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Fellow Investors,

This year was one of the most challenging in our history. We would like to express our
deepest gratitude to you, our shareholders, for the loyalty and support you have provided
as we have executed the recovery from the disaster of May 22, 2011. We are also extremely
thankful for the overwhelming generosity of all those who came, and continue to come, to
the aid of our customers, co-workers, and communities.

The EF-5 tornado that tore through Joplin and Duquesne packed winds in excess of 200
miles per hour and left a path of destruction thirteen miles long and up to three-quarters of
a mile wide. More than 160 lives were lost, making it the deadliest tornado in the United
States since 1950. Empire employees didn't escape the impact. Some lost family members
and more than 20 lost their homes.

The damage to our system was extensive. More than 4,000 poles and over 100 miles of line
were down. Six substations were impacted, with one being completely destroyed, and 31
of 60 circuits in Joplin were out, leaving approximately 20,000 customers without power.

The initial assessment was chilling, yet our mission was clear — provide the power to rebuild
Joplin. Through it all, our employees displayed a resolve that is nothing short of amazing.
Within ten days of the event, service to virtually all customers who were able to receive
power had been restored. An estimated 8,000 customers were not able to return to service
in the immediate aftermath.

Our initial estimates placed the storm costs at $20 to $30 million. As the damage toll
continued to rise in the early days, the board made the difficult, yet necessary, decision to
temporarily suspend the dividend. We recognized the hardship it caused, however, we also
realized this would be an important step in our ability to recover from the most devastating
weather event in our history and emerge more favorably positioned for the future. We
thank you for weathering this trying time with us.

We are actively pursuing all avenues of recovery for costs related to the tornado. In June,
we filed an Accounting Authority Order (AAO) with the Missouri Public Service Commission
(MPSC). A stipulation and agreement related to the AAO was approved by the MPSC in
December which allows Empire to defer actual incremental operating and maintenance
expenses associated with the repair, restoration, and rebuilding activities resulting from
the tornado.

Reconstruction is progressing at a healthy pace. After the initial ten-day restoration period,
our customer count was down by 8,000. By August, the number was reduced to 3,900. As
of the end of 2011, our system-wide customer count is down by approximately 1,800.

In late December, the city of Joplin announced that half of all affected property owners had
secured permits to repair or rebuild homes that were damaged or destroyed by the tornado.
Along the Range Line Road commercial corridor several major retailers including Walmart,
Home Depot, Academy Sports+Outdoors, and Aldi’s have reopened along with numerous
other restaurants and businesses. St. John's Mercy Hospital, currently operating out of a
modular facility, broke ground on a new 261-bed hospital on January 29, with targeted
completion in 2015.

My predecessor, Bill Gipson, said many times, “We impact the lives of everyone in the
Empire service territory every single day and, when we've done our jobs right, they
don't even notice.” Never has this been more evident than during the tornado recovery.
Tremendous media attention was focused upon this event, with barely a mention of Empire.
We take pride in that fact because it means we did our jobs right. As each milestone in the
community was met, power was there. Power was available to open the temporary schools,
to serve the FEMA temporary housing units, to light the Extreme Makeover and Habitat for
Humanity homes, and to power Walgreens after it opened in record time. We have been
and will continue to be an important part of the recovery.

devastation zone. The Ten |
ed the collaboration.
oplir bitat for Humanity
-‘ zations, the city of Joplin, and hundr
of volunteers and sponsors. .




While there has been much progress, the recovery is not limited to the devastation
area. Many residents and businesses within the path of the tornado have relocated to
vacant properties or begun new construction in other parts of Joplin and the surrounding
communities we serve. In short, the recovery is going better than we had expected, but
slower than we want.

While the tornado dominated the headlines this year, we could not delay the planning
and execution of other critical tasks to keep your Company strong. We continued our
focus on initiatives to address future environmental issues, system reliability enhancements,
enterprise level resource and asset management solutions, and a host of other projects.

fn 2011, we focused heavily upon our existing generation fleet. As we reported last year,
the Integrated Resource Plan (IRP) filed with the MPSC identified potential strategies to
comply with new regulations put forth by the U.S. Environmental Protection Agency. A plan
for operational changes at our Asbury and Riverton generating facilities was developed
to address the Cross State Air Pollution Rule (CSAPR), limiting NOx and SO2 emissions
which was scheduled to take effect January 1, 2012. Then, in late December, a last-minute
stay was issued by a federal court delaying the implementation of CSAPR. Separate
regulations will require maximum achievable control technology for mercury and acid gases at
existing generating units in early 2015. After extensive analysis, we are moving forward
with the preferred plan to meet this requirement as identified in the IRP. The plan calls for the
addition of air quality control systems at the Asbury Power Plant, exclusive use of natural
gas fuel for Riverton Units 7 and 8, and the upgrade and conversion of the existing Riverton
Unit 12 simple cycle gas turbine to combined cycle configuration.

Progress continued in 2011 on Operation Toughen Up, our reliability initiative introduced
in 2010. Engineering and design work is under way in advance of the full-scale launch of
the initiative that calls for $10 million per year for ten years beginning in 2012. Operation
Toughen Up focuses on enhancements to our transmission and distribution system that will
improve service reliability for our customers.

Power plants, substations, gas lines, wires, and poles are the visual elements of our business, but
to effectively manage those resources in today’s environment requires advanced, integrated
software solutions. After laying the groundwork in 2010, a project team began rolling
out the transformation to new enterprise level solutions for resource planning and asset
management systems.. The effort has been dubbed "Project Overhaul.” Ultimately, the
project will improve the way we record, transfer, and manage information, as well as
provide us with advanced analysis and financial reporting capabilities. Every employee
in the Company will experience the benefits of this complete overhaul of our business
information and reporting systems.

On the regulatory front, we finalized the rate recovery process related to the historic
construction cycle completed in 2010. New rates went into effect in our Missouri
jurisdiction in June providing $18.7 million in additional annual revenue. In Kansas, rates
reflecting an additional $1.25 million in annual revenue became effective January 1, 2012.
Rates already being collected under a Capital Reliability Rider, became permanent for
Oklahoma customers on January 6, 2012.

A number of other notable accomplishments rounded out the year for our Company. In
November, the Southwest Power Pool Regional Entity conducted an on-site audit
and found Empire to be in compliance with the North American Electric Reliability
Corporation’s (NERC) standards to ensure the reliability of the bulk power system. The
installation of new movable gates took place at our Ozark Beach hydroelectric facility. After
severe flooding impacted the area in 2010 and 2011, the gates are a welcome improvement.
In addition, we posted positive results from efforts to educate customers about our energy
efficiency programs, with a 19 percent increase in program utilization from the prior year.
Current information about all of our energy efficiency programs can be found at
www.empiredistrict.com.



In the natural gas business, we completed the largest construction project since acquisition 0Ozark Beach
of the property with the replacement of six miles of high pressure line in Nevada, Missouri. ,
Another positive development is the increase in our certificated service area, which grew A team of employees from throughout the
by 20 square miles with the addition of territory in eastern Nodaway County. The new area Company installed new steel gates at Ozark

will be served by our Maryville Service Center. Beach Dam in the fall of 2011. The gates
replaced the wooden flashboards which have
Changes in financial leadership took place on August 1, as Laurie Delano became vice historically been used. '
president — finance and chief financial officer, following the retirement of Greg Knapp. Also ’ .
on August 1, Rob Sager became controller, assistant secretary, and assistant treasurer. The flashhoards project above the crest of the
dam to increase‘,vi)at‘er elevation which, in turn,
Despite the loss of customers due to the tornado, extremely warm temperatures in July and e ential for incroased energy
August culminated in a new summer peak demand record of 1,198 megawattts on August production. During past periods of flooding on
2. The warm weather, along with activity related to the debris removal, FEMA temporary Lake Taneycomo, the wooden flashboards along
housing development, and the rebuilding process helped to partially offset revenue loss. the dam'’s 600-foot long spillway were removed
- oyees. The wooden flashboards
We closed 2011 with consolidated earnings of $54.9 million, or $1.31 per share. This would then be reconstructed over a period of
compares to 2010 earnings of $47.4 million, or $1.17 per share. In 2012, commencing with severai'déys. Both the removal and construction
our February 2, 2012, earnings release, we began providing annual earnings guidance. In :ofvw(v,oden flashboards posed a safety challenge
addition, as reported in that earnings release, the board re-established the dividend at a ~ for employees.

rate of $0.25 per share. .
The new gates allow the plant to operate more

As we move beyond a year forever defined by the May 22 tornado, we see many promising efficiently by utilizing automation to raise
signs on the horizon. The rebuilding efforts have cushioned our region from the economic lower the gates as necessary.
slowdown that has affected much of the nation. We know there are still challenges ahead of -

us on many fronts, yet we remain focused. Meeting our customers’ expectations; increasing Employees from our - Beach. Riverton,

value to our shareholders, providing a safe and positive work experience for our employees, Asbury, Energy Center and Aurora Water
demonstrating environmental stewardship, and being a respected leader in the region ~ facilities and Beach retirees did nearly
these are our goals, and our focus never wavers. all of the work on the project.

Boud Beccher
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Matt, Kevin, and Jimmy,:Gravette Line Operations, restore power to temporary medical
facilities near St. John's Mercy Hospital.
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Natural Gas Developments

The largest construction project since the purchase of the gas operations was completed in'2011 ~ the final six
miles of a 13-mile line replacement near Nevada, Missouri: The 1930's-era pipe was replaced with new eight-inch
steel pipe designed to handle the delivery of high pressure natural gas. The project began in 2009, and the final
section replacement started in August and wrapped up before Thanksgiving.

To finalize the project, employees from our Maryville, Sedalia, Clinton; and Nevada service centers were.on hand
t0 expedite connections for individual customers served by the new line,

Additionally, Empire District Gas Company. expanded operations in 2011 to a potential 100 new residential
custorners and three commercial customers in the rural northwest Missouri communities of Conception, Conception
Junction, and Clyde. The three commercial customers.include Jefferson C-123-School District; Conception Abbey,
and Benedictine Convent of Perpetual Adoration, which is the nation’s largest religious producer of communion
hosts. These customers will be served by the Maryville Service Center..

Nevada Project Crews

ERP

The Enterprise Resource Plan (ERP), also- known as Project Overhaul, made great advances during 2011. A
company-wide goal was set in 2010 to create a fully integrated system finking financial statements and business
reporting systems, This. will allow personnel, in every area of the Company, greater access to the information
necessary-to perform. their jobs more efficiently. These improvements also create opportunities for productivity
gains throughout the Company.

Project Overhaul s a significant undertaking; however, the system enhancements and productivity gains affecting
every employee make the efforts worthwhile.

ERP Implementation Team
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Reliability Improvements

Improving reliability for customers in Welch,

line from Kansas. If an outage occurred, it could
mean a lengthy interruption of service for those
customers as lines were repaired and switching
was completed.

This project, an early Operation Toughen Up
initiative, upgraded equipment in Fairland and
Bluejacket, Oklahoma. Smart grid technology
was utilized as the automated equipment can
sense any issues with voltage and automatically
switch and adjust relaying so any customer
outage time is minimized. It also notifies the
dispatcher when an adjustment has occurred
so crews can make necessary repairs. The
skills of Engineering, Commercial Operations,
Telecommunications, and System Operations
personnel were utilized to put the latest in
technology into place to better serve our customers.

Web Site Enhancements

In order to improve our customers
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Seated: Palmer, Walters. Standing: Sager, Mertens, Delano, Beecher, Watson, Penning, Gatz.
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Dallas, Texas

(Age 54, Director since 2005)
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Senior Vice President, Chief Financial
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Alpharetta, Georgia

(Age 53, Director since 2009)
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Founder and President

SALOV North America Corporation
Montclair, New Jersey

(Age 64, Director since 2003)

Thomas M. Ohlmacher
Retired President and Chief Operating
Officer, Non-regulated Energy

Black Hills. Corporation

Morrison; Colorado

(Age 60, Director since 2011)

Paul R. Portney

Professor of Economics and former
Dean, Eller College of Management
University of Arizona

Tucson, Arizona

(Age 66, Director since 2009)
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2 Audit Committee Financial Expert,

Herbert J. Schmidt

Executive Vice President Con-way Inc.
and President Con-way Truckload
Joplin, Missouri

{(Age 56, Director since 2010)

C. James Sullivan
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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, impacts from the 2011
tornado, 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, recovery and rebuilding efforts relating to the 2011
tornado 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;

* 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 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;

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

* the costs and other impacts resulting from natural disasters, such as tornados and ice storms;

* 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;

* competition, including the SPP Energy Imbalance Services Market;
« electric utility restructuring, including ongoing federal activities and potential state activities;
* the impact of electric deregulation on off-system sales;

» changes in accounting requirements (including the potential consequences of being required to
report in accordance with IFRS rather than U. S. GAAP);

« 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;

» the effect of changes in our credit ratings on the availability and cost of funds;




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

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

* the success of efforts to invest in and develop new opportunities;

* costs and effects of legal and administrative proceedings, settlements, investigations and claims;
* our exposure to the credit risk of our hedging counterparties;

* acts of terrorism, including, but not limited to, cyber-terrorism; and

* 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 2011 were derived as follows:

Electric segment sales™ . . . .. ... ... ... i e 90.9%
Gassegment Sales . ... ... . s 8.0
Other segmentsales .. ....... ... ... . . . i, 11

*  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. As of December 31, 2011, our electric operations served approximately
166,500 customers.

Our retail electric revenues for 2011 by jurisdiction were derived as follows:

MASSOUTT & v vt et e et e e e e e et e e e e e e e 88.8%
Kansas . ... oot e e e e e e e e 5.3
ATKANSAS & ottt e e e e e e e e 2.8
OKIahoma . . . .o o e e e e e e e 3.1

We supply electric service at retail to 120 incorporated communities as of December 31, 2011, 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 50% of our electric operating revenues in
2011 were derived from incorporated communities with franchises having at least ten years remaining and
approximately 20% 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 opérating revenues in 2011 were derived as follows:

Residential . ... ..ottt e e e 42.4%
Commercial . . .. .o e e e e 30.1
INdustrial . . . o ot e e e e e e e e e 15.1
Wholesale On-System . . ....... ..ottt e 37
Wholesale off-system .. ....... ... . e 4.5
Miscellaneous SoUrCes™ . . . . . . it e e e 2.6
Other €leCtIiC TEVEIMUES . « v o v v ittt et e ettt e e et ettt e 1.6

*  primarily public authorities



Our largest single on-system wholesale customer is the city of Monett, Missouri, which in 2011
accounted for approximately 3% of electric revenues. No single retail customer accounted for more than
2% of electric revenues in 2011.

Our gas operations serve customers in northwest, north central and west central Missouri. As of
December 31, 2011, our gas operations served approximately 44,000 customers. We provide natural gas
distribution to 45 communities and 315 transportation customers as of December 31, 2011. 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 2011 were derived as follows:

Residential . ... ... ... . . i it e e 62.5%
Commercial . . ... ..o e e e e e e 26.9
Industrial . . ... ... e e e e e 1.5
MiSCellan@ouS . . . v vttt it i e e e e e e e 9.1

No single retail customer accounted for more than 1% of gas revenues in 2011.

Our other segment consists of our fiber optics business. As of December 31, 2011, we have 97 fiber
customers.
Electric Generating Facilities and Capacity

At December 31, 2011, our generating plants consisted of:

Capacity

Plant (megawatts)® Primary Fuel
ASDUIY . . oo e e e 207 Coal
Riverton — €oal .. ...ttt e e e 92 Coal
Riverton — Natural Gas. . .. .. ..ot ee e ieianns 187 Natural Gas
Tatan (12% ownership) . .. .. .ottt it i e e 187®  Coal

Plum Point Energy Station (7.52% ownership) ... .................. 50®  Coal

State Line Combined Cycle