also required ; however, we do not believe that is the case and the draft asset sale agreement does not
contemplate BKH shareholder approval .

"

	

BKH must be prepared to close its asset purchase immediately after the closing of the merger .
"

	

There can be no material adverse change (financial or otherwise) to the business of Aquila (measured
excluding the assets being purchased by BKH)

"

	

There can be no material adverse change to the assets being purchased by BKH .
"

	

All regulatory approvals needed to close the merger and the asset sale to BKH must be obtained .
"

	

The conditions imposed by the regulators may not be materially adverse to business of Aquila (excluding
the assets being purchased by BKH), have a material adverse effect on the assets being sold to BKH or
require the divestiture of electrical generation facilities that Navy believes are needed to serve the retail or
long-tern wholesale customers of Navy or Aquila .

Regulatory Matters
"

	

Before signing a definitive agreement, Navy will seek informal indications from the Missouri Public
Service Commission that they will be allowed to retain a "significant" portion of the synergies as well
extend their Iatan 11 regulatory compact to Aquila's Iatan II interest ;

"

	

The cover letter indicates that should they ultimately get this treatment from the MPSC, the rating
agencies have confirmed Navy will maintain its investment grade credit rating ;
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"

	

:Navy proposes a four week exclusivity period for further negotiations, reverse due diligence and discussions .
with the MPSC.

The advisors recommend that we do not respond to Navy until after the Thanksgiving holiday . We will
use the time internally to more carefully study their offer . We will keep you informed as we learn more. Happy
Thanksgiving to each of you.

-- Rick




