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PusrLic SERVICE COMPANY OF NEW MEXICO

Western Resources announced its intention a year ago to find a partner for its utility
operations to help grow shareholder value, increase generation capacity and position
the company for the futurc. The company sought a partner that would be committed
to employees, customers, shareholders and Kansas communities. On Nov. 8, 2000, the
company reached an agreement with Public Service Company of New Mexico (PNM)

to combine with Western Resources’ utility companies, KGE and KPL.

A progressive company based in Albuquerque, PNM has a similar corporate philosophy
with regard to power generation and wholesale marketing, a solid understanding of
business cnergy concerns, a track record of charitable contributions, a strong environ-

mental program and a commitment to diversity.

The new combined company will have the scale and scope to succeed in the evolving

cnergy marketplace with:

B Morc than one million retail glectric customers in Kansas and New Mexico

and 400,000 retail natural gas customers in New Mexico,
™ A generating capacity of moye than 7,000 megawatts and

® A combined work force of about 5000 cmployees.

The new combined company will be headquartered in Albuquerque, but the Kansas utility

headquarters will remain in Topcka.

TRANSACTION OVERVIEW

The alliance will provide the new combined company with a broader, more predictable cash flow;
solid revenues and potential earnings growth; improved access to capital; and an opportunity to
share the best practices of both organizations for the benefit of customers and shareholders.

The tax-free, stock-for-stock transaction should be completed during 2002, pending approvals
from shareholders of both companies and regulatory agencies, including the Kansas Corporation
Commission, the New Mexico Public Regulation Commission, the Securities and Exchange
Commission, the Nuclear Regulatory Commission and the Federal Energy Regulatory Commission.

Each Western Resources share will be converted into a fraction of a share (to be determined at
closing) in the new holding company. Each PNM share will be converted into one new holding
company share.

Approximately 42 percent of the new holding company will be owned by former PNM shareholders.
Former Western Resources shareholders and Westar Industries will own approximately 58 percent.

For more information about the transaction, please visit the companies’ joint website
at www.pnmwr.com. For more information about PNM, please visit the company’s

website at Www.pnm.com.



2000 FINANCIAL MEASURES

2000 1999
FINANCIAL DATA (Dollars in Millions)
Sales o $2,368 $2,030
EBITDA™Y 853 668
Earnings available for commonstock .. ... ... o o oo 135 13
Adjusted carnings™ ..o 209 58
Cash flow'™ ... 377 235
Totalassets ... ... .. 7,767 7,990
OPERATING DATA
Electric:
Sales (thousands of MWH)
Utility service ... ..o 18,635 17,604
Wholesale ... 6,892 5,617
Total Lo 25,527 23,221
Customers . ... ..o 636,000 628,000
Monitored Services customers (at yearend) ... 1,504,000 1,624,000
Number of employees (atyearend) ... ... . . ... 8,300 7,000
COMMON STOCK DATA
Earnings pershare ... .o oo o $1.96 §0.20
Adjusted carnings per share™ ... L $3.03 $0.88
Cashflow pershare™ ... .. o $5.46 $3.50
Dividends declared per share ... ... o $1.44 §2.14
Book value pershare .. ... .. $27.20 $27.66
Market value per share (at 12/31) .. ... ... $24.81 $16.94
Average sharcs outstanding .. ... ... 68,962,245 67,080,281
Number of common sharcholders . . ... ... ... ... . . .. ... . . ... 39,546 50,680
Dividend yield ... ... oo o 5.8% 12.6%
Average dailv volume traded ... Lo 498,780 283,606
Price/earningsratio ... ... ... ... L 12.7 84.7
Multiple for adjusted carnings™ ... ... ..o 8.2 19.7
Multiple for cash flow pershare™ ... . ... . o 4.5 4.8
Common stock price range
High .o oo $25.88 $33.88
Low $14.69 $16.81

) Earmings before interest, taxes, depreciation and amortization
® Earnings + goodwill amortization
“ Earnings + utility depreciation and amortization + ONEOK dividends




DEAR FELLOW SHAREHOLDERS

David C. Wittig

Western Resources

Chairman of the Board, President
and Chief Executive Officer

In 2000, our common stock price rose 46 percent from the previous year and the total return to sharcholders topped

58 percent. If you participated in our dividend reinvestment plan, you carned a return of more than 60 percent.
Here's a look at the company’s many highlights during 2000:
B We had record carnings during the first six months, surpassing the previous record set in 1994,

B W cxceeded previous utility sales levels without interrupting customers during a sweltering Kansas
summer that shattercd heat records across the state. Part of the reason reliability was not threatened for
Kansas customers last summer was because of rigorous power plant maintenance efforts and the addition

of two combustion turbines at Gordon Evans to hclp meet record demand for electricity.

B KPL customers set a new record peak of 2,485 megawatts on Aug. 28, 2000, and KPL and KGE set a
combined record peak of 4,531 megawatts on Sept. 11, 2000. We were able to continue service without
having to cut power to “interruptible” customers or make pleas for conservation as many clectric companies

across the country were forced to do.
B The value of Westar Industries’ investment in ONEOK rose by 91.5 percent to more than $1billion.

B We sold the balance of our Hanover Compressor Company position for a $91.1 million gain, and we sold our

interest in Paradigm Direct for $51.0 million, making a 60 percent gain on the investment in just 18 months.
B W reduced our consolidated total debt by $385 million.

B In May 2000, Westar Wind celebrated its first anniversary as a viable renewable energy option for environmentally

committed customers. The two wind turbines provide 1.5 megawatts of clectrical capacity.




Another notable highlight was our agreement on Nov. 8, 2000, to combine our KPL and KGE utilities in a tax-free,
stock-for-stock transaction with Public Service Company of New Mexico (PNM), a company with similar corporate
philosophies and operating procedures. (Please see the inside front cover for more information about PNM.)

This year, 2001, poses several pivotal challenges for the company. We're asking the Kansas Corporation Commission
to grant rate increases for KPL and KGE so we can recover our investment in new power plants and higher operating
and maintenance costs, including natural gas fuel costs. The companies were last granted rate increases in 1983 and
1989, respectively. The rate cases are necessary to ensure our continued ability to provide safe, reliable electricity to
meet customer demand that has grown by more than 22 percent in the last decade.

The rate requests encompass new generation and depreciation costs, retiree medical benefits, tax and interest adjustments,
operating and maintenance expenses, environmental expenses and fuel costs. Few companies, if any, can provide products
and services at the same prices they did in 1983 or 1989. We believe our rate relief requests are fair and reasonable.

A second vital area is Protection One. Business operations have improved significantly. Protection One has decreased
debt and achieved positive cash flow in 2000. Management at Protection One and Protection One Europe is continuing
to find ways to enhance operating and financial performance.

In 2001, shareholders will have an opportunity to participate in the initial public offering of Westar Industries, which
represents the unregulated part of our business. Westar Industries includes our investments in Protection One, other wholly
owned subsidiaries collectively referred to as Protection One Europe, ONEQK, the utility created by the merger of PNM,
KGE and KPL, unregulated international generation interests and other miscellaneous assets. Details concerning Westar
Industries and the initial public offering will be provided to shareholders.

The year 2000, more than any other before it, underscored the amount of risk and volatility inherent in the utility
industry, with the ongoing energy crisis in California as a prime example. During the last six years, returns for
Western Resources’ shareholders were as follows:

® 1995, up 24 percent | 1997, up 48 percent B 1999, down 44 percent
® 1996, down 1 percent W 1998, down 18 percent B 2000, up 58 percent

Later this year we expect to combine the annual shareholders’ meeting with the special meeting to vote on the PNM
transaction. We will provide you with details of the meeting later this year.

The noteworthy accomplishments of 2000 also extend to the company’s community activism. We strive to be a leader

in the many communities we serve through our charitable donations and encourage employees to volunteer for a variety
of causes through our Community Partners program. Our award-winning Green Team employee volunteers are dedicated
to preserving and enhancing the Kansas environment so more generations can enjoy its beauty and abundance. [ encourage
you to read more about our commitment to the communities we serve in the next few pages.

Thank you for your support and your investment.
Sincerely,
David C. Wittig

Chairman of the Board, President
and Chief Executive Officer




{Top) Dorcella Reese and
Maria Torrez Anderson,
with the American Red
Cross in Topeka, help
administer the Project
DESERVE program to
furnish relief for qualified
utility customers in
northeast Kansas.
(Bottom) Alan Hagge,
director of operations

in Leavenworth and a
Green Team volunteer,
helps his son, Colton
Hagge, plant a tree

in Tonganoxie to

replace trees lost to

a tornado that hit the
town in June 2000.

Western Resources energizes and enriches

communities through caring emplovees
g g employ

and a commitment to corporate stewardship.

ProjJecT DESERVE AND THE WESTERN RESOURCES FOUNDATION

In 1982, KGE and the American Red Cross created Project DESERVE, through which customers may
donate extra money through their utility bills to benefit adults over 60 and severely disabled individuals
struggling to make their own payments. When KPL acquired KGE in 1992, the program continued to
grow. Contributions from the private sector have allowed the agency to make grants exceeding $5 million
since the program’s inception.

Mike Wemmer, assistant exccutive director of the Midway-Kansas Chapter of the American Red Cross,
said, “The willingness of customers to contribute to the program to help those in need is really quite
striking and a strong statement of support from Kansas communities.”

Clara Nell Walker, 72, has sought utility bill payment assistance through Project DESERVE. “The
people with Project DESERVE always take care of me with a smile,” said the Wichita resident. “Of all
the programs that I can think of that try to help people, this is the best one.”

The Western Resources Foundation has donated more than $660,000 to Project
DESERVE, as well as to many other causes dedicated to enhancing the quality of life for
individuals living in Kansas communities. In 2000, the Western Resources Foundation
contributed more than $1.9 million to fund social service agencies, develop educational
programs, promote environmental efforts, support capital campaigns and underwrite
cultural arts exhibits and performances.

GREEN TEAM

GreenTeam volunteers made up of Western Resources employees, retirees and their
families spend countless weekends and evenings preserving wetlands, restoring prairies,
planting trees and helping sensitive specics like peregrine falcons and golden cagles
thrive in the wild. Often working with environmental, educational and community
groups, the more than 730 volunteers statewide plant wildflowers, design and build bluebird nesting
boxcs and create nature trails from recycled lumber, fly ash and bottom ash taken from the coal used

in the power plants.

In October, the GreenTeam received the U.S. Fish and Wildlife Service’s Region Six Hero Award
and in February 2001 garnered the Conservation Organization of the Year Award from the Kansas
Wildlife Federation.

The GreenTeam has completed more than 700 grassroots projects in Kansas and received more than
40 awards since its inception in 1989. Since 1991, the GreenTeam has planted more than 17,000 trees,
many of which replaced those lost to flood, freeze, tornado and wind damage or drought. Their expertise
was used to plant 101 trees at Washburn University of Topeka on May 15, 2000, as part of a national
ULS. Forest Service millennium project. Each state had the option to obtain 100 trees with historical
significance. For example, the GreenTeam planted a Dwight D. Eisenhower green ash and an Amelia
Earhart sugar maple taken from the yards of these distinguished Kansans’ childhood homes.

“These dedicated, enthusiastic and creative voluntcers have worked hard to not only preserve and
enhance the state’s beauty but also to make it easier for more people to enjoy its natural assets,” said
Brad Loveless, GreenTeam coordinator.



MEALS ON WHEELS

In 2000, Western Resources donated $10,000 to Meals on Wheels to establish another delivery route
so more elderly and disabled persons in Topeka can benefit from the nutritional program. Five days a
week for six years Western Resources employees have been delivering meals to clients who no longer
have the ability or the inclination to prepare homecooked meals for themselves.

Jane Metzger, executive director of Meals on Wheels, said, “Our program’s success depends on the
generosity of our donors and the dedication of the volunteers who brave all kinds of weather to make
sure that our clients get a hot meal and a warm word each day.”

Fred Ward, retired fleet coordinator for Western Resources, delivers meals three days a week and helps
out when other volunteers cannot. He has also intervened when clients have suffered strokes or diabetic
episodes. “I enjoy the people immensely,” he said. “They’re usually waiting for you and happy to see you
since you're probably the first person they've visited with all day. It’s a rewarding interchange.”

COMMUNITY PARTNERS

Community Partners began in January 1998 with Western Resources employees

and retirees recording about 12,000 volunteer hours for local community causes.

In 2000, the number spiked to 36,000 hours logged by 246 participants. Nineteen
volunteers with at least 125 service hours were randomly selected to designate a
charity of choice to receive stipends at various levels that collectively totaled $12,500.

David C. Wittig, chairman, president and chief executive officer of Western Resources,
presented retiree Shirley Stolzenburg with the 2000 Community Partners CEO Award,
a $2,000 stipend she designated to the North Central Kansas CASA, Inc. The court-
appointed special advocates agency nominated Stolzenburg, a former dispatcher, for
her extensive efforts on behalf of abused and neglected children.

“My greatést satisfaction is dealing with the children,” said Stolzenburg, who also

meets with teachers, parents and foster parents and others to prepare court reports and
recommendations for the children’s welfare. “A 10-year-old boy recently invited me to
attend his school program 50 miles away, and although I debated whether to drive the distance,
his wanting me to be there gave me a special feeling that made the travel well worth the effort.
He was so happy to have someone there besides his foster parents to support him?”

“Community Partners is an extension of the creativity, compassion and can-do spirit that employees
and retirees have long brought to their jobs,” said Cynthia McCarvel, representative, media and
community relations for KPL and Community Partners coordinator and creator. “The program
allows us to recognize and reward their time to help others.”

PROTECTION CONNECTION

Kansans donated 2,027 used wireless phones to provide an emergency lifeline to victims of domestic
violence and their children through Protection Connection, a phone recycling campaign sponsored by
Western Resources, Westar Communications, Southwestern Bell Wireless and Alltel during the 2000
holiday season.

The refurbished phones will be reprogrammed solely with 911 access and distributed this spring to
15 domestic violence shelters throughout Western Resources’ service area. Local police stations served
as collection points.

Kansas Attorney General Carla Stovall, the honorary chairperson for Protection Connection, said,
“With the cell phones, victims can call law enforcement to get an immediate response. This program
absolutely will save lives of victims and their children.”

(Top) Jewell Bronson
shares a laugh with
the Western Resources
employee volunteers
delivering her lunch

as part of the Meals

on Wheels program in
Topeka. (Bottom) Shirley
Stolzenburg, KPL retiree,
visits with two children
she watches out for

as a Court Appointed
Special Advocate
(CASA) volunteer

for North Central

Kansas CASA.




WESTERN RESOURCES COMPANY PROFILE

WESTAR WIND

Westar Wind celebrated

its first birthday in May 2000,
To celebrate its birthday, we
made a $5,000 contribution
in customers’ names to the
Kansas Department of
Wildlite and Parks to develop
the Milford wetlands project,
for which the Western
Resources' Green Team also
volunteers, “lt's evident from
their support of Westar Wind
that Kansans display a com-
mitment to preserving and
protecting the environment,'
said Les Evans, senior

manager, generation strategy.

Also in 2000, Western
Resources was one of six
companies to receive the
World Safety Organization
Concerned Company/
Corporation Award for its
Westar Wind renewable
energy initiative. Two Westar
Wind turbines, located near
the company’s Jeffrey Energy
Center in northeast Kansas,
provide a renawable energy
option for our electric
customers.

Western Resources (NYSE: WR) www.wr.com

ELECTRICITY - KGE AND KPL

These two regulated electric utilities produce and sell retail electricity in Kansas and wholesale electricity nationwide
with generating capacity of 5,604 megawatts. The utilities operate more than 6,300 miles of transmission lines, with
26 interconnects. Currently the companies serve about 636,000 customers in Kansas.

We completed our search for a strategic partner for this segment by formulating an agreement to join our electric
businesses with those of Public Service Company of New Mexico. We placed 148 megawatts of new generating capacity
into production and sold more than 25 million megawatthours of electricity. www.wr.com/energy_services.html

INVESTMENTS - WESTAR INDUSTRIES

MONITORED SERVICES INVESTMENTS

Protection One (NYSE: POI}, including PowerCall and Netwark Multifamily
Protection One Europe
Guardian International (OTC: GIIS), including Mutual Central Alarm Services and Gibraltar Security Alarms

These companies serve more than 1.5 million customers in the United States, Canada, the United Kingdom
and Western Europe.

Westar Industrics owns 85% of Protection One. Protection One’s cash flow inereased about 8% in 2000,
Protection One acquired PowerCall Security, consolidated its customer service and administrative functions
and strengthened its internal sales and marketing programs. www.protectionone.com

Westar owns 100% of Protection One Europe. Westar purchased Protection One Europe from Protection One
in February 2000. Sales totaled $106 million and customers rose to 133,000,

Westar owns about 29% of Guardian International. Sales were about $18.3 million for 2000, and cash flow
grew 9%. Guardian serves about 26,700 customers, primarily in Florida and New York City.
www.guardianinternational.com

ONEOK (NYSE: OKE)

ONEOK serves about 1.4 million natural gas distribution customers in Kansas and Oklahoma. ONEOK’s
unregulated operations include interests in 24 natural gas processing plants and related gathering systems,
marketing operations in 28 states and transportation pipelines and storage facilities in Kansas, Oklahoma
and Texas.

Earnings for this company were up 42% in 2000. Growth through acquisitions of unregulated assets, valued at more
than $850 million, were key to this performance. Westar Industries received about $33 million in dividends from this
investment, and our 45% ownership stake appreciated about 90% to more than $1 billion at year end.
www.oneck.com

WESTAR COMMUNICATIONS AND OTHER INVESTMENTS

A wholly owned subsidiary, Westar Communications provides Kansans with wireless communication services and
accessories. Westar Communications grew to 9,069 paging customers in 2000, www.wr.com/paging_services.htmi

We sold much of our unregulated investment portfolio in 2000 and gains on the sale of our interests in Hanover
Compressor Company, Paradigm Direct and other holdings contributed approximately $1.06 per share to carnings,
Year-end market value of our investments, excluding ONEOK, was about $137 million.

A rights offering for Westar Industries is expected to be completed in 2001, Westar Industries holds the company’s
investments in Protection One, Protection One Europe, ONEOK, unregulated international generation interests
and an investrent in the utility to be created by the merger of the electric businesses of PNM, KGE and KPL.

CUSTOMERS"
At year-end 2000, Western Resources had
access to more than 3.5 million customers

EBITDA®
Earnings before interest, taxes, depreciation
and amortization by line of business

ELECTRIC UTILITY
OPERATIONS

MONITORED
SERVICES

(includes P-Cine North

America and P-One

Europe) $526,005
485759

160,876

636,000
1,400,000
1,504,000

Thousands of Dollars

“Line of business measures are shown at 100%, i.e., monitored services and natural gas numbers reflect total company
numbers, even though Western Resources owns only 85% and 45%, respectively, of those companies.
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attract top college graduates
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obtained positions with
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graduates here in Kansas
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Samuel Todwong, Jo Beilman,
Elaine Chew and Brad Inman
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class of Western Resources
associate trainees.



SELECTED FINANCIAL DATA

2000 1999® 1998 ™ 1997 1996

For the Year Ended December 31, (In Thousands)
INCOME STATEMENT DATA:
Sales . ... ... $2,368,476 $2,030,087 $2,034,054 $2,151,765 $2,046,827
Net income before extraordinary gain

and accounting change .............. 91,050 2,554 34,058 498,652 168,950
Earnings available for common stock .. ... .. 135,352 13,167 32,058 493,733 154,111
As quecember 31, (In Thousands)
BALANCE SHEET DATA:
Totalassets .. ..............ccu.... $ 7,767,208 $7,989,892 $7,929,776 $6,945,350 $6,647,781
Long-term debt (net) and other

mandatorily redeemable securities . .. . .. 3,457,849 3,103,066 3,283,064 2,391,889 1,951,583
For the Year Ended December 31,
COMMON STOCK DATA:
Basic and diluted earnings per share available

for common stock before extraordinary

gain and accounting change .. ....... .. $1.30 $0.02 $0.46 $7.58 $2.41
Basic and diluted earnings per share available

for commonstock . ................ $1.96 $0.20 $0.48 $7.58 $2.41
Dividends declared per share® . . ... ... ... $1.44 $2.14 $2.14 §2.10 $2.06
Book value pershare . .. ...... ... .. .. .. $27.20 $27.66 $29.21 $30.86 $25.15
Average shares outstanding (000’ .. .. ... 68,962 67,080 65,634 65,128 63,834

@ Information reflects the impairment of marketable securities and a change to an accelerated amortization method for Monitored Services customer accounts.
® Information reflects exit costs associated with international power development activities.

“1Information reflects the gain on the sale of Tyco common shares, our strategic alliance with ONEOK and the acquisition of Protection One.

“1n March 2000, the company announced a new dividend policy.

“See Note 2 of the Notes to Consolidated Financial Statements for information about shares issued to Westar Industries on February 28, 2001,
that will be excluded from outstanding shares solely for purposes of computing per share data in the Consolidated Financial Statements in future periods.

The Notes to Consolidated Financial Statements are an integral part of these statements.




MANAGEMENT’S DISCUSSION AND ANALYSIS

INTRODUCTION

Unless the context otherwise indicates, all references in this report
on Form 10-K to the “company,” “Western Resources,” “we,” “us,”
“our” or similar words are to Western Resources, Inc., and its

consolidated subsidiaries.

In Management’s Discussion and Analysis we explain the general
financial condition, significant annual changes and the operating
results for Western Resources and its subsidiaries. We explain:

s What factors impact our business

= What our earnings and costs were in 2000 and 1999

s Why these earnings and costs differ from year to year

= How our carnings and costs affect our overall financial
condition

= What our capital expenditures were for 2000

= What we expect our capital expenditures to be for the years
2001 through 2003

= How we plan to pay for these future capital expenditures

® Any other items that particularly affect our financial
condition or earnings

As you read Management’s Discussion and Analysis, please
refer to our Consolidated Financial Statements, which show
our operating results.

FORWARD-LOOKING STATEMENTS

Certain matters discussed here and elsewhere in this Annual
Report are “forward-looking statements.” The Private Securities
Litigation Reform Act of 1995 has established that these statements
qualify for safe harbors from liability. Forward-looking statements

» o« » «

may include words like we “believe,” “anticipate,” “expect” or
words of similar meaning, Forward-looking statements describe
our future plans, objectives, expectations or goals. Such statements
address future events and conditions concerning capital expendi-
tures, earnings, liquidity and capital resources, litigation, rate and
other regulatory matters, possible corporate restructurings, mergers,
acquisitions, dispositions, including the proposed separation of
Westar Industries, Inc., from our electric utility businesses and

the consummation of the acquisition of our electric operations by
Public Service Company of New Mexico, compliance with debt
covenants, changes in accounting requirements and other accounting
matters, interest and dividends, Protection One’s financial condi-
tion and its impact on our consolidated results, environmental
matters, changing weather, nuclear operations, ability to enter
new markets successfully and capitalize on growth opportunities
in non-regulated businesses, events in foreign markets in which
investments have been made, and the overall economy of our service
area. What happens in each case could vary materially from what
we expect because of such things as electric utility deregulation,
ongoing municipal, state and federal activities, such as the Wichita
municipalization efforts, future economic conditions, legislative
and regulatory developments, competitive markets and other
circumstances affecting anticipated operations, sales and costs.

SUMMARY OF SIGNIFICANT ITEMS
PNM Merger and Split-off of Westar Industries

On November 8, 2000, we entered into an agreement under which
Public Service Company of New Mexico (PNM) will acquire our
electric utility businesses in a stock-for-stock transaction. Under
the terms of the agreement, both we and PNM will become
subsidiaries of a new holding company. Immediately prior to the
consummation of this combination, we will split-off our remaining
interest in Westar Industries to our shareholders. Westar Industries,
our wholly owned subsidiary, owns our interests in Protection
One, Inc., Protection One Europe, ONEOK, Inc., and other non-
utility businesses. In connection with this transaction, in February
2001 Westar Industries converted a portion of a receivable owed
by us into approximately 14.4 million shares of our common stock.
See Note 2 of the Notes to Consolidated Financial Statements.

Westar Industries has filed a registration statement with the
Securities and Exchange Commission (SEC) covering the proposed
sale of a portion of its common stock through the exercise of non-
transferable rights proposed to be distributed by Westar Industries
to our shareholders. We anticipate that the rights offering will be
completed in 2001.

We can give no assurance as to whether or when the rights offering
will be consummated or whether or when the separation of our
electric and non-electric utility businesses, or the consummation
of the acquisition of the company by PNM may occur.

Extraordinary Gain on Extinguishment of Debt

During 2000, Westar Industries purchased $170.0 million face
value of Protection One bonds on the open market. In exchange
for cash and the settlement of certain intercompany payables and
receivables, $103.9 million of these debt securities were transferred
to Protection One. Protection One also purchased $30.5 million
face value of its bonds on the open market during 2000. An
extraordinary gain of $49.2 million, net of tax of $26.5 million,
was recognized at December 31, 2000, on these retirements,

Exposure Draft for Goodwill Accounting

The Financial Accounting Standards Board (FASB) issued an
exposure draft on February 14, 2001, which, if adopted as proposed,
would establish a new accounting standard for the treatment of
goodwill in a business combination. The new standard would
continue to require recognition of goodwill as an asset in a business
combination but would not permit amortization as currently
required by APB Opinion No. 17, “Intangible Assets.” The new
standard would require that goodwill be separately tested for
impairment using a fair-value based approach as opposed to an
undiscounted cash flow approach, which is required under current
accounting standards. If goodwill is found to be impaired, we
would be required to record a non-cash charge against income,
The impairment charge would be equal to the amount by which
the carrying amount of the goodwill exceeds the fair value.
Goodwill would no longer be amortized on a current basis
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as is required under current accounting standards. The exposure
draft contemplates this standard to become effective on July 1,
2001, although this effective date is not certain. Furthermore,
the proposed standard could be modified prior to its adoption.

If the new standard is adopted as proposed, any subsequent
impairment test on our customer accounts would be performed
on the customer accounts alone rather than in conjunction with
goodwill utilizing an undiscounted cash flow test pursuant to SFAS
No. 121, “Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to Be Disposed of.”

At December 31, 2000, we had $976 million in goodwill attributable
to acquisitions of businesses and $1,006 million for monitored
services’ customer accounts. These intangible assets together
represented 25.5% of the book value of our total assets. We
recorded approximately $61.4 million in goodwill amortization
expense in 2000. If the new standard becomes effective July 1,
2001, as proposed, we believe it is probable that we would be
required to record a non-cash impairment charge. We cannot
determine the amount at this time, but we believe the amount
would be material and could be a substantial portion of our
intangible assets, This impairment charge would have a material
adverse effect on our operating results in the period recorded.

Strategic Transactions and the Separation of Westar Industries

Our strategic plans contemplate the acquisition of our electric
utility businesses by PNM and the split-off of Westar Industries

to our shareholders. Prior to the completion of these transactions,
Westar Industries intends to sell a portion of its common stock

in a rights offering to our shareholders. The completion of these
transactions is subject to the satisfaction of various conditions,
including the receipt of shareholder and regulatory approvals in
the case of the PNM transaction. We can give no assurance that
the conditions to closing will be satisfied and that the transactions
will be consummated as contemplated. Furthermore, if the Westar
Industries rights offering is completed, we would record a non-
cash charge against income equal to the difference between the
book value of the portion of our investment in Westar Industries
sold in the rights offering and the offering proceeds received by
Westar Industries. Similarly, if the split-off of Westar Industries

is completed, we would record a non-cash charge against income
equal to the difference between the book value of our remaining
investment in Westar Industries and the fair market value of the
shares of Westar Industries common stock distributed to our
shareholders. We are unable to determine the amount of the
charges at this time because the subscription price in the rights
offering has not been determined and the fair market value of the
common stock of Westar Industries distributed in the split-off will
be determined at the time of the split-off. However, the charges
would be material and would have a material adverse effect on
our operating results in the period recorded.

Monitored Services Change in Estimate

of Useful Life of Goodwill

In January 2000, Protection One re-evaluated the original
assumptions and rationale utilized in the establishment of the
carrying value and estimated useful life of goodwill. Protection
One concluded that due to continued losses, increased levels of
attrition experienced in 1999 and other factors, the estimated
useful life of goodwill should be reduced from 40 years to 20 years
as of January 1, 2000. After that date, remaining goodwill, net of
accurnulated amortization, is being amortized over its remaining
useful life based on a 20-year life. Protection One Europe made
asimilar change. Based on Protection One’s and Protection One
Europe’s existing account bases at January 1, 2000, this resulted
in an increase in aggregate annual goodwill amortization of
approximately $33.0 million in 2000.

Marketable Securities

During the fourth quarter of 1999, we decided to sell our remaining
marketable security investments in paging industry companies.
These securities were classified as available-for-sale; therefore,
changes in market value were historically reported as a component
of other comprehensive income.

The market value for these securities declined during the last six

to nine months of 1999, We determined that the decline in value of
these securities was other than temporary and a charge to earnings
for the decline in value was required at December 31, 1999.
Therefore, a non-cash charge of $76.2 million was recorded

in the fourth quarter of 1999 and is presented separately in

the accompanying Consolidated Statements of Income.

During the first quarter of 2000, we sold the remainder of our
portfolio of paging company securities. We realized a gain of
$24.9 million on these sales. This gain was largely attributable to a
general increase in the market value of paging companies triggered
by an announcement made by one paging company in February
2000, which had a favorable impact on the market value of public
paging company securities.

During 2000, we sold our equity investment in a gas compression
company and realized a pre-tax gain of $91.1 million.

OPERATING RESULTS
Western Resources Consolidated

2000 Compared to 1999: Basic earnings per share were §1.96
compared to $0.20 in 1999. This increase is primarily attributable
to increased investment earnings from the sale of certain invest-
ments and the extraordinary gain on the retirement of Protection
One bonds. This increase was partially offset by a change in the
estimated life of goodwill and operating losses from our monitored
services segment.
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1999 Compared to 1998: Basic earnings per share were $0.20
compared to $0.48 in 1998. Our 1999 results of operations
benefited from the performance of the regulated electric utility
operations. However, this performance was not sufficient to offset
the impairment recorded on marketable securities in the fourth
quarter of 1999 or the losses from our monitored services segment.

The following discussion explains significant changes from prior

2 P gn g P
year results in sales, costs of sales, operating expenses, other income
(expense), interest expense, income taxes and preferred dividends.

Electric Utility

We supply electric energy at retail to approximately 636,000
customers in Kansas. We also supply electric energy at wholesale
to the electric distribution systems of 65 communities and four
rural electric cooperatives. We have contracts for the sale, purchase
or exchange of electricity with other utilities.

In addition, we have power marketing operations and we engage
in system hedging transactions. Power marketing transactions are
electric purchases and sales made in areas outside of our historical
marketing territory. System hedging transactions are entered into
at certain times to reduce exposure relative to the volatility of
market prices for purchased power. The settlement of system
hedging transactions affects both our sales and our cost of sales,
although the net effect in 2000 was insignificant. If the cost of
settling the hedging transactions exceeds the premiums from the
related sales, the net effect will be a loss just as there would be a
net gain if the premiums from the sales exceed the corresponding
cost of the sales,

Many things will affect our future electric sales. They include:
» The weather

m Our electric rates

s Competitive forces

m Customer conservation efforts

8 Wholesale demand

® The overall economy of our service area

= The City of Wichita’s attempt to create a municipal
electric utility

® The cost of fuel and purchased power included in base rates

» The results of our power marketing and system hedging
transactions

Our electric sales for the last three years are as follows:

2000 1999 1998
{In Thousands)

Residential ....................... $ 452674 $ 407371 $ 428,680
Commercial ............c.ovvuns 367,367 356,314 356,610
Industrial .......cooiiiiiii 252,243 251,391 257,186
Wholesale and Interchange ......... 214,721 174,895 145,320
Power Marketing .................. 457178 190,101 382,601
System Hedging .........cooouvn. 35,321 3,320 —
[0 - 49,628 46,306 41,288
Total ooovoe i $1,829,132  $1,420,608 $1,611,685

The following tables reflect the changes in electric sales volumes,
as measured by megawatt hours, for the years ended December 31,
2000, 1999 and 1998:

{Thousands of MWH) 2000 1999 % Change
Residential .................. ... 6,222 5,651 121
Commercial .............. 6,485 6,202 4.6
Industrial ... e 5,820 5,743 1.4
Other oo 108 108 -
Totalretail ...................... 18,635 17,604 59
Wholesale 6,892 5617 22.7
Total ... 25,627 23,221 9.9
(Thousands of MWH) 1999 1998 % Change
Residential 5,551 5,815 (4.5)
Commercial ... 6,202 6,199 0.1
Industrial ... 5,743 5,808 (1.1)
Other ..o 108 108 -
Totalretail ........coovvvvnvnnnn, 17604 17930 (1.8)
Wholesale ................ooiiht 5617 4,826 16.4
Total ....ovvii 23,221 22,756 20

Power marketing and system hedging sales do not have.any physical
sales volumes associated with them.,

2000 Compared to 1999: Electric operations gross profit increased
$28.3 million, or 3%. The increase is due primarily to increased
power marketing sales. Electric operations gross proﬁt asa
percentage of sales decreased to 54% from 67% primarily due to
higher fuel and purchased power prices. See Market Risk Disclosure
for further discussion.

Additionally, we experienced a 12% increase in residential sales
volumes and a 23% increase in wholesale sales volumes. The
increase in residential sales is primarily due to increased demand
caused by warm weather. Cooling-degree days increased by 27%.
The increase in wholesale sales volumes was primarily due to
increased wholesale market opportunities because of our larger
trading operation.

Items included in energy cost of sales are fuel expense, purchased
power expense {electricity we purchase from others for resale)
and power marketing expense.

Partially offsetting the higher sales was an increase of $371.3 million
in cost of sales primarily due to higher power marketing expense of
$263.0 million and increased fuel and purchased power expenses
of approximately $71.0 million. Fuel and purchased power expenses
were higher primarily due to increased commodity prices, increased
demand from retail customers because of warmer weather and
higher wholesale sales volumes.

19899 Compared to 1998: Electric utility gross profit increased
3%, or $30.5 million. Gross profit as a percentage of sales imprbved
to 67% from 57%. These improvements were due primarily to
increased power marketing profit and increased wholesale sales.

In the summer of 1999, we had increased power plant availability
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during hot weather when demand was high, which allowed
increased wholesale sales. Power plant availability impacts both
gross profit and gross profit percentage, as it is more profitable
for us to generate electricity for resale than to purchase power
for resale. Partially offsetting these increases were lower retail
sales due to weather, which was milder in 1999,

BUSINESS SEGMENTS

Our business is segmented based on differences in products and
services, production processes and management responsibility.
Based on this approach, we have identified four reportable segments:
Fossil Generation, Nuclear Generation, Power Delivery and
Monitored Services. We also have other non-utility operations

and our ONEOK investment.

Fossil Generation produces power for sale internally to the Power
Delivery segment and externally to wholesale customers. Power
marketing and system hedging are components of our Fossil
Generation segment. Nuclear Generation represents our 47%
ownership in the Wolf Creek nuclear generating facility. This
segment has only internal sales because it provides all of its power
to its co-owners. The Power Delivery segment consists of the
transmission and distribution of power to our retail customers

in Kansas, the customer service provided to these customers

and the transmission of wholesale energy. Monitored Services
represents our security alarm monitoring business in North
America and Europe.

We manage our business segments’ performance based on their
earnings before interest and taxes (EBIT). EBIT does not represent
cash flow from operations as defined by generally accepted
accounting principles, should not be construed as an alternative

to operating income and is indicative neither of operating perfor-
mance nor cash flows available to fund the cash needs of our company.
Items excluded from EBIT are significant components in under-
standing and assessing the financial performance of our company.
We believe presentation of EBIT enhances an understanding of
financial condition, results of operations and cash flows because
EBIT is used by our company to satisfy its debt service obligations,
capital expenditures, dividends and other operational needs, as
well as to provide funds for growth. Our computation of EBIT
may not be comparable to other similarly titled measures of

other companies.

The following tables reflect key information for our three electric
utility business segments:

For the Years Ended December 31, 2000 1999 1998
{In Thousands)
Fossil Generation:
Externalsales ................... $ 705536 $ 365311 $ 525974
Internalsales.................... 572,533 546,683 517363
Depreciation and amortization ..... 60,331 65,320 53,132
EBIT ... 202,744 219,087 144,357
Nuclear Generation':
Internal sales .................... $ 107770 $ 108445 $ 117517
Depreciation and amortization .. ... 40,052 39,629 39,583
EBIT..ciii i, (24,323) (25,214) (20,920)
Power Delivery:
External sales ................... $1,123500 $1,064,385 $1,085,711
Internal sales .................... 291,927 293,522 66,492
Depreciation and amortization ... .. 75,419 71,717 68,297
EBIT ... 171,872 145,603 196,398

@ Our 479 share of Wolf Creek's operating results

Fossil Generation

Fossil Generation’s external sales include power produced for

sale to external wholesale customers located outside our historical
marketing territory and the amounts associated with the system
hedging transactions discussed above. Internal sales include power
produced for sale to Power Delivery, which delivers the power to
our retail and wholesale customers. The internal transfer price for
these sales is set by us based upon what we believe would be com-
petitive market prices for capacity and energy at the time of sale.

2000 Compared to 1999: External sales increased $340.2 million
primarily due to power marketing sales, which increased by
$267.1 million, wholesale sales, which increased by $39.8 million
and system hedging sales, which increased by $32.0 million. Since
1997, we have gradually increased the size of our power trading
operation in an effort to better utilize our market knowledge

and to mitigate the risk associated with energy prices.

While sales increased significantly, EBIT was $16.3 million lower
because of higher cost of sales. Cost of sales was $371.3 million
higher primarily due to higher power marketing expense of
$263.0 million, increased fuel and purchased power expenses
of approximately $71.0 million and system hedging transaction
costs of approximately $33.1 million.

Fuel and purchased power expenses were higher primarily due
to increased commodity prices, increased demand from retail
customers because of warmer weather and higher wholesale
sales volumes,

The cost of fuel was significantly affected by increased gas costs of
$13.3 million (despite a 9% reduction in MMBtu of gas burned).
Our average natural gas price increased 45% during the year com-
pared to 1999. Additionally, coal costs increased by $35.1 million
primarily due to increasing the quantities of coal burned in our
efforts to minimize gas costs. Cost of oil increased $7.2 million
primarily due to increased price and increasing the quantities

of oil burned. See the Market Risk Disclosure for further discussion.



MANAGEMENT’S DISCUSSION AND ANALYSIS

1999 Compared to 1998: External sales decreased $160.7 million,
or 31%, primarily due to lower power marketing sales. Power
marketing sales decreased $189.2 million, or 50%, due to milder
weather compared to 1998. In 1999 and 1998, the wholesale
power market experienced extreme volatility in prices and supply.
This volatility impacts our cost of power purchased and our
participation in power trades.

The decrease in power marketing sales was partially offset by
higher wholesale sales of $29.6 million. Due to warmer than
normal weather throughout the Midwest in July and increased
availability of our coal-fired generation stations, we were able to
sell more electricity to wholesale customers in 1999 than in 1998.
During the summer of 1998, one of our coal-fired generation
units was unavailable for an extended period of time, reducing
our wholesale sales capacity.

The internal transfer price Fossil Generation charged Power
Delivery was higher due to a higher forecasted peak demand.
Therefore, internal sales and EBIT of Fossil Generation were
higher. EBIT was also higher due to improved net profit on
power marketing transactions.

Nuclear Generation

Nuclear generation has only internal sales because it provides all

of its power to its co-owners: KGE, Kansas City Power and Light
Company (KCPL) and Kansas Electric Power Cooperative, Inc.
KGE owns 47% of Wolf Creek Nuclear Operating Corporation
(WCNOC), the operating company for Wolf Creek Generating
Station (Wolf Creek). Internal sales are priced at the internal trans-
fer price that Nuclear Generation charges to Power Delivery.

Wolf Creek has a scheduled refueling and maintenance outage
approximately every 18 months. The next outage is scheduled
in the spring of 2002. During an outage, Wolf Creek produces
no power for its co-owners; thercfore internal sales, EBIT and
nuclear fuel expense decrease.

2000 Compared to 1999: Wolf Creek shut down on September 29,
2000, for its eleventh scheduled refueling and maintenance outage.
Internal sales and EBIT declined immaterially because both periods
had scheduled refueling and maintenance outages.

1999 Compared to 1998: Internal sales and EBIT decreased
primarily due to the scheduled 36-day refueling and maintenance
outage at Wolf Creek in 1999. In 1998, Wolf Creck operated the
entire year without any refueling outages.

Power Delivery

The Power Delivery segment’s external sales consist of the
transmission and distribution of power to our electric retail and
wholesale customers and the customer service provided to them.
Internal sales consist of the intra-segment transfer price charged
to Fossil Generation and Nuclear Generation for the use of the
distribution lines and transformers.

2000 Compared to 1999: External sales increased $59.2 million,
or 6%, and EBIT increased $26.3 million, or 18%. We experienced
a 12% increase in residential sales volumes primarily due to a 27%
increase in cooling degree days and a 15% increase in heating
degree days, which increased the demand for power on our system.

1999 Compared to 1998: External sales decreased $21.3 million
due primarily to 2% lower retail electric sales volumes. Retail sales
volumes decreased primarily as a result of milder temperatures in
1999 than in 1998. Our service territories averaged 22% fewer
cooling degree days in 1999, The cumulative effect of the electric
rate decreases implemented on June 1, 1998, and June 1, 1999,
reduced sales by approximately $10 million.

Internal sales were $227 million higher duetoa change in the
internal transfer price charged for the use of the distribution lines
and transformers.

EBIT decreased $50.8 million primarily due to $21.3 million
lower external sales, a $16.1 million higher internal transfer price
charged by Fossil Generation and $8.3 million in ancillary service
fees charged by Fossil Generation. Ancillary services include such
items as voltage stabilization and spinning reserve. No ancillary
service fees were charged by Fossil Generation in 1998. The
increased internal transfer price was due to higher peak demand
to accommodate air conditioning load.

Monitored Services

Protection One and Protection One Europe comprise our
Monitored Services business. The results discussed below reflect
Monitored Services on a stand-alone basis. These results do not
take into consideration Protection One'’s minority interest of
approximately 15% at December 31, 2000, 1999 and 1998.

2000 1999 1998

(In Thousands}
Externalsales ...................ts $537.858 $599,105 $421,095
Depreciation and amortization ....... 248,414 235,465 125,103
EBIT....covii i (91,370) (20,675) 34,438

2000 Compared to 1999: Sales decreased $61.2 million primarily
due to a decline in customer base and the effect of the adoption of
Staff Accounting Bulletin No. 101, “Revenue Recognition” (SAB 101).
Adoption of SAB 101 reduced revenue by $10.9 million. In North
America, Protection One had a net decrease of 141,527 customers
in 2000 as compared to a net increase of 8,595 customers in 1999.
The decrease in customers is primarily attributable to the fact that
Protection One’s present customer acquisition strategies were not
able to generate accounts in a sufficient volume at acceptable costs
to replace accounts lost through attrition. Protection One expects
this trend will continue until the efforts it is making to acquire new
accounts and reduce attrition become more successful than they
have been to date. Until Protection One is able to reverse this
trend, net losses of customer accounts will materially and adversely
affect its business, financial condition and results of operations.
Protection One’s focus remains on the completion of its current
infrastructure projects, the development of cost-effective market-
ing programs, the development of its commercial business and
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the generation of positive cash flow. Protection One Europe had
a net increase of 9,115 customers. The increase is primarily due
to internal marketing efforts.

EBIT decreased $70.7 million due to lower sales, higher cost of
sales and lower other income. Cost of sales increased $5.6 million
due to increased compensation costs for additional personnel hired
at Protection One’s monitoring centers, an increase in the cost

of parts and materials and increased vehicle costs. Other income
decreased because Protection One recorded a $17.2 million gain on
the sale of the Mobile Services Group in the third quarter of 1999.

Depreciation and amortization expense increased by $12.9 million
primarily due to the change in the estimated life of goodwill, which
was reduced from 40 years to 20 years.

Operating and maintenance expense decreased $13.6 million
primarily due to declines in third party monitoring costs, signs
and decals, printing and compensation expenses. These decreases
are a direct result of the significant decline in the number of new
accounts acquired during 2000 primarily due to the restructuring
of Protection One’s dealer program.

1999 Compared to 1998: Monitored Services had a net increase
of 63,611 customers in 1999 as compared to a net increase of
544,521 customers in 1998. Accordingly, results for 1999 include
a full year of operations with the customers added throughout
1998.The increase in customers is the primary reason for the
$178.0 million increase in external sales.

EBIT decreased $53.6 million due to higher cost of sales as a result
of increased customers, higher depreciation and amortization
expense and higher selling, general and administrative expenses.

Depreciation and amortization expense increased $108.8 million.
In 1999, Protection One and Protection One Europe changed
their customer amortization method from a 10-year straight-line
method to a 10-year declining balance method for most of the
North American and European customers. This change increased
amortization expense by approximately $39.2 million. The balance
of the increase is primarily attributed to a full year of amortization
expense on customers acquired during 1998. See Note 1 of Notes
to Consolidated Financial Statements for further discussion.

Selling, general and administrative expenses increased $71.5 million
primarily due to costs associated with the overall increase in the
average number of customers billed, additional bad debt expense
of approximately $10.5 million resulting from higher attrition,
costs associated with Year 2000 compliance, professional fees

and salary increases.

WESTERN RESOURCES CONSOLIDATED
Other Operating Expenses

In 1999, we recorded a charge of $17.6 million for deferred KCPL
merger costs related to the termination of the KCPL merger.

In 1998, we recorded a $98.9 million charge to income associated
with our decision to exit the international power project develop-
ment business. See Note 17 of Notes to Consolidated Financial
Statements for further discussion.

Other Income (Expense)

2000 Compared to 1999: Other income increased $214.4 million
primarily due to a $91.1 million gain on the sale of our remaining
investment in a gas compression company and a $24.5 million gain
on the sale of marketable securities. Other income also improved
in 2000 because of a special charge of $76.2 million we recorded
in 1999 related to our paging securities portfolio. These increases
were partially offset by a decrease in other income due to the
$17.2 million gain on the sale of Protection One’s Mobile Services
Group recorded in the third quarter of 1999,

1999 Compared to 1998: Other income for 1999 decreased

$57.3 million primarily due to the impairment charge for an
other than temporary decline in the value of marketable securities
recorded in 1999 as discussed above.

Interest Expense

2000 Compared to 1999: Interest expense represents the interest
we paid on outstanding debt. We retired long-term debt during
1999 and 2000, causing long-term debt interest expense to
decrease by $10.0 million for the year ended December 31, 2000.
The retirements included $125 million of Western Resources’ first
mortgage bonds in 1999 and $75 million in 2000. We also retired
Protection One bonds in the fourth quarter of 1999 and during
2000 with an aggregate face value of $290.4 million. For more
information, see the Liquidity and Capital Resources section below.

Short-term debt interest expense was $5.5 million higher due to
increased short-term borrowings under our credit facilities. The
majority of this short-term debt was repaid in the third quarter
of 2000 with proceeds from the $600 million term loan.

1999 Compared to 1998: Interest expense increased 30% primarily
due to Protection One incurring additional long-term debt to fund
purchases of customer accounts. We also had higher long-term
debt interest expense because of the 6.25% and 6.8% unsecured
senior notes due in 2018 that we issued in the third quarter of
1998. Short-term debt interest expense was $2.4 million higher
due to higher average balances of short-term debt in 1999.

Income Taxes

2000 Compared to 1999: We had income tax expense of

$46.1 million in 2000 compared to an income tax benefit of
$32.2 million in 1999. Our effective income tax rates were 33.6%
for December 31, 2000, and (108.6%) for December 31, 1999.
This change is primarily due to earnings before income taxes in
2000 compared to a loss before income taxes in 1999. Earnings
before income taxes increased primarily due to the $115.6 million
gain on the sale of investments.

In 1999, our loss before income taxes included an impairment
charge for marketable securities and the charge related to the
termination of the KCPL merger.

In 2000, we also had tax expense of §26.5 million related to our
extraordinary gain on the purchase of Protection One bonds.
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The difference between our effective tax rate and the statutory

rate is primarily attributable to the tax benefit of excluding from
taxable income, in accordance with IRS rules, 70% of the dividends
received from ONEOK, the generation and utilization of tax credits
from affordable housing investments, the amortization of prior
years’ investment tax credits, the amortization of non-deductible
goodwill, the tax benefits from corporate-owned life insurance

and the deduction for state income taxes.

1999 Compared to 1998: We have recorded an income tax
benefit in 1999 of $32.2 million and income tax expense in 1998
of $6.8 million. This change is primarily due to lower earnings
before income taxes in 1999. Earnings before income taxes
decreased primarily due to operating results at Protection One,
the impairment of marketable securities discussed above and the
charge related to the termination of the KCPL merger.

We also had tax expense of §7.2 million related to Westar Industries’
extraordinary gain on the purchase of Protection One bonds,
which is presented on the consolidated statement of income after
income from continuing operations.

LIQUIDITY AND CAPITAL RESOURCES

The following discussion explains significant factors in liquidity
and capital resources at December 31, 2000.

Overview

Most of our cash requirements consist of capital expenditures and
maintenance costs associated with the electric utility business, cash
needs of our Monitored Services business, debt service and cash
payments of common stock dividends. Our ability to attract neces-
sary financial capital on reasonable terms is critical to our overall
business plan. Historically, we have paid for these items with cash
on hand and the issuance of stock or long- or short-term debt. Our
ability to provide the cash, stock or debt to fund our capital expen-
ditures depends upon many things, including available resources,
our financial condition and current market conditions.

‘We had $8.8 million in cash and cash equivalents at December 31,
2000. We consider cash equivalents to be highly liquid debt instru-
ments when purchased with a maturity of three months or less.
We also had $22.2 million of restricted cash classified as a current
asset. The current asset portion of our restricted cash consists
primarily of cash held in escrow as required by certain letters

of credit. In addition, we had $35.9 million of restricted cash
classified as a long-term asset, which consists primarily of cash
held in escrow required by the terms of a pre-paid capacity and
transmission agreement.

At December 31, 2000, current maturities of long-term debt were
$41.8 million and short-term debt outstanding was $35.0 million.
At March 19, 2001, our short-term debt outstanding was

$72 .0 million.

On June 28, 2000, we entered into a $600 million, multi-year term
loan that replaced two revolving credit facilities, which matured on
June 30, 2000. The net proceeds of the term loan were used to

retire short-term debt. The term loan is secured by first mortgage
bonds of the company and KGE and has a final maturity date of
March 17, 2003.

Maturities of the term loan through March 17, 2003, are as follows:

Principal
Year Amount

(In Thousands)

2007 oo $ 9,000
2002 .. e 6,000
2008 L s 585,000

$600,000

The terms of the loan contain requirements for maintaining certain
consolidated leverage ratios, interest coverage ratios and consoli-
dated debt to capital ratios. We are in compliance with all of these
requirements.

Interest on the term loan is payable on the expiration date of
each borrowing under the facility or quarterly if the term of the
borrowing is greater than three months. The weighted average
interest rate, including amortization of fees, on the term loan
for the year ending December 31, 2000, was 10.28%.

We also have an arrangement with certain banks to provide a
revolving credit facility on a committed basis totaling $500 million.
The facility is secured by first mortgage bonds of the company and
KGE and matures on March 17, 2003. Borrowings on this facility
were $35.0 million at December 31, 2000, and $72.0 million at
March 19, 2001. Under the terms of the agreement, we are
required, among other restrictions, to maintain a total debt

to total capitalization ratio of not greater than 65% at all times.

We are currently in compliance with this restriction.

We have registered securities for sale with the Securities and
Exchange Commission (SEC). As of December 31, 2000, these
included $400 million of unsecured senior notes, $500 million
of our first mortgage bonds, $50 million of KGE first mortgage
bonds and approximately 11.2 million of our common shares.

Our ability to issue additional debt and equity securities is restricted
under limitations imposed by the Articles of Incorporation and the
Mortgage and Deed of Trusts of Western Resources and KGE.

Our mortgage prohibits additional first mortgage bonds from
being issued (except in connection with certain refundings) unless
our unconsolidated net earnings available for interest, depreciation
and property retirement (which as defined, does not include
earnings or losses attributable to the ownership of securities of
subsidiaries) for a period of 12 consecutive months within 15 months
preceding the issuance are not less than the greater of twice the
annual interest charges on, or 10% of the principal amount of,

all first mortgage bonds outstanding after giving effect to the
proposed issuance. In addition, the issuance of bonds is subject to
limitations based upon the amount of bondable property additions.
As of December 31, 2000, $39 million of first mortgage bonds

(at an assumed interest rate of 9.5%) could be issued under the
most restrictive provisions in the mortgage.
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KGE'’s mortgage prohibits additional first mortgage bonds from
being issued (except in connection with certain refundings) unless
KGE’s net earnings before income taxes and before provision for
retirement and depreciation of property for a period of 12 consec-
utive months within 15 months preceding the issuance are not less
than either two and one-half times the annual interest charges on,
or 10% of the principal amount of, all KGE first mortgage bonds
outstanding after giving effect to the proposed issuance. In addi-
tion, the issuance of bonds is subject to limitations based upon the
amount of bondable property additions. As of December 31, 2000,
approximately $242 million principal amount of additional KGE
first mortgage bonds could be issued under the most restrictive
provisions in the mortgage.

Standard & Poor’s, Fitch Investors Service (Fitch) and Moody’s
Investors Service (Moody’s) are independent credit-rating agencies
that rate our debt securities. These ratings indicate the agencies’
assessment of our ability to pay interest and principal on these
securities.

As of March 15, 2001, ratings with these agencies are as follows:

Western Protection Protection
Resources ~ Western KGE One QOne
Mortgage  Resources Mortgage  Senior Senior
Bond Unsecured Bond Unsecured  Subordinated
Rating Agency Rating Debt Rating Debt Unsecured Debt
S&P......... BBB- BB- BB+ B+ B-
Fitch ........ BB+ BB BB+ B+ B-
Moody's ..... Bat Ba2 Bal B3 Caa2

Credit-rating agencies are applying more stringent guidelines when
rating utility companies due to increasing competition and utility
investment in non-utility businesses.

Following the announcement on November 9, 2000, of an agree-
ment under which PNM will acquire our electric utility businesses,
S&P revised its Credit Watch for us from developing to positive.
Moody’s has also upgraded its outlook from negative to positive.
Fitch also revised our RatingWatch from negative to evolving

after the November 2000 announcement.

On March 24, 2000, Moody’s downgraded its ratings on
Protection One’s outstanding securities and on March 9, 2001,
Moody’s further downgraded these ratings citing concerns regard-
ing Protection One’s operations, leverage and liquidity over the
intermediate term, with outlook remaining negative. S&P and
Fitch currently have Protection One’s ratings on negative watch.

Sale of Accounts Receivable

On July 28, 2000, we and KGE entered into an agreement to sell,
on an ongoing basis, all of our accounts receivable arising from the
sale of electricity, toWR Receivables Corporation, a special purpose
entity wholly owned by the company. The agreement expires on
July 26,2001, and is annually renewable upon agreement by both
parties. The special purpose entity has sold and, subject to certain
conditions, may from time to time sell, up to $125 million (and
upon request, subject to certain conditions, up to $175 million)

AND ANALYSIS

of an undivided fractional ownership interest in the pool of receivables
to a third-party, multi-seller receivables funding entity affiliated
with a lender. Our retained interests in the receivables sold are
recorded at cost, which approximates fair value. We have received
net proceeds of $115.0 million as of December 31, 2000.

Cash Flows from Operating Activities

Cash from operations decreased to $286.1 million for the year
ended December 31, 2000, from $368.4 million for the same
period of 1999. The primary reasons for this decrease are income
taxes paid on the sale of marketable securities in 2000 and cash
required to be escrowed in 2000 for certain contractual agreements
as discussed in Liquidity and Capital Resources. Changes in working
capital also contributed to this decrease in cash flow from operations.

Cash Flows (used in) Investing Activities

Investing activities used net cash flow of $86.0 million in 2000.

The proceeds from the sale of marketable securities of approximately
$218.6 million were offset by $308.1 million of capital additions
which included costs associated with two new combustion turbine
generators which were placed in service in June 2000.

Investing activities used net cash flow of $467.1 million in 1999
primarily due to net additions to property, plant and equipment
of approximately $275.7 million and Protection One’s use of
approximately $268.4 million for customer account and security
alarm business acquisitions.

Cash Flows (used in) from Financing Activities

We had a net use of cash for financing activities totaling $202 4 million
during 2000 due primarily to net payments on short-term and
long-term debt and dividend payments. In June 2000, we received
$600 million of proceeds on a multi-year term loan, which was
used to replace two revolving credit facilities, which matured at the
end of the second quarter. The proceeds from the sale of marketable
securities and accounts receivable were also used to reduce short-
term debt and to retire long-term debt.

We had net cash provided from financing activities totaling

§93.3 million during 1999 due primarily to proceeds of short-term
and long-term debt of $408.9 million offset by payments on long-
term debt totaling $198.0 million and dividend payments of
$145.0 million.

Debt and Equity Repurchase Plans

We and Protection One may, from time to time, purchase our and
Protection One’s debt and equity securities in the open market

or through negotiated transactions. The timing and terms of
purchases, and the amount of debt or equity actually purchased,
will be determined by the company and Protection One based

on market conditions and other factors.
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Future Cash Requirements

We believe that internally generated funds and access to capital
markets will be sufficient to meet our operating and capital
expenditure requirements, debt service and dividend payments
through the year 2003. Uncertainties affecting our ability to meet
these requirements include the factors affecting sales described
above, the impact of inflation on operating expenses, regulatory
actions, the proposed change in accounting for goodwill, the rights
offering, compliance with future environmental regulations,
municipalization efforts by the City of Wichita, the pending rate
applications and the impact of our Monitored Services operations
and financial condition.

Additionally, our ability to access capital markets will affect the
new and existing credit agreements we have available to meet our
operating and capital expenditure requirements, debt service and
dividend payments. We have $747 million of long-term debt and
a $500 million revolving credit facility that will mature in 2003.
Additionally, we have $400 million of putable/callable bonds that
may either mature in August 2003 or be remarketed and repriced
at our current credit spread and mature in 2018, We believe we
will be successful in refinancing these obligations but can make no
assurance that these financings will be completed at similar costs
to maturing debt or atall.

We are constructing a new combustion turbine generator with an
installed capacity of approximately 154 MW. The unit is scheduled
to be placed in operation in mid-2001. We estimate that comple-
tion of the project will require approximately $20 million in capital
resources during 2001.

We forecast that we will need additional capacity of approximately
150 MW by 2005 to serve our customers’ expected clectricity
needs. The methods for supplying this additional energy will be

determined at a future date.

In July 1999, we and Empire District Electric Company (Empire)
agreed to jointly construct a 500-MW combined-cycle generating
plant, which Empire will operate. We will own a 40% interest in
the plant through a subsidiary, Westar Generating, Inc., which will
be entitled to 40% of the plant’s capacity. We estimate that our
share of the cost of completing the project will require approxi-
mately 831 million in capital resources during 2001. Commercial
operation is expected to begin in mid-2001.

Our business requires significant capital investments. We currently
expect that through the year 2003, we will need cash mostly for:

" Ongoing utility construction and maintenance programs
designed to maintain and improve facilities providing electric
service

= Improving operations within the Monitored Services
business and the acquisition of customer accounts

Capital expenditures for 2000 and anticipated capital expenditures
for 2001 through 2003 are as follows:

Fossil Nuclear Power  Monitored
Generation Generation Delivery ~ Services Other Total
{in Thousands)
2000 ...... $162,600 $25,900 $97000 $69,500 $2,900 $357900
2001 ...... 110,700 16,700 89,300 92,900 200 309,800
2002 ...... 76,600 19,900 97,100 101,300 — 294,900
2003 ...... 70,400 29400 96,000 134,900 — 330,700

Monitored Services includes capital expenditures for Protection
One and Protection One Europe, including purchases of customer
accounts. Other represents our commitment tofund our affordable
housing tax credit program.

These estimates are prepared for planning purposes and will be
revised from time to time. See Note 6 of Notes to Consolidated
Financial Statements. Actual expenditures are likely to differ from
our estimates.

Maturities of long-term debt as of December 31, 2000, are as follows:

Principal
Year Amount

(In Thousands)

D007 e $ 41,825
116,705
747,207
370,617
313,007

1,683,819

$3,273,180

Capital Structure

Our capital structure at December 31, 2000 and 1999, was as follows:

2000 1999

Shareholders' Equity . ... 35% 38%
Preferred stock ............ ... ..o 1 1
Western Resources obligated mandatorily

redeemable preferred securities of

subsidiary trust holding solely company

subordinated debentures ............ ... 4 4
Long-termdebt ... 60 57

Total .o 100% 100%

Dividend Policy

Our board of directors reviews our dividend policy from time to
time. Among the factors the board of directors considers in deter-
mining our dividend policy are earnings, cash flows, capitalization
ratios, competition and financial loan covenants. Provisions in our
Articles of Incorporation contain restrictions on the payment of
dividends or the making of other distributions on our common
stock while any preferred shares remain outstanding unless certain
capitalization ratios and other conditions are met. Our agreement
with PNM prohibits an increase in the dividend paid on our common
stock without the consent of PNM.
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OTHER INFORMATION
Electric Utility

City of Wichita Municipalization Efforts: In December 1999,

the City Council of Wichita, Kansas, authorized the hiring of an
outside consultant to determine the feasibility of creating a municipal
electric utility to replace KGE as the supplier of electricity in
Wichita. The feasibility study was released in February 2001 and
estimates that the City of Wichita would be required to pay us
$145 million for our stranded costs if it were to municipalize.
However, we estimate the amount to be substantially greater. In
order to municipalize KGE’s Wichita electric facilities, the City of
Wichita would be required to purchase KGE’s facilities or build a
separate independent system and arrange for its own power supply.
These costs are in addition to the stranded costs for which the city
would be required to reimburse us. On February 2, 2001, the City
of Wichita announced its intention to proceed with its attempt to
municipalize KGE’s retail electric utility business in Wichita.

KGE will oppose municipalization efforts by the City of Wichita.
Should the city be successful in its municipalization efforts without
providing us adequate compensation for our assets and lost revenues,
the adverse effect on our business and financial condition could

be material.

KGE’s franchise with the City of Wichita to provide retail electric
service expires in March 2002. There can be no assurance that we
can successfully renegotiate the franchise with terms similar, or as
favorable, as those in the current franchise. Under Kansas law, KGE
will continue to have the right to serve the customers in Wichita
following the expiration of the franchise, assuming the system

is not municipalized. Customers within the Wichita metropolitan
area account for approximately 25% of our total energy sales.

KCC Rate Proceedings: On November 27, 2000, we and KGE
filed applications with the KCC for a change in retail rates, which
included a cost allocation study and separate cost of service studies
for our KPL division and KGE. We and KGE also provided revenue
requirements on a combined company basis on December 28, 2000.
If approved as proposed, the impact of these rate requests will be
an annual increase of $93.0 million for our KPL division and

$58.0 million for KGE for a total of $1510 million. The proposal
also contains a mechanism for adjusting these rate requests up or
down if projected natural gas fuel prices are different from the
prices utilized in the November 27, 2000, filings. We anticipate
aruling by the KCC in July 2001 but are unable to predict its
outcome. We can give no assurance that these rate requests

will be approved as proposed.

FERC Proceeding: In September 1999, the City of Wichita

filed a complaint with FERC against us alleging improper affiliate
transactions between our KPL division and KGE, our wholly
owned subsidiary. The City of Wichita asked that FERC equalize
the generation costs between KPL and KGE, in addition to other
matters. A hearing on the case was held at FERC on October 11
and 12, 2000, and on November 9, 2000, a FERC administrative
law judge ruled in our favor that no change in rates was required.

On December 13, 2000, the City of Wichita filed a brief with

FERC asking that the Commission overturn the judge’s decision.
On January 5, 2001, we filed a brief opposing the city’s position.
We anticipate a decision by FERC in the second quarter of 2001.
A decision requiring equalization of rates could have a material
adverse effect on our business and financial condition.

Competition and Deregulation: The United States electric

utility industry is evolving from a regulated monopolistic market to
a competitive marketplace. During 2000 and early 2001, extensive
problems in the deregulated California market have made many
states reconsider deregulation efforts. Various states have taken steps
to allow retail customers to purchase electric power from providers
other than their local utility company. Several bills promoting
deregulation were introduced to the Kansas Legislature in the

1999 legislative session, but none passed. No bills were considered
in the legislature during the 2000 legislative session. Based on these
events, we do not anticipate deregulation to occur in Kansas in the
near term.

The 1992 Energy Policy Act began deregulating the electricity
market for generation. The Energy Policy Act permitted FERC

to order electric utilities to allow third parties the use of their
transmission systems to sell electric power to wholesale customers.
During 2000, traditional wholesale electric sales, excluding power
marketing sales, represented approximately 12% of total electric
sales. In 1992, we agreed to open access of our transmission system
for wholesale transactions. FERC also requires us to provide trans-
mission services to others under terms comparable to those we
provide ourselves. In December 1999, FERC issued an order
(FERC Order 2000) encouraging formation of regional transmis-
sion organizations (RTOs), whose purpose is to facilitate greater
competition at the wholesale level. We are a member of the
Southwest Power Pool (SPP), which filed a second request with
FERC in October 2000 to seek RTO recognition, which reflects
FERC comments to the SPP’s first request. We anticipate that FERC
Order 2000 will not have a material effect on us or our operations.

If retail wheeling is implemented in Kansas, increased competition
for retail electricity sales may reduce our future electric utility
earnings compared to our historical electric utility earnings.
Wholesale and industrial customers may pursue cogeneration,
self-generation, retail wheeling, municipalization or relocation

to other service territories in an attempt to cut their energy costs.
Our rates range from approximately 5% to 24% below the national
average for retail customers. Because of these rates, we expect to
retain a substantial portion of our current sales volumesina
competitive environment.

Stranded Costs: The definition of stranded costs for a utility
business is the investment in and carrying costs on property,

plant and equipment and other regulatory assets, which exceed
the amount that can be recovered in a competitive market. We
currently apply accounting standards that recognize the economic
effects of rate regulation and record regulatory assets and liabilities
related to our Fossil Generation, Nuclear Generation and Power
Delivery operations. If we determine that we no longer meet the
criteria of Statement of Financial Accounting Standards No. 71,
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“Accounting for the Effects of Certain Types of Regulation”

(SFAS 71), we may have a material extraordinary non-cash charge
to earnings. Reasons for discontinuing SFAS 71 accounting treat-
ment include increasing competition that restricts our ability to
charge prices needed to recover costs already incurred and a
significant change by regulators from a cost-based rate regulation
to another form of rate regulation and the impact should the City
of Wichita’s municipalization efforts be successful. We periodically
review SFAS 71 criteria and believe our net regulatory assets,
including those related to generation, are probable of future
recovery. If we discontinue SFAS 71 accounting treatment based
upon competitive or other events, such as the successful municipal-
ization efforts by areas we serve, we may significantly impact the
value of our net regulatory assets and our utility plant investments,
particularly Wolf Creek.

Regulatory changes, including competition or successful munici-
palization efforts by the City of Wichita, could adversely impact
our ability to recover our investment in these assets. As of
December 31, 2000, we have recorded regulatory assets that

are currently subject to recovery in future rates of approximately
$3274 million. Of this amount, $187.3 million is a receivable

for income tax benefits previously passed on to customers. The
remainder of the regulatory assets are items that may give rise to
stranded costs, including debt issuance costs, deferred employee
benefit costs, deferred plant costs and coal contract settlement costs.

In a competitive environment or because of such successful munici-
palization efforts, we may not be able to fully recover our entire
investment in Wolf Creek. KGE presently owns 47% of Wolf
Creek. We may also have stranded costs from an inability to
recover our environmental remediation costs and long-term fuel
contract costs in a competitive environment. If we determine that
we have stranded costs and we cannot recover our investment in
these assets, our future net utility income will be lower than our
historical net utility income has been unless we compensate for

the loss of such income with other measures,

Nuclear Decommissioning: Decommissioning is a nuclear
industry term for the permanent shut-down of a nuclear power
plant. The Nuclear Regulatory Commission (NRC) will terminate
a plant’s license and release the property for unrestricted use when
a company has reduced the residual radioactivity of a nuclear plant
to a level mandated by the NRC. The NRC requires companies
with nuclear plants to prepare formal financial plans to fund
decommissioning, These plans are designed so that funds required
for decommissioning will be accumulated during the estimated
remaining life of the related nuclear power plant.

On September 1, 1999, Wolf Creek submitted the 1999
Decommissioning Cost Study to the KCC for approval. The

KCC approved the 1999 Decommissioning Cost Study on April 26,
2000. Based on the study, our share of Wolf Creek’s decommis-
sioning costs, under the immediate dismantlement method, is
estimated to be approximately $631 million during the period
2025 through 2034, or approximately $221 million in 1999 dollars.
These costs include decontamination, dismantling and site restora-

tion and were calculated using an assumed inflation rate of 3.6%
over the remaining service life from 1999 of 26 years. The actual
decommissioning costs may vary from the estimates because of
changes in the assumed dates of decommissioning, changes in
regulatory requirements, changes in technology and changes in
costs of labor, materials and equipment. On May 26, 2000, we
filed an application with the KCC requesting approval of the
funding of our decommissioning trust on this basis. Approval
was g