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Five years ago, we embarked on a plan to add enough generation
to replace an expiring long-term purchase power agreement that
ended mid 2010 and provide for customer growth. The plan also
provided for the upgrade of the environmental controls at two of
our existing coal-fired plants.

This year we saw that plan come 1o fruition as the dean coal
generating units at Plum Point Generating Station and latan 2 came
onfine. it has been the largest construction cycle in the 100-year
histary of The Empire District Electric Company and has resulted in
the nearly doubling of our investment in plant from $860 million

in 2004 to $1.5 billien in 2010. For complete details on this plan,
please read our summary on page 5

During the five-year construction process, we raised capital to fund
the projects by selling equity and issuing bonds. In order to recover
the costs for this bui!ding project, we have implemented about
$100 million in new annual rates and have filed for additional new
annual rates of approximately $40 mitli

Qur electric segment customer growth has slowed, but we have
not seen any customer contraction. The unemployment rate for our
service areas has remained lower than the national average. As
2010 came 10 a close, we began to see a recovery in our industrial
kilowatt-hour and gas sales,

We continue to focus on providing a safe work environment and,
during 2010, we reached significant safety milestones: State
Line Combined Cycle and the Energy Center workgroups each
achieved 600,000 work-hours lost-time injury free, Riverton and
Asbury workgroups each reached 500,000 work-hours injury free.
in an industry as challenging as ours, these records indicate our
employees’ commitment to safety.

On Aprif 28, 2011, Bill Helton will retire from the board of directors
having reached the board's mandatory retirement age. He has
served on the board since 2004 and his vast experience in the utility
industry has been a tremendous asset. We thank Bili for his counsel
and service,

Tom Ohlmacher has been nominated to fill the vacancy and will
stand for election at the Company’s annual meeting of shareholders
in April 2011, Also nominated to stand for election to the board in
April is Brad Beecher, executive vice president. With his election,
the size of the board will increase to eleven members.

Tom has been president and COO of Black Hills Corporation's
Non-Regulated Energy Group since 2001. He began his employment
with Black Hills Power in 1974, During his career, he has held positions
as plant chemist, and in water management, and generation
maintenance and management. As director of electric operations and

priority. Four engrgy 5

Supply; Richam’ Asbury Fnsmy %ppf;, Wavne azety,
Dala, Energy Center Energy Supply, Stuart, State Line Combined Cycle
Energy Supply.




power resources, hie managed fransmission planning, environmental
comptiance, and development of energy marketing, As vice president
of generation, beginning in 1995, in addition to his current role
as president of Black Hills'" Non-Regulated Holdings, Tom has been
involved in the construction planning and commercial development
of 1,700 megawatts of generation including natural gas-fired, coal-
fired, and renewable power generation. Tom received a Bachelor
of Science in Chemistry from South Dakota School of Mines and
Technology in 1974,

Brad joined Empire in 1988 as a staff engineer at the Riverton
Power Plant. He held various positions including director of
production planning and administration and director of strategic
planning. From August 1999 1o February 2001, Brad worked for
Black & Veatch, an engineering and construction firm in Kansas
City. He returned to Empire in February 2001, was elected vice
president — energy supply in April 2001, vice president and CO0 —
electric in June 2006, executive vice president and COO — electric in
February 2010, and executive vice president in February 2011. Brad
graduated from Kansas State University with a Bachelor of Science
degree in Chemical Engineering. He is a registered professional
engineer in the State of Kansas.

On May 31, 2011, I will retire as president and CEO of Empire, but
will stand for re-election to the board in April. On June 1, 2011,
Brad will move into the role of president and CEO.

| have been fortunate to have a wonderful 30-vear career with
Empire and believe the Company is positioned for a great future,
Brad leads a talented senior management team and a bright and
capable workforce ready 1o take your Company to the next level.

w A oo

Biif and Brad,



As | prepare to lead your Company, | consider myself fortunate to
have worked closely the past ten years with Bill Gipson. During
that time, | have witnessed leadership at its finest.

Bill took the reins at Empire during one of the most exditing times
in our Company’s history. During Bill's tenure, we undertook a
construction cycle so large in scale that it effectively doubled the
asset size of the Company.

Bill set his focus on success and never waivered, no matter the
challenge. Be it tight financial markets, multiple ice storms,
unexpected equipment problems, or vastly fluctuating fuel prices,
Bill simply led with a relentless will to succeed.

Finally, | personally thank Bill for being a great friend and mentor. We
will miss having Bill in the office on a daily basis, but are pleased

he will stand for re-election to the board of directors. We wish him
the best in his retirement.

During the past several years, a major focus of your Company has
heen to provide customers an adequate, reliable source of power
from a balanced mix of resources. We have also been working on
ensuring reliability.

We have adopted a reliability initiative, dubbed “Operation Toughen
Up," that targets $10 million per year for ten years, beginning in
2012, to improve and strengthen our delivery system. In connection
with this, we continue to implement our aging workforce plan and
have launched an in-house lineman training program 1o prepare
the next generation of linemen.

We have filed an integrated resource plan with the Missouri
Public Service Commission that puts us on a course to evaluate the
environmental regulation impact on Asbury and possible
mitigation strategies. It also addresses the possibility of converting
Riverton Unit 12 to a combined cycle unit.

We are working to remain in compliance with standards established
by the North American Electric Reliability Corporation regarding
cyber security. We are also actively involved with the Southwest
Power Pool to ensure adequate fransmission resources are
available and that the proper cost aflocation is utilized to protect our
customers.

In the gas operations area, we continue to ensure safe, reliable
service as we work to grow that segment of your Company. To that
end, we have continued with our gas line replacement program
in the Brookfield, Missouri, community, and this year extended
service to Camp Clark in the Nevada, Missourt, area.

An apportunity to expand the Gas operation caime this year. We extended service

10 56 facilities at Camp Clark, Nevadd, Missouii. Camp Clark
National Guard Training Site. Deanna and Ron, Gas Operations,

sourt Army




We will continue to evaluate and refine the key business strategies
that guide us to ensure we remain focused on our goals to provide
increasing value to our shareholders while effectively meeting our
customers’ expectations.

At its meeting in February, your Board put in motion changes to
ensure a smooth fransition in the senior management team. In
addition to my election as president and CEO effective June 1, 2011,
following Bill's retirement, the board also elected Kelly Walters, vice
president and chief operating officer — electric, with continued
responsibility for regulatory afairs; Mike Palmer, vice president -
transmission policy and corporate services; and Martin Penning,
xféie president — commercial egsraiioﬁs These changes were made
1 February 4, 2011, The board also elected Blake Mertens, vice
resident — energy supply, effective May 1, 2011, to fill the vacancy
eated by Harold Colgin's retirement on April 30, 2011.

Your management team looks forward to the opportunities and
challenges ahead of us at The Empire District Electric Company.

fit Empire’s
Basically o
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Between 2004 and 2007, we secured two long-term contracts
with wind-generation developers. The first purchases the
output at the 150-megawatt Elk River Windfarm, and the
second secures 105 megawatts from the Meridian Way Wind
Farm. These projects provide price stability, reduce exposure
to more cost-volatile natural gas, and provide diversity to
our generation resource mix. We began our entry into the
wind generation arena before any renewable mandates were
enacted - it was the smart, economical choice,

To finance these projects, we completed new common stock
issuances of $66.8 million in 2006, $69 million in 2007, and
$120 million from January 2009 through June 2010. We also
issued first mortgage bonds in the amount of $80 million in
2007, $90 million in 2008, and $75 million in 2009.

This past year we issued 4.65% first mortgage bonds with
a ‘principal amount of $100 million. Proceeds were used
to redeem Empire’s 812% trust preferred securities, and to
repay shori-term debt that was incurred, in part, to fund the
repayment, at maturity, of Empire’s 612% first mortgage
bonds due 2010

We also issued $50 million principal amount of 5.20% first
mortgage bonds in 2010, Funds from this issuance were used
to redeem Empire’s Senior Nates, 7.05% series due 2022,
and to repay short-term debt which was incurred, in part, to
fund the construction program. This refinancing allowed us to
reduce our annual interest costs by $3.8 million




Building to Meet Customer Needs

The building projects included in the plan and projections of future customer needs stili found us short of base-load generation. To
fill that void, in March 2006, we entered into an agreement with other utilities to construct a jointly-owned 665-megawatt, state-
of-the-art, coal-fired facility, Plum Point Generating Station. We own 50 megawatts and also secured a 50-megawatt purchase
power agreement from Plum Point that can be converted into an ownership position in 2015. Plum Point completed all in-service
criteria in August, and was put into commercial operation on September 1, 2010. Empire's share of costs for this project through
December 31, 2010, is approximately $86.9 million, excluding allowance for funds used during construction (AFUDC) which totaled
$16.5 million,

As provided for in the plan approved by the MPSC, we entered into an agreement to be a co-owner of latan 2, a high efficiency, coal-
fired power plant. To capitalize on efficiencies from an existing site, the plant is adjacent to latan 1 of which we own 12 percent.
Our additional 12 percent share of latan 2 will provide Empire customers approximately 102 megawatts of capacity. latan 2 began
commercial operation on December 31, 2010. Our share of the latan 2 project costs is expected to be in a range of $237 million to
$240 million, excluding AFUDC. Our costs through December 31, 2010, are $228.9 million plus AFUDC of $19.1 million.

An important part of our plan is to ensure that our existing facilities continue to provide economical energy while meeting all
environmental standards. This required the completion of upgrades at both the Asbury and fatan 1 power plants. At Asbury, we installed
a $31 million Selective Catalytic Reduction (SCR) system to reduce nitrous oxides. In 2009, a $59 million upgrade that included an SCR,
flue gas desulphurization (controlfing sulfur dioxides), and bag house (dust filtration system) was completed at latan 1.




Recovering Costs

Now that these new facilities are providing service, we are allowed
to begin recovering their costs. In Missouri, we began this process
with a rate case completed in July 2008, which started recovery of
costs associated with Riverton 12 and the Asbury environmental
upgrade. This case allowed an annual increase of $22 million.

On September 10, 2010, rates took effect in Missouri to begin recovery
of costs associated with the latan 1 environmental upgrades and
Plum Point. This amounted to an annual increase of $46.8 million.
We then filed a $36.5 million case on September 28, 2010, 1o recover
the investment in latan 2. We expect this case to be complete in
surmmer 2011,

In Kansas, we were granted a $2.8 million increase in July 2010
that covered the environmental upgrades and the capital costs from
Plum Point and latan 2 through January 2010. The remainder of the
capital costs and operation and maintenance expense associated
with these facilities will be recovered in an abbreviated rate case
that will be filed within the next year.

In Arkansas, we filed a rate case on August 19, 2010. On February 2,
2011, we filed a Stipulated Agreement to increase annual rates by
$2.1 million. This will allow us recovery for expenses associated with
the environmental upgrades at latan 1 and Asbury, and the new
generating units, Riverton 12, latan 2, and Plum Point.

in Oklahoma, we have been granted a Capital Reliability Rider to
collect an annual increase up to $2.6 million, subject to refund. This
took effect in two phases. We will now be required to file a rate case
within six months of the commercial operation date of latan 2, which
was December 31, 2010, to make these increases permanent,

We have also filed with the Federal Energy Regulatory Commission
for new rates for our wholesale customers.

h educa nal and bulb glveaway events ‘severa! commumnes

isposal of CFLs. This is Just one of Empire's energy |
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s are avallable 10 electnc cuetomers inall
dito customers in ol gas operatlo {
atives for residential, commercnal and mdusmai ust
5n our Web site: . ‘
ct. mmlenergysaiu&mns

Customer ahid Carol, Corporate Commusications.



0. y that thls has been the largest const iction cycle in our 100—year hlstory is an ,understatement our plant mvestment has
_grown from about $86O mllhon in 2004 to $1.5 billion at the end of 2010.

‘.:The course we have charted and complet d will prowde customers W|th rehable enwronmentally respons:ble cost-effectwe
‘energy for many decades n WI“ provude sha eholders the opportumty to eam a falr return on their mvestment

As 2010 ended we were pleased to look back and see the successful completion of our Iong range p!an However we can not
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Our enhanced tree trimming initiative is also helping to ensure reliability.
Itis showing big results as the number of vegetation-caused outages has plummeted.
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FORWARD LOOKING STATEMENTS

Certain matters discussed in this quarterly report are “forward-looking statements” intended to
qualify for the safe harbor from liability established by the Private Securities Litigation Reform Act of
1995. Such statements address or may address future plans, objectives, expectations and events or
conditions concerning various matters such as capital expenditures, earnings, pension and other costs,
competition, litigation, our construction program, our generation plans, our financing plans, potential
acquisitions, rate and other regulatory matters, liquidity and capital resources and accounting matters.
Forward-looking statements may contain words like “anticipate”, “believe”, “expect”, “project”,
“objective” or similar expressions to identify them as forward-looking statements. Factors that could cause
actual results to differ materially from those currently anticipated in such statements include:

weather, business and economic conditions and other factors which may impact sales volumes and
customer growth;

the amount, terms and timing of rate relief we seek and related matters;

the cost and availability of purchased power and fuel, and the results of our activities (such as
hedging) to reduce the volatility of such costs;

the results of prudency and similar reviews by regulators of costs we incur, including capital
expenditures, fuel and purchased power costs and Southwest Power Pool (SPP) regional
transmission organization (RTO) expansion costs;

the costs and other impacts resulting from natural disasters, such as tornados and ice storms;
matters such as the effect of changes in credit ratings on the availability and our cost of funds;
costs and effects of legal and administrative proceedings, settlements, investigations and claims;

interruptions or changes in our coal delivery, gas transportation or storage agreements or
arrangements;

our exposure to the credit risk of our hedging counterparties;

operation of our electric generation facilities and electric and gas transmission and distribution
systems, including the performance of our joint owners;

volatility in the credit, equity and other financial markets and the resulting impact on our short term
debt costs and our ability to issue debt or equity securities, or otherwise secure funds to meet our
capital expenditure, dividend and liquidity needs;

the periodic revision of our construction and capital expenditure plans and cost and timing
estimates;

legislation and regulation, including environmental regulation (such as NOx, SO,, mercury, ash and
CO,) and health care regulation;

the timing of accretion estimates, and integration costs relating to completed and contemplated
acquisitions and the performance of acquired businesses;

rate regulation, growth rates, discount rates, capital spending rates, terminal value calculations and
other factors integral to the calculations utilized to test the impairment of goodwill, in addition to
market and economic conditions which could adversely affect the analysis and ultimately negatively
impact earnings;

competition, including the regional SPP energy imbalance market;

electric utility restructuring, including ongoing federal activities and potential state activities;



* changes in accounting requirements, including the potential consequences of International
Financial Reporting Standards being required for U.S. SEC registrants rather than U.S. GAAP;

* the performance of our pension assets and other post employment benefit plan assets and the
resulting impact on our related funding commitments;

* other circumstances affecting anticipated rates, revenues and costs.

All such factors are difficult to predict, contain uncertainties that may materially affect actual results,
and may be beyond our control. New factors emerge from time to time and it is not possible for
management to predict all such factors or to assess the impact of each such factor on us. Any forward-
looking statement speaks only as of the date on which such statement is made, and we do not undertake
any obligation to update any forward-looking statement to reflect events or circumstances after the date on
which such statement is made.

We caution you that any forward-looking statements are not guarantees of future performance and
involve known and unknown risk, uncertainties and other factors which may cause our actual results,
performance or achievements to differ materially from the facts, results, performance or achievements we
have anticipated in such forward-looking statements.



PART I
ITEM 1. BUSINESS

General

We operate our businesses as three segments: electric, gas and other. The Empire District Electric
Company (EDE), a Kansas corporation organized in 1909, is an operating public utility engaged in the
generation, purchase, transmission, distribution and sale of electricity in parts of Missouri, Kansas,
Oklahoma and Arkansas. As part of our electric segment, we also provide water service to three towns in
Missouri. The Empire District Gas Company (EDG) is our wholly owned subsidiary engaged in the
distribution of natural gas in Missouri. Our other segment consists of our fiber optics business.

Our gross operating revenues in 2010 were derived as follows:

Electric segment sales® . .. ... ... ... 89.6%
Gassegment sales ... ... i 9.4
Other segment Sales . . . ..o vttt e 1.0

*  Sales from our electric segment include 0.3% from the sale of water.

The territory served by our electric operations embraces an area of about 10,000 square miles, located
principally in southwestern Missouri, and also includes smaller areas in southeastern Kansas, northeastern
Oklahoma and northwestern Arkansas. The principal economic activities of these areas include light
industry, agriculture and tourism. Of our total 2010 retail electric revenues, approximately 88.9% came
from Missouri customers, 5.3% from Kansas customers, 3.0% from Oklahoma customers and 2.8% from
Arkansas customers.

We supply electric service at retail to 120 incorporated communities as of December 31, 2010, and to
various unincorporated areas and at wholesale to four municipally owned distribution systems. The largest
urban area we serve is the city of Joplin, Missouri, and its immediate vicinity, with a population of
approximately 157,000. We operate under franchises having original terms of twenty years or longer in
virtually all of the incorporated communities. Approximately 49% of our electric operating revenues in
2010 were derived from incorporated communities with franchises having at least ten years remaining and
approximately 21% were derived from incorporated communities in which our franchises have remaining
terms of ten years or less. Although our franchises contain no renewal provisions, in recent years we have
obtained renewals of all of our expiring electric franchises prior to the expiration dates.

Our electric operating revenues in 2010 were derived as follows:

ReSidential . ..ot ottt e e e 42.4%
COMMETICIAl © .« o et e e e e e e et et e e e e e 30.3
INAUSEIIAL . & o ot et e e e e e e e e e e 14.4
Wholesale On-SyStemM . . . ..ottt it e 4.0
Wholesale off-system . .. ..... ..ottt e 4.7
Miscellaneous SOUICES™ . . v v v vttt e e e e e e e 2.6
Other eleCtric TEVENUES . « ¢ o v v ittt et et et e e et et et ittt ae e 1.6

*  primarily public authorities

Our largest single on-system wholesale customer is the city of Monett, Missouri, which in 2010
accounted for approximately 3% of electric revenues. No single retail customer accounted for more than
2% of electric revenues in 2010.

Our gas operations serve customers in northwest, north central and west central Missouri. We provide
natural gas distribution to 44 communities and 314 transportation customers as of December 31, 2010. The



largest urban area we serve is the city of Sedalia with a population of over 20,000. We operate under
franchises having original terms of twenty years in virtually all of the incorporated communities. Seventeen
of the franchises have 10 years or more remaining on their term. Although our franchises contain no
renewal provisions, since our acquisition we have obtained renewals of all our expiring gas franchises prior
to the expiration dates.

Our gas operating revenues in 2010 were derived as follows:

Residential . ... .. .. ... .. . 63.4%
Commercial . .. ... 26.2
Industrial . . . . ... . e 1.6
Other . .. 8.8

No single retail customer accounted for more than 3% of gas revenues in 2010,

Our other segment consists of our fiber optics business. As of December 31, 2010, we have 92 fiber
customers.
Electric Generating Facilities and Capacity

At December 31, 2010, our generating plants consisted of:

*Capacity

Plant (megawatts) Primary Fuel
Asbury . ... e 207 Coal
Riverton. ... ... .. . 286 Coal and Natural Gas
Iatan I (12% ownership) . .......... ... ... ... ........ 85**  Coal
Iatan 2 (12% ownership) . . . ... ... . i 102**  Coal
Plum Point Energy Station (7.52% ownership) .............. 50**  Coal
State Line Combined Cycle (60% ownership) .. ............. 300**  Natural Gas
Empire Energy Center . ............... ... ... 267 Natural Gas
State Line Unit No. 1 ....... ... ... ... ... . . . i iiia.. 96 Natural Gas
OzarkBeach. .. ...... ... . . . . i 16 Hydro

TOTAL . . .. 1,409

*  Based on summer rating conditions as utilized by Southwest Power Pool.
** Capacity reflects our allocated shares of the capacity of these plants.
See Item 2, “Properties — Electric Segment Facilities” for further information about these plants.

We, and most other electric utilities with interstate transmission facilities, have placed our facilities
under the Federal Energy Regulatory Commission (FERC) regulated open access tariffs that provide all
wholesale buyers and sellers of electricity the opportunity to procure transmission services (at the same
rates) that the utilities provide themselves. We are a member of the Southwest Power Pool Regional
Transmission Organization (SPP RTO). See Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Competition.”

We currently supplement our on-system generating capacity with purchases of capacity and energy
from other sources in order to meet the demands of our customers and the capacity margins applicable to
us under current pooling agreements and National Electric Reliability Council rules. The SPP requires its
members to maintain a minimum 12% capacity margin. Our long-term contract with Westar Energy for the
purchase of 162 megawatts of capacity and energy ended May 31, 2010. In order to replace this 162
megawatts of capacity and energy, we entered into contracts to add 202 megawatts of power to our system.
This energy is from two new plants that became operational in 2010, with 100 megawatts from the new



Plum Point Energy Station (50 megawatts of owned capacity and 50 megawatts of purchased power) and
102 megawatts from the new Iatan 2 generating facility, each of which is described below.

The Plum Point Energy Station is a new 665-megawatt, coal-fired generating facility near Osceola,
Arkansas which met its in-service criteria on August 13, 2010 and entered commercial operation on
September 1, 2010. We own, through an undivided interest, 50 megawatts of the project’s capacity. The
estimated total cost is approximately $88.0 million, excluding allowance for funds used during construction
(AFUDC), and our share of the Plum Point costs through December 31, 2010 was $86.9 million. In
addition to the amounts noted above, we have recorded $16.5 million of AFUDC for the Plum Point
construction since its inception. We also have a long-term (30 year) purchased power agreement for an
additional 50 megawatts of capacity and have the option to purchase an undivided ownership interest in
the 50 megawatts covered by the purchased power agreement in 2015.

We also purchased an undivided ownership interest in the coal-fired Iatan 2 generating facility
operated by Kansas City Power & Light Company (KCP&L) and located at the site of the existing Iatan
Generating Station (Iatan 1) near Weston, Missouri. We own 12%, or approximately 102 megawatts, of the
850-megawatt unit, which met its in-service criteria on August 26, 2010 and entered commercial operation
on December 31, 2010. Our share of the Iatan 2 construction costs is expected to be in a range of
approximately $237 million to $240 million, excluding AFUDC. Our share of the Tatan 2 costs through
December 31, 2010 was $228.9 million. Current projections estimate $11.1 million being spent in 2011 for
our share of expected expenditures for Iatan 2. In addition to the amounts noted above, we recorded
$19.1 million of AFUDC for the Iatan 2 construction since its inception.

We have a 20-year purchased power agreement which began on December 15, 2008 with Cloud
County Windfarm, LLC, owned by Horizon Wind Energy, Houston, Texas to purchase the energy
generated at the approximately 105-megawatt Phase 1 Meridian Way Wind Farm located in Cloud County,
Kansas which commenced commercial operation on December 15, 2008. We also have a 20-year contract
with Elk River Windfarm, LLC, owned by IBERDROLA RENEWABLES, Inc. (formerly known as PPM
Energy), to purchase the energy generated at the 150-megawatt Elk River Windfarm located in Butler
County, Kansas. The windfarm was declared commercial on December 15, 2005. We do not own any
portion of either windfarm.

The following chart sets forth our purchase commitments and our anticipated owned capacity (in
megawatts) during the indicated years. The capacity ratings we use for our generating units are based on
summer rating conditions under SPP guidelines. The portion of the purchased power that may be counted
as capacity from the Elk River Windfarm, LLC and the Cloud County Windfarm, LLC is included in this
chart. Because the wind power is an intermittent, non-firm resource, SPP rating criteria does not allow us
to count a substantial amount of the wind power as capacity. See Item 7, “Managements’ Discussion and
Analysis of Financial Condition and Results of Operations — Liquidity and Capital Resources.”

Purchased Anticipated

Power Owned Total
Contract Year Commitment* Capacity Megawatts
2000 . o e e e 106** 1409 1515
200 . e e e e 65 1409 1474
200 e e 65 1409 1474
2003 e e e e e 65 1409 1474
2004 . e e e e e 65 1409 1474

*  Includes an estimated 7 megawatts for the Elk River Windfarm, LLC and 8 megawatts for the Cloud
County Windfarm, LLC.



** The year 2010 included an additional 41 megawatts of purchased power capacity through a contract
with Merrill Lynch to address the expected in-service delays of Plum Point and Iatan 2. The costs
under that contract were immaterial.

The maximum hourly demand on our system reached a record high of 1,199 megawatts on January 8,
2010. Our previous winter peak of 1,100 megawatts was established on December 22, 2008. Our maximum
hourly summer demand of 1,173 megawatts was set on August 15, 2007. Our previous summer record peak
of 1,159 megawatts was established on July 19, 2006.

Gas Facilities

At December 31, 2010, our principal gas utility properties consisted of approximately 87 miles of
transmission mains and approximately 1,126 miles of distribution mains.

The following table sets forth the three pipelines that serve our gas customers:

Service AIE Name of Pipeline

South. ...... ... ... .. ... ... Southern Star Central Gas Pipeline
North. ........ ... ... .. ........ Panhandle Eastern Pipe Line Company
Northwest ...................... ANR Pipeline Company

Our all-time peak of 73,280 mcfs was established on January 7, 2010, replacing the previous record of
70,820 mcfs which was set on January 4, 2010.

Construction Program

Total property additions (including construction work in progress but excluding AFUDC) for the
three years ended December 31, 2010, amounted to $440.6 million and retirements during the same period
amounted to $39 8 million. Please refer to Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Liquidity and Capital Resources” for more information.

Our total capital expenditures, excluding AFUDC and expenditures to retire assets, were
$101.2 million in 2010 and for the next three years are estimated for planning purposes to be as follows:

Estimated Capital Expenditures
(amounts in millions)

2011 2012 2013 Total

New electric generating facilities:

Tatan 2. . .. $126 $§ — $ — $ 126

Riverton Unit 12 combined cycle conversion ............... — — 6.7 6.7
Additions to existing electric generating facilities:

Asbury . ... 1.6 3.7 6.2 11.5

Environmental upgrades — Asbury ...................... 3.6 38.9 76.7  119.2

Environmental upgrades — Iatan ....................... 33 — — 33

Other. .. ... ... . . . . 132 10.2 15.8 39.2
Electric transmission facilities . . ........................ .. 9.8 15.3 221 472
Electric distribution system additions. . ... .................. 37.6 41.6 434 1226
Non-regulated additions . . .............................. 1.5 1.5 1.5 4.5
General and other additions . . . .......................... 19.5 12.4 14.2 46.1
Gas system additions . ........... ... .. ... .. .. .. ... .. ... 3.6 39 2.3 9.8
TOTAL . . ... $106.3 $127.5 $188.9 $422.7




Construction expenditures for additions to our transmission and distribution systems to meet
projected increases in customer demand and environmental upgrades at Asbury constitute the majority of
the projected capital expenditures for the three-year period listed above.

Estimated capital expenditures are reviewed and adjusted for, among other things, revised estimates
of future capacity needs, the cost of funds necessary for construction and the availability and cost of
alternative power. Actual capital expenditures may vary significantly from the estimates due to a number of
factors including changes in customer requirements, construction delays, changes in equipment delivery
schedules, ability to raise capital, environmental matters, the extent to which we receive timely and
adequate rate increases, the extent of competition from independent power producers and cogenerators,
other changes in business conditions and changes in legislation and regulation, including those relating to
the energy industry. See “— Regulation” below and Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Competition.”

Fuel and Natural Gas Supply
Electric Segment

Our total system output for 2010, based on kilowatt-hours generated, was as follows:

Steam generation UMits . . ... ..ottt 41.5%
Combustion turbine generation units . . .......... .o i i 24.5
Hydro generation . . .. ....vvvve vt enene o oeatoneneneae e e s 1.4
Purchased power — windfarms . . ...... ... ... i i 13.6
Purchased power — other ......... ... ..o 19.0

Approximately 62.3% of the total fuel requirements for our generating units in 2010 (based on
kilowatt-hours generated) were supplied by coal and approximately 37.4% supplied by natural gas with fuel
oil and tire-derived fuel (TDF), which is produced from discarded passenger car tires, providing the
remainder. The amount and percentage of electricity generated by natural gas increased in 2010 as
compared to 2009 while the amount of energy we purchased decreased, primarily reflecting that it was
more economical to produce gas-fired generation than to purchase power during this period.

Our Asbury Plant is fueled primarily by coal with oil being used as start-up fuel and TDF being used
as a supplement fuel. In 2010, Asbury burned a coal blend consisting of approximately 87.9% Western coal
(Powder River Basin) and 12.1% blend coal on a tonnage basis. Our average coal inventory target at
Asbury is approximately 60 days. As of December 31, 2010, we had sufficient coal on hand to supply
anticipated requirements at Asbury for 56-70 days, as compared to 52-95 days as of December 31, 2009,
depending on the actual blend ratio within this range.

Our Riverton Plant fuel requirements are primarily met by coal with the remainder supplied by
natural gas, petroleum coke and oil. Riverton Unit 12, a Siemens V84.3A2 gas combustion turbine
installed in 2007, and three other smaller units are fueled by natural gas. During 2010, Riverton Units 7
and 8 burned an estimated blend of approximately 87.1% Western coal (Powder River Basin) and 12.9%
petroleum coke on a tonnage basis. Our average coal inventory target at Riverton is approximately 60 days.
Riverton Unit 7 requires a minimum amount of blend fuel to operate, while Riverton Unit 8 can burn
100% Western coal or a mix of Western and blend fuel. Based on these assumptions, we had sufficient coal
as of December 31, 2010 to run 40 days on both units as compared to 36 days as of December 31, 2009.



The following table sets forth the percentage of our anticipated coal requirements we have secured
through a combiration of contracts and binding proposals for the following years:

Yia_l_‘ Percentage secured
2000 e 100%
2002 L e 65%
2003 61%
2004 L e 31%

All of the Western coal used at our Asbury and Riverton plants is shipped to the Asbury Plant by rail,
a distance of approximately 800 miles, under a six and one-half year contract with the Burlington Northern
and Santa Fe Railway Company (BNSF) and the Kansas City Southern Railway Company which began on
June 30, 2010. The overall delivered price of coal is expected to be higher in 2011 than in 2010 as we incur
the increased rail costs that went into effect in July of 2010. Riverton receives its Western inventory from
the coal transported by train to the Asbury Plant which is then transported by truck to Riverton. We
currently lease one aluminum unit train full time and a second set is leased on a part-time basis to deliver
Western coal to the Asbury Plant.

Unit 1 and Unit 2 at the Iatan Plant are coal-fired generating units which are jointly-owned by
KCP&L, a subsidiary of Great Plains Energy, Inc. and us, with our share of ownership being 12% in each
plant. KCP&L is the operator of these plants and is responsible for arranging their fuel supply. KCP&L has
secured contracts for low sulfur Western coal in quantities sufficient to meet 80% of Iatan’s requirements
for 2011 and approximately 40% for 2012, 35% for 2013, and 20% for 2014. The coal is transported by rail
under a contract with BNSF Railway, which expires on December 31, 2013.

The Plum Pcint Energy Station is a new 665-megawatt, coal-fired generating facility built by Plum
Point Energy Associates (PPEA) near Osceola, Arkansas. We own, through an undivided interest, 50
megawatts of the project’s capacity. North America Energy Services is the operator of this plant. Plum
Point Services Company, LLC (PPSC), the project management company acting on behalf of the joint
owners, is responsible for arranging its fuel supply. PPSC has secured contracts for low sulfur Western coal
in quantities sufficient to meet 83% of Plum Point’s requirements for 2011 and approximately 84% for
2012, 82% for 2013 and 92% for 2014. During the third quarter of 2009, we entered into a 15 year lease
agreement for 54 railcars for our ownership share of Plum Point, which began commercial operation on
September 1, 2010. In December 2010, we entered into another 15-year lease agreement for an additional
54 railcars associated with our Plum Point purchased power agreement.

Our Energy Center and State Line combustion turbine facilities (not including the State Line
Combined Cycle (SLCC) Unit, which is fueled 100% by natural gas) are fueled primarily by natural gas
with oil also availzble for use primarily as backup. Based on kilowatt hours generated during 2010, Energy
Center generation was 98.6% natural gas with the remainder being fuel oil, and essentially all of the State
Line Unit 1 generation came from natural gas. As of December 31, 2010, oil inventories were sufficient for
approximately 2 days of full load operation on Units No. 1, 2, 3 and 4 at the Energy Center and 5 days of
full load operation for State Line Unit No. 1. As typical oil usage is minimal, these inventories are
sufficient for our current requirements. Additional oil will be purchased as needed.

We have firm transportation agreements with Southern Star Central Pipeline, Inc. with original
expiration dates of July 31, 2016, for the transportation of natural gas to the SLCC. This date is adjusted
for periods of contract suspension by us during outages of the SLCC. This transportation agreement can
also supply natural gas to State Line Unit No.1, the Energy Center or the Riverton Plant, as elected by us
on a secondary basis. We also have a precedent agreement with Southern Star, which provides additional
transportation capability until 2022. This contract provides firm transport to the sites listed above that
previously were only served on a secondary basis. We expect that these transportation agreements will
serve nearly all of our natural gas transportation needs for our generating plants over the next several
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years. Any remaining gas transportation requirements, although small, will be met by utilizing capacity
release on other holder contracts, interruptible transport, or delivered to the plants by others.

The majority of our physical natural gas supply requirements will be met by short-term forward
contracts and spot market purchases. Forward natural gas commodity prices and volumes are hedged
several years into the future in accordance with our Risk Management Policy in an attempt to lessen the
volatility in our fuel expenditures and gain predictability. In addition, we have signed an agreement with
Southern Star to purchase one million Dths of firm gas storage service capacity for a period of five years
beginning in April 2011. The reservation charge for this storage capacity is approximately $1.1 million
annually. This storage capacity will enable us to better manage our natural gas commodity and
transportation needs for our electric segment.

The following table sets forth a comparison of the costs, including transportation and other
miscellaneous costs, per million Btu of various types of fuels used in our electric facilities:

Fuel Type / Facility 2010 2009 2008
Coal — Tatan . . . oottt $ 1193 $ 1.186 $ 1.070
Coal — ASDUTY ...t o i e 1.877 1.763 1.577
Coal — RIVEITOM . . o o vttt e e et e e e 1.833 1.768 1.724
Natural Gas . . .o vt vttt ettt et e e e e 6.061 7.376 6.909
O0l L e e 15443 14318 16.721
Weighted average cost of fuel burned per kilowatt-hour generated . . ... 29936  3.1698  3.1307
Gas Segment

In June 2007, we acquired 10,000 MMBtus per day of firm transportation from Cheyenne Plains
Pipeline Company so that up to 75% of our natural gas purchases going forward could come from the
Rocky Mountain gas area. Cheyenne Plains interconnects with all of the interstate pipelines listed below
that feed our market area.

We have agreements with many of the major suppliers in both the Midcontinent and Rocky Mountain
regions that provide us with both supply and price diversity. We expanded our supplier base in 2008 and
will continue to do so to enhance supply reliability as well as provide for increased price competition.

The following table sets forth the current costs, including storage, transportation and other
miscellaneous costs, per mcf of gas used in our gas operations:

Service Area Name of Pipeline 2010 2009 2008
South........ Southern Star Central Gas Pipeline $6.7068 $7.8475 $8.9898
North........ Panhandle Eastern Pipe Line Company 6.1151 7.4055 8.3207
Northwest . ... ANR Pipeline Company 53216 7.1160 8.0716

Weighted average cost per mcf $6.3745 $7.6395 $8.6964
Employees

At December 31, 2010, we had 750 full-time employees, including 52 employees of EDG. 338 of the
EDE employees are members of Local 1474 of The International Brotherhood of Electrical Workers
(IBEW). On May 9, 2007, the Local 1474 IBEW voted to ratify a new five-year agreement effective
retroactively to November 1, 2006, the expiration date of the last contract. At December 31, 2010, 34 EDG
employees were members of Local 1464 of the IBEW. In June 2009, Local 1464 of the IBEW ratified a new
four-year agreement with EDG effective June 1, 2009.

11



ELECTRIC OPERATING STATISTICS®")

2010 2009 2008 2007 2006
Electric Operating Revenues (000’s):
Residential . . . .. ... ... .. .. ... .. ... ...... $ 204900 $ 180,404 $ 179,293 $ 174,584 § 159,381
Commercial . .. ......... ... ... . .. .. ... ... 146,310 135,800 132,888 129,035 115,059
Industrial . . . . ... ... .. ... ... 69,684 65,983 67,353 67,712 64,820
Public authorities®® . ... ....... . ... ... ...... 12,099 11,411 10,876 9,933 8,892
Wholesale on-systern . . . ... ... ... ... ... ... .. 19,254 18,199 19,229 18,444 17,561
Miscellaneous® . . . . . . ... .. ... ... 7,573 6,814 6,976 5,703 4,605
Interdepartmental . ... ...................... 199 178 154 123 101
Total system . .. .. .......... ... ..., 460,019 418,789 416,769 405,534 370,419
Wholesale off-system . .. ........ ... ... ... ..... 22,891 14,344 29,697 19,627 12,234
Total electric operating revenues® . ... ... ... ... 482,910 433,133 446,466 425,161 382,653
Electricity generated and purchased (000’s of kWh):
Steam . . ... e 2,650,042 2,259,304 2,228,716 2,074,323 2,589,360
Hydro. . ... ... ... . . .. i 88,104 76,733 32,601 71,360 22,673
Combustion turbine . ... ..................... 1,566,074 926,934 1,480,729 1,427,298 955,856
Total generated . . .. ......... ... ... . ... .. 4,304,220 3,262,971 3,742,046 3,572,981 3,567,889
Purchased .. ........ .. ... .. .. ... ... .. ... 2,085,550 2,516,702 2,440,246 2,373,282 2,065,991
Total generated and purchased . . .. .. ........... 6,389,770 5,779,673 6,182,292 5,946,263 5,633,880
Interchange (net) . . .. ............ ... ... 1,716) (568) (436) (940) (173)
Total systemoutput . . .. ... ... 6,388,054 5,779,105 6,181,856 5,945,323 5,633,707
Transmission by others losses® . ... ............... (5,688) — — — —
Total system input . . . . ..................... 6,382,366 5,779,105 6,181,856 5,945,323 5,633,707
Maximum hourly system demand (Kw) . ............. 1,199,000 1,085,000 1,152,000 1,173,000 1,159,000
Owned capacity (end of period) (Kw) . .............. 1,409,000 1,257,000 1,255,000 1,255,000 1,102,000
Annual load factor (%) ... ... .. ... . 53.17 55.38 54.29 53.39 52.50
Electric sales (000’s of kWh):
Residential . . ... . ...... . ... ... ... .. .. ... 2,060,368 1,866,473 1,952,869 1,930,493 1,898,846
Commercial . ... . ..... ... ... ... 1,644,917 1,579,832 1,622,048 1,610,814 1,547,077
Industrial . . . ... . ... ... ... 1,007,033 992,165 1,073,250 1,110,328 1,145,490
Public authorities® .. ....................... 124,554 121,816 122,375 115,109 111,204
Wholesale on-systern . . . ........... ... ... ... 355,807 332,061 344,525 342,347 337,658
Total system .. .............. ... ... .. .... 5,192,679 4,892,347 5,115,067 5,109,091 5,040,275
Wholesale off-system . . ... .......... ... ...... 798,084 515,899 688,203 459,665 303,493
Total Electric Sales . . ...................... 5,990,763 5,408,246 5,803,270 5,568,756 5,343,768
Company use (000’s of kWh)® . . ... .. ... .. ... ... 9,598 9,088 9,209 9,369 9,324
kWh losses (000’sof k€Wh) . . .................... 382,005 361,771 369,377 367,198 280,615
Total System Input . . ...................... 6,382,366 5,779,105 6,181,856 5,945,323 5,633,707
Customers (average number):
Residential . . . .. . ....... ... ... ... ... .... 141,693 141,206 140,791 139,840 137,689
Commercial . ... . ... ... ... .. ... ... 24,505 24,412 24,532 24,330 24,035
Industrial . . . ... ... ... .. 358 355 361 362 370
Public authorities® . .. ........ ... ... ....... 2,003 1,995 1,935 1,927 1,907
Wholesale on-syster1 . . ...................... 4 4 4 4 4
Total System ... ............. ... . ... ..... 168,563 167,972 167,623 166,463 164,005
Wholesale off-systern . . ... ... ... .. .. ... 22 19 22 20 20
Total ... ... 168,585 167,991 167,645 166,483 164,025
Average annual sales per residential customer (kWh) . . ... 14,541 13,218 13,871 13,805 13,791
Average annual revenue per residential customer . . . .. ... $ 1446 $ 1278 $ 1,273 § 1,248 $ 1,158
Average residential revenue per kWh .. ... ... .. .. ... 9.94¢ 9.67¢ 9.18¢ 9.04¢ 8.39¢
Average commercial revenue per kWh. . ... .......... 8.89¢ 8.60¢ 8.19¢ 8.01¢ 7.44¢
Average industrial revenue per kWh . . ... ... . L. 6.92¢ 6.65¢ 6.28¢ 6.10¢ 5.66¢
(1) See Item 6, “Selected Financial Data” for additional financial information regarding Empire.
(2) Includes Public Street & Highway Lighting and Public Authorities.
(3) Includes transmission service revenues, late payment fees, renewable energy credit sales, rent, etc.
(4) Before intercomdany eliminations.
(5) Energy provided in-kind to third party transmission providers to compensate for transmission losses associated with delivery of
capacity and energy under their transmission tariffs.
(6) Includes kWh used by Company and Interdepartmental.
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GAS OPERATING STATISTICS®

Gas Operating Revenues (000’s):
Residential . .. ...t
Commercial . ....... ..
Industrial . ........ i
Public authorities . . ... ...t

Total retail sales revenues. . . ... ...........
Miscellaneous® . . . ... ..t
Transportation TEVENUES . . . . ..o oo e nvonn e

Total Gas Operating Revenues .. ...........
Maximum Daily Flow (mcf) ..................

Gas delivered to customers (000’s of mcf sales)®
Residential . ... ..... ...,
Commercial .. ...
Industrial ... ..... 00t
Public authorities . ............ ..

Total retail sales. . . ... oo v i i

Transportation sales. . . ...,
Total gas operating and transportation sales. . . .

Company use® .. ... ... ...
Transportation sales (cashouts) ..............
McfloSSES. . o oot et

Total system sales. .. .....ovvv .,

Customers (average number):
Residential . ... ... ... ...
Commercial ........couiiiiieeennenennnn
Industrial ... ... ... 00
Public authorities .. ... .. ...

Total retail customers .. .. ... ..o v i
Transportation Customers . . . ...........c.uon

Total gas CUSTOIMETS . . ..o v v v v e enn e

2010 2009 2008 2007 2006®
$32,245 $36,176  $39,639 $39,205 §$15,957
13,336 15552 17416 16,588 7,127
812 2,066 5,069 752 356
342 365 416 373 161
46,735 54,159 62,540 56,918 23,601
436 221 231 206 93
3,714 2,934 2,667 2,753 1,451
50,885 57,314 65,438 59,877 25,145
73,280 70,046 66,005 68,379 60,890
2,675 2,687 2,949 2,835 1,101
1,265 1,278 1,397 1,304 559
108 218 553 76 32
33 30 35 30 12
4,081 4,213 4,934 4,245 1,704
4,829 4,330 4,059 4,300 2,150
8,910 8,543 8,993 8,545 3,854
4 3 4 2 —
— — — 56 56
70 36 140 8 (70)
8,984 8,582 9,137 8,611 3,840
38,277 38,621 39,159 40315 40,673
4,968 5,038 5,119 5,208 5,399
26 25 26 24 26
137 131 127 124 128
43,408 43815 44431 45,671 46,226
313 296 272 270 252
43,721 44,111 44,703 45941 46478

(1) See Item 6, “Selected Financial Data” for additional financial information regarding Empire.

(2) 2006 revenues and mef sales represent the months of June through December 2006.

(3) Primarily includes miscellaneous service revenue and late fees.

(4) Includes mcf used by Company and Interdepartmental mcf.
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Executive Officers and Other Officers of Empire

The names of our officers, their ages and years of service with Empire as of December 31, 2010,
positions held during the past five years and effective date of such positions are presented below. All of our
officers have been employed by Empire for at least the last five years.

Age at With the Officer
Name 12/31/10 Positions With the Company Company Since Since
William L. Gipson” . ... 53  President and Chief Executive Officer (2002) 1981 1997
Bradley P. Beecher® . ... 45  Executive Vice President (2011), Executive 2001 2001

Vice President and Chief Operating
Officer — Electric (2010), Vice President
and Chief Operating Officer — Electric

(2006)

Harold Colgin® . ... ... 61  Vice President — Energy Supply (2006), 1972 2006
General Manager — Energy Supply (2006)

Ronald E Gatz . . ...... 60  Vice President and Chief Operating Officer — 2001 2001
Gas (2006)

Gregory A. Knapp . .... 59  Vice President — Finance and Chief Financial 2002 2002
Officer (2002)

Michael E. Palmer™® . ... 54  Vice President — Transmission Policy and 1986 2001

Corporate Services (2011), Vice President —
Commercial Operations (2001)
Kelly S. Walters®' . . .. .. 45  Vice President and Chief Operating Officer — 2001 2006
Electric (2011), Vice President —
Regulatory and Services (2006)
Blake Mertens® . ... ... 33 Vice President — Energy Supply (2011), 2001 2011
General Manager — Energy Supply (2010),
Director of Strategic Projects, Safety and
Environmental Services (2010), Assistant
Director of Strategic Projects (2009),
Manager of Strategic Projects (2006)
Martin O. Penning® . ... 55  Vice President — Commercial Operations, 1980 2011
(2011), Director of Commercial Operations
(2006)
Janet S. Watson ... .. .. 58  Secretary — Treasurer (1995) 1994 1995
Laurie A. Delano . . . ... 55  Controller, Assistant Secretary and Assistant 2002 2005
Treasurer and Principal Accounting Officer
(2005)

(1) William L. Gipson will retire from his position as President and Chief Executive Officer effective
May 31, 2011.

(2) Bradley P. Beecher will become President and Chief Executive Officer effective June 1, 2011. Effective
February 4, 2011, Mr. Beecher has been elected executive vice president.

(3) Harold Colgin will retire from his position as Vice President — Energy Supply effective April 30,
2011.

(4) Michael E. Palmer was elected Vice President — Transmission Policy and Corporate Services effective
February 4, 2011.

(5) Kelly S. Walters was elected Vice President and Chief Operating Officer — Electric effective
February 4, 2011.

(6) Blake Mertens was elected Vice President — Energy Supply effective May 1, 2011.

(7) Martin Penning was elected Vice President — Commercial Operations effective February 4, 2011.
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Regulation

Electric Segment

General. As a public utility, our electric segment operations are subject to the jurisdiction of the
MPSC, the State Corporation Commission of the State of Kansas (KCC), the Corporation Commission of
Oklahoma (OCC) and the Arkansas Public Service Commission (APSC) with respect to services and
facilities, rates and charges, regulatory accounting, valuation of property, depreciation and various other
matters. Each such Commission has jurisdiction over the creation of liens on property located in its state to
secure bonds or other securities. The KCC also has jurisdiction over the issuance of all securities because
we are a regulated utility incorporated in Kansas. Our transmission and sale at wholesale of electric energy
in interstate commerce and our facilities are also subject to the jurisdiction of the FERC, under the
Federal Power Act. FERC jurisdiction extends to, among other things, rates and charges in connection with
such transmission and sale; the sale, lease or other disposition of such facilities and accounting matters.
See discussion in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Competition.” ‘

During 2010, approximately 89.7% of our electric operating revenues was received from retail
customers. Sales subject to FERC jurisdiction represented approximately 9.1% of our electric operating
revenues during 2010 with the remaining 1.2% being from miscellaneous sources. The percentage of retail
revenues derived from each state follows: '

MIESSOULT & v v v et e e et e e e et e e et et et ettt et e 88.9%
Kansas .. .ovviiiiiii ittt e e e e 5.3
(0114 721270 11 1 - WP 3.0
ATKANSAS &« o ot et e e e e e e e e e e e 2.8

Rates. See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Rate Matters” for information concerning recent electric rate proceedings.

Fuel Adjustment Clauses. Typical fuel adjustment clauses permit the distribution to customers of
changes in fuel costs without the need for a general rate proceeding. Fuel adjustment clauses are presently
applicable to our retail electric sales in Missouri, Oklahoma and Kansas and system wholesale
kilowatt-hour sales under FERC jurisdiction. We have an Energy Cost Recovery Rider in Arkansas that
adjusts for changing fuel and purchased power costs on an annual basis.

Gas Segment

General. As a public utility, our gas segment operations are subject to the jurisdiction of the MPSC
with respect to services and facilities, rates and charges, regulatory accounting, valuation of property,
depreciation and various other matters. The MPSC also has jurisdiction over the creation of liens on
property to secure bonds or other securities.

Purchased Gas Adjustment (PGA). The PGA clause allows EDG to recover from our customers,
subject to routine regulatory review, the cost of purchased gas supplies, including costs associated with our
use of natural gas financial instruments to hedge the purchase price of natural gas and related carrying
costs. This PGA clause allows us to make rate changes periodically (up to four times) throughout the year
in response to weather conditions and supply demands, rather than in one possibly extreme change per
year.

Environmental Matters

See Note 11 to the consolidated financial statements for information regarding environmental
matters.
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Conditions Respecting Financing

Our EDE Indenture of Mortgage and Deed of Trust, dated as of September 1, 1944, as amended and
supplemented (the EDE Mortgage), and our Restated Articles of Incorporation (Restated Articles),
specify earnings coverage and other conditions which must be complied with in connection with the
issuance of additional first mortgage bonds or cumulative preferred stock, or the incurrence of unsecured
indebtedness. The principal amount of all series of first mortgage bonds outstanding at any one time under
the EDE Mortgage is limited by terms of the mortgage to $1 billion. Substantially all of the property, plant
and equipment of The Empire District Electric Company (but not its subsidiaries) is subject to the lien of
the EDE Mortgage. Restrictions in the EDE mortgage bond indenture could affect our liquidity. The EDE
Mortgage contains a requirement that for new first mortgage bonds to be issued, our net earnings (as
defined in the EDE Mortgage) for any twelve consecutive months within the fifteen months preceding
issuance must be two times the annual interest requirements (as defined in the EDE Mortgage) on all first
mortgage bonds then outstanding and on the prospective issue of new first mortgage bonds. Our earnings
for the year ended December 31, 2010, would permit us to issue approximately $362.3 million of new first
mortgage bonds based on this test at an assumed interest rate of 6.0%. In addition to the interest coverage
requirement, the EDE Mortgage provides that new bonds must be issued against, among other things,
retired bonds or 60% of net property additions. At December 31, 2010, we had retired bonds and net
property additions which would enable the issuance of at least $634.0 million principal amount of bonds if
the annual interest requirements are met. As of December 31, 2010, we believe we are in compliance with
all restrictive covenants of the EDE Mortgage.

Under our Restated Articles, (a) cumulative preferred stock may be issued only if our net income
available for interest and dividends (as defined in our Restated Articles) for a specified twelve-month
period is at least 1/2 times the sum of the annual interest requirements on all indebtedness and the annual
dividend requirements on all cumulative preferred stock to be outstanding immediately after the issuance
of such additional shares of cumulative preferred stock, and (b) so long as any preferred stock is
outstanding, the amount of unsecured indebtedness outstanding may not exceed 20% of the sum of the
outstanding secured indebtedness plus our capital and surplus. We have no outstanding preferred stock.
Accordingly, the restriction in our Restated Articles does not currently restrict the amount of unsecured
indebtedness that we may have outstanding.

The EDG Indenture of Mortgage and Deed of Trust, dated as of June 1, 2006, as amended and
supplemented (the EDG Mortgage) contains a requirement that for new first mortgage bonds to be issued,
the amount of such new first mortgage bonds shall not exceed 75% of the cost of property additions
acquired after the date of the Missouri Gas acquisition. The principal amount of all series of first mortgage
bonds outstanding at any one time under the EDG Mortgage is limited by terms of the mortgage to
$300 million. Substantially all of the property, plant and equipment of The Empire District Gas Company
is subject to the lien of the EDG Mortgage. The mortgage also contains a limitation on the issuance by
EDG of debt (including first mortgage bonds, but excluding short-term debt incurred in the ordinary
course under working capital facilities) unless, after giving effect to such issuance, EDG’s ratio of EBITDA
(defined as net income plus interest, taxes, depreciation, amortization and certain other non-cash charges)
to interest charges for the most recent four fiscal quarters is at least 2.0 to 1. As of December 31, 2010, this
test would allow us to issue approximately $8.3 million principal amount of new first mortgage bonds.

See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources.”
Our Web Site

We maintain a web site at www.empiredistrict.com. Our annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on form 8-K and related amendments are available free of charge
through our web site as soon as reasonably practicable after such reports are filed with or furnished to the
SEC electronically. Our Corporate Governance Guidelines, our Code of Business Conduct and Ethics, our
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Code of Ethics for the Chief Executive Officer and Senior Financial Officer, the charters for our Audit
Committee, Compensation Committee and Nominating/Corporate Governance Committee, our
Procedures for Reporting Complaints on Accounting, Internal Accounting Controls and Auditing Matters,
our Procedures for Communicating with Non-Management Directors and our Policy and Procedures with
Respect to Related Person Transactions can also be found on our web site. All of these documents are
available in print to any interested party who requests them. Our web site and the information contained in
it and connected to it shall not be deemed incorporated by reference into this Form 10-K.

ITEM 1A. RISK FACTORS

Investors should review carefully the following risk factors and the other information contained in this
Form 10-K. The risks we face are not limited to those in this section. There may be additional risks and
uncertainties (either currently unknown or not currently believed to be material) that could adversely
affect our financial position, results of operations and liquidity.

Readers are cautioned that the risks and uncertainties described in this Form 10-K are not the only
ones facing Empire. Additional risks and uncertainties that we are not presently aware of, or that we
currently consider immaterial, may also affect our business operations. Our business, financial condition or
results of operations (including our ability to pay dividends on our common stock) could suffer if the
concerns set forth below are realized.

Any reduction in our credit ratings could materially and adversely affect our business, financial
condition and results of operations.

Currently, our corporate credit ratings and the ratings for our securities are as follows:

Fitch Moody’s Standard & Poor’s
Corporate Credit Rating . . ................. n/r* Baa2 BBB -
EDE First Mortgage Bonds . . . . ............. BBB+ A3 BBB+
Senior NOtES . . v v v v it i et et i BBB Baa2 BBB -
Commercial Paper ....................... F2 P-2 A-3
OutlooK . . ot oo e e Stable Stable Stable

*  Not rated.

The ratings indicate the agencies’ assessment of our ability to pay the interest and principal of these
securities. A rating is not a recommendation to purchase, sell or hold securities and each rating should be
evaluated independently of any other rating. The lower the rating, the higher the interest cost of the
securities when they are sold. In addition, a downgrade in our senior unsecured long-term debt rating
would result in an increase in our borrowing costs under our bank credit facility. If any of our ratings fall
below investment grade (investment grade is defined as Baa3 or above for Moody’s and BBB — or above
for Standard & Poor’s and Fitch), our ability to issue short-term debt, commercial paper or other securities
or to market those securities would be impaired or made more difficult or expensive. Therefore, any such
downgrades could have a material adverse effect on our business, financial condition and results of
operations. In addition, any actual downgrade of our commercial paper rating from Moody’s or Fitch, may
make it difficult for us to issue commercial paper. To the extent we are unable to issue commercial paper,
we will need to meet our short-term debt needs through borrowings under our revolving credit facilities,
which may result in higher costs.

We cannot assure you that any of our current ratings will remain in effect for any given period of time
or that a rating will not be lowered or withdrawn entirely by a rating agency if, in its judgment,
circumstances in the future so warrant.
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We are exposed to increases in costs and reductions in revenue which we cannot control and which
may adversely affect our business, financial condition and results of operations.

The primary drivers of our electric operating revenues in any period are: (1) rates we can charge our
customers, (2) weather, (3) customer growth and (4) general economic conditions. Of the factors driving
revenues, weather has the greatest short-term effect on the demand for electricity for our regulated
business. Mild weather reduces demand and, as a result, our electric operating revenues. In addition,
changes in customer demand due to downturns in the economy could reduce our revenues.

The primary drivers of our electric operating expenses in any period are: (1) fuel and purchased power
expenses, (2) maintenance and repairs expense, including repairs following severe weather and plant
outages, (3) taxes and (4) non-cash items such as depreciation and amortization expense. Although we
generally recover these expenses through our rates, there can be no assurance that we will recover all, or
any part of, such increased costs in future rate cases.

The primary drivers of our gas operating revenues in any period are: (1) rates we can charge our
customers, (2) weather, (3) customer growth, (4) the cost of natural gas and interstate pipeline
transportation charges and (5) general economic conditions. Because natural gas is heavily used for
residential and ccmmercial heating, the demand for this product depends heavily upon weather patterns
throughout our natural gas service territory and a significant amount of our natural gas revenues are
recognized in the first and fourth quarters related to the heating seasons. Accordingly, our natural gas
operations have historically generated less revenues and income when weather conditions are warmer in
the winter.

The primary driver of our gas operating expense in any period is the price of natural gas.

Significant increases in electric and gas operating expenses or reductions in electric and gas operating
revenues may occur and result in a material adverse effect on our business, financial condition and results
of operations.

We are exposed to factors that can increase our fuel and purchased power expenditures, including
disruption in deliveries of coal or natural gas, decreased output from our power plants, failure of
performance by purchased power counterparties and market risk in our fuel procurement strategy.

Fuel and purchased power costs are our largest expenditures. Increases in the price of coal, natural
gas or the cost of purchased power will result in increased electric operating expenditures.

We depend upon regular deliveries of coal as fuel for our Riverton, Asbury, latan and Plum Point
plants. Substantially all of this coal comes from mines in the Powder River Basin of Wyoming and is
delivered to the plants by train. Production problems in these mines, railroad transportation or congestion
problems, or unavailability of trains could affect delivery cycle times required to maintain plant inventory
levels, causing us to implement coal conservation and supply replacement measures to retain adequate
reserve inventories at our facilities. These measures could include some or all of the following: reducing
the output of our coal plants, increasing the utilization of our higher-cost gas-fired generation facilities,
purchasing power from other suppliers, adding additional leased trains to our supply system and
purchasing locally mined coal which can be delivered without using the railroads. Such measures could
result in increased fuel and purchased power expenditures.

With the addition of the Missouri fuel adjustment mechanism effective September 1, 2008, we now
have a fuel cost recovery mechanism in all of our jurisdictions, which significantly reduces our net income
exposure to the impact of the risks discussed above. However, cash flow could still be impacted by these
increased expenditures. We are also subject to prudency reviews which could negatively impact our net
income if a regulatory commission would conclude our costs were incurred imprudently.

We have also established a risk management practice of purchasing contracts for future fuel needs to
meet underlying customer needs and manage cost and pricing uncertainty. Within this activity, we may
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incur losses from these contracts. By using physical and financial instruments, we are exposed to credit risk
and market risk. Market risk is the exposure to a change in the value of commodities caused by fluctuations
in market variables, such as price. The fair value of derivative financial instruments we hold is adjusted
cumulatively on a monthly basis until prescribed determination periods. At the end of each determination
period, which is the last day of each calendar month in the period, any realized gain or loss for that period
related to the contract will be reclassified to fuel expense and recovered or refunded to the customer
through our fuel adjustment mechanisms. Credit risk is the risk that the counterparty might fail to fulfill its
obligations under contractual terms.

We may be unable to recover increases in the cost of natural gas from our natural gas utility
customers, or may lose customers as a result of any price increases.

In our natural gas utility business, we are permitted to recover the cost of gas directly from our
customers through the use of a purchased gas adjustment provision. Our purchased gas adjustment
provision is regularly reviewed by the MPSC. In addition to reviewing our adjustments to customer rates,
the MPSC reviews our costs for prudency as well. To the extent the MPSC may determine certain costs
were not incurred prudently, it could adversely affect our gas segment earnings and cash flows. In addition,
increases in natural gas costs affect total prices to our customers and, therefore, the competitive position of
gas relative to electricity and other forms of energy. Increases in natural gas costs may also result in lower
usage by customers unable to switch to alternate fuels. Such disallowed costs or customer losses could have
a material adverse effect on our business, financial condition and results of operations.

We are subject to regulation in the jurisdictions in which we operate.

We are subject to comprehensive regulation by federal and state utility regulatory agencies, which
significantly influences our operating environment and our ability to recover our costs from utility
customers. The utility commissions in the states where we operate regulate many aspects of our utility
operations, including the rates that we can charge customers, siting and construction of facilities, pipeline
safety and compliance, customer service and our ability to recover costs we incur, including capital
expenditures and fuel and purchased power costs.

The FERC has jurisdiction over wholesale rates for electric transmission service and electric energy
sold in interstate commerce. Federal, state and local agencies also have jurisdiction over many of our other
activities.

Information concerning recent filings requesting increases in rates and related matters is set forth
under Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Rate Matters.”

We are unable to predict the impact on our operating results from the regulatory activities of any of
these agencies. Despite our requests, these regulatory commissions have sole discretion to leave rates
unchanged, grant increases or order decreases in the base rates we charge our utility customers. They have
similar authority with respect to our recovery of increases in our fuel and purchased power costs. If our
costs increase and we are unable to recover increased costs through base rates or fuel adjustment clauses,
or if we are unable to fully recover our investments in new facilities, our results of operations could be
materially adversely affected. Changes in regulations or the imposition of additional regulations could also
have a material adverse effect on our results of operations.

Operations risks may adversely affect our business and financial results.

The operation of our electric generation, and electric and gas transmission and distribution systems
involves many risks, including breakdown or failure of expensive and sophisticated equipment, processes
and personnel performance; operating limitations that may be imposed by equipment conditions,
environmental or other regulatory requirements; fuel supply or fuel transportation reductions or
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interruptions; transmission scheduling constraints; and catastrophic events such as fires, explosions, severe
weather or other similar occurrences.

We have implemented training, preventive maintenance and other programs, but there is no assurance
that these programs will prevent or minimize future breakdowns, outages or failures of our generation
facilities. In those cases, we would need to either produce replacement power from our other facilities or
purchase power from other suppliers at potentially volatile and higher cost in order to meet our sales
obligations.

These and other operating events may reduce our revenues, increase costs, or both, and may
materially affect our results of operations, financial position and cash flows.

Financial market disruptions may increase financing costs, limit access to the credit markets or cause
reductions in investment values in our pension plan assets.

We estimate our capital expenditures to be $106.3 million in 2011. Although we believe it is unlikely
we will have difficulty accessing the markets for the capital needed to complete these projects (if such a
need arises), financing costs could fluctuate. Market conditions have positively impacted the return on our
pension plan and Other Postretirement Benefits (OPEB) assets. However, our costs also increased,
resulting in a $0.”7 million increase in our 2009 net pension and OPEB liability. During 2010, our net
pension and OPEB liability increased $8.8 million. We expect to fund approximately $23.1 million in 2011
for pension and OPEB liabilities. Future market declines could result in increased pension and OPEB
liabilities and funding obligations.

The cost and schedule of construction projects may materially change.

Our capital expenditure budget for the next three years is estimated to be $422.6 million, This includes
expenditures for new generating facilities, additions to our existing facilities and additions to our
transmission and distribution systems. There are risks that actual costs may exceed budget estimates, delays
may occur in obtaining permits and materials, suppliers and contractors may not perform as required
under their contracts, there may be inadequate availability, productivity or increased cost of qualified craft
labor, start-up activities may take longer than planned, the scope and timing of projects may change, and
other events beyond our control may occur that may materially affect the schedule, budget, cost and
performance of projects. To the extent the completion of projects is delayed, we expect that the timing of
receipt of increases in base rates reflecting our investment in such projects will be correspondingly delayed.
Costs associated with these projects will also be subject to prudency review by regulators as part of future
rate case filings and all costs may not be allowed recovery.

We are subject to environmental laws and the incurrence of environmental liabilities which may
adversely affect our business, financial condition and results of operations.

We are subject to extensive federal, state and local regulation with regard to air and other
environmental marters. Failure to comply with these laws and regulations could have a material adverse
effect on our results of operations and financial position. In addition, new environmental laws and
regulations, and new interpretations of existing environmental laws and regulations, have been adopted
and may in the future be adopted which may substantially increase our future environmental expenditures
for both new facilities and our existing facilities. Compliance with current and future air emission
standards (such as those limiting emission levels of sulfur dioxide (SO,) and nitrogen oxide (NOx) and,
potentially, carbon dioxide (CO,)) has required, and may in the future require, significant environmental
expenditures. Although we have historically recovered such costs through our rates, there can be no
assurance that we will recover all, or any part of, such increased costs in future rate cases. The incurrence
of additional material environmental costs which are not recovered in our rates may result in a material
adverse effect on our business, financial condition and results of operations.

20



ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES
Electric Segment Facilities

At December 31, 2010, we owned generating facilities with an aggregate generating capacity of
1,409 megawatts.

Our principal electric baseload generating plant is the Asbury Plant with 207 megawatts of generating
capacity. The plant, located near Asbury, Missouri, is a coal-fired generating station with two steam turbine
generating units. The plant presently accounts for approximately 14% of our owned generating capacity
and in 2010 accounted for approximately 29.4% of the energy generated by us. Routine plant maintenance,
during which the entire plant is taken out of service, is scheduled once each year, normally for
approximately four weeks in the spring. Approximately every fifth year, the maintenance outage is
scheduled to be extended to a total of six weeks to permit inspection of the Unit No. 1 turbine. The last
such outage took place in the fall of 2007. The Unit No. 2 turbine is inspected approximately every
35,000 hours of operations and was last inspected in 2001. As of December 31, 2010, Unit No. 2 has
operated approximately 3,300 hours since its last turbine inspection in 2001. When the Asbury Plant is out
of service, we typically experience increased purchased power and fuel expenditures associated with
replacement energy, which is now likely to be recovered through our fuel adjustment clauses.

Our generating plant located at Riverton, Kansas, has two steam-electric generating units (Units 7
and 8) with an aggregate generating capacity of 92 megawatts and four gas-fired combustion turbine units
(Units 9, 10, 11 and 12) with an aggregate generating capacity of 194 megawatts. The steam-electric
generating units burn coal as a primary fuel and have the capability of burning natural gas. We installed a
Siemens V84.3A2 combustion turbine (Unit 12) at our Riverton plant in 2007 with a summer rated
capacity of 150 megawatts. It began commercial operation on April 10, 2007.

We own a 12% undivided interest in the coal-fired Unit No. 1 and Unit No. 2 at the Iatan Generating
Station located near Weston, Missouri, 35 miles northwest of Kansas City, Missouri, as well as a 3%
interest in the site and a 12% interest in certain common facilities. A new air permit was issued for the
Iatan Generating Station on January 31, 2006. The new permit covers the entire Iatan Generating Station
and includes both Unit No. 1 and Unit No. 2. Iatan 1 was on maintenance outage from the third quarter of
2008 until the second quarter of 2009 for activities ranging from a turbine upgrade and generator rewind to
the tie-in of the new air quality control systems. Unit No. 2 entered commercial operation on
December 31, 2010. We are entitled to 12% of the units’ available capacity, currently 85 megawatts for
Unit No. 1 and 102 megawatts for Unit No. 2, and are obligated to pay for that percentage of the operating
costs of the units. KCP&L operates the units for the joint owners.

We own a 7.52% undivided interest in the coal-fired Plum Point Energy Station located near Osceola,
Arkansas. We are entitled to 50 megawatts, or 7.52% of the unit’s available capacity. The Plum Point
Energy Station met its in-service criteria on August 13, 2010 and entered commercial operation on
September 1, 2010.

Our State Line Power Plant, which is located west of Joplin, Missouri, consists of Unit No. 1, a
combustion turbine unit with generating capacity of 96 megawatts and a Combined Cycle Unit with
generating capacity of 500 megawatts of which we are entitled to 60%, or 300 megawatts. The Combined
Cycle Unit consists of the combination of two combustion turbines, two heat recovery steam generators, a
steam turbine and auxiliary equipment. The Combined Cycle Unit is jointly owned with Westar
Generating Inc., a subsidiary of Westar Energy, Inc., which owns the remaining 40% of the unit. Westar
reimburses us for a percentage of the operating costs per our joint ownership agreement stipulations. We
are the operator of the Combined Cycle Unit. All units at our State Line Power Plant burn natural gas as a
primary fuel with Unit No. 1 having the additional capability of burning oil.
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We have four combustion turbine peaking units at the Empire Energy Center in Jasper County,
Missouri, with an aggregate generating capacity of 267 megawatts. These peaking units operate on natural
gas, as well as oil.

Our hydroelectric generating plant (FERC Project No. 2221), located on the White River at Ozark
Beach, Missouri, has a generating capacity of 16 megawatts. We have a long-term license from FERC to
operate this plant which forms Lake Taneycomo in southwestern Missouri. As part of the Energy and
Water Development Appropriations Act of 2006 (the Appropriations Act), a new minimum flow was
established with the intent of increasing minimum flows on recreational streams in Arkansas. To
accomplish this, the level of Bull Shoals Lake will be increased an average of 5 feet. The increase at Bull
Shoals will decrease the net head waters available for generation at Ozark Beach by 5 feet and, thus,
reduce our electrical output. We estimate the lost production to be up to 16% of our average annual
energy production for this unit. The loss in this facility would require us to replace it with additional
generation from our gas-fired and coal-fired units or with purchased power. The Appropriations Act
required the Southwest Power Administration (SWPA), in coordination with us and our relevant public
service commissions, to determine our economic detriment assuming a January 1, 2011 implementation
date. On June 17, 2010, the SWPA posted a revised Final Determination that our customers’ damages were
$26.6 million. On September 16, 2010, we received a $26.6 million payment from the SWPA. The
$26.6 million payment will have no material impact on net income as we expect the benefits will flow
through to our customers. In addition, the SWPA has delayed the implementation of the new minimum
flows until 2016.

At December 31, 2010, our transmission system consisted of approximately 22 miles of 345 kV lines,
441 miles of 161 kV lines, 745 miles of 69 kV lines and 81 miles of 34.5 kV lines. Our distribution system
consisted of approximately 6,923 miles of line.

Our electric generation stations, other than Plum Point Energy Station, are located on land owned in
fee. We own a 3% undivided interest as tenant in common in the land for the Iatan Generating Station. We
own a similar interest in 60% of the land used for the State Line Combined Cycle Unit. Substantially all of
our electric transmission and distribution facilities are located either (1) on property leased or owned in
fee; (2) over streets, alleys, highways and other public places, under franchises or other rights; or (3) over
private property by virtue of easements obtained from the record holders of title. Substantially all of our
electric segment property, plant and equipment are subject to the EDE Mortgage.

We also own and operate water pumping facilities and distribution systems consisting of a total of
approximately 87 miles of water mains in three communities in Missouri.
Gas Segment Facilities

At December 31, 2010, our principal gas utility properties consisted of approximately 87 miles of
transmission mains and approximately 1,126 miles of distribution mains.

Substantially all of our gas transmission and distribution facilities are located either (1) on property
leased or owned in fee; (2) under streets, alleys, highways and other public places, under franchises or
other rights; or (3) under private property by virtue of easements obtained from the record holders of title.
Substantially all of our gas segment property, plant and equipment are subject to the EDG Mortgage.
Other Segment

Our other segment consists of our leasing of fiber optics cable and equipment (which we also use in
our own utility operations).

ITEM 3. LEGAL PROCEEDINGS

See Note 11 of “Notes to Consolidated Financial Statements” under Item 8, which description is
incorporated herein by reference.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Our common stock is listed on the New York Stock Exchange. On February 4, 2011, there were 4,939
record holders and 34,172 individual participants in security position listings. The high and low sale prices
for our common stock as reported by the New York Stock Exchange for composite transactions, and the
amount per share of quarterly dividends declared and paid on the common stock for each quarter of 2010
and 2009 were as follows:

Price of Common Stock Dividends Paid

2010 2009 Per Share
High Low High Low 2010 2009
First Quarter ... ...... ...ttt $19.30 $17.75 $18.51 $11.92 $0.32 $0.32
Second Quarter .......... ...t 20.00 1757 16.66 14.19 032 032
Third Quarter. ... .......cooiiinninnn. 20.41 18.41 19.00 1644 032 032
Fourth Quarter . ............ ... .. ... 22,50 20.06 19.36 17.78 032 032

Holders of our common stock are entitled to dividends, if, as, and when declared by the Board of
Directors, out of funds legally available therefore subject to the prior rights of holders of any outstanding
cumulative preferred stock and preference stock. Payment of dividends is determined by our Board of
Directors after considering all relevant factors, including the amount of our retained earnings, which is
essentially our accumulated net income less dividend payouts. As of December 31, 2010, our retained
earnings balance was $5.5 million (compared to $10.1 million at December 31, 2009) after paying out
$52.0 million in dividends during 2010. A reduction of our dividend per share, partially or in whole, could
have an adverse effect on our common stock price. On February 3, 2011, the Board of Directors declared a
quarterly dividend of $0.32 per share on common stock payable March 15, 2011 to holders of record as of
March 1, 2011.

Under Kansas corporate law, our Board of Directors may only declare and pay dividends out of our
surplus or, if there is no surplus, out of our net profits for the fiscal year in which the dividend is declared
or the preceding fiscal year, or both. Our surplus, under Kansas law, is equal to our retained earnings plus
accumulated other comprehensive income/(loss), net of income tax. However, Kansas law does permit,
under certain circumstances, our Board of Directors to transfer amounts from capital in excess of par value
to surplus. In addition, Section 305(a) of the Federal Power Act (FPA) prohibits the payment by a utility of
dividends from any funds “properly included in capital account”. There are no additional rules or
regulations issued by the FERC under the FPA clarifying the meaning of this limitation. However, several
decisions by the FERC on specific dividend proposals suggest that any determination would be based on a
fact-intensive analysis of the specific facts and circumstances surrounding the utility and the dividend in
question, with particular focus on the impact of the proposed dividend on the liquidity and financial
condition of the utility.

In addition, the EDE Mortgage and our Restated Articles contain certain dividend restrictions. The
most restrictive of these is contained in the EDE Mortgage, which provides that we may not declare or pay
any dividends (other than dividends payable in shares of our common stock) or make any other
distribution on, or purchase (other than with the proceeds of additional common stock financing) any
shares of, our common stock if the cumulative aggregate amount thereof after August 31, 1944 (exclusive
of the first quarterly dividend of $98,000 paid after said date) would exceed the sum of $10.75 million and
the earned surplus (as defined in the EDE Mortgage) accumulated subsequent to August 31, 1944, or the
date of succession in the event that another corporation succeeds to our rights and liabilities by a merger
or consolidation. On March 11, 2008, we amended the EDE Mortgage in order to provide us with more
flexibility to pay dividends to our shareholders by increasing the basket available to pay dividends by
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$10.75 million, as described above. As of December 31, 2010, this restriction did not prevent us from
issuing dividends.

During 2010, no purchases of our common stock were made by or on behalf of us.

Participants in our Dividend Reinvestment and Stock Purchase Plan may acquire, at a 3% discount,
newly issued common shares with reinvested dividends. Participants may also purchase, at an averaged
market price, newly issued common shares with optional cash payments on a weekly basis, subject to
certain restrictions. We also offer participants the option of safekeeping for their stock certificates.

Our shareholders rights plan, dated July 26, 2000, expired July 25, 2010, pursuant to its terms. See
Note 5 of “Notes to Consolidated Financial Statements” under Item 8 for additional information. In
addition, we have stock based compensation programs which are described in Note 4 of “Notes to
Consolidated Financial Statements” under Item 8.

Our By-laws provide that K.S.A. Sections 17-1286 through 17-1298, the Kansas Control Share
Acquisitions Act, will not apply to control share acquisitions of our capital stock.

See Note 4 of “Notes to Consolidated Financial Statements” under Item 8 for additional information
regarding our common stock and equity compensation plans.
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The following graph and table indicates the value at the end of the specified years of a $100
investment made on December 31, 2005, in our common stock and similar investments made in the
securities of the companies in the Standard & Poor’s 500 Composite Index (S&P 500 Index) and the
Standard & Poor’s Electric Utilities Index (S&P Electric Utility). The graph and table assume that

dividends were reinvested when received.

Total Return Performance
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Total Return Analysis 12/31/2005 12/31/2006 12/31/2007 12/31/2008 12/31/2009  12/31/2010
The Empire District Electric Company . $100.00 $128.47 $12510 $103.05 $118.46 $149.96
S&P Electric Utilities Index . ........ $100.00 $122.92 $151.35 $112.24 $106.03  $120.02
S&P 500 Index .................. $100.00 $115.79 $122.16 $ 7696 $ 97.33 $111.99
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ITEM 6. SELECTED FINANCIAL DATA
(in thousands, except per share amounts)'!

2010 2009 2008 2007 20062

Operating revenues . ............. $ 541,276 $ 497,168 $ 518,163 $ 490,160 $ 412,171
Operating income . . ............. $ 80,495 $§ 74495 $ 71,012 $ 65566 $ 69,821
Total allowance for funds used during

CONStruction . . ................ $ 10,174 $ 14133 $ 12,518 $ 7,665 $§ 4,255
Income from continuing operations. .. $ 47,396 $ 41296 $ 39,722 $ 33,181 §$ 40,029
Income (loss) from discontinued

operations, net of tax . .......... $ — $ — — 3 63 $ (749)
Netincome . ................... $ 47396 $§ 41296 $ 39,722 § 33244 § 39,280
Weighted average number of common

shares outstanding — basic . . . .. .. 40,545 34,924 33,821 30,587 28,277
Weighted average number of common

shares outstanding — diluted . . . .. 40,580 34,956 33,860 30,610 28,296
Earnings from continuing operations

per weighted average share of

common stock — basic and diluted . $ 117 § 1.18  § 117 $ 1.09 $ 1.42
Loss from discontinued operations per

weighted average share of common

stock — basic and diluted . . . . .. .. $ — 3 — $ — 3 000 $ (0.03)
Total earnings per weighted average

share of common stock — basic and

diluted...................... $ 117 § 118 $ 117 $ 1.09 $ 1.39
Cash dividends per share . ......... $ 128 § 128 $ 128 § 128 % 1.28
Common dividends paid as a

percentage of net income ........ 109.7% 108.5% 109.0% 117.2% 91.8%
Allowance for funds used during

construction as a percentage of net

income ..................... 21.5% 34.2% 31.5% 23.1% 10.8%
Book value per common share (actual)

outstanding at end of year ....... $ 1582 $ 1575 $§ 1556 $§ 1604 § 1549
Capitalization:

Common equity . ............ $ 657,624 $ 600,150 $ 528872 § 539,176 $ 468,609
Long-term debt. . ............ $ 693,072 $ 640,156 $ 611,567 §$ 541,880 $ 462,398

Ratio of earnings to fixed charges. . .. 2.63x 2.15x 2.19x 2.08x 2.60x
Total assets . ................... $1,921,311  $1,839,846 $1,713,846 $1,473,074 $1,319,142
Plant in service at original cost . . . . .. $2,108,115 $1,718,584 $1,586,152 $1,506,234  $1,380,431
Capital expenditures (including

AFUDC)® ... ... ... $ 108,157 $ 148,804 $ 206,405 $ 195568 $ 120,171

(1) 2006 has been adjusted to show continuing operations, reflecting the sale of MAPP and Conversant in

2006 and Fast Freedom in 2007.

(2) Includes EDG data for the months of June through December 2006.

(3) 2006 capital expenditures do not include $103.2 million for the acquisition of the Missouri Gas

operations.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

EXECUTIVE SUMMARY

We operate our businesses as three segments: electric, gas and other. The Empire District Electric
Company (EDE) is an operating public utility engaged in the generation, purchase, transmission,
distribution and sale of electricity in parts of Missouri, Kansas, Oklahoma and Arkansas. As part of our
electric segment, we also provide water service to three towns in Missouri. The Empire District Gas
Company (EDG) is our wholly owned subsidiary. It provides natural gas distribution to customers in 44
communities in northwest, north central and west central Missouri. Our other segment consists of our fiber
optics business.

During the year ended December 31, 2010, our gross operating revenues were derived as follows:

Electric segment sales™ . . .. ... .. ... L 89.6%
Gassegmentsales ........... . ... i I 94
Other segment Sales . . .. .. ..o vttt i e s 1.0

*  Sales from our electric segment include 0.3% from the sale of water.

Electric Segment

The primary drivers of our electric operating revenues in any period are: (1) rates we can charge our
customers, (2) weather, (3) customer growth and (4) general economic conditions. The utility commissions
in the states in which we operate, as well as the Federal Energy Regulatory Commission (FERC), set the
rates which we can charge our customers. In order to offset expenses, we depend on our ability to receive
adequate and timely recovery of our costs (primarily fuel and purchased power) and/or rate relief. We
assess the need for rate relief in all of the jurisdictions we serve and file for such relief when necessary. Of
the factors driving revenues, weather has the greatest short-term effect on the demand for electricity for
our regulated business. Very hot summers and very cold winters increase electric demand, while mild
weather reduces demand. Residential and commercial sales are impacted more by weather than industrial
sales, which are mostly affected by business needs for electricity and by general economic conditions.
Customer growth, which is the growth in the number of customers, contributes to the demand for
electricity. We expect our annual electric customer growth to range from approximately 0.85% to 1.35%
over the next several years. Our electric customer growth for the year ended December 31, 2010 was 0.2%.
We define electric sales growth to be growth in kWh sales period over period excluding the impact of
weather. The primary drivers of electric sales growth are customer growth and general economic
conditions.

The primary drivers of our electric operating expenses in any period are: (1) fuel and purchased power
expense, (2) maintenance and repairs expense, including repairs following severe weather and plant
outages, (3) taxes and (4) non-cash items such as depreciation and amortization expense. Historically, fuel
and purchased power costs were the expense items that had the most significant impact on our net income.
In our 2007 rate case, the Missouri Public Service Commission (MPSC) authorized a fuel adjustment
clause for our Missouri customers effective September 1, 2008. The MPSC established a base rate for the
recovery of fuel and purchased power expenses used to supply energy. The clause permits the distribution
to customers of 95% of the changes in fuel and purchased power costs above or below the base. With the
addition of the Missouri fuel adjustment mechanism, we now have a fuel cost recovery mechanism in all of
our jurisdictions, which significantly reduces the impact of fluctuating fuel and purchased power costs on
our net income.
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Gas Segment

The primary drivers of our gas operating revenues in any period are: (1) rates we can charge our
customers, (2) weather, (3) customer growth, (4) the cost of natural gas and interstate pipeline
transportation charges and (5) general economic conditions. The MPSC sets the rates which we can charge
our customers. In order to offset expenses, we depend on our ability to receive adequate and timely
recovery of our costs (primarily commodity natural gas) and/or rate relief. We assess the need for rate
relief and file for such relief when necessary. A Purchased Gas Adjustment (PGA) clause is included in our
gas rates, which allows us to recover our actual cost of natural gas from customers through rate changes,
which are made periodically (up to four times) throughout the year in response to weather conditions,
natural gas costs and supply demands. Weather affects the demand for natural gas. Very cold winters
increase demand for gas, while mild weather reduces demand. Due to the seasonal nature of the gas
business, revenues and earnings are typically concentrated in the November through March period, which
generally corresponds with the heating season. Customer growth, which is the growth in the number of
customers, contributes to the demand for gas. Our gas segment customer contraction for the year ended
December 31, 2020 was 0.9%, which we believe was due to depressed economic conditions. The rate of gas
customer contraction is expected to level out during the next two years and begin modest growth after
2012. We define gas sales growth to be growth in mcf sales excluding the impact of weather. The primary
drivers of gas sales growth are customer growth and general economic conditions.

The primary driver of our gas operating expense in any period is the price of natural gas. However,
because gas purchase costs for our gas utility operations are normally recovered from our customers, any
change in gas prices does not have a corresponding impact on income unless such costs are deemed
imprudent or cause customers to reduce usage.

Earnings

For the year ended December 31, 2010, basic and diluted earnings per weighted average share of
common stock were $1.17 on $47.4 million of net income compared to $1.18 on $41.3 million of net income
for the year ended December 31, 2009. The primary positive drivers for 2010 as compared to 2009 were
increased electric revenues (resulting from rate increases and increased demand in 2010 due to favorable
weather) and decreased interest charges. The primary negative drivers for 2010 as compared to 2009 were
increased electric operations and maintenance expenses, increased depreciation and amortization, the
dilutive effect of additional shares of common stock issued (mainly due to our equity distribution
program), changes in AFUDC amounts and the changes in effective tax rates, including the two non-cash
charges in the first quarter of 2010 discussed below.

The table below sets forth a reconciliation of basic and diluted earnings per share between 2009 and
2010, which is a non-GAAP presentation. The economic substance behind our non-GAAP earnings per
share (EPS) measure is to present the after tax impact of significant items and components of the
statement of income on a per share basis before the impact of additional stock issuances.

We believe this presentation is useful to investors because the statement of income does not readily
show the EPS impact of the various components, including the effect of new stock issuances. This could
limit the readers’ understanding of the reasons for the EPS change from previous years. This information is
useful to management, and we believe this information is useful to investors, to better understand the
reasons for the fluctuation in EPS between the prior and current years on a per share basis.

This reconciliation may not be comparable to other companies or more useful than the GAAP
presentation included in the statements of income. We also note that this presentation does not purport to
be an alternative to earnings per share determined in accordance with GAAP as a measure of operating
performance or any other measure of financial performance presented in accordance with GAAP.
Management corapensates for the limitations of using non-GAAP financial measures by using them to
supplement GAAP results to provide a more complete understanding of the factors and trends affecting
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the business than GAAP results alone. The dilutive effect of additional shares issued included in the table
reflects the estimated impact of all shares issued during the period. Similar tables presented in our 2010
Form 10-Q filings also reflected the estimated impact of all shares issued during the applicable periods, but
split the impact into two line items, “dilutive effect of additional shares issued” (which reflected shares
issued pursuant to the equity distribution program completed in June 2010) and “other income and
deductions” (which reflected all other shares issued during the applicable periods).

Earnings Per Share — 2009. . .. .. ... ... .. ... . . . i $ 1.18
Revenues
EleCtric ON-SYSTEM . . . . ot ettt et it e $0.78
Electric off-system and other ............. ... .. .. ... . 0.18
GBS . o ot e e e e (0.12)
Other .. e 0.01
Expenses
Electric fuel and purchased power . ............ ... ... ... .. .. (0.33)
Cost of natural gas sold and transported ... ...................... 0.17
Regulated — electricsegment. . .. ... ... i (0.14)
Regulated — gas segment . .............oiniiuineennnnnnieenon 0.02
Maintenance and repairs ... ... e (0.07)
Depreciation and amortization . ........ ... ... i i (0.14)
Other taXes . . . v v o vttt e e e e (0.03)
Interest Charges . . ... ...ttt e 0.08
AFUDC .. e e e (0.07)
Change in effective income tax rates . ... .......voiiiuie . (0.15)
Dilutive effect of additional sharesissued ........................ (0.19)
Other income and deductions . . . ........... ... ... ... ... ... (0.01)
Earnings Per Share — 2010. . . . . .. ........ .. ... ... .. s $ 117

Fourth Quarter Results

Earnings for the fourth quarter of 2010 were $8.5 million, or $0.20 per share, as compared to
$7.9 million, or $0.22 per share, in the fourth quarter 2009. Total revenues increased approximately
$11.9 million (9.9%) for the fourth quarter of 2010 as compared to the fourth quarter of 2009 primarily
due to increased sales and rate increases in 2010. Partially offsetting the increase in revenues were
increases in operations and maintenance expenses and depreciation and amortization.

2010 Activities

New Construction

On March 14, 2006, we entered into contracts to purchase a 50 megawatt, 7.52% undivided interest in
the Plum Point Energy Station. The Plum Point Energy Station met its in-service criteria on August 13,
2010 and entered commercial operation on September 1, 2010. We also have a long-term (30 year)
purchased power agreement for an additional 50 megawatts of capacity and have the option to purchase an
undivided ownership interest in the 50 megawatts covered by the purchased power agreement in 2015.

On June 13, 2006, we announced we had entered into an agreement with Kansas City Power & Light
(KCP&L) to purchase an undivided ownership interest in the coal-fired Iatan 2 generating facility. We own
12%, or approximately 102 megawatts, of the 850-megawatt unit. KCP&L reported that lIatan 2 met its
in-service criteria on August 26, 2010. Iatan 2 entered commercial operation on December 31, 2010.
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Regulatory Matters

We filed several rate cases primarily to recover the costs of the completed plants described above.
These are described below.

A stipulated agreement in our 2009 Missouri electric rate case was filed on May 12, 2010, calling for
an annual increase of $46.8 million, provided the Plum Point Generating Station met its in-service criteria
by August 15, 2010. The Plum Point Generating Station completed its in-service criteria testing on
August 12, 2010, with an in-service date of August 13, 2010, and the new rates were effective September 10,
2010.

On Septembeer 28, 2010, we filed a rate increase request with the MPSC for an annual increase in base
rates for our Missouri electric customers in the amount of $36.5 million, or 9.2% to recover the Iatan 2
costs and other cost of service items not included in the recently completed Missouri rate case. KCP&L
reported that Iatan 2 met its in-service criteria on August 26, 2010.

A stipulated agreement in our current Kansas rate case was filed on May 4, 2010, and approved by the
KCC on June 25, 2010, calling for a $2.8 million, or 12.4%, increase in base rates effective July 1, 2010.

On August 30, 2010, we were granted a two-phase Capital Reliability Rider (CRR) by the Oklahoma
Corporation Commission (OCC) with the first phase effective September 1, 2010. In total, the CRR
revenue has been specifically limited by the OCC to an overall annual revenue increase of $2.6 million, or
27.67% increase. On January 28, 2011 we requested the approval by the OCC of the phase 2 rates of the
CRR. We requested an additional $1.1 million, which brings the total annual revenue under the OCC to
approximately $2.5 million. We will file a general rate case within six months of the commercial operation
date of Iatan 2 (which was December 31, 2010) to replace the CRR with permanent rates.

On August 19, 2010, we filed a rate increase request with the Arkansas Public Service Commission
(APSC) for an annual increase in base rates for our Arkansas electric customers in the amount of
$3.2 million, or 27.3%. On February 2, 2011 we entered into a unanimous settlement agreement with the
parties involved. The settlement includes a general rate increase of $2.1 million, or 19%. The settlement
calls for the implementation of a new tariff, the Transmission Cost Recovery Rider (TCR) designed to
track changes in the cost of transmission charges from the Southwest Power Pool, Inc. The existing Energy
Cost Recovery Rider was also modified to include the recovery of the costs associated with certain air
quality control materials. A hearing on the settlement has been scheduled for March 8, 2011 at the APSC.

On March 12, 2010, we filed Generation Formula Rate (GFR) tariffs with the FERC which we
propose to be utilized for our wholesale customers. On June 30, 2010, three of our on-system wholesale
customers were granted intervention in the GFR rate case. On September 15, 2010, the parties agreed to a
settlement in principle and are now working to finalize the terms of the settlement.

In December 2008, the Office of the Public Counsel (OPC) and intervenors Praxair, Inc. and Explorer
Pipeline Company filed Petitions for Writ of Review with the Cole County Circuit Court challenging the
tariffs resulting from our 2006 Missouri rate case that went into effect January 1, 2007. The Cole County
Circuit Court issued a ruling on December 8, 2009, affirming the Commission’s Report and Order. OPC,
Praxair and Explorer Pipeline filed appeals with the Western District Court of Appeals. On October 26,
2010, the Western District Court of Appeals affirmed the Commission’s Report and Order. Praxair, Inc.
and Explorer Pipeline Company filed with the Western District Court of Appeals a Motion for Rehearing
and an Application for Transfer to the Supreme Court. On December 7, 2010, the Western District Court
of Appeals overruled the Motion for Rehearing and denied the Application for Transfer to the Supreme
Court. Praxair, Inc. then asked the Missouri Supreme Court to transfer the case to that court. On
January 25, 2011, the request was denied.

On June 5, 2009, we filed a request with the MPSC for an annual increase in base rates for our
Missouri gas customers in the amount of $2.9 million, or 4.9%. On February 24, 2010, the MPSC
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unanimously approved an agreement among the OPC, the MPSC staff and Empire for an increase of
$2.6 million. Pursuant to the Agreement, new rates went into effect on April 1, 2010.

For additional information, see “Rate Matters” below.

Iatan 2 Coal Investment Tax Credits

A December 2009 award from an arbitration panel ordered KCP&L to renegotiate with the IRS a
previous $125 million advanced coal investment tax credit granted to the Iatan 2 plant. The IRS executed a
revised memorandum of understanding (MOU) on September 7, 2010, which granted us our share,
$17.7 million, of advanced coal investment tax credits in accordance with the arbitration panel’s order. We
will utilize these credits to reduce our 2010 tax payments and 2010 tax liability. The tax credit will have no
significant income statement impact as the credits will flow to our customers as we amortize the tax credits
over the life of the plant. See Note 9 of “Notes to Consolidated Financial Statements” under Item 8.

Financings

On January 28, 2011, we filed a $400 million shelf registration statement with the SEC covering our
common stock, unsecured debt securities, preference stock, and first mortgage bonds. This shelf
registration statement became effective on February 7, 2011. We plan to use proceeds under this shelf to
fund capital expenditures, refinancings of existing debt or general corporate needs when needed during the
effective period. The issuance of securities under this shelf is subject to the receipt of local regulatory
approvals.

On August 25, 2010, we issued $50 million principal amount of 5.20% first mortgage bonds due
September 1, 2040. The net proceeds (after payment of expenses) of approximately $49.1 million were
used to redeem $48.3 million aggregate principal amount of our Senior Notes, 7.05% Series due 2022 on
August 27, 2010.

On May 28, 2010, we issued $100 million principal amount of 4.65% first mortgage bonds due June 1,
2020. The net proceeds (after payment of expenses) of approximately $98.8 million, were used to redeem
all 2 million outstanding shares of our 8.5% trust preferred securities totaling $50 million, on June 28,
2010, and to repay short-term debt which was incurred, in part, to fund the repayment, at maturity, of our
6.5% first mortgage bonds due 2010.

We successfully completed an equity distribution program during the second quarter of 2010 and used
the net proceeds to repay short-term debt and for general corporate purposes, including the funding of our
current construction program. During 2010, we issued and sold 2,870,985 shares of our common stock
pursuant to this equity distribution program, at an average price per share of $18.41, resulting in net
proceeds to us of approximately $51.3 million. Since inception of the program on February 25, 2009, in the
aggregate, we issued and sold 6,535,216 shares pursuant to the program, at an average price per share of
$18.36, resulting in net proceeds to us of approximately $116.0 million.

Ozark Beach Plant

On September 16, 2010, we received a $26.6 million payment from the Southwest Power
Administration (SWPA) to reimburse us for the estimated future lifetime replacement cost of the electrical
energy and capacity lost due to the White River Minimum Flows project at Ozark Beach. The $26.6 million
payment will have no material impact on net income as we expect the benefits will flow through to our
customers. In addition, the SWPA has delayed the implementation of the new minimum flows until 2016.
See Item 2, “Properties — Electric Segment Facilities” for additional information.

31



Healthcare Reform Act — Medicare Part D benefits

On March 23, 2010, the Patient Protection and Affordable Care Act was enacted. This legislation
includes a provision that reduces the deductibility, for income tax purposes, of retiree healthcare costs to
the extent an employer receives federal subsidies. Companies receive the subsidy when they provide retiree
prescription benefits at least equivalent to Medicare Part D coverage in their postretirement healthcare
plan. Although the elimination of this tax benefit does not take effect until 2013, this change required us to
recognize the full accounting impact in our financial statements in the period in which the legislation was
enacted. As a result, in the first quarter of 2010, we recorded a one-time non-cash charge of approximately
$2.1 million to reflect the impact of this change. Our 2010 effective tax rate also increased due to the
additional tax expense associated with the changes in the Medicare Part D tax benefit. See Note 9 of
“Notes to Consolidated Financial Statements.”

Renewable Energy

On November 4, 2008, Missouri voters approved the Clean Energy Initiative (Proposition C). This
initiative requires us and other investor-owned utilities in Missouri to generate or purchase electricity from
renewable energy sources, such as solar, wind, biomass and hydro power, at the rate of at least 2% of retail
sales by 2011, increasing to at least 15% by 2021. Two percent of this amount must be solar. We believe we
are exempt from the solar requirement. A challenge to our exemption brought by two of our customers
and Power Source Solar, Inc. is pending in the Missouri Western District Court of Appeals. In July 2010,
the MPSC submitted to the Missouri Secretary of State’s office its rule for the renewable energy mandate.
We are awaiting action from the Missouri Secretary of State but believe we are in compliance with the law.
Kansas established a renewable portfolio standard (RPS) in May 2009 which was approved October 27,
2010, effective November 19, 2010. Its final rulemaking was released in November 2010 which calls for
10% of our Kansas retail customer peak capacity requirements to be sourced from renewables by 2011,
15% by 2016, and 20% by 2020. In addition, there are several proposals currently before the U.S. Congress
to adopt a naticnwide RPS.

Shareholder Rights Plan
Our shareholder rights plan, dated as of July 26, 2000, expired July 25, 2010, pursuant to its terms.

RESULTS OF OPERATIONS

The following discussion analyzes significant changes in the results of operations for the years 2010,
2009 and 2008.

The following table represents our results of operations by operating segment for the applicable years
ended December 31 (in millions):

2010 2009 2008

EleCtriC . . ... o, $43.2 $39.1 $374
GaS e 2.6 0.9 1.7
Other. . ... 1.6 1.3 0.6
Netincome . .. .. ... ... . . . $47.4 $41.3 $39.7
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Electric Segment
Overview
Our electric segment income for 2010 was $43.2 million as compared to $39.1 million for 2009.

Electric operating revenues comprised approximately 89.2% of our total operating revenues during
2010. Electric operating revenues for 2010, 2009, and 2008 were comprised of the following:

2010 2009 2008

ReSIAENtial . . o v vt ot e e e e e e e e e 42.4% 41.6% 40.2%
CoOMMETCIAl . . ot e e e e e e e e e e 30.3 314 298
INAUSEIAl . . . .ttt e e e e e e e e 144 152 151
Wholesale ON-SYSIEM . . . . .o oottt it e 40 42 43
Wholesale off-system . . . ... ... e 47 33 6.6
Miscellaneous sources™ .. ........... e e e e e 26 27 25
Other €leCtriC TEVENUES . . . v v v v it ettt et et e et te e e et e eanenens 16 16 15

*  primarily public authorities

The percentage of revenues provided from our wholesale off-system transactions increased during
2010 as compared to 2009 primarily due to increased market demand resulting from more favorable
weather in 2010 as compared to 2009. The percentage of revenues provided from our wholesale off-system
transactions decreased during 2009 as compared to 2008 primarily due to decreased market demand
resulting from milder weather in 2009 and general economic conditions.

The amounts and percentage changes from the prior periods in kilowatt-hour (“kWh”) sales and
electric segment operating revenues by major customer class for on-system and off-system sales were as
follows:

kWh Sales

(in millions)
Customer Class 2010 2009 % Change* 2009 2008 % Change*
Residential . . . ............ ... ... ... 2,060.4 1,866.5 104% 1,866.5 1,952.9 4.4)%
Commercial . ............ .. ....... 1,644.9 1,579.8 4.1 1,579.8 1,622.0 (2.6)
Industrial . . ......... ... ... ... ... 1,007.0 992.2 1.5 9922 11,0733 (7.6)
Wholesale on-system. . . ............. 355.8 3320 7.2 3320 344.5 (3.6)
Other** . ... ... . i i 126.5 1234 25 123.4 123.8 0.3)

Total on-system sales . . . ........... 5,194.6 4,893.9 6.1 4,893.9 5,116.5 4.3)

Off-system . ..., 798.1 515.9 54.7 515.9 688.2 (25.0)
Total KWh Sales. .................. 5,992.7 5,409.8 10.8 5,409.8 5,804.7 (6.8)

*  Percentage changes are based on actual kWh sales and may not agree to the rounded amounts shown
above.

**  Other kWh sales include street lighting, other public authorities and interdepartmental usage.
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Electric Segment Operating Revenues (in millions)

Customer Class 2010 2009 % Change* 2009 2008 % Change*
Residential . ... .................... $204.9 $180.4 13.6% $180.4 $179.3 0.6%
Commercial . .. ..................... 1463 1358 7.7 1358 1329 22
Industrial ......................... 69.7 66.0 5.6 66.0 67.4 (2.0)
Wholesale on-system . ................ 19.2 18.2 5.8 18.2 19.2 5.4)
Other™ . ... . ... . ... ... ... ... 12.3 11.6 6.1 11.6 11.0 5.1
Total on-system revenues ............ 4524 4120 9.8 412.0  409.8 0.5

Offsystem......................... 229 14.3 59.6 14.3 29.7 (51.7)
Total revenues from KWh sales. . ........ 4753 4263 11.5 426.3 4395 3.0
Miscellaneous revenues*** . ... ... ... ... 7.6 6.8 11.1 6.8 7.0 (2.3)
Total electric operating revenues . . .. ... .. $482.9 $433.1 11.5 $433.1 $446.5 (3.0
Water revenues . . ................... 1.8 1.8 23 1.8 1.7 (1.0)

Total Electric Segment Operating Revenues. $484.7 $434.9 11.5 $434.9 $448.2 (3.0)

*  Percentage changes are based on actual revenues and may not agree to the rounded amounts shown
above.

** Other operating revenues include street lighting, other public authorities and interdepartmental
usage.

*** Miscellaneous revenues include transmission service revenues, late payment fees, renewable energy
credit sales, rent, etc.

2010 Compared to 2009

On-System Operating Revenues and Kilowatt-Hour Sales

KWh sales for our on-system customers increased approximately 6.1% during 2010 as compared to
2009 with the associated revenues increasing approximately $40.5 million (9.8%). Weather and other
related factors increased revenues an estimated $24.1 million. Total cooling degree days (the cumulative
number of degrees that the average temperature for each day during that period was above 65° F) for 2010
were 56.5% more than 2009 and 27.2% more than the 30-year average. Total heating degree days (the sum
of the number of degrees that the daily average temperature for each day during that period was below
65° F) for 2010 were 2.9% more than 2009 and 2.3% more than the 30-year average. Rate changes,
primarily the September 2010 Missouri rate increase and July 2010 Kansas rate increase (discussed below),
contributed an estimated $14.0 million to revenues, while continued sales growth contributed an estimated
$2.4 million. We expect our annual customer growth to range from approximately 0.85% to 1.35% over the
next several years.

Residential and commercial kWh sales increased in 2010 primarily due to favorable weather during
the year. The related revenues increased during 2010 primarily due to the Missouri and Kansas rate
increases, as well as continued sales growth. Industrial kWh sales increased 1.5% in 2010 as compared to
2009 when there was a slowdown created by economic uncertainty. Industrial revenues increased 5.6%
mainly due to the Missouri and Kansas rate increases. On-system wholesale kWh sales and revenues
increased reflecting the increased market demand resulting from the favorable weather.

Off-System Electric Transactions

In addition to sales to our own customers, we also sell power to other utilities as available, including
through the Southwest Power Pool (SPP) energy imbalance services (EIS) market. See “— Competition”
below. The majority of our off-system sales margins are now included as a component of the fuel
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adjustment clause in our Missouri, Kansas and Oklahoma jurisdictions and generally adjust the fuel and
purchased power expense. As a result, nearly all of the off-system sales margin flows back to the customer
and has little effect on net income.

Off-system revenues and related expenses were higher during 2010 as compared to 2009 primarily due
to increased market demand resulting from the favorable weather discussed above. Total purchased power
related expenses are included in our discussion of purchased power costs below.

Miscellaneous Revenues

Our miscellaneous revenues were $7.6 million during 2010 as compared to $6.8 million during 2009.
These revenues are comprised mainly of transmission revenues, late payment fees and renewable energy
credit sales.

Operating Revenue Deductions — Fuel and Purchased Power

During 2010, total fuel and purchased power expenses increased approximately $17.3 million (9.5%)
as compared to 2009. The table below is a reconciliation of our actual fuel and purchased power
expenditures (netted with the regulatory adjustments) to the fuel and purchased power expense shown on
our statements of income for 2010 and 2009.

(in millions) 2010 2009
Actual fuel and purchased power expenditures ............... $200.0 $182.1
Kansas regulatory adjustments™* . . ... ... ... .. i (0.1) 0.5
Missouri fuel adjustment deferral** .. ..................... 4.5) (2.0)
Missouri fuel adjustment recovery™ . .. ....... .. ina 31 1.7
Unrealized (gain)/loss on derivatives . . . .................... 0.8 (0.3)
Total fuel and purchased power expense per income statement .. $199.3 = §182.0

*  Recovered from customers from prior deferral period.

** A pegative amount indicates costs have been under recovered from customers and a positive
amount indicates costs have been over recovered from customers.

The overall fuel and purchased power increase primarily reflects the effect of increased market
demand in 2010 resulting from favorable weather conditions.

Summarized in the table below are our 2010 estimated cost and volume changes in the components of
fuel and purchased power expenses when compared to 2009. This table incorporates all the changes
mentioned above. As shown below, the largest impact on fuel and purchased power costs was increased
generation by our gas-fired units.

(in millions) 2010 vs. 2009

Natural gas generation volume . ............. ..ot $ 351
Coal generation volume . . ........ ...t 7.5
Purchased power spot purchase volume . .......... ... ... ....... 9.8)
Coal (costpermWh) . ...... .. ..o (0.9)
Natural gas (costpermWh) . ......... ... . it (16.9)
Purchased power (costpermWh) ......... ... .. .. .. 3.4
Other (primarily fuel adjustments) . . . ......... ... vt (1.1)
TOTAL .ottt et ettt e e e $17.3
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Operating Revenue Deductions — Other Than Fuel and Purchased Power

Regulated operating expenses increased approximately $7.0 million (11.1%) during 2010 as compared
to 2009 primarily due to changes in the following accounts:

(in millions) 2010 vs. 2009

Transmission and distribution expense® . ....................... $19
General labor costs. . . ... ... ... .. .. 1.2
Employee pension expense .. ................. .. ... 1.0
Employee health care expense . .. ............................ 1.0
Customer accounts expense™™ .. ................ .. 1.5
Steam power other operating expense . ........................ 0.6
Property insurance .. ......... ... ... ... ... . . . . 0.4
Injuries and damages expense . .. ................ ... ... 0.3
Customer assistance eXPense . . . .. ...vvvit ettt 0.3
General office expense . ........ .. ... .. ... .. ... .. ... . ... ... 0.3
Other steam power expense*** ... ... ... ..................... (1.9)
Other miscellaneous accounts (netted) . ... ..................... 0.4

TOTAL . .. $7.0

*  Approximately $1.6 million of this total is for charges incurred for delivering the output from
Plum Point to our system.

** Mainly increased banking fees and uncollectible accounts.

*** Related to Iatan 1 and Iatan 2 operating costs that we were able to defer in accordance with
our agreement with the MPSC that allows deferral of certain costs until the plant additions
are included in customer rates.

Maintenance and repairs expense increased approximately $3.8 million (11.8%) during 2010 primarily
due to changes in the following accounts:

(in millions) 2010 vs. 2009

Distribution maintenance expense* . .......................... $13
Transmission maintenance eXpense . ..................o..vu.... 0.7
Maintenance and repairs expense at the Riverton plant — coal units** . 0.9
Maintenance and repairs expense at the latan plant . .............. 0.7
Maintenance and repairs expense at the Plum Point plant........... 0.4
Maintenance and repairs expense at the Asbury plant. . ............ 0.3
Maintenance and repairs expense at the Riverton plant — gas units . . . 0.4
Maintenance and repairs expense to SLCC*** ... ... ... ........... (1.1)
Other miscellaneous accounts (netted) . ... ..................... 0.2

TOTAL . .. $ 3.8

*  Mainly due to continued implementation of our system reliability plan.

**  Mainly due to the 2010 five-year maintenance outage.
*** Decrease mainly due to maintenance outage in 2009.

Depreciation and amortization expense increased approximately $5.9 million (12.4%) during 2010
reflecting our additions to plant in service and to additional regulatory amortization of $3.1 million. The
remainder is increased plant in service in 2010, partially offset by the effect of deferred depreciation
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related to Iatan 2 as allowed in our regulatory agreements pertaining to our Kansas and Missouri
jurisdictions. This is net of the construction accounting effect of deferring $2.0 million of Iatan 1 and
lIatan 2 depreciation expense in 2010 as compared to $0.8 million of Iatan 1 depreciation expense in 2009.
Other taxes increased approximately $2.0 million due to increased property tax reflecting our additions to
plant in service and increased municipal franchise taxes.

2009 Compared to 2008

On-System Operating Revenues and Kilowatt-Hour Sales

KWh sales for our on-system customers decreased approximately 4.3% during 2009 as compared to
2008 with the associated revenues increasing approximately $2.2 million (0.5%). Weather and other related
factors decreased revenues an estimated $20.3 million. Total cooling degree days for 2009 were 12.3% less
than 2008 and 18.7% less than the 30-year average. Total heating degree days for 2009 were 4.0% less than
2008 and 0.5% less than the 30-year average. Rate changes, primarily the August 2008 Missouri rate
increase (discussed below), contributed an estimated $21.9 million to revenues while continued sales
growth contributed an estimated $0.6 million.

Residential and commercial kWh sales decreased in 2009 primarily due to mild weather during the
year. The related revenues increased during 2009 primarily due to the August 2008 Missouri rate increase
and continued sales growth. Industrial kWh sales decreased 7.6% mainly due to a slowdown created by
economic uncertainty while the associated revenues decreased 2.0%, reflecting the economic conditions,
partially offset by the Missouri rate increase. On-system wholesale kWh sales and revenues decreased
reflecting the general economic conditions and mild weather.

Off-System Electric Transactions

Off-system revenues and related expenses were less during 2009 as compared to 2008 primarily due to
decreased market demand and lower gas prices that made it more economical for utilities to generate their
own power rather than purchase it. Total purchased power related expenses are included in our discussion
of purchased power costs below.

Miscellaneous Revenues

Our miscellaneous revenues were $6.8 million during 2009 as compared to $7.0 million during 2008.
These revenues are comprised mainly of transmission revenues, late payment fees and renewable energy
credit sales.

Operating Revenue Deductions — Fuel and Purchased Power

Total fuel and purchased power expenses decreased approximately $22.1 million (10.8%) during 2009
as compared to 2008. The table below is a reconciliation of our actual fuel and purchased power
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expenditures (netted with the regulatory adjustments) to the fuel and purchased power expense shown on
our statements of income for 2009 and 2008.

(in millicns) 2009 2008
Actual fuel and purchased power expenditures ............... $182.1 $204.1
Kansas regulatory adjustments**. . . ....................... 0.5 (0.5)
Missouri fuel adjustment deferral* ........................ (2.0) 0.2
Missouri fuel adjustment recovery** .. .......... ... ... ..... 1.7
Unrealized (gain)/loss on derivatives . . . .. .................. (0.3) 0.3
Total fuel and purchased power expense per income statement .. $182.0 $204.1

* A negative amount indicates costs have been under recovered from customers and a positive
amount indicates costs have been over recovered from customers.

** Recovered from customers from prior deferral period.

The overall fuel and purchased power expense decrease primarily reflects the effect of decreased
market demand resulting from mild weather in 2009, as well as the effects of an extended outage at the
Asbury plant lasting from the fourth quarter of 2007 into the first quarter of 2008 during which time we
relied on purchased power as well as our gas-fired units to replace our coal-fired generation. The decrease
in fuel costs also includes the effect of decreased off-system sales.

Summarized in the table below are our estimated cost and volume changes in the components of fuel
and purchased power expenses when compared to 2008. This table incorporates all the changes mentioned
above. As shown below, the largest impacts on fuel and purchased power costs were lower purchased
power and natural gas prices and decreased generation by our gas-fired units.

(in millions) 2009 vs 2008
Coal (Cost) .. ... $ 38
Natural gas (cost) . .......... .. ... . 23
Purchased power (cost) .. ........ ... ... . .. ... . (10.1)
Coal generationvolume . . . ................ ... .. ... ......... (0.6)
Natural gas generation volume . . . . ........................... (23.1)
Purchased power spot purchase volume . ....................... 3.0
Natural gas — gain on unwind of positions. ... .................. 2.1
Other (including fuel adjustments) . .. ......................... 0.5
TOTAL . .. $(22.1)
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Operating Revenue Deductions — Other Than Fuel and Purchased Power

Regulated operating expenses increased approximately $1.0 million (1.6%) during 2009 as compared
to 2008 primarily due to changes in the following accounts:

(in millions) 2009 vs. 2008

Professional SEIVICES . . . . v v vt oot $15
Other Steam POWET EXPEISE . . v v v v v v v v ov e nnsaene e 1.2
General labor costs. . .. ...... PP 0.8
Customer accounts eXpense™ . .. .. ... 0.6
Employee health care expense. .. ...t (1.3)
Injuries and damages EXPense . . . . ..o ot ittt (1.1)
Employee pension eXPense . . ..« c.vvtn it (0.4)
Regulatory COMMISSION €XPEMSE . . o v v oo v eoevn oo e o (0.3)

TOTAL . .ottt et et i $1.0

*  Mainly increased banking fees.

We were able to defer $0.6 million in other steam power expense, which is included in the regulated
operating expense increase, related to Iatan 1 operating costs in accordance with our agreement with the
MPSC that allowed deferral of certain costs until the environmental upgrades to Iatan 1 were included in
our rate base.

Maintenance and repairs expense increased approximately $4.5 million (16.4%) during 2009 primarily
due to changes in the following accounts:

(in millions) 2009 vs. 2008

Distribution maintenance costs* ... ..... ... i $38
Maintenance and repairs expense at the Asbury plant.............. 1.2
Maintenance and repairs expense to the SLCC. . ................. 0.3
Maintenance and repairs expense to the Riverton gas units. .. ....... 0.1
Maintenance and repairs expense to State Line Unit No. 1.......... 0.1
Maintenance and repairs expense at the Iatan plant . .............. (0.6)
Maintenance and repairs expense to the Riverton coal units . ........ (0.4)

10 1 17N $ 4.5

*  Includes $2.5 million of ice storm related amortization

Depreciation and amortization expense decreased approximately $2.3 million (4.5%) during 2009
primarily due to reduced regulatory amortization resulting from the Missouri rate case that went into
effect August 23, 2008. Other taxes increased approximately $0.8 million due to increased property tax
reflecting our additions to plant in service and increased municipal franchise taxes.
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Gas Segment
Gas Operating Revenues and Sales

The following tables detail our natural gas sales and revenues for the years ended December 31:

Total Gas Delivered to Customers
2010 2009 % Change 2009 2008 % Change

(bef sales)

Residential ... ............................ . 2.68 2.69 04)% 2.69 2.95 (8.9)%
Commercial . .. ...... ... ... ... ... ... ... ..., 1.26 127 (1.0 127 140 (8.6)
Industrial*. .. ....... ... ... . .. 0.11 022  (50.5) 022 055 (60.5)
Other** .. ... ... .. 0.03 0.03 116 0.03 003  (13.3)
Total retail sales. . ......................... .. 408 421 (3.1) 421 493 (14.6)
Transportation sales* . . .......... ... ... ... .. .. 4.83 433 115 433 4.06 6.7
Total gas operating sales. . . .................... 891 854 4.3 8.54 8.99 (5.0)

Operating Revenues and Cost of Gas Sold
2010 2009 % Change 2009 2008 % Change

($ in millions)

Residential .. ........................... $323 $362  (10.9% $36.2 $39.6 8.1%
Commercial ............................ 133 155 (14.2) 155 174 (10.7)
Industrial* .. ....... .. ... ... ... . ... ... 0.8 2.1 (60.7) 2.1 51 (59.3)
Other** .. ... ... ... ... 0.4 0.4 (6.0) 0.4 04  (12.8)
Total retail revenues .. .................... $46.8 $54.2 (13.7)  $542 $625 (13.4)
Otherrevenues . . ........................ 0.4 02 1073 0.2 0.2 (2.1)
Transportation revenues* . ... ............... 3.7 2.9 26.6 29 2.7 10.0
Total gas operating revenues . ............... $50.9 $57.3 (11.2)  $573 $654  (12.4)
Costofgassold ......................... 266 35.6 (25.2) 356 426 (16.5)

Gas operating revenues over cost of gas in rates . . $24.3  $21.7 11.8  $21.7 $2238 (4.8)

*  Percentage change reflects the transfer of a customer from transportation to industrial sales in
April 2008 and back to transportation in April 2009 and a customer switching from industrial sales to
transportation in October 2009 after an eight-month suspension.

**  Other includes other public authorities and interdepartmental usage.

2010 Compared to 2009

Operating Revenues and bcf Sales

Gas retail sales decreased 3.1% during 2010 as compared to 2009 reflecting customer contraction of
0.9%. We believe this contraction was due to depressed economic conditions. We estimate that the rate of
gas customer contraction will level out during the next two years and begin modest growth after 2012.
Residential and commercial sales decreased slightly during 2010 despite heating degree days being 1.8%
higher in 2010 than 2009. Heating degree days were 2.2% lower in 2010, however, than the 30-year
average. Industrial sales decreased during 2010 due to customer contraction and the transfer of the
customer between classes mentioned above.

During 2010, gas segment revenues were approximately $50.9 million as compared to $57.3 million in
2009, a decrease of 11.2%. This decrease was largely driven by lower PGAs that went into effect
November 13, 2009 and November 2, 2010. During 2010, our PGA revenue (which represents the cost of
gas recovered frora our customers) was approximately $26.6 million as compared to $35.6 million in 2009, a
decrease of approximately $9.0 million (25.2%), representing a decrease in the cost of gas. The cost of
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natural gas was lower for 2010 compared to 2009 as we experienced more than a 20% decrease in the
annual price. The overall impact resulted in an improved margin of approximately $2.6 million primarily
due to an increase in base rates for our Missouri gas customers that was effective April 1, 2010.

Our PGA clause allows us to recover from our customers, subject to routine regulatory review, the
cost of purchased gas supplies, transportation and storage, including costs associated with the use of
financial instruments to hedge the purchase price of natural gas. Pursuant to the provisions of the PGA
clause, the difference between actual costs incurred and costs recovered through the application of the
PGA are reflected as a regulatory asset or regulatory liability until the balance is recovered from or
credited to customers.

As of December 31, 2010, we had unrecovered purchased gas costs of $0.4 million recorded as a
non-current regulatory asset and over recovered purchased gas costs of $1.2 million recorded as a current
regulatory liability.

Operating Revenue Deductions

Total other operating expenses were $9.5 million during 2010 as compared to $10.3 million in 2009,
primarily due to a $0.7 million decrease in employee pension expense and a $0.2 million decrease in
customer accounts expense (mainly uncollectible accounts) partially offset by a $0.1 million increase in
regulatory commission expense.

Depreciation and amortization expense increased approximately $1.0 million (50.5%) during 2010 due
to increased depreciation rates resulting from our 2010 Missouri gas rate case.

Our gas segment had net income of $2.6 million in 2010 as compared to $0.9 million in 2009.

2009 Compared to 2008

Operating Revenues and bef Sales

Gas retail sales decreased 14.6% during 2009 as compared to 2008 reflecting milder weather, the
switching of customers between industrial sales and transportation (see footnote above) and the effect of
our gas segment customer contraction of 1.3% in 2009. We believe this contraction was due to depressed
economic conditions. Residential and commercial sales decreased during 2009 primarily due to the milder
weather as well as customer contraction. Heating degree days were 9.7% lower than 2008 and 3.9% lower
than the 30-year average. Industrial sales decreased during 2009 due to the transfer of customers between
classes mentioned above.

During 2009, gas segment revenues were approximately $57.3 million as compared to $65.4 million in
2008, a decrease of 12.4%. This decrease was largely driven by the decrease in residential and industrial
sales as well as PGA revenue. During 2009, our PGA revenue was approximately $35.6 million as
compared to $42.6 million in 2008, a decrease of approximately $7.0 million. This decrease was largely
driven by the decrease in sales and decreases in the PGAs that went into effect May 15, 2009 and
November 13, 2009.

As of December 31, 2009, we had unrecovered purchased gas costs of $0.4 million recorded as a
current regulatory asset and over recovered purchased gas costs of $1.9 million recorded as a regulatory
liability.

Operating Revenue Deductions

Total other operating expenses were $10.3 million during 2009 as compared to $10.0 million in 2008,
mainly due to a $0.2 million increase in distribution operation expense and a $0.1 million increase in
general labor costs.
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Our gas segment had net income of $0.9 million in 2009 as compared to $1.7 million in 2008.

Consolidated Company
Income Taxes

The following table shows the increases in our consolidated provision for income taxes (in millions)
and our consolidated effective federal and state income tax rates for the applicable years ended
December 31:

2010 2009 2008
Consolidated provision for income taxes . .......................... $109 $04 §$ 47
Consolidated effective federal and state income tax rates .. ............. 392% 32.5% 32.5%

The effective tax rate for 2010 is higher than 2009 primarily due to the new health care legislation. On
March 23, 2010, the Patient Protection and Affordable Care Act became law. This legislation includes a
provision that reduces the deductibility, for income tax purposes, of retiree healthcare costs to the extent
an employer receives federal subsidies. Companies receive the subsidy when they provide retiree
prescription benefits at least equivalent to Medicare Part D coverage in their postretirement healthcare
plan. Although the elimination of this tax benefit does not take effect until 2013, this change required us to
recognize the full accounting impact in our financial statements in the period in which the legislation was
enacted. As a result, in the first quarter of 2010, we recorded a one-time non-cash charge of approximately
$2.1 million to income taxes to reflect the impact of this change. Our 2010 effective tax rate also increased
due to the additional tax expense associated with the changes in the Medicare Part D tax benefit. As a
result, our effective income tax rate for 2010 was 39.2% as compared to 32.5% in 2009. Excluding these
non-cash charges, the effective tax rate in 2010 would have been 35.0%.

As part of an. agreement reached in our most recently completed Missouri electric rate case, effective
September 10, 2010, we agreed to commence an eighteen year amortization of a deferred asset related to
the tax benefits of cost of removal. These tax benefits were flowed through to customers from 1981 — 2008
and totaled approximately $11.1 million. We recorded a regulatory asset expecting to recover these benefits
from customers in future periods. We estimated the portion of the amortization period where rate recovery
would no longer be probable for this item and wrote off approximately $1.2 million in the first quarter of
2010. Amortizaticn of the remaining regulatory tax asset will begin in 2012, which is also when we expect to
be able to request rate recovery of the asset.

A December 2009 award from an arbitration panel ordered KCP&L to renegotiate with the IRS a
previous $125 million advanced coal investment tax credit granted to our Iatan 2 plant. The IRS executed a
revised memorandum of understanding (MOU) on September 7, 2010, which granted us our share,
$17.7 million, of advanced coal investment tax credits in accordance with the arbitration panel’s order. We
will utilize approximately $5.1 million of these credits to reduce our 2010 tax payments and 2010 tax
liability and these are reflected as part of our income tax receivable in accounts receivable — other. The
remainder is recorded as deferred taxes. The tax credit will have no significant income statement impact as
the credits will flow to our customers as we amortize the tax credits over the life of the plant.

On September 16, 2010, we received approximately $26.6 million from the SWPA as payment
regarding the decrease in available net head waters at our hydroelectric generating plant located on the
White River at Ozark Beach, Missouri. Currently, we have increased our current liability for income taxes
by $10.0 million in anticipation that we will pay income taxes currently on the $26.6 million award, but no
impact to our revenues or net income has been recorded to date. See Note 9 of “Notes to Consolidated
Financial Statements” under Item 8 for additional information regarding income taxes.

Based on the extension of bonus depreciation through 2012 enacted by Congress, we do not expect to
incur any federal income tax liability during 2011. Additionally, we currently estimate that approximately
$12 million of advanced coal investment tax credits will be available to partially offset federal tax liabilities
in 2012 and possibly 2013.

42



Nonoperating Items

The following table shows the total allowance for funds used during construction (AFUDC) for the
applicable periods ended December 31. AFUDC decreased in 2010 as compared to 2009 and 2008
reflecting the completion of Iatan 2 and the Plum Point Energy Station in 2010. AFUDC increased in 2009
as compared to 2008 due to higher levels of construction in 2009. See Note 1 of “Notes to Consolidated
Financial Statements” under Item 8.

($ in millions) 2010 2009 2008

Allowance for equity funds used during construction . ................... $45 $62 $59
Allowance for borrowed funds used during construction ... ............... 5.7 79 6.6
Total AFUDC .. .. e e $10.2 $14.1 $125

Total interest charges on long-term and short-term debt for 2010, 2009 and 2008 are shown below. The
decrease in long-term debt interest for 2010, as compared to 2009, reflects the redemption of $48.3 million
aggregate principal amount of our Senior Notes, 7.05% Series due 2022, which were redeemed on
August 27, 2010, and replaced by $50 million principal amount 5.20% first mortgage bonds issued
August 25, 2010. The decrease for 2010 also reflects the redemption of 6.5% first mortgage bonds on
April 1, 2010 and the redemption of our 8.5% trust preferred securities on June 28, 2010, which were
replaced by 4.65% first mortgage bonds issued May 28, 2010. The increase in long-term debt interest for
2009 reflects the interest on the $75 million principal amount of first mortgage bonds we issued March 27,
2009 and the $90 million principal amount of first mortgage bonds we issued May 16, 2008. The decreases
in short-term debt interest for all periods presented primarily reflect lower levels of borrowing.

Interest Charges
($ in millions)

2010 2009  Change 2009 2008  Change

Long-term debt interest . .. ................... $419 $421  (03)% $42.1 $360 16.8%
Short-term debt interest. . .. .................. 0.6 1.1 (43.9) 1.1 1.9 (39.3)
Trust preferred securities interest . .. ............ 21 43  (50.8) 4.3 4.3 0.0
Jatan 1 and 2 carrying charges™ ................ 32) (1.3) 1369 (1.3) — —
Otherinterest . . ...... ...t 0.9 0.6 282 0.6 1.1 (425)
Total interest charges........................ $42.3 $468  (9.5) $46.8 $433 8.0

*  Beginning in the second quarter of 2009, we deferred Iatan 1 carrying charges to reflect construction
accounting in accordance with our agreement with the MPSC that allows deferral of certain costs until
the environmental upgrades to Iatan 1 are included in our rate base. We began deferring Iatan 2
carrying charges in the third quarter of 2010. See Note 3 of “Notes to Consolidated Financial
Statements” under Item 8 for information regarding carrying charges.

RATE MATTERS

We continually assess the need for rate relief in all of the jurisdictions we serve and file for such relief
when necessary. In addition to the information set forth below, see Note 3 of “Notes to Consolidated
Financial Statements” under Item 8.

Our rates for retail electric and natural gas services (other than specially negotiated retail rates for
industrial or large commercial customers, which are subject to regulatory review and approval) are
determined on a “cost of service” basis. Rates are designed to provide, after recovery of allowable
operating expenses, an opportunity for us to earn a reasonable return on “rate base.” “Rate base” is
generally determined by reference to the original cost (net of accumulated depreciation and amortization)
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of utility plant in service, subject to various adjustments for deferred taxes and other items. Over time, rate
base is increased by additions to utility plant in service and reduced by depreciation, amortization and
retirement of utility plant or write-off’s as ordered by the utility commissions. In general, a request of new
rates is made on the basis of a “rate base” as of a date prior to the date of the request and allowable
operating expenses for a 12-month test period ended prior to the date of the request. Although the current
rate making process provides recovery of some future changes in rate base and operating costs, it does not
reflect all changes in costs for the period in which new retail rates will be in place. This results in a lag
between the time we incur costs and the time when we can start recovering the costs through rates.

The following table sets forth information regarding electric and water rate increases since January 1,
2008:

Annual Percent

Date Increase Increase Date
M Requested Granted Granted Effective
Missouri — Electric ............ October 29, 2009  $46,800,000 13.40% September 10, 2010
Oklahoma — Electric ........... March 25,2010  $ 1,456,979  15.70% September 1, 2010
Kansas — Electric. ... .......... November 4, 2009 $ 2,800,000 12.4% July 1, 2010
Missouri— Gas . .............. June 5, 2009 $ 2,600,000 4.37% April 1, 2010
Missouri — Electric .. .......... October 1, 2007  $22,040,395 6.70%  August 23, 2008

Electric Segment
Missouri
2010 Rate Case

On September 28, 2010, we filed a rate increase request with the MPSC for an annual increase in base
rates for our Missouri electric customers in the amount of $36.5 million, or 9.2%, to recover the Iatan 2
costs and other cost of service items not included in the 2009 Missouri rate case (see below).

2009 Rate Case

On October 29, 2009, we filed a request with the MPSC for an annual increase in base rates for our
Missouri electric customers in the amount of $68.2 million, or 19.6%. This request was primarily designed
to allow us to recover capital expenditures associated with environmental upgrades at Iatan 1 and our
investment in new generating units at Iatan 2 and the Plum Point Generating Station. As a result of the
delay in the Iatan 2 project, however, we agreed to not seek a permanent increase in this rate case for any
costs associated with the Iatan 2 unit with the exception of that portion of the Iatan common plant needed
to operate Iatan 1.

A stipulated agreement was filed on May 12, 2010, calling for an annual increase of $46.8 million,
provided the Plum Point Generating Station met its in-service criteria by August 15, 2010. If the in-service
criteria were not met by such date, a base rate increase of $33.1 million was stipulated. The Plum Point
Generating Station completed its in-service criteria testing on August 12, 2010, with an in-service date of
August 13, 2010, thus new rates, providing for the full increase of $46.8 million, were effective
September 10, 2010. The $46.8 million authorized increase in annual revenues includes $36.8 million in
base rate revenue and $10 million in regulatory amortization. The regulatory amortization, which is treated
as additional book depreciation for rate-making purposes and is reflected in the financial statements, was
granted to provide additional cash flow through rates. This regulatory amortization is related to our
investments in facilities and environmental upgrades completed during the recent construction cycle. As
agreed in our regulatory plan, we will use construction accounting for our Iatan 2 project. See Note 3 and
Note 11 of “Notes to Consolidated Financial Statements” under Item 8. We also agreed to commence an
eighteen year amortization of a deferred asset related to the tax benefits of cost of removal. These tax
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benefits were flowed through to customers from 1981 to 2008 and totaled approximately $11.1 million. We
had previously recorded a regulatory asset expecting to recover these benefits from customers in future
periods. We estimated the portion of the amortization period where rate recovery would no longer be
probable for this item and wrote off approximately $1.2 million in the first quarter of 2010. Amortization of
the remaining regulatory tax asset will begin in 2012, which is also when we expect to be able to request
rate recovery of the asset. See Note 9 of “Notes to Consolidated Financial Statements” under Item 8.

2007 Rate Case

The MPSC issued an order on July 30, 2008 in response to a request filed with the MPSC on
October 1, 2007 for an annual increase in base rates for our Missouri electric customers. This order
granted an annual increase in revenues for our Missouri electric customers in the amount of $22.0 million,
or 6.7%, based on a 10.8% return on equity. The new rates went into effect August 23, 2008.

The order contained two components. The first component provided an addition to base rates of
approximately $27.7 million. This increase in base rates was partially offset by a $5.7 million reduction to
regulatory amortization, which is the second component to support certain credit metrics of the overall
change in revenue authorized by the MPSC. Regulatory amortization provided us additional cash through
rates during our construction cycle. This construction, which was part of our long-range plan to ensure
reliability, included the facilities at the Riverton Power Plant and Iatan 2 Power Plant, as well as
environmental improvements at the Asbury Power Plant and at Iatan 1. The regulatory amortization as a
result of this case was approximately $4.5 million annually and was recorded as depreciation expense.

The MPSC also authorized a fuel adjustment clause for our Missouri customers effective
September 1, 2008. The MPSC established a base cost for the recovery of fuel and purchased power
expenses used to supply energy. The clause permits the distribution to customers of 95% of the changes in
fuel and purchased power costs above or below the base cost. Off-system sales margins are also part of the
recovery of fuel and purchased power costs. As a result, the off-system sales margin flows back to the
customer. Rates related to the recovery of fuel and purchased power costs will be modified twice a year
subject to the review and approval by the MPSC. In accordance with accounting guidance for regulated
activities, 95% of the difference between the actual cost of fuel and purchased power and the base cost of
fuel and purchased power recovered from our customers is recorded as an adjustment to fuel and
purchased power expense with a corresponding regulatory asset or a regulatory liability. If the actual fuel
and purchased power costs are higher or lower than the base fuel and purchased power costs billed to
customers, 95% of these amounts will be recovered or refunded to our customers when the fuel adjustment
clause is modified.

The MPSC order in the rate case approved a Stipulation and Agreement providing for the recovery of
deferred expenses of approximately $14.2 million over a five year period for the 2007 ice storms. In
addition, the MPSC order required the implementation of a two-way tracking mechanism for recovery of
the costs relating to the new MPSC rules on infrastructure inspection and vegetation management. The
mechanism authorized by the MPSC created a regulatory liability in any year we spend less than the target
amount, which has been set at $8.6 million for our Missouri jurisdiction, and a regulatory asset if we spend
more than the target amount. Any regulatory asset and liability amounts created using the tracking
mechanism will then be netted against each other and taken into account in our next rate case. The MPSC
also approved Stipulations and Agreements providing for the continuation of the pension and other
post-retirement employee benefits tracking mechanism established in our 2006 and 2007 Missouri rate
orders.

The MPSC issued its Report and Order on July 30, 2008, effective August 9, 2008. The OPC and
intervenors Praxair, Inc. and Explorer Pipeline Company filed applications for rehearing with the MPSC

regarding this order. On August 12, 2008, the MPSC issued its Order Granting Expedited Treatment and
Approving Compliance Tariff Sheets, effective August 23, 2008, in which the MPSC approved our tariff
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sheets containing our base rates for service rendered on and after August 23, 2008, and approved our fuel
adjustment clause tariff sheets effective September 1, 2008. On September 3, 2008, the MPSC denied all
pending applications for rehearing.

On October 2, 2008, the OPC and intervenors Praxair, Inc. and Explorer Pipeline Company filed
Petitions for Writ of Review with the Cole County Circuit Court. These actions were consolidated into one
proceeding, briefs were filed and the Cole County Circuit Court heard oral arguments on September 29,
2009. The Cole County Circuit Court issued a ruling on December 31, 2009, affirming the Commission’s
Report and Order. OPC, Praxair and Explorer Pipeline filed appeals with the Western District Court of
Appeals. Explorer Pipeline was dismissed from the pending appeal on October 18, 2010.

2006 Rate Case

In December 2008, the OPC and intervenors Praxair, Inc. and Explorer Pipeline Company filed
Petitions for Writ of Review with the Cole County Circuit Court challenging the tariffs resulting from our
2006 Missouri rate case that went into effect January 1, 2007. The Cole County Circuit Court issued a
ruling on December 8, 2009, affirming the Commission’s Report and Order. OPC, Praxair and Explorer
Pipeline filed appeals with the Western District Court of Appeals. On October 26, 2010, the Western
District Court of Appeals affirmed the Commission’s Report and Order. Praxair, Inc. and Explorer
Pipeline Company filed with the Western District Court of Appeals a Motion for Rehearing and an
Application for Transfer to the Supreme Court. On December 7, 2010, the Western District Court of
Appeals overruled the Motion for Rehearing and denied the Application for Transfer to the Supreme
Court. Praxair, Inc. then asked the Missouri Supreme Court to transfer the case to that court. On
January 25, 2011, the request was denied.

Kansas

On November 4, 2009, we filed a request with the KCC for an annual increase in base rates for our
Kansas electric customers in the amount of $5.2 million, or 24.6%. This request was primarily to allow us
to recover capital expenditures associated with environmental upgrades at Iatan 1 completed in 2009 and
at our Asbury plant completed in 2008 and our investment in new generating units at Iatan 2, the Plum
Point Generating Station and our Riverton 12 unit that went on line in 2007. A stipulated agreement was
filed on May 4, 2010, and approved by the KCC on June 25, 2010, calling for a $2.8 million, or 12.4%,
increase in base rates effective July 1, 2010. We will defer depreciation and operating and maintenance
expense on both Plum Point and Iatan 2 from their respective in-service dates until the effective date for
rates from the next Kansas case, expected to be an abbreviated rate case that will be filed within the next
year. These deferrals will be recovered over a 3-5 year period as determined in that next case. We will
record AFUDC on all Plum Point and Iatan 2 capital expenditures incurred after January 31, 2010.

Oklahoma

On March 25, 2010, we requested a capital cost recovery rider (CCRR) at the Oklahoma Corporation
Commission (OCC). The rider was designed to recover the carrying costs on our capital investment for
generation, transmission and distribution assets that have been added to the system since our last
Oklahoma general rate case (May 2003), as well as investments made on an ongoing basis. As requested,
the operation of the CCRR would have increased our operating revenue by approximately $3 million, or
approximately 33%, in Oklahoma in a series of three steps to be followed with a general rate case in 2011.
On August 30, 2010, we were granted a two-phase Capital Reliability Rider (CRR) by the OCC. The first
phase of the rider was put into place for Oklahoma customers for usage on and after September 1, 2010,
and results in an overall annual base revenue increase of approximately $1.5 million, or 15.7%. In total, the
CRR revenue has been specifically limited by the OCC to an overall annual revenue increase of
$2.6 million, or 27.67% increase. On January 28, 2011 we requested the approval by the OCC of the
phase 2 rates of the CRR. We requested an additional $1.1 million, which brings the total annual revenue
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under the OCC to approximately $2.5 million. We will file a general rate case within six months of the
commercial operation date of Iatan 2 (which was December 31, 2010) to replace the CRR with permanent

rates.

Arkansas

On August 19, 2010, we filed a rate increase request with the Arkansas Public Service Commission
(APSC) for an annual increase in base rates for our Arkansas electric customers in the amount of
$3.2 million, or 27.3%. On February 2, 2011 we entered into a unanimous settlement agreement with the
parties involved. The settlement includes a general rate increase of $2.1 million, or 19%. The settlement
calls for the implementation of a new tariff, the Transmission Cost Recovery Rider (TCR) designed to
track changes in the cost of transmission charges from the Southwest Power Pool, Inc. The existing Energy
Cost Recovery Rider was also modified to include the recovery of the costs associated with certain air
quality control materials. A hearing on the settlement has been scheduled for March 8, 2011 at the APSC.

FERC

On March 12, 2010, we filed GFR tariffs with the FERC which we propose to be utilized for our
wholesale customers. On May 28, 2010, the FERC issued an order that conditionally approved our GFR
filing subject to refund effective June 1, 2010. As of December 31, 2010, we had collected $0.6 million in
rates subject to refund. On June 30, 2010, three of our on-system wholesale customers were granted
intervention in the GFR rate case. Also on May 28, 2010, we filed a notice with the FERC requesting
termination of the current bundled service agreements for our wholesale customers effective July 31, 2010.
On July 28, 2010, the FERC issued an order accepting and suspending the proposed terminations for a
nominal period to become effective July 31, 2010, subject to refund. The FERC’s order also consolidated
the GFR and termination proceedings. On September 15, 2010, the parties agreed to a settlement in
principle and are now working to finalize the terms of the settlement.

Gas Segment

On June 5, 2009, we filed a request with the MPSC for an annual increase in base rates for our
Missouri gas customers in the amount of $2.9 million, or 4.9%. In this filing, we requested recovery of the
ongoing cost of operating and maintaining our 1,200-mile gas distribution system and a return on equity of
11.3%. On February 24, 2010, the MPSC unanimously approved an agreement among the Office of the
Public Counsel (OPC), the MPSC staff and Empire for an increase of $2.6 million. Pursuant to the
Agreement, new rates went into effect on April 1, 2010.

COMPETITION
Electric Segment
SPP-RTO

Energy Imbalance Services: On February 1, 2007, the Southwest Power Pool (SPP) regional
transmission organization (RTO) launched its energy imbalance services market (EIS). In general, the SPP
RTO EIS market provides real time energy for most participating members within the SPP regional
footprint. Imbalance energy prices are based on market bids and status/availability of dispatchable
generation and transmission within the SPP market footprint. In addition to energy imbalance service, the
SPP RTO performs a real time security-constrained economic dispatch of all generation voluntarily offered
into the EIS market to the market participants to also serve the native load.

Day Ahead Market: The SPP and its members have been evaluating the costs and benefits on
expanding the EIS market into a full day ahead energy market with a co-optimized ancillary services
market, which will include the consolidation of all SPP balancing authorities, including ours, into a single
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SPP balancing authority. On April 28, 2009, the SPP Regional State Committee (SPP RSC), whose
members include state commissioners from our four state commissions, and the SPP Board of Directors
(SPP BOD) endorsed a cost benefit report that recommended the SPP RTO move forward with the
development of a day-ahead market with unit commitment and co-optimized ancillary services market
(Day-Ahead Market) and implement the complete Day-Ahead Market as soon as practical, which is
anticipated in late 2013 or early 2014. As part of the Day-Ahead Market, the SPP RTO will create, prior to
implementation of such market, a single NERC approved balancing authority to take over balancing
authority responsibilities for its members, including us, which is expected to provide operational and
economic benefits for our customers. The implementation of the Day-Ahead Market will replace the
existing EIS market, which to date has, and is expected to continue to, provide benefits for our customers.

SPP Regional Transmission Development: On August 15, 2008, the SPP filed with the FERC proposed
revisions to its open access transmission pro forma tariff (OATT) to establish a process for including a
“balanced portfolio” of economic transmission upgrades in the annual SPP Transmission Expansion Plan.
The cost of such upgrades will be recovered through a regional rate allocated to SPP members based on
their load ratio share within SPP’s market area of the balanced portfolio’s cost. On October 16, 2008, the
FERC accepted the balanced portfolio approach, which sets forth the selection process of a group of
projects and regional cost allocation rules based on projected benefits and allocated costs over a ten year
period. The plan will be balanced if the portfolio is cost beneficial for each zone, including ours, within the
SPP. A balanced portfolio could include projects below the 345 kv level (which is the bright line voltage
level for projects to be included in the portfolio) to increase benefits to a particular zone to achieve
balance of benefits and costs over the ten year study period. On April 28, 2009, the SPP RSC and the SPP
BOD approved the first set of balanced portfolio extra high voltage transmission projects to be constructed
within the SPP region. The transmission expansion projects, totaling over $840 million, include projects in
Missouri, Kansas, Arkansas, Oklahoma, Nebraska and Texas. We anticipate this set of transmission
expansion projects will provide long term benefits to our customers. While we do not project our allocated
costs for the balanced portfolio projects to be material, we expect that the costs will be recoverable in
future rates. Also on April 28, 2009, the SPP RSC and BOD approved a new report that recommended
restructuring of the SPP’s regional planning processes, which would establish an integrated planning
process for reliability, transmission service and economic transmission projects, based on a new set of
planning principles that focus on the construction of a more robust transmission system large enough in
both scale and geography to provide flexibility to meet SPP members’ and customers’ future needs. We will
continue to actively participate in the development of these new processes as well as cost allocation and
recovery issues with members, prospective customers and the state commission representatives to the SPP
RSC.

On October 27, 2009, the SPP BOD endorsed a new transmission cost allocation method to replace
the existing FERC accepted cost allocation method for new transmission facilities needed to continue to
reliably and economically serve SPP customers, including ours, well into the future. On April 19, 2010, SPP
filed revisions to its OATT to adopt a new highway/byway cost allocation methodology which require SPP
BOD approved transmission projects of 300 kV or larger to be funded by the region at 100%, transmission
projects between 100 kV and 300 kV to receive 33% regional funding with individual constructing zones to
pay 67% of those projects built within the zone. For projects under 100kV, the constructing zones would
pay 100% of the cost. On May 17, 2010, we filed a joint protest at the FERC with other SPP members
based on our disagreement with the SPP on the allocation percentages and various other issues. On
June 17, 2010, the FERC unconditionally approved the new highway/byway cost allocation method. We
and other members of the SPP filed a Request for Rehearing on July 19, 2010. It is uncertain as to when or
if the FERC will rule on our Request for Rehearing. To date, the SPP’s BOD has approved $1.4 billion in
highway/byway projects to be constructed over the next several years. As these projects are constructed, we
will be allocated a share of the costs of the projects pursuant to the FERC accepted cost allocation method.
We expect that these costs will be recoverable in future rates.
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In a related but separate filing, on May 17, 2010, the SPP filed revisions to its OATT to incorporate a
modified transmission planning process, the Integrated Transmission Plan (ITP) that the SPP will use to
determine its near and long term transmission needs to meet reliability and provide economic benefits
throughout the SPP region. On June 7, 2010, we made a joint protest filing at the FERC regarding the ITP
filing which expressed our concerns over the lack of explicit provisions in the SPP OATT to protect SPP
customers from the approval of transmission projects that may not sufficiently benefit the SPP region. On
July 15, 2010, the FERC issued an order conditionally accepting SPP proposed ITP planning process and
tariff provisions to be effective on July 17, 2010, and ordered SPP to make a compliance filing by
August 15, 2010, on the timing of ITP business practices and factors to be considered for changing the
allocation of costs methods for dual winding high voltage transformers. We and the other parties to the
SPP ITP jointly filed a formal Request for Rehearing at the FERC on the ITP order on August 13, 2010.
On September 7, 2010, the FERC granted our Request For Rehearing to allow additional time for FERC’s
further consideration.

FERC Market Power Order

As part of our market based pricing authority from the FERC, we are required to conduct a market
power analysis within our service territory and within the SPP RTO region every three years. We filed our
triennial market power analysis with the FERC on July 30, 2009, concluding there were no material
changes to our market position. As a result, we did not anticipate any changes to our existing market based
rate authority. On July 13, 2010, the FERC issued an order accepting our triennial market power analysis
and authorized the continuation of our market based rate authority for wholesale transactions outside our
service territory.

Other FERC Activity

On May 21, 2009, the FERC issued an order clarifying that, going forward, small public utilities that
have been granted waiver of Order No. 889 (Open Access Same Time Information Systems (OASIS)
requirement) and the Standards of Conduct for transmission operations, which includes us, are required to
submit a notification filing if there has been a material change in facts that may affect the basis on which a
public utility’s waiver was premised. The Standards of Conduct generally govern the communications
between our day to day transmission operations personnel and our day to day wholesale marketing and
sales personnel. We submitted our filing on July 13, 2009 in which we stated our belief that continuation of
our waiver, issued in 1997 and reaffirmed in 2004, was appropriate and reasonable. Based on the May 21,
2009 order, it is possible that the FERC will revoke our waiver which would impact communication
between our transmission and wholesale marketing and sales functions and operations within our
organization. As part of our filing, we sought a twelve month extension in order to comply with the
Standard of Conduct requirements in the event the FERC determined that revoking our waiver was
appropriate. The FERC’s decision on this and other Standard of Conduct waiver filings is pending. As of
July 19, 2010, we have voluntarily taken steps to allow us to comply with a FERC order with minimal
additional impact.

On June 17, 2010, FERC issued a Notice of Proposed Rulemaking (NOPR) proposing to amend the
transmission planning and cost allocation requirements established in Order No. 890 to ensure that
FERC-jurisdictional services are provided on a basis that is just, reasonable and not unduly discriminatory
or preferential. With respect to transmission planning, FERC said that the proposed rule would:
(1) provide that local and regional transmission planning processes account for transmission needs driven
by public policy requirements established by state or federal laws or regulations; (2) improve coordination
between neighboring transmission planning regions with respect to interregional facilities; and (3) remove
from FERC-approved tariffs or agreements a right of first refusal created by those documents that
provides an incumbent transmission provider with an undue advantage over a non-incumbent transmission
developer. Neither incumbent nor non-incumbent transmission facility developers should, as a result of a
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FERC-approved tariff or agreement, receive different treatment in a regional transmission planning
process, FERC contended. Further, both should share similar benefits and obligations commensurate with
that participation, including the right, consistent with state or local laws or regulations, to construct and
own a facility that it sponsors in a regional transmission planning process and that is selected for inclusion
in the regional transmission plan. With respect to cost allocation, the proposed rule would establish a
closer link between transmission planning processes and cost allocation and would require cost allocation
methods for intraregional and interregional transmission facilities to satisfy newly established cost
allocation principles. We participated in the development of comments by the SPP RTO which were filed
at FERC on September 29, 2010. We will continue to monitor the NOPR as it may affect our existing rights
to construct transmission facilities in our service territory as well as high voltage transmission expansion
and cost allocation that will affect our cost of delivery service to our customers.

Gas Segment

Non-residential gas customers whose annual usage exceeds certain amounts may purchase natural gas
from a source other than EDG. EDG does not have a non-regulated energy marketing service that sells
natural gas in competition with outside sources. EDG continues to receive non-gas related revenues for
distribution and orher services if natural gas is purchased from another source by our eligible customers.

LIQUIDITY AND CAPITAL RESOURCES

Overview. Our primary sources of liquidity are cash provided by operating activities, short-term
borrowings under our commercial paper program (which is supported by our credit facilities) and
borrowings from our unsecured revolving credit facility. As needed, we raise funds from the debt and
equity capital markets to fund our liquidity and capital resource needs.

Our issuance of various securities, including equity, long-term and short-term debt, is subject to
customary approval or authorization by state and federal regulatory bodies including state public service
commissions and the SEC. We estimate that internally generated funds (funds provided by operating
activities less dividends paid) will provide the majority of the funds required in 2011 for our budgeted
capital expenditures (as discussed in “Capital Requirements and Investing Activities” below). We believe
the amounts available to us under our credit facilities and the issuance of debt and equity securities
together with this cash provided by operating activities will allow us to meet our needs for working capital,
pension contributions, our continuing construction expenditures, anticipated debt redemptions, interest
payments on debt obligations, dividend payments and other cash needs through the next several years.

We will continue to evaluate our need to increase available liquidity based on our view of working
capital requirements, including the timing of our construction programs and other factors. See Item 1A,
“Risk Factors” for additional information on items that could impact our liquidity and capital resource
requirements. The following table provides a summary of our operating, investing and financing activities
for the last three years.

Summary of Cash Flows

Fiscal Year

(in millions) 2010 2009 2008
Cash provided by/(used in):
Operating activities .. ............... ... .. . .. $ 1381 $1296 $ 93.0
Investing activities .. ...... ... ... .. ... . . . . (109.2) (154.7) (211.8)
Financing activities. . . . ........ ... ... .. . . (20.0) 28.0 117.5
Net change in cash and cash equivalents . . .. ..................... $ 89 $ 29 § (1.3)
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Cash flow from Operating Activities

We prepare our statement of cash flows using the indirect method. Under this method, we reconcile
net income to cash flows from operating activities by adjusting net income for those items that impact net
income but may not result in actual cash receipts or payments during the period. These reconciling items
include depreciation and amortization, pension costs, deferred income taxes, equity AFUDC, changes in
commodity risk management assets and liabilities and changes in the consolidated balance sheet for
working capital from the beginning to the end of the period.

Year-over-year changes in our operating cash flows are attributable primarily to working capital
changes resulting from the impact of weather, the timing of customer collections, payments for natural gas
and coal purchases and the effects of deferred fuel recoveries. The increase in natural gas prices directly
impacts the cost of gas stored in inventory. In the third quarter of 2010, we also received a $26.6 million
SWPA payment which positively impacted operating cash flows.

2010 compared to 2009. In 2010, our net cash flow provided from operating activities was
$138.1 million, an increase of $8.5 million or 6.6% from 2009. This increase was primarily a result of:

+ Changes in net income — $6.1 million.

* One-time payment from SWPA for future minimum flow decreases at Ozark Beach hydro plant (see
Note 1 — Other Noncurrent Liabilities of “Notes to Consolidated Financial Statements” under
Item 8) — $26.6 million

* Changes in investment tax credits, including the granting of $17.7 million of advanced coal
investment tax credits resulting from a revised MOU from the IRS, offset by changes in deferred
income taxes — $11.6 million

¢ Draw down of the commodity risk management margin accounts through settlement of hedged
positions in 2009 — $(8.5) million.

» Changes in seasonal levels of inventory, including the effect of building coal inventories at Plum
Point and Tatan 2 — $(6.2) million.

» Changes in pension and other post retirement benefit costs primarily due to the result of increased
pension contributions of $7.2 million — $(7.8) million.

¢ Changes in receivables due to seasonal levels of trade accounts receivable, unbilled revenues and
income taxes receivable, offset by insurance proceeds received from the 2009 State Line generator
failure — $(14.2) million.

* Changes in prepaid expenses and deferred charges primarily related to changes in deferred fuel
costs and non-cash construction accounting (See Note 3 of “Notes to Consolidated Financial
Statements” under Item 8) — $(9.9) million.

2009 compared to 2008. In 2009, our net cash flow provided from operating activities was
$129.6 million, an increase of $36.6 million or 39.3% from 2008. This increase was primarily a result of:

¢ Draw down of the commodity risk management margin accounts through settlement of hedged
positions — $10.3 million.

» Decreased cash payments for income taxes, reflecting positive affects for accelerated tax
depreciation — $6.7 million.

¢ Changes in depreciation and amortization, reflecting collection of deferred ice storm costs from
customers — $3.2 million

* Changes in the levels of accounts receivable and inventory, primarily from lower gas prices —
$23.3 million.
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Capital Requirements and Investing Activities

Our net cash flows used in investing activities decreased $45.5 million from 2009 to 2010. The
decrease was primarily the result of a decrease in electric plant additions and replacements, including new
generation construction in 2010.

Our net cash flows used in investing activities decreased $57.1 million from 2008 to 2009. The 2008
capital expenditures reflect cash outlays for the December 2007 ice storm. These expenditures were
incurred in 2007 but paid in the first quarter of 2008. In addition, expenditures for new generation and
distribution and transmission system additions were lower in 2009 than in 2008.

Our capital expenditures totaled approximately $108.2 million, $148.8 million, and $206.4 million in
2010, 2009 and 2008, respectively.

A breakdown of these capital expenditures for 2010, 2009 and 2008 is as follows:

Capital Expenditures
2010 2009 2008

(in millions)

Distribution and transmission system additions ....................... $ 388 $33.7 $ 468
New generation — Plum Point Energy Station ....................... 6.9 16.3 30.9
New generation — Iatan 2. . . ................. ... . ... . uu... 42.7 66.2 82.6
StOTMS . . .o 0.1 6.4 43
Additions and replacements — electricplant . . ... .................... 72 22.8 40.2
Gas segment additions and replacements ........................... 5.0 2.1 1.9
Transportation . . ... ... . . 13 1.4 12
Other (including retirements and salvage — net) .. ... ... .. ......... 34 (1.4) (3.6

Subtotal. . . ... .. $105.4 $147.5 $204.3
Non-regulated capital expenditures (primarily fiber optics) . ... ........... 2.8 13 2.1
Subtotal capital expenditures incurred® $108.2 $148.8 $206.4
Adjusted for capital expenditures payable® ... ... ... ... ... ... ... ... . 3.8 3.8 6.9
Insurance proceeds receivable . ............ ... .. ... ... ... 0.1) 5.6 —
Capital lease, primarily Plum Point unit train . ....................... 2.7 (2.9) —
Totalcashoutlay . .......... . . $109.2 $1553 $213.3

(1) Other includes equity AFUDC of $(4.5) million, $(6.2) million and $(5.9) million for 2010, 2009 and
2008, respectively. 2009 and 2008 also include proceeds from sale of property of $0.5 million and
$1.5 million, respectively.

(2) Expenditures incurred represent the total cost for work completed for the projects during the year.
Discussion of capital expenditures throughout this 10-K is presented on this basis. These capital
expenditures include AFUDC, capital expenditures to retire assets and benefits from salvage.

(3) The amount of expenditures paid/(unpaid) at the end of the year to adjust to actual cash outlay
reflected in the Investing Activities section of the Statement of Cash Flows.

Approximately 75%, 55% and 23% of our cash requirements for capital expenditures for 2010, 2009
and 2008, respectively, were satisfied internally from operations (funds provided by operating activities less
dividends paid). The remaining amounts of such requirements were satisfied from short-term borrowings
and proceeds from our sales of common stock and debt securities discussed below.
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Our estimated capital expenditures (excluding AFUDC) for 2011, 2012 and 2013 are detailed below.
See Item 1, “Business — Construction Program.” We anticipate that we will spend the following amounts
over the next three years for the following projects:

Project 2011 2012 2013
Tatan 2 . ..o e e $126 $§ — $§ —
Riverton Unit 12 combined cycle conversion . . . .............cc....... — — 6.7
Electric distribution system additions . ..................c......... 375 41.6 434
Electric transmission facilities additions . .......................... 9.8 15.3 221
Additions to existing electric generating facilities — Asbury . . ........... 3.8 42.6 81.4
Other . . o e 42.6 28.0 353
Total . ..o $106.3 $127.5 $188.9

We estimate that internally generated funds will provide approximately 99% of the funds required in
2011 for our budgeted capital expenditures. We intend to utilize a combination of short-term debt, the
proceeds of sales of long-term debt and/or common stock (including common stock sold under our
Employee Stock Purchase Plan, our Dividend Reinvestment and Stock Purchase Plan, and our 401(k) Plan
and our ESOP) if needed to finance additional amounts needed beyond those provided by operating
activities for such capital expenditures. We will continue to utilize short-term debt as needed to support
normal operations or other temporary requirements. The estimates herein may be changed because of
changes we make in our construction program, unforeseen construction costs, our ability to obtain
financing, regulation and for other reasons. See further discussion under “Financing Activities” below.

Financing Activities

Our net cash flows provided by financing activities decreased $48.0 million to ($20.0) million during
2010 as compared to $28.0 million in 2009, primarily due to a decrease in proceeds (net of repayments of
long-term debt) received from new issuances of long-term debt and equity as described below and
increased dividends.

Our net cash flows provided by financing activities decreased $89.5 million to $28.0 million during
2009 as compared to $117.5 million in 2008, primarily due to a decrease in proceeds (net of repayments) of
short-term debt borrowings in 2009.

On August 25, 2010, we issued $50 million principal amount of 5.20% first mortgage bonds due
September 1, 2040. The net proceeds (after payment of expenses) of approximately $49.1 million were
used to redeem $48.3 million aggregate principal amount of our Senior Notes, 7.05% Series due 2022 on
August 27, 2010.

On May 28, 2010, we issued $100 million principal amount of 4.65% first mortgage bonds due June 1,
2020. The net proceeds (after payment of expenses) of approximately $98.8 million, were used to redeem
all 2 million outstanding shares of our 8.5% trust preferred securities, totaling $50 million, on June 28,
2010, and to repay short-term debt which was incurred, in part, to fund the repayment, at maturity, of our
6.5% first mortgage bonds due 2010.

On February 25, 2009, we entered into an equity distribution agreement with UBS Securities LLC
(UBS). Under the terms of the agreement, as amended, we could offer and sell shares of our common
stock, par value $1.00 per share, having an aggregate offering amount of up to $120 million from time to
time through UBS, as sales agent. We successfully completed our equity distribution program during the
second quarter of 2010 and used the net proceeds to repay short-term debt and for general corporate
purposes, including the funding of our current construction program. During 2010, we issued and sold
2,870,985 shares of our common stock pursuant to this equity distribution program, at an average price per
share of $18.41, resulting in net proceeds to us of approximately $51.3 million. Since inception of the
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program, in the aggregate, we issued and sold 6,535,216 shares pursuant to the program, at an average
price per share of $18.36, resulting in net proceeds to us of approximately $116.0 million.

On March 27, 2009, we issued $75 million principal amount of 7% first mortgage bonds due April 1,
2024. The net proceeds (after payment of expenses) of approximately $72.6 million were used to repay
short-term debt incurred, in part, to fund our current construction program.

On May 16, 2008, we issued $90 million principal amount of first mortgage bonds. The net proceeds of
approximately $89.4 million, less $0.4 million of legal and other financing fees, were added to our general
funds and used primarily to pay down short-term indebtedness incurred, in part, as a result of our on-going
construction program.

On January 28, 2011, we filed a $400 million shelf registration statement with the SEC covering our
common stock, unsecured debt securities, preference stock, and first mortgage bonds. This shelf
registration statement became effective on February 7, 2011. We plan to use proceeds under this shelf to
fund capital expenditures, refinancings of existing debt or general corporate needs when needed during the
effective period. The issuance of securities under this shelf is subject to the receipt of local regulatory
approvals.

On January 26, 2010, we entered into the Second Amended and Restated Unsecured Credit
Agreement which amended and restated our revolving credit facility. This agreement extends the
termination date of the revolving credit facility from July 15, 2010 to January 26, 2013. In addition, the
pricing and fees under the facility were amended. Interest on borrowings under the facility accrues at a rate
equal to, at our option, (i) the highest of (A) the bank’s prime commercial rate, (B) the federal funds
effective rate plus 0.5% or (C) one month LIBOR plus 1.0%, plus a margin or (ii) one month, two month
or three month LIBOR, in each case, plus a margin. Each margin is based on our current credit ratings and
the pricing schedule in the facility. As of the date hereof, and based on our current credit ratings, the
LIBOR margin under the facility increased from 0.80% to 2.70%. A facility fee is payable quarterly on the
full amount of the commitments under the facility and a usage fee is payable on the full amount of the
commitments under the facility for any period in which we have drawn less than 33% of the total revolving
commitments under the facility, in each case based on our current credit ratings. In addition, upon
entering into the amended and restated facility, we paid an upfront fee to the revolving credit banks of
$900,000 in the aggregate. The aggregate amount of the revolving commitments remained unchanged at
$150 million and there were no other material changes to the terms of the facility.

The facility is used for working capital, general corporate purposes and to back-up our use of
commercial paper. This facility requires our total indebtedness to be less than 62.5% of our total
capitalization at the end of each fiscal quarter and our EBITDA (defined as net income plus interest, taxes,
depreciation and amortization) to be at least two times our interest charges for the trailing four fiscal
quarters at the end of each fiscal quarter. Failure to maintain these ratios will result in an event of default
under the credit facility and will prohibit us from borrowing funds thereunder. As of December 31, 2010,
we are in compliance with these ratios. Our total indebtedness is 52.2% of our total capitalization as of
December 31, 2010 and our EBITDA is 5.0 times our interest charges. This credit facility is also subject to
cross-default if we default on in excess of $10 million in the aggregate on our other indebtedness. This
arrangement does not serve to legally restrict the use of our cash in the normal course of operations. There
were no outstanding borrowings under this agreement at December 31, 2010. However, $24.0 million was
used to back up our outstanding commercial paper.

On March 11, 2009, we entered into a $50 million unsecured credit agreement. This agreement, which
terminated on July 15, 2010, provided for $50 million of revolving loans to be available to us for working
capital, general corporate purposes and to back-up our use of commercial paper and was in addition to,
and had substantially identical covenants and terms as (other than pricing) our Second Amended and
Restated Unsecured Credit Agreement dated January 26, 2010 discussed above.
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The principal amount of all series of first mortgage bonds outstanding at any one time under the EDE
Mortgage is limited by terms of the mortgage to $1 billion. Substantially all of the property, plant and
equipment of The Empire District Electric Company (but not its subsidiaries) is subject to the lien of the
EDE Mortgage. Restrictions in the EDE mortgage bond indenture could affect our liquidity. The EDE
Mortgage contains a requirement that for new first mortgage bonds to be issued, our net earnings (as
defined in the EDE Mortgage) for any twelve consecutive months within the fifteen months preceding
issuance must be two times the annual interest requirements (as defined in the EDE Mortgage) on all first
mortgage bonds then outstanding and on the prospective issue of new first mortgage bonds. Our earnings
for the year ended December 31, 2010 would permit us to issue approximately $362.3 million of new first
mortgage bonds based on this test with an assumed interest rate of 6.0%. In addition to the interest
coverage requirement, the EDE Mortgage provides that new bonds must be issued against, among other
things, retired bonds or 60% of net property additions. At December 31, 2010, we had retired bonds and
net property additions which would enable the issuance of at least $634.0 million principal amount of
bonds if the annual interest requirements are met. As of December 31, 2010, we are in compliance with all
restrictive covenants of the EDE Mortgage.

The principal amount of all series of first mortgage bonds outstanding at any one time under the EDG
Mortgage is limited by terms of the mortgage to $300 million. Substantially all of the property, plant and
equipment of The Empire District Gas Company is subject to the lien of the EDG Mortgage. The EDG
Mortgage contains a requirement that for new first mortgage bonds to be issued, the amount of such new
first mortgage bonds shall not exceed 75% of the cost of property additions acquired after the date of the
Missouri Gas acquisition. The mortgage also contains a limitation on the issuance by EDG of debt
(including first mortgage bonds, but excluding short-term debt incurred in the ordinary course under
working capital facilities) unless, after giving effect to such issuance, EDG’s ratio of EBITDA (defined as
net income plus interest, taxes, depreciation, amortization and certain other non-cash charges) to interest
charges for the most recent four fiscal quarters is at least 2.0 to 1. As of December 31, 2010, this test would
allow us to issue approximately $8.3 million principal amount of new first mortgage bonds.

Currently, our corporate credit ratings and the ratings for our securities are as follows:

Fitch Moody’s Standard & Poor’s
Corporate Credit Rating .. .......................... n/r* Baa2 BBB -
First Mortgage Bonds .. ......... ... ... ... ... ... BBB+ A3 BBB+
Senior NOteS . . ..ottt e e BBB Baa2 BBB -
Commescial Paper . . ....... ... ... ... L F2 P-2 A-3
Outlook . ...t . Stable Stable Stable

*  Not rated.

On March 24, 2010, Standard & Poor’s issued a report with our ratings unchanged and upgraded our
business profile to “excellent” from “strong”. On May 14, 2010, Moody’s upgraded our First Mortgage
Bonds from Baal to A3 and upgraded its outlook from negative to stable. Moody’s affirmed all of our
other ratings. On April 1, 2010, Fitch affirmed our ratings and revised their rating outlook to stable. The
revision took into consideration the anticipated completion of our five-year baseload capital expenditure
program in 2010 and assumes we will receive timely and adequate regulatory recovery of newly completed
investments.

A security rating is not a recommendation to buy, sell or hold securities. Each rating is subject to
revision or withdrawal at any time by the assigning rating organization. Each security rating agency has its
own methodology for assigning ratings, and, accordingly, each rating should be considered independently
of all other ratings.
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CONTRACTUAL OBLIGATIONS

Set forth below is information summarizing our contractual obligations as of December 31, 2010. Not
included in these amounts are expected obligations associated with our share of the Iatan 2 construction
for which we have not yet been billed. Other pension and postretirement benefit plans are funded on an
ongoing basis to match their corresponding costs, per regulatory requirements and have been estimated for
2011-2015 as noted below.

Payments Due By Period
(in millions)

Less Than More Than
Contractual Obligations'V Total 1 Year 1-3 Years  3-5 Years S Years
Long-term debt (w/o discount) ............... $ 6898 $ 06 $1123 $§ — § 5769
Interest on long-term debt .. ................ 626.5 40.1 77.6 69.9 438.9
Short-termdebt .......................... 24.0 24.0 — — —
Capital lease obligations . ................... 8.1 0.6 1.2 1.1 5.2
Operating lease obligations® .. ... ... .. .. ..... 6.6 1.0 1.7 14 25
Electric purchase obligations®. ... ............ 338.0 80.5 118.6 71.6 67.3
Gas purchase obligations™® . ................. 50.3 9.1 14.8 12.6 13.8
Open purchase orders. .. ................... 19.0 18.8 0.1 — 0.1
Postretirement benefit obligation funding . . .. . ... 26.1 5.7 11.0 9.4 —
Pension benefit funding. .. .................. 79.3 18.2 30.8 30.3 —
Other long-term liabilities® . ... .............. 3.5 0.1 0.3 0.3 2.8
TOTAL CONTRACTUAL OBLIGATIONS® . . . . .. $1,871.2  $198.7  $368.4 $196.6  $1,107.5

(1) Some of our contractual obligations have price escalations based on economic indices, but we do not
anticipate these escalations to be significant.

(2) Excludes payments under our Elk River Wind Farm, LLC and Cloud County Wind Farm, LLC
agreements, as payments are contingent upon output of the facilities. Payments under the Elk River
Wind Farm, LLC agreement can run from zero up to a maximum of approximately $16.9 million per
year based on a 20 year average cost and an annual output of 550,000 megawatt hours. Payments
under the Meridian Way Wind Farm agreement can range from zero to a maximum of approximately
$14.6 million per year based on a 20-year average cost.

(3) Includes a water usage contract for our SLCC facility, fuel and purchased power contracts and
associated transportation costs, as well as purchased power for 2011 through 2015 for Plum Point.

(4) Represents fuel contracts and associated transportation costs of our gas segment.

(5) Other long-term liabilities primarily represent electric facilities charges paid to City Utilities of
Springfield, Missouri of $11,000 per month over 30 years.

(6) Our estimate of uncertain tax liabilities totaled $0.4 million at December 31, 2010. Due to the
uncertainties surrounding this estimate, we cannot reasonably estimate the timing of potential
payments, if any, and have not included any in the table above.

DIVIDENDS

Holders of our common stock are entitled to dividends if, as, and when declared by the Board of
Directors, out of funds legally available therefore, subject to the prior rights of holders of any outstanding
cumulative preferred stock and preference stock. Payment of dividends is determined by our Board of
Directors after considering all relevant factors, including the amount of our retained earnings (which is
essentially our accumulated net income less dividend payouts). As of December 31, 2010, our retained
earnings balance was $5.5 million, compared to $10.1 million as of December 31, 2009, after paying out
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$52.0 million in dividends during 2010. A reduction of our dividend per share, partially or in whole, could
have an adverse effect on our common stock price. On February 3, 2011, the Board of Directors declared a
quarterly dividend of $0.32 per share on common stock payable March 15, 2011 to holders of record as of
March 1, 2011.

Our diluted earnings per share were $1.17 for the year ended December 31, 2010 and were $1.18 and
$1.17 for the years ended December 31, 2009 and 2008, respectively. Dividends paid per share were $1.28
for the year ended December 31, 2010 and for each of the years ended December 31, 2009 and 2008.

Under Kansas corporate law, our Board of Directors may only declare and pay dividends out of our
surplus or, if there is no surplus, out of our net profits for the fiscal year in which the dividend is declared
or the preceding fiscal year, or both. Our surplus, under Kansas law, is equal to our retained earnings plus
accumulated other comprehensive income/(loss), net of income tax. However, Kansas law does permit,
under certain circumstances, our Board of Directors to transfer amounts from capital in excess of par value
to surplus. In addition, Section 305(a) of the Federal Power Act (FPA) prohibits the payment by a utility of
dividends from any funds “properly included in capital account”. There are no additional rules or
regulations issued by the FERC under the FPA clarifying the meaning of this limitation. However, several
decisions by the FERC on specific dividend proposals suggest that any determination would be based on a
fact-intensive analysis of the specific facts and circumstances surrounding the utility and the dividend in
question, with particular focus on the impact of the proposed dividend on the liquidity and financial
condition of the utility.

In addition, the EDE Mortgage and our Restated Articles contain certain dividend restrictions. The
most restrictive of these is contained in the EDE Mortgage, which provides that we may not declare or pay
any dividends (other than dividends payable in shares of our common stock) or make any other
distribution on, or purchase (other than with the proceeds of additional common stock financing) any
shares of, our common stock if the cumulative aggregate amount thereof after August 31, 1944 (exclusive
of the first quarterly dividend of $98,000 paid after said date) would exceed the sum of $10.75 million and
the earned surplus (as defined in the EDE Mortgage) accumulated subsequent to August 31, 1944, or the
date of succession in the event that another corporation succeeds to our rights and liabilities by a merger
or consolidation. On March 11, 2008, we amended the EDE Mortgage in order to provide us with more
flexibility to pay dividends to our shareholders by increasing the basket available to pay dividends by
$10.75 million, as described above. As of December 31, 2010, this restriction did not prevent us from
issuing dividends.

OFF-BALANCE SHEET ARRANGEMENTS

We have no off-balance sheet arrangements that have or are reasonably likely to have a current or
future effect on our financial condition, changes in financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources, other than operating leases entered into in
the normal course of business.

CRITICAL ACCOUNTING POLICIES

Set forth below are certain accounting policies that are considered by management to be critical and
that typically require difficult, subjective or complex judgments, often as a result of the need to make
estimates about the effect of matters that are inherently uncertain (other accounting policies may also
require assumptions that could cause actual results to be different than anticipated results). A change in
assumptions or judgments applied in determining the following matters, among others, could have a
material impact on future financial results.

Pensions and Other Postretirement Benefits (OPEB). We recognize expense related to pension and
postretirement benefits as earned during the employee’s period of service. Related assets and liabilities are
established based upon the funded status of the plan compared to the accumulated benefit obligation. Our
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pension and OPLEB expense or benefit includes amortization of previously unrecognized net gains or
losses. Additional income or expense may be recognized when our unrecognized gains or losses as of the
most recent measurement date exceed 10% of our postretirement benefit obligation or fair value of plan
assets, whichever is greater. For pension benefits and OPEB benefits, unrecognized net gains or losses as
of the measurement date are amortized into actuarial expense over ten years.

In our 2005 electric Missouri Rate Case, the MPSC ruled that we would be allowed to recover pension
costs consistent with our GAAP policy noted above. In accordance with the rate order, we prospectively
calculated the value of plan assets using a market related value method as allowed by the Accounting
Standard Codification (ASC) guidance on defined benefit plans disclosure.

The MPSC ruling also allowed us to record the Missouri portion of any costs above or below the
amount included in rates as a regulatory asset or liability, respectively. Therefore, the deferral of these
costs began in the second quarter of 2005. In our 2006 Kansas Rate Case, the KCC also ruled that we
would be allowed to change our recognition of pension costs, deferring the Kansas portion of any costs
above or below the amount included in our rate case as a regulatory asset or liability. In our agreement
with the MPSC regarding the purchase of Missouri Gas by EDG, we were allowed to adopt this pension
cost recovery methodology for 