“To break up a network that has been reliable and cost effective, only
to find out later that there really is such a thing as a natural monopoly
– would be a disservice to the people of South Dakota”
JIM BURG, Chairman, South Dakota Public Utilities Commission
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DEREGULATION AND
THE “NEW ECONOMY”
Wall Street celebrated the “new economy”
created by the Internet in the late 1990s.
As mouse clicks moved products and money
around the world, traders at computer
screens placed bets on power and energy.
Champions of deregulation pushed Black Hills
Corporation to embrace the new paradigm.
Instead, they resisted pressure to abandon
the lessons of the past and focused on the
opportunities created by a marketplace
hungry for energ y.
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T

he future is here – and the future is
competition,” Elizabeth Moler told reporters
on April 24, 1996. As chairperson of the Federal
Energ y Regulatory Commission (FERC),
Moler announced that existing utilities would
be required to allow competitors to transmit
power at cost over their existing lines. This
wasn’t welcome news. It was as if a farmer
bought a truck and the government told him
that he had to loan his truck to a competitor
whenever the competitor asked, and he could
only charge the price of the gas and depreciation
with no profit or compensation for having the
truck when it was needed. On the other hand
in this case, the farmer would be the only one
in town that the government had authorized
to own a truck; giving him a special privilege
from the state.
The FERC said it wanted to promote
competition in the wholesale market and
“bring more efficient, lower cost power
to the nation’s electricity consumers.” Its
new rules did not deregulate the power
industry; they simply restructured it for
interstate transmission. State public utilities
commissions did not have to adopt the
same philosophy.
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As policymakers embraced deregulation,
utility executives faced critical decisions. In
California, long-time utilities like Pacific
Gas & Electric were forced to sell their power
generating assets. Montana Power Company,
after pushing for deregulation, eagerly sold its
plants and power purchase contracts to redeploy
its capital in telecommunications, rebranding
itself as Touch America. Utilicorp United
of Kansas City (the owner of Aquila, Inc.)
entered a variety of unregulated businesses
around the world, including in Australia and
New Zealand. The company adopted a highly
leveraged strategy that raised its debt ratio to
56 percent compared to a 50 percent industry
average. But the poster child company for the
era was headquartered in Houston, Texas, and it
promised to revolutionize the electric industry.

ENRON RESHAPES THE MARKETPLACE
Founded in 1985 out of the merger of two
natural gas pipeline companies, Enron had
fashioned itself as an aggressive buyer and
seller of natural gas by the early 1990s. As
journalist Roger Lowenstein has written, the
company embraced a financial strategy that
“any commodity could be reduced to a financial
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As Enron became one of the biggest success stories of
the 1990s, company executives touted their business
model as the cutting edge of energy trading.

quotient, to a sub-particle of tradable risk.”
The company benefitted enormously when
the Commodity Futures Trading Commission
exempted energy derivatives and related swaps
from government oversight in 1992. It soon
became “the largest natural gas company in the
largest natural gas market in the world.”

Enron poured millions of dollars into
lobbying efforts at home and abroad, pushing
for deregulation and privatization of energ y
markets. It bought fuel and power generating
assets on every continent, and then set out
to exploit the market opportunities created
by new regulatory regimes. By the mid1990s, with the globalization of finance and
the rise of international trading in all sorts
of commodities and securities, Enron had
accumulated significant assets and could
influence prices in some markets.
Flush with success in natural gas markets,
Enron believed it could revolutionize the
market for electricity, as well. CEO Jeffrey
Skilling traveled the country asserting that
consumers paid three to eight times the cost
of wholesale electricity. Deregulation, he said,
would save them $60 to $80 billion a year.
To establish itself as an electric utility, Enron
bought a major Oregon utility, Portland
General, in 1996. The following year, Enron
announced that it intended to become
the world’s leading energ y company and
would move aggressively into the market for
electricity. The company planned to supply

power to consumers and companies, and
to trade electricity in a growing wholesale
marketplace. Business Week proclaimed that
Enron had evolved “from a stodg y pipeline
company into a corporate colossus.”
People in the electric industry who disagreed
with Skilling and viewed Enron’s claims with
suspicion argued that the electrical industry
was not like natural gas. Transmission was less
dependable, interrupted by thunderstorms or
complications on the grid. The industry was
also regulated heavily by the states, and not the
federal government making it more difficult to
create a single, integrated, nationwide system.
Finally, it was harder to make money buying
and selling electricity when a company didn’t
actually own power plants.
In Washington for hearings on energ y-policy
issues around this time, Ev Hoyt heard
Jeffrey Skilling testif y before Congress.
When congressmen quizzed Skilling about
Enron’s energ y marketing strategies, he
seemed to patronize the legislators. Hoyt
was astounded. “ Where is the benefit to
customers ?” he thought as he considered
Skilling’s proposals.

As they went to industry meetings during this
era, Dan Landguth and Hoyt were frequently
accosted by their peers in the industry. They
urged Black Hills Corporation to “get on
the train” and help lobby the South Dakota
Legislature for deregulation. Landguth and
Hoyt refused to get on board.

As opportunities expanded in the energy industry oil
and gas development became increasingly important.
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Net income had increased by more than 400 percent
by 1996. Diversification and more efficient operations
contributed to the bottom line.

WYOMING AND SOUTH DAKOTA
CONSIDER DEREGULATION
The states of South Dakota, Montana and
Wyoming responded differently to the FERC
order and the movement toward deregulation.
Montana lifted many of its rules in 1997. The
state commissions in Wyoming and South
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Dakota also considered changes in policy to
encourage competition. At a Wyoming hearing,
PacifiCorp, Utah Power and other companies
pressed the Public Service Commission to
embrace the movement sweeping the country.
“Along with the rural electric cooperatives in
Wyoming,” Landguth said, “we were the only
voices in opposition.”

effective, only to find out later that there really
is such a thing as a natural monopoly – would be
a disservice to the people of South Dakota.” Burg
and fellow members of the South Dakota PUC
kept their eyes on California, Montana and other
states to see how the reality of deregulation would
test the academics’ theories.

To understand how deregulation or
“restructuring” would affect Wyoming and South
Dakota, Black Hills Corporation commissioned
a study by the consulting firm, Texas Perspectives,
Inc. Issued in December 1997, the report said
customers in Wyoming and South Dakota
enjoyed some of the lowest rates for electric
power in the country. Nationwide deregulation
would likely raise prices in parts of the country
like Wyoming and South Dakota, while lowering
them in the northeast and California.

A THREE-PART STRATEGY EVOLVES

Fortunately for Black Hills Power, officials
in Wyoming and South Dakota were in no
hurry to follow the crowd. South Dakota
PUC Chairman Jim Burg told the Rapid City
Journal, “I personally don’t see any advantage to
restructuring in South Dakota at this time…To
break up a network that has been reliable and cost

In a competitive market, Black Hills Corporation
had neither the size nor the scale of operations
to be as competitive as others might be. If
the company didn’t grow, there was a good
chance that it would be acquired. Around the
country, other small electric utilities were being
consolidated into larger companies. It was like
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Against the backdrop of increasing deregulation
and the lobbying efforts of Enron and others,
Black Hills Corporation had to re-evaluate its
strategy. The success of Neil Simpson II made
a bright future for Black Hills Corporation
possible. The plant would generate earnings that
could be invested in new businesses or returned
to shareholders through increased dividends.
Management evaluated the opportunities even
as it measured the threat from deregulation.

the 1920s all over again. “We had to find some
other growth opportunities,” said Landguth.
“That was the only way to stave off potential
buyers.” The company also believed it was the
best way to protect customers in South Dakota
and Wyoming.
Having consolidated its business operations and
divested the trucking and oil pipeline companies,
Black Hills Corporation had rejected acquisitions
in industries outside of its core capabilities. The
company was focusing on its traditional strengths –
power generation and fuel development. A mission
statement developed in the summer of 1996
emphasized a desire to become national in scope
and competitive in pricing.
The updated Focus 2000 strategic plan set
a goal of 5 percent growth in earnings per
year. The strategy for that growth depended
on building new power generation facilities
capable of producing a combined 1,000 MW
of electrical power. In other words, Black Hills
Corporation set its course in the exact opposite
direction of Enron and others. While Enron’s
Skilling advised companies to “decapitalize”
and focus on transactions, Landguth wanted to
invest capital in fixed assets that would provide

a stable power source for customers and longterm earnings for shareholders.
Shortly after FERC opened transmission lines
to other power producers in 1996, Black Hills
Corporation announced a major restructuring.
According to Landguth, the company’s new
strategy defined in the mission statement would
seek “to position the Company nationally” and “to
offer competitive prices” in a variety of markets.
Black Hills Power reorganized into four business
units along functional lines. Power Resources,
headed by Tom Ohlmacher, focused on power
generation. Retail Electric (regulated), led by Hoyt,
took care of transmission and distribution. Energy
Services, led by Hoyt and Jim Mattern together,
put its emphasis on customer service. Finally, a
fourth group, Corporate Support, was responsible
for general administration. The new alignment
allowed the company to track costs as it would in
a deregulated environment. If deregulation came,
Hoyt said, “We were prepared to break Black Hills
Power into those functional units.”
In some ways, Black Hills Corporation began to
understand that it had the better of two worlds. In
its home service territory, it continued to operate
in a relatively traditional regulated market. “We

felt we were protecting our customers,” Hoyt
said. “But if California or Oregon wanted to
deregulate, fine. We would be a power supplier
to those regions.” As always, Black Hills
Corporation’s greatest asset in a growing market
for power was the coal.

WYODAK GROWS
With the Wyodak mine as the golden goose, Black
Hills Corporation was constantly looking for
ways to increase the efficiency and effectiveness
of the mining operation. On September 12, 1995,
the mine ended one chapter in its history when it
closed the South Pit. Over the course of 36 years,
55.5 million tons of coal had been mined from
there. With its closing, the company began work
on restoration, turned to more profitable coal
seams and upgraded its facilities.
In the fall of 1996, the company reached an
agreement to acquire a portion of the Clovis
Point Mine adjacent to Wyodak. Under the
agreement, Wyodak Resources Development
Corp. assumed Kerr-McGee’s responsibility to
reclaim an existing Clovis Point pit in exchange
for the mine, an office building, a train load-out,
and a shop. “That was great for us,” mine manager
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GIANT EQUIPMENT IN THE PIT
1990s

In-pit equipment continued to grow in size and
capacity at the Wyodak Mine. A WA900 shovel
loaded a 200-ton Rimpull end dump truck.
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Jim Williams said, “because we needed a place
to dump overburden we were mining elsewhere.”
The deal also increased Wyodak’s federal and
state leased coal reserves from approximately
173 million tons to 330 million tons.
As U.S. demand for coal continued to rise, Black
Hills Corporation looked for ways to sell coal to
eastern markets. To pursue this strategy, Black
Hills Capital Group formed a new subsidiary,
Black Hills Coal Network, in September 1998
and then acquired the assets of an Ohio-based
company, Coal Network. The management of
Coal Network had already sold Powder River
Basin coal to Midwestern markets, and Black
Hills Corporation hoped they could do the same
for Wyodak coal.

OIL AND GAS EXPANDS
By the late 1980s Black Hills Corporation’s oil
and gas exploration and development subsidiary,
Western Production Company, had made
important investments with other partners in
oil and gas properties, but except for the FinnShurley Field in Wyoming, it lacked significant
operations of its own. In the early 1990s,
Landguth looked for someone who could turn

BRIDGES OF COMMUNITY SERVICE
On a Saturday in September 1995 two
dozen Black Hills Corporation employees
volunteered to rebuild two railroad bridges
near Hill City. They measured and cut wood,
laid planks and nailed side rails, to help
convert the abandoned Burlington Northern
railroad bed into a 114-mile recreational trail
for pedestrians and bicycles traveling through
the Black Hills.
With corporate prosperity tied to the health
of the local economy and a culture rooted
in Western traditions of cooperation, the
company and its employees have long been
generous with volunteer hours and resources.
In an average year in the 1990s, the employee
newsletter reported on efforts to raise money
for the March of Dimes, partnerships with
local schools, contributions to scholarship
funds, pro bono electrical work for a Little
League baseball field, equipment donations
to public agencies and more.
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For decades, the company also played a
major role in local economic development
efforts organized by chambers of commerce
and government. Its employees served in
positions of community leadership and even
in the state legislature. On the job and off the
tradition of service was woven deeply into
the fabric of the company’s culture.
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David Emery represented both the heritage and
future of Black Hills Corporation. An enrolled
member of the Cheyenne River Sioux Tribe,
Emery’s grandfather and father had worked
for Black Hills Power and Light. As a child, he

11.25m

87

Western Production into a producer. The person
he chose as general manager in 1993 had deep
roots in the Black Hills Corporation culture.

After graduating with a degree in petroleum
engineering from the University of Wyoming,
Emery worked in the oil fields of Wyoming
and off the coast of Texas in the Gulf of Mexico
in the mid-1980s. When the industry went
into a recession, many people were laid off.
From time to time Emery had asked his father
and others about openings in the oil and gas
division of Black Hills Corporation, but there
was never a job that seemed to fit. Then, in June
1989, home in Custer to get married, he got a
call just as he was about to go to the wedding
rehearsal. “I interviewed the first morning of my
honeymoon,” he said. He continued to talk with
various managers at Black Hills Corporation
over the telephone over the next several days

15.00m

19

Jim Emery, a long time BHP&L manager, served in
both the South Dakota House of Representatives
and State Senate. Jim’s father was also a company
employee. Jim’s son, David, grew up walking power
lines and talking to customers at the front door.

as he and his wife Deanna traveled from Custer
to Glacier Park and back. And on the last day
of his honeymoon he interviewed again with
Jim Mattern at a café in Custer. Just as he was
ready to go back to work in Fort Worth, Texas,

19

liked to come into the headquarters building on
Sixth Street because “I knew which of the ladies
had candy on their desks,” he said. When his
father, Jim, was the district manager in Custer,
Emery sometimes answered the front door when
customers came to their home because their
service had been shut off for non-payment. As a
boy, he walked the lines with snowshoes bound
to his feet with his father during winter storms.
During the summer he checked for outages after
lightning storms.

Net Income

Although revenues from oil and gas doubled between
1987 and 1994, net income from these operations
remained essentially flat.

Black Hills Corporation offered him a job with
Western Production.
“It was a very small company,” Emery said.
“We took small working interests in lots of
wells rather than a bigger ownership stake.”
In Wyoming, Western Production Company
operated most of the wells in which it had an
interest, but the company was not integral to
the overall strategy of Black Hills Corporation.
Under Emery’s leadership of the oil and
gas operation, Black Hills Corporation was
beginning to adjust the strategy for the
business. For a number of years, the company
had attempted to grow this business with
internally generated capital. As a result, growth
was slow. By the early 1990s, it was clear that
this approach would take too long to make an
impact on the bottom line. The company had
two options: Spend more capital to increase the
scale and scope of the business more quickly; or
look for a way to tie the oil and gas operations
more closely to the company’s main business –
power generation.
As the market for gas-fired plants exploded in
the mid-1990s, the company began to move

in this direction, investing more in natural gas
exploration and production and expanding the
development of gas-fired power plants. In some
ways, the plan mirrored the strategy of owning
a coal mine and power plants at Wyodak. With
natural gas, however, the company could sell
its produced gas into the Northern Rockies
Pipeline System and then buy gas for its power
plants out of the same system for a comparable
price. According to Emery, “it gave us the
opportunity to mitigate the risk of gas price
fluctuations.” Since the company had agreed to
bear the risk of fuel price fluctuations in its rate
freeze agreement with the South Dakota PUC,
this hedging strategy was important to the
company’s overall profitability. With a strong
base in natural gas development, the company
would also develop a better knowledge of the
market “to get the best price for our production
and also the cheapest price for our usage,” said
Mark Thies, who joined the company in 1997
as controller.

Drilling in the Gulf of Mexico in 1999 Black Hills
Exploration and Production and partner Spinnaker
Exploration discovered significant sources of
natural gas.

The oil and gas company continued to expand in
the western portion of North America through
the late 1990s. With joint venture partners, the
company participated in the drilling of wells in
the Gulf of Mexico. The project provided short-

term profits, but it did not fit with Black Hills
Corporation’s strategy to look for long-term
investments that would generate stable income
streams from ongoing operations.
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value of its oil and natural gas properties. As
oil and natural gas prices began to rebound,
the business became increasingly profitable.
In 1999, to link the oil and gas company
more closely with the parent organization,
Black Hills Corporation changed Western
Production’s name to Black Hills Exploration
and Production (BHEP).

From the company’s offices in Colorado, Enserco
traders, like Tim Wickersham, checked market prices
for natural gas and other energy commodities.

By its nature, the oil and gas exploration and
development business has higher risks. Prices
for oil and natural gas could be volatile. As oil
prices hit historic lows in 1998, Black Hills
Corporation had to take an $8.8 million noncash charge against earnings to write down the
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By the spring of 2000, Black Hills Exploration
and Production was operating 260 to 270
productive gas and oil wells in Wyoming.
Operating costs had been reduced from $7.12
per barrel in 1991 to $3.66 in 1999. Total
annual production had risen 170 percent from
287,000 barrels of oil (or equivalent) to 777,000
barrels. Reflecting the company’s expanding
vertical operations, this product was marketed
through a new subsidiary created to exploit the
opportunities created by deregulation.

MARKET INTELLIGENCE GIVES DIRECTION
With deregulation, electric utilities, like
phone companies in the 1980s, perceived an
opportunity to sell other products and services
to existing customers. Companies considered
conservation and energy use monitoring,
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home alarm systems, communications, cable
television, natural gas and other utility-like
services. Utilicorp in Kansas City had been
the first company to launch a portfolio of
these kinds of services, creating a subsidiary
called EnergyOne in 1995. Enron and other
companies followed suit. This business model
was still developing in the industry when three
former executives from KN Energy, a major
national pipeline and energy storage company,
approached Black Hills Corporation about
a partnership.
The conversation between Phil Schaefer,
Allen Dennis, and Shawn McLaughlin of KN
Energ y and Dan Landguth led to the creation
of Enserco Energ y in 1996. Schaefer and
Dennis would focus on the opportunities to
develop bundled services. In the meantime,
McLaughlin, who had experience as an energ y
trader, would lead Black Hills Corporation’s
efforts to develop its natural gas marketing
business. With the natural gas industry already
deregulated and signs on the horizon that
electricity would follow, Enserco promised to
position Black Hills Corporation for changes
that were likely to take place at both the retail
and wholesale levels.

As it entered the energ y trading business,
Black Hills Corporation embraced a cultural
challenge. Commodity traders are inherent
risk takers. Minute-to-minute, they scramble
to identify price advantages that allow them
to buy or sell contracts for commodities at a
profit. To become more entrepreneurial, Black
Hills Corporation needed to incorporate this
mindset into its culture, but the company’s
executives did not want to lose the focus on
service and financial prudence that had built
the organization. To blend these two business
cultures, the company’s executives had to
exercise some finesse.

ELSTER A3R ALPHA PLUS
ELECTRONIC METER

Introduced in the 1990s, electronic meters
contained no moving parts. With the addition
of radio communications, they could be read
automatically and remotely.

To develop a stronger energ y marketing
capability within Black Hills Corporation,
Kyle White went to Colorado to work with
the Enserco team on the development of a
business plan for a product called Hometown
Connections, a bundled services program for
the American Public Power Association to
offer to its member utilities. White’s work
in Colorado gave Black Hills Corporation
better insight into the market potential for the
bundled services concept. It also helped bind
the cultures of the two organizations together.
But integration took time.
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As Enserco grew, it developed two core
commercial divisions. The first focused on
wholesale natural gas marketing and trading.
Enserco employees bought, sold, transported and
stored natural gas throughout the western and
middle regions of the United States and Canada.
The second division provided services to smaller

On the trading floor, Enserco employees monitored
hour-by-hour changes in natural gas prices. Their
knowledge of the markets helped them get the best
prices for their customers including independent
producers and end-users.
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producers who did not have their own in-house
marketing team.
By the middle of 1998, it had become clear to
many in the electric utility industry that the
bundled services concept was struggling. After
investing $20 million, Utilicorp had revamped
its strategy. It relaunched the EnergyOne
business with a partner, PECO Energy,
Pennsylvania’s largest utility, a subsidiary of
Exelon. Closer to home, it became apparent to
executives at Black Hills Corporation that while
the concept of bundled services had promise, it
would take a long time to develop and implement
and would offer generally low returns relative
to the company’s other businesses. Black Hills
Corporation decided the opportunity didn’t
merit further investment.
Meanwhile, the energy trading business looked
promising. In 1997, Enserco’s first full year of
operation, the company marketed almost 35
billion cubic feet of natural gas. The following
year volume rose to nearly 178 billion cubic
feet. That year, Black Hills Corporation
decided to buy out its partners, make Enserco
a wholly owned subsidiary, and refocus the
business exclusively on energ y trading.
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By expanding its wholesale and trading
operations through Enserco, Black Hills
Corporation gained a better understanding
of other markets and regulatory environments
and it put the company in touch with
potential partners. With a hand in the energ y
marketing business, Black Hills Corporation
was also in a position to capitalize on shifts
in energ y prices.
The move into energ y marketing changed
Black Hills Corporation’s revenue picture
considerably. By 1998, for example, energ y
marketing accounted for 74 percent of
total revenues as cash pumped through the
operation. In the short term, however, this
subsidiary did not have a major effect on the
bottom line. That year, energ y marketing
showed a small loss that accounted for a
negative 1 percent of total income. But Black
Hills Corporation hoped that Enserco and
other energy marketing efforts would position
the company for the future.
As Black Hills Corporation reached into other
sectors of the energy industry, the company also
acquired Wickford Energy Marketing, Inc. in
July 1997 and renamed the business Black Hills

Energy Resources. Based in Houston, Texas,
Black Hills Energy Resources focused initially
on marketing natural gas and crude oil. In 1999,
however, Black Hills Corporation decided to
divest non-strategic energy marketing operations
and sold its Pennsylvania-based natural gas
marketing group for a gain of $800,000. The
company also divested its Denver-based retail
gas marketing operations for a gain of $1 million.
Gary Fish, president and chief operating officer
of Black Hills Corporation’s non-regulated
energy group explained that Black Hills Energy
Resources intended to concentrate on marketing
crude oil and acquiring related transportation
assets, leaving gas marketing to Enserco.
A critical piece of the crude oil marketing
strategy was the acquisition and development
of pipelines. Under the leadership of Scott
Bormaster, who had run Wickford’s crude
oil marketing operations, Black Hills Energy
Resources managed the company’s Black Hills
Millennium Pipeline. By the spring of 2000,
Energy Resources had also entered into a joint
venture with Equilon Pipeline Company to ship
approximately 65,000 barrels per day of foreign
crude oil from the Gulf Coast to connecting
pipelines in Longview, Texas.

DEREGULATING TELECOMMUNICATIONS
The breakup of the largest corporation
in the United States in 1984 signaled the
start of a new era in telecommunications.
With more than a million employees, AT&T
represented the best and the worst of public
utility monopolies. Accepting competition in
the long distance and telephone equipment
markets, AT&T agreed to let its “Baby Bell”
local telephone companies go their own way.
It also gave them a newly developed product
as a parting gift – the cell phone.
Competition flourished in the markets
for long distance, telephone equipment,
information services and cellular telephony
over the next 12 years. When Congress passed
and President William Clinton signed the
Telecommunications Act of 1996, the new law
sparked competition for local service as well.
With the take off of the Internet at the same
time, a host of new companies across the
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country laid fiber optic lines to compete with
existing local telephone and cable television
companies. Between 1996 and 2000 capital
spending by telecommunication companies
rose 148 percent. At the same time, share
values rose even more quickly, especially for
the new competitive local exchange carriers.
Among the new competitors were a handful
of electric utilities.

Together, Enserco and Black Hills Energy
Resources comprised a critical part of the
Black Hills Corporation strategy. The two
organizations were constantly on the lookout

for potential partners and markets for the
company’s operations and products nationally
and internationally. Closer to home, Black Hills
Corporation saw an opportunity to offer a vital
new service to existing customers.

CUSTOMERS SEEN AS VITAL ASSETS

Surveys showed that nearly all customers had a
favorable impression of Black Hills Power in the mid1990s. Building on these relationships, the company
launched Black Hills FiberCom.
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With the potential threat of competition on the
horizon, Black Hills Corporation continued
to look at its relationship with existing electric
customers. Management wanted to assess
any weaknesses that might give a potential
competitor the ability to take away customers. In
August 1994 Black Hills Power commissioned
an independent customer satisfaction survey.
The results were reassuring: 98 percent of
the customers surveyed were favorable to the
company overall and were happy with the price
of electricity, the reliability of the service, and
the company’s fairness in dealing with problems.
The results also suggested strategic opportunities.
Good relationships with customers were an asset,
an asset that could be developed.
To the executives at Black Hills Corporation in
the mid-1990s it made sense that if the company
was already delivering electric service to customers
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in the region, it ought to be able to deliver
other services too. The deregulation of natural
gas and telecommunications offered excellent
opportunities for electric companies to diversify
and to take advantage of the equipment, easements
and infrastructure, customer relationships and
billing systems they had in place to deliver these
services. With the Internet driving new demand
for telecommunications and multimedia services
and new legislation that opened the market to
competition, Black Hills Corporation decided to
consider the opportunities.
South Dakota had begun to deregulate
telecommunications shortly after the break
up of the Bell System in the late-1980s,
dividing telecommunications services into
three categories: fully competitive, emerging
competitive, and non-competitive. When
Congress passed the Telecommunications Act
of 1996, the pace of competition and investment
in telecommunications accelerated around the
country. The Act required local phone companies
to open their markets to new entrants and to sell
access to their systems at wholesale rates. New
entrants, dubbed “Competitive Local Exchange
Carriers,” sprang up across the nation. They
included newly formed subsidiaries of a number

of electric power utilities. The excitement over
these new opportunities, combined with the
birth of the World Wide Web and tremendous
advancements in fiber-optic technologies led to
a boom in telecommunications stocks.
Black Hills Corporation began to seriously
evaluate this option in 1998 after an
internal effort to improve the company’s
radio communications system led to a much
bigger vision. “Our executives met with
U.S. West,” said Ev Hoyt, “and asked them
whether they were going to bring advanced
telecommunications services to the Black Hills
region. Their response was ‘No, we won’t do
that.’” Black Hills Corporation was concerned.
The company recognized its own need for
high-speed connections. It also understood
that broadband infrastructure was going to play
a key role in regional economic development.
Leaving the Black Hills on the wrong side of
what some were calling “the digital divide”
would stunt economic growth and could have a
serious effect on the future demand for power.
Encouraged by civic and economic development
leaders in the area who shared these concerns,
Black Hills Corporation commissioned a

marketing study to see whether customers
would buy competitive telecommunications
from their power provider, rather than the
incumbent telephone company – U.S. West.
The results were astonishing – at a 10 percent
discount on current phone rates, nearly 9 out
of 10 customers said they would switch to
Black Hills Corporation.
Evidence of local support for an entry into the
telecommunications industry echoed the stock
market’s enthusiasm for telecom investments.
On Wall Street, telecommunications companies
were enjoying a remarkable run. WorldCom’s
stock traded at $17.50 a share in 1997 and was
headed to $60 a share in 1999. Level 3, a fiberoptic company, experienced similar results.
Cisco Systems, the company that made many
of the routers that telecom companies relied
on, had seen its market capitalization increase
from $9 billion in early 1995 to $102 billion
by late 1998. With all of this decisive market
intelligence, Black Hills Corporation began
to fast-track development plans for a new
broadband telecommunications subsidiary.
In May 1998, the company created a new
subsidiary, Black Hills Fiber Systems and filed

OIL ALONG THE GULF COAST
The acquisition of Wickford Energy Marketing
in 1997 enabled the company to market oil
for independent producers in both the South
and the Great Plains region. Wickford became
Black Hills Energy Resources in March 1998.
With its headquarters in Houston, Black Hills
Energy Resources expanded into oil storage and
transportation in 2000 when it partnered with
Equilon Pipeline Company. The two companies
aligned to ship approximately 65,0000 barrels
of foreign crude from the Gulf Coast to pipeline
carriers operating out of Longview, Texas. With
the support of Black Hills Corporation, Energy
Resources expanded in 1999 and 2000. Three
years after acquiring Wickford, Black Hills
Energy had doubled the volume of oil traded by
the company’s employees.

BLACK HILLS CORPORATION LEADERSHIP
1998
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Leadership team members posed at the dedication of
the Avenue of Flags. The company gave generously to
enhance the “Shrine of Democracy.”
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an application with the South Dakota PUC
to have the new company recognized as a
telecommunications provider. Landguth told
the media that the company was “evaluating
its opportunities.”
Four months later, Black Hills Corporation was
ready to pull the trigger. On September 17 the
company announced it would build a 200-mile
fiber optic backbone and a 500-mile hybrid
fiber coaxial network in Rapid City and the
Northern Black Hills. The $40 million network
would take 18 months to construct, and when it
was done the company’s newest subsidiary – now
named Black Hills FiberCom – would provide
a “triple play” of services including telephone,
high-speed Internet and cable TV. The Rapid
City Journal celebrated the investment and the
spirit of deregulation proclaiming in an editorial
that the “Telecom Act is working.”
To help the development of the FiberCom
system, Black Hills Corporation made a
number of important strategic decisions.
Concerned that the company lacked expertise in
telecommunications, Black Hills Corporation
entered into a partnership with GLA
International of St. Louis. Founded in 1992,

GLA provided consulting and engineering
services in telecommunications. This company
acquired a small fiber-optic/coaxial cable
design and mapping business in 1994, and then
merged with GDS, a telephony engineering and
information systems company. By the time it
teamed up with Black Hills Corporation, the
company had experience building competitive
local exchange carrier networks in the United
States, Canada and South America.
Having forged a partnership with a firm that
had expertise in the industry, Black Hills
Corporation also recruited experienced
staff to run FiberCom. Jim Feehan became
employee number one in charge of the build
out and setting up operations. The company
also hired Ron Schaible to lead FiberCom.
Schaible had extensive experience in the
telecommunications industry. He recruited a
number of key managers from that industry,
but the team also included long-time Black
Hills Corporation employees who were ready
for a new challenge. Kyle White, for example,
took over marketing responsibilities for the
new business. By the time FiberCom was
ready for customers in September 1999, the
staff had grown to 40.

Community leaders joined company employees for
Black Hills FiberCom’s groundbreaking. Fast-tracking
construction, the company began offering service in
the fall of 1999.

Fast-tracking the build-out of its initial network,
FiberCom began offering service to a limited
number of “practice” customers in the fall of 1999
to establish protocols and practices for the roll
out later that year. As the company prepared for
the launch of its services, Schaible encouraged
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employees “to delight the customer” with more
coverage, greater transmission speeds, more
cable channels and additional features. The first
customers to experience FiberCom’s high-speed
service were indeed delighted.

Gary Fish became president and chief operating
officer of the company’s non-regulated energy
group in September 1999. With 11 years experience
at Black Hills Corporation, he brought expertise in
accounting and business development as well as an
entrepreneurial spirit.
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REORGANIZING FOR THE FUTURE

THE END OF EUPHORIA

To align the structure of the organization with
the evolving strategy, Landguth announced in
October 1999 that Black Hills Corporation
would be divided into three business units:
regulated electric utility, communications and
technology, and non-regulated energy. Hoyt
continued to run the regulated utility business,
which consisted primarily of the corporation’s
core business – Black Hills Power and Light.
Schaible oversaw the communications and
technology business. Gary Fish became
president and chief operating officer of the
non-regulated energy business.

As technology and telecommunications stock
prices skyrocketed in the late 1990s, the bulls in
the stock market proclaimed that fundamental
changes were taking place in the economy. The
Internet would eliminate the need for bricks and
mortar stores. It would cut the middleman out
of many transactions. It would integrate markets
and lower prices. Infected with the excitement
generated by this new technology, the shares of
any company with “dot com” in the name rose
dramatically with each initial public offering.
Telecommunications and energy trading
companies rode the escalator with the Internet
stocks to corporate stardom. Over the water
cooler at the office and alongside the mini-van
at day care, people talked about hot stocks and
plowed their savings into the market. For awhile
they were richly rewarded. In the 12 months
between March of 1999 and March 2000, the
NASDAQ rose an incredible 108.4 percent. But
the boom could not go on forever.

As part of the reorganization, the company also
rebranded some of its business units to more
closely align them with the Black Hills name.
Western Production Company, for example,
became Black Hills Exploration and Production,
Inc. on January 1, 1999. The rebranding helped
Black Hills Corporation position its various
subsidiaries as part of an integrated energy
development, production, transmission and
marketing organization. Investors embraced
the strategy, but in 1999 the excitement on
Wall Street over new high-tech businesses was
almost overwhelming .

Deregulation and the New Economy

Federal Reserve Bank Chairman Alan Greenspan
warned of an “irrational exuberance” in the
market as early as 1996. His warning caused only
a mild downturn in the market before prices
rebounded and began rising again. Indeed, even

Greenspan seemed to retreat from his earlier
concerns. By 1998 the monetary policies of
the Federal Reserve were helping to fuel the
increasing rise in the stock market. The market
began to turn quietly in the fall of 1999 as
corporate insiders began to sell their shares. As
small investors continued to pour money into
stocks, the market gyrated in March, 2000 with
big swings up and down, especially for the shares
of companies engaged in e-commerce.

California energy crisis, and then the collapse of
Enron. Through this entire period, Black Hills
Corporation navigated the whitewater, moving
ambitiously into deregulated markets but with
a financial conservatism that generally kept
investors satisfied. As with dot com commerce,
the lessons of the “new economy” for the power
industry were to be found in California.

On April 14, 2000 the dot com bubble burst.
The Dow Jones Industrial Average dropped 616
points by the end of the day to close at 10,307.
The Friday selloff marked the end of a week when
technology stocks plunged and the NASDAQ
lost nearly 25 percent of its market cap, erasing
nearly $1 trillion in wealth in five sessions. By
the late winter of 2001, the NASDAQ was down
nearly 60 percent from its high point in early
2000, erasing nearly $5 trillion in wealth.

As the stock market tumbled in the spring and
summer of 2000, California faced another set of
problems. Two years earlier, on April 1, 1998 the
state implemented new rules that substantially
restructured the electric utilities market. At
first, the effect of this restructuring seemed
to follow the course predicted by champions
of deregulation. On average, wholesale rates
dropped, and with retail prices fixed, the state’s
largest utilities were able to recapture billions
of dollars of what might have been stranded
investment. But the news was not all good.

The beginning of the bear market did not
immediately signal problems for the energy
industry. Over the next two years, the enthusiasm
for the paradigm that favored traders over
producers, markets over regulation, and profits
over service did begin to ebb. First came the

CALIFORNIA SUFFERS ENERGY CRISIS

Careful observers could see evidence that traders
were experimenting with ways to game the
system. In May 1999, for example, Enron traders
purposefully created congestion in the transmission

A SURGE IN NATURAL GAS-FIRED PLANTS
New construction of gas-fired power plants
surged in the late 1990s driven by several
factors. Gas was relatively cheap and abundant.
Gas-fired plants met with less public resistance,
as compared to nuclear or coal-fired plants,
and could then be built more quickly. Black
Hills Corporation got into gas-fired plants by
acquisition and new construction. In Las Vegas,
the company purchased a 273 MW co-generation
plant northeast of Las Vegas from Enron. The
plant included an existing 51 MW plant and a
222 MW combined-cycle expansion that was
under construction. Black Hills Corporation
completed the construction and brought the
plant on line in January 2003.

more than $1 billion by speculating in California’s
power market.
Weather also contributed to instability in the
California power market. Drought diminished
the state’s hydroelectric capacity in the spring of
2000. On May 22, the state’s Independent System
Operator (ISO) declared a Stage 1 emergency
when its power reserves dropped below 7
percent. The shortage drove up prices quickly,
from an average of $24 to $40 a megawatt hour
to nearly $750 per megawatt hour. Hurting from
these increases, the state accused energy traders
of manipulating prices.

As California’s energy crisis deepened in 2001, Gov.
Gray Davis struggled to reassure residents and find
power to meet the state’s needs. In July he spoke at
the opening of a new gas-fired Calpine power plant.

system to see if the congestion would increase
prices. It did. By the spring of 2000, Enron traders
and others in the marketplace had devised a host
of different strategies to drive up prices and gave
them nicknames like “Fat Boy,” “Get Shorty” and
“Death Star.” For Enron, and others, these strategies
produced enormous returns. In 2000, Enron earned
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Energy traders blamed the regulators. They said
the state had made a number of critical errors
in its deregulation strategy. It deregulated the
wholesale market, but kept price caps on for
retail. The state also told utilities that they could
not enter into long-term, fixed-price contracts for
power. This meant they couldn’t take advantage
of long-term discounts and it made them more
vulnerable to fluctuations in the power spotmarket. In addition, the state was roundly
criticized for having failed to build any major
power plants in more than a decade, despite the
state’s booming population.

Deregulation and the New Economy

California’s problems got worse in January
2001. Rolling blackouts signaled a shortage
of electric power in the Golden State.
Wholesale prices skyrocketed. Power
generators throughout the West, including
Black Hills Corporation, made record profits
selling power to other companies who were
selling power to the Golden State to meet the
needs of the crisis. Because retail prices had
been capped by regulators, California electric
utilities suffered tremendously and ran short
of cash. In January, Southern California
Edison defaulted on $596 million it owed
to power companies and bondholders. Three
months later, Pacific Gas and Electric, the
dominant utility in northern California, filed
for Chapter 11 bankruptcy protection.
In the middle of the crisis, Time magazine
reported that “a deregulation plan that was
supposed to cut electric rates has instead
more than tripled what some California
consumers pay and has proved powerless
to slow a tenfold increase in the state’s
wholesale prices.” Author Daniel Yergin
told the magazine, “The California crisis
puts questions about our entire energ y
infrastructure front and center.” Under

utilities had entered this market and were also
building fiber optic networks.
With the bursting of the Internet bubble in
April 2000, telecom stocks also suffered. The
demand for data transmission that fueled
the enormous investment in fiber-optic
infrastructure never met the predictions of the
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Through the later years of the Internet bubble,
the telecommunications industry had boomed
as new technologies such as cell phones and
the World Wide Web fed the demand for
services and infrastructure. Across the country
and around the world, telecommunications
companies purchased fiber optic lines and
switches to capitalize on the new opportunities
in the marketplace. Meanwhile, many electric
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As investigators looked into what had gone
wrong, they found that capacity shortages in
California were overstated. As it turned out,
California’s energ y-conscious consumers had
actually used less energ y in January 2000
than in the same month in 1999, and even at
the height of the crisis, the state never used
as much power as it had in July 1999. The
demand for power had never exceeded the
capacity of the state’s generating plants. In
fact, during the blackouts of January 2001
the state used 10 percent less electricity
than in previous years. Finally, investigators
reported that 170 new generation and
co-generation facilities had been built in
California during the 1990s, undermining
the argument that the state had not invested
in generation facilities to keep pace with
demand. The crisis seemed to stem from
a faulty regulatory structure and energ y
traders who gamed the system to maximize
their profits.

With the debacle in California, regulators
across the country began to backtrack on the
movement toward deregulation or at least to
be more cautious about the ways in which
“restructuring” might offer opportunities
to those with the ability to manipulate
the market. In South Dakota, California’s
troubles hardened regulators’ resistance to
deregulation. For Black Hills Corporation
and many other power companies the spike
in energ y prices brought record profits and
opened the doors to new opportunities,
but that spring the company also had to
deal with the implosion of an industry into
which it had only recently invested millions
of dollars.

19

pressure from the state and consumers,
FERC finally imposed price controls in
April. These controls were extended to all
the western states in June and some stability
returned to the market.

Customers eagerly registered for Black Hills FiberCom’s
services, but high initial costs kept the company from
being profitable.
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TOUCHED BY SEPTEMBER 11
Across the country Americans responded to the
terrorist attacks of September 11, 2001. In New
York to meet with investors, CEO Dan Landguth
and other senior executives experienced the
devastation first-hand. The heartbreaking stories
of the dead and injured touched all employees.
On September 13, employees gathered on the
steps of the company’s headquarters in Rapid
City to present a check to the Red Cross Disaster
Relief Fund. During the ceremony, to capture
the anguish of all and the longing for an end
to violence, Kyle White read the poem “Maybe
Tomorrow” published in the company’s first
annual report in 1942.

industry’s greatest cheerleaders. In Europe and
the United States, the leading companies had
accumulated nearly $700 billion in debt. By
the spring of 2001, according to Business Week,
“…what once looked like the land of promise,
is quickly turning into a wasteland, as profits
vanish, revenues slump, stocks plummet, and
companies begin going belly-up.”

For Enron, the poster-child company of the new
economy in the energy sector, the collapse of the
telecom market inflicted enormous costs. These
losses and write-downs triggered revelations of
fundamentally unethical behavior and led to a
scandalous declaration of bankruptcy.

Black Hills FiberCom suffered the consequences of
the boom and bust. By 2001, the company had
spent most of the capital it intended to spend
in the Black Hills. From the original $40 million
plan in 1998, capital planning had increased to
$75 million. Driven by the frenzied demand
for equipment and skilled labor at the peak of
the boom, however, capital spending had risen
to $157 million. Paying the interest on this
investment made it very difficult for FiberCom
to show a profit. As a result, FiberCom
represented a substantial drag on Black Hills
Corporation’s net income. The declining
value of telecommunications companies in
the marketplace posed a threat to Black Hills
Corporation’s stock price in the summer and fall
of 2001. Fortunately, the entrepreneurial costs of
the telecommunications business were covered by
substantial earnings in the energy market.

Broad weakness in the financial markets began
to affect high-flying energy trading companies
in the early months of 2001. Although an
analyst at Merrill Lynch asserted that Enron
was “uniquely positioned to be the General
Electric of the new economy,” the company’s
share price had begun to fall as journalists
and others on Wall Street began to question
the company’s accounting. By Memorial Day
weekend, the stock had dropped from its
January $80 price to $52 a share. Through the
summer it continued to fall. In August, Skilling
announced that he was resigning for personal
reasons. Kenneth Lay stepped in to resume the
duties of CEO.

ENRON’S COLLAPSE

Enron’s problems briefly faded into the
background after terrorists piloted commercial
airlines as missiles on September 11, 2001

executives, particularly CFO Andrew Fastow.
Investors were deeply troubled by the revelation
of these self-dealing arrangements and eventually
so were law enforcement officials.
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markets. This instability was exacerbated five weeks
later when Enron revealed a $618 million loss for
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As government investigators looked into
Enron’s finances, they began to investigate the

Enron’s collapse hurt other energy marketing
firms as well, including Kansas City-based
Aquila. Mirant Corp. and Allegheny Energy,
Inc. issued bankruptcy warnings in 2002.
Dynegy and Aquila told investors that they
might not be able to sustain their debt payments
beyond the first half of 2003.
Aquila scrambled to stay afloat. The company
moved to sell its international investments and a
substantial part of its Merchant Services assets.
It shut down its Merchant Services trading
operations. Despite these efforts, Moody’s
lowered the company’s debt below investmentgrade in early September. CEO Robert Green

X

attacking and destroying the World Trade Center
buildings in New York, damaging the Pentagon
in Washington, D.C. and crashing into a field in
Pennsylvania. They killed thousands of innocent
civilians. The attack prompted the government
to shut down air travel and forced the closure
of the New York Stock Exchange. Across the
country citizens rallied to provide aid to the
victims. Black Hills Corporation employees
raised funds for the effort.

Enron’s write-offs decreased shareholder equity
by $1.2 billion and undermined confidence in
Enron’s stock. A week after the partnerships
were revealed, the company reported that Fastow
had been removed from his post. Over the next
several weeks Enron’s stock continued to fall,
losing almost 60 percent of its value.

and his brother, Chairman Richard Green,
felt the pressure from the rating agencies, Wall
Street analysts and investors.

X

Richard Green, a descendant of the founder of
Missouri Public Service, served as chairman of Aquila
as the company struggled to stay afloat in the wake
of Enron’s collapse.
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rest of the energy trading industry. In January
2004, six energy trading firms agreed to pay a
total of $50 million in fines to settle charges
related to false reporting of natural gas prices.
The largest penalties were assessed against the
trading units of Aquila and Xcel Energy who
were accused of attempting to manipulate
natural gas prices. Aquila paid a $26.5 million
fine and Xcel paid $16 million. In agreeing to

pay the fines the companies neither admitted
nor denied the charges.
Black Hills Corporation did not escape the
problems of the era entirely. Sometime later, an
investigation by the U.S. Commodity Futures
Trading Commission in conjunction with an
industry-wide investigation of trade and tradereporting practices exposed that some former
employees of Enserco had provided inaccurate
natural gas price and quantity information to
some industry publications. By September 2002,
these individuals had already left the company.
Black Hills Corporation cooperated fully with the
government’s investigation, paid a $3.5 million
fine and reassured investors that the company was
committed “to the highest ethical standards in all
of its operations.” That year, Enserco, like other
legitimate energy trading companies around the
country, took stock of its business and sought to
strengthen the integrity of its processes.

LESSONS LEARNED
The fallout from the collapse of the dot com
bubble for high-tech and telecommunications
companies was enormous. Historically, this
kind of over-investment often followed the
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introduction of revolutionary innovations
in technology or business processes. More
than 120 years earlier, for example, after a
major spree of investment and construction
in railroads in the 1870s, the United States
had been plunged into a deep recession when
railroad stocks collapsed.
From a long run point of view, there was a bright
side to this over investment. The construction
of those railroad lines, for example, eventually
enabled the tremendous expansion of the national
economy in the later years of the 19th century.
More tracks and more lines allowed different
regions of the country to move agricultural
products and manufactured goods to distant cities
with relative ease. The investment in fiber optic
lines would give a new generation of entrepreneurs
similar opportunities.
The availability of bandwidth to move ideas
and information around the globe, as writer
Thomas Friedman has pointed out, created a
flat world where geography was less of a barrier.
Accountants trained and living in India could
prepare income tax returns for Americans in
Texas or California and transmit their work
back to these clients over fiber-optic lines. Just

as importantly for the Black Hills economy, a
customer service representative in Rapid City
could troubleshoot a computer problem in
Georgia or a software engineer could collaborate
with co-workers in multiple locations around
the globe. The flat world created by this
investment in fiber optics provided enormous
opportunities to entrepreneurs and companies
who could put all of this bandwidth to work.
For Black Hills Corporation, the last decade
of the 20th century, with it’s continued
expansion and diversification, had transformed
the business. The company entered the 21st
century as a much larger and more profitable
organization. Annual revenues had increased
from $127 million to $1.3 billion between 1990
and 2000. Total assets had climbed from $295
million to $1.1 billion. The value of all of the
company’s market capitalization had risen from
$277 million to $780 million. The company’s
workforce had increased from 486 in 1990 to
630 in 2000. These were the important factors
that would carry the company forward in the
new millennium.
As the world re-evaluated the myths and realities
of the so-called “new economy,” Black Hills

Corporation also adjusted. The company had
launched an energy trading business and moved
into telecommunications. Compared to others,
these businesses had emerged from the market
meltdown relatively unscathed. While other
energy traders had cut corners, manipulated
markets and ended up in trouble or in jail,
Enserco had earned good profits while staying
true to the values that had sustained Black Hills
Corporation for decades. FiberCom’s build out
had been expensive, but customers in the Black
Hills had embraced its services with enthusiasm.
Of course there were lessons to be learned, but
there were also significant opportunities. The
shortages of electricity in the summers of 1998,
1999, and 2000, as well as the winter of 2001 had
confirmed the company’s core strategy. As Dan
Landguth put it, “substantial amounts of new
electric generating capacity need to be built to
relieve shortages of electricity.” As long as demand
outstripped supply, prices would continue to
rise, offering economic opportunity to power
generators and their shareholders. Black Hills
Corporation wanted to be the one to build that
generating capacity. As far as Landguth, Hoyt
and the team were concerned, they had the right
strategy, even if the future was uncertain.

CONNECTING THE GRIDS
Rapid City lies close to the dividing point
between the eastern and western electrical
grids in the United States. In 2001, the two grids
connected in only five places. Opportunities to
exchange power between the east and the west
were limited and this situation contributed to
the power shortage in California and the West.
That year, Basin Electric Power Cooperative
and Black Hills Power reached an agreement to
work together to build an intertie just outside
of the city. Completed in 2003, the 200 MW
back-to-back intertie allowed Basin Electric
to better serve its cooperative customers
in Wyoming and South Dakota and it gave
Black Hills Power more opportunities to sell
wholesale power to customers in the east, as
well as the west.

