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Dear Fellow Shareholder:

Mission accomplished!

In February 2003, we initiated a debt reduction plan to exit our non-utility and non-core business activities,

sharply reduce debt, and return to our roots as a pure Kansas electric utility.

Through the sales of our ONEOK stock, Protection One Europe, and isolated utility assets as well as

available cash flow from operations, we reduced debt obligations by nearly $1 billion by year end, with cash

on hand to pay off $80 million more. With the sale of Protection One in early 2004, we reduced debt by

an additional $419 million. To achieve a level of equity to total capital of at least 40% and credit quality

consistent with investment grade bond ratings, we priced an offering of 10.5 million shares of our common

stock on March 25, 2004. We sold the shares at $20.65, a fifty-two week high closing price. With the

underwriters' over-allotment option, another 1,575,000 shares could be issued.

With a few very minor exceptions, Westar is now a pure Kansas electric utility.

On balance, our utility operating results in 2003 were excellent. Our generating units set all time records

for industrial safety. The base load, coal fueled plants we operate continued to perform in the top quartile

of comparable plants industry wide. We reduced the average number and length of customer service

interruptions by more than we had targeted. We achieved earnings per share of $1.16 for the year. This

contrasts with the huge losses incurred in 2002, even though it still includes some charges we hope never

recur now that we have simplified Westar's operations and finances.

As part of our plan, in February of last year we reduced our indicated annual dividend from $1.20 to 76 cents.

That action was taken to: 1) increase cash available to pay down debt; 2) establish the dividend at a level

that was clearly sustainable and from which it could grow once we completed the plan; and 3) reflect, based

on average industry multiples, our view of the value of Westar common stock at that time. We indicated

that dividend policy would be reviewed upon substantial completion of the plan.

On March 4 of this year, we announced a dividend policy that puts us on a path to restore our dividend to a

payout level consistent with similarly situated regulated electric utility companies, moving toward a

dividend representing 60% to 75% of earnings. The board intends in late 2004 to significantly increase

the quarterly dividend payable in January 2005.

Toward our objective of becoming a model of good corporate governance, in 2003 we continued the

process of institutionalizing the independence of our Board. Please visit our website at www.wr.com to
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review the formal charters for our board committees, our Code of Business Conduct and Ethics, and the

formal procedures we have established for reporting concerns directly to the Audit Committee of our Board.

Through the work of our Nominating and Corporate Governance Committee, composed only of

independent directors, we added four independent and exceptionally qualified directors in 2003.

We continue to deal with investigations and litigation related to matters discussed at length in the Report

of the Special Committee to the Board of Directors, released in May 2003. Those matters are discussed in

our 2003 Form 10-K that is incorporated in this report.

Improved external relations are important to our mission as a pure play utility. We are pleased to report that

relations with the KCC, our primary regulator, have been constructive throughout the implementation of

our plan. The KCC unanimously approved the plan and expeditiously considered each step of the plan that

needed further approval.

In its approval of our plan, the KCC required a review of our retail rate levels. The extensive financial,

accounting, and operating information necessary to support such a review will be submitted to the KCC by

May 1, 2005. We expect to know the outcome of that review by the end of 2005.

Our long-term franchise to provide electricity within the City of Wichita, which accounts for 32% of our

retail sales, expired in March 2002. We continued to serve Wichita under two successive short-term

extensions of the franchise agreement. In February 2004, we concluded negotiations with Wichita to renew

the franchise for 10 years.

Through the enthusiasm and generosity of our employees, we more than doubled our contributions to

United Way campaigns and food drives throughout our service area. Volunteer hours by employees and

retirees increased by 36%. Our officers and employees continue to hold key leadership positions in civic

and charitable organizations in the communities where we do business.

Our employees, officers, and directors accomplished much in 2003. We expect continued progress in 2004

and beyond. We appreciate your confidence.

2 Sincerely,

8LjWLij _ 4
Charles Q. Chandler IV James 5. Haines, Jr.
Chairman of the Board President & CEO
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Back to Basics
OR BackTOTHE

Drawing Board?
By James Haines

Westar Energy is pursuing a "back to basics" strategy,

a return to its core business of providing electric service at

retail in the eastern third of Kansas and at wholesale

through the interconnected transmission grid. Like many

companies following a similar strategy, it follows a failed

strategy to achieve rapid growth through diversification.

The failure left both Westar's balance sheet and

reputation severely damaged. The annual letter on pp. I

of this report summarizes Westar's debt reduction and

restructuring plan and the considerable progress made in

the last year.

In a supper meeting with financial analysts late last year,

I posed this question: "Ten years ago if we had said to you

our business plan was to remain focused on our core

business, you would not have stayed even for the main

course. Now, in 2003, my question to you is: Why are you

still here for dessert?"' There were two answers. I) "I'm

an opportunist. Typically I've not invested in regulated

utilities. But I recognized that, at $8.50 a share and with

new, experienced management, Westar was a very good

bet to go up at an attractive rate. You're getting close to my

price target and I'll not be one of your long-term

investors." 2) From another analyst: "I've been focused on

the energy industry, primarily electrics, for my entire

career. In the last decade, I've seen more value destroyed

than created. I look at some of those stocks today- as long

as a decade into a so-called growth through diversifica-

tion strategy-and they trade at a lower price and yield a

lower dividend and total return than when I started in the

mid-'80s. Give me low risk, steady growth, and a stable

and relatively high dividend payout and I will be happy."

That is 'the challenge. How does Westar use its back to

basics strategy to produce low risk, steady growth, and a

stable, relatively high payout? All are required to assure

reasonable access to the capital essential to provide

reliable, sufficient utility service.

3
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why Westar followed
its diversification strategy in the first place ...

The objective here is to identify: 1) the potential risks in

a back to basics strategy and 2) what is needed for it to

succeed. It will help to know why Westar followed its diver-

sification strategy in the first place and to see that the

factors that drove that strategy are no longer compelling.

As well, stakeholders should know what challenges might

still emerge for Westar and what values will guide its

response to those challenges.

In the mid-'90s, when Westar committed to diversify, there

was a virtual consensus among state and federal policy

makers, large industrial customers, leading energy analysts

and opinion makers, electric industry trade groups, and

many electric companies that competition for retail

electric business would be a good thing. The debate shifted

from "if' to "when." To paraphrase Bob Dylan, no one

needed a weatherman to know which way the wind blew.

the status quo was not viable ...

Because retail competition seemed certain, trying to

maintain the status quo was not viable. Westar had 100%

of a small, regulated retail market. Retail competition

could only reduce its market share, while leaving it

potentially responsible for the entire market as a provider

of last resort. As a small player, without a fundamental

change in strategy, Westar faced a very difficult future.

Had retail competition grown as quickly and successfully

as many predicted, the devil would have taken the

hindmost. Only the nimble would have prospered or

even survived.

What were Westar's options? Waiting to see if retail

competition really would emerge as quickly as predicted

would have placed the company's fate entirely in the

hands of others and, therefore, would have been the most

risky option. Westar could have consolidated with other

utilities, become a large generating company and whole-

sale energy merchant, or pursued unregulated growth not

related to utility service, such as venture capital invest-

ments or telecommunications, or developed a platform

to take advantage of the anticipated retail market place

for electricity.

For various reasons there were serious problems with

most of those options. For example, Westar's relatively

small size worked against developing large trading or

merchant energy businesses. Big, well-financed companies

already had begun to stake out those opportunities.

Westar settled on a principal strategy that, in theory, made

great sense. Westar's core business involved providing

service to homes and businesses. While retail competition

for electricity would shrink Westar's existing market, it

would open markets of other utilities. What could Westar

do in advance of retail competition to establish itself as a

retail provider of other services in its own market and

elsewhere?
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quickly aggregate monitored security businesses
and be poised to sell electric service to their
customers as retail competition grew.

The diversification plan was to quickly aggregate

monitored security businesses and be poised to sell

electric service to their customers as retail competition

grew. With competition seemingly rushing onward, the

advantages and imperatives were apparent. The security

business is a network-type service industry that shares

some qualities with the electric utility business. Its cost,

characteristics, and lower barriers to entry made the

security business more favorable than others like gas,

water, telecommunications, or cable television. In fact,

paying a premium to acquire monitored security

customers seemed justified by the anticipated opportunity

to sell electricity to those same customers.

as long as Westar's strategy
appeared viable, many encouraged it.

Not surprisingly, as long as Westar's strategy appeared

viable, many encouraged it. Westar's early success created

expectations of economic development, new jobs, a grow-

ing tax base, the promise of greater advancement oppor-

tunities for employees, and faster earnings and total return

growth for investors. It also led to a belief that Westar

could thrive in a competitive retail market for electricity.

In hindsight some have asked why policy makers

(regulators and legislators) permitted Westar to pursue

this strategy. As long as Westar's strategy did not threaten

its public utility business and as long as Westar properly

separated regulated and unregulated business accounts,

it would have been inappropriate for policy makers to

object. In fact, policy makers ultimately became aggressively

involved when the potential for damage to the utility

business became apparent.

Ultimately, the strategy failed.

Ultimately, the strategy of rapid growth through

diversification failed. While the causes of failure are

not pertinent to the purpose of this essay, the reasons that

drove Westar to the strategy in the first place and the

expectations that caused constituents to encourage it are

important. Westar was pulled by market opportunity and

pushed toward retail competition by a strong public

policy trend that would have radically changed the status

quo. (It should be noted that policy makers in Kansas

considered but ultimately rejected retail competition.)

More importantly, are there now new reasons that would

push and pull Westar away from its core business? To the

extent there are, will a strategy based only on our

regional, regulated utility business succeed? Are Westar

and the electric industry simply in a calm before the next

storm? These questions are not pressing today. Given

Westar's condition a year ago, the decision to return to

basics was a foregone conclusion. Any other choice would

have been foolish. Indeed, so far, fbr all constituents, Westar

has made great progress with this strategy. The challenge is

to be successful with this strategy for the long run.

From the dark side of retail competition, however, there

is a potentially fatal strike against a back to basics strategy.

In the minds of many, including some policy makers,

5
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electricity has come to be valued primarily, perhaps only,

as a commodity. Like a barrel of light crude or a bushel of

hard wheat, as a mere commodity, one kWh is no better

than another. For a consumer of a commodity, price-

specifically a lower price-is all that matters.

When only price matters, there is no public
or political will for any particular company to
survive, only a will for having the lowest price.

When electricity is viewed only as a commodity, only

price matters. The only goal for a commodity provider is

to be the low-cost producer. The only goal for a regulator

is to find every possible rationale to reduce the authorized

price. The singular goal of a purchaser is to find the

lowest price. And the one strategy for an investor in a

commodity provider is short-term opportunism. When

only price matters, there is no public or political will for

any particular company to survive, only a will for having

the lowest price. And even that has no limit. If one

company will sell for ax" in one moment, then the public

and political will exists for some other company to sell for

"x-minus" in the next moment.

the 'golden age"_

A back to basics strategy for a relatively small company

like Westar cannot be sustained in the long run if elec-

tricity is viewed only as a commodity. Why? Consider

what drove costs in the electric industry from the end of

6 World War II to 1973, a period called by former FERC

commissioner Charles Stalon the "golden age" of the

electric industry. In that period, sales grew at an annual

compound rate of about 7%. This growth rate combined

with technological advances allowed tremendous econ-

omies of scale to be exploited in transmitting and generating

electricity. It was a time when larger meant higher efficiency

and lower cost.

... an abrupt end.

Those factors worked in a synergistic way to drive costs

and prices to historic lows. At the same time, dividends

grew, total returns were stable and share prices rose well

above book value. Capital was readily available at reason-

able cost to finance the once every ten-years doubling of

capacity. During that period, there appears to have been

little pressure to treat electricity as a mere commodity

because virtually every provider's prices steadily dropped.

The oil embargo of 1973 - and all that followed - brought

that golden age to an abrupt end.

Following 1973, electricity prices, including Westar's, rose

steadily for nearly 20 years. Over the past decade, such

prices generally have dropped-Westar's by 7%. In the

same period, the consumer price index rose by 27%. There

are many reasons for these recent decreases. In Westar's

case, perhaps primary are the benefits of the KG&E/KPL

merger (which formed Westar in 1992) and that no new

baseload generation has been brought on line since 1985.

Can Westar, as a back to basics, stand alone company,

now sustain declining prices over a long period? No.

For practical purposes, economies of scale from known

technology have been exhausted. In a normal year, sales

now grow only about 2.5%. It is improbable that recent

advances in generation and information systems tech-

nology will offset the rising cost of power plant fuel and
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mandated pollution control equipment, let alone justify

price reductions. Any inflation in the general economy

will simply compound those factors. And at some point

soon Westar will have to commit to new, costly baseload

generation.

I will go further and say the industry's financial health is

so depleted that even a short-term focus on electricity

only as a commodity is a critical mistake. For example, in

the mid-1970s the average utility bond rating was AA-.

It is now BBB, with downgrades outnumbering upgrades

by a 12-to-I margin in each of the last two years. Any

failure now to recognize the need for renewed financial

health or to create the conditions necessary to attract new

investment on reasonable terms is a failure with serious

short and long-term consequences.

If electricity is treated as a mere commodity, there
is only one strategy... to pursue: consolidate...-

If electricity is treated as a mere commodity, there is only

one strategy for a small back to basics company to pursue:

consolidate, most likely with a larger company. Consoli-

dation can reduce general and administrative costs. There

are benefits as well from volume purchases and perhaps

from load diversity and greater opportunities in wholesale

markets. If a premium must be paid to consolidate, however,

the value of these potential benefits is reduced. Moreover,

if, through commodity myopia, policy makers use' all the

benefits of consolidation to reduce prices, the inevitable

result will be a slow spiral to oblivion. Eventually, there will

be no added savings available from any source and capital

will be available only from speculators, bottom feeders,

vultures, and rank opportunists.

Why is it a mistake to focus orly
on the commodity value of electricity?

All of this discussion begs the question: Why is it a mistake

to focus only on the commodity value of electricity? Quite

simply, for' most electric utility constituents other factors

can be as important as price. Foremost, they want excep-

tional reliability, which requires long-term planning and

commitment. Westar's customers do not want to be served

by a company that asks if it makes economic sense to stay

in business or to serve a given customer. (Although severely

damaged, the major Califomia utilities are still serving

their customers every hour of every day. The opportunists

are long gone.) Westar's customers instead want Westar to

be singularly focused on the maintenance it must perform,

the facilities it must build, and the fuel it must buy to

continue to provide adequate and reliable service 10, 15,

20 years from now.

For an essential retail product that cannot be stored and

is required every hour, every day, customers want a stable

price. A hallmark of a commodity market is price

volatility. Electric utility customers have long enjoyed

the benefits of companies investing in long-lived plant

(to achieve economies of scale)' and then recovering that

investment over long periods to smooth out costs. A com-

pany investing for the here and now must recover its

investment here and now.

Policy makers properly emphasize the importance of

universal service and protections for low-income customers,

both of which are more difficult to achieve when electricity

is valued only as a commodity. (A fully competitive market,

while theoretically efficient, can be brutally harsh to the

7
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more vulnerable members of society.) Many constituents

look to electric utilities for civic and charitable leadership

and development expertise in the communities they serve.

'Service" in the altruistic sense has been a hallmark of

the electric utility industry and its employees. For commu-

nities where that service has diminished, the loss is real, is

felt and has not been relieved by others stepping forward.

What happens when the price of a commodity suddenly

spikes or a commodity provider fails to deliver? For most

commodities, customers will find a substitute or temporarily

do without. In almost all cases, neither is an acceptable

choice for electric customers.

Can retail competition ... satisfy customer
expectations for reliability and service while
driving the commodity price of electricity
ever lower? Despite theory, it has not.

Can retail competition for electricity satisfy customer

expectations for reliability and service while driving the

price of electricity ever lower? Despite theory, it has not.

If the commodity were provided by a separate company

operating in a competitive market, could the separate gen-

erating company meet customers' price expectations and

the "wires" company meet their expectations for reliability,

planning, and leadership? Perhaps, but the fact is where

retail competition has been tried, it has failed outright or at

best has yet to demonstrate the promised benefits.

From a community perspective, a back to basics strategy

can preserve strength in important local and regional

companies that, by their nature, must be actively and unam-

biguously committed to the economic success of the areas

they serve. Stripping the generation function from them,

as some advocates of competition urge, would only reduce

their strength and critical mass, particularly for smaller

companies like Westar. (While Westar is the largest electric

utility in Kansas and one of the largest publicly traded

companies headquartered in Kansas, it is on the small side

when compared with electric utilities nationally.)

Policy must be based on three principles...

For a back to basics strategy to work, management and

policy makers must look beyond the mere commodity value

of electricity. Policy must be based on three principles:

1.The electric industry is a capital-intensive business

and requires ready access to capital on reasonable

terms. Capital cannot be impressed by fiat or other-

wise. Investors decide where to put their capital to

achieve desired returns consistent with risk. If return

falls short or risks rise, they are free to withdraw and

withhold their capital.

2. In Westar's case, policy makers should not ignore its

past failures with diversification, but a back to basics

strategy will fail if, in regulating the basic utility, those

failures become the justification for a policy approach

that resolves every issue in favor of the lowest price.

3. Mere survival is not a viable solution in the long run.

Viability is financial strength, solid credit, and the resid-

ual capacity necessary to ride out economic downtums,

abnormal weather, and long-term construction commit-

ments. A realistic approach to pricing is required-one

using the industry and its technology, not theory, as

appropriate benchmarks.
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Management bears direct responsibility
for the success of a back to basics strategy

Management bears direct responsibility for the success of a

back to basics strategy. The heart of the concept of an

investor owned public utility is the obligation of managers

to act in the public interest balanced by their fiduciary

obligation to investors. The two obligations are compatible,

even synergistic. At its best, regulation always recognizes

that the public interest is not served by confiscating or even

paying short shrift to the capital invested to assure that

utility facilities are properly maintained and expanded.

Likewise, it is profoundly contrary to the public interest for

management to burden that capital with the risks of non-

utility ventures.

What management should do is as important as what it

should not do. The public interest requires a focus on

reliability, planning, quality customer service, and leader-

ship in communities served. The importance of this focus

cannot be overemphasized. The management of a utility

must give its best and primary attention to the utility's

mission to serve the public interest. The public interest

requires an arms-length openness to and cooperation with

regulators. Finally, it requires absolute integrity in every

aspect of the business.

expect any other reaction. The real moments of truth will

come later when circumstances require answers to these

questions:

* Will policy makers resist commodity myopia and have

the foresight to establish prices and regulated market

conditions that create a reasonable opportunity to achieve

the risk/reward balance necessary to attract capital?

* Will investors indeed be satisfied, as they currently

claim, with low risk and regulated returns and steady

but modest growth?

* Will management have the commitment to strive for

excellence in the operation of a basic utility, the disci-

pline to stick with a back to basics strategy when the

next glamorous opportunity for rapid growth comes

along, and the fortitude to shun the values of Aesop's dog

who found the bone in his grasp unacceptable when a

larger one, or so he thought, was within his reach?

To conclude, it is incumbent upon Westar to create and

sustain compelling reasons for there to be a public and

political will in Kansas for Westar to succeed as a basic

utility and, then, to remain faithful to that mandate.

The real moments of truth will come later ...

Not one policy maker, not one customer, employee, or

investor has come forward to say that Westar's back to

basics strategy is a mistake. To the contrary, many have

affirmatively applauded our decision. The severe conse-

quences of Westar's failures, however, are too recent to

9
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FINCIAL MEASURES 2003
2003 2002

FINANaAL DATA (Dollars in Mi/lions)

Sales ...........................................................

Earnings (loss) available for common stock:
Utility ...................................
Other .......................................................
Total .......................................................

Assets:
Utility ......................................................
Other .......................................................
Total .......................................................

$1,461 $1,423

112
(28)

84

20
(813)

(793)

4,970

765

5,735

5,087

1,653

6,740

OPERATING DATA

Electric Sales (thousands of MWh)
Utility service ................................................ 18,384 18,544
Wholesale ................................................... 8,666 9,115

Total ................................................... 27,050 27,659
Customers....................................................... 644,000 647,000

COMMON STOCK DATA

Earnings (loss) per share:

Utility ....................................... $............. 1.55 $0.27

Other .................................................... S(0.39) $(11.33)
Total . ......................................... $1.16 $(11.06)

Dividends declared per common share ....... ......................... $0.76 $1.20

Book value per share . ............................................. $13.93 $13.37

Market value per share (at 12/31) ........ ............................ $20.25 $9.90

Common stock price range:
High .................................................... $ 20.49 $18.00
Low ...................................................... $ 9.76 $8.50

Average common shares outstanding ....... .......................... 72,428,728 71,731,580

Dividend yield ................................................... 3.8% 12.1%

10
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For the fiscal year ended December 31, 2003

OR
°] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Formin'-k.X

Indicate'by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
Yes"M Nof

The aggregate market value of the voting common equity held by non-affiliates of the registrant was approximately
$1,170,717,860 at June 30, 2003.

Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the
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(Class) (Outstanding at February 23, 2004)
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"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 may include
words like we "believe,' "anticipate:' "target,' "expect,' "pro forma:'
"estimate' "intend" and words of similar meaning. Forward-looking
statements describe our future plans, objectives, expectations or
goals. Such statements address future events and conditions
conceming: capital expenditures; earnings; liquidity and capital
resources; litigation; accounting matters; possible corporate
restructurings, acquisitions and dispositions; the sale of assets and
the issuance of equity proposed in our Debt Reduction Plan
approved by the Kansas Corporation Commission on July 25, 2003;
a possible new revolving credit facility; compliance with debt and
other restrictive covenants; interest rates and dividends; environ-
mental matters; nuclear operations; 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 or re-
regulation; regulated and competitive markets; ongoing municipal,
state and federal activities; economic and capital market conditions;
changes in accounting requirements and other accounting matters;
changing weather; rates, cost recoveries and other regulatory
matters; -the impact of changes and downturns in the energy
industry and the market for trading wholesale electricity, the impact
of changes in "Hours of Service" legislation that was enacted in
January 2004 on the number of hours during which employees may
operate equipment, the impact of the outcome of the notice of
violation received on January 22, 2004 from the Environmental
Protection Agency and other environmental matters; the outcome
of the investigation being conducted by the Federal Energy
Regulatory Commission regarding power trades with Cleco
Corporation and its affiliates and other energy marketing and trans-
mission transactions; political, legislative, judicial and regulatory
developments; the impact of the purported shareholder and
employee class action lawsuits filed against us; the impact of our
potential liability to David C. Wittig and Douglas T. Lake for
unpaid compensation and benefits and the impact of claims they
have made against us related to the termination of their employment
and the publication of the report of the special committee of the
board of directors; the impact of changes in interest rates; changes
in, and the discount rate assumptions used for, pension and other
post-retirement and post-employment benefit liability calculations,
as well as actual and assumed investment returns on pension plan
assets; the impact of changing interest rates and other assumptions
on our decommissioning liability for Wolf Creek; transmission
reliability rules; Kansas Corporation Commission utility service
reliability rules; changes in the expected tax benefits and contingent
payments resulting from the loss on the sale of our monitored
services business; homeland security considerations; coal, natural
gas and oil prices; and other circumstances affecting anticipated
operations, sales and costs.

These lists are not all-inclusive because it is not possible to predict all
factors. This report should be read in its entirety. No one section of
the report deals with all aspects of the subject matter. Any forward-
looking statement speaks only as of the date such statement was
made, and we are not obligated to update any forward-looking
statement to reflect events or circumstances after the date on which
such statement was made except as required by applicable laws or
regulations.
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and Services ..................... 114
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PART I
ITEM 1. BUSINESS

GENERAL
Westar Energy, Inc., a Kansas corporation incorporated in 1924, is
the largest electric utility in Kansas. Unless the context otherwise
indicates, all references in this Annual Report on Form 10-K to 'the
company' "we' "us, "our" and similar words are to Westar Energyv
Inc. and its consolidated subsidiaries. The term "Westar Energy"
refers to Westar Energy, Inc. alone and not together with its
consolidated subsidiaries. We provide electric generation, trans-
mission and distribution services to approximately 644,000 customers
in Kansas. Westar Energy provides these services in northeastern
Kansas, including the Topeka, Lawrence, Manhattan, Salina and
Hutchinson metropolitan areas. Kansas Gas and Electric Company
(KGE), our wholly owned subsidiary, provides these services in
south-central and southeastern Kansas, including the Wichita
metropolitan area. Both Westar Energy and KGE conduct business
using the name Westar Energy. Our corporate headquarters is
located at 818 South Kansas Avenue,Topeka, Kansas 66612.

KGE owns a 47% interest in the Wolf Creek Generating Station
(Wolf Creek), a nuclear power plant located near Burlington,
Kansas, and a 47% interest in Wolf Creek Nuclear Operating
Corporation (WCNOC), the operating company for Wolf Creek.

Westar Industries, Inc. (Westar Industries), our wholly owned sub-
sidiary, owned an 87% interest in Protection One, Inc. (Protection
One), a publicly traded company that provides monitored security
services, and our investment in Protection One Europe. Westar
Industries now owns other non-material investments. We sold our
interest in Protection One on February 17, 2004, and we sold our
interest in Protection One Europe on June 30, 2003. In 2003, we
classified our interests in monitored security businesses as discon-
tinued operations. See Note S of the Notes to Consolidated Financial
Statements, "Discontinued Operations," for additional information
about the classification of our monitored security businesses as
discontinued operations.

SIGNIFICANT BUSINESS DEVELOPMENTS DURING 2003

KCC Orders and Debt Reduction Plan
On February 6, 2003, we filed a debt reduction plan (the Debt
Reduction Plan) with the Kansas Corporation Commission (KCC)
in response to the KCC's order that would have required us to reduce
debt to $1.67 billion by August 1,2003. In the Debt Reduction Plan,
we outlined our plans for paying down debt and simplifiing our
business. The Debt Reduction Plan calls for the sale of our non-utility
assets, including our interests in Protection One and Protection One
Europe and our minority equity interest in ONEOK, Inc. (ONEOK),
a diversified energy company. As part of the Debt Reduction Plan,
we reduced our quarterly dividend on our common stock 37% to
$0.19 per share beginning with the dividend paid April 1, 2003.

On July 21, 2003, we entered into a Stipulation and Agreement
(Stipulation) with the KCC staff and other intervenors in the docket
considering the Debt Reduction Plan. The KCC issued an order
approving the Stipulation on July 25, 2003. The principal terms of
the Stipulation are as follows:

* We will fully implement the Debt Reduction Plan by December 31,
2004, unless prevented by events beyond our control, in which
case the KCC may extend the deadline for implementation upon
a proper showing by us.

a We will reduce our debt to a level consistent with investment
grade bond ratings and have a capital structure comprised of at
least 40% common equity by December 31, 2004. This commit-
ment replaces the requirement imposed in the previous KCC order
that we reduce utility debt to $1.67 billion by August 1, 2003.

a We will file a rate case, which may or may not include a request for
a change in rates, by May 1, 2005, based on a test year consisting of
the 12 months ending December 31, 2004.

v We will pay to our Kansas jurisdictional customers rebates of
$10.5 million on May 1,2005 and $10.0 million on January 1, 2006.

* We will also pay a rebate to customers for any amounts we may
recover from David C. Wittig, our former president, chief execu-
tive officer and chairman, and Douglas T. Lake, our former
executive vice president, chief strategic officer and memberof the
board, for compensation totaling approximately $2.3 million paid
to them that was included in our electric rates during calendar
years 1998 through 2002, net of costs we incur to recover the funds.
See Note 19 of the Notes to Consolidated Financial Statements,
"Legal Proceedings,' for more information about our efforts to
recover compensation from Mr. Wittig and Mr. Lake.

a Westar Industries will transfer to Westar Energy all of its stock in
ONEOK and all of its cash in excess of $2.0 million within 30 days
of the date of the order.

In August 2003, we began ratably recording a regulatory liability for
the rebates that will be paid to customers in 2005 and 2006.
Accordingly, as of December 31, 2003, we have recorded a regu-
latory liability of $3.5 million for revenue to be refunded, which is
included in other liabilities on our consolidated balance sheets.

Also in August 2003, Westar Industries transferred to Westar Energy
all of its remaining stock in ONEOK and all of its cash in excess of
$2.0 million. Westar Industries has continued to transfer cash in
excess of $2.0 million in subsequent months. These transfers are
intercompany transactions that do not result in any change to the
amounts reported on our consolidated financial statements. In
addition, in accordance with a KCC order, an intercompany
receivable in the amount of $710.5 million from Westar Industries
was reclassified as an investment in Westar Industries. This
intercompany transaction is eliminated in consolidation.

In 2003, we reduced our debt by $965.7 million primarily through
use of the proceeds from the sale of our ONEOK stock and through
the retirement of $135.0 million of debt that was economically
defeased in 2002. With the closing 'of the sale of our interest in
Protection One on February 17, 2004, we received proceeds of
$122.2 million, which will also be used to reduce debt We plan to
issue $100 million to $250 million of equity during 2004.

Sale of ONEOK Stock Investment
We sold our ONEOK stock investment in multiple transactions
in February, August and November 2003 for total proceeds of
$801.8 million, net of transaction costs. We recorded a pre-tax gain 13
of $99.3 million. We used the net proceeds for repayment of our
outstanding debt.

Discontinued Operations - Sale of Protection One
and Protection One Europe
In 2003, we classified our monitored security businesses as discontinued
operations. This is reflected in the accompanying consolidated
financial statements. We also reclassified all historical periods to
conform with this reclassification. These reclassifications were
required by generally accepted accounting principles (GAAP) as a
result of our board of directors' approval of the Debt Reduction
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Plan. The amounts associated with our discontinued operations are
included in our "Other" segment. See Note 29 of the Notes to
Consolidated Financial Statements, "Segments of Business, for
further information relating to our "Other' segment

We sold our interest in Protection One Europe on June 30, 2003.
The sale resulted in a $58.7 million reduction in our consolidated
debt level from the buyer's assumption of $48.2 million of Protection
One Europe debt that was included in our consolidated financial
statements and the use of $10.5 million of cash proceeds to pay
down debt.

On December 23, 2003 we signed a definitive agreement to sell our
interests in Protection One to subsidiaries of Quadrangle Capital
Partners LP and Quadrangle Master Funding Ltd. (together,
Quadrangle). The transaction did not include the sale of our
Protection One 7 3/8% senior notes due August 15, 2005 in the face
amount of $26.6 million.

On February 17, 2004, we closed the sale of the Protection One
stock owned by Westar Industries to Quadrangle and assigned to
Quadrangle the senior credit facility between Westar Industries and
Protection One, which had an outstanding balance at December 31,
2003 and at closing of $215.5 million. At closing, we received proceeds
of $122.2 million. We could receive up to an additional $24.2 million
of cash contingent on Quadrangle meeting post-closing investment
objectives and an additional $15.0 million of cash upon our making
additional payments to Protection One under a tax sharing agreement
between us and Protection One. These contingentpayments depend
upon post-closing facts and circumstances and may not materialize
in whole or in part and, if payable, may not be paid for a significant
period of time after closing. The net cash proceeds from the transac-
tion will be used to reduce debt.

Protection One has been part of our consolidated tax group since
1997. During that time, we have reimbursed Protection One for
current tax benefits attributable to Protection One used in our
consolidated tax return under the terms of a tax sharing agreement.
Following the sale of our Protection One common stock on
February 17,2004, Protection One is no longer a part of our consol-
idated tax group. We and Protection One did not formally terminate
our tax sharing agreement and, based on discussions with Protection
One and its counsel, there are several areas of potential dispute
between us regarding our obligations under the terms of the tax
sharing agreement. The most material of these potential disputes
involve (i) the proper treatment under the tax sharing agreement of
tax obligations or benefits arising out of the transaction in which we
sold our interest in Protection One, including the impact of the
cancellation of indebtedness income generated by the assignment
of a credit agreement for less than the full amount outstanding
under the credit agreement at closing on future payments , if any, to
Protection One, (ii) whether any payments will be due to Protection
One as a result of any tax benefits that may arise from a decision by

14 us in the future to elect to treat the sale of our Protection One stock
as a sale of assets under the Internal Revenue Code and (iii) whether
payments due Protection One when we are subject to alternative
minimum tax should be calculated at the alternative minimum tax
rate of 20% or the normal statutory rate of 35%. Because of these
potential disputes, we have provided for these matters in our

consolidated financial statements. We nevertheless believe that we
have strong positions with respect to each of these items and will
aggressively pursue our positions. If we prevail, we may realize
significant additional benefits, which may reduce future cash taxes
and increase our reported net income.

Before classifying our monitored services businesses as discontinued
operations, we were unable to record a tax benefit for a significant
portion of the goodwill impairment and amortization charges and
losses of our monitored services businesses recorded in prior years.
Upon classification as discontinued operations, CAAP requires the
current recognition of any tax benefit that will be realized in the
foreseeable future, net of any required valuation allowance. We
estimate the tax benefits associated with the capital loss on the sale of
Protection One and the assignment of the senior credit facility with
Protection One to be approximately $327.7 million. Based on the
sale of our ONEOK investment and current projections of taxable
income, we estimate that it is likely that we will be able to realize
approximately $93.8 million of these tax benefits. Therefore, we
have recorded a $233.9 million valuation allowance for that portion
of the tax benefit that we estimate may be unrealizable in the
foreseeable future.

With discontinued operations accounting, we were required to
estimate the net realizable proceeds from the sale of our monitored
services businesses. We used actual sale proceeds to calculate the
loss from discontinued operations related to Protection One
Europe, which resulted in a write off of $13.5 million. When we
initially classified Protection One as discontinued operations in the
first quarter of 2003, our estimate of the net realizable proceeds from
the sale of Protection One was based on an independent appraisal.
At that time, we recorded a write down of $41.6 million on our
Protection One investment. We updated our estimates in the third
quarter of 2003 based on then existing bids from potential buyers
and took an additional write down of $165.6 million. Upon signing
the definitive agreement with Quadrangle on December 23, 2003,
we reduced our estimated net realizable proceeds by an additional
$38.5 million to reflect actual proceeds, and wrote off that amount
in the fourth quarter of 2003.

Call Option
In August 1998, we entered into a call option with an investment
bank related to the issuance of $400.0 million of our 6.25% senior
unsecured notes. These notes were putable and callable on August 15,
2003 (the putable/callable notes).

In the second quarter of 2003, we purchased a call option at a cost of
$65.8 million, which locked in the settlement cost associated with
the August 1998 call option. The outstanding options were settled
and the related notes were retired in August 2003. For the year ended
December 31, 2003, we recognized a loss related to the putable/
callable notes of$21.5 million, which includes a loss of $14.2 million
associated with the settlement of the call options.

Special Committee Investigation
In September 2002, our board of directors appointed a special
committee of directors to investigate matters related to a federal
grand jury subpoena served on us by the United States Attorney's
Office in Topeka, Kansas, requesting information concerning the



2003 ANNUAL REPORT

use of our corporate aircraft and our annual shareholder meetings.
The scope of the special committee's investigation was expanded to
cover other matters that were the subject of additional United States
Attorney's Office subpoenas served on us and certain of our
employees. These matters included executive compensation
arrangements with David C. Wittig, our former chairman of the
board, president and chief executive officer, and Douglas T. Lake,
our former executive vice president, chief strategic officer and
member of the board, and other former and present officers; the
proposed rights offering of Westar Industries stock that was
abandoned; and the company in general. The investigation also
included matters that were the subject of a Securities and Exchange
Commission (SEC) inquiry into the restatement of our first and
second quarter 2002 consolidated financial statements and
disclosures in our proxy statements concerning personal aircraft use
by former officers and the payment of a bonus to Mr. Wittig in 2002.
The special committee completed its investigation and publicly
released a report on May 14, 2003 concerning the conclusions and
recommendations reached as a result of the investigation. The
investigation did not result in adjustments to our previously filed
financial statements.

ELECTRIC UTILITY OPERATIONS

General
Westar Energy supplies electric energy at retail to approximately
346,000 customers in northeast Kansas, including the communities
of Topeka, Lawrence, Manhattan, Salina and Hutchinson. KGE
supplies electric energy at retail to approximately 298,000 customers
in south-central and southeastern Kansas, including the city of
Wichita. We classify our retail customers as residential, commercial
and industrial as defined in our tariffs. We also supply electric
energy at wholesale to the electric distribution systems of 55 Kansas
cities and four rural electric cooperatives. We have contracts for the
sale, purchase or exchange of wholesale electricity with other
utilities. In addition, our energy marketing operations purchase and
sell wholesale electricity in areas outside our historical service territory.

Generation Capacity
We have 5,904 megawatts (MW) of generating capacity, of which
2,596 MW, including Wolf Creek, is owned by KGE. See "Item 2.
Properties" for additional information on our generating units. The
capacity by fuel type is summarized below.

peak responsibility at the time of the peak. We do not anticipate
needing additional generating capacity through at least 2006.

We have agreed to provide generating capacity to other utilities for
certain periods as set forth below:

Ulity apacty OMW) Perlod Ending
Oklahoma Municipal Power Authority ......... ..... 60 December 2013
Midwest Energy, Inc ............................ 130 May 2008
MidwestEnergy, Inc ............................ 125 May2010
Empire District Electric Company ............ ...... 162 May 2010
McPherson Board of Public Utilities McPherson) a........ () May 2027

(-)We provide base load capacity to McPherson. McPherson provides peaking
capacity to us. During 2003, we provided approximately 75 MW to, and
received approximately 180 MW from, McPherson. The amount of base load
capacity provided to McPherson is based on a fixed percentage of McPherson's
annual peak system load.

Fossil Fuel Generation
Fuel Mix

The effectiveness of a fuel to produce heat is measured in British
thermal units (Btu). The higher the Btu content of a fuel, the lesser
quantity of the fuel it takes to produce electricity. The quantity of
heat consumed during the generation of electricity is measured in
millions of Btu (MMBtu).

Based on MMBtus, our 2003 actual fuel mix was 81% coal, 14%
nuclear and 5% natural gas, oil or diesel fuel. We expect that our fuel
mix in 2004 will have a higher percentage of nuclear usage since
2004 is not a refueling year at Wolf Creek. Our fuel mix fluctuates
with the operation of Wolf Creek, as discussed below under
a-Nuclear Generation,; fluctuations in fuel costs, plant availability,
customer demand and the cost and availability of wholesale market
power.

Coal
Jeffrey Energy Center: The three coal-fired units at Jeffrey Energy
Center have an aggregate capacity of 2,213 MW, of which we own
an 84% share, or 1,859 MW. We have a long-term coal supply contract
with Amax Coal West, Inc., a subsidiary of RAG America Coal
Company, to supply coal to Jeffrey Energy Center from mines
located in the Powder River Basin (PRB) in Wyoming. All of the
coal used at Jeffrey Energy Center is purchased under this contract
The contract expires December 31, 2020. The contract contains a
schedule of minimum annual MMBtu delivery quantities. The
contract also contains a mechanism for repricing quantities received
above the minimum annual delive'y quantity. The price for these
additional quantities is. renegotiated every five years to provide a
fixed price at current market prices. The first year affected by this
repricing mechanism was 2003. The renegotiated price increased
the cost of coal received in 2003 by approximately $3.0 million over
the cost in the prior year.

The coal supplied to Jeffrey Energy Center during 2003 was surface
mined and had an average Btu content of approximately 8,430 Btu
per pound and an average sulfur content of 0.48 lbs/MMBtu (see
"-Environmental Matters" for a discussion of sulfur content). The
average delivered cost of coal burned at Jeffrey Energy Center
during 2003 was approximately $1.21 per MMBtu, or $20.53 per ton.

Capacity hPent 0i
Fuel 1pe (MMW Total Capacity
Coal ....... 3,335 56.5
Nudear ....... 548 9.3
Natural gas or oil .............. 7..... .1,937 32.8
Diesel fuel .................................. 83 1.4
Wind ................................. . -

Total ................ .................. 5,904 100.0

Our aggregate 2003 peak system net load of 4,655 !vtVoccurred on
August 21, 2003. This is also our all-time peak system net load. Our
net generating capacity combined with firm capacity purchases and
sales provided a capacity margin of approximately 18% above system



-

2003 ANNUAL REPORT

Coal is transported from Wyoming under a long-term rail
transportation contract with the Burlington Northern Santa Fe
(BNSF) and Union Pacific railroads, with a term continuing through
December 31, 2013.

LaCygne Generating Station: The two coal-fired units at LaCygne
Generating Station (LaCygne) have an aggregate generating
capacity of 1,362 MW, of which we own a 50% share, or 681 MW.
LaCygne I uses a blended fuel mix containing approximately 85%
PRB coal and 15% Kansas/Missouri coal. LaCygne 2 uses PRB coal.
The operator of LaCygne, Kansas City Power & Light Company
(KCPL), administers the coal and coal transportation contracts. All
of the LaCygne I and LaCygne 2 PRB coal is supplied through fixed
price contracts through 2005 and is transported under KCPL's
Omnibus Rail Transportation Agreement with the BNSF and
Kansas City Southern Railroad through December 31, 2010. The
LaCygne I Kansas/Missouri coal is purchased from time to time
from local Kansas and Missouri producers.

The PRB coal supplied to LaCygne I and LaCygne 2 during 2003
had an average Btu content of approximately 8,658 Btu per pound
and an average sulfur content of 0.38 lbs/MMBtu. During 2003, the
average delivered cost of all coal burned at LaCygne 1 was approxi-
mately $0.85 per MMBtu, or $15.03 per ton. The average delivered
cost of coal burned at LaCygne 2 was approximately $0.77 per
MMBtu, or $13.17 per ton.

Lawrence and Tecumseh Energy Centers: The coal-fired units
located at the Lawrence and Tecumseh Energy Centers have an
aggregate generating capacity of 795 MW. We have a coal supply
contract ending in December 2004 with Kennecott Coal Sales
Company to supply PRB coal to Lawrence and Tecumseh Energy
Centers. Approximately 62% of the coal used at these energy centers
on an annual basis is purchased under this contract with the
remainder purchased on the spot market. In 2003, the coal supplied
to Lawrence and Tecumseh Energy Centers had an average Btu
content of approximately 8,820 Btu per pound and an average sulfur
content of 0.41 lbs/MMBtu. During 2003, the average delivered
cost of all coal burned in the Lawrence units was approximately
$1.01 per MMBtu, or $17.87 per ton. The average delivered cost of
all coal burned in the Tecumseh units was approximately $1.02 per
MMBtu, or $17.95 per ton.

The coal supplied to Lawrence and Tecumseh Energy Centers is
transported from Wyoming by the BNSF railroad under a contract
ending in December 2004. We expect to extend this contract
through December 2006. We have received proposals for contracts
to supply coal to Lawrence and Tecumseh Energy Centers for
various terms and prices beyond 2005. We anticipate entering into
one or more contracts by the end of the first quarter of 2004. Spot
market coal may or may not be a part of the supply plan for years
2005 and beyond.

16 General: We have entered into all of our coal contracts in the
ordinary course of business and do not believe we are substantially
dependent on these contracts. We believe there are other suppliers
with plentiful sources of coal available at spot market prices to
replace, if necessary, fuel supplied pursuant to these contracts and
that we would be able to make transportation arrangements for such
coal. In the event that we were required to replace our coal
agreements, we would not anticipate a substantial disruption of our
business, although the cost of purchasing coal could increase.
Because the majority of our coal needs are met through long-term

contracts as discussed above, we do not anticipate being materially
impacted by price changes in the coal spot market.

We have entered into all of our coal transportation contracts in the
ordinary course of business. Although several rail carriers are
capable of serving the coal mines from where our coal originates,
several of our generating stations can be served by only one rail
carrier. In the event the rail carrier to one of our generating stations
fails to provide reliable service, we could experience a disruption of
our business. However, due to the obligation of the rail carriers to
provide service under the Interstate Commerce Act, we do not
anticipate any substantial disruption of our business, although the
cost of transporting coal could increase.

Natural Gas
We use natural gas either as a primary fuel or as a start-up/secondary
fuel, depending on market prices, in our Gordon Evans, Murray
Gill, Neosho, Abilene and Hutchinson Energy Centers, in the gas
turbine units at our Tecumseh generating station and in the
combined cycle units at the State Line facility. Natural gas is also
used as a supplemental fuel in the coal-fired units at the Lawrence
and Tecumseh generating stations. Natural gas for all facilities is
purchased in the short-term spot market, which supplies our
facilities with a flexible natural gas supply as necessary to meet
operational needs. During 2003, we purchased 3.2 million MMBtu
of natural gas on the spot market for a total cost of $16.3 million.
Natural gas accounted for approximately 1% of our total fuel burned
during 2003.

If natural gas prices are higher than the amount we are able to
recover through our retail rates, we may be exposed to the increased
natural gas cost and our exposure could be material. We may be able
to reduce our exposure due to our ability to use other fuel types and
by using other pricing techniques available to us, such as purchasing
derivative contracts. To recover increased natural gas costs in excess
of the cost included in retail rates, we would have to make a rate
filing with the KCC or request a recovery mechanism through the
KCC, which could be denied in whole or in part. For additional
information on our exposure to commodity price risks, see "Item 7A.
Quantitative and Qualitative Disclosures About Market Risk'

Natural gas transportation for the Abilene and Hutchinson Energy
Centers is maintained with Kansas Gas Service Company, a division
of ONEOK This contract expires April 30, 2004. We expect that we
will be able to renegotiate this contract with similar terms. We meet
a portion of our natural gas transportation requirements for the
Gordon Evans, Murray Gill, Neosho, Lawrence and Tecumseh
Energy Centers through firm natural gas transportation capacity
agreements with Southern Star Central Pipeline. All of the natural
gas transportation requirements for the State Line facility are met
through a firm natural gas transportation agreement with Southern
Star Central Pipeline. The firm transportation agreements that
serve the Gordon Evans, Murray Gill, Lawrence and Tecumseh
Energy Centers extend through April 1, 2010. The agreement for
the Neosho and State Line facilities extends through June 1, 2016.

Oil
Our Gordon Evans, Murray Gill, Neosho and Hutchinson Energy
Centers have the capability to bum oil in addition to natural gas
once the facilities have been started with natural gas. We use oil as
an alternate fuel when economical or when interruptions to natural
gas supply make it necessary. Because oil during 2003 was more
economical than natural gas, we used oil as the primary fuel in these
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generating facilities for most of 2003. In addition, over the past few
years, we have been able to sell more power at wholesale during the
winter months when oil has typically been more economical than
natural gas. During 2003, we purchased 10.3 million MMBtu of oil
for a total cost of$33.5 million. Oil accounted for approximately 3%
of our total fuel burned during 2003.

Oil is also used as a start-up fuel at some of our generating stations, as
a primary fuel in the Hutchinson No. 4 combustion turbine and in
the diesel generators. Oil is obtained by spot market purchases and
longer-term contracts. We maintain quantities in inventory that we
believe will meet our fuel switching needs to facilitate economic
dispatch of power, for emergency requirements and to protect
against reduced availability of natural gas for limited periods or
when the primary fuel becomes uneconomical to bum.

Other Fuel Matters
Our contracts to supply fuel for our coal-fired and natural gas-fired
generating units, with the exception of Jeffrey Energy Center, do not
provide full fuel requirements at the various stations. Supplemental
fuel is procured on the spot market to provide operational flexibility
and to take advantage of economic opportunities when the price is
favorable. We use financial instruments to hedge a portion of our
anticipated fossil fuel needs in an attempt to offset the volatility of
the spot market. In 2001, we designated certain derivative contracts
entered into for natural gas as a cash flow hedge under Statement of
Financial Accounting Standards (SFAS) No. 133. We discontinued
accounting for these derivative contracts as a cash flow hedge at the
end of 2003. Since we currently do not use hedge accounting for
any financial instruments, any changes in the fair value of these
instruments are recognized currently in earnings. Due to the
volatility of the fuel markets, we are unable to determine what the
value of these financial instruments will be when the agreements are
actually settled. See "Item 7A. Quantitative and Qualitative
Disclosures About Market Risk" for further information.

The table below provides information relating to the weighted
average cost of fuel that we have used, which includes the
commodity cost, transportation cost to our facilities and any other
associated costs.

2003 2002 2001

Per Million Btu:
Nudear .............. ..... S 0.39 S 0.40 S 0.44
Coal ................... 1.07 1.05 1.08
Gas .......... ......... 5.01 3.84 3.79
oil ................... 3.24 2.58 3.65

PerMWh Generation . $12.10 $11.88 $12.42

Purchased Power
At times, we purchase power to meet the energy. needs of our
wholesale customers and to meet the requirements of the retail
customers within our service territory. Factors that could cause us to
purchase power for retail customers include generating plant
outages, prices for wholesale energy, extreme weather conditions,
growth, and other factors. If we were unable to generate an adequate
supply of electricity for our retail customers, we would purchase
power in the wholesale market to the extent it is available, subject to
transmission constraints, and/or implement curtailment or inter-
ruption procedures as permitted by our tariffs and terms and
conditions of service.

Nuclear Generation
Wolf Creek

Wolf Creek is a 1,166 MW nuclear power plant located near
Burlington, Kansas. Wolf Creek began operation in 1985. KGE
owns a 47% interest in Wolf Creek, or 548 MW, which represents
9.3% of our total generating capacity. KCPL also owns a 47%
interest in Wolf Creek, and a 6% interest is owned by a group of
Kansas electric cooperatives. Wolf Creek is operated by WCNOC, a
corporation owned by the co-owners of Wolf Creek. The co-owners
pay the operating costs of WCNOC equal to their percentage owner-
ship in Wolf Creek. WCNOC has approximately 1,000 employees.

Over the last three years, Wolf Creek contributed an average of 16%
of our annual megawatt hours (MWh) generated while operating at
an average capacity factor of approximately 92%. Wolf Creek has the
lowest fuel cost per MWh generated of any of our generating units.
An extended or unscheduled shutdown of Wolf Creek could have a
substantial adverse effect on our business, financial condition and
consolidated results of operations because of higher replacement
power and other costs and reduced amounts of power to sell at
wholesale.

Fuel Supply
Wolf Creek has on hand or under contract 84% of its uranium needs
and 100% of its uranium conversion needs for 2004. In addition,
94% of the uranium and 100% of the uranium conversion required
for operation of Wolf Creek through October 2009 is under
contract The balance of the 2004 uranium requirement is expected
to be purchased on the spot market.

The owners have under contract 100% of the uranium enrichment
required to operate Wolf Creek through March 2008. Fabrication
requirements are under contract through 2024.

All uranium, uranium conversion and uranium enrichment arrange-
ments, as well as the fabrication agreement, have been entered into
in the ordinary course of business, and Wolf Creek ordinarily is not
substantially dependent on these agreements. However, contraction
and consolidation among suppliers of these commodities and
services, coupled with recent temporary shutdowns of some
production facilities of two of the suppliers, have introduced some
uncertainty as to Wolf Creek's ability to replace, if necessary, some of
these contracts. We believe this potential problem is common to the
nuclear industry. Accordingly, in the event the affected contracts
were required to be replaced, Wolf Creek's management believes
that the industry and government would arrive at a solution to
minimize disruption of the nuclear industry's operations, including
Wolf Creek's operations.

Nuclear fuel is amortized to cost of sales based on the quantity of
heat produced for the generation of electricity.

Radioactive Waste Disposal
Under the Nuclear Waste Policy Act of 1982, the Department of
Energy (DOE) is responsible for the permanent disposal of spent
nuclear fuel. Wolf Creek pays the DOE a quarterly fee for the future
disposal of spent nuclear fuel. The fee is one-tenth of a cent for each
kilowatt-hour of net nuclear generation produced. These disposal
costs are included in the cost of sales.

17
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A permanent disposal site will not be available for the nuclear
industry until 2010 or later. Under current DOE policy, once a
permanent site is available, the DOE will accept spent nuclear fuel
on a priority basis. The owners of the oldest spent fuel will be given
the highest priority. As a result, disposal services for Wolf Creek will
not be available prior to 2016. Wolf Creek has on-site temporary
storage for spent nuclear fuel. In early 2000, Wolf Creek completed
replacement of spent fuel storage racks to increase its on-site storage
capacity for all spent fuel expected to be generated by Wolf Creek
through the end of its licensed life in 2025.

In mid-2002, Congress passed and the President signed a resolution
approving the Yucca Mountain site in Nevada for the development
of a nuclear waste repository for the disposal of spent nuclear fuel
and high level nuclear waste from the nation's defense activities.
This action allows the DOE to apply to the Nuclear Regulatory
Commission (NRC) to license the project. The DOE expects that
this facility will open in 2010. However, the opening of the Yucca
Mountain site could be delayed due to litigation and other issues
related to the site as a permanent repository for spent nuclear fuel.

Wolf Creek disposes of all classes of its low-level radioactive waste at
existing third-party repositories. Should disposal capability become
unavailable, Wolf Creek is able to store its low-level radioactive
waste in an on-site facility. Wolf Creek believes that a temporary loss
of low-level radioactive waste disposal capability will not affect
continued operation of the power plant.

The Low-Level Radioactive Waste Policy Amendments Act of 1985
mandated that the various states, individually or through interstate
compacts, develop alternative low-level radioactive waste disposal
facilities. The states of Kansas, Nebraska, Arkansas, Louisiana and
Oklahoma formed the Central Interstate Low-Level Radioactive
Waste Compact (Compact), and the Compact Commission, which
is responsible for causing a new disposal facility to be developed
within one of the member states. The Compact Commission
selected Nebraska as the host state for the disposal facility. WCNOC
and the owners of the other five nuclear units in the Compact
provided most of the pre-construction financing for this project. Our
net investment in the Compact is approximately $7.4 million.

In December 1998, the Nebraska agencies responsible for considering
the developer's license application denied the application. The
license applicant sought a hearing on the license denial, but a
United States District Court indefinitely delayed proceedings
related to the hearing. Most of the utilities that had provided the
project's pre-construction financing (including WCNOC) filed a
federal court lawsuit contending Nebraska officials acted in bad faith
while handling the license application. In September 2002, the
court entered a $151.4 million judgment, about one-third of which
constitutes prejudgment interest, in favor of the Compact Com-
mission and against Nebraska, finding that Nebraska had acted in
bad faith in handling the license application. On Nebraska's appeal,

18 the 8th Circuit, United States Court of Appeals, upheld the District
Court's decision in February 2004. Nebraska has sought further
appellate court review of the decision.

By late summer 2004, Nebraska should no longer be a member of
the Compact as a result of either its notice of voluntary withdrawal
given in 1999 or the Compact Commission's 2003 revocation of
the state's membership. Neither Nebraska's withdrawal from the
Compact nor the Compact Commission's revocation of Nebraska's

membership in the Compact will of themselves nullify the site
license proceeding.

Outages
Wolf Creek operates on an 18-month refueling and maintenance
outage schedule that permits operations during every third calendar
year without interruption for a refueling outage. Wolf Creek was
shut down for 45 days in 2003 for its 13th scheduled refueling and
maintenance outage, which began on October 18, 2003 and ended
on December 2, 2003. During the outage, a complete inspection of
the reactor vessel head indicated no corrosion or other problems.
During outages, our electric demand is met primarily by our fossil-
fueled generating units and by purchasing power according to the
most economical pricing and availability. As provided by the KCC,
we amortize the incremental maintenance costs incurred for
planned refueling outages evenly over the unit's operating cycle,
normally 18 months. Wolf Creek is scheduled to be taken off-line in
the spring of 2005 for its 14th refueling and maintenance outage.

An extended or unscheduled shutdown of Wolf Creek could have a
substantial adverse effect on our business, financial condition and
consolidated results of operations because of higher replacement
power and other costs and reduced amounts of power to sell at
wholesale. Although not expected, the NRC could impose an
unscheduled plant shutdown due to security or other concerns.

Nuclear Decommissioning
Nuclear decommissioning is a nuclear industry term for the
permanent shutdown of a nuclear power plant and the removal of
radioactive components in accordance with NRC requirements.
The 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 nuclear decommissioning. These plans are
designed so that funds required for nuclear decommissioning will be
accumulated prior to the termination of the license of the related
nuclear power plant

We accrue nuclear decommissioning costs over the expected life of
the Wolf Creek generating facility. The amount we accrue is based
on the decommissioning costs approved by the KCC to be included
in rates. Decommissioning costs that are recovered in rates are
deposited in an external trust fund.

The KCC reviews nuclear decommissioning plans in two phases.
Phase one is the approval of the nuclear decommissioning study, the
current year dollar amount of funding and the future year dollar
amount of funding. Phase two is the filing of a "funding schedule"
by the owner of the nuclear facility detailing how it plans to fund the
future year dollar amount for its pro rata share of the plant

An updated nuclear decommissioning and dismantlement cost
estimate was filed with the KCC on August 30, 2002. Estimated
costs outlined by this study were developed to decommission Wolf
Creek following a shutdown. The analyses relied on site-specific,
technical information, updated to reflect current plant conditions
and operating assumptions. Based on this study, our share of Wolf
Creek's nuclear decommissioning costs, under the immediate disman-
dtement method, is estimated to be approximately $220.0 million in
2002 dollars. These costs include decontamination, dismantling
and site restoration and are not inflated, escalated, or discounted
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over the period of expenditure. The actual nuclear decommis-
sioning costs may vary from the estimates because of changes in
technology and changes in costs for labor, materials and equipment.

The KCC issued an order on April 16, 2003 approving the August
2002 nuclear decommissioning study for Wolf Creek. On June 2,
2003, we filed a funding schedule with the KCC to reflect the
KCC's April 16, 2003 order. On October 10, 2003, the KCC
approved the funding schedule as filed without any change to our
funding obligation.

Nuclear decommissioning costs are currently being charged to
operating expense in accordance with the July 25, 2001 KCC rate
order as modified by the KC0's approval of the funding schedule in
the KCC's October 13, 2003 order. Electric rates charged to
customers provide for recovery of these nuclear "decorrmissioning
costs over the life of Wolf Creek as determined by the KCC through
2045. The NRC requires that funds to meet its nuclear decom-
missioning funding assurance requirement be in our nuclear
decommissioning fund by the time our license expires in 2025. We
believe that the KCC approved funding level will be sufficient to
meet the NRC minimum financial assurance requirement However,
our consolidated results of operations would be materially adversely
affected if we are not allowed to recover the full amount of the
funding requirement.

Nuclear decommissioning amounts expensed in 2003 approxi-
mated $3.9 million. The amounts collected are deposited in an
external trust fund. The average after-tax expected return on trust
assets is 5.7%.

Our investment in the nuclear decommissioning fund is recorded at
fairvalue, including reinvested earnings. Itapproximated $80.1 million
at December 31, 2003 and $63.5 million at December 31, 2002.
Trust fund earnings accumulate in the fund balance and increase
the recorded decommissioning liability.

Security
We have increased the level of security measures at our generation
facility sites and various offices, due in part to nationwide concerns
about homeland security. These measures include, but are not
limited to, increased security personnel, patrolling of company
property, restricting access to our properties and implementing
emergency training and response procedures.

The NRC has issued orders to all nuclear plants that make our
current security measures mandatory. The orders also impose new
security requirements at United States nuclear power plants. Wolf
Creek has complied with these requirements. There are additional
requirements related to homeland security in the NRC orders that
are required to be completed by October 29, 2004. Wolf Creek is
working to meet that compliance deadline.

Competition and Deregulation
Electric utilities have historically operated in a rate-regulated
environment The Kansas Legislature and the KCC took no action
on deregulation in 2003 or 2002, and we expect no action to be
taken in the near future. The Federal Energy Regulatory Commission
(FERC), the federal regulatory agency having jurisdiction over our
wholesale rates and transmission services, and other utilities have
initiated steps that are expected to result in a more competitive
environment for utility services in the wholesale market.

The 1992 Energy Policy Act began deregulating the electricity
market for generation. The Energy Policy Act permitted the FERC
to order electric utilities to allow third parties to use their trans-
mission systems to sell electric power to wholesale customers. In
1992, we agreed to open access of our transmission system for
wholesale transactions. The FERC also requires us to provide
transmission services to others under terms comparable to those we
provide ourselves. In December 1999, the FERC issued an order
(FERC Order No 2000) encouraging formation of regional
transmission organizations (RTOs). RTOs are designed to control
the wholesale transmission services of the utilities in their regions,
thereby facilitating open and more competitive markets in bulk power.

Southwest Power Pool
We are a member of the Southwest Power Pool (SPP). On October'15,
2003, the SPP filed an application with the FERC to begranted
RTO status. The FERO granted SPPs application on February 10,
2004 subject to the SPP fulfilling certain specified requirements. If
the SPP meets the requirements of the February 10, 2004 Order and
obtains RTO status, we expect to be a member and turn operational
control of our transmission system over to the SPP RTO under its
membership agreement and applicable tariff. If approved, the SPP
RTO will operate our transmission system as part of an inter-
connected transmission system across eight states. The SPP RTO
will collect revenues attributable to the use of each member's
transmission system. Members and transmission customers will be
able to transmit power purchased, generated for sale or bought for
resale in the wholesale market throughout the entire SPP RTO
system. We believe each transmission owner generally retains the
transmission capacity needed to serve its existing retail customers.
Any additional transmission capacity will be sold on a first come/first
served non-discriminatory basis, All transmission customers will be
charged uniform rates for use of the transmission system, including
entities that may sell power inside our certificated service territory.
We do not expect that our participation in the SPP RTO will have a
material effect on our operations; however, there will be increased
costs due to establishment of the RTO and associated markets. At
this time, it is difficult to quantify these costs because these market
systems have not been fully designed and there are many implemen-
tation issues that remain unresolved, such as regulatory jurisdiction
over bundled transmission rates. It is anticipated that these costs will
be recovered through future increases in RTO charges.

Regulation and Rates
As a Kansas electric utility, we are subject to the jurisdiction of the
KC0, which has general regulatory authority over our rates, exten-
sions and abandonments of service and facilities, valuation of
property, the classification of accounts, the issuance of some securities
and various other matters. We are also subject to the jurisdiction of
the FERC, which has authority over wholesale sales of electricity,
the transmission of electric power and the issuance of some _

securities. We are subject to the jurisdiction of the NRC for nuclear 19
plantoperations and safety. We are exempt as a public utility holding
company pursuant to the Public Utility Holding Company Act of
1935 from all provisions of that Act, except Section 9(a)(2), which
relates to the acquisition of the securities of other utilities.

We will file a rate case with the KCC by May 1, 2005, based on a test
year consisting of the 12 months ending December 31, 2004. Prior
to May 1, 2005, we will not make a filing to increase our Kansas
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jurisdictional electric rates. Certain other parties have agreed not to
file a rate complaint or motion for us to show cause why our rates
should not be reduced.

Effective January 4, 2004, the United States government enacted
legislation that revised the "Hours of Service" regulations that
govern the length of time that drivers may operate vehicles and the
length of time they must be off-duty. This legislation was designed to
reduce accidents related to driver fatigue. Until September 2004,
electric utilities are exempt from implementing these changes.
During restoration of electric service after a severe storm or other major
power outages, we have to obtain a declaration of a state of emergency
in order to gain an exception to these rules. The exception would
permit employees who are required to restore electric power to
operate equipment for extended hours without the required off-duty
time. The impact of this legislation could affect customer service
and could result in increased operating costs if we have to hire
additional employees or lengthen electric service outage periods.

On February 10, 2004, the National Electric Reliability Council
(NERC) issued its anticipated reliability improvement initiatives
that stem from investigations of the August 14, 2003 blackout in the
Eastern United States. These initiatives will impact our operations
in a number of ways, such as, system relay protection, vegetation
management and operator training. NERC and the ten operating
regions in the United States, including the SPP, are working together
to determine what operating policies and planning standards
changes are necessary to achieve the NERC's goals. Although it is
difficult to ascertain potential costs at this time, it is likely that our
annual capital and maintenance expenditure requirements will
increase over the historic trends.

Additional information with respect to rate matters and regulation
is set forth in Note 3 of the Notes to Consolidated Financial
Statements, 'Rate Matters and Regulation"

Environmental Matters
General

We are subject to various federal, state and local environmental laws
and regulations. These laws and regulations primarily relate to
discharges into the air and air quality, discharges of effluents into
water and the use of water, and the handling and disposal of
hazardous substances and wastes. These laws and regulations require
a lengthy and complex process for obtaining licenses, permits and
approvals from governmental agencies for our new, existing or
modified facilities. If we fail to comply with such laws and regula-
tions, we could be fined or otherwise sanctioned by regulators. In
addition, under certain laws, we could be responsible for costs
relating to contamination at our current and former facilities or at
third-party waste disposal sites. We have incurred and will continue
to incur capital and other expenditures to comply with environ-
mental laws and regulations.

20 Environmental laws and regulations affecting power plants are
overlapping, complex, subject to changes in interpretation and
implementation and have tended to become more stringent over
time. Although we believe that we can recover in rates costs relating
to compliance with such laws and regulations, there can be no
assurance that we will be able to recover all or any such increased
costs from our customers or that our business, consolidated financial
condition or results of operations will not be materially and adversely

affected as a result of costs to comply with such existing and future
laws and regulations.

Air Emissions
The Clean Air Act, state laws and implementing regulations impose,
among other things, limitations on major pollutants, including
suffer dioxide (S02), particulate matter and nitrogen oxides (NOx).

Certain Kansas Department of Health and Environment regulations
applicable to our generating facilities prohibit the emission of S02
in excess of certain levels. In order to meet these standards, we use
low-sulfur coal, fuel oil and natural gas and have equipped our
generating facilities with pollution control equipment

In addition, we must comply with the provisions of the Clean Air Act
Amendments of 1990 that require a two-phase reduction in some
emissions. We have installed continuous monitoring and reporting
equipment in order to meet the acid rain requirements. We have not
had to make any material capital expenditures to meet Phase 11 S02
and NOx requirements.

Title IV of the Clean Air Act created an S02 allowance and trading
program as part of the federal acid rain program. Under the allowance
and trading program, the United States Environmental Protection
Agency (EPA) allocated annual S02 emissions allowances for each
affected emitting unit. An S02 allowance is a limited authorization
to emit one ton of S02 during a calendar year. At the end of each
year, each emitting unit must have enough allowances to cover its
emissions for that year. Allowances are tradable so that affected units
that are anticipated to emit S02 in excess of their allowances may
purchase allowances from affected units that are anticipated to emit
S02 in an amount less than their allowances. Because of strong
demand for generation during 2002 and 2003, we consumed more
S02 allowances than were allocated to us by the EPA. We made up
the shortfall by buying allowances. In 2004 and future years, we may
purchase S02 allowances as necessary in order to meet the acid rain
requirements of the Clean Air Act.

On January 30, 2004, the EPA published two proposed air quality
rules referred to as the 'Interstate Air Quality Rule" and the "Utility
Mercury Reduction Rule" that, if adopted, would impact our opera-
tions. In an attempt to address the impactof interstate transportof air
pollutants on downwind states, the proposed Interstate Air Quality
Rule would require reductions of S02 and NOx in certain states,
including Kansas, in two separate phases. The first reductions would
be required in 2010 and the second in 2015.

The proposed Utility Mercury Reduction Rule sets out two approaches
for requiring subject power plants to control mercury and nickel
emissions. The first option, a traditional command and control
approach, would require subject plants to meet Hazardous Air
Pollutant emissions standards for mercury and nickel based on the
application of maximum available control technology. The second
option would establish standards of performance limiting mercury
and nickel emissions, and include a "cap and trade" program for
mercury emissions. The EPA is expected to issue its final rule in 2005.
New requirements for reductions of nickel emissions will be
applicable only to our generating facilities that burn a significant
amount of heavy fuel oil. Based on currently available information,
we cannot estimate our costs to comply with these two proposed rule
changes, but these costs could be material.
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We may be required to further reduce emissions of S02, NOx,
particulate matter, mercury and carbon dioxide (C02) as a result of
various other current or pending laws, including, in particular:

a the EPA's national ambient air quality standards for particulate
matter and ozone,

a the EPA's regional haze rules, designed to reduce S02, NOx and
particulate matter emissions, and

a additional legislation introduced in the past few years in Congress,
such as the various "multi-pollutant' bills sponsored by members
of Congress requiring reductions of C02, NOx, S02 and
mercury, and the President's "Clear Skies' legislation, which
would cap emissions of three pollutants (NOx, S02 and mercury).

Based on currently available information, we cannot estimate our
costs to comply with these proposed laws, but such costs could be
material.

EPA New Source Review
The EPA is conducting numerous investigations nationwide to
determine whether modifications at coal-fired power plants are
subject to New Source Review requirements or New Source Perfor-
mance Standards under Section 114(a) of the Clean Air Act
(Section 114). These investigations focus on whether projects at
coal-fired plants were routine maintenance or whether the projects
were substantial modifications that could have reasonably been
expected to result in a significant net increase in emissions. The
Clean Air Act requires companies to obtain permits and, if necessary,
install control equipment to remove emissions when making a
major modification or a change in operation if either is expected to
cause a significant net increase in emissions.

The EPA has requested information from us under Section 114
regarding projects and maintenance activities that have been
conducted since 1980 at the three coal-fired plants we operate. On
January 22, 2004, the EPA notified us that certain projects com-
pleted at Jeffiey Energy Center violated pre-construction permitting
requirements of the Clean Air Act.

We are in discussions with the EPA concerning this matter but are
unable to predict whether the EPA will take further enforcement
action. We will attempt to reach a settlement agreement with the
EPA. However, if a settlement cannot be reached, the EPA could
refer the matter to the United States Department of Justice for it to
consider whether to pursue an enforcement action. If we are
required to pay any fines or penalties or update or install emissions
controls at Jeffrey Energy Center or the other coal-fired plants or
take other remedial action, these costs could be material. We believe
that costs related to updating or installing emissions controls would
qualify for recovery through rates. If we are assessed a penalty as a
result of the EPA's allegation, the penalty could be material and may
not be recovered in rates.

Manufactured Gas Sites
We have been associated with a number offormer manufactured gas
sites located in Kansas and Missouri that may contain coal tar and
other potentially harmful materials.

We and the Kansas Department of Health and Environment
(KDHE) entered into a consent agreement in 1994 governing all
future work at the Kansas sites. Under the terms of the consent
agreement, we agreed to investigate and, if necessary, remediate
these sites. Through December 31, 2003, the costs incurred for

preliminary site investigation and risk assessment have been
minimal. Pursuant to an environmental indemnity agreement with
ONEOK, the current owner of some of the Kansas sites, our liability
for twelve of the Kansas sites is limited. Of those twelve sites,
ONEOK assumed total liability for remediation of seven sites and
we share liability for remediation with ONEOK for five sites. Our
total liability for the five shared sites is capped at $3.8 million and
terminates in 2012. We have sole responsibility for remediation with
respect to three Kansas sites. With respect to two of those sites, we are
currently either conducting or completing remediation activities
and, with respect to the third site, we will begin investigation
activities in the near future.

Our liability for our former manufactured gas sites in Missouri is
limited by an environmental indemnity agreement with Southern
Union Company, which bought all of the Missouri manufactured
gas sites. According to the terms of the agreement, our future liability
for these sites is capped at $7.5 million and terminates in 2009.

Solid Waste Landfills
We have operating solid waste landfills at Jeffrey Energy Center,
Tecumseh Energy Center and Lawrence Energy Center for the
single purpose of disposing of coal combustion waste material.
Additionally, there is one retired landfill at each of the Lawrence and
Neosho Energy Centers. All landfills are permitted by the KDHE.
The operating landfill at Lawrence Energy Center is projected to be
full by 2007 requiring us to permit and construct a new landfill at
this site. It is anticipated that the lead-time for permitting a new
landfill may be significant. We began the process of obtaining this
permit in late 2003 but can offer no assurance as to when or if we
will obtain the permit

SEGMENT INFORMATION

Financial information with respect to business segments is set forth
in Note 29 of the Notes to Consolidated Financial Statements,
"Segments of Business:' and is incorporated herein by reference.

GEOGRAPHIC INFORMATION

Geographic information is set forth in Note 29 of the Notes to
Consolidated Financial Statements, "Segments of Business" and is
incorporated herein by reference:

EMPLOYEES

As of February 29, 2004, we had approximately 2,000 employees.
Our current contract with Local 304 and Local 1523 of the
International Brotherhood of Electrical Workers extends through
June 30, 2005. The contract covered approximately 1,200 employees
as of February 29,2004.

ACCESS TO COMPANY INFORMATION

OurAnnual Reports on Form 10-K, Quarterly Reports on Form 10-Q
and Current Reports on Form 8-K are available free of charge either
through our website at www.wr.com or by responding to requests
addressed to our investor relations department. These reports are
available as soon as reasonably practicable after such material is
electronically filed with or funmished to the SEC. The information
contained on our website is not part of this document.

21



2003 ANNUAL REPORT

RISK FACTORS

Like other companies in our industry, our consolidated financial
results will be impacted by weather, the economy of our service
territory and the performance of our customers. Our common stock
price and creditworthiness will be affected by national and inter-
national macroeconomic trends, general market conditions and the
expectations of the investment community, all of which are largely
beyond our control. In addition, the following statements highlight
risk factors that may affect our consolidated financial condition and
results of operations. These are not intended to be an exhaustive
discussion of all such risks, and the statements below must be read
together with factors discussed elsewhere in this document and in
our other filings with the SEC.

Our Revenues Depend Upon Rates Determined by the KCC
The KCC regulates many aspects of our business and operations,
including the retail rates that we may charge customers for electric
service. Our retail rates are set by the KCC using a cost-of-service
approach that takes into account our historical operating expenses,
our fixed obligations and recovery of our capital investments,
including potentially stranded obligations. Using this approach, the
KCC sets rates at a level calculated to recover such costs, adjusted to
reflect known and measurable changes, and a permitted return on
investment. Other parties to a rate case or the KCC staff may
contend that our current rates or rates proposed in the rate case are
excessive. In July 2003, we entered into a Stipulation that requires us
to file a rate case, which may or may not include a request for a
change in rates, by May 1, 2005 and to pay customer rebates of
$10.5 million on May 1, 2005 and $10.0 million on January 1, 2006.
We agreed to the Stipulation and the required rebates to resolve
matters related to the approval of our Debt Reduction Plan in a KCC
proceeding, including assertions by some parties in the proceeding
that our rates are excessive. The rates permitted by the KCC in the
rate case will determine our revenues for the succeeding periods and
may have a material impact on our consolidated earnings, cash flows
and financial position, as well as our ability to maintain our common
stock dividend at current levels or to increase our dividend in the
future. We are unable to predict the outcome of the rate case.

Some of Our Costs May not be Fully Recovered
in Retail Rates
Our rates, once established by the KCC, remain fixed until changed
in a subsequent rate case. We may at any time elect to file a rate case
to request a change in our rates or intervening parties may request

that the KCC review our rates for possible adjustment, subject to
any limitations that may have been ordered by the KCC. Earnings
could be reduced to the extent that increases in our operating costs
increase more than our revenues during the period between rate
cases, which may occur because of maintenance and repair ofplants,
fuel and purchased power expenses, employee or labor costs, inflation
or other factors.

Equipment Failures and Other External Factors
Can Adversely Affect Our Results
The generation and transmission of electricity requires the use of
expensive and complicated equipment While we have a mainten-
ance program in place, generating plants are subject to unplanned
outages because of equipment failure. In these events, we must
acquire power from others at unpredictable cost in order to supply
our customers and perform our contractual agreements. This can
increase our costs materially and prevent us from selling excess
power at wholesale, thus reducing our profits. In addition, decisions
or mistakes by other utilities may adversely affect our ability to use
transmission lines to deliver or import power, thus subjecting us to
unexpected expenses or to the cost and uncertainty of public policy
initiatives. These factors, as well as weather, interest rates, economic
conditions, fuel prices and price volatility, are largely beyond our
control, but may have a material adverse effect on our consolidated
earnings, cash flows and financial position.

Non-Investment Grade Credit Ratings May Increase
Our Borrowing Costs
We are highly leveraged. At December 31, 2003, we had outstand-
ing senior indebtedness of approximately $2.3 billion, consisting
primarily of $1.4 billion of first mortgage bonds and debt secured by
first mortgage bonds and $869.5 million of unsecured debt, includ-
ing capital leases. First mortgage bonds are secured by a lien on
substantially all of our utility property. A substantial portion of our
senior debt is rated 'less than investment grade" by the major rating
services, which makes our cost of borrowing higher than it is for
better rated companies. We have agreed with the KCC that we will
reduce the proportion of our capital structure represented by debt
from the December 31, 2003 level such that common equity
becomes no less than 40% of our capitalization by December 31,
2004, but this may not cause the rating agencies to give us an
"investment grade" rating. There can be no assurance that our
ratings will be raised before we are required to refinance certain of
our indebtedness that matures during the next few years.
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We May Have a Material Financial Exposure Under
the Cean Air Act and Other Environmental Regulations
On January 22, 2004, the EPA notified us that certain projects
completed at Jeffrey Energy Center violated pre-construction
permitting requirements under the Clean Air Act. This notification
was delivered as part of an investigation by the EPA regarding
maintenance activities that have been conducted since 1980 at the
three coal-fired plants that we operate. If this matter is not resolved
with the EPA, it may be referred to the United States Department of
Justice for it to consider whether to pursue an enforcement action.
The remedy for a violation could include fines and penalties and an
order to install new emission control systems, the cost of which
could be material.

Our activities are subject to stringent environmental regulation by
federal, state, and local governmental authorities. These regulations
generally involve effluents into the water, emissions into the air, the
use of water, and hazardous substance and waste handling, remedi-
ation and disposal, among others. Congress also may consider
legislation and the EPA may propose new regulations or change
existing regulations that could require us to further restrict or reduce
certain emissions at our plants. Legislation, proposed regulations or
changes in regulations, if adopted, could impose additional costs on
the operation of our power plants. Although we generally recover
such costs through our rates, there can be no assurance that we
would be able to recover all or any increased costs relating to com-
pliance with environmental regulations from our customers or that
our business, consolidated financial condition or results of operations
would not be materially and adversely affected. We have made and
will continue to make capital and other expenditures to comply with
environmental laws and regulations. There can be no assurance that
such expenditures will not have a material adverse effect on our
business, consolidated financial condition or results of operations.

Competitive Pressures from Electric Industry
Deregulation Could Adversely Affect Our Revenues
and Reported Earnings
Neither the Kansas Legislature nor the KCC has taken action in the
recent past to establish retail competition in our service territory. We
currently apply the accounting principles of Statement of Financial
Accounting Standards No. 71, "Accounting for the Effects of Certain
Types of Regulation" (SFAS No. 71), to our regulated business and
at December 31, 2003 had recorded $397.0 million of regulatory

assets, net of regulatory liabilities. In the event that we determined
that we could no longer apply the principles of SFAS No. 71, either
as a result of the establishment of retail competition in Kansas or an
expectation that permitted rates would not allow us to recover these
costs, we would be required to record a charge against income in the
amount of the remaining unamortized net regulatory assets.

We Face Financial Risks From Our Nuclear Facility
Risks of substantial liability arise from the ownership and operation
of nuclear facilities, including, among others, structural problems at
a nuclear facility, the storage, handling and disposal of radioactive
materials, limitations on the amounts and types of insurance
coverages commercially available and uncertainties with respect to
the technological aspects of nuclear decommissioning at the end of
their useful lives and anticipated increases in the cost of nuclear
decommissioning and costs or measures associated with public
safety. In the event of an extended or unscheduled outage at Wolf
Creek, we would be required to purchase power in the open market
to replace the power normally produced at Wolf Creek and we
would have less power available for sale by us in the wholesale
markets. Such purchases would subject us to the risk of increased
energy prices and, depending on the length of the outage and the
level of market prices, could adversely affect our cash flow. If we
were not permitted by the KCC to recover these costs, such events
could have an adverse impact on our consolidated financial condition.

We May Face LUability In Ongoing Lawsuits
and Investigations
We and certain of our former and present directors and officers are
defendants in civil litigation alleging violations of the securities laws.
In addition, we continue to cooperate in investigations by a federal
grand jury, the SEC and the United States Department of Justice
into events at our company during the years prior to 2003. Our
former president, chief executive officer and chairman and our
former executive vice president and chief strategic officer have
asserted significant claims against us in connection with the
termination of their employment and the publication of the report
of the special committee of our board. Finally, the FERC is
investigating certain activities regarding our energy trading activities
and our compliance with the FERC standards of conduct. An
adverse result in any of these matters could result in damages, fines
or penalties in amounts that could be material and adversely affect
our consolidated results and financial condition.
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EXECUTIVE OFFICERS OF THE COMPANY
Name Age Present Office Other Offices or Posits Held During the Past Rve Years

James S. Haines, Jr. 57 Director, Chief Executive Officer and The University of Texas at El Paso
President (since December 2002) Adjunct Professor and Skov Professor of Business Ethics

(January 2002 to Present)
El Paso Electric Company

Director, President and Chief Executive Officer
(May 1996 to November 2001)

William B. Moore 51 Executive Vice President and Saber Partners, LLC
Chief Operating Officer Senior Managing Director and Senior Advisor
(since December 2002) (October 2000 to December 2002)

Westar Energy, Inc.
Executive Vice President, Chief Financial Officer

and Treasurer (May 1999 to August 2000)
Acting Executive Vice President, Chief Financial Officer

and Treasurer (October 1998 to May 1999)

Mark A. Ruelle 42 Executive Vice President and Sierra Pacific Resources, Inc.
Chief Financial Officer (since January 2003) President, Nevada Power Company

(June 2001 to May 2002)
Senior Vice President, Chief Financial Officer

(March 1997 to May 2001)

Douglas R. Sterbenz 40 Senior Vice President, Generation and Marketing Westar Energy, Inc.
(since October 2001) Senior Director, Bulk Power Marketing

(January 1999 to October 2001)

Bruce A. Akin 39 Vice President, Administrative Services Westar Energy, Inc.
(since December 2001) Executive Director, Business Services

(October 2001 to December 2001)
Executive Director, Human Resources

(July 1999 to October 2001)
Senior Director, Internal Audit

(April 1998 to June 1999)

Kelly B. Harrison 45 Vice President, Regulatory Westar Energy, Inc.
(since December 2001) Executive Director, Regulatory

(November 2001 to December 2001)
Senior Director, Restructuring and Rates

(October 1999 to October2001)
Director, Regulatory Services

(January 1999 to September 1999)

Larry D. Irick 47 Vice President, General Counsel and Westar Energy, Inc.
Corporate Secretary (since February 2003) Vice President and Corporate Secretary

(December 2001 to February 2003)
Corporate Secretary

(May 2000 to December 2001)
Executive Director, Law

(May 1999 to May 2000)
Bryan Cave, LLP

Counsel (July 1995 to May 1999)

24 Peggy S. Loyd 46 Vice President, Corporate Compliance
and Internal Audit (since March 2003)

Westar Energy, Inc.
Vice President, Financial Services

(May 2000 to March 2003)
Executive Director, Financial Services

(January 1999 to May 2000)

James J. Ludwig 45 Vice President, Public Affairs Westar Energy, Inc.
(since January 2003) Senior Director, Regulatory Affairs

(July 1995 to October 2001)
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ITEM 2. PROPERTIES
ELECTRIC UTILITY FACILITIES

Unit Capacity (MW) By Owner
Unit Year Principal Westar Total

Name/Location No. Installed Fuel Energy KGE Company
Abilene Energy Center:

Abilene, Kansas
Combustion Turbine 1 1973 Gas 71.0 - 71.0

Gordon Evans Energy Center:
Colwich, Kansas

Steam Turbines 1 1961 Gas-Oil - 147.0 147.0
2 1967 Gas-Oil - 383.0 383.0

Combustion Turbines 1 2000 Gas - Oil 75.0 - 75.0
2 2000 Gas - Oil 77.0 - 77.0
3 2001 Gas-Oil 151.0 - 151.0

Diesel Generator 1 1969 Diesel - 3.0 3.0
Hutchinson Energy Center:

Hutchinson, Kansas
SteamTurbines 1 1950 Gas 17.0 - 17.0

2 1950 Gas 18.0 - 18.0
3 1951 Gas 28.0 - 28.0
4 1965 Gas 175.0 - 175.0

Combustion Turbines 1 1974 Gas 54.0 - 54.0
2 1974 Gas 54.0 - 54.0
3 1974 Gas 54.0 - 54.0
4 1975 Diesel 77.0 - 77.0

Diesel Generator 1 1983 Diesel 3.0 - 3.0
Jeffrey Energy Center (84%):

St. Marys, Kansas
SteamTurbines 1x'( 1978 Coal 471.0 147.0 618.0

2W 1980 Coal 470.0 147.0 617.0
3 W 1983 Coal 475.0 149.0 624.0

WindTurbines 1 ) 1999 - 0.5 0.1 0.6
2'a) 1999 - 0.5 0.1 0.6

LaCygne Station (50%):
LaCygne, Kansas

Steam Turbines 1 ('A 1973 Coal - 344.0 344.0
2 b) 1977 Coal - 337.0 337.0

Lawrence Energy Center:
Lawrence, Kansas

Steam Turbines 3 1954 Coal 57.0 - 57.0
4 1960 Coal 122.0 - 122.0
5 1971 Coal 388.0 - 388.0

Murray Gill Energy Center.
Wichita, Kansas

Steam Turbines 1 1952 Gas - Oil - 42.0 42.0
2 1954 Gas-Oil - 69.0 69.0
3 1956 Gas-Oil - 104.0 104.0
4 1959 Gas-Oil - 107.0 107.0

Neosho Energy Center:
Parsons, Kansas

Steam Turbine 3 1954 Gas -Oil - 69.0 69.0
State Line (40%):

Joplin, Missouri
Combined Cycle 2-1 w'a 2001 Gas 66.0 - 66.0

2-2 (a) 2001 Gas 64.0 - 64.0
2-3(') 2001 Gas 72.0 - 72.0

Tecumseh Energy Center:
Tecumseh, Kansas

SteamTurbines 7 1957 Coal 85.0 - 85.0
8 1962 Coal 143.0 - 143.0

Combustion Turbines 1 1972 Gas 20.0 - 20.0
2 1972 Gas 20.0 - 20.0

Wolf Creek Generating Station (47%):
Burlington, Kansas

Nuclear 1 Eli 1985 Uranium - 548.0 548.0
Total 3,308.0 2,596.2 5,904.2

(-)We jointly own Weffey Energy Center (84%), LaCygne I generating unit (50%),
Wolf Creek Generating Station (47%) and State Line (40%). Total unit
capacity amounts reflect Westar Energy's ownership only.

(b)In 1987, we entered into a sale-leaseback transaction involving our 50% interest
in the LaCygne 2 generating unit.

We own approximately 6,100 miles of transmission lines, approxi-
mately 25,200 miles of overhead distribution lines and approximately
3,200 miles of underground distribution lines.

Substantially all of our utility properties are encumbered by first
priority mortgages pursuant to which bonds have been issued and
are outstanding.

ITEM 3. LEGAL PROCEEDINGS

Infiomation on our legal proceedings is set forth in Notes 3, 17, 19,20,
21 and 23 of the Notes to Consolidated Financial Statements, "Rate
Matters and Regulation' "Commitnents and Contingencies -,EPA

New Source Review" "Legal Proceedings,' 'Ongoing Investiga-
tions,' Special Committee Investigation' and "Potential Liabilities
to David C. Wittig and Douglas T. Lake,' respectively, which are
incorporated herein by reference.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE
OF SECURITY HOLDERS

No matter was submitted to a vote of our security holders through
the solicitation of proxies or otherwise during the fourth quarter
of 2003.
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PART II

ITEM 5. MARKET FOR REGISTRANrS COMMON EQUITY
AND RELATED STOCKHOLDER MATTERS

STOCK TRADING
Our common stock is listed on the New York Stock Exchange and
traded under the ticker symbol WR As of February 23, 2004, there
were 31,721 common shareholders of record. For information
regarding quarterly common stock price ranges for 2003 and 2002,
see Note 30 of the Notes to Consolidated Financial Statements,
"Quarterly Results (Unaudited)"

DIVIDENDS
Holders of our common stock are entitled to dividends when and as
declared by our board of directors. However, prior to the payment of
common dividends, we must first pay dividends to the holders of
preferred stock based on the fixed dividend rate for each series, and
we must meet our obligations with respect to mandatorily
redeemable preferred securities issued by an affiliated trust.

Quarterly dividends on common stock and preferred stock are
normally paid on or about the first business day of January, April,
July and October to shareholders of record as of or about the ninth
day of the preceding month. Our board of directors reviews our
common stock dividend policy from time to time. Among the
factors the board of directors considers in determining our dividend
policy are earnings, cash flows, capitalization ratios, regulation,

including the KCC's order requiring us to reduce our outstanding
debt, competition and financial loan covenants. On February 9,
2004, our board of directors declared a first-quarter 2004 dividend of
$0.19 per share. We established our dividend at this level in the first
quarter of 2003.

On March 4, 2004, our board of directors announced its current
intention to begin restoring our dividend to a level consistent with
comparable regulated electric utilities following achievement of the
Debt Reduction Plan. Subject to a review of our financial results
and dividend policy at the time, the board currently anticipates that
it will increase the quarterly dividends payable in January 2005.

Our Articles of Incorporation restrict 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 We provide further information
on these restrictions in Note 22 of the Notes to Consolidated
Financial Statements, 'Common and Preferred Stock" We do not
expect these restrictions to have an impact on our ability to pay
dividends on our common stock.

For additional information on dividends, see "Management's
Discussion and Analysis of Financial Condition and Results of
Operations - Liquidity and Capital Resources - Future Cash
Requirements' Note 3 of the Notes to Consolidated Financial
Statements, "Rate Matters and Regulation" and Note 22,
"Common and Preferred Stock, included herein.

ITEM 6. SELECTED FINANCIAL DATA

For the Year Ended December 31, 2003 20020 2001 2000 j99t"

(In Thousands)
Income Statement Data:

Sales ........................................ $1,461,143 $1,423,151 $1,308,536 $1,361,006 $1,257,435
Income from continuing operations before accounting change

and preferred dividends . ........................................ 162,915 88,816 59,333 192,696 80,848
Earnings(loss)availableforcommon stock ............................ 84,042 (793,400) (21,771) 135,352 13,167

As of December 31. 2003 2002 2001 2000 19990m
(in Thousands)

Balance Sheet Data:
Total assets .......... .............................. $5,734,505 $6,740,325 $7,712,764 $7,882,867 $7,981,238
Long-term debt, net, and shares subject to mandatory redemption ................ 2,259,879 3,225,556 2,915,153 2,938.832 2,419,459

For the Year Ended December 31. 2003 2002(a) 2001 2000 199

Common Stock Data:
Basic earnings per share available for common stock from

continuing operations before accounting changes ........................... $ 2.24 $ 1.23 $ 0.83 $ 2.78 $ 1.19
Basicearnings (losses) pershareavailableforcommonstock ..................... 5 1.16 $ (11.06) $ (0.31) $ 1.96 $ 0.20

Dividendspershare ............... ........................ $ 0.76 S 1.20 S 1.20 S 1.44 S 2.14
Bookvaluepershare .................. ...................... $ 13.93 $ 13.37 $ 25.64 $ 27.28 S 27.68
Average shares outstanding (in thousands) .. 72,429 71,732 70,650 68,962 67,080

(a)See Note 5 of the Notes to Consolidated Financial Statements, "Discontinued Operations - Sale of Protection One and Protection One Europe" for discussion of
impairment charges that are the primary cause of our losses.

rb)Information reflects the impairment of marketable securities and the change to an accelerated amortization method for the monitored services segment's customer
accounts.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDmON AND RESULTS OF
OPERATIONS

INTRODUCTION
We are the largest electric utility in Kansas. We produce, transmit
and sell electricity at retail in Kansas and at wholesale in a multi-
state region in the central United States under the regulation of the
KCC and the FERC.

Our goals are to improve our core utility business by improving
customer service, continuing to expand our wholesale sales, con-
tinuing to reduce debt, improving credit quality and improving our
relationships with regulators, shareholders, employees and other
interested parties.

Our focus during 2003 was the reduction of debt, primarily through
the disposition of non-utility and non-core operations. In 2003, we
reduced our debt by $965.7 million primarily through use of the
proceeds from the sale of our ONEOK stock and through the
retirement of $ 135.0 million of debt that was economically defeased
in 2002. With the closing of the sale of our interest in Protection
One on February 17,2004, we received proceeds of $122.2 million,
which will also be used to reduce debt We plan to issue $100 million
to $250 million of equity during 2004.

Key factors affecting our business in any given period include the
weather, the economic well-being of our Kansas service territory,
performance of our electric generating facilities, conditions in fuel
markets and the markets for wholesale electricity and the cost of
dealing with public policy initiatives.

As discussed in Note 32 to the Notes to Consolidated Financial
Statements, 'Restatement of Cash Flow Statements," the consoli-
dated statements of cash flows for the years ended December 31,
2003, 2002 and 2001 have been restated to correct misstatements
in the classification of cash distributions received from invest-
ments in foreign power projects, the reinvestment of dividends
payable on shares of our common stock issued or reissued under
our Direct Stock Purchase Plan and other individually insignifi-
cant items. Amounts affected by this restatement included in
"Management's Discussion and Analysis of Financial Condition
and Results of Operations - Liquidity and Capital Resources" have
been appropriately revised.

As you read Managements Discussion and Analysis, please refer to
our consolidated financial statements and the accompanying notes,
which contain our operating results.

CRITICAL ACCOUNTING ESTIMATES

Our discussion and analysis of financial conditions and results of
operations are based on our consolidated financial statements,
which have been prepared in conformity with GAAP. Note 2 of
the Notes to Consolidated Financial Statements, "Summary of
Significant Accounting Policies, contains a summary of our signifi-
cant accounting policies, many of which require the use of estimates
and assumptions by management The policies highlighted below

have an impact on our reported results that may be material due to
the levels of judgment and subjectivity necessary to account for
uncertain matters or susceptibility of matters to change.

Pension Benefit Plans
In accounting for our retirement plans and other post-retirement
benefits, we make assumptions regarding the valuation of benefit
obligations and the performance of plan assets. The reported costs of
our pension benefit plans, which include our portion of WCNOC's
costs, are impacted by management estimates regarding earnings on
plan assets, contributions to the plan, discount rates used to
determine our projected benefit obligation and pension costs and
employee demographics (including age, compensation levels and
employment periods). A change in any of these assumptions could
have a significant impact on future costs, which may be reflected as
an increase or decrease in net income in the period, or on the
amount of related liabilities reflected on our consolidated balance
sheets or may also require cash contributions.

The following table shows the annual impact of a 0.5% decrease in
certain assumptions. If the discount rate increased by 0.5%, the
impact would be a similar amount in the opposite direction.

Annual Annual
Increase In Annual Increase In
Projected Increase hi Projected

Change In Benefit Pension Pension
Assumption Obligation Liability Expense

(In Thousands)

Discount rate .0.5% decrease $25,209 $36,572 $1,107
Rate of return on plan assets .... 0.5% decrease - - 2,300

Revenue Recognition -Energy Sales
Revenues from energy sales are recognized upon delivery to the
customer and include an estimate for energy delivered but unbilled
at the end of each year. Our estimate of revenue attributable to this
unbilled portion is based on the total energy available for sale during
the year measured against total billed sales and our estimates, based
on historical data, of the portion of the unbilled revenues
attributable to each of our different rate classes (retail or wholesale).
If actual sales differ from the estimate, our revenues could be
affected. At December 31,2003, we had estimated unbilled revenue
of $42.7 million.

Energy marketing activities are accounted for under the mark-to-
market method of accounting. Under this method, changes in the
portfolio value are recognized as gains or losses in the period of
change. The net mark-to-market change is included in energy sales
on our consolidated statements of income (loss). The resulting
unrealized gains and losses are recorded as energy trading assets and
liabilities on our consolidated balance sheets. We use quoted market
prices to value our energy marketing and derivative contracts when
such data are available. When market prices are not readily available
or determinable, we use alternative approaches, such as model pricing.
The quoted market prices used to value these transactions reflect 27
our best estimate of fair values of our trading positions. Results
actually achieved from these activities could vary materially from
intended results and could affect our consolidated financial results.
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The tables below show fair value of energy trading contracts out-
standing for the year ended December 31, 2003, their sources and
maturity periods:

Fair Value
of Contracts
In Thousands)

Net fair value of contracts outstanding at the
beginning of the period ......... .............................. S 9 643

Less contracts realized or otherwise settled
during the period ............................................. 29,376

Plus fair value of new contracts entered
into during the period ......................................... 30,197
Fair value of contracts outstanding at the

-Id uf thk. -A(I fn ArA

described below. Other income increased by $59.4 million in 2003
because the gain on the sale of our ONEOK stock in 2003 more
than offset other declines in investment earnings, losses associated
with the settlement of the call option related to our putable/callable
notes and losses on the extinguishment of debt. Interest expense
declined primarily due to the reduction in our outstanding debt
balance. The 2003 results of discontinued operations were signifi-
cantly improved as compared to 2002. Results in 2002 were
adversely impacted by large impairment charges, which are described
below. The net effect of these improvements in our consolidated
financial position was net income of $85.0 million in 2003
compared to a net loss of $793.0 million in 2002.

The sources of the fair values of the financial ir
these contracts are summarized in the followinr

Fair Value of Contra
Matur

Total LAss Than Matu
Fair Value 1 Year 1-3 't

* . . .. 2002 compared to 2001:
Income from operations improved 30% from $211.0 million in

istruments related to 2001 to $274.3 million in 2002. Improved electric sales revenues
gtable: and declines in purchased power and depreciation expenses more
is at End of Period than offset increases in administrative expenses related to special

Maturity in committee and grand jury investigation costs, work force reductions
Pars 5 Yatrs 5ExYess and amounts recorded for potential liabilities to Mr. Wittig and
sands) Mr. Lake. Additionally, results of discontinued operations more than
- $ - $ - offset the improvement in our income from operations. In 2002, we

recorded impairment charges of $623.7 mnillion, net of $72.3 million
tax, associated with goodwill and customer account assets of our

179 - - monitored services businesses. These large impairment charges are
reflected in the results of our discontinued operations and are the

- - - primary reason for our net loss of $793.4 million in 2002.

Prices activelly quoted (futures) ..
Prices provided by other

external sources
(swaps and forwards) .....

Prices based on the
Black Option Pricing model
(options and other)w .....

(in Thou

S 5,615 $5,615 $

6,554 3,475 3,(

(1,705) (1,705)
Total fair value of

contractsoutstanding ...... 510,464 $7,385 $3,079 $ - S -

(-JThe Black Option Pricing model is a variant of the Black-Scholes Option
Pricing model.

OPERATING RESULTS

Westar Energy Consolidated
We are pursuing a strategy to retum to our core business of providing
electric service. We have discussed our 2003 significant accom-
plishments elsewhere throughout this document. As described in
further detail in the "-Segments of Business" discussion that
follows, our operating results for 2003 improved based on a variety
of factors.

2003 compared to 2002:
Income from operations improved 35% from $274.3 million in
2002 to $371.4 million in 2003. Improved electric sales revenues
and the significant decline in selling, general and administrative
expense more than offset increased fuel and purchased power
expense. Administrative expenses in 2002 were significantly higher
due to expenses related to work force reductions and other costs

Segments of Business
We evaluate segment performance based on earnings per share and
have two reportable segments: "Electric Utility" and "Other" We
have no single customer from which we receive 10% or more of our
revenues.

* "Electric Utility" consists of our integrated electric utility operations,
including the generation, transmission and distribution of power
to our retail customers in Kansas and to wholesale customers, as
well as our energy marketing activities.

a "Other" includes our former ownership interests in ONEOK,
Protection One and Protection One Europe and other invest-
ments that in the aggregate are immaterial to our business or
consolidated results of continuing operations. We expect the
"Other" segment will be immaterial in future periods.

Electric Utility
Regulated electric utility sales are significantly impacted by such
things as rate regulation, customer conservation efforts, wholesale
demand, the overall economy of our service area, the weather and
competitive forces. Our wholesale sales are impacted by demand
inside and outside our service territory, the cost of fuel and purchased
power, price volatility and available generation capacity.
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2003 compared to 2002: Changes in results of operations for the
"Electric Utility' segment are as follows:

Year Ended December 31, 2003 2002 Change %Change

(in Thousands, Except Per Share Amounts)

SALES:
Residential ................
Commercial ...............
Industrial .................

Subtotal ................
Network integration(a .......
Other(b) ..................

Total retail ..............
Energy Marketing ..........
Wholesale ................

Total Sales ..............

OPERATING EXPENSES:
Fuel used for generation .....
Purchased power ...........
Operating and maintenance . .
Depreciation and amortization.
Selling, general and

administrative ...........

Total Operating Expenses ...

INCOME FROM OPERATIONS ...

OTHER INCOME (EXPENSE):
Investment earnings ........
Settlement of putable/

callable notes ............
Other income .............
Other expense .............

Total Other Income
(Expense) .............

Interest expense .............

INCOME FROM CONTINUING
OPERATIONS BEFORE
INCOME TAXES AND
PREFERRED DMDENDS ......

Income tax expense (benefit) ....

NET INCOME ...............
Preferred dividends,

net of gain on reacquired
preferred stock ............

EARNINGS AVAILABLE FOR
COMMON STOCK ..........

EARNINGS PER SHARE ........

$ 432,955
382,585
240,538

1,056,078
59,587
46,915

1,162,580
31,129

267,434

1,461,143

$ 442,106
385,375
242,847

1,070,328
60,136
46,689

1,177,153
7,049

238,697

1,422,899

$ (9,151)
(2,790)
(2,309)

(14,250)
(549)
226

(14,573)
24,080
28,737

38,244

(2.1)
(0.7)
(1.0)

(1.3)
(0.9)
0.5

(1.2)
341.6

12.0

2.7

(14)
48.8
(1.0)
(2.6)

(28.3)

(5.1)

The following table reflects changes in electric sales volumes, as
measured by thousands of MWh of electricity, for the two years
ended December 31, 2003 and 2002. No sales volumes are shown
for network integration or energy marketing because these activities
are unrelated to electricity we generate.

2003 2002 Change %Change
(Thousandsof MWh)

Residential......................... 6,031 6,170 (139) (2.3)
Commercial ....................... 6,801 6,817 (16) (0.2)
Industrial ....................... 5 ,448 5,451 (3) (0.1)
Other ....................... 104 106 (2) (1.9)

Total retail ....................... 18,384 18,544 (160) (0.9)
Wholesale ....................... 8,666 9,115 (449) (4.9)

Total ....................... 27,050 27,659 (609) (2.2)

Assets attributable to our 'Electric Utility' segment are summarized
in the table below:

December 31, 2003 2002 Change % Change
OIn Thousands)

Identifiable assets ........... $4,970,380 $5,087,004 S0116,624) (2.3)

342,522 347,332 (4,810)
47,790 32,123 15.667

375,115 378,812 (3,697)
167,226 171,749 (4,523)

153,329 213,823 (60,494)

1,085,982 1,143,839 (57,857)

375,161 279,060 96,101

8,303 2,118 6,185

(14,221) - (14,221)
5,180 1,237 3,943

(16,590) (38,380) 21,790

(17,328) (35,025) 17,697

193,369 229,760 (36,391)

164,464 14,275 150,189
51,050 (5.785) 56,835

113,414 20,060 93,354

968 399 569

34.4 Retail sales revenues declined primarily because of the effect of the
920 weather on usage of electricity by residential customers, which

220 D caused residential sales volumes to decline, as well as the sale of a
- small portion of our rural distribution territory. Commercial and

318.8 industrial sales revenues showed slight decreases while sales
56.8 volumes remained relatively flat compared to 2002. The decline in

retail sales volumes accounted for approximately $10.2 million of
50.5 the decline in retail sales revenues. The remainder of the decline in

(15.8) retail sales revenues was due to the accrual of approximately
$3.5 million to be refunded to customers in 2005 and 2006 pursuant
to a KCC order.

1,052.1 The increases in energy marketing and wholesale sales revenues
9825 more than offset the decline in retail sales -revenues. Higher
465.4 wholesale market prices were the primary cause of improvement in

energy marketing and wholesale sales revenues. The higher
142.6 wholesale market prices more than offiet the decline in wholesale

sales volumes.
471.9

Purchased power expenses increased $15.7 million during 2003.
During periods of high energy use in 2003, we purchased more
power from other sources than we did during the same periods of

silon 2002 because it was more economical to purchase power than to
lon. This operate our peaking units. This is also the primary reason our fuel
ion cost, expense decreased.

$ 112,446 $ 19,661 $92,785

$ 1.55 $ 0.27 $ 128

(uNetwork Integration: Refects a network transmission tariff as disc
'-Other Information - Electric Utility - Network Integration Tran
Service.' In 2003, our transmission costs were approximately $65.3 milli
amount, less $5.7 million that was retained by the SPP as administral
was returned to us as revenues. In 2002, our transmission co2
approximately $65.9 million with an administration cost of $5.8
retained by the SPP.

Wb)Other. Includes public street and highway lighting, miscellaneous
revenues and revenues to be refunded.

sts were
million

electric
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Selling, general and administrative expenses declined in 2003,
which reflects a reduction in numerous incremental administrative
expenses incurred in 2002. These 2002 administrative expenses
included a $36.0 million charge related to our work force reduction,
a $9.0 million charge related to an exchange of restricted share units
for common stock and an expense of $22.9 million for potential
liabilities to Mr. Wittig and Mr. Lake. The decline in selling,
general and administrative expenses for 2003 was partially offset by
$9.6 million in charges related to the special committee and grand
jury investigations in 2003 as compared to charges of $4.7 million in
2002 related to these investigations.

Decreases in depreciation and amortization and operating and
maintenance expenses also contributed to the decline in total
operating expenses for 2003. Depreciation and amortization
expense decreased due primarily to the adoption of new deprecia-
tion rates on April 1, 2002 pursuant to a KCC order. Operating and
maintenance expense declined due primarily to the $11.9 million
gain recorded on the sale of utility assets, which was recorded as an
offset to operating expenses. General maintenance expenses at our
generating facilities increased by $8.5 million, partially offsetting the
decline in operating expenses.

Other income (expense) improved significantly in 2003 primarily
because the mark to market charge to record the fair value of the
call option associated with the putable/callable notes for 2003 was
$2.2 million compared to a charge of $22.6 million for 2002. The
smaller mark to market charge in 2003 was the result of the
settlement of the call options related to our putablelcallable notes in
August 2003.

On November 8, 2002, the KCC issued an order that directed us to
reverse all transactions recorded in 2002 as equity investments by us
in Westar Industries so such transactions were reflected as inter-
company payables owed by Westar Industries to us. During 2003, as
a result of the November 8, 2002 KCC order, we recorded interest
income associated with the intercompany receivable owed by
Westar Industries to Westar Energy. This resulted in an offset to
interest expense in 2003 of $30.8 million as compared to $5.6 million
in 2002. The remainder of the improved interest expense was due to
the significant decline in our outstanding debt balances. In response
to a subsequent KCC order, the intercompany receivable owed by
Westar Industries to Westar Energy was again reclassified as an
equity investment by us in Westar Industries. No additional interest
income is expected to be recorded in the future.

2002 compared to 2001: Changes in results of operations for the
"Electric Utility" segment are as follows:

Yew Ended December 31, 2002 2001 Chan %Osange

On Thousands, Except Per Share Amounts)

SALES:
Residential ................
Commercial ............
Industrial ................

Subtotal ................
Network integrations .......
Other) ..................

Total retail ..............
Energy Marketing ..........
Wholesale ................

Total Sales ..............

OPERATING EXPENSES:
Fuel used for generation .....
Purchased power ...........
Operating and maintenance . .
Depreciation and amortization.
Selling, general and

administative ...........

Total Operating Expenses ...

INCOME FROM OPERATIONS ...

OTHER INCOME (EXPENSE):
Investment earnings ........
Other income .............
Other expense .............

Total Other Income
(Expense) .............

Interest expense ..........

INCOME FROM CONTiNUING
OPERATIONS BEFORE INCOME
TAXES, ACCOUNTING CHANGE
AND PREFERRED DIVIDENDS . .

Income tax expense (benefit) ....

INCOME FROM CONTINUING
OPERATIONS BEFORE
ACCOUNTING CHANGE
AND PREFERRED DMDENDS

Cumulative effect of
accounting change .........

NET INCOME ...............
Preferred dividends,

net of gain on reacquired
preferred stock ............

EARNINGS AVAILABLE FOR
COMMON STOCK ..........

EARNINGS PER SHARE ........

$ 442,106
385,375
242,847

1,070,328
60,136
46,689

1,177,153
7,049

238,697

1,422,899

$ 419,492 $22,614
380,277 5,098
244,392 (1,545)

1,044,161 26,167
- 60,136

50,669 (3,980)

1,094,830 82,323
10,258 (3,209)

202,089 36,608

1,307,177 115,722

347,332 347,351 (19)
32,123 46,725 (14,602)

378,812 343,253 35,559
171,749 185,156 (13,407)

213,823 168,073 45,750

1,143,839 1,090,558 53,281

279,060 216,619 62,441

2,118 2,986 (868)
1,237 2,809 (1,572)

(38,380) (15,514) (22,866)

(35,025) (9,719) (25,306)

229,760 228,129 1,631

14,275 (21,229) 35,504
(5,785) (40,018) 34,233

20,060 18,789 1,271

- 18,694 (18,694)

20,060 37,483 (17,423)

399 895 (496)

S 19,661 $ 36,588 S116,927)

$ 0.27 S 0.52 $ (0.25)

5.4
1.3

(0.6)

2.5

(7.9)

7.5
(313)
18.1

8.9

(31.3)
10.4
(7.2)

27.2

4.9

28.8

(29.1)
(56.0)

(147.4)

(260.4)

0.7

167.2
85.5

6.8

(46.5)

(55.4)

(46.3)

(-)Network Integratiom. Reflects a network transmission tariff as discussed in
"- OtherInformation - Electric Utility - Network Integration Transmission
Service." In 2002, our transmission costs were approximately $65.9 million with
an administration cost of $5.8 million retained by the SPP. 2002 was the first
year this tariffwas in effect.

30_ (b)Other Includes public street and highway lighting, miscellaneous electric
revenues and revenues to be refunded.
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The following tables reflect changes in electric sales volumes, as
measured by thousands of MWh of electricity, for the two years
ended December 31, 2002 and 2001.;No sales volumes are shown
for network integration or energy marketing because these activities
are unrelated to electricity we generate.

2002 2001 Change % Change
Mhousands of MWh)

Residential.................... 6,170 5,755 415 7.2
Commercial .6,817 6,742 75 1.1
Industrial..................... 5,451 5,617 (166) (3.0)
Other .106 107 (1 ) (0.9)

Total retail .18,544 18,221 323 1.8
Wholesale .9,115 7,547 1,568 20.8

Total .27,659 25,768 1,891 7.3

Assets attributable to our "Electric Utility" segment are summarized
in the table below:

December 31, 2002 2001 Change %OCange

On Thousands)
Identifiable assets 5........ 5,087,004 $4,879,641 $207,363 4.2

Residential sales revenues increased due primarilycit the increase in
residential sales volumes. The increase was due primarily to favorable
weather conditions but was partially offset by lower retail rates. The
lower retail rates are attributable to the rate reductions ordered by
the KCC in July 2001.

Commercial sales revenues were similarly affected by favorable
weatherconditions, the increased volumes and the lower retail rates.
Industrial sales revenues decreased primarily because of weak
economic conditions experienced in our service territory, prin-
cipally associated with the downturn in the aircraft industry.

Other retail revenues, which include public street and highway
lighting and miscellaneous electric revenues, also decreased. The
factors affecting this decline were a $1.9 million provision for rate
refunds recorded during 2002 and a $1.9 million decline in other
electric revenues, primarily related to changes in transmission
revenues received as a result of open access to our transmission lines.

Wholesale revenues increased primarily as a result of an increase in
wholesale sales volumes. Revenues attributable to the increase in
wholesale sales volumes were partiallyboffset by lower market prices.
Energy marketing revenues declined due primarily to the lower
market prices.

Purchased power expense decreased due primarily to lower
wholesale market prices. The remainder of the decline is due to a
decrease in the quantity purchased because of the increased
availability of our generating units.

Selling, general and administrative expenses increased due
primarily to $22.9 million recorded in 2002 for potential liabilities to
Mr. Wittig and Mr. Lake, $12.2 million increase in 2002 as
compared to 2001 for employee severance costs related to a work
force reduction, $9.0 Million in 2002 for compensation expense
associated with an exchange of previously granted restricted share
units, as discussed in Note 15 of the Notes to Consolidated
Financial Statements, "Employee Benefit Plans - Stock Based
Compensation Plans" and approximately $4.7 million in 2002 for
special committee and grand jury investigation costs.

Operating and maintenance expense increased due primarily to
$65.9 million in charges associated with the network integration
transmission tariff as discussed in "- Other Information - Electric
Utility - Network Integration Transmission Service' Our mainten-
ance expense declined $22.6 million,,or 19%, due primarily to the
lower forced outage rates at our generating units, which partially
offset the increase in transmission expense.

The increases in selling, general and administrative expenses and
operating and maintenance expenses were partially offset by a
decline in depreciation expense. Depreciation expense declined
$13.4 million due primarily to a change in depreciation rates on
April 1, 2002.

We had higher other expense in 2002 due to recording the $22.6 million
mark to market charge to record the fair value of the call option
associated with the putable/callable notes.

Other
Other includes our former ownership interests in ONEOK, Protection
One and Protection One Europe and other investments which are,
in the aggregate, immaterial to our business or consolidated results
of continuing operations.

2003 compared to 2002: Changes in results of operations for our
'Other" segment are as follows:

For the Years Ended December 31, 2003 2002 Change % Change

on Thousands)

SALES .................. $ $ 252 S (252) -

OPERATING EXPENSES ........... 3,763 5,033 (1,270) (25.2)

INCOME (LOSS) FROM
OPERATIONS ................ (3,763) (4,781) 1,018 21.3

OTHER INCOME (EXPENSE):
Investment earnings ...... : 28,429 74,974 (46,545) (62.1)
Gain on ONEOK Stock ......... 99,327 - 99,327 -
(Loss) on extinguishment

of debt . ................ (12,234) (1,541) (10,693) (693.9)
Impairmentof investments ...... (500) (330) (170) .(51.5)
Otherincome ................. - 112 (112) -
Otherexpense ............... (53) - (53) -

Total Other Income (Expense) .. 114,969 73,215 41,754 57.0
Interest expense (income) ........ 30,987 5,412 25,575 472.6

INCOME FROM CONTINUING
OPERATIONS BEFORE
INCOMETAXES .............. 80,219 63,022 17,197 27.3

Income tax expense (benefit) ...... 30,718 (5,734) 36,452 635.7
INCOME FROM CONTINUING

OPERATIONS ................ 49,501 68,756 (19,255) (28.0)
Results of discontinued operations,

netof tax .................. (77,905) (881,817) 803,912 91.2
EARNINGS (LOSS) AVAILABLE FOR

COMMON STOCK ............ S(28,404) $(813,061) $784,657 96.5

EARNINGS (LOSS) PER SHARE ..... $ (0.39) $ (11.33) $ 10.94

Sales revenues shown for 2002 were from a wholly owned subsidiary 31
of Westar Industries providing paging services. The subsidiary was
sold during the first quarter of 2002.

Other income increased in 2003 as compared to 2002 due primarily
to the gain of $99.3 million recorded on the sale of ONEOK stock.
This gain was partially offiet by a reduction in investment eamings,
of which $30.5 million was due to the cessation of dividends and
equity earnings on the ONEOK shares we sold. Investment earnings
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in 2003 were also lower than in 2002 because of the one-time
payment of approximately $14.2 million received during the first
quarter of 2002 as a partial recovery of an investment in a foreign
power project. A $7.3 million charge on the mark to market
adjustment on the call option of the putable/callable notes also
affected the increase in the loss on extinguishment of debt

Interest expense increased primarily as the result of intercompany
interest expense of $30.8 million paid to Westar Energy in 2003 that
was not paid in 2002. This interest expense was recorded as a result
of the November 8, 2002 KCC order as discussed in the "Electric
Utility" segment above.

The $77.9 million loss on discontinued operations for 2003 includes
impairment charges of $137.1 million, net of tax benefit of
$108.6 million, on our monitored services businesses that was based
on actual sale proceeds received on the sale of our interest in
Protection One Europe and the estimate of value that we believed
would be recovered in connection with a sale of our interest in
Protection One. This compares to an $881.8 million loss on
discontinued operations for 2002, which included impairment
charges of $623.7 million, net of $72.3 million tax benefit, related to
the impairment recorded in 2002 for goodwill and customer
account assets.

Assets attributable to our "Other" segment are summarized in the
table below:

Sales revenues shown above were from a wholly owned subsidiary of
Westar Industries providing paging services. The subsidiary was sold
during the first quarter of 2002.

Investment earnings increased $25.3 million in 2002 primarily
as a result of the receipt of a one-time payment of approximately
$14.2 million related to a partial recovery of an investment in a
foreign power project and an increase in ONEOK investment
income of $4.9 million. In 2001 we recorded an $1 1.1 million
impairment charge to recognize an other than temporary decline in
fair value of certain securities held for investment. Other income
in 2001 is attributable to a favorable arbitration panel decision
regarding the settlement of a liability related to an investment in a
foreign power plant.

Westar Industries recorded interest income of $12.6 million in 2001
received in association with an intercompany note that it did not
receive in 2002.

As discussed above, the substantial impairment charges recorded in
2002 were the primary reasons for the increase in 2002 loss on
discontinued operations.

Assets attributable to our "Other" segment are summarized in the
table below:

December 31. 2002 2001 Change % Change

(in Thousands)

Identifiable assets ......... 1,653,321 $2,833,123 $(1,179,802) (41.6)

The change in identifiable assets is due primarily to recording the
impairment charges on the goodwill and customer account assets of
our monitored services businesses in 2002.

LIQUIDITY AND CAPITAL RESOURCES

Decernber 31, 2003 2002 Change % Change

On Thousands)

Identifiableassets ........ $ 764,125 $1,653,321 S(889,196) (53.8)

The change in identifiable assets is due primarily to) recordi
investment in the monitored services businesses at the estir
realizable value and the sale of ONEOK stock.

2002 compared to 2001: Changes in results of operations
'Other" segment are as follows:

ng our
nate of

For the Years Ended December 31,

SALES.
OPERATING EXPENSES .

INCOME (LOSS) FROM
OPERATIONS.

OTHER INCOME (EXPENSE):
Investment earnings.
(Loss) gain on extinguishment

of debt .
Impairment of investments .
Other income .

Total Other Income (Expense)

Interest expense (incone).

INCOME FROM CONTINUING
OPERATIONS BEFORE

32 INCOMETAXES..
Income tax expense (benefit)

INCOME FROM CONTINUING
OPERATIONS N

Results of discontinued operations,
net of tax .

EARNINGS (LOSS) AVAILABLE FOR
COMMON STOCK .

EARNINGS (LOSS) PER SHARE .

2002 2001 Change 9

On Thousands, Except Per Share Amounts)

$ 252 $ 1,359 $ (1,107)
5,033 6,943 (1,910)

(4,781) (5,584) 803

74,974 49.648 25,326

(1,541) 1,395 (2,936)
(330) (11,075) 10,745

112 7,364 (7,252)

73,215 47,332 25,883
5,412 (12,102) 17,514

63,022 53,850 9,172
(5,734) 13,306 (19,040)

68,756 40,544 28,212

(881,817) (98,903) (782,914)

for our Overview
We believe we will have sufficient cash to fund future operations of

4Change our business, debt reductions, the rebates to customers we are required
to make in 2005 and 2006, and the payment of dividends, from a

(81.5) combination of cash on hand, cash flow and available borrowing
(27.5) capacity under our revolving credit facility and access to capital

markets. Uncertainties affecting our ability to meet these require-
14.4 ments include, among others, factors affecting sales described

above, economic conditions, including the impact of inflation on
operating expenses, regulatory actions, conditions in the capital

(210.5) markets, our ability to implement the Debt Reduction Plan,
97.0 including the issuance of additional Westar Energy common stock

(98.5) and compliance with environmental regulations.
54.7

144.7 As of December 31, 2003, our total outstanding long-term debt,
excluding current maturities, was approximately $2.1 billion. At
December 31, 2003, our current maturities of long-term debt

17.0 were $190.7 million, due primarily to the reclassification of
(143.1) $184.5 million of debt that matures in August 2004 from long4erm

to short-term debt. Our indebtedness could have a negative impact
on, among other things, our ability to obtain additional financing in

(791.6) the future for working capital, capital expenditures and general
corporate purposes and our ability to withstand a downturn in our

1,293.2) business or the economy in general.$(813,061) $(58,359) 1(754,702)

S (11.33) S (0.83) $ (10.50)
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Capital Resources
We had $79.6 million in unrestricted cash and cash equivalents at
December 31, 2003. We consider cash equivalents to be highly
liquid investments with maturities of three months or less at the time
they are purchased.

At December 31, 2003, we also had $17.9 million of restricted cash
classified as a current asset and $31.9 million of restricted cash classi-
fied as a long-term asset The following table details our restricted
cash as of December 31, 2003:

Restrikted Cash Restricted Cash
Current Portion Long-term Portion

(In Thousands)

Prepaid capacity and transmission agreement ....... S 2,090 S28,239
Cash held in escrow as required by certain

letters of credit, surety bonds and
various other deposits ....................... 15,835 3,615

Total ........... ............ $17,925 $31,854

We had $149.0 million of available borrowing capacity under our
revolving credit facility at December 31, 2003. We plan to replace
our existing $150.0 million revolving credit facility, which matures
on June 6, 2005, with a new $300.0 million revolving credit facility
in the first quarter of 2004.

The Debt Reduction Plan provides for a systematic disposal of our
non-utility and non-core assets and the planned issuance of equity
securities. The net proceeds of these transactions have been and will
be used to reduce debt. We may reduce debt pursuant to terms
stated in the debt agreements or through open market purchases or
tender offers.

The Westar Energy mortgage prohibits additional first mortgage
bonds from being issued (except in connection with certain refund-
ings) unless Westar Energy's 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, and 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 on the amount of bondable property additions.
As of December 31, 2003, $361.3 million principal amount of
additional first mortgage bonds could be issued under the most
restrictive provisions in the mortgage, except in connection with
refundings.

The KGE 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 retire-
ment and depreciation of property for a period of 12 consecutive
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 addition,
the issuance of bonds is subject to limitations based on the amount
of bondable property additions. As of December 31, 2003, approxi-
mately $889.0 million principal amount of additional KGE first
mortgage bonds could be issued under the most restrictive provisions
in the mortgage.

We expect to issue equity securities in 2004 in private transactions,
public offerings or both.

Cash Flows from Operating Activities
Our primary source of operating cash flows is the operations of our
electric utility business. Cash flows from operating activities decreased
$144.6 million to $126.4 million in 2003 from $271.0 million in
2002. This decrease was mostly attributable to taxes paid in 2003 of
$53.6 million compared to an income tax refund received in 2002 of
$54.1 million, an increase in maintenance expenditures at our
generating facilities in 2003 as compared to 2002, and increased
legal expenditures in 2003 related to investigations and litigation.
The increased taxes paid in 2003 were mostly attributable to the
gain on the sale of ONEOK stock.

Cash flows from operating activities increased $153.1 million to
$271.0 million in 2002 from $117.9 million in 2001. This increase
was mostly attributable to a decrease in maintenance expenditures
in 2002 over 2001 and an income tax refund received in 2002 of
$54.1 million. Severance payments of $27.6 million related to
workforce reductions made in 2002 compared to $4.3 million in
severance payments made in 2001 offset the increase.

Cash Flows from (used in) Investing Activities
In general, cash used for investing purposes relates to the growth and
maintenance of the operations of our electric utility business. The
utility business is capital intensive and requires significant
investment in plant on an annual basis. We spent $150.4 million in
2003, $126.8 million in 2002, and $227.0 million in 2001 on net
additions to utility property, plant and equipment, which included
$52.2 million in 2001 for new generation facilities. We did not
construct any new generation facilities in 2002 or 2003.

During 2003, we received net proceeds of $801.8 million from the
sale of ONEOK stock and net proceeds of $33.3 million from the
sale of utility assets. Proceeds from other investments includes
ONEOK dividends, proceeds from the sale of investments in
affordable housing tax credit limited partnerships and proceeds
from the sale of other miscellaneous investments.

Cash Flows (used In) from Financing Activities
We used $876.0 million of cash in 2003 for financing activities
compared to $73.8 million in 2002. In 2003, cash was used in
financing activities for the retirement of long-term debt and the
payment of dividends. In 2003, we reduced our indicated annual
dividend from $1.20 per share to $0.76 per share.

In 2002, an increase in long-term debt was due primarily to the debt
refinancings completed during 2002, and was the principal source
of cash flows from financing activities that were used to reduce short-
term debt, retire other long-term debt, place funds in a trust to be
used for debt repayment, pay dividends, acquire treasury stock and
retire a portion of our preferred stock.

We received net cash flows from financing activities of $132.6 million
in 2001. In 2001, an increase in short-term debt was the principal
source of cash flows from financing activities. Cash from financing
activities was used to fund the retirement of long-term debt and to
pay dividends.

33
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Future Cash Requirements
The Debt Reduction Plan requires us to pay rebates to retail
customers of $10.5 million on May 1, 2005 and $10.0 million on
January 1, 2006. We believe we can fund these rebates with internally
generated cash flow and available borrowing capacity under the
revolving credit facility.

If we are required to update emissions controls or take other
remedial action as a result of the EPA's investigation, the costs could
be material. We may also have to pay fines or penalties or make
significant capital or operational expenditures related to the notice
of violation we received from the EPA in connection with certain
projects completed at the Jeffrey Energy Center. In addition,
significant capital or operational expenditures may be required in
order to comply with future environmental regulations or in
connection with future remedial obligations.

Our business requires significant capital investments. Through
2006, we expect we will need cash mostly for ongoing utility con-
struction programs designed to improve facilities providing electric
service. Other than making planned upgrades to existing facilities,
we do not anticipate needing additional generating capacity through
at least 2006. We expect these cash needs to be met with internally
generated cash flow.

Electric utility capital expenditures for 2003 and anticipated capital
expenditures for 2004 through 2006 are as follows:

Additional New Customer Nuclear Total
Replacements Capacity Constuction Fud Electric Utility

(in Thousands)

2003 ........ S 90,949 S 1,140 S37,448 $20,841 $150,378
2004 ........ 112,409 9,270 37,403 21,346 180,428
2005 ....... 127,163 14,743 37,814 1,086 180,806
2006 ........ 140,046 7,990 38,419 22,638 209,093

These estimates are prepared for planning purposes and will be
revised from time to time. Actual expenditures will differ from our
estimates. These amounts do not include any estimate of expendi-
tures that may be incurred as a result of the EPA investigation or
other enacted or proposed environmental regulations.

Maturities of long-term debt as of December 31, 2003 are as follows:

Year Principal Amount

(In Thousands)

2004 ........................................... $ 190,747
2005 . .183,395
26. .103,879
2007 .755,489
2008 .2,732

Thereafter. 1,023,637

$2,259,879

Contractual Obligations and Commercial Commitments
In the course of our business activities, we enter into a variety of
contractual obligations and commercial commitments. Some of
these result in direct obligations reflected on our consolidated
balance sheets while others are commitments, some firm and some
based on uncertainties, not reflected in our underlying consolidated
financial statements. The obligations listed below do not include
amounts for on-going needs for which no contractual obligations
existed as of December 31, 2003, and represent only those amounts
that we were contractually obligated to meet as of December 31,
2003. We may from time to time enter into new contracts to replace
contracts that have expired.

Contractual Cash Obligations
The following table summarizes the projected future cash payments
for our contractual obligations existing at December 31, 2003:

Contractual Obligations Total 2004 2005- 2006C 2007 -2008 Thereafter

(in Thousands)
Long-term debt exduding

capital leases(a ... $2,237,286 $185,940 $279,666 $ 752,914 $1,018,766
Capital ieasesuc ..... 25,328 5,294 8,473 6,039 5,522
Adjusted long-term

debt .......... 2,262,614 191,234 288,139 758,953 1,024,288
Operating leasesd) . . 614,310 45,106 99,203 104,367 365,634
Fossil fuelQ ..... , 1.991,748 176,653 323,266 243,512 1,248,317
Nuctear fuelm ...... 177,904 23,710 25,338 22,856 106,000
Unconditional purchase

obligations ...... 30,984 20,557 10,419 7 1
Total contractual

obligations, including
adjusted long-term
debt .......... $5,077,560 $457,260 $746,365 $1,129,695 $2,744,240

WFinal maturity of January 1, 2005 or later. See Note 12 of the Notes to
Consolidated Financial Statements, "Long-Tenn Debt: for individual long-
term debt maturities.

(b)We have an obligation to pay rebates to customers in 2005 and 2006.
(')Includes principal and interest on capital leases for vehicles and computer

equipment.
lIncludes office space, operating facilities, office equipment and operating
equipment.

() Coal and natural gas commodity and transportation contracts.
(a Uranium concentrates, conversion and enrichment.

_ _ We have $184.5 million of debt that matures in August 2004. We
34 expect to repay this debt from a combination of cash on hand,

available borrowing capacity and, if completed prior to such time,
the proceeds of equity issuances.

Commercial Commitments
The following table summarizes our commercial commitments by
date of expiration existing at December 31, 2003:

Total
Amounts

Commercal Commitments Committed 2004 2005 -26 2007 - 200 Thereafter

On Thousands)

Linesofcreditw ........ $ 1,000 $ - $1,000 $ - -
Outstanding letters

of creditt° ........... 10,709 9,509 - 1,200 -

Total commercial
commitments ....... $ 11,709 $9,509 $1,000 $1,200 $ -

WRevolving credit facility capacity totaling $150.0 million with borrowings as of
December 31, 2003 of$ 1.0 million.

(b0$2.7 million related to our energy marketing and trading activities, $5.8 million
related to worker's compensation and $2.2 million related to other operating
activities.
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Debt Covenants
Some of our debt instruments contain restrictions that require us to
maintain various coverage and leverage ratios as defined in the
agreements. Our calculations of these ratios are performed in accor-
dance with our debt agreements and are used solely to determine
compliance with our various debt covenants. We were in compli-
ance with these covenants as of December 31, 2003.

Accounts Receivable Sales Program
On July 28, 2000, Westar Energy and KGE entered into an
agreement with WR Receivables Corporation, a wholly owned,
bankruptcy-remote special purpose entity (SPE) to sell all of their
accounts receivable arising from the sale of electricity to the SPE.
These transfers are accounted for as sales in accordance with SFAS
No. 140, 'Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities" The SPE then sells up to
$125 million of an undivided interest in the accounts receivable to a
third party conduit under various terms and conditions. The
percentage ownership interest in receivables held by the third party
conduit will increase or decrease over time, depending on the
characteristics of the SPE's receivables, including delinquency rates
and debtor concentrations. The agreement with the third party
conduit is renewable annually upon agreement by all parties.
On July 23, 2003, the term of the agreement was extended through
July 21, 2004.

See Note 6 of the Notes to Consolidated Financial Statements,
"Accounts Receivable and Variable Interest Entities,' for additional
information regarding our SPE transactions.

Consolidation of Variable Interest Entities
In January 2003, the Financial Accounting Standards Board (FASB)
issued Financial Interpretation Number (FIN) 46, "Consolidation
of Variable Interest Entities" which was subsequently revised in
December 2003 with the issuance of FIN 46R See Note 6 of the
Notes to Consolidated Financial Statements, "Accounts Receivable
and Variable Interest Entities" for additional information.

Debt Finandngs
On May 10, 2002, we completed offerings for $365.0 million of our
first mortgage bonds and $400.0 million of. our unsecured senior
notes. The entire principal amount of these securities will be due on
May 1, 2007. The first mortgage bonds bear interest at an annual
rate of 7 7/8% and the unsecured senior notes bear interest at an
annual rate of 9 3/4%. Interest on the first mortgage bonds and
unsecured senior notes is payable semi-annually on May 1 and
November I of each year. The net proceeds from these offerings
were used to repay outstanding indebtedness of $547.0 million
under our existing secured bank term loan, provide for the
repayment of $100.0 million of our 7.25% first mortgage bonds due
August 15, 2002 together with accrued interest, reduce the
outstanding balance on our existing secured revolving credit facility
and pay fees and expenses of the transactions. In conjunction with
our May 10, 2002 financing, we amended our secured revolving
credit facility to reduce the total commitment under the facility to
$400.0 million from $500.0 million and to release $100.0 million of
our first mortgage bonds from collateral.

On June 6, 2002, we entered into a secured credit agreement
providing for a $585.0 million term loan and a $150.0 million
revolving credit facility, each maturing on June 6, 2005, provided
that if we have not refinanced or provided for the payment of our
6.875% senior unsecured notes (with an outstanding principal balance
of$184.5 million) before June 1, 2004, the secured credit agreement
will mature on June 1, 2004. All loans under the credit, agreement
are secured by KGE's first mortgage bonds. The proceeds of the
term loan were used to retire the existing $400.0 million revolving
creditfacilitywith an outstandingprincipal balance of $380.0 million,
to provide for the repayment at maturity of $135.0 million principal
amount of KGE first mortgage bonds that were due December 15,
2003 together with accrued interest, to repurchase approximately
$45.0 million of our outstanding unsecured notes and to pay
customary fees and expenses ofthe transactions.

In February 2004, we repaid the remaining balance of $114.1 million
under our $585.0 million term loan thatwas due in 2005 with internally
generated cash and a portion of the proceeds received from the sale
of Protection One.

Interest Rate Swap
Effective October 4, 2001, we entered into a $500.0 million interest
rate swap agreement with a term of two years. At that time, the effect
of the swap agreement was to fix the annual interest rate on a term
loan at 6.18%. In June 2002, we refinanced the term loan associated
with this swap, which increased the effective rate of the swap to
6.43%. At December 31,2002, the variable rate in effect for the term
loan was 4.40%. We settled the swap agreement on September 29,
2003. For information regarding ongoing interest rates, see "Item 7A.
Quantitative and Qualitative Disclosures About Market Risk'

Capital Structure
Our consolidated capital structure at December 31, 2003 and 2002
was as follows:

2003 2002

Comnon equity .................................. 31% 23%
Preferredstock .................................. 1% 1%
Long-term debt .................................. 68% 76%

Total ...................... ............ 100% 100%

Equity Issuance Plans
We plan to issue $100 million to $250 million of equity during 2004
in private transactions, public offerings or both. The Debt Reduction
Plan requires that we have at least 40% common equity in our
capital structure at December 31, 2004. As of December 31, 2003,
our consolidated common equity ratio was 31%.

Credit Ratings
Standard & Poor's Ratings Group (S&P), Moody's Investors Service
(Moody's) and Fitch Investors Service (Fitch) are independent
credit-rating agencies that rate our debt securities. These ratings 35
indicate the agencies' assessment of our ability to pay interest and
principal when due on our securities.
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On December 19, 2003, Moody's assigned us a speculative liquidity
rating of SGl-3, which reflects its view that we have "adequate"
liquidity. On January 5, 2004, S&P affirmed its ratings for us and
KGE and revised its outlook for us from developing to positive. On
March 1, 2004 Fitch raised its ratings for us and KGE and assigned
us a stable outlook.

As of March 1, 2004, ratings with these agencies are as follows:

Westar Energy Westa" Energy KGE
Mortgage Unsecured Mortgage

Bond Rating Debt Bond Rating

S&P.............................8. BB- BB- BB+
Moodyt.......................... Bat Ba2 Bal
Fitch ..................... .. BBB- BB+ BBB-

In general, less favorable credit ratings make debt financing more
costly and more difficult to obtain on terms that are economically
favorable to us. Westar Energy and KGE do not have any credit
rating conditions in any of the agreements under which our debt has
been issued, except for conditions in the agreements governing the
sale of our accounts receivable discussed in Note 6 of the Notes to
Consolidated Financial Statements, "Accounts Receivable and
Variable Interest Entities." We may enter into new credit agreements
that contain credit conditions, which could affect our liquidity
and/or our borrowing costs.

New Accounting Pronouncements
Accounting for Energy Trading Contracts

In May 2003, the FASB issued SFAS No. 149, "Amendment of
Statement 133 on Derivative Instruments and Hedging Activities"
SFAS No. 149 amends the accounting for derivative instruments,
including certain derivative instruments embedded in other
contracts for hedging activities, and clarifies which contracts qualify
as "normal purchase/normal sale" contracts. SFAS No. 149 also
amends certain other existing pronouncements and requires
contracts with comparable characteristics to be accounted for
similarly. In particular, SFAS No. 149 clarifies when a contract with
an initial net investment meets the characteristics of a derivative and
when a derivative that contains a financing component will require
special reporting in the statement of cash flows. SFAS No. 149 was
effective for contracts entered into or modified after June 30, 2003.
Adoption of SFAS No. 149 has not had a material effect on our
consolidated results of operations, financial position or cash flows.

In October 2002, the FASB, through the Emerging Issues Task
Force (EITF), reached consensus on EITF Issue No. 02-03, "Issues
Involved in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activities" EITF Issue No. 02-03, in part, rescinded
Issue No. 98-10, "Accounting for Contracts Involved in Energy
Trading and Risk Management Activities" As a result, all new
contracts entered into after October 25, 2002 can no longer be

36 marked-to-market and recorded in earnings unless they fall within
the scope of SFAS No. 133. We were unaffected by this change in
accounting principle and were not required to reclassify any of our
contracts since our energy trading contracts qualify as derivative
instruments under the guidance of SFAS No. 133. EITF Issue
No. 02-03 also requires reporting energy trading contracts and
derivatives in the income statement on a net basis effective January 1,
2003, whether the contracts are settled financially or physically. We
began classifying our energy trading contracts on a net basis during
the third quarter of 2002 and have reclassified all prior periods to
reflect this presentation.

In August 2003, the FASB issued EITF Issue 03-11, "Reporting
Realized Gains and Losses on Derivative Instruments that are
Subject to the FASB Statement No. 133 and Not "Held For Trading
Purposes" as Defined in Issue No. 02-3." The reporting of realized
gains and losses on physically settled derivative contracts based on
the economic substance of the transaction. Our physically settled
transactions are reported on'a gross basis in the income statement in
accordance with EITF Issue 03-11 guidance.

Potential Accounting Changes
At its September 9, 2003 meeting, the American Institute of
Certified Public Accountants Accounting Standards Executive
Committee approved a Statement of Position (SOP), "Accounting
for Certain Costs and Activities Related to Property, Plant, and
Equipment,' subject to the Accounting Standards Executive
Committee's positive clearance of certain revisions and the FASB
clearance. The revised draft SOP sent to the FASB for clearance
provides guidance on accounting for certain costs and activities
relating to property, plant and equipment (PP&E). The following
principles apply to the accounting for PP&E costs within the scope
of the SOP.

PP&E consists of one or more components, which should be
recorded at cost. A PP&E component should be depreciated over its
expected useful life. The costs of a replacement component and the
component replaced should not concurrently be recorded as assets.
The SOP requires that an entity determine the level of component
accounting for its PP&E, which should be set no higher than the
functional unit level (i.e., a power plant, a building). A component is
a tangible part or portion of PP&E that (I) an entity has elected to
account for separately as an asset and (2) is expected to provide
economic benefit for more than one year. In order for a replacement
to be capitalized, the replaced item needs to have been previously
separately accounted for as a component If an entity replaces a part
or portion of a separate component that previously has not been
accounted for as a separate component, the replacement would be
charged to expense. If, however, the entity determines that the
replacement will be accounted for as a separate component in the
future, this constitutes a change in accounting principle under APB
Opinion 20. The method is to be applied consistently from period to
period. Indirect, general and administrative costs and occupancy
costs should be charged to expense as incurred. Additionally, under
provisions of the SOP, major maintenance costs are to be expensed
as incurred. Accordingly, we would be required to expense Wolf
Creek refueling costs as incurred absent the regulatory treatment
afforded these costs by the KCC. Removal costs should be
considered costs associated with the removed component rather
than any replacement component, and should be charged to
expense. The SOP would be effective for fiscal years beginning after
December 15,2004.

OTHER INFORMATION

Sale of Utility Assets
In August 2003, we sold a portion of our transmission and distri-
bution assets and rights to provide service to approximately 10,000
customers in an area of central Kansas. Total sales proceeds received
were $33.3 million and we recorded a gain of $11.9 million, which
is included as a reduction in operating and maintenance expenses
on our consolidated income statement. We may enter into similar
transactions in the future.
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City of Wichita Franchise
On February 10, 2004, the Wichita city council approved a ten-year

renewal of the franchise pursuant to which KGE provides retail

electric service to the City of Wichita. The new ten-year franchise

agreement is on terms that we believe to be reasonably similar to

those previously in effect.

Network Integration Transmission Service

Effective January 1, 2002, we began taking Network Integration

Transmission Service under the SPP's Open Access Transmission

Tariff. This provides a way for us to participate in a broader market of

generation resources. This tariff provides for a zonal rate structure,

whereby transmission customers pay a pro rata share, in the form of

a reservation charge, for the use of the facilities for each transmission

owner that serves them. As a result, the SPP has functional control

over our transmission system, although we still own our transmission

assets and maintain responsibility for dispatching electricity,

providing reliable transmission service, maintaining our transmission

system and restoring our transmission system in the event there is a

disruption to our system.

Currently, all revenues collected within an SPP zone for network

integration transmission costs are allocated back to the transmission

owner serving the zone. In 2003, our transmission costs for the

Westar Energy zone were approximately $65.3 million. This amount,

less $5.7 million that was retained by the SPP as administration cost,

was returned to us as revenues. In 2002, our transmission costs

were approximately $65.9 million with an administration cost of

$5.8 million retained by the SPP. The SPP administration cost is

recovered as part of retail rates and a charge to the applicable wholesale

customers taking network integration transmission service. The

revenues received are reflected in electric sales, and the related

charges are expensed and included in reported operating expense.

Stranded Costs
Stranded costs for a utility business are commitments or investments

in, and carrying costs on, PP&E, contractual obligations and other

regulatory assets that 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 electric utility operations. If we

determine that we no longer meet the criteria of SFAS No. 71, we

may have a material non-cash charge to earnings. Reasons for

discontinuing SFAS No. 71 accounting treatment include increasing

competition that may restrict our ability to charge prices needed to

recover costs already incurred or a significant change by regulators

from cost-based rate regulation to another form of rate regulation.

We periodically review SFAS No. 71 criteria and believe our net

regulatory assets are probable of future recovery. If we discontinue

SFAS No. 71 accounting treatment based on competitive or other

events, the value of our net regulatory assets and our utility plant

investments, particularly Wolf Creek, may be significantly impacted.

Regulatory changes could adversely impact our ability to recover our

investment in these assets. As of December 31, 2003, we have recorded

regulatory assets currently subject to recovery in future rates of

approximately $411.3 million. Of this amount, $207.8 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 asset retirement obligations, loss on

reacquired debt, refinancing costs on the LaCygne 2 lease, deferred

employee benefit costs, deferred plant costs and coal contract

settlement costs.

In a competitive environment, 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 related to 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.

Asset Retirement Obligations
In January 2003, we adopted SFAS No. 143, 'Accounting for Asset

Retirement Obligations." SFAS No. 143 requires recognition of

legal obligations associated with the retirement of long-lived assets

that result from the acquisition, construction, development or

normal operation of such assets. Concurrent with the recognition

of the liability, the estimated cost of an asset retirement obligation

is capitalized and depreciated over the remaining life of the asset

Any income effects are offset by regulatory accounting pursuant to

SFAS No.71.

Legal Liability -Wolf Creek

On January 1, 2003, we recognized the liability for our 47% share of

the estimated cost to decommissionWolf Creek. SFAS No. 143 requires

the recognition of the present value of the asset retirement obliga-

tion we incurred at the time Wolf Creek was placed into service in 1985.

On January 1, 2003, we recorded an asset retirement obligation of

$74.7 million. In addition, we increased our property and equip-

ment balance, net of accumulated depreciation, by $10.7 million.

We also established a regulatory asset for $64.0 million, which

represents the accretion of the liability since 1985 and the increased

depreciation expense associated with the increase in plant. The asset

retirement obligation is included on our consolidated balance

sheets in other long-term liabilities. Costs to retire Wolf Creek are

currently being recovered through rates as provided by the KCC.

Non-legal Liability - Cost of Removal
We have recovered amounts in rates to provide for recovery of the

probable costs of removing utility plant assets, but which do not

represent legal retirement obligations. The amounts recovered were

included as a component of depreciation expense in accordance

with the FERC and KCC required ratemaking treatment. With the

adoption of SPAS No. 143 we were required to quantify the net cost

of removal included in accumulated depreciation. At December 31,

2002, we had $15.2 million included in accumulated depreciation

that has been reclassified to other assets. At December 31, 2003, we

had $6.6 million in removal costs that have been classified as a

regulatory asset. The net amount related to non-legal retirement

costs can fluctuate based on amounts related to removal costs

recovered compared to removal costs incurred. Therefore, if in the

future we recover removal costs in excess of amounts incurred we

will recognize a regulatory liability for that amount. We do not

anticipate that the adoption of SFAS No. 143 will have any impact

on our electric rates.

See Note 18 of the Notes to Consolidated Financial Statements,

"Asset Retirement Obligations, for additional information regarding

our asset retirement obligations.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Hedging Activity
We use financial and physical instruments to hedge a portion of our
anticipated fossil fuel needs. At the time we enter into these
transactions, we are unable to determine what the value will be
when the agreements are actually settled.

In an effort to mitigate fuel commodity price market risk, we use
hedging arrangements to reduce our exposure to increased coal,
natural gas and oil prices. Our future exposure to changes in fossil
fuel prices will be dependent on the market prices and the extent
and effectiveness of any hedging arrangements into which we enter.

See Note 7 of the Notes to Consolidated Financial Statements,
'Financial Instruments, Energy Trading and Risk Management -

Derivative Instruments and Hedge Accounting - Hedging
Activities;' for detailed information regarding hedging relationships
and an interest rate swap we entered into during the third quarter
of 2001.

Market Price Risks
Our hedging and trading activities involve risks, including
commodity price risk, equity price risk, interest rate risk and credit
risk. Commodity price risk is the risk that changes in commodity
prices may impact the price at which we are able to buy and sell
electricity and purchase fuels for our generating units. These
commodities have experienced price volatility in the past and can be
expected to do so in the future. This volatility may increase or
decrease future earnings.

Equity price risk represents the risk we may be exposed to based on
changes in the market value of our equity securities.

Interest rate risk represents the risk of loss associated with move-
ments in market interest rates. In the future, we may continue to use
swaps or other financial instruments to manage interest rate risk.

Credit risk represents the risk of loss resulting from non-performance
by a counterparty of its contractual obligations. We have exposure to
credit risk and counterparty default through our retail, energy
marketing and trading activities. We maintain credit policies
intended to reduce overall credit risk, and we actively monitor these
policies to reflect changes and scope of operations. We employ

additional credit risk control mechanisms when appropriate, such as
letters of credit, parental guarantees and standardized master netting
agreements from counterparties that allow for some of the offsetting
of positive and negative exposures. Credit exposure is monitored
and, when necessary, the activity with a specific counterparty is
limited until credit enhancement is provided. Results actually
achieved from hedging and trading activities could vary materially
from intended results and could materially affect our consolidated
financial results depending on the success of our credit risk
management efforts.

Commodity Price Exposure
We engage in both financial and physical trading to manage our
commodity price risk. We trade electricity, coal, natural gas and oil
for the benefit of our regulated operations and our power marketing
activities. We use a variety of financial instruments, including
forward contracts, options and swaps and trade energy commodity
contracts daily. We also use hedging techniques to manage overall
fuel expenditures. We procure physical product under fixed price
agreements and spot market transactions.

We are involved in trading activities primarily to reduce risk from
market fluctuations and enhance system reliability. Net open
positions exist, or are established, due to the origination of new
transactions and our assessment of, and response to, changing
market conditions. To the extent we have open positions, we are
exposed to the risk that changing market prices could have a
material, adverse impact on our consolidated financial position or
results of operations.

We manage and measure the market price risk exposure of our
trading portfolio using a variancelcovariance value-at-risk (VaR)
model. VaR is designed to measure the predicted worst-case loss at a
specific confidence level over a specified period of time. In addition
to VaR, we employ additional risk control processes such as stress
testing, daily loss limits, and commodity position limits. We expect
to use the same VaR model and control processes in 2004.

The use of the VaR method requires a number of key assumptions,
including the selection of a confidence level for losses and the
estimated holding period. We express VaR as a potential dollar loss
based on a 95% confidence level using a one-day holding period.
The calculation includes derivative commodity instruments used

38



2003 ANNUAL REPORT

for both trading and risk management purposes. The VaR amounts
for 2003 and 2002 were as follows:

2003 2002

(In Thousands)

High ........ ................... $1,393 $1,857
Low ........................... 144 150
Average ........................... 722 782

We have considered a number of risks and costs associated with the
future contractual commitments included in our energy portfolio.
These risks include credit risks associated with the financial condition
of counterparties, product location (basis) differentials and other
risks. Declines in the creditworthiness of our counterparties could
have a material adverse impacton ouroverall exposure to credit risk.
We maintain credit policies with regard to our counterparties that,
in management's view, reduce our overall credit risk. There can be
no assurance that the employment of VaR, or other risk manage-
ment tools we employ, will eliminate the risk of loss.

We are also exposed to commodity price changes outside of trading
activities. We use derivative contracts for non-trading purposes and a
mix of various fuel types primarily to reduce exposure relative to the
volatility of market and commodity prices. The wholesale power
market is extremely volatile in price and supply. This volatility impacts
our costs of power purchased and our participation in energy trades.
If we were unable to generate an adequate supply of electricity for
our retail customers, we would purchase power in the wholesale
market to the extent it is available, subject to possible transmission
constraints, and/or implement curtailment or interruption procedures
as allowed for in our tariffs and terms and conditions of service. The
increased expenses or loss of revenues associated with this could be
material and adverse to our consolidated results of operations and
financial condition.

From 2002 to 2003, we experienced an 8% increase in the average
price per MWh of electricity purchased for utility operations.
Purchased power market volatility could be greater than the average
price increase indicates. Additionally, short-term, but extreme price
volatility could potentially be of greater significance than the change
in the average price would indicate, especially during adverse
weather or market conditions. If we were to have a 10% increase in
our purchased power price from 2003 to 2004, given the amount of
power purchased for utility operations during 2003, we would have
exposure of approximately $3.3 million of operating income. Due to

the volatility of the power market, past prices cannot be used to
predict future prices.

We use various fossil fuel types, including coal, natural gas and oil, to
operate our system. A significant portion of our coal requirements
are purchased under long-term contracts. During 2003, we experi-
enced an approximate 30% increase, or $1.165 per MMBtu, in our
average cost for natural gas purchased for utility operations; Due'to
this substantial increase in natural gas cost, we decreased our natural
gas usage by 5.6 million MMBtu compared to the amount burned
in 2002. Due to the volatility of natural gas prices, we have begun to
increasingly utilize our ability to switch tp lower cost fuel types as the
market allows, primarily by using oil in our natural gas burning
facilities. During 2003, we increased our oil usage by 4.8 million
MMBtu compared to the amount burned in 2002. Although the
average cost for oil purchased for utility operations increased
$0.664 per MMBtu, or approximately 26%, compared to the average
cost in 2002, it was $1.77 per MMBtu cheaper than the average cost
of the natural gas we burned.

We use uranium to fuel our nuclear generating station and have on
hand or under contract 84% of Wolf Creek's uranium needs and
100% of its uranium conversion needs for 2004. In addition, 94% of
the uranium and 100% of the uranium conversion required for
operation of Wolf Creek through October 2009 is under contract.
The balance of the 2004 uranium requirements is expected to be
purchased on the secondary (spot) market, which means 'we will be
exposed to the price risk associated with these components.

Additional factors that affect our commodity price exposure are the
quantity and availability of fuel used for generation and the quantity
of electricity customers consume. Quantities of fossil fuel used for
generation vary from year to year based on the availability,!price'and
deliverability of a given fuel type as well as planned and scheduled
outages at our facilities that use fossil fuels and the nuclear refueling
schedule. Our customers' electricity usage could also vary from year
to year based on the weather or other factors.

Interest Rate Exposure
We had approximately $427.4 million of variable rate debt and
current maturities of fixed rate debt as of December 31, 2003. A
100 basis point change in each debt series' benchmark rate, used to
set the rate for such series would impact net income on an annualized
basis by approximately $3.7 million.
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1, 111, IV, and V.

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of
Westar Energy, Inc.

AGE Topeka, Kansas

40 We have audited the accompanying consolidated balance sheets of Westar
Energy, Inc. and subsidiaries (the Company) as of December 31, 2003 and 2002,
and the related consolidated statements of income (loss), comprehensive
income (loss), shareholders' equity, and cash flows for each of the three years in
the period ended December 31, 2003. Our audits also included the financial

41 statement schedule listed in the Index at Part IV, Item 15. These financial
statements and financial statement schedule are the responsibility of the
Company's management Our responsibility is to express an opinion on the

42 financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan

43 and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

45 In our opinion, such consolidated financial statements present fairly, in all
material respects, the financial position of the Company as of December 31,

46 2003 and 2002, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States of America. Also,
in our opinion, the financial statement schedule, when considered in relation to

118 the basic consolidated financial statements taken as a whole, presents fairly in all
material respects the information set forth therein.

the As discussed in Note 2, Note 5 and Note 18 to the financial statements, in 2003
red the Company changed its method of accounting for asset retirement obliga-
ted tions and consolidation of variable interest entities; its method of accounting

for goodwill and other intangible assets, and impairment of long-lived assets
in 2002; and accounting for derivative contracts and hedging activities in 2001.

As discussed in Note 32 to the financial statements, the accompanying consoli-
dated statements of cash flows have been restated.

DELOITTE&TOUCHE LLP

Kansas City, Missouri
March 5, 2004
(March 25, 2004 as to Note 32)
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WESTAR ENERGY, INC. CONSOLIDATED BALANCE SHEETS

As of December 31, 2003 2002

(Dollars in Thousands)

ASSETS
CURRENT ASSETS:

Cash and cash equivalents .............................................................
Restricted cash ..............
Accounts receivable, net ...............................................................
Inventories and supplies ...............................................................
Energy trading contracts ...............................................................
Deferred tax assets ....................................................................
Prepaid expenses and other .............................................................
Assets of discontinued operations ........................................................

Total Current Assets ................................................................
PROPERTY, PLANT AND EQUIPMENT, NET ....................................................

OTHER ASSETS:
Restricted cash .......................................................................
Investment in ONEOK ................................................................
Regulatory assets .....................................................................
Nuclear decommissioning trust .........................................................
Energy trading contracts ...............................................................
Other ..............................................................................

Total Other Assets .................................................................
TOTAL ASSETS ..........................................................................

UABIUTIES AND SHAREHOLDERS' EQUITY
CURRENT UABIUTIES:

Current maturities of long-term debt .....................................................
Short-term debt ......................................................................
Accounts payable .....................................................................
Accrued liabilities ....................................................................
Accrued taxes ........................................................................
Energy trading contracts ...............................................................
Deferred tax liability ..................................................................
Other ..............................................................................
Liabilities of discontinued operations .....................................................

Total Current Liabilities ............................................................

LONG-TERM UABIUTIES:
Long-term debt, net ...................................................................
Long-term debt, affiliate ...............................................................
Shares subject to mandatory redemption .................................................
Deferred income taxes and investment tax credits ...........................................
Deferred gain from sale-leaseback .......................................................
Accrued employee benefits .............................................................
Asset retirement obligation .............................................................
Nuclear decommissioning ..............................................................
Energy trading contracts ...............................................................
Other ..............................................................................

Total Long-Term Liabilities ..........................................................

COMMITMENTS AND CONTINGENCIES (NOTE 17)
SHAREHOLDERS' EQUITY:

Cumulative preferred stock, par value $100 per share; authorized 600,000 shares;
issued 248,576 shares; outstanding 214,363 shares ........................................

Common stock, par value $5 per share; authorized 150,000,000 shares;
issued 72,840,217 shares ............................................................

Paid-in capital .......................................................................
Unearned compensation ...............................................................
Loans to officers ......................................................................
Retained earnings (accumulated deficit) ..................................................
Treasury stock, at cost, 203,575 and 1,333,264 shares, respectively ..............................
Accumulated other comprehensive loss, net ...............................................

Total Shareholders' Equity ..........................................................
TOTAL UABIUTIES AND SHAREHOLDERS' EQUITY .............................................

$ 79,559
17,925
80,972

136,636
35,385

119,041
43,176

570,541

1,083,235

3.909,500

$ 113,049
156,391
49,202

143,538
44,175

38,336
920,155

1,464,846

3,938,944

31,854

411,315
80,075
4,190

214,336

741,770

S 5,734,505

35,760
703,315
319,750
63,522
17,179

197,009

1,336,535

$ 6,740,325

S 190,747 $ 290,294
1,000 1,000

94,700 84,168
113,898 130,512
83,079 51,124
28,000 43,370

_ 13,580
20,486 63,476

488,805 569,632

1,020,715 1,247,156

1,966,039 2,720,757
103,093 -

- 214,505
1,039,620 1,096,677

150,810 162,638
101,892 85,484
80,695 -
80,075 63,522

1,111 8,341
153,695 160,605

3,677,030 4,512,529

21,436 21,436

364,201 364,201
776,754 825,744
(15,879) (14,742)

(2) (1,832)
(102,782) (185,961)

(2,391) (18,704)
(4,577) (9,502)

1,036,760 980,640

$5,734,505 $6,740,325
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The accompanying notes are an integral part of these consolidated financial statements.
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WESTAR ENERGY, INC. CONSOUDATED STATEMENTS OF INCOME (LOSS)

Year Ended December 31, 2003 2002 2001
(Dollars in Thousands, Except Per Share Amounts)

SALES .
OPERATING EXPENSES:

Fuel and purchased power .
Operating and maintenance.
Depreciation and amortization ....... ...................
Selling, general and administrative ..................................

Total Operating Expenses ......................................

INCOME FROM OPERATIONS .........................................

OTHER INCOME (EXPENSE):
Investment earnings ..............................................
Gain on sale of ONEOK stock .....................................
(Loss) gain on extinguishment of debt and settlement

of putable/callable notes .......................................
Impairment of investments ........................................
Other income ...................................................
Other expense ..................................................

Total Other Income (Expense) ..................................

Interest expense ...................................................

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES,
CUMULATIVE EFFECTS OF ACCOUNTING CHANGES
AND PREFERRED DIVIDENDS .......................................

Income tax expense (benefit) .........................................

INCOME FROM CONTINUING OPERATIONS BEFORE
ACCOUNTING CHANGE AND PREFERRED DIVIDENDS ...................

DISCONTINUED OPERATIONS:
Discontinued operations, net of tax .................................
Cumulative effect of accounting change, net of tax .....................

Results of discontinued operations, net of tax .......................

Cumulative effects of accounting changes, net of tax of $12,347 .............

NET INCOME (LOSS) ................................................
Preferred dividends, net of gain on reacquired preferred stock ...............

EARNINGS (LOSS) AVAILABLE FOR COMMON STOCK ......................

BASIC AND DILUTED EARNINGS PER AVERAGE
COMMON SHARE OUTSTANDING (SEE NOTE 2):

Basic earnings available from continuing
operations before accounting changes ............................

Discontinued operations, net of tax .................................
Accounting changes, including discontinued operations, net of tax.

Basic earnings (loss) available ......................................

Diluted earnings available from continuing
operations before accounting changes ............................

Discontinued operations, net of tax .................................
Accounting changes, including discontinued operations, net of tax.

Diluted earnings (loss) available ....................................

Average common shares outstanding ...................................

DIVIDENDS DECLARED PER COMMON SHARE ............................

$1,461,143 $ 1,423,151 $ 1,308,536

390,312
371,372
167,236
160,825

1,089,745

371.398

379,500
379,220
171,807
218,345

1,148,872

274,279

394,337
343,344
185,519
174,301

1,097,501

211,035
-

36,732 77,092 52,634
99,327 - -

(26,455) (1,541) 1,395
(500) (330) (11,075)

5.180 1,349 10,173
(16,643) (38,380) (15,514)
97,641 38,190 37,613

224,356 235,172 216,027

244,683 77,297 32,621
81,768 (11,519) (26,712)

162,915 88,816 59,333

(77,905) (258,100) (98,903)
(623,717)

(77,905) (881,817) (98,903)

18,694

85,010 (793,001) (20,876)
968 399 895

$ 84,042 $ (793,400) $ (21,771)

$ 2.24 $ 1.23 $ 0.83
(1.08) (3.60) (1.40)

- (8.69) 0.26

$ 1.16 $ (11.06) $ (0.31)

$ 2.21 $ 1.22 $ 0.82
(1.06) (3.57) (1.38)

(8.63) 0.26

$ 1.15 $ (10.98) $ (0.30)

72,428,728

$ 0.76

71,731,580

$ 1.20
70,649,969
$ 1.20
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The accompanying notes are an integral part of these consolidated financial statements.
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WESTAR ENERGY, INC. CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Year Ended December 31, 2003 2002 2001

(Dollars in Thousands)

NET INCOME (LOSS) .

OTHER COMPREHENSIVE INCOME (LOSS), BEFORE TAX:
Unrealized holding gain (loss) on marketable

securities arising during the period.
Reclassification adjustment for (gain) loss

included in net income .
Unrealized holding gain (loss) on cash flow hedges

arising during the period .
Reclassification adjustment for (gain) loss

included in net income .
Minimum pension liability adjustment .
Foreign currency translation adjustments.

Other comprehensive income (loss), before tax.
Income tax (expense) benefit related to items

of other comprehensive income .
Other comprehensive gain (loss), net of tax .

COMPREHENSIVE INCOME (LOSS).

$85,010 $(793,001) $(20,876)

$99,412 $ - $ (592)

(99,310) 102 - 3,336 2,744

14,210 19,466 (31,735)

(6,483) 7,727

284

8,113

1,992 21,458

(1,341)
1,739

21,856

(8,727)

13,129

$(779,872)

2,551 (29,184)

(6,712)
107

(33,045)

(3,188)

4,925

$89,935

13,615

(19,430)

$(40,306)
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The accompanying notes are an integral part of these consolidated financial statements.
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WESTAR ENERGY, INC CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31, 2003 2002 2001

(Dollars in Thousands)
(As restated - see note 32)

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES:
Net income (loss).
Adjustments to reconcile net income (loss) to net cash

provided by operating activities:
Discontinued operations, net of tax .
Cumulative effect of accounting change.
Depreciation and amortization.
Amortization of deferred gain from sale-leaseback.
Amortization of non-cash stock compensation.
Net changes in energy trading assets and liabilities.
Loss (gain) on extinguishment of debt and settlement

of putable/callable notes.
Net changes in fair value of call option .
Equity in earnings from investments.
Impairment on investments.
(Gain) loss on sale of marketable securities.
(Gain) loss on sale of utility plant and property .
Accrued potential liability.
Corporate-owned life insurance .
Net deferred taxes.

Changes in working capital items, net of acquisitions and dispositions:
Restricted cash.
Accounts receivable, net.
Inventories and supplies.
Prepaid expenses and other .
Accounts payable .
Accrued and other current liabilities.
Accrued taxes.

Changes in other, assets .
Changes in other, liabilities.

Cash flows from operating activities.

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES:
Additions to property, plant and equipment.
Investment in corporate-owned life insurance .
Proceeds from sale of utility plant and property .
Proceeds from sale of marketable securities.
Issuance of officer loans and interest, net of payments .
Proceeds from other investments.

Cash flows from (used in) investing activities.

CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES:
Short-term debt, net.
Proceeds of long-term debt.
Retirements of long-term debt.
Funds in trust for debt repayments .
Purchase of call option investment.
Net borrowings against cash surrender value of

corporate-owned life insurance.
Issuance of common stock, net .
Cash dividends paid .

4 Retirement of preferred stock .
Acquisition of treasury stock.
Reissuance of treasury stock.

Cash flows (used in) from financing activities.

Net cash from (used in) discontinued operations.

Foreign currency translation.

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS.
CASH AND CASH EQUIVALENTS:

Beginning of period.

End of period .

S 85,010

77,905

167,236
(11,828)

6,885
(1,855)

26,455
2,178

500
(99,327)
(11,912)

1,205
(41,133)
(94,838)

$ (793,001)

881,817

171,807
(11,828)

14,006
20,229

$ (20,876)

98,903
(18,694)
185,519
(11,828)

12,840
10,683

/

(4,794)
(31,770)

6,901
61,048
8,328

(76,565)
78,911

1,170
(23,304)

126,406

1,541
22,609
(9,670)

330

1,424
22,928

(31,773)
24,435

(6,596)
(4,795)
(8,955)
(3,482)

(21,026)
4,324

(22,640)
1,146

18,149

270,979

(1,395)

(4,721)
11,075

1,861

(47,627)
(12,200)

(5,868)
31,944

(48,369)
(2,146)

(28,541)
2,245

(23,875)
(11,116)

58

117,872
-

(150,378) (126,763) (226,996)
(19,599) (19,399) (19,852)
33,303 1,205 -

801.841 - 2,829
438 (309) (1,973)
801 18,296 63,198

666,406 (126,970) (182,794)

- (221,300) 187,300
- 1,350,069 107

(963,330) (1,028,379) (50,388)
145,182 (135,000)
(65,785) _ _

58,399 52,630 57,759
- 2,551 5,604

(57,726) (73,535) (67,259)
_ (1,547) (545)
- (19,544) (866)

7,260 256 899

(876,000) (73,799) 132,611

49,698 (46,047) 13,329
- 1,739 107

(33,490) 25,902 81,125

113,049 87,147 6,022

$ 79,559 $ 113,049 $ 87,147

The accompanying notes are an integral part of these consolidated financial statements.
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WESTAR ENERGY, INC. CONSOUDATED STATEMENTS OF SHAREHOLDERS' EQUITY

2003 2002 2001
Year Ended December 31, Shares Amount Shares Amount Shares Amount

(Dollars in Thousands)

Cumulative preferred stock:
Beginning balance ..........................
Retirement of preferred stock .................

Ending balance ............................

Common stock:
Beginning balance ..........................
Issuance of common stock ....................
Retirement of common stock .................

Ending balance ............................

Paid-in capital:
Beginning balance ..........................
Dividends on preferred stock ..................
Retirement of preferred stock .................
Issuance of common stock ....................
Dividends on common stock ..................
Retirement of common stock .................
Issuance of treasury stock .....................
Cancellation of restricted stock ................
Grant of restricted stock ......................
Stock compensation .........................

Ending balance ............................

Unearned compensation:
Beginning balance ..........................
Grant of restricted stock ......................
Amortization of restricted stock ................
Forfeited restricted stock .....................

Ending balance ............................

Loans to officers:
Beginning balance ..........................
Issuance of officer loans and interest,

net of payments .........................
Reclass loans of former officers to other assets ....

Ending balance ............................

Retained earnings (accumulated deficit):
Beginning balance ..........................
Net income (loss) ...........................
Dividends on preferred stock ..................
Retirement of preferred stock, net ..............
Dividends on common stock ..................
Issuance of treasury stock .....................

Ending balance ............................

Treasury stock:
Beginning balance ..........................
Issuance of common stock ....................
Retirement of common stock .................
Acquisition of treasury stock ................
Issuance of treasury stock .....................
Cancellation of restricted stock ................

Ending balance .......................

Accumulated other comprehensive income (loss):
Beginning balance ..........................
Unrealized gain on marketable securities ........
Unrealized gain (loss) on cash flow hedges ......
Minimum pension liability adjustment .........
Currency translation adjustment ...............
Tax (expense) benefit ........................

Ending balance ............................

Total Shareholders' Equity ......................

214,363

214,363

S 21,436

21,436

239,364
(25,001)
214.363

$ 23,936
(2,500)

21.436

248,576
(9,212)

239.364

$ 24,858
(922)

23.936

72,840,217 364,201 86,205,417 431,027 70,082,314 350,412
- - 6,936,289 34,681 16,123,103 80,615
- - (20,301,489) (101,507) - -

72.840,217 364,201 72,840,217 364,201 86,205,417 431,027

825,744 1,196,765 868,166
(968) (996) -
1,696 (39) (12)

- 76,586 291,427
(53,501) (87,088)

(349,397)
671 2 -
- - 14,570

7,631 7,872 15,791
(4,519) (17,961) 6,823

776,754 825,744 1,196,765

(14,742) (21,920) (18,066)
(7,631) (7,872) (15,791)
6,494 8,647 11,937

_ 6,403 -

(15,879) (14,742) (21,920)

(1,832) (1,973)

438 (309) (1,973)
1,392 450 -

(2) (1,832) (1,973)

(185,961) 606,502 714,454
85.010 (793,001) (20,876)

(1,129)
(1.696) 597 234

(84,474)
(135) (59) (1,707)

(102,782) (185,961) 606,502

(1,333,264) (18,704) (15,097,987) (364,901) - -
- - (5,253,502) (86,869) (15,047,987) (358,805)
- - 20,301,489 450,904 - -

- (1,434,100) (19,508) (50,000) (866)
1,129,689 16,313 150,836 1,670 520,300 9,340.

- - (520,300) (14,570) 45

(203,575) (2.391) (1,333,264) (18,704) (15,097,987) (364,901)

(9,502)
102

7,727
284

(3,188)

(4,577)
$1.036,760

(22,631)

21,458
(1,341)

1,739
(8,727)
(9,502)

$ 980,640

(3,201)
2,744

(29,184)
(6,712)

107
13,615

(22,631)

$1,846,805

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003

1. DESCRIPTION OF BUSINESS
Westar Energy, Inc., a Kansas corporation incorporated in 1924, is
the largest electric utility in Kansas. Unless the context otherwise
indicates, all references in this Annual Report on Form 10-K to "the
company, "we, us, "our" and similar words are to Westar Energy,
Inc. and its consolidated subsidiaries. The term 'Westar Energy"
refers to Westar Energy, Inc. alone and not together with its consoli-
dated subsidiaries. We provide electric generation, transmission and
distribution services to approximately 644,000 customers in Kansas.
Westar Energy provides these services in northeastern Kansas,
including the Topeka, Lawrence, Manhattan, Salina and Hutchinson
metropolitan areas. Kansas Gas and Electric Company (KGE), our
wholly owned subsidiary provides these services in south-central and
southeastern Kansas, including the Wichita metropolitan area. Both
Westar Energy and KGE conduct business using the name Westar
Energy. Our corporate headquarters is located at 818 South Kansas
Avenue, Topeka, Kansas 66612.

KGE owns a 47% interest in the Wolf Creek Generating Station
(Wolf Creek), a nuclear power plant located near Burlington,
Kansas, and a 47% interest in Wolf Creek Nuclear Operating
Corporation (WCNOC), the operating company for Wolf Creek.

Westar Industries, Inc. (Westar Industries), our wholly owned
subsidiary, owned an 87% interest in Protection One, Inc. (Protection
One), a publicly traded company that provides monitored security
services, and our investment in Protection One Europe. Westar
Industries now owns other non-material investments. We sold our
interest in Protection One on February 17, 2004, and we sold our
interest in Protection One Europe on June 30, 2003. In 2003, we
classified our interests in monitored security businesses as discontin-
ued operations. See Note 5, 'Discontinued Operations' for additional
information about the classification of our monitored security
businesses as discontinued operations.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation
We prepare our consolidated financial statements in accordance
with generally accepted accounting principles (GAAP) for the
United States of America. Our consolidated financial statements
include all operating divisions and majority owned subsidiaries for
which we maintain controlling interests. Common stock invest-
ments that are not majority owned are accounted for using the equity
method when our investment allows us the ability to exert significant
influence. Undivided interests in jointly-owned generation facilities
are consolidated on a pro rata basis. All material intercompany
accounts and transactions have been eliminated in consolidation.

46 Use of Management's Estimates
When we prepare our consolidated financial statements, we are
required to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities at the date of our
consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period. We evaluate our
estimates on an on-going basis, including those related to bad debts,

inventories, valuation of commodity contracts, depreciation,
unbilled revenue, investments, valuation of our energy trading
portfolio, intangible assets, income taxes, pension and other post-
retirement and post-employment benefits, nuclear decommissioning
of Wolf Creek, asset retirement obligations, net amount realizable
from the disposition of our monitored security businesses, environ-
mental issues, contingencies and litigation. Actual results may differ
from those estimates under different assumptions or conditions.

Regulatory Accounting
We currently apply accounting standards for our regulated utility
operations that recognize the economic effects of rate regulation in
accordance with Statement of Financial Accounting Standards
(SFAS) No. 71, "Accounting for the Effects of Certain Types of
Regulation;' and, accordingly, have recorded regulatory assets and
liabilities when required by a regulatory order or based on regulatory
precedent.

Regulatory assets represent incurred costs that have been deferred
because they are probable of future recovery in customer rates.
Regulatory liabilities represent probable obligations to make refunds
to customers for previous collections for costs that are not likely to be
incurred in the future. We have recorded these regulatory assets and
liabilities in accordance with SFAS No. 71. If we were required to
terminate application of SFAS No. 71 for all of our regulated
operations, we would have to record the amounts of all regulatory
assets and liabilities on our consolidated statements of income (loss)
at that time. Our earnings would be reduced by the net amount
calculated from the table below, net of applicable income taxes.
Regulatory assets and liabilities reflected on our consolidated
balance sheets are as follows:
As of Decembve 31, 2003 2002

OIn Thousands)
Recoverable income taxes $....... 207,812 $198,866
Debt reacqusition costs ............................. 25,155 28,169
Deferred employee benefit costs ...................... 18,424 25,555
Deferred plant costs ............................... 28,532 29,037
2002 ice storm costs ............................... 16,369 14,963
Asset retirement obligations ............... .......... 70,455 -
KCC depreciation ................................. 14,294 6,253
Woal Creek outage ................................ 13,645 7,072
Other regulatory assets ........................... 16,629 9,835

Total regulatory assets ............................ $ 411,315 $319,750

Total regulatory liabilities .......................... S 14,323 S 8,445

• Recoverable income taxes: Recoverable income taxes represent
amounts due from customers for accelerated tax benefits that have
been previously flowed through to customers and are expected to
be recovered in the future as the accelerated tax benefits reverse.
This item will be recovered over the life of the utility plant

* Debt reacquisition costs: Includes loss on reacquired debt and
refinancing costs on the LaCygne 2 generating unit (LaCygne 2)
lease. Debt reacquisition costs are amortized over the original
term of the reacquired debt or, if refinanced, the term of the new
debt

* Deferred employee benefit costs: Deferred employee benefit

costs represent post-retirement and post-employment expenses in
excess of amounts paid that are to be recovered over a period of
five years starting in July 2001 as authorized by the Kansas
Corporation Commission (KCC).
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m Deferred plant costs: Deferred plant costs under SFAS No. 90
related to the Wolf Creek nuclear generating facility will be recov-
ered over the term of the plant's operating license through 2025.

a 2002 ice storm costs: Restoration costs associated with an ice
storm that occurred in January 2002. We have received an
accounting authority order from the KCC that allows us to
accumulate and defer for potential future recovery all operating
and carrying costs related to storm restoration.

* Asset retirement obligations: Asset retirement obligations
represent amounts associated with our legal obligation to retire
Wolf Creek. Retirement costs are currently being recovered
through rates as provided by the KCC. We have placed amounts
recovered through rates in a trust. The trust's funds will be used to
pay for the costs to retire Wolf Creek. See Note 18, "Asset
Retirement Obligations:' for information regarding our Nuclear
Decommissioning Trust Fund.

a KCC depredation: Due to the change in our depreciation rates for
ratemaking purposes for Wolf Creek and LaCygne 2, we record a
regulatory asset for the amount that our depreciation expense
exceeds our regulatory depreciation expense. See '- Depreciation"
for additional informnation.

* Wolf Creek outage: Represents maintenance costs incurred in
our most recent refueling outage. In accordance with regulatory
treatment, this amount is amortized to expense ratably over the
18-month period after the outage.

a Other regulatory assets: This includes various regulatory assets
that are relatively small in relation to the total regulatory assets
balance. Other regulatory assets include property tax surcharge,
coal contract settlement costs, rate case expense, and the removal
component included in depreciation rates of the asset retirement
obligation.

a Other regulatory liabilities: This includes various regulatory
liabilities that are relatively small and includes provisions for rate
refunds, property tax, emissions allowances, and savings from the
sale of an office building.

A return is allowed on the 2002 ice storm costs, KCC depreciation
and coal contract settlement costs (included in "Other regulatory
assets" in the table above).

Cash and Cash Equivalents
We consider highly liquid investments with maturities of three
months or less when purchased to be cash equivalents.

Restricted Cash
Restricted cash consists of cash irrevocably deposited in trust for a
prepaid capacity and transmission agreement, letters of credit, surety
bonds and escrow arrangements as required by certain letters of
credit, and various other deposits.

Inventories and Supplies
Inventories and supplies for our utility business are stated at average
cost.

Property, Plant and Equipment
Property, plant and equipment is stated at cost. For utility plant, cost
includes contracted services, direct labor and materials, indirect
charges for engineering and supervision, and an allowance for funds
used during construction (AFUDC). AFUDC represents the cost of
borrowed funds used to finance construction projects. The AFUDC

rate was 5.27% in 2003, 5.95% in 2002 and 9.01% in 2001. The cost
of additions to utility plant and replacement units of property is
capitalized. AFUDC capitalized into construction in progress was
$1.5 million in 2003, $2.2 million in 2002 and $8.7 million in 2001.

Maintenance costs and replacement of minor items of property are
charged to expense as incurred. For utility plant, when a unit of
depreciable property is retired, the original cost, less salvage value, is
charged to accumulated depreciation.

Depreciation
Utility plant is depreciated on the straight-line method at the lesser
of rates set by the KCC or rates based on the estimated remaining
useful lives of the assets, which are based on an average annual
composite basis using group rates that approximated 2.5% during
2003, 2.66% during 2002 and 3.03% during 2001.

As a result of the 2001 KCC rate order, the KCC reduced our
allowed depreciation rates for Wolf Creek and all of our coal
generating stations resulting in an annual reduction in depreciation
expense of approximately $30.0 million. Effective April 1, 2002, we
adopted the new depreciation rates as prescribed in the KCC order.

As part of the 2001 KCC rate order, the KCC extended the
estimated retirement date for Wolf Creek from 2025 to 2045,
although our operating license for Wolf Creek expires in 2025. The
KCC also extended the estimated retirement date for LaCygne 2 to
2032, although the term of our lease for LaCygne 2 expires in 2016.
The effect of extending the retirement date was to reduce our
amortization expense for leasehold improvements recovered in
customer rates. For financial statement purposes, we recognize
depreciation expense based on the current operating license and the
initial lease term. We record a regulatory asset for the difference
between the KCC allowed depreciation and financial statement
depreciation. If our generating license for Wolf Creek is not
renewed or the term of our lease for LaCygne 2 is not extended, we
will need to seek relief from the KCC to recover the remaining cost
of these assets.

Depreciable lives of property, plant and equipment are as follows:

Years

Utilty:
Fossil fuel generating facilities .... ............. 6 to 68
Nuclear fuel generating facility ..... ............ 38 to 45
Transmission facilities ................. 28to 67
Distribution facilities ................. 19 to 57
Other ................. 5 to 55

Nuclear Fuel
Our share of the cost of nuclear fuel used in the process of
refinement, conversion, enrichment and fabrication is recorded as
an asset in property, plant and equipment on our consolidated
balance sheets at original cost and is amortized to cost of sales based
on the quantity of heat consumed during the generation of 47
electricity, as measured in millions of British Thermal Units
(MMBtu). The accumulated amortization of nuclear fuel in the
reactor was $16.6 million at December 31, 2003 and $25.2 million
at December 31, 2002. Spent fuel charged to cost of sales was
$17.0 million in 2003, $17.8 million in 2002 and $22.1 million
in 2001.
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Cash Surrender Value of Life Insurance
The following amounts related to corporate-owned life insurance
policies (COLI) are recorded in other long-term assets on our
consolidated balance sheets at December 31:

2003 2002

(In Millions)

Cash surrender value of polides(a) .......... ........... $ 884.8 S 824.0
Borrowings against policies .......................... (834.7) (776.3)

COLU net ................................. 1 50.1 S 47.7

(-)Cash surrender value of policies as presented represents the value of the policies
as of the end of the respective policy years and not as of December 31, 2003 and
2002.

Stock Based Compensation
For purposes ofthe pro forma disclosures required by SFAS No. 148,
"Accounting for Stock Based Compensation - Transition and
Disclosure;' the estimated fair value of stock options is amortized to
expense over the relevant vesting period. While we began using
restricted share units (RSUs) as our stock based compensation in
2001, we have approximately 226,700 stock options issued to
employees in prior periods that were outstanding as of December 31,
2003. Information related to the pro forma impact on our
consolidated earnings and earnings per share follows.

2003 2002 2001

(Dollars In Thousands, Except Per Share Amounts)

$84,042 S(793,400) 1(21,771)
Income is recorded for increases in cash surrender value and net
death proceeds. Interest incurred on amounts borrowed is offset
against policy income. Income recognized from death proceeds is
highly variable from period to period. Death benefits recognized as
income approximated $1.8 million in 2003, $3.6 million in 2002
and $2.7 million in 2001.

Revenue Recognition - Energy Sales
Revenues from energy sales are recognized upon delivery to the
customer and include an estimate for energy delivered but unbilled
at the end of each year. Our estimate of revenue attributable to this
unbilled portion is based on the total energy available for sale during
the year measured against total billed sales and our estimates, based
on historical data, of the portion of the unbilled revenues
attributable to each of our different rate classes (retail or wholesale).
If actual sales differ from the estimate, our revenues could be
affected. At December 31, 2003, we had estimated unbilled revenue
of $42.7 million.

Energy marketing activities are accounted for under the mark-to-
market method of accounting. Under this method, changes in the
portfolio value are recognized as gains or losses in the period of
change. The net mark-to-market change is included in energy sales
on our consolidated statements of income (loss). The resulting
unrealized gains and losses are recorded as energy trading assets and
liabilities on our consolidated balance sheets. We use quoted market
prices to value our energy marketing and derivative contracts when
such data are available. When marketprices are not readily available
or determinable, we use alternative approaches, such as model
pricing. The quoted market prices used to value these transactions
reflect our best estimate of fair values of our trading positions.
Results actually achieved from these activities could vary materially
from intended results and could affect our consolidated financial
results. See Note 7, "Financial Instruments, Energy Trading and
Risk Management;' for additional information regarding energy
trading activities.

4 Income Taxes
Our consolidated financial statements use the liability method to
reflect income taxes. Deferred tax assets and liabilities are
recognized for temporary differences in amounts recorded for
financial reporting purposes and their respective tax basis. We
amortize deferred investment tax credits over the lives of the related
properties.

Earnings (loss) available for
common stock, as reported ..........

Add: Stock-based compensation
induded in earnings (loss) available
for common stock, as reported,
net of related tax effects .............

Deduct: Total stock option expense
determined under fair value method
for all awards, net of related tax effects

Earnings (loss) available for common stock,
pro forma ........................

Weighted average shares
used for dilution ...................

Earnings (loss) per share:
Basic-as reported ................
Bask-pro forma .................

Diluted-as reported ...............
Diluted - pro forma ................

46 1 22

1,576 250 461

$82,512 1(793,649) 1(22,210)

73,354,011 72,258,696 71,718,132

11.16
11.14

$1.15
S 1.12

(101.06)
$(11.06)

1(10.98)
1(10.98)

1(0.31)
$(0.31)
$(0.30)
$(0.31)

Accounting Changes

Accounting for Energy Trading Contracts
In May 2003, the Financial Accounting Standards Board (FASB)
issued SFAS No. 149, "Amendment of Statement 13 3 on Derivative
Instruments and Hedging Activities" SFAS No. 149 amends the
accounting for derivative instruments, including certain derivative
instruments embedded in other contracts and for hedging activities,
and clarifies which contracts qualify as "normal purchase/normal
sale" contracts. SFAS No. 149 also amends certain other existing
pronouncements and requires contracts with comparable character-
istics to be accounted for similarly. In particular, SFAS No.149
clarifies when a contract with an initial net investment meets the
characteristics of a derivative and when a derivative that contains a
financing component will require special reporting in the statement
of cash flows. SFAS No. 149 was effective for contracts entered into
or modified after June 30, 2003. Adoption of SFAS No. 149 has not
had a material effect on our consolidated results of operations,
financial position or cash flows.

In October 2002, the FASB, through the Emerging Issues Task
Force (EITF), reached consensus on EITF Issue No. 02-03, "Issues
Involved in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activities: EITF Issue No. 02-03, in part, rescinded
Issue No. 98-10, "Accounting for Contracts Involved in Energy
Trading and Risk Management Activities:" As a result, all new
contracts entered into after October 25, 2002 can no longer be
marked-to-market and recorded in earnings unless they fall within
the scope of SFAS No. 133. We were unaffected by this change in
accounting principle and were not required to reclassify any of our
contracts since our energy trading contracts qualify as derivative
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instruments under the guidance of SFAS No. 133. EITF Issue
No. 02-03 also requires reporting energy trading contracts and
derivatives in the income statement on a net basis effective January 1,
2003, whether the contracts are settled financially or physically. We
began classifying our energy trading contracts on a net basis during
the third quarter of 2002 and have reclassified all prior periods to
reflect this presentation.

In August 2003, the FASB issued EITF Issue 03-11, "Reporting
Realized Gains and Losses on Derivative Instruments that are
Subject to the FASB Statement No. 13 3 and Not "Held For Trading
Purposes" as Defined in Issue No. 02-3." The reporting of realized
gains and losses on physically settled derivative contracts is based on
the economic substance of the transaction. Our physically settled
transactions are reported on a gross basis in the income statement in
accordance with EITF Issue 03-11 guidance.

On July 1, 2002, we began reporting mark-to-market gains and losses
on energy trading contracts on a net basis, whether realized or
unrealized, on our consolidated income statements. Prior to July 1,
2002, we reported gains on these contracts in sales and losses in cost
of sales on our consolidated income statements. See Note 7,
"Financial Instruments, Energy Trading and Risk Management" for
additional information on the effects of the accounting change.

Gains and Losses from Extinguishment of Debt
Effective July 1, 2002, we adopted SEAS No. 145, "Rescission of the
FASB Statements No. 4, 44, and 64, Amendment of the FASB
Statement No. 13, and Technical Corrections" SFAS No. 145 limits
the income statement classification of gains and losses from
extinguishment of debt as extraordinary to those transactions meeting
the criteria of APB Opinion No. 30, "Reporting the Results of
Operations - Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions." SFAS No. 145 prohibits extraordinary
gain/loss treatment of gains and losses associated with extinguish-
ments of debt that are a result of a company's risk management
strategy. Under SFAS No. 145, current gains and losses from the
extinguishment of debt are reported as other income. Gains or losses
in prior periods that were previously classified as extraordinary that
do not meet the APB Opinion No. 30 criteria have been reclassified
to other income. The adoption of this standard did not impact our
net income or financial condition.

During the last three years, we repurchased our debt securities in
the open market and recorded gains and losses on the extinguish-
ment of these debt securities. We recognized a loss of $26.5 million
in 2003, aloss of$1.5 million in 2002 and a gain of$1.4 million in 2001.

Accounting for Guarantees
In November 2002, the FASB issued Interpretation (FIN) No. 45,
"Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others' which provides guidance for accounting for guarantees. For
any guarantee entered into after December 2002, a guarantor is
required to recognize, at the inception of a guarantee, a liability for
the fair value of the obligation undertaken in issuing the guarantee.
Any future guarantee that we enter into will be accounted for as
a liability.

In 1998, we issued a financial guarantee of an obligation of Onsite
Energy Corporation under which our maximum liability was
$1.3 million. This guarantee was released in the first quarter of 2003.

Consolidation of Variable Interest Entities
In January 2003, the FASB issued Financial Interpretation Number
(FIN) 46, "Consolidation of Variable Interest Entities:' which was
subsequently revised in December 2003 with the issuance of
FIN 46R. The objective of this interpretation is to provide guidance
on how to identify variable interest entities (VIE) and determine
when the assets, liabilities, non-controlling interests and results of
operations of a VIE need to be included in a company's consolidated
financial statements. We discuss the effects of FIN 46R in further
detail in Note 6, "Accounts Receivable and Variable Interest Entities'

Accounting for Mandatorily Redeemable
Preferred Securities

In May 2003, the FASB issued SFAS No. 150, "Accounting for
Certain Financial Instruments with Characteristics of both
Liabilities and Equity:" This statement establishes standards for the
classification and measurement ofcertain financial instruments that
have characteristics of both liabilities and equity. SFAS No. 150
requires that an issuer classify a financial instrument that is within
the scope of this statement as a liability. This statement is effective
for financial instruments entered into or modified after May 31,
2003, and otherwise is effective at the beginning of the first interim
period beginning after June 15, 2003. We determined that the
mandatorily redeemable preferred securities issued by Western
Resources Capital I fell within the scope of SFAS No. 150. These
trusts were included in the long-term debt line on our consolidated
balance sheets as of September 30, 2003. Subsequently, FIN 46R
was issued and it was determined that these securities are VIEs
under FIN 46R and are to be deconsolidated. As of December 31,
these trusts are reported as long-term debt, affiliate. See the
discussion of "Consolidation of Variable Interest Entities" above, for
additional information on this change.

Employers' Disclosures about Pension
and Other Post-retirement Benefits

On December 23, 2003, the FASB issued SFAS No. 132 (revised
2003), "Employers' Disclosures about Pensions and Other Post-
retirement Benefits - an amendment of the FASB Statements
No. 87, 88 and 106" (SFAS No. 132R). SFAS No. 132R is effective
for fiscal years ending after December 15, 2003. Interim disclosure
requirements under SFAS No. 132R will be effective for interim
periods beginning after December 15, 2003, and required disclosures
related to estimated benefit payments will be effective for fiscal years
ending after June 15, 2004.

SFAS No. 132R replaces the disclosure requirements in SEAS No. 87,
"Employers' Accounting for Pensions' SEAS No. 88, "Employers'
Accounting for Settlements and Curtailments of Defined Benefit
Pension Plans and for Termination Benefits" and SFAS No. 106,
"Employers' Accounting for Post-retirement Benefits other than
Pensions" SEAS No. 132R addresses disclosures only and does not
address measurement and recognition accounting for pension and
post-retirement benefits, strategies, plan obligations, cash flows and
net periodic benefit costs of defined benefit pension and post-
retirement plans. Effective December 31, 2003, we adopted the
disclosure requirements of SEAS No. 132R.

Dilutive Shares
Basic earnings per share applicable to common stock are based on
the weighted average number of common shares outstanding and
shares issuable in connection with vested RSUs during the period
reported. Diluted earnings per share include the effect of potential
issuances of common shares resulting from the assumed vesting of
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all outstanding RSUs and exercise of all outstanding stock options
issued pursuant to the terms of our stock-based compensation plans.
The dilutive effect of stock-based compensation and stock options is
computed using the treasury stock method.

Diluted earnings per share amounts shown in the accompanying
financial statements reflect the inclusion of non-vested restricted
share awards and the effect of stock options outstanding. The follow-
ing table reconciles the weighted average number of common shares
outstanding used to compute basic and diluted earnings per share.

Year Ended December 31, 2003 2002 2001

DENOMINATOR FOR BASIC AND
DILUTED EARNINGS PER SHARE:
Denominator for basic earnings

per share-weighted average shares . 72,428,728 71,731,580 70,649,969
Effect of dilutive securities:

Employee stock options ........... 305 - 2,832
Restricted share awards ........... 924,978 527,116 1,065,331

Denominator for diluted
earnings per share - weighted
averageshares ................. 73,354,011 72,258,696 71,718,132

Potentially dilutive shares not
induded in the denominator since
theyareantidilutive .............. 1,142,658 759,755 1,548,798

Supplemental Cash Flow Information
Cash paid for interest and income taxes for each of the three years
ended December 31, are as follows:

2003 2002 2001

(In Thousands)

CASH PAID FOR
Interest on financing activities,

net of amount capitalized ............... $196,037 $235,199 $204,596
Income taxes.......................... 53,625 510 5,811

NON-CASH FINANCING TRANSACTIONSL
Issuance of stock to subsidiary (See Note 22,

'Common and Preferred Stock') ......... - 86,870 364,035
Issuance of stock under

the Direct Stock Purchase Plan ............ 5,841 16,544 18,278

3. RATE MATTERS AND REGULATION

KCC Orders and Debt Reduction Plan
February 6,2003 Debt Reduction Plan

On February 6, 2003, we filed a debt reduction plan (the Debt
Reduction Plan) with the KCC in response to the KCC's order that
would have required us to reduce debt to $1.67 billion by August 1,
2003. In the Debt Reduction Plan, we outlined our plans for paying
down debt and simplifying our business. The Debt Reduction Plan
detailed the following items that had already been accomplished by
February 6, 2003, including, among other things, that.

a Consistent with the KCC's prior orders, we had terminated certain
agreements and reversed certain intercompany transactions that
might have prevented or impeded returning to being a stand-alone
electric utility.

n We had sold a portion of our ONEOK, Inc. (ONEOK) stock and
raised $300.0 million, the net proceeds of which we anticipated
using to repurchase or provide for the repayment of our 6.25%
senior unsecured notes that were putable and callable on August 15,
2003 (the putable/callable notes) and a portion of our 6.875%
senior unsecured notes.

a Our board of directors had established a dividend policy that
reduced our quarterly dividend on our common stock by 37% to a
quarterly dividend rate of $0.19 per share.

In addition, the Debt Reduction Plan called for the following items
to be accomplished:

a The sale of Protection One Europe.
n The sale of our interest in Protection One.
a The sale of all of our remaining ONEOK stock.
v The potential issuance of equity securities in 2004.

February 10, 2003 KCC Order
On February 10, 2003, the KCC issued an order granting limited
reconsideration of its December 23, 2002 order. The KCC stayed
the requirement of the December 23, 2002 order that we form a
utility-only subsidiary. The KCC also stated that the Debt Reduction
Plan appears to make a good-faith effort to address the concerns
expressed in the KCC's prior orders and that the KCC needed
additional time to review the Debt Reduction Plan prior to addressing
other issues raised in our petition for reconsideration of the
December 23, 2002 order.

March 11, 2003 KCC Order
On March 11, 2003, the KCC issued an order approving, with
conditions, a partial Stipulation entered into by us, Protection One
and certain parties in the KCC docket considering the Debt
Reduction Plan. The order, among other things, (a) authorized us to
make a payment to Protection One of up to $20.0 million for 2002
and prior tax years under the tax-sharing agreement with Protection
One, (b) authorized Westar Industries to extend the maturity date of
the credit facility it provides to Protection One to January 5, 2005,
(c) reduced the amount that may be advanced to Protection One
under the credit facility to $228.4 million, and (d) authorized us to
pay approximately $3.6 million to Protection One as reimburse-
ment for aviation services provided by a subsidiary of Protection One
and for the repurchase of our common and preferred stock held by
Protection One.

Reclassifications
We have reclassified certain amounts in prior years to conform with
classifications used in the current-year presentation.

Prior to 2003, cash flow activity related to our corporate owned life
insurance (COLI) policies was presented net in the Operating
Activities section of our consolidated statements of cash flows. In
2003, we reported cash out flows associated with the portion of the
premium payment that increases the cash surrender value of the
COU policies as an investing activity. Accordingly, we have included
$19.4 million and $19.9 million for years 2002 and 2001, respec-
tively, as an Investing Activity in our statements of cash flows as it
relates to the change in the cash surrender value. Also in 2003, the

50 cash received from borrowings against the COLU policies is being
reported as a financing activity. We have included $52.6 million and
$57.8 million for years 2002 and 2001, respectively, as a Financing
Activity on our consolidated statements of cash flows as it relates to
these borrowings.
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July 25, 2003 KCC Order
On July 21, 2003, we and Westar Industries entered into a Stipulation
and Agreement (Stipulation) with the KCC staff and other
intervenors in the docket considering the Debt Reduction Plan.
The KCC issued an order approving the Stipulation on July 25,
2003. The principal terms of the Stipulation are as follows:

x We will fully implement the Debt Reduction Plan by December 31,
2004, unless prevented by events beyond our control, in which
case the KCC may extend the deadline for implementation upon
a proper showing by us.

e We will reduce our debt to a level consistent with investment
grade bond ratings and have a capital structure comprised of at
least 40% common equity by December 31, 2004. This commit-
ment replaces the requirement imposed in the previous KCC
order that we reduce utility debt to $1.67 billion by August 1, 2003.

• We will file a rate case, which may or may not include a request
for a change in rates, by May 1, 2005, based on a test year
consisting of the 12 months ending December 31, 2004.

• We will pay to our Kansas jurisdictional customers rebates of
$10.5 million on May 1,2005 and $10.0 million on January 1,2006.

x We will also pay a rebate to customers for any amounts we may
recover from David C. Wittig, our former president, chiefexecutive
officer and chairman, Douglas T. Lake, our former executive vice
president, chief strategic officer and member of the board, for
compensation totaling approximately $2.3 million paid to them
that was included in our electric rates during calendar years 1998
through 2002, net of costs we incur to recover the funds. See Note
19, 'Legal Proceedings' for more information about our efforts to
recover compensation from Mr. Wittig and Mr. Lake.

• Westar Industries will transfer to Westar Energy all of its stock in
ONEOK and all of its cash in excess of $2.0 million within 30 days
of the date of the order.

February 13, 2004 KCC Order
On February 13, 2004, the KCC approved the sale of our interest
in Protection One subject to the condition that we issue at least
$97.2 million of common stock by December 31, 2004.

Current Status of the Debt Reduction Plan
In August 2003, we began ratably recording a regulatory liability
for the rebates that will be paid to customers in 2005, and 2006.
Accordingly, as of December 31, 2003, we have recorded a regu-
latory liability of $3.5 million for revenue to be refunded, which is
included in other liabilities on our consolidated balance sheets.

Also in August 2003, Westar Industries transferred to Westar Energy
all of its remaining stock in ONEOK and all of its cash in excess of
$2.0 million. Westar Industries has continued to transfer cash in
excess of $2.0 million in subsequent months. These transfers are
intercompany transactions that do not result in any change to the
amounts reported on our consolidated financial statements. In
addition, in accordance with a KCC order, an intercompany
receivable in the amount of $710.5 million from Westar Industries
was reclassified as an investment in Westar Industries. This
intercompany transaction is eliminated in consolidation.

In 2003, we reduced our debt by $965.7 million primarily through
use of the proceeds from the sale of our ONEOK stock and through
the retirement of $135.0 million of debt that was economically
defeased in 2002.

4. SALE OF ONEOK STOCK INVESTMENT

We sold our ONEOK stock investment in multiple transactions
in February, August and November 2003 for total proceeds of
$801.8 million, net of transaction costs. We recorded a pretax gain
of $99.3 million. We used the net proceeds for repayment of our
outstanding debt.

5. DISCONTINUED OPERATIONS - SALE OF PROTECTION
ONE AND PROTECTION ONE EUROPE

In 2003, we classified our monitored security businesses as
discontinued operations. This is reflected in the accompanying
consolidated financial statements. We also reclassified all historical
periods to conform with this reclassification. These reclassifications
were required by GAAP as a result of our board of directors' approval
of the Debt Reduction Plan. The amounts associated with our
discontinued operations are included in our "Other" segment. See
Note 29, "Segments of Business:' for further information relating to
our "Other" segment

We sold our interest in Protection One Europe on June 30, 2003.
The sale resulted in a $58.7 million reduction in our consolidated
debt level from the buyer's assumption of $48.2 million of
Protection One Europe debt that was included in our consolidated
financial statements and the use of $10.5 million of cash proceeds to
pay down debt.

On December 23, 2003 we signed a definitive agreement to sell ou'r
interests in Protection One to subsidiaries of Quadrangle Capital
Partners LP and Quadrangle Master Funding Ltd. (together,
Quadrangle). The transaction did not include the sale of our
Protection One 7 318% senior notes dueAugust 15,2005 in the face
amount of $26.6 million.

On February 17, 2004, we closed the sale of the Protection One
stock owned by Westar Industries to Quadrangle and assigned to
Quadrangle the senior credit facility between Westar Industries and
Protection One, which had an outstanding balance at December 3.1,
2003 and at closing of $215.5 million. At closing, we received
proceeds of$122.2 million.

Protection One has been part of our consolidated tax group since
1997. During that time, we have reimbursed Protection One for
current tax benefits attributable to Protection One used in our
consolidated tax return under the terms of a tax sharing agreement.
Following the sale of our Protection One common stock on
February 17, 2004, Protection One is no longer a part of our
consolidated tax group. We and Protection One did not formally
terminate our tax sharing agreement and, based on discussions with
Protection One and its counsel, there are several areas of potential
dispute between us regarding bur obligations under the terms of the
tax sharing agreement The most material of these potential disputes
involve (i) the proper treatment under the tax sharing agreement of 5t
tax obligations or benefits arising out of the transaction in which we
sold our interest in Protection One, including the impact of the
cancellation of indebtedness income generated by the assignment
of a credit agreement for less than the full amount outstanding
under the credit agreement at closing on future payments, if any, to
Protection One, (ii) whether any payments will be due to Protection
One as a result of any tax benefits that may arise from a decision by



2003 ANNUAL REPORT

us in the future to elect to treat the sale of our Protection One stock
as a sale of assets under the Internal Revenue Code and (iii) whether
payments due Protection One when we are subject to alternative
minimum tax should be calculated at the alternative minimum tax
rate of 20% or the normal statutory rate of 35%. Because of these
potential disputes, we have provided for these matters in our
consolidated financial statements. We nevertheless believe that we
have strong positions with respect to each of these items and will
aggressively pursue our positions. If we prevail, we may realize
significant additional benefits, which may reduce future cash taxes
and increase our reported net income.

Effective January 1, 2002, we adopted SFAS No. 142 and SFAS
No. 144. SFAS No. 142 established new standards for accounting
for goodwill. SFAS No. 142 continues to require the recognition of
goodwill as an asset, but discontinued the amortization of goodwill.
In addition, annual impairment tests must be performed using a
fair-value based approach as opposed to an undiscounted cash flow
approach required under prior standards. The completion of the
impairment tests, based upon a valuation performed by an inde-
pendent appraisal firm, as of January 1, 2002, indicated that the
carrying values of goodwill at Protection One and Protection One
Europe had been impaired and impairment charges were recorded
as discussed below.

Another impairment test of Protection One's goodwill and customer
accounts was completed as of July 1, 2002 (the date selected for
Protection One's annual impairment test), with the independent
appraisal firm providing the valuation of the estimated fair value of
Protection One's reporting units, and no impairment was indicated.
Protection One's stock price declined after regulatory orders were
issued (see Note 3, of the Notes to Consolidated Financial
Statements, "Rate Matters and Regulation"), including the KCC's
December 23, 2002, order. As a result, Protection One retained the
independent appraisal firm to perform an additional valuation of
Protection One's reporting units so it could perform an impairment
test as of December 31, 2002, which resulted in the additional
impairment charge discussed below.

SFAS No. 144 established a new approach to determining whether
our customer account asset is impaired. The approach no longer
permitted the evaluation of the customer account asset for impair-
ment based on the net undiscounted cash flow stream obtained over
the remaining life of goodwill associated with the customer accounts
being evaluated. Rather, the cash flow stream used under SFAS
No. 144 is limited to future estimated undiscounted cash flows from
assets in the asset group, which include customer accounts, the
primary asset of the reporting unit, plus an estimated amount for the
sale of the remaining assets within the asset group (including
goodwill). If the undiscounted cash flow stream from the asset group
is less than the combined book value of the asset group, then
customer account asset carrying value must be written down to fair

52 value, by recording an impairment.

The new rule substantially reduced the net undiscounted cash flows
for customer account impairment evaluation purposes as compared
to the previous accounting rules. Using these new guidelines, it was
determined that there was an indication of impairment of the
carrying value of the customer accounts and an impairment charge
was recorded as discussed below.

To implement the new standards, an independent appraisal firm was
engaged to help management estimate the fair values of Protection
One's and Protection One Europe's goodwill and customer accounts.
Based on this analysis, a charge was recorded in the first quarter of
2002 of approximately $749.3 million (net of tax benefit and
minority interests), of which $555.4 million was related to goodwill
and $193.9 million was related to customer accounts.

Protection One completed an additional impairment test of goodwill
as of December 31, 2002 and we recorded an impairment charge of
$79.7 million, net of tax benefit and minority interests, in the fourth
quarter of 2002 to reflect the impairment of all remaining goodwill
of Protection One's North America segment

A $36 million impairment charge was recorded in the fourth quarter
of 2002 to reflect the impairment of all remaining goodwill at
Protection One Europe.

These charges for the year ended December 31, 2002, are detailed
as follows:

Impakment of Impairnent of
Goodwill Customer Acounts Total

(in Thousands)

Protection One .$719,885 5 339,974 $1,059,859
Protection One Europe .116,154 - 116,154

Total pre-tax inpairrnent . $836,039 $339,974 1,176,013

Income tax benefit (203,958)
Minority interest (107,172)

Net charge $ 864,883

Before classifying our monitored services businesses as discontinued
operations, we were unable to record a tax benefit for a significant
portion of the goodwill impairment and amortization charges and
losses of our monitored services businesses recorded in prior years.
Upon classification as discontinued operations, GAAP requires the
current recognition of any tax benefit that will be realized in the
foreseeable future, net of any required valuation allowance. We
estimate the tax benefits associated with the capital loss on the sale of
Protection One and the assignment of the senior credit facility with
Protection One to be approximately $327.7 million. Based on the
sale of our ONEOK investment and current projections of taxable
income, we estimate that it is likely that we will be able to realize
approximately $93.8 million of these tax benefits. Therefore, we
have recorded a $233.9 million valuation allowance for that portion
of the tax benefit that we estimate may be unrealizable in the
foreseeable future.

With discontinued operations accounting, we were required to
estimate the net realizable proceeds from the sale of our monitored
services businesses. We used actual sale proceeds to calculate the
loss from discontinued operations related to Protection One
Europe, which resulted in a write off of $13.5 million. When we
initially classified Protection One as discontinued operations in the
first quarter of 2003, our estimate of the net realizable proceeds from
the sale of Protection One was based on an independent appraisal.
At that time, we recorded a write down of $41.6 million on our
Protection One investment. We updated our estimates in the third
quarter of 2003 based on then existing bids from potential buyers
and took an additional write down of $165.6 million. Upon signing
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the definitive agreement with Quadrangle on December 23, 2003,
we reduced our estimated net realizable proceeds by an additional
$38.5 million to reflect actual proceeds, and wrote off that amount
in the fourth quarter of 2003.

Results of discontinued operations are presented in the table below:

Year Ended December 31, 2003 2002 2001
On Thousands, Except Per Share Amounts)

Sales ......................... $ 306,938 $351,499 $416,509
Costs and expenses .................... 289,900 754,656 540,079

Earnings (oss) from discontinued
operations before income taxes 1....... 7,038 (403,157) (123,570)

Estimated loss on disposal .......... ..... (258,979) (1,853) (16,924)
Income tax expense (benefit) ............. (164,036) (146,910) (41,591)

Results of discontinued operations before
accounting change, net of tax ......... (77,905) (258,100) (98,903)

Cumulative effect of accounting change,
net of tax of $72,335 ................. - (623,717)

Results of discontinued operations ....... $ (77,905) $(881,817) S (98,903)

Basic Loss Per Share:
Results of discontinued operations,

beforeaccountingcshange ........ $... (1.08) $ (3.60) S (1.40)
Cumulative effect of accounting change,

netoftax . .- (8.69)

Results of discontinued operations,
netoftx ........................ S (1.08) $ (12.29) S (1.40)

Diluted Loss Per Share:
Results of discontinued operations,

beforeaccountingchange ........ ... S (1.06) S (3.57) S (1.38)
Cumulative effect of accounting change,

netof tax . .- (8.63)

Results of discontinued operations,
netoftx ........................ $ (1.06) $ (12.20) $ (1.38)

The major classes of assets and liabilities of the monitored services
businesses are as follows:

As of December 31, 2003 2002

On Thousands)
Assets:

Current ................................ $ 80,850 S 76,029
Propyery and equipment ........................ 60,656 17,461
Customer accounts, net ................ ........ 268,533 402,646
Goodwill, net ................................ 41,847 41,847
Other ........................... ..... 118,655 382,172

Total assets ................................ $570,541 $920,155

Liabilities:
Current ................................. $ 82,024 1129,512
Long-term debt .......................... 305,234 337,567
Other long-term liabilities .............. ...... 101,547 102,553

Total liabilities .............................. $488,805 $569,632

6. ACCOUNTS RECEIVABLE AND
VARIABLE INTEREST ENTmES

Our accounts receivable on our consolidated balance sheets are
comprised as follows:

As of December 31, 2003 2002

On Thousands)
Gross accounts receivable ............... $......... 123,674 $120,974
Allowance for uncollectable accounts ........ ....... (5,415) (5,978)
Unbilled energy receivables ....................... 42,713 44,206
Accounts receivable sale program .(80,000) (110,000)

Accounts receivable, net ............... S......... 80,972 S 49,202

Accounts Receivable Sales Program
On July 28, 2000, Westar Energy and KGE entered into an
agreement with WR Receivables Corporation, a wholly owned,
bankruptcy-remote special purpose entity (SPE) to sell all of their
accounts receivable arising from the sale of electricity to the SPE.
These transfers are accounted for as sales in accordance with SFAS
No. 140, 'Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities' The SPE may sell up to
$12 5 million of an undivided interest in the accounts receivable to a
third party conduit under various terms and conditions. The
percentage ownership interest in receivables held by the third party
conduit will increase or decrease over time, depending on the
characteristics of the SPE's receivables, including delinquency rates
and debtor concentrations. The agreement with the third party
conduit is renewable annually upon agreement by all parties.
On July 23, 2003, the term of the agreement was extended through
July 21, 2004.

The SPE receivable from WR Receivables Corporation represents
our retained interests in the transferred receivables. It is included in
accounts receivable, net, on our consolidated balance sheets. The
interests that we hold are included in the table below:

As of December 31, 2003 2002

On Thousands)

Undivided Interest- Retained, net ........... 1...... 71,213 S 35,803
Undivided Interest-Third party conduit, net ....... ..... 9,186 12,403

SPE receivable, net .............................. S80,399 $ 48,206

The outstanding balance of SPE receivables is net of $80.0 million
at December 31, 2003 and $110.0 million at December 31, 2002 in
undivided ownership interests sold by the SPE to the third party
conduit.

The following table provides proceeds and repayments between the
SPE and the third party conduit. These amounts are provided for
cash flow purposes and may not be reflective of accrual accounting.
These items are recorded on the statements of cash flows in the
"Accounts receivable, net" line of cash flows fiom operating activities.

Year Ended December 31, 2003 2002 2001

(n Thousands)

Proceeds from the sale of an undivided
interest from the third party conduit ...... S - $ 30,000 $ 25,000

Repayments to the conduit for
net collection of its receivable ........... (30,000) (20,000) (40,000)

$(30,000) $ 10,000 $(15,000)
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A termination event will be triggered under the terms of the
agreement with the third party conduit if Westar Energy's corporate
credit rating ceases to be at least BB- by Standard & Poor's Ratings
Group (S&P) or if its issuer rating ceases to be at least Ba3 by
Moody's Investors Service. If a termination event occurs, the third
party conduit may give notice to us and declare a termination date.
If a termination date occurs under the facility, the SPE will
discontinue purchasing receivables from Westar Energy and KGE.
Any collections of receivables received by the SPE after the
termination date will be allocated based on the ownership interest of
the SPE and the third party conduit.

Consolidation of Variable Interest Entities
In January 2003, the FASB issued Financial Interpretation Number
(FIN) 46, "Consolidation of Variable Interest Entities.' which was
subsequently revised in December 2003 with the issuance of
FIN 46R The objective of this interpretation is to provide guidance
on how to identify VlEs and determine when the assets, liabilities,
non-controlling interests and results of operations of a VIE need to
be included in a company's consolidated financial statements. A
company that holds variable interests in an entity will need to
consolidate the entity if the company's interest in the VIE is such
that the company will absorb a majority of the VIE's expected losses
and/or receive a majority of the entity's expected residual returns, if
they occur. FIN 46R also requires additional disclosures by primary
beneficiaries and other significant variable interest holders.

On December 14, 1995, Western Resources Capital 1, a wholly
owned trust, issued $100.0 million of 7 7/8% Cumulative Quarterly
Income Preferred Securities, Series A. On July 31, 1996, Western
Resources Capital 11, a wholly owned trust, issued $120.0 million of
8 1/2% Cumulative Quarterly Income Preferred Securities, Series B.
On September 22, 2003, we redeemed our entire issuance of
Western Resources Capital 118 1/2% Cumulative Quarterly Income
Preferred Securities, Series B, at par.

Provisions of FIN 46R require the deconsolidation of the Western
Resources Capital I trust, which resulted in the amounts previously
classified as shares subject to mandatory redemption being reclassified
as long-term debt, affiliate on the balance sheet and the recording of
an investment representing our equity investment in the trust as of
December 31, 2003.

7. FINANCIAL INSTRUMENTS, ENERGY TRADING
AND RISK MANAGEMENT

Values of Financial Instruments
The carrying values and estimated fair values of our financial
instruments are as follows:

Carring Value Fair Value

As of December 31, 2003 2002 2003 2002

On Thousands)
Fixed-rate debt, net of

current maturities.. ..... 1,815,558 $2,210,779 $1,946,291 $2,123,625

lents, short-term borrowings and variable-rate debt are carried at cost,
which approximates fair value and are not included in the table above.

The fair value estimates are based on information available at
December 31, 2003 and 2002. These fair value estimates have not
been comprehensively revalued since that date and current estimates
of fair value may differ significantly from the amounts above.

Derivative Instruments and Hedge Accounting
We are exposed to market risks from changes in commodity prices
and interest rates that could affect our consolidated results of
operations and financial condition. We manage our exposure to
these market risks through our regular operating and financing
activities and, when deemed appropriate, hedge a portion of these
risks through the use of derivative financial instruments. We use the
term hedge to mean a strategy designed to manage risks of volatility
in prices or rate movements on some assets, liabilities or anticipated
transactions by creating a relationship in which gains or losses on
derivative instruments are expected to counterbalance the losses or
gains on the assets, liabilities or anticipated transactions exposed to
such market risks. We use derivative instruments as risk manage-
ment tools consistent with our business plans and prudent business
practices and for energy trading purposes.

We use derivative financial and physical instruments primarily to
manage risk as it relates to changes in the prices of commodities
including natural gas, oil, coal and electricity and changes in interest
rates. We also use derivative instruments for trading purposes in order
to take advantage of favorable price movements and market timing
activities in the wholesale power and fossil fuel markets. Derivative
instruments used to manage commodity price risk inherent in fossil
fuel and electricity purchases and sales are classified as energy trading
contracts on our consolidated balance sheets. Energy trading contracts
representing unrealized gain positions are reported as assets, energy
trading contracts representing unrealized loss positions are reported
as liabilities.

Energy Trading Activities
We engage in both financial and physical trading to manage our
commodity price risk. We trade electricity, coal, natural gas and oil.
We use a variety of financial instruments, including forward contracts,
options and swaps and trade energy commodity contracts daily. We
also use hedging techniques to manage overall fuel expenditures.
We procure physical product under fixed price agreements and spot
market transactions.

Within the trading portfolio, we take certain positions to hedge a
portion of physical sale or purchase contracts and we take certain
positions to take advantage of market trends and conditions.
Changes in value are reflected on our consolidated statements of
income (loss). We believe financial instruments help us manage our
contractual commitments, reduce our exposure to changes in cash
market prices and take advantage of selected market opportunities.
We refer to these transactions as energy trading activities.

We are involved in trading activities primarily to reduce risk from
market fluctuations and enhance system reliability. Net open positions
exist, or are established, due to the origination of new transactions
and our assessment of, and response to, changing market conditions.
To the extent we have open positions, we are exposed to the risk that
changing market prices could have a material, adverse impact on
our consolidated financial position or results of operations.
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a)Fair value is estimated based on quoted market prices for the same or similar
issues or on the current rates offered for instruments of the same remaining
maturities and redemption provisions.

The recorded amounts of accounts receivable and other current
financial instruments approximate fair value. Cash and cash equiva-
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We have considered a number of risks and costs associated with the
future contractual commitments included in our energy portfolio.
These risks include credit risks associated with the financial condi-
tion of counterparties, product location (basis) differentials and
other risks. Declines in the creditworthiness of our counterparties
could have a material adverse impact on our overall exposure to credit
risk. We maintain credit policies with regard to our counterparties
that, in management's view, reduce our overall credit risk.

We are also exposed to commodity price changes outside of trading
activities. We use derivative contracts for non-trading purposes and a
mix of various fuel types primarily to reduce exposure relative to the
volatility of market and commodity prices. The wholesale power
market is extremelyvolatile in price and supply. This volatility impacts
our costs of power purchased and our participation in energy trades.
If we were unable to generate an adequate supply of electricity for
our retail customers, we would purchase power in the wholesale
market to the extent it is available, subject to possible transmission
constraints, and/or implement curtailment or interruption procedures
as allowed for in our tariffs and terms and conditions of service. The
increased expenses or loss of revenues associated with this could be
material and adverse to our consolidated results of operations and
financial condition.

We use various fossil fuel types, including coal, natural gas and oil, to
operate our system. A significant portion of our coal requirements
are purchased under long-term contracts. Due to the volatility of
natural gas prices, we have begun to increasingly utilize our ability
to switch to lower cost fuel types as the market allows, primarily by
using oil in our natural gas burning facilities.

Additional factors that affect our commodity price exposure are the
quantity and availability of fuel used for generation and the quantity
of electricity customers consume. Quantities of fossil fuel used for
generation could vary from year to year based on the availability,
price and deliverability of a given fuel type as well as planned and
scheduled outages at our facilities that use fossil fuels and the
nuclear refueling schedule. Our customers' electricity usage could
also vary from year to year based on weather or other factors.

Although we generally attempt to balance our physical and financial
contracts in terms of quantities and contract performance, net open
positions typically exist We will at times create a net open position
or allow a net open position to continue when we believe that future
price movements will increase the portfolio's value. To the extent we
have an open position, we are exposed to changing market prices
that could have a material adverse impact on our consolidated
financial position or results of operations.

The prices we use to value price risk management activities reflect
our estimate offair values considering various factors, including closing
exchange and over-the-counter quotations, time value of money and
price volatility factors underlying the commitments. We adjust
prices to reflect the potential impact of liquidating our position in an
orderly manner over a reasonable period oftime under present market
conditions. We consider a number of risks and costs associated with
the future contractual commitments included in our energy portfolio,
including credit risks associated with the financial condition of
counterparties and the time value of money. We continuously monitor
the portfolio and value it daily based on present market conditions.

Future changes in our creditworthiness and the creditworthiness of
our counterparties may change the value of our portfolio. We adjust

the value of contracts and set dollar limits with counterparties based
on our assessment of their credit quality.

We use derivative financial instruments to reduce our exposure to
certain fluctuations in some commodity prices, interest rates, and
other market risks. With respect to some financial instruments we
enter into, we formally designate and document the instrument as a
hedge of a specific underlying exposure, as well as the risk manage-
ment objectives and strategies for undertaking the hedge transaction.
Because of the high degree of correlation between the hedging
instrument and the underlying exposure being hedged, fluctuations
in the value of the derivative instruments are generally offset
by changes in the value or cash flows of the underlying exposures
being hedged.

The fair values of derivative contracts used to hedge or -modify our
risks fluctuate over time. These fair value amounts should not be
viewed in isolation, but rather in relation to the fair values or cash
flows of the underlying hedged transactions and the overall reduction
in our risk relating to adverse fluctuations in interest rates, com-
modity prices and other market factors. In addition, the net income
effect resulting from our derivative instruments is recorded in the
same line item within our consolidated statements of income (loss)
as the underlying exposure being hedged. We also formally assess,
both at the inception and at least quarterly thereafter, whether the
financial instruments that are used in hedging transactions are
effective at offsetting changes in either the fair value or cash flows of
the related underlying exposures.

Hedging Activities
During the third quarter of 2001, we entered into hedging relation-
ships to manage commodity price risk associated with future natural
gas purchases. Initially, we entered into futures and swap contracts
with terms extending through July 2004 to hedge price risk for a
portion of our anticipated natural gas fuel requirements for our
generation facilities. We designated these hedging relationships as
cash flow hedges.

In 2002, due to the increased availability of our coal units and because
we began burning more oil as use of oil became more economically
favorable than natural gas, we did not bum our forecasted amount of
natural gas. In September 2002, we determined that we had over-
hedged approximately I2,000,000 MMBtu for the remaining period
of the hedge. As a result of the discontinuance of this portion of the
cash flow hedge, we recognized a gain of $4.0 million. In December
2003, we determined we could no longer meet the criteria to use
hedge accounting for the 2004 forecasted gas purchases. As a result,
we recognized in income a gain of $3.7 million, of which $2.8 million
had previously been recognized in other comprehensive income.

Effective October 4, 2001, we entered into a $500.0 million interest
rate swap agreement with a term of two years. At that time, the effect
of the swap agreement was to fix the annual interest rate on the term
loan at 6.18%. In June 2002, we refinanced the term loan associated
with this swap, which increased the effective rate ofthe swap to 6.43%.

In the second quarter of 2003, we purchased a call option at a cost of
$65.8 million, which locked in a settlement cost associated with a
call option entered into in 1998 related to our 6.25% putable/
callable notes. The portion of the call option that related to the
portion of debt outstanding was treated as a cash flow hedge for
accounting purposes. See Note 14, 'Call Option" for further
information relating to the call option.
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8. PROPERTY, PLANT AND EQUIPMENT

The following is a summary of property, plant and equipment at
December 31:

2003 2002

On Thousands)
Electric plant in service ............... $........ 6,467,797 $ 6,414,231
Accumulated depreciation .................... (2,647,214) (2,537,340)

3,820,583 3,876,891
Construction work in progress ......... ........ 59,570 40,071
Nuclearfuel, net ........................... 29,198 21,694

Net utility plant .......................... 3,909,351 3,938.656
Non-utility plant in service ........... ......... 149 288

Net property, plant and equipment ....... $..... 3,909,500 $ 3,938,944

Depreciation expense on property, plant and equipment for the
years ended December 31, 2003, 2002 and 2001 was as follows:

2M03 2002 2001

(In Thousands)

Utility ....................... $ 167,226 $ 171,749 S 185,156
Non-utility ....................... 10 58 363

Total depreciation expense ....... $... 167,236 $ 171,807 $ 185,519

9. JOINT OWNERSHIP OF UTILITY PLANTS

Our Ownership at December 31,2003

i-SeriAce Accumulated Net Ownership
Dates Investment Depredation MW Percent

(Dollars in Thousands)

LaCygneIw .June 1973 $ 194,471 $120,008 344.0 50
Jeffrey 1 July 19.7 July 1978 314,032 156,527 618.0 84
Jeffrey2 .a) y . .......... May 1980 310,291 137,996 617.0 84
Jeffrey3 a . ...........May 1983 415,636 196,608 624.0 84
Jeffrey wind 1I N. May 1999 875 186 0.6 84
Jeffreywmnd2 e. May 1999 874 186 0.6 84
Wolf Creekic) .Sept. 1985 1,407,696 576,649 548.0 47
State Linel J. ..........June 2001 107,846 10,754 202.0 40

(0jointly owned with Kansas City Power & Light Company (KCPL)
b)jointly owned with Aquila, Inc.

(0jointly owned with KCPL and Kansas Electric Power Cooperative, Inc.

(d)[ointly owned with The Empire District Electric Company

10. INVESTMENTS ACCOUNTED FOR BY
THE EQUITY METHOD

A portion of our investment in ONEOK was previously accounted
for by the equity method. We sold our ONEOK stock investment in
multiple transactions in February, August and November 2003.

Equity Eaings
Ownership at Investment at Year Ended
December 31, December 31, December 31,

2003 2003 2002 2003 2002 2001

(In Thousands)

ONEOK ............ - - - $703,315 S - $9,670 $4,721

During 2001, we disposed of 98% of our portfolio of affordable
housing tax credit limited partnerships. The net impact of our total
investment in these partnerships on our earnings, including equity
in earnings, loss on disposal and generated tax credits was a net
benefit of $5.3 million.

11. SHORT-TERM DEBT

Certain banks provide us a revolving credit facility on a committed
basis totaling $150.0 million. The facility is secured by KGE's first
mortgage bonds and matures on June 6, 2005, provided that if we
have not refinanced or provided for the payment of our 6.875%
senior unsecured notes due August 1, 2004, at least 60 days prior to
the due date, the maturity date is 60 days prior to the August 1, 2004
maturity date. As of December 31, 2003, borrowings on the
revolving credit facility were $1.0 million, leaving $149.0 million
remaining capacity under this facility. See Note 12, "Long-term
Debt, for a discussion of covenants applicable to our credit facilities.

Information regarding our short-term borrowings is as follows:

2003 2002
On Thousands)

Borrowings outstanding at year end:
Credit agreement and another financing arrangement .... $1,000 S 1,000
Weighted average interest rate on debt

outstanding at year-end, excluding fees .6.08% 6.34%
Weighted average short-term debt

outstanding during the year . 1,009 $168,078
Weighted daily average interest rates

duringthe year, excluding fees .6.12% 3.67%

Our interest expense on short-term debt and other was $1.2 million
in 2003, $7.4 million in 2002 and $8.1 million in 2001.

5

Amounts and capacity presented above represent our share. Our
share of operating expenses of the plants in service above, as well as
such expenses for a 50% undivided interest in LaCygne 2 (represent-
ing 337 megawatt (MW) capacity) sold and leased back to KGE in
1987, are included in operating expenses on our consolidated state-
ments of income (loss). Our share of other transactions associated
with the plants is included in the appropriate classification in our
consolidated financial statements.
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12. LONG-TERM DEBT

Outstanding Debt
Long-term debt outstanding at December 31 is as follows:

2003 2002

(In Thousands)

Westar Energy
First mortgage bond series:

7 7/8% due 2007 ............................
8 112% due 2022 ............................
7.65% due 2023 .............................

Pollution control bond series
Variable due 2032,1.10% at December 31, 2003 ....
Variable due 2032, 1.04% at December 31, 2003 ....
6% due 2033 ...... .....................

6 7/8% unsecured senior notes due 2004 ............
9 3/4% unsecured senior notes due 2007 ............
7 1/8% unsecured senior notes due 2009 ............
6.80% unsecured senior notes due 2018 .............
6.25% unsecured senior notes due 2018,

putablefcallable 2003 ..........................
Senior secured term loan due 2005, variable rate

of 4.22% at December 31, 2003 .................
Capital leases ................................
Other long-term agreements .....................

KGE
First mortgage bond series:

7.60% due 2003(a) ............................
61/2% due 2005 .............................
6.20% due 2006 .............................

Pollution control bond series:
5.10% due 2023 .............................
Variable due 2027, 1.15% at December 31, 2003 ....
7.0% due 2031 .............................
Variable due 2032, 1.17% at December 31, 2003 ....
Variable due 2032,1.15% at December 31, 2003 ....

Unamortized debt premium( .............. ......
Unamortized debt discounts .....................
Long-term debt due within one year) ........

Long-term debt, net ...........................

Long-term debt, affiliate ........................

7 7/8% cumulative quarterly income preferred securities,
Series A, due 2025 ..........................

8 1/2% cumulative quarterly income preferred securities,
Series B, due 20360' ...........................

Shares subject to mandatory redemption ...........

$ 365,000
125,000
100,000

590,000

$ 365,000
125,000
100,000

590,000

45,000 45,000
30,500 30,500
58,340 58,340

133,840 133,840

184,456 278,310
387,000 387,000
145,078 145,078
26,993 27,396

- 146,390

114,143 584,000
22,593 27,356
4,179 4,352

884,442 1,599,882

- 135,000
65,000 65,000

100,000 100,000

165,000 300,000

13,488 13,493
21,940 21,940

327,500 327,500
14,500 14,500
10,000 10,000

387,428 387,433

- 4,822
(3,924) (4,926)

(190,747) (290,294)

$1,966,039 $2,720,757

$ 103,093 $ -

S - S 98,835

- 115,670

$ - $ 214,505

The amount of Westar Energy's first mortgage bonds authorized by
its Mortgage and Deed of Trust, dated July 1, 1939, as supplemented,
is unlimited subject to certain limitations as described below. The
amount of KGE's first mortgage bonds authorized by the KGE
Mortgage and Deed of Trust, dated April 1, 1940, as supplemented,
is limited to a maximum of $2 billion, unless amended. First
mortgage bonds are secured by utility assets. Amounts of additional
bonds that may be issued are subject to property, earnings and
certain restrictive provisions of each mortgage. As of December 31,
2003, $361.3 million principal amount of additional first mortgage
bonds could be issued under the most restrictive provisions in
Westar Energy's mortgage, except in connection with refundings. As
of December 31, 2003, approximately $889.0 million principal
amount of additional KGE first mortgage bonds could be issued
under the most restrictive provisions in the mortgage.

Debt Covenants
Some of our debt instruments contain restrictions that require us to
maintain various coverage and leverage ratios as defined in the agree-
ments. Our calculations of these ratios are performed in accordance
with our debt agreements and are used solely to determine compli-
ance with our various debt covenants. We were in compliance with
these covenants as of December 31, 2003.

On November 6, 2003, we entered into a Waiver and Amendment
with the lenders under our revolving credit facility, which waived
any default arising as a result of the redemption of the Western
Resources mandatorily redeemable preferred securities, Series B,
and amended the revolving credit facility to permit us to redeem the
Western Resources mandatorily redeemable preferred securities,
Series A, in the future.

Maturities
Maturities of long-term debt as of December 31, 2003 are as follows:

Year PMndpal Amount

On Thousands)

2004 ................................................. $ 190,747
2005 . .183,395
2006 . .103,879
2007 . .755,489
2008 . .2,732
Thereafter ......... .................. 1,023,637

$2,259,879

Our interest expense on long-term debt was $223.2 million in 2003,
$227.8 million in 2002 and $207.9 million in 2001.

Other Mandatorily Redeemable Securities
On December 14, 1995, Western Resources Capital 1, a wholly
owned trust issued $100.0 million of 7 7/8% Cumulative Quarterly
Income Preferred Securities, Series A. The securities are redeem-
able at the option of Western Resources Capital I on or after
December 11, 2000, at $25 per security plus accrued interest and 57

unpaid dividends. Holders of the securities are entitled to receive
distributions at an annual rate of 7 7/8% of the liquidation value
of $25. Distributions are payable quarterly and are tax deductible
by us. These distributions are recorded as interest expense. The
sole asset of the trust is $103.1 million principal amount
of Westar Energy 7 7/8% Deferrable Interest Subordinated
Debentures, Series A due December 11, 2025.

(-)Funds were irrevocably deposited with the bond trustee in 2002 to provide for
repayment of this obligation in 2003.

(b)Debt premiums and discounts are being amortized over the remaining lives of
each issue.

(r'lIncludes capital leases, which are discussed in further detail in Note 25.
(4Reclassified due to adoption of FIN 46R. See Note 6, "Accounts Receivable and

Variable Interest Entities," for further detail.
(i) On September 22, 2003, we redeemed our entire issue at par.
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On July 31, 1996, Western Resources Capital 11, a wholly owned
trust, issued $120.0 million of 8 1/2% Cumulative Quarterly
Income Preferred Securities, Series B. On September 22, 2003, we
redeemed our entire issuance of Western Resources Capital II
8 1/2% Cumulative Quarterly Income Preferred Securities, Series B,
at par. This transaction reduced our long-term liabilities by
approximately $115.7 million. We expensed the remaining original
unamortized issuance costs of$3.3 million at redemption. See Note 2,
"Summary of Significant Accounting Policies;' for a discussion of
the current accounting treatment for our mandatorily redeemable
preferred securities of subsidiary trusts holding solely company
subordinated debentures.

In addition to Westar Energys obligations under the Subordinated
Debentures discussed above, Westar Energy has guaranteed, on a
subordinated basis, payment of distributions on the preferred
securities. These undertakings constitute a full and unconditional
guarantee by Westar Energy of the trusts obligations under the
preferred securities.

13. DEBT FINANCINGS

On May 10, 2002, we completed offerings for $365.0 million of our
first mortgage bonds and $400.0 million of our unsecured senior
notes. The entire principal amount of these securities will be due on
May 1, 2007. The first mortgage bonds bear interest at an annual
rate of 7 7/8% and the unsecured senior notes bear interest at an
annual rate of 9 3/4%. Interest on the first mortgage bonds and
unsecured senior notes is payable semi-annually on May I and
November I of each year. The net proceeds from these offerings
were used to repay outstanding indebtedness of $547.0 million
under our existing secured bank term loan, provide for the
repayment of $ 100.0 million of our 7.25% first mortgage bonds due
August 15, 2002 together with accrued interest, reduce the
outstanding balance on our existing secured revolving credit facility
and pay fees and expenses of the transactions. In conjunction with
our May 10, 2002 financing, we amended our secured revolving
credit facility to reduce the total commitment under the facility to
$400.0 million from $500.0 million and to release $100.0 million of
our first mortgage bonds from collateral.

On June 6, 2002, we entered into a secured credit agreement
providing for a $585.0 million term loan and a $150.0 million
revolving credit facility, each maturing on June 6, 2005, provided
that if we have not refinanced or provided for the payment of our
6.875% senior unsecured notes (with an outstanding principal
balance of $184.5 million) before June 1, 2004, the secured credit

agreement will mature on June 1, 2004. All loans under the credit
agreement are secured by KCE~s first mortgage bonds. The proceeds
of the term loan were used to retire the existing $400.0 million
revolving credit facility with an outstanding principal balance
of $380.0 million, to provide for the repayment at maturity of
$135.0 million principal amount of KGE first mortgage bonds that
were due December 15, 2003 together with accrued interest, to
repurchase approximately $45.0 million of our outstanding unsec-
ured notes and to pay customary fees and expenses of the transactions.

In February 2004, we repaid the remaining balance of $114.1 million
under our $585.0 million term loan that was due in 2005 with
internally generated cash and a portion of the proceeds received
from the sale of Protection One.

14. CALL OPTION

In August 1998, we entered into a call option with an investment
bank related to the issuance of $400.0 million of our 6.25% senior
unsecured notes. There notes were putable and callable on August 15,
2003 (the putable/callable notes).

In the second quarter of 2003, we purchased a call option at a cost of
$65.8 million, which locked in the settlement cost associated with
the August 1998 call option. The outstanding options were settled and
the related notes were retired in August 2003. For the year ended
December 31, 2003, we recognized a loss related to the putablel
callable notes of $21.5 million, which includes a loss of$14.2 million
associated with the settlement of the call options.

15. EMPLOYEE BENEFIT PLANS

Pension
We maintain a qualified non-contributory defined benefit pension
plans covering substantially all of our utility employees. Pension
benefits are based on years of service and the employee's compensa-
tion during the five highest paid consecutive years out of ten before
retirement Out policy is to fund pension costs accrued, subject to
limitations set by the Employee Retirement Income Security Act of
1974 and the Internal Revenue Code. We also maintain a non-
qualified Executive Salary Continuation Plan for the benefit of
certain current and retired officers.

As a co-owner of WCNOC, we are indirectly responsible for 47% of
the liabilities and expenses associated with the WCNOC pension
and post-retirement plans. Our 47% share is included in the tables
that follow.
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Post-retirement Benefits
We accrue the cost of post-retirement benefits during the years an
employee provides service.

The following tables summarize the status of our pension and other
post-retirement benefit plans, including 47% of the WCNOC
pension plan:

Pension Benefits Post-iretnent Benefits

At December 31, 2003 2002 2003 2002

OIn Thousands)

Change in Benefit Obligation:
Benefit obligation,

beginning of year .......... S478,139 $ 423,814 S 128,970 $ 108,630
Obligation for additional plans . - 3,308 - -

Service cost ................ 7,927 9,149 1,404 1,414
Interest cost ............... 31,761 31,337 8,293 7,739
Plan participants' contributions - - 2,353 1,742
Benefits paid .............. (30,119) (30,823) (13,425) (9,399)
Assumption changes ......... 27,556 23,581 7,911 10,112
Actuarial losses (gains) ........ 3,374 4,900 (4,727) 8,732
Amendments .............. 500 - - -

Curtailments, settlements
and special term benefits .... 440 12,873 - -

Benefit obligation, end of year $519,578 $478,139 S 130,779 S 128,970

Change in Plan Assets:
Fair value of plan assets,

beginningof year .......... S382,300 $467,062 $ 12,629 $ 577
Adjustments ............... - - 269 -

Actualretumonplanassets ... 80,213 (58,463) 396 (740)
Employer contribution ........ 2,459 4,524 19,800 20,449
Plan participants contributions - - 2,242 1,742
Benefits paid ............... (28,241) (30,823) (12,793) (9,399)

Fair value of plan assets,
endofyear .............. $ 436,731 $382,300 S 22,543 $ 12,629

Fundedstatus .............. 5 S(82,847) S(95,839) Sf108,236) $(116,341)
Unrecognized net (gain) loss ... 66,955 71,877 33,751 31,772
Unrecognized transition

obligation, net ............ 455 334 36,218 40,207
Unrecognized pnor service cost. 18,782 21,631 (1,865) (2,330)
Post-measurement date

adjustments .............. 441 -

Prepaid (accruecD post-retirement
benefit costs ............. S 3,786 $ (1,997) S (40,132) $ (46,692)

Amounts Recognized in the
Statement of Financial
Position Consist Of:
Prepaid benefit cost .......... S 28,976 S 20,993 S N/A S N/A
Accrued benefit liability ....... (25,190) (23,057) (40,132) (46,692)
Additional minimum liability ... (8,758) (9,068) N/A N/A
Intangible asset ............. 958 1,015 WA WA
Accumulated other

comprehensive income ..... 7,800 8,120 WA WA

Net amount recognized ....... S 3,786 S (1,997) S (40,132) S (46,692)

Pension Benefits Post-retirement Benefits

At December 31. 2003 2002 2003 2002

(In Thousands)

Accumulated Benefit Obligation $ 466,889 $412,147 N/A WA

Pension Plans With a Projected
Benefit Obligation In Excess
of Plan Assets:
Projected benefit obligation $.... S519,578 $478,139 N/A NWA
Accumulated benefit obligation. 466,889 412,147 NWA NWA
Fair value of plan assets ....... 436,731 382,300 N/A W/A

Pension Plans With an Accumulated
Benefit Obligation In Excess
of Plan Assets:
Projected benefit obligation S 73,540 S 67,092 N/A N/A
Accumulated benefit obligation 60,528 54,092 N/A N/A
Fair value of plan assets ....... 26,799 22,276 N/A NWA

Post-retirement Plans With an
Accumulated Post-retirement
Benefit Obligation In Excess
of Plan Assets:
Accumulated post-retirement

benefit obligation . N/A N/A $130,779 $128,970
Fair value of plan assets /....... A N/A 22,543 12,629

Weighted-Average Actuarial
Assumptions used to
Determine Net Periodic
Benefit Obligation:
Discount rate .6.11% 6.75% 6.10% 6.74%
Compensation rate increase ... 3.11% 3.75% 3.10% 3.75%

We use a measurement date of December 31 for the majority of our
pension and post-retirement benefit plans.

The prior service cost (benefit) is amortized on a straight-line basis
over the average future service of the active plan participants
benefiting under the plan at the time of the amendment The net
actuarial gain (loss) subject to amortization is amortized on a
straight-line basis over the average future service of active plan
participants benefiting under the plan, without application of the
amortization corridor described in SFAS Nos. 87 and 106.

Pension Benefits

For the Year Ended December 31, 2003 2002 2001
(n Thousands)

Components of Net Periodic (Benefit) Cost:
Service cost ........................
Interest cost .........................
Expected return on plan assets .......
Amortization of unrecognized

transition obligation, net ......
Amortization of unrecognized

prior service costs ...................
Amortization of (gain) loss, net ...........
Curtailments, settlements and

special term benefits .................

5 7,927
31,761

(42,977)

(120)

3,389
(1,430)

S 9,149
31,337

(44,761)

(194)

3,327
(5,911)

$ 9,042
28,783

(43,001)

34

3,317
(8,327)

440 12,873 6,133

Netperiodic(benefit)cost ............... $ (1,010) $ 5,820 $ (4,019)

Weighted-Average Actuarial Assumptions
used to Determine Net Periodic Benefit Cost
Discount rate .......
Expected long-term return on plan assets ...
Compensation rate increase .............

6.75%
9.00%
3.75%

7.25%
9.02%
4.25%

7.29% 59
9.02%
4.25%



2003 ANNUAL REPORT

Post-retirement Benefits

For the Year Ended December 31. 2003 2002 2001

On Thousands)

Components of Net Periodic (Benefit) Cost:
Servicecost ......................... S 1,404 $ 1,414 $ 1,477
Interest cost ......................... 8,293 7,739 7,344
Expectedreturnonplanassets .......... (1,431) (52) 1 36)
Amortizabon of unrecognized

transition obligation, net ....... ....... 3,989 3,989 3,987
Amortization of unrecognized

prior service costs .......... ......... (467) (467) (466)
Amortization of (gain) loss, net ...... ..... 1,711 992 794
Curtailments, settlements

and special term benefits .......- - 547

Net periodic (benefit) cost $............... 13,499 S13,615 $13,647

Weighted-Average Actuarial Assumptions
used to Determine Net Periodic Benefit Cost:
Discount rate ........ ............... 6.74% 7.25% 7.26%
Expected long-term return on plan assets ... 9.00% 9.00% 9.01%
Compensation rate increase ............. 3.75% 4.25% 4.25%

The expected long-term rate of return on plan assets is based on
historical and projected rates of return for current and planned asset
classes in the plan's investment portfolio. Assumed projected rates of
return for each asset class were selected after analyzing long-term
historical experience and future expectations of the volatility of the
various asset classes. Based on target asset allocations for each asset
class, the overall expected rate of return for the portfolio was
developed, adjusted for historical and expected experience of active
portfolio management results compared to benchmark returns and
for the effect of expenses paid from plan assets. In selecting the
discount rate, fixed income security yield rates for corporate high-
grade bond yields are considered.

For measurement purposes, the assumed annual health care cost
growth rates, not including any possible additional reduction as a
result of the Medicare Prescription Drug Improvement and
Modernization Act of 2003 (the Medicare Act), were as follows:

At December 31, 2003 2002

Health care cost trend rate assumed for next year . 9% 10%
Rate to which the cost trend rate is assumed

to decline (the ultimate trend rate) 5% 5%
Year that the rate reaches the ultimate trend rate 2007 2007

The health care cost trend rate has a significant effect on the
projected benefit obligation. A 1% change in assumed health care
cost growth rates would have the following effects:

precisely how we will implement the Medicare Acts provisions. In
addition, accounting guidance regarding the recognition of the
impact of the Medicare Act is pending. As permitted by the FASB
Staff Position 106-1, we have elected to defer the recognition of the
Medicare Act. Consequently, the effects of the Medicare Act are not
reflected in the accounting of our post-retirement benefits as of
December 31, 2003.

The asset allocation for the pension plans and the post-retirement
benefit plans at the end of 2003 and 2002, and the target allocation
for 2004, by asset category are as follows:

Target no on Plan Assets
Asset Category for 2004 2003 2002

Pension Plans:
Equitysecurities .65% 67% 61%
Debt securities .30% 30% 33%
Cash and other ....... ... 5% 3% 6%

Total . .100% 100%

Post-retirement Benefit Plans:
Equitysecurities .50-60% 32% 0%
Debtsecurities .................. 30-40% 34% 0%
Cashandother .0-10% 34% 100%

Total ,.. ....... 100% 100%

Pension and retiree welfare plan assets are managed in accordance
with the "prudent investor" guidelines contained in the Employee
Retirement Income Securities Act of 1974 (ERISA). The plan's
investment strategy supports the objective of the funds, which is to
earn the highest possible return on plan assets consistent with a
reasonable and prudent level of risk. Investments are diversified
across classes, sectors and manager style to minimize the risk of large
losses. We delegate investment management to specialists in each
asset class and where appropriate, provide the investment manager
with specific guidelines, which include allowable andlor prohibited
investment types. Investment risk is measured and monitored on an
ongoing basis through quarterly investment portfolio reviews,
annual liability measurements and periodic asset/liability studies.

Pension Benefits Post-retirnent Benefits
TolFmM TolFrom

To/Froin Company To/From Company
Expected cash flows Trust Assets Trust Assets

(in Thousands)
Expected contributions:

2004 .................. S 4,100 $2,200 $20,000 $ 500
Expected benefit payments:

2004 ................... S27,700 $2,200 S 7,500 $ 500
2005 .................. 27,100 2,100 8,000 500
2006 .................. 26,800 2,100 8,500 600
2007 .................. 26,700 2,000 8,600 700
2008 .................. 26,700 1,900 8,600 800
2009 - 2013 ............... 142,600 9,400 42,000 5,800

Savings Plans
We maintain qualified 401(k) savings plans in which a majority of
our employees participate. We match employees' contributions in
cash up to specified maximum limits. Our contributions to the plans
are deposited with a trustee and are invested at the direction of plan
participants into one or more of the investment alternatives we
provide under the plan. Our contributions were $3.9 million for
2003, $3.7 million for 2002 and $4.4 million for 2001.

1-Percentage. 1-Percentaged
Point Increase Point Decrease

On Thousands)

Effect on total of service and interest cost ..... ........ 5 178 $ (177)
Effect on the present value of the accumulated

projected benefit obligation ...................... 2,633 (2,625)
60

In December 2003, the President signed into law the Medicare Act.
The Medicare Act introduced a prescription drug benefit under
Medicare as well as a federal subsidy to sponsors of post-retirement
medical benefits that meet certain criteria. The Medicare Act is
expected to ultimately reduce our post-retirement costs from what
they would be absent such changes. Detailed regulations pertaining
to the Medicare Act have not yet been issued so we cannot determine
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Under our qualified employee stock purchase plan established in
1999, full-time, non-union employees may purchase designated
shares of our common stock at no more than a 15% discounted price.
Our employees purchased 403,705 shares in 2003 at an average
price of $8.45 per share. Employees purchased 46,432 shares in 2002
at an average price of $8.45 per share and employees purchased
67,519 shares at an average price of $14.56 per share in 2001. At
December 31, 2003, we had 783,606 shares of our common stock
available for issuance under this program.

Stock Based Compensation Plans
We have a long-term incentive and share award plan (LTISA Plan),
which is a stock-based compensation plan in which some of our
utility employees are eligible for awards. The LTISA Plan was
implemented as a means to attract, retain and motivate employees
and board members (plan participants). Under the LTISA Plan, we
may grant awards in the form of stock options, dividend equivalents,
share appreciation rights, restricted shares, RSUs, performance
shares and performance share units to plan participants. Up to five
million shares of common stock may be granted under the LTISA
Plan. At December 31,2003, awards of 2,154,204 shares of common
stock had been made under the LTISA Plan. Dividend equivalents
accrue on the awarded RSUs. Dividend equivalents are the right to
receive cash equal to the value of dividends paid on our common stock.

In 2003, we granted 547,270 RSUs to board members, officers and
some management employees. We granted 584,165 RSUs to a
broad-based group of over 800 non-union employees in 2002. Each
RSU represents a right to receive one share of our common stock at
the end of the restricted period assuming certain criteria are met In
addition, RSUs linked to 783,400 shares of Protection One common
stock and 12,193 shares of Guardian International, Inc. preferred
stock held by us were granted to certain current and former officers
in 2002. During 2001, we granted 579,915 RSUs. The unearned
compensation related to the grant of RSUs is shown as a separate
component of shareholders' equity. Unearned compensation is
being amortized to expense over the vesting period.

During the second quarter of 2002, active employees awarded RSUs
in prior years were allowed to exchange eligible RSUs for shares of
common stock. As a result, approximately 145,000 RSUs were
exchanged for approximately 105,000 shares of our common stock.
In addition, approximately 317,000 RSUs held by certain executive
officers were exchanged for approximately 12,500 shares of Guardian
International, Inc. preferred stock held by us. Compensation expense
associated with this exchange totaled approximately $9.0 million for
2002. Also, in September 2002, former employees had the
opportunity to convert vested RSUs into common stock. As a result,
34,433 shares of our common stock were issued in exchange for
68,865 RSUs.

Another component of the LTISA Plan is the Executive Stock for
Compensation program, where in the past eligible employees were
entitled to receive RSUs in lieu of current cash compensation. The
Executive Stock for Compensation program was modified in 2001
to pay a portion of current compensation in the form of stock.
Although this plan was discontinued, dividends will continue to be
paid to plan participants on their outstanding plan balance until
distribution. At the end of the deferral period, RSUs are paid in the
form of stock. Plan participants were awarded 10,009 shares of

common stock for dividends in 2003 and 12,121 shares of common
stock for dividends in 2002. In 2001, eligible employees were
awarded 31,881 shares of common stock representing $0.7 million
of compensation. Participants received common stock distributions
of 5,101shares in 2003,40,097 shares in 2002 and 974 shares in 2001.

Stock options under the LTISA plan are as follows:

As of December 31, 2003 2002 2001

Weighted- Weighted- Weighted-
Aerage Average Average

Shares Exercise Shares Exercise Shares Exercise
(Thousands) Price (Thousands) Price (Thousands) Price

Outstanding,
beginning of year 232.6 S32.08 552.3 134.02 498.3 $34.46

Exerdsed .......... - - (2.6) 18.71 (2.3) 15.31
Forfeited .......... (5.9) 24.99 (317.1) 35.57 (13.2) 34.54
Adjusted .......... - - - - 69.5 30.29
Outstanding,

end of year ....... 226.7 32.92 232.6 32.08 552.3 34.02

Stock options issued and outstanding at December 31, 2003 are as
follows:

Number Weighted- Weighted-
Range of issued Average Average
Exercise and Contractual Exercise

Pice Outstanding Life In Yas Price

Options - Exercisable:
2000 ................. 115.3125 9,283 7 $ 15.31
1999 ................. 27.8125-32.125 22,900 6 29.52
1998 .. 38.625-43.125 55,890 5 41.15
1997 . ....... 30.75 94,490 4 30.75
1996 ................ 29.25 44,095 3 29.25

Total outstanding .226,658

RSUs under the LTISA plan are as follows:

As of December 31, 2003 20m2 2001

Weighted- Weighted- Weighted-
Average Average Average

Shares Exercise Shares Exercise Shares Exercise
(thousands) Price (Thousands) Price (Thousands) Price

Outstanding,
beginning of year 1,619.9 $18.08 1,902.9 $22.87 1,607.4 $18.90

Granted ........... 547.3 12.9 584.2 13.28 579.9 40.05
Exercised .......... (251.8) 14.6 (291.8) 18.81 (275.7) 19.08
Forfeited .......... (1.7) 17.39 (575.4) 28.70 (8.7) 17.86

Outstanding,
endof year ....... 1,913.7 16.25 1,619.9 18.08 1,902.9 22.87

RSUs issued and outstanding at December 31, 2003 are as follows:

Range of Issued
Fair Value at and
Grant Date Outstanding

Restricted share units:
2003 .....................................
2002 .....................................
2001 .....................................
2000 .....................................
1999 .....................................
1998 .....................................

Total outstanding ..........................

$10.20- 517.75
9.90- 19.78

24.84 - 27.83
15.3125- 19.875
27.8125 - 32.125

38.625

547,270
519,191
197,000 61
517,461

63,782
69,000

1,913,704
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Dividend equivalents were also issued to recipients of stock options
and RSUs. Recipients of RSUs receive dividend equivalents when
dividends are paid on shares of company stock. The value of each
dividend equivalent related to stock options is calculated by
accumulating dividends that would have been paid or payable on a
share of company common stock. The dividend equivalents, with
respect to stock options, expire after nine years from date of grant.
The weighted-average fair value at the grant-date of the dividend
equivalents on stock options was $6.38 in 2003, $6.35 in 2002 and
$6.28 in 2001.

Split Dollar Life Insurance Program
In 1998, we established a split dollar life insurance program for our
benefit and the benefit of certain of our former executive officers.
Under the program, we purchased life insurance policies, which
provide the beneficiary a death benefit in an amount equal to the
face amount of the policy reduced by the greater of (i) all premiums
paid by the company or (ii) the cash surrender value of the policy,
which amount, at the death of the executive, will be returned to us.
We retained an economic interest in the death benefit and cash
surrender value of the policy to secure this repayment obligation.
Policies were purchased under the program only in 1998 and no
current officers have received benefits under this program.

Subject to certain conditions, former executive officers may transfer
to us their interest in the death benefit based on a predetermined
formula. The liability associated with this program was $12.0 million
as of December 31, 2003 and remained unchanged from
December 31, 2002. The obligations under this program can
increase and decrease based on our total return to shareholders and
payments to plan participants.

16. INCOME TAXES

Temporary differences related to deferred tax assets and deferred tax
liabilities are summarized in the following table:

December 31, 2003 2002

(in Thousands)
Deferred tax assets:

Deferred gain on sale-feaseback ............... S 66,448 $ 71,609
General business credit carryforward .. . 27,524 28,469
Accrued liabilities .... 19,599 16,860
Disallowed plant costs 14,527 15,587
Long-term energy contracts 12,034 12,814
Protection One impairment . .93,775 -
Other . .66,750 83,992

Total deferred tax assets ............. ....... S 300,657 S 229,331

Deferred tax liabilities:
Accelerated depreciation ..................... S 666,315 $ 661,673
Acquisition premium . . .251,163 259,162
Deferred future income taxes . . . 207,812 198,866
Investment tax credits . . .73,875 79,584
Other . . .22,071 140,303

Total deferred tax liabilities .................. $1,221,236 $1,339,588

(oBalance represents unutilized tax credits generated from affordable housing
partnerships in which we sold the majority of our interests in 2001. These credits
expire beginning 2019 through 2023.

Deferred tax assets and liabilities are reflected on our consolidated
balance sheets as follows:

December 31, 2003 202

On Thousands)

Current deferred tax assets, net ........... $...... 119,041 $ -

Current deferred tax liabilities, net ......... ...... - 13,580
Non-current deferred tax liabilities, net ........ ... 1,039,620 1,096,677
Net deferred tax liabilities .................. $.... 920,579 $1,110,257

In accordance with various rate orders, we have not yet collected
through rates certain accelerated tax deductions, which have been
passed on to customers. We believe it is probable that the net future
increases in income taxes payable will be recovered from customers.
We have recorded a regulatory asset for these amounts. These assets
are also a temporary difference for which deferred income tax
liabilities have been provided. This liability is classified above as
deferred fuiture income taxes.

The effective income tax rates set forth below are computed by
dividing total federal and state income taxes by the sum of such taxes
and net income. The difference between the effective tax rates and
the federal statutory income tax rates are as follows:

For the Year Ended December 31, 2003 2002 2001

Statutory federal income tax rate ......... .... 35.0% 35.0% 35.0%
Effect of:

State income taxes ...................... 4.3 2.8 0.1
Amortization of investment tax credits ....... (1.9) (6.2) (20.4)
Corporate-owned life insurance policies ...... (5.0) (15.0) (41.9)
Affordable houing xa credits .(0.1) (0.2) (29.9)
Accelerated depreciation flow

through and amortization ........... .... 2.2 6.4 0.2
Dividends received deduction ........ (1.7) (12.6) (31.3)
Settlement of outstanding

state income tax issue .................. - (27.4) -
Other ......................... 0.6 2.3 6.3

Effective incometax rate ................... 33.4% (14.9)% (81.9)%

Income tax expense (benefit)
components at December 31:

is composed of the following

2003 2002 2001

(in Thousands)
Current income taxes:

Federal ........................ S 84.236 $(153,432) $(21,942)
State ........................ 21,675 (4,432) (187)

Deferred income taxes:
Federal ........................ (145,818) (77,040) (28,362)
State ........................ (37,719) 8,933 1,181

Investment tax credit amortization ....... (4,642) (4,793) (6,646)

Total ........................ (82,268) (230,764) (55,956)
Less taxes classified in:

Discontinued operations ............. (164,036) (146,910) (41,591)
Cumulative effects of

accounting changes .............. - (72,335) 12,347

Totalincometaxexpense(benefit) ...... S 81,768 S (11,519) S(26,712)

62
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17. COMMITMENTS AND CONTINGENCIES

Purchase Orders and Contracts
As part of our ongoing operations and construction program, we
have purchase orders and contracts, excluding fuel (which is discussed
below under '- Fuel Commitments,') that have an unexpended
balance of approximately $125.4 million at December 31, 2003, of
which $30.9 million has been committed. The $30.9 million
commitment relates to purchase obligations issued and outstanding
at year-end.

The aggregate amount of required payments at December 31, 2003
was as follows:

ConMKted
Amount

(hi Thousands)

2004 ..................................................... $20,557
2005 ..................................................... 8,236
2006 ..................................................... 2,183
2007 .. 7
2008. -
Thereafter .. 1......... ............ I

$30,984

Clean Air Act
Generally, we must comply with the Clean Air Act, state laws and
implementing regulations that impose, among other things,
limitations on major pollutants, including sulfur dioxide (S02),
particulate matter and nitrogen oxides (NOx). In addition, we must
comply with the provisions of the Clean Air Act Amendments of
1990 that require a two-phase reduction in some emissions. We have
installed continuous monitoring and reporting equipment in order
to meet the acid rain requirements. We have not had to make any
material capital expenditures to meet Phase 11 S02 and NOx
requirements.

Manufactured Gas Sites
We have been associated with a number of former manufactured gas
sites located in Kansas and Missouri that may contain coal tar and
other potentially harmful materials.

We and the Kansas Department of Health and Environment
(KDHE) entered into a consent agreement in 1994 governing all
future work at the Kansas sites. Under the terms of the consent
agreement, we agreed to investigate and remediate, if necessary,
these sites. Through December 31, 2003, the costs incurred for
preliminary site investigation and risk assessment have been
minimal. Pursuant to an environmental indemnity agreement with
ONEOK, the current owner of some of the Kansas sites, our liability
for twelve of the Kansas sites is limited. Of those twelve sites,
ONEOK assumed total liability for remediation of seven sites and
we share liability for remediation with ONEOK for five sites. Our
total liability for the five shared sites is capped at $3.8 million and
terinnates in 2012. We have sole responsibility for remediation with
respect to three Kansas sites. With respect to two of those sites, we are
currently either conducting or completing remediation activities
and, with respect to the third site, we will. begin investigation
activities in the near future.

Our liability for our former manufactured gas sites in Missouri is
limited by an environmental indemnity agreement with Southern
Union Company, which bought all of the Missouri manufactured
gas sites. According to the terms of the agreement our future liability
for these sites is capped at $7.5 million and terminates in 2009.

EPA New Source Review
The United States Environmental Protection Agency (EPA) is
conducting numerous investigations nationwide to determine
whether modifications at coal-fired power plants are subject to New
Source Review requirements or New Source Performance Standards
under Section 114(a) of the Clean Air Act (Section 114). These
investigations focus on whether projects at coal-fired plants were
routine maintenance or whether the projects were substantial
modifications that could have reasonably been expected to result in
a significant net increase in emissions. The Clean Air Act requires
companies to obtain permits and, if necessary, install control
equipment to remove emissions when making a major modification
or a change in operation if either is expected to cause a significant
net increase in emissions.

The EPA has requested information from us under Section 114
regarding projects and maintenance activities that have been
conducted since 1980 at the three coal-fired plants we operate. On
January 22, 2004, the EPA notified us that certain projects com-
pleted at Jeffrey Energy Center violated pre-construction permitting
requirements of the Clean Air Act.

We are in discussions with the EPA concerning this matter but are
unable to predict whether the EPA will take further enforcement
action. We will attempt to reach a settlement agreement with the
EPA. However, if a settlement cannot be reached, the EPA could
refer the matter to the United States Department of Justice for it to
consider whether to pursue an enforcement action. If we are
required to pay any fines or penalties or update or install emissions
controls at Jeffrey Energy Center or the other coal-fired plants or
take other remedial action, these costs could be material. We believe
that costs related to updating or installing emissions controls. would
qualify for recovery through rates. If we are assessed a penalty as a
result of the EPA's allegation, the penalty could be material and may
not be recovered in rates.

Solid Waste Landfills
We have operating solid waste landfills at Jeffrey Energy Center,
Tecumseh Energy Center and Lawrence Energy Center for the
single purpose of disposing of coal combustion waste material.
Additionally, there is one retired landfill at each of the Lawrence and
Neosho Energy Centers. All landfills are permitted by the KDHE.
The operating landfill at Lawrence Energy Center is projected to be
full by 2007 requiring 'us to pemit and construct a new landfill at
this site. It is anticipated that the lead-time for permitting a new
landfill may be significant. We began the process of obtaining this 63
permit in late 2003 but can offer no assurance as to when or if we
will obtain the permit
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Nuclear Decommissioning
Nuclear decommissioning is a nuclear industry term for the
permanent shutdown of a nuclear power plant and the removal of
radioactive components in accordance with Nuclear Regulatory
Commission (NRC) requirements. The NRC will terminate a
plants 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 nuclear
decommissioning. These plans are designed so that funds required
for nuclear decommissioning will be accumulated prior to the
termination of the license of the related nuclear power plant.

We accrue nuclear decommissioning costs over the expected life of
the Wolf Creek generating facility. The amount we accrue is based
on the decommissioning costs approved by the KCC to be included
in rates. Decommissioning costs that are recovered in rates are
deposited in an external trust fund.

The KCC reviews nuclear decommissioning plans in two phases.
Phase one is the approval of the nuclear decommissioning study, the
current year dollar amount of funding and the future year dollar
amount of funding. Phase two is the filing of a 'funding schedule"
by the owner of the nuclear facility detailing how it plans to fund the
future year dollar amount for the pro rata share of the plant.

An updated nuclear decommissioning and dismantlement cost
estimate was filed with the KCC on August 30, 2002. Estimated
costs outlined by this study were developed to decommission Wolf
Creek following a shutdown. The analyses relied on site-specific,
technical information, updated to reflect current plant conditions
and operating assumptions. Based on this study, our share of
Wolf Creek's nuclear decommissioning costs, under the immed-
iate dismantlement method, is estimated to be approximately
$220.0 million in 2002 dollars. These costs include decontamin-
ation, dismantling and site restoration and are not inflated, escalated,
or discounted over the period of expenditure. The actual nuclear
decommissioning costs may vary from the estimates because of
changes in technology and changes in costs for labor, materials
and equipment.

The KCC issued an order on April 16, 2003 approving the August
2002 nuclear decommissioning study for Wolf Creek. On June 2,
2003, we filed a funding schedule with the KCC to reflect the
KCC's April 16, 2003 order. On October 10, 2003, the KCC
approved the funding schedule as filed without any change to our
funding obligation.

Nuclear decommissioning costs are currently being charged to
operating expense in accordance with the July 25, 2001 KCC rate
order as modified by the KCC's approval of the funding schedule in
the KCC's October 13,2003 order. Electric rates charged to customers

6 provide for recovery of these nuclear decommissioning costs over
the life of Wolf Creek as determined by the KCC through 2045. The
NRC requires that funds to meet its nuclear decommissioning
funding assurance requirement be in our nuclear decommissioning
fund by the time our license expires in 2025. We believe that the
KCC approved funding level will be sufficient to meet the NRC mini-
mum financial assurance requirement However, our consolidated
results of operations would be materially adversely affected if we are
not allowed to recover the full amount of the funding requirement.

Nuclear decommissioning amounts expensed in 2003 approxi-
mated $3.9 million. The amounts collected are deposited in an
external trust fund. The average after-tax expected return on trust
assets is 5.7%.

Our investment in the nuclear decommissioning fund is recorded at
fairvalue, including reinvested eamings. It approximated $80.1 million
at December 31, 2003 and $63.5 million at December 31, 2002.
Trust fund earnings accumulate in the fund balance and increase
the recorded nuclear decommissioning liability.

Storage of Spent Nudear Fuel
Under the Nuclear Waste Policy Act of 1982, the Department of
Energy (DOE) is responsible for the permanent disposal of spent
nuclear fuel. As required by federal law, the WCNOC co-owners
entered into a standard contract with the DOE in 1984 in which the
DOE promised to begin accepting from commercial nuclear power
plants their used nuclear fuel for disposal beginning in early 1998. In
return, Wolf Creek pays into a federal Nuclear Waste Fund admin-
istered by the DOE a quarterly fee of one-tenth of a cent for each
kilowatt-hour of net nuclear generation delivered to customers for
the future disposal of spent nuclear fuel. From 1985 through
December 2003, the WCNOC co-owners have paid slightly over
$144.7 million into the Nuclear Waste Fund. Our share of these
disposal costs are charged to cost of sales.

A permanent disposal site will not be available for the nuclear industry
until 2010 or later. Under current DOE policy, once a permanent
site is available, the DOE will accept spent nuclear fuel on a priority
basis. The owners of the oldest spent fuel will be given the highest
priority. As a result, disposal services for Wolf Creek will not be
available prior to 2016. Wolf Creek has on-site temporary storage for
spent nuclear fuel. In early 2000, Wolf Creek completed replace-
ment of spent fuel storage racks to increase its on-site storage capacity
for all spent fuel expected to be generated by Wolf Creek through
the end of its licensed life in 2025.

In mid-2002, Congress passed and the President signed a resolution
approving the Yucca Mountain site in Nevada for the development
of a nuclear waste repository for the disposal of spent nuclear fuel
and high level nuclear waste from the nation's defense activities.
This action allows the DOE to apply to the NRC to license the project
The DOE expects that this facility will open in 2010. However, the
opening of the Yucca Mountain site could be delayed due to
litigation and other issues related to the site as a permanent
repository for spent nuclear fuel.

Nuclear Insurance
We maintain nuclear insurance for Wolf Creek in four areas:
liability, worker radiation, property and accidental outage. These
policies contain certain industry standard exclusions, including, but
not limited to, ordinary wear and tear and war. Terrorist acts are not
excluded from the property and accidental outage policies, but are
covered as a common occurrence under the Non-Terrorism Risk
Insurance Act. The term common occurrence means that if terrorist
acts occur against one or more commercial nuclear power plants
insured by our insurance company within a 12-month period, all of
these terrorist acts will be treated as one event and the owners of the
plants will share one full limit of each type of policy, which is
currently $3.24 billion plus any reinsurance recoverable by Nuclear
Electric Insurance Limited (NEIL), our insurance provider. Currently
there is $1 billion of reinsurance purchased by NEIL. Claims that

I



2003 ANNUAL REPORT

arise from terrorist acts are also covered by our nuclear liability and
worker radiation policies. These policies are subject to one industry
aggregate limit for such acts, currently $300.0 million for the risk of
terrorism. Unlike the property and accidental outage policies, an
industry-wide retrospective assessment program (discussed below)
applies once the nuclear liability and worker radiation policies have
been exhausted.

Nuclear Liability Insurance
Pursuant to the Price-Anderson Act, we are required to insure against
public liability claims resulting from nuclear incidents to the full
limit of public liability, which is currently approximately $10.9 billion.
This limit of liability consists of the maximum available commercial
insurance of $300.0 million, and the remaining $10.6 billion is
provided through mandatory participation in an industry-wide retro-
spective assessment program. Under this retrospective assessment
program, we can be assessed up to $100.6 million per incident at
any commercial reactor in the country, payable at no more than
$10.0 million per incident per year. This assessment is subject to an
inflation adjustment based on the Consumer Price Index and
applicable premium taxes. This assessment also applies in excess of
our worker radiation claims insurance. In addition, the United
States Congress could impose additional revenue-raising measures
to pay claims. If the $10.9 billion liability limitation is insufficient,
the United States Congress will consider taking whatever action is
necessary to compensate the public for valid claims.

The Price-Anderson Act expired in August 2002 but was extended
until December 31, 2003 for Licensees. Licensees such as Wolf
Creek continue to be grandfathered under the Act The current
version of a comprehensive energy bill expected to be adopted in
2004 by Congress contains provisions that would amend Federal
Law (the "Price-Anderson Act') addressing public liability from
nuclear energy hazards in ways that would increase the annual limit
on retrospective assessments from $10.0 million to $15.0 million per
reactor per incident.

Nuclear Property Insurance
The owners of Wolf Creek carry decontamination liability, premature
nuclear decommissioning liability and property damage insurance
for Wolf Creek totaling approximately $2.8 billion (our share is
$1.3 billion). This insurance is provided by NEIL. In the event of an
accident, insurance proceeds must first be used for reactor stabiliza-
tion and site decontamination in accordance with a plan mandated
by the NRC. Our share of any remaining proceeds can be used to
pay for property damage or decontamination expenses or, if certain
requirements are met, including nuclear decommissioning the
plant, toward a shortfall in the nuclear decommissioning trust fund.

Accidental Nuclear Outage Insurance
The owners also carry additional insurance with NEIL to cover costs
of replacement power and other extra expenses incurred during a
prolonged outage resulting from accidental property damage at
Wolf Creek. If significant losses were incurred at any of the nuclear
plants insured under the NEIL policies, we may be subject to
retrospective assessments under the current policies of approxi-
mately $25.2 million (our share is $11.8 million).

Although we maintain various insurance policies to provide coverage
for potential losses and liabilities resulting from an accident or an
extended outage, our insurance coverage may not be adequate to

cover the costs that could result from a catastrophic accident or
extended outage at Wolf Creek. Any substantial losses not covered
by insurance, to the extent not recoverable through rates, would
have a material adverse effect on our consolidated financial condi-
tion and results of operations.

Fuel Commitments
To supply a portion of the fuel requirements for our generating
plants, we have entered into various commitments to obtain nuclear
fuel and coal. Some of these contracts contain provisions for price
escalation and minimum purchase commitments. At December 31,
2003, our share of WCNOC's nuclear fuel commitments were
approximately $17.6 million for uranium concentrates expiring in
2007, $2.8 million for conversion expiring in 2007, $15.3 million for
enrichment expiring at various times through 2006 and $55.9 million
for fabrication through 2024.

At December 31, 2003, our coal and coal transportation contract
commitments in 2003 dollars under the remaining terms of the
contracts were approximately $1.9 billion. The largest contract expires
in 2020, with the remaining contracts expiring at various times
through 2013.

At December 31, 2003, our natural gas transportation commitments
in 2003 dollars under the remaining terms of the contracts were
approximately $49.0 million. The natural gas transportation contracts
provide firm service to several of our natural gas burning facilities
and expire at various times through 2010, except for one contract
that expires in 2016.

Energy Act
As part of the 1992 Energy Policy Act, a special assessment is being
collected from utilities for a uranium enrichment decontamination
and nuclear decommissioning fund. Our portion of the assessment,
including carrying costs, for WolfCreek is approximately $9.6 million.
To date, we have paid approximately $7.5 million, with the remainder
payable over the next three years. Such costs are recovered through
the ratemaking process.

18. ASSET RETIREMENT OBUGATIONS

In January 2003, we adopted SFAS No. 143, "Accounting for Asset
Retirement Obligations" SFAS No. 143 requires recognition of
legal obligations associated with the retirement of long-lived assets
that result from the acquisition, construction, development or
normal operation of such assets. Concurrent with the recognition of
the liability, the estimated cost of an asset retirement obligation is
capitalized and depreciated over the remaining life of the asset Any
income effects are offiet by regulatory accounting pursuant to SFAS
No.71.

Legal Uability - Wolf Creek
On January 1, 2003, we recognized the liability for our 47% share of
the estimated cost to decommission Wolf Creek. SFAS No. 143 65
requires the recognition of the present value of the asset retirement
obligation we incurred at the time Wolf Creek was placed into service
in 1985. On January 1, 2003, we recorded an asset retirement
obligation of$74.7 million. In addition, we increased ourpropertyand
equipment balance, net of accumulated depreciation, by $10.7 million.
We also established a regulatory asset for $64.0 million, which
represents the accretion of the liability since 1985 and the increased
depreciation expense associated with the increase in plant. The asset
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retirement obligation is included on our consolidated balance
sheets in other long-term liabilities. Costs to retire Wolf Creek are
currently being recovered through rates as provided by the KCC.

The following table is a reconciliation of the legal asset retirement
obligation related to the decommissioning of WCNOC, which is
included on our consolidated balance sheets in other long-term
liabilities:

As of December 3t, 2003

(In Thousands)

Beginning asset retirement obligation ............ ................... S -
Transition liability .74,745
Liabilities settled .
Accretion expense .5,950
Estimated cash flows revisions .. . . .

Ending asset retirement obligation .............. .................. $80,695

The following presents pro forma asset retirement obligation
information as if SFAS No. 143 had been adopted at January 1, 2002:

As of December 31. 2003 2002

(in Thousands)

Liabilities incurred:
Reported $................................... 80,695 $ -
Pro forma ................................... 80,695 74.745

Non-legal Liability - Cost of Removal
We have recovered amounts in rates to provide for recovery of the
probable costs of removing utility plant assets; but which do not
represent legal retirement obligations. The amounts recovered were
included as a component of depreciation expense in accordance
with the FERC and KCC required ratemaking treatment With the
adoption of SFAS No. 143 we were required to quantify the net cost
of removal included in accumulated depreciation. At December 31,
2002, we had $15.2 million included in accumulated depreciation
that has been reclassified to other assets. At December 31, 2003, we
had $6.6 million in removal costs that have been classified as a
regulatory asset. The net amount related to non-legal retirement
costs can fluctuate based on amounts related to removal costs
recovered compared to removal costs incurred. Therefore, if in the
future we recover removal costs in excess of amounts incurred we
will recognize a regulatory liability for that amount. We do not
anticipate that the adoption of SFAS No. 143 will have any impact
on our electric rates.

19. LEGAL PROCEEDINGS

We and certain of our present and former officers are defendants in
a consolidated purported class action lawsuit in United States
District Court in Topeka, Kansas, 'in Re Westar Energy, Inc.
Securities Litigation,' Master File No. 5.03-CV.4003 and related
cases. Plaintiffs filed a Consolidated Amended Complaint on

6 July 15, 2003. The lawsuit is brought on behalf of purchasers of our
common stock between March 29, 2000, the date we announced
our intention to separate our electric utility operations from our
unregulated businesses, and November 8, 2002, the date the KCC
issued an order prohibiting the separation. The lawsuit alleges that
we violated federal securities laws by making material misrepre-
sentations, or omitting material facts, concerning the purpose and
benefits of the previously proposed separation of our electric utility

operations from our unregulated businesses, the compensation of
our senior management and the independence and functioning of
our board of directors and that as a result we artificially inflated the
price of our common stock. On October 20, 2003, we and the other
defendants filed motions to dismiss the complaint Responses by the
plaintiffs are due on March 15, 2004. We intend to vigorously
defend against this action. We are unable to predict the ultimate
impact of this matter on our consolidated financial position, results
of operations and cash flows.

We and certain of our present and former officers and employees are
defendants in a consolidated purported class action lawsuit filed in
United States District Court in Topeka, Kansas, 'In Re Westar
Energy ERISA Litigation, Master File No. 03-4032-JAR" Plaintiffs
filed a Consolidated Amended complaint on October 20,2003. The
lawsuit is brought on behalf of participants in, and beneficiaries of,
our Employees' 401(k) Savings Plan between July 1, 1998 and
January 1, 2003. The lawsuit alleges violations of the Employee
Retirement Income Security Act arising from the conduct of certain
present and former officers and employees who served or are serving
as fiduciaries for the plan. The conduct is related to alleged securities
law violations related to the previously proposed separation of our
electric utility operations from our unregulated businesses, our rate
cases filed with the KCC in 2000, the compensation of and benefits
provided to our senior management, energy marketing transactions
with Cleco Corporation (Cleco) and the first and second quarter
2002 restatements of our consolidated financial statements related
to the revised goodwill impairment charge and the mark-to-market
charge on our putable/callable notes. On December 23, 2003, we
filed a motion to dismiss the complaint Certain other defendants
have until March 30, 2004 to file motions to dismiss. Plaintiffs have
until May 17, 2004 to file a response to the motions to dismiss. We
intend to vigorously defend against this action. We are unable to
predict the ultimate impact of this matter on our consolidated
financial position, results of operations and cash flows.

Certain present and former members of our board of directors and
officers are defendants in a shareholder derivative complaint filed
April 18,2003, "Mark Epstein vs David C. Wittig, Douglas T. Lake,
Charles Q. Chandler IV, Frank J. Becker, Gene A. Budig, John C.
Nettels, Jr., Roy A. Edwards, John C. Dicus, Carl M. Koupal, Jr.,
Larry D. Irick and Cleco Corporation, defendants, and Westar
Energy, Inc., nominal defendant, Case No. 034081-JAR" Plaintiffs
filed an amended shareholder derivative complaint on July 30,
2003. Among other things, the lawsuit claims that the defendants
(a) breached fiduciary duties owed to us because of the actions and
omissions described in the report of the special committee of our
board of directors (see Note 21 below), (b) caused or permitted our
assets to be wasted on perquisites for certain insiders and (c) caused
or permitted our May 6, 2002 proxy statement to be issued with
materially false and misleading statements. The plaintiffs seek
unspecified monetary damages and other equitable relief. In
October 2003, our board of directors appointed a special litigation
committee of the board to evaluate the amended shareholder
derivative complaint The members of the committee are Mollie Hale
Carter, Arthur B. Krause and Michael F. Morrissey. Defendants
who have not already filed a response to the complaint have until
April 23, 2004 to respond. We are unable to predict the ultimate
impact of this matter on our consolidated financial position, results
of operations and cash flows.
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On June 13, 2003, we filed a demand for arbitration with the
American Arbitration Association asserting claims against Mr. Wittig
and Mr. Lake arising out of their previous employment with us.
Mr. Wittig and Mr. Lake have filed counterclaims against us in the
arbitration alleging substantial damages related to the termina-
tion of their employment and the publication of the report of the
special committee of our board of directors. We intend to vigorously
defend against these claims. We are unable to predict the ultimate
impact of this matter on our consolidated financial position, consoli-
dated results of operations and cash flow.

We and our subsidiaries are involved in various other legal, environ-
mental and regulatory proceedings. We believe that adequate
provisions have been made and accordingly believe that the
ultimate disposition of such matters will not have a material adverse
effect on our consolidated financial position or results of operations.

See also Notes 3, 17, 20, 21 and 23 for discussion of KCC regulatory
proceedings, alleged violations of the Clean Air Act an investigation
by the United States Attorney's Office, an inquiry by the Securities
and Exchange Commission (SEC), an investigation by the FERC
of certain of our power transactions, a special committee investi-
gation and potential liabilities to Mr. Wittig and Mr. Lake.

20. ONGOING INVESTIGATIONS

Grand Jury Subpoena
On September 17, 2002, we were served with a federal grand jury
subpoena by the United States Attorney's Office in Topeka, Kansas,
requesting information concerning the use of aircraft and our
annual shareholder meetings. Since that date, the United States
Attorney's Office has served additional subpoenas on us and certain
of our employees requesting further information concerning the use
of our aircraft; executive compensation arrangements with Mr. Wittig,
Mr. Lake and other former and present officers; the proposed rights
offering of Westar Industries stock that was abandoned; and the
company in general. We are providing information in response to
these requests and we are cooperating fully in the investigation. We
have not been informed that we are a target of the investigation. On
December 4, 2003, Mr. Wittig and Mr. Lake were indicted by the
federal grand jury on conspiracy, fraud and other criminal charges
related to their actions while serving as our officers. We are unable to
predict the ultimate outcome of the investigation or its impact on us.

Securities and Exchange Commission Inquiry
On November 1, 2002, the SEC notified us that it would be
conducting an inquiry into the matters involved in the restatement
of our first and second quarter 2002 financial statements. Our
counsel has communicated with the SEC about these and other
matters within the scope of the grand jury investigation, including
disclosures in our proxy statements concerning personal aircraft use
by former officers and the payment of a bonus to Mr. Wittig in 2002.
We are unable to predict the ultimate outcome of the inquiry or its
impact on us.

FERC Subpoena
On December 16, 2002, we received a subpoena from the FERC
seeking details on power trades with Cleco and its affiliates,
documents concerning power transactions between our system and
our marketing operations and information on power trades in which
we or other trading companies acted as intermediaries.

Cleco publicly disclosed in November 2002 that Cleco and its
affiliates had engaged in certain trades that may have violated the
FERC affiliate transaction rules applicable to Cleco. The affiliate
transactions involved power sales from one Cleco affiliate to Westar
Energy and then back to another or the same Cleco affiliate. The
transactions totaled approximately $3.8 million in 2002, $12.6 million
in 2001 and $3.4 million in 2000. The total amount of these transac-
tions represented less than 1% of our total revenues in 2002, 2001
and 2000.

Among the issues being reviewed by the FERC are transactions we
conducted with third parties to facilitate power transfers between
our system and our marketing operations. These transactions and
other energy marketing and trading activities were recently reviewed
in a KCC ordered audit of our energy marketing operations. This
review was conducted by an independent third party with industry
experience who was approved by the KCC. The review found no
irregularities in the structure or pricing of the transactions.

We have provided information to the FERC in response to the
original subpoena, subsequent requests submitted through our counsel
and additional subpoenas received July 28, 2003 and October 27,
2003 seeking information about compliance with the FERC codes
of conduct applicable to generation and transmission activities. We
believe that our participation in these transactions and the conduct
of our generation and transmission operations did not violate the
FERC rules and regulations. However, we are unable to predict the
ultimate outcome of the investigation.

21. SPECIAL COMMITTEE INVESTIGATION

In September 2002, our board of directors appointed a special
committee of directors to investigate matters related to a federal
grand jury subpoena served on us by the United States Attorney's
Office in Topeka, Kansas, requesting information concerning the
use of our corporate aircraft and our annual shareholder meetings.
The scope of the special committee's investigation was expanded to
cover other matters that were the subject of additional United States
Attorney's Office subpoenas served on us and certain of our employees.
These matters included executive compensation arrangements with
David C. Wittig, our former chairman of the board, president and
chief executive officer, and Douglas T. Lake, our former executive
vice president, chief strategic officer and member of the board, and
other former and present officers; the proposed rights offering of
Westar Industries stock that was abandoned; and the company in
general. The investigation also included matters that were the
subject of an SEC inquiry into the restatement of our first and
second quarter 2002 consolidated financial statements and
disclosures in our proxy statements concerning personal aircraft use
by former officers and the payment ofa bonus to Mr. Wittig in 2002.
The special committee completed its investigation and publicly
released a report on May 14, 2003 concerning the conclusions and
recommendations reached as a result of the investigation. The 67

investigation did not result in adjustments to our previously filed
financial statements.
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22. COMMON AND PREFERRED STOCK

Our Restated Articles of Incorporation, as amended, provide for
150,000,000 authorized shares of common stock. At December 31,
2003, 72,840,217 shares were issued and 72,636,642 shares were
outstanding.

We have a Direct Stock Purchase Plan (DSPP). Shares issued under
the DSPP may be either original issue shares or shares purchased in
the open market During 2003, a total of 1,129,689 shares were
purchased from the company through the reissuance of treasury
shares for the DSPP, Employee Stock Purchase Plan, 401(k) match
and other stock based plans operated under the 1996 Long-Term
Incentive and Share Award Plan. At December 31, 2003, a total of
992,488 shares were available under the DSPP registration statement.

Treasury Stock
At December 31, 2003, we had a treasury stock balance of 203,575
shares. At December 31, 2002, we had a treasury stock balance of
1,333,264 including 850,000 shares held by Protection One. During
2003, we repurchased all of these shares from Protection One for the
then current market value which was $3.4 million less than what
Protection One originally paid.

See Note 26, 'Related Party Information" for information regarding
our purchase during 2003 of shares of our common stock held by
Protection One.

Preferred Stock Not Subject to Mandatory Redemption
Westar Energy's cumulative preferred stock is redeemable in whole
or in part on 30 to 60 days' notice at our option. The table below
shows our redemption amount for all series of preferred stock not
subject to mandatory redemption at December 31, 2003.

Total
Prindpal Call Amount

Rate Shares Outstanding Prie Premium to Redeem

(Dolars In Thousands)

4.500% 121,613 $12,161 108.00% S 973 S13,134
4.250% 54,970 5,497 101.50% 82 5,579
5.000% 37,780 3,778 102.00% 76 3,854

$21,436 $1,131 $22,567

The provisions of Westar Energy's Restated Articles of Incorporation,
as amended, 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. If the ratio of the capital
represented by our preference stock and common stock (together,
Subordinated Stock) (includingpremiums on our capital stock) and
its surplus accounts, to its total capital and its surplus accounts at the
end of the second month immediately preceding the date of the
proposed payment of dividends, adjusted to reflect the proposed
payment (Capitalization Ratio), will be less than 20%, then the

68 payment of the dividends on Subordinated Stock shall not exceed
50% of net income available for dividends for the 12-month period
ending with and including the second month immediately preceding
the date of the proposed payment. If the Capitalization Ratio is 20%
or more but less than 25%, then the payment of dividends on the
Subordinated Stock, including the proposed payment, then the
payments shall not exceed 75% of its net income available for
dividends for such 12-month period. Except to the extent permitted
above, no payment or other distribution may be made that would
reduce the Capitalization Ratio to less than 25%. The Capitalization
Ratio is determined based on the unconsolidated balance sheet for

Westar Energy. At December 31, 2003, the Capitalization Ratio was
greater than 25%.

So long as there are any outstanding shares of Westar Energy
preferred stock, Westar Energy shall not without the consent of a
majority of the shares of preferred stock or if more than one-third of
the outstanding shares of preferred stock vote negatively and without
the consent of a percentage of any and all classes required by law and
Westar Energy's Articles of Incorporation, declare or pay any
dividends (other than stock dividends or dividends applied by the
recipient to the purchase of additional shares) or make any other
distribution upon Subordinated Stock unless, immediately after
such distribution or payment the sum of Westar Energy's capital
represented by the outstanding Subordinated Stock and our earned
and any capital surplus shall not be less than $10.5 million plus an
amount equal to twice the annual dividend requirement on all the
then outstanding shares of preferred stock.

23. POTENTIAL LIABILITIES TO DAVID C. WITTIG
AND DOUGLAS T. LAKE

David C. Wittig, our former chairman of the board, president and
chief executive officer, resigned from all of his positions with us and
our affiliates on November 22, 2002. On May 7, 2003, our board of
directors determined that the employment of Mr. Wittig was
terminated as of November 22, 2002 for cause. Douglas T. Lake, our
former executive vice president, chief strategic officer and member
of the board, was placed on administrative leave from all of his
positions with us and our affiliates on December 6,2002. On June 12,
2003, our board of directors terminated the employment of Mr. Lake
for cause.

On June 13,2003, we filed a demand for arbitration with the American
Arbitration Association asserting claims against Mr. Wittig and
Mr. Lake arising out of their previous employment with us. Among
other things, we are seeking to recover compensation and benefits
previously paid to Mr. Wittig and Mr. Lake and to avoid compensa-
tion and other benefits Mr. Wittig and Mr. Lake claim to be owed to
them as a result of their previous employment with us. We are
unable to predict the outcome of the arbitration.

As of December 31, 2003, we had accrued liabilities totaling
approximately $51.5 million for compensation not yet paid to
Mr. Wittig and Mr. Lake under various plans. The compensation
includes RSU awards, deferred vested shares, deferred RSU awards,
deferred vested stock for compensation, executive salary continua-
tion plan benefits and, in the case of Mr. Wittig, benefits arising from
a split dollar life insurance agreement. The amount of our obligation
to Mr. Wittig related to a split dollar life insurance agreement is
subject to adjustment at the end of each quarter based on the total
return to our shareholders from the date of that agreement The total
return considers the change in stock price and accumulated dividends.

In January 2004, stock performance requirements were satisfied
resulting in the vestingof RSUs previously granted to Mr. Wittig and
Mr. Lake. Accordingly, in January 2004 we recorded compensa-
tion expense of $4.2 million and increased our accrued liability to
Mr. Wittig and Mr. Lake by a like amount.

In addition to these amounts, we could also be obligated to make
payments to Mr. Wittig and Mr. Lake pursuant to the executive
salary continuation plan. Assuming an expected payout period of
35 years, the aggregate nominal amount of these payments would
be approximately $17.3 million for Mr. Wittig and $8.6 million for
Mr. Lake.
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24. MARKETABLE SECURITIES

On January 1, 2003, we classified our investment in ONEOK as an
available-for-sale security and by December 31, 2003, had sold all
of our investment in ONEOK. Realized gains and losses on the
sale of our marketable securities are included in earnings and
were derived using the specific identification method. The following
table summarizes our marketable security sales for the years ended
December 31, 2003, 2002 and 2001:

Martetable Security Sales 2003 2002 2001

On Thousands)

Sales proceeds .................. $ 801,841 $ - $2,829
Realized gains ................... .... 99,327 -

Realized losses ........... - - 1,861

During each of the last three years, we wrote down the cost basis of
certain other securities to their estimated fair value. The fair value of
these equity securities had declined below our cost basis, and we
determined that these declines were other than temporary. The
write down for 2003 totaled $0.5 million. For 2002, the write down
totaled $0.3 million. The amount of the 2001 write down totaled
$11.1 million. The write downs are included in impairment of
investments on our consolidated statements of income.

25. LEASES

Operating Leases
We lease office buildings, computer equipment, vehicles, railcars
and other property and equipment with various terms and expiration
dates ranging from I to 15 years. We have the right at the expiration of
the basic lease terms to renew several leases, including the LaCygne 2
lease, static var equipment lease, and several railcar leases. We also
have the right to purchase the equipment or assets at the expiration
of the basic lease term or any renewal term at a price equal to the fair
market value of the equipment if certain notification requirements
are met.

In determining lease expense, the effects of scheduled rent increases
are recognized on a straight-line basis over the minimum lease term.
The rental expense associated with the LaCygne 2 operating lease
includes an offset for the amortization of the deferred gain on the
sale-leaseback. The rental expense and estimated commitments are
as follows for the LaCygne 2 lease and other operating leases.

Total
LaCygne 2 Operating

Year Ended December 31, Lease(b) Leases
(In Thousands)

Rental expense:
2001 .$ 28,895 $ 53,956
2002 .28,895 46,312
2003 .28,895 42,495

Future commitments:
2004 .$ 34,598 $ 45,106
2005 .38,013 47,633
2006 .42,287 51,570
2007 .78,268 85,282
2008 .12,609 19,085
Thereafter .331,441 365,634

Total futurecommitments ... $537,216 $614,310

(-)LaCygne 2 lease amounts are included in total operating leases.

In 1987, KGE sold and leased back its 50% undivided interest in the
LaCygne 2 generating unit. The LaCygne 2 lease had an initial term
of 29 years, with various options to renew the lease or repurchase the
50% undivided interest. KGE remains responsible for its share of
operating and maintenance costs and other related operating costs
of LaCygne 2. The lease is an operating lease for financial reporting
purposes. We recognized a gain on the sale, which was deferred and
is being amortized over the lease term. The increase in payments in
2006 and 2007 represent a change in accordance with the terms of
the lease from the lease payments being made in arrears to the lease
payments being made in advance and are included on a straight-line
basis over the minimum lease term when determining lease expense.
The rent liability associated with the LaCygne 2 lease is included
in the accrued liability line on the consolidated balance sheets and
was $32.5 million at December 31, 2003 and $32.4 million at
December 31, 2002.

Capital Leases
Assets recorded under capital leases are listed below:

December 31, 2003 2002

(In Thousands)

Vehicles ... $ $40,018 $41,930
Computer systems and software .................... 958 6,557
Accumulated amortization .......... ............... (18,383) (21,131)

$22,593 $27,356

Minimum annual rental payments, excluding administrative costs
such as property taxes, insurance and maintenance, under capital
leases as of December 31, 2003 are listed below. Some capital leases are
sub ject to covenants, which require us to maintain certain credit ratings.

Ttal Capital
Year Ended December 31, Leases

on Thousands)

2004 ....................... ...................... S 5,294
2005 ....................... ...................... 4,632
2006 ...................... ....................... 3,841
2007 ....................... ...................... 3,432
2008 ........................ ..................... 2,607
Thereafter................................................... 5,522

25,328
Amounts representing imputed interest ............................. (2,735)

Present value of net minimum lease payments under capital leases ...... $. 22,593

26. RELATED PARTY TRANSACTIONS

Below, we describe significant transactions between us and Westar
Industries and some of ourother subsidiaries and related parties. We
have disclosed these significant transactions even if they have been
eliminated in the preparation of our consolidated results and
financial position.

ONEOK Shared Services Agreement
We and ONEOK have shared services agreements in which we
provide and bill one another for facilities, utility field work, mobile
communications, information technology, customer support, meter
reading and bill processing. Payments for these services are based on
various hourly charges, negotiated fees and out-of-pocket expenses.

2003 2002 2001

On Thousands)

Charges to ONEOK ... ... $8,312 S8,357 $8,202

Charges from ONEOK .................. 3,190 3,324 3,279

69
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ONEOK notified us of its decision to terminate portions of this
shared services agreement. We expect the termination to occur in
September 2004. Major items being terminated include electric
service orders, call center functions, bill processing and remittance
processing. In addition to joint meter reading, we plan to continue to
share some facilities and the mobile communications system.

Protection One Shared Services Agreement
We provide administrative services to Protection One pursuant to
service agreements, including accounting, tax, audit, human resources,
legal, purchasing and facilities services. Fees for these services are
based on various hourly charges, negotiated fees and out-of-pocket
expenses. Protection One incurred charges of approximately
$4.3 million in 2003, $3.9 million in 2002 and $8.1 million in 2001.
We expect these services to be discontinued over a transition period
of not more than 12 months.

Payments to Protection One
On March 21,2003, we paid approximately $1.0 million to Protection
One as reimbursement for information technology services provided
to us, and related costs incurred, by a subsidiary of Protection One.
On March 21, 2003, we also paid approximately $3.6 million to
Protection One as reimbursement for aviation services provided by a
subsidiary of Protection One and for the repurchase of our common
and preferred stock held by Protection One. The KCC authorized
these payments in the March 11, 2003 KCC order, as described in
Note 3.

In June 2003, Westar Industries paid $0.5 million to Protection One for
the trademark associated with Protection One Europe as required
due to the sale by Westar Industries of Protection One Europe.

Protection One Credit Facility
Westar Industries was the lender under Protection One's senior
credit facility. As of December 31, 2003, the outstanding balance of
the credit facility was $215.5 million. This facility was assigned to
Quadrangle in connection with the sale of our interest in Protection
One that was completed on February 17, 2004. At closing, the
facility had a balance of $215.5 million.

Financial Advisory Services
Protection One entered into an agreement pursuant to which it paid
a quarterly fee to Westar Industries for financial advisory services
equal to 0.125% of its consolidated total assets at the end of each
quarter. This agreement was approved by the independent members
of Protection One's board of directors. Protection One incurred
approximately $3.6 million of such fees during the year ended
December 31, 2002. This agreement was terminated effective
September 30, 2002.

Tax Sharing Agreement
Protection One has been part of our consolidated tax group since
1997. During that time, we have reimbursed Protection One for

70 current tax benefits attributable to Protection One used in our
consolidated tax return under the tenns of a tax sharing agreement.
Following the sale of our Protection One common stock interests on
February 17, 2004, Protection One is no longer a part of our
consolidated tax group. We and Protection One did not formally
terminate our tax sharing agreement and, based on discussions with
Protection One and its counsel, there are several areas of potential
dispute between us regarding our obligations under the terms of the

tax sharing agreement The most material of these potential disputes
involve the proper treatment under the tax sharing agreement of tax
obligations or benefits arising out of the transaction in which we sold
our interest in Protection One. These items are further discussed in
Note 5, 'Discontinued Operations - Sale of Protection One and
Protection One Europe'" The tax sharing payment we owe
Protection One for the tax year 2002 and prior tax years is estimated
to be $31.7 million. In 2003, we paid $20.0 million to Protection
One as authorized by the KCC for 2002. In addition, we may owe
additional amounts for amounts that accrued through February 17,
2004, the closing date for the Protection One sale.

Purchase of Stock from Protection One
We purchased 850,000 shares of our common stock and approxi-
mately 34,000 shares of our preferred stock from Protection One for
approximately $11.6 million in 2003. This transaction was approved
by the KCC. The repurchase of common stock was $3.4 million less
than what Protection One originally paid.

Transactions Between Westar Energy and KGE
Westar Energy performs KGE's cash management function,
including cash receipts and disbursements. We use an intercom-
pany account to record net receipts and disbursements between
Westar Energy and KGE and between KGE and WR Receivables
Corporation. KGE's net amount payable to affiliates was approxi-
mately $25.9 million at December 31, 2003 and $24.1 million at
December 31, 2002. These intercompany charges have been
eliminated in consolidation.

Westar Energy provides all employees used by KGE and allocates
certain operating expenses to KGE. These expenses are allocated,
depending on the nature of the expense, based on allocation studies,
net investment, number of customers and/or other appropriate factors.

Transactions Between Protection One and KGE
During the fourth quarter of 2001, KGE entered into an option
agreement to sell an office building located in downtown Wichita,
Kansas, to Protection One for approximately $0.5 million. The sales
price was determined by management based on three independent
appraisers' findings. This transaction was completed during June
2002. We recognized a loss of $2.6 million on this transaction, and
we expected to realize annual operating cost savings of approxi-
mately $0.9 million. The cost savings are recorded as a regulatory
liability in accordance with a March 26, 2002, KCC order for
consideration in a future rate proceeding. For the year ended
December 31, 2003, we recorded $1.0 million in cost savings as a
regulatory liability and for the year ended December 31, 2002, we
recorded $0.5 million in cost savings as a regulatory liability.

Loans to Officers
During 2001 and 2002, we extended loans to our officers for the
purpose of purchasing shares of our common stock. The balance
outstanding at December 31, 2003 was approximately $2,000,
which consisted of accrued interest For the year ended December
31, 2003, we recorded approximately $35,000 in interest income on
these loans. We eliminated this program and no additional loans
have been made since the enactment of federal legislation that
became effective July 30, 2002.
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27. WORK FORCE REDUCTIONS

2001 Involuntary Separation

In late 2001, we reduced ourutilitywork fbrcebyapproximately200
employees through involuntary separations. Below is a schedule of
the severance payments incurred related to this work force reduction.

Year Ended December 31, 2003 2002 2001

(In Thousands)
Balance at January I ...................... S - $8,099 $ -
Additions ................. . - - 12,441
Payments ............................ - (8,099) (4,342)
Balance at December31 ............. $...... - $ - $ 8,099

2002 Voluntary Separation

During 2002, we further reduced our utility work force by approxi-
mately 400 employees through a voluntary separation program. We
have replaced and may continue to replace some of these employees.
Below is a schedule of severance payments incurred related to this
work force reduction.

Year Ended December 31, 2003 2002

(in Thousands)

2001

Balance at January I .................. $...... - $ - $ -

Additions . .............................. - 19,496
Payments ... : -................. (19,496)

Balance atDecember31 ..................... $ - $ - $ -

Any work force reductions since the completion of the 2002 voluntary
separation have been in the normal course of operations.

28. SALE OF UTILITY ASSETS

In August 2003, we sold a portion of our transmission and distribu-
tion assets and rights to provide service to approximately 10,000
customers in an area of central Kansas. Total sales proceeds received
were $33.3 million and we recorded a gain of $11.9 million, which
is included as a reduction in operating and maintenance expenses
on our consolidated income statement

29. SEGMENTS OF BUSINESS

We evaluate segment performance based on earnings per share and
have two reportable segments: "Electric Utility" and "Other." We
have no single customer from which we receive 10% or more of our
revenues.

x "Electric Utility" consists of our integrated electric utility operations,
including the generation, transmission and distribution of power
to our retail customers in Kansas and to wholesale customers, as
well as our energy marketing activities.

a "Other" includes our former ownership interests in ONEOK,
Protection One and Protection One Europe and other investments
that in the aggregate are immaterial to our business or consolidated
results of continuing operations. We expect the "Other" segment
will be immaterial in future periods.

Electric
Year Ended December 31, 2003 Utlityw Otherb) Total

(in Thousands, Except Per Share Amounts)

Sales ...................... $1,461,143 $ - $1,461,143
Depreciation and amortization ...... 167,226 10 167,236
Interest expense ................. 193,369 30,987 224,356
Income tax expense .............. 51,050 30,718 81,768
Results of discontinued operations,

net of tax .................... - (77,905) (77,905)
Earnings (toss) available for

common stock ......... ...... 112,446 (28,404) 84,042

Earnings (loss) per share ........... 1.55 (0.39) 1.16

Additions to property, plant
and equipment ................ 150,378 - 150,378

Asof December,31,2003:
Identifiable assets ... ........... $4,970,380 S 764,125 $5,734,505

Electric
Year Ended December 31, 202 Utlity(a Other(O (d1 Total

(In Thousands. Except Per Share Amounts)

Sales .................. $.. $1,422,899 $ 252 S 1,423,151
Depreciation and amortization ..... 171,749 58 171,807
Interest expense (income) ......... 229,760 5,412 235,172
incometaxexpense(benefit) ....... (5,785) (5,734) (11,519)
Results of discontinued operations,

netof tax .................... - (881,817) (881,817)
Earnings (loss) available for

commonstock .... . ............ 19,661 (813,061) (793,400)

Earnings (loss) per share ........... 0.27 (11.33) (11.06)

Additions to property, plant
and equipment ................ 126.763 126,763

As of December31, 2002:
Identifiable assets ............... $5,087,004 $1,653,321 $6,740,325

Electric
Year Ended December 31,2001 utly Otheri') M Total

On Thousands. Except Per Share Amounts)

Sales................ ......... $. $1,307,177 $ 1,359 $1,308,536
Depreciation and amortization ...... 185,156 363 185,519
Interest expense (income) ......... 228,129 (12,102) 216,027
Incometaxexpense(benefit) ....... (40,018) 13,306 (26,712)
Results of discontinued operations,

netof tax .................... - (98,903) (98,903)
Earnings (loss) available for

common stock ................ 36,588 (58,359) (21,771)

Earnings (loss) per share ........... 0.52 (0.83) (0.31)

Additions to property, plant
and equipment ................ 226,996 - 226,996

As of December 31,2001:
Identifiable assets ........... $.... 4,879,641 $2,833,123 $7,712,764

(")Eamnings (loss) per share include a $21.5 million loss related to the putablel
callable notes, which includes a loss of $24.2 million associated with the
settlement of the call options.

(bEamings (loss) per share include investment earnings of $15.7 million of
ONEOK prferred dividends, $1.7 million of ONEOK common stock dividends
and $99.3 million gain on the sale of ONEOK stock.

(d Earnings (loss) per share include a $22.9 million reserve for potential liabilities
to Mr. Wittig and Mr. Lake and a $22.6 million charge recorded for marking to
market changes in the fair value ofthe call option ofthe putable/callable notes.

(d)Earnings (loss) per share include investment earnings of $37.1 million of
ONEOK preferred dividends.

W)Sales are from a wholly ownedsubsidiary of Westar Industries providing paging
services, which was sold during the first quarter of2002.

Wi Earnings (loss) per share include investment earnings of $37.1 million of
ONEOK preferred dividends.

Geographic Information
We have operations only in the United States. Our management
looks at our operations as a whole and does not segregate according

to any operational areas.
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30. QUARTERLY RESULTS (UNAUDITED)

The amounts in the table are unaudited, but in the opinion of management, contain all adjustments (consisting only of normal recurring
adjustments) necessary for a fair presentation of the results of such periods. Our electric business is seasonal in nature and, in our opinion,
comparisons between the quarters of a year do not give a true indication of overall trends and changes in operations.

First Second Third

(in Thousands, Except Per Share Amounts)

Fourth First Second Third

(in Thousands, Except Per Share Amounts)

Fourth

2003
Sales ...................
Income from continuing

operations before
accounting change
and preferred dividends

Discontinued operations
Net income (loss) ..........
Earnings (toss) available

for common stock.

Per Share Data(°:
Basic:
Earnings available from

continuing operations
before accounting
change and preferred
dividends ...........

Discontinued operations,
net of tax ..............

Earnings (loss) available .....

Diluted:
Earnings available from

continuing operations
before accounting
change and preferred
dividends ..............

Discontinued operations,
netof tax .... ...

Earnings 0oss) avaiable .....

Cash dividend per
common share ..........

Market price per
common share:

$345,434 $345,885 $438,167 $331,657

20,102
103,822
123,924

$123,697

21,807
6,378

28,185

S 27,943

80,584 40,422
(161.651) (26,454)
(81,067) 13,968

S (81,283) S 13,686

S 0.28 S 0.30 S 1.11 S 0.56

1.44 0.09 (2.23) (0.37)
S 1.72 S 0.39 S (1.12) S 0.19

2002
Sales ..................
Income from continuing

operations before
accounting change
and preferred dividends

Discontinued operations
Net income Ooss) .........
Earnings (toss) available

for common stock.

Per Share Datata):
Basic:
Earnings available from

continuing operations
before accounting
change and preferred
dividends .............

Discontinued operations,
net of tax .......

Earnings (loss) available ....

Diluted:
Earnings available from

continuing operations
before accounting
change and preferred
dividends .............

Discontinued operations,
netof tax .....

Earnings (loss) available ....

Cash dividend per
common share .........

Market price per
common share:
High .................
LOw .................

$ 317,239 $332,715

5,759 8,253
(752,285) 1,021
(746,526) 9,275

$(746,310) $ 9,172

$ 0.08 $ 0.11

$442,145 $331,052

46,722 28,082
(3,155) (127,398)
43,567 (99,317)

$ 43,301 S(99,563)

$ 0.65 S 0.39

(10.54) 0.02 (0.04) (1.78)
$ (10.46) S 0.13 $ 0.61 $ (1.39)

$ 0.28 S 0.29 S 1.09 $ 0.55

1A3 0.09 (2.20) (0.36)
S 1.71 S 0.38 S (1.11) S 0.19

$ 0.19 $ 0.19 $ 0.19 $ 0.19

$ 0.08 $ 0.11 S 0.64 S 0.39

(10.54) 0.02 (0.04) (1.76)
S (10.46) $ 0.13 S 0.60 S (1.37)

$ 0.30 $ 0.30 $ 0.30 $ 0.30

S 18.00 S 17.80 $ 16.00 $ 12.02
S 15.79 $ 14.25 S 9.44 $ 8.50

High .S 13.04 S 17.09 S 18.65 $ 20.49
Low .................. S 9.76 S 12.15 S 15.45 S 18.40

(-)Earnings (loss) per share is computed independently for each of the periods
presented. The sum ofthe earnings (loss) pershare amounts for the quarters may
not equal the total for the year.

(-)Earnings (loss) per share is computed independently for each of the periods
presented. The sum ofthe earnings (loss) per share amounts for the quarters may
not equal the total for the year.

31. SUBSEQUENT EVENT

In February 2004, we repaid the remainingbalance of $114.1 million
under our $585.0 million term loan that was due in 2005 with
internally generated cash and a portion of the proceeds received
from the sale of Protection One.

32. RESTATEMENT OF CASH FLOW STATEMENTS
72

Subsequent to the issuance of the December 31, 2003 financial
statements, we determined that certain components in our consoli-
dated statements of cash flows for 2003, 2002 and 2001 were
incorrectly classified. The misstatements related to classification
within the cash flow statements of cash distributions received
from investments in foreign power projects, the reinvestment of

dividends payable on shares of our common stock issued or reissued
under our Direct Stock Purchase Plan and other individually
insignificant items as either cash flow from investing activities or
financing activities. As a result, the accompanying statements of
cash flows for the years ended December 31, 2003, 2002 and
2001 have been restated from the amounts previously reported to
increase cash flows from operating activities by $10.2 million,
$39.2 million and $13.5 million for 2003, 2002 and 2001,
respectively, to decrease cash flows from investing activities by
$10.2 million and $21.1 million for 2003 and 2002, respectively,
and increase cash flow from investing activities for 2001 by
$6.6 million. Cash flow from financing activities for 2002 and
2001 decreased by $18.1 million and $20.1 million, respectively.
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ONEOK, INC.

INDEX TO FINANCIAL STATEMENTS
Independent Auditors' Report together with the audited
consolidated balance sheets of ONEOK, Inc. and
subsidiaries as of December 31, 2003 and December 31,
2002 and the related consolidated statements of income,
shareholders' equity and comprehensive income and cash
flows for each of the years in the three-year period ended
December 31, 2003.

All financial information concerning ONEOK was excerpted
from the reports it files with the SEC pursuant to the
Securities Exchange Act We have not independently verified
the information concerning ONEOK contained in this filing
and we do not make any representation or warranty
concerning the accuracy thereof.

ITEM 8. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders
ONEOK, Inc.:

We have audited the accompanying consolidated balance sheets of
ONEOK, Inc. and subsidiaries as of December 31, 2003 and 2002
and the related consolidated statements of income, shareholders'
equity and comprehensive income, and cash flows for each of the
years in the three-year period ended December 31, 2003. These
consolidated financial statements are the responsibility of the
Company's management Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position of
ONEOK, Inc. and subsidiaries as of December 31, 2003 and 2002,
and the results of their operations and their cash flows for each of the
years in the three-year period ended December 31, 2003, in
conformity with accounting principles generally accepted in the
United States of America.

As discussed in Notes A and F to the consolidated financial
statements, the Company adopted the provisions of Statement of
Financial Accounting Standards No. 143, Accounting for Asset
Retirement Obligations, the recognition and measurement
principles of Statement of Financial Accounting Standards No. 123,
Accounting for Stock-Based Compensation, and the rescission of
the provisions of Emerging Issues Task Force 98-10, Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities, effective January 1, 2003, the provisions of Statement
of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets, effective January 1, 2002 and the provisions
of Statement of Financial Accounting Standards No. 133,
Accounting for Derivative Instruments and Hedging Activities,
effective January 1, 2001.

KPMG LLP

Tulsa, Oklahoma
February 13, 2004 73
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ONEOK, INC. AND SUBSIDIARIES CONSOUDATED STATEMENTS OF INCOME

Years Ended December 31, 2003 2002 2001
(Thousands of Dollars, Except Per Share Amounts)

REVENUES
Operating revenues, excluding energy trading revenues.
Energy trading revenues, net .
Cost of gas .

Net Revenues.

OPERATING EXPENSES
Operations and maintenance.
Depreciation, depletion, and amortization.
General taxes .

Total Operating Expenses .

Operating Income .

Other income .
Other expense .
Interest expense .

Income before Income Taxes .

Income taxes .

Income from Continuing Operations .
Discontinued operations, net of taxes (Note C):

Income from operations of discontinued component.
Gain on sale of discontinued component .

Cumulative effect of changes in accounting principles,
net of tax (Note A and D) .

NET INCOME.
Preferred stock dividends.

Income Available for Common Stock .

Earnings Per Share of Common Stock (Note S)
Basic:

Earnings per share from continuing operations.
Earnings per share from operations of discontinued component.
Earnings per share from gain on sale of discontinued component.
Earnings per share from cumulative effect of

changes in accounting principle.

Net earnings per share, basic .

Diluted:
Earnings per share from continuing operations.
Earnings per share from operations of discontinued component
Earnings per share from gain on sale of discontinued component.
Earnings per share from cumulative effect of

changes in accounting principle.

Net earnings per share, diluted .

Average Shares of Common Stock (Thousands)
Basic .
Diluted .

Dividends per share of Common Stock .

$2,769,214
229,782

1,862,518

1,136,478

$ 1,894,851
209,429

1,128,620

975,660

$ 1,814,180
101,761

1,089,566

826,375

-

-

463,116
160,861
66,437

690,414

446,064

8,164
5,224

104.185

344,819

130.527

401,328
147,843
55,011

604,182

371,478

12,426
19,038

106,405

258,461

102,485

381,589
133,533
55,644

570,766

255,609

9,852
8,976

140,158

116,327

37,490

-

-

214,292 155,976 78,837

2,342 10,648 24,879
39,739 - -

(143,885) - (2,151)

112,488 166,624 101,565
24,211 37,100 37,100

$ 88,277 $ 129,524 $ 64,465

$ 2.38 $ 1.31 $ 0.66
0.02 0.09 0.21
0.36 - -

(1.28) - (0.02)

S 1.48 $ 1.40 $ 0.85

2.13 $ 1.30 $ 0.66
0.02 0.09 0.21
0.35 - -

(1.28) - (0.02)

S 1.22 $ 1.39 $ 0.85

80,569 99,914 99,449
96,999 100,528 99,671

$ 0.69 $ 0.62 $ 0.62

74

See accompanying Notes to Consolidated Financial Statements.
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ONEOK, INC. AND SUBSIDIARIES CONSOUDATED BALANCE SHEETS

December 31, 2003 2002
(Thousands of Dollars)

ASSETS
CURRENT ASSETS

Cash and cash equivalents .............................................................. .$ 12,172 $ 73,522
Trade accounts and notes receivable, net .970,141 773,017
Materials and supplies .18,962 16,949
Gas in storage .500,439 58,544
Unrecovered purchased gas costs. - 3,576
Assets from price risk management activities (Note D) .289,417 724,842
Deposits............................................................................. 42A424
Other current assets .46,184 44,790
Assets of discontinued component (Note C). - 276

Total Current Assets .1,879,739 1,695,516

PROPERTY, PLANT AND EQUIPMENT
Production . ......................................................................... 404,254 144,174
Gathering and Processing ............... 1,036,080 993,504
Transportation and Storage .699,676 689,150
Distribution ..... ' 2,813,800 2,169,382
Marketing and Trading .126,315 124,512
Other............................................................................... 99,549 94,778

Total Property, Plant and Equipment .5,179,674 4,215,500
Accumulated depreciation, depletion, and amortization. 1,487,4S 1,199,568

Net Property, Plant and Equipment .3,691,826 3,015,932

DEFERRED CHARGES AND OTHER ASSETS
Regulatory assets, net (Note E) .213,915 217,978
Goodwill (Note F) .225,615 113,510
Assets from price risk management activities (Note D) .113,052 360,645
Prepaid pensions .120,618 125,426
Investments and other .69,283 55,526

Total Deferred Charges and Other Assets .742,433 873,085

NON-CURRENT ASSETS OF DISCONTINUED COMPONENT (Note C) -... 225,061

Total Assets ..... $6.................................................... $6,314,048 $ 5,809,594

75

See accompanying Notes to Consolidated Financial Statements.
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ONEOK, INC AND SUBSIDIARIES CONSOUDATED BALANCE SHEETS (Continued)

December 31, 2003 2002
(Thousands of Dollars)

LIABIUTIES AND SHAREHOLDERS' EQUITY

CURRENT UABILITIES
Current maturities of long-term debt .
Notes payable .
Accounts payable .
Accrued taxes .
Accrued interest .
Customers' deposits .
Unrecovered purchased gas costs .
Liabilities from price risk management activities (Note D) ....................................
Deferred income taxes ...............................................................
Other .
Liabilities of discontinued component (Note C).

Total Current Liabilities .

LONG-TERM DEBT, EXCLUDING CURRENT MATURITIES .
DEFERRED CREDITS AND OTHER LIABILITIES

Deferred income taxes .
Liabilities from price risk management activities (Note D) .
Lease obligation .
Other deferred credits .

Total Deferred Credits and Other Liabilities .........................

NON-CURRENT LIABIUTLIES OF DISCONTINUED COMPONENT (Note C) ............................

Total Liabilities .................................................................

COMMITMENTS AND CONTINGENCIES (Note M)
SHAREHOLDERS' EQUITY

Convertible Preferred Stock, $0.01 par value:
Series A authorized 20,000,000 shares; issued and outstanding 19,946,448 shares at

December 31, 2002 .............................................................
Common stock, $0.01 par value:

authorized 300,000,000 shares; issued 98,194,674 shares and outstanding 95,194,666 shares
at December 31, 2003; issued 63,438,441 shares and outstanding 60,761,064 shares
at December 31, 2002 ...........................................................

Paid in capital (Note I) ................................................................
Unearned compensation ...................... ............ ..........
Accumulated other comprehensive loss (Note Q) ..........................................
Retained earnings ....................................................................
Treasury stock, at cost: 3,000,008 shares at December 31, 2003 and 2,677,377 shares at

December 31, 2002 .................................... ........................

Total Shareholders' Equity ........................................................

Total Liabilities and Shareholders' Equity .........................................

$ 6,334
600,000
813,895
102,637

32,999
34,692
51,378

302,878
150,816
130,174

Z225,803

1,878,264

$ 6,334
265,500
672,153
41,922
29,202
21,096

496,467
130,328
125,129

1,445

1,789,576

1,511,118

414,734
112,714
100,292
340,849
968,589

5,072,656

475,163
309,070
109,051
208,989

1,102,273

41,015

4,443,982

-

-

. .

199

982
815,870

(3,422)
(17,626)
495,971

634
903,918

(2,716)
(5,546)

507,836

(50,383) (38,713)

1,241,392 1,365,612

$6,314,048 $ 5,809,594
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See accompanying Notes to Consolidated Financial Statements.
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ONEOK, INC. AND SUBSIDIARIES CONSOUDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2003 Z002 2001

(T11ousands of Dollars)

OPERATING ACTIVmES
Income from continuing operations .......... ....................... S 214,292 $ 155,976 $ 78,837
Depreciation, depletion, and amortization ........ .................... 160,861 147,843 133,533
Gain on sale of assets . ............................................ 292 (1,213) (1,120)
Gain on sale of equity investments .......... ........................ - (7,622) (758)
Income from equity investments ........... ......................... (1,547) (366) (8,109)
Deferred income taxes . ........................................... 111.788 165,723 120,189
Stock based compensation expense ......... ........................ 6,289 2,121 1,110
Allowance for doubtful accounts ............ ........................ 14,073 12,478 43,495
Changes in assets and liabilities (net of acquisition effects):

Accounts and notes receivable ................................... (156,887) (122,733) 909,284
Inventories .................................................. (428,408) 27,334 (11,854)
Unrecovered purchased gas costs ......... ....................... 54,954 41,522 (43,520)
Deposits .................................................... (42,424) 41,781 79,019
Regulatoryassets .............................................. (13,467) (543) (8,387)
Accounts payable and accrued liabilities ....... ................... 100,961 239,167 (701,153)
Price risk management assets and liabilities ....... ................. 27,651 (19,038) (198,611)
Other assets and liabilities ...................................... (52,631) 86,062 (49,992)
Cash Provided by (Used in) Continuing Operations ..... ............ (4,203) 768,492 341,963
Cash Provided by Discontinued Operations ....... ................. 8,285 43,789 63,388
Cash Provided by Operating Activities ........ .................... 4.082 812,281 405,351

INVESTING ACTIVmES
Changes in other investments, net .......... ........................ (1,126) 2,015 981
Acquisitions .................................................... (690,302) (4,036) (14,940)
Capital expenditures . ............................................. (215,148) (210,652) (306,022)
Proceeds from sale of property ........... .......................... 3,084 102,390 7,911
Proceeds from sale of equity investment .............................. - 57,461 7,425

Cash Used in Continuing Operations ........ ..................... (903,492) (52,822) (304,645)
Cash Provided by (Used in) Discontinued Operations ..... .......... 280,669 (22,393) (36,407)

Cash Used in Investing Activities ......... ....................... (622,823) (75,215) (341,052)

FINANCING ACTIVITIES
Borrowing (payments) of notes payable, net ....... .................... 334,500 (333,606) (225,000)
Change in bank overdraft ................. ....................... 20,574 14,584 (141,923)
Issuance of debt ................................................. 404,964 3,500 401,367
Payment of debt issuance costs ........... .......................... (2,564) - -
Payment of debt ................................................. (16,148) (305,623) (7,583)
Purchase of Series A Convertible Preferred Stock ...... ................ (300,000)
Purchase of common stock .............. .......................... (50,000)
Issuance of common stock .............. .......................... 224,412 _ 5,447
Issuance of treasury stock, net ............ .......................... 12,616 3,673 5,214
Dividends paid .................................................. (70,963) (74,301) (73,841)

Cash Provided by (Used in) Financing Activities ...... .............. 557,391 (691,773) (36,319)
Change in Cash and Cash Equivalents ...... ................... (61,350) 45,293 27,980
Cash and Cash Equivalents at Beginning of Period ..... .......... 73,522 28,229 249
Cash and Cash Equivalents at End of Period ...... .............. $ 12,172 $ 73,522 $ 28,229
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See accompanying Notes to Consolidated Financial Statements.
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ONEOK, INC. AND SUBSIDIARIES CONSOUDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME

Series A Seres D
Common Preferred Convertible Convertible

Stock Stock Preferred Preferred Common Paid-in
Issued Issued Stock Stock Stock Capital

DECEMBER 31, 2000 ...........................
Net income ..................................
Other comprehensive income ...................

Total comprehensive income ..............

Effect of two-for-one stock split ...................
Re-issuance of treasury stock .....................
Issuance of common stock

Stock purchase plans ........................
Convertible preferred stock dividends -

$1.86 per share for Series A ...................
Acquisition of treasury stock .....................
Issuance of restricted stock ......................
Amortization of restricted stock ...................
Forfeitures of restricted stock .....................
Common stock dividends - $0.62 per share ........

DECEMBER 31, 2001 ...........................

Net income ..................................
Other comprehensive income ...................

Total comprehensive income ..............

Re-issuance of treasury stock .....................
Issuance of common stock

Stock purchase plans ........................
Convertible preferred stock dividends -

$1.86 per share for Series A ...................
Acquisition of treasury stock .....................
Issuance of restricted stock ......................
Amortization of restricted stock ...................
Forfeitures of restricted stock .....................
Shares retained for taxes due on vested

restricted stock .............................
Common stock dividends - $0.62 per share ........

DECEMBER 31, 2002 ...........................
Net income ..................................
Other comprehensive income ...................

Total comprehensive income ..............

Re-issuance of treasury stock .....................
Issuance of common stock

Common stock offering ......................
Stock issuance pursuant to various plans ........

Issuance costs of equity units .....................
Contract adjustment payment ....................
Repurchase of Series A Convertible Preferred Stock . .
Exchange of Series A Convertible Preferred Stock ...
Issuance of Series D Convertible Preferred Stock ....
Repurchase of common stock ....................
Exchange of Series D Convertible Preferred Stock ...

78 Conversion of Series D Convertible Preferred Stock. .
Issuance of restricted stock ......................
Forfeiture of restricted stock .....................
Registration Costs .............................
Stock-based employee compensation expense .......
Convertible preferred stock dividends .............
Common stock dividends - $0.69 per share ........

DECEMBER 31, 2003 ...........................

(Shares)

31,599,305 119,946,448

(T1housands of Dollars)

$199 $ - $316 $895,668

31,718,017 _ 317 (317)
- - 866

- 1 5,317121,119

63,438,441 19,946,448 $ - $634

715

20

$902,269

- - 633

- - 614

- - 410

_ - (8)

63,438,441 19,946,448 $199 $ - $634 $903,918

_ _ 1,608

13,800,000

18,077,511

2,551,835

326,887

98,194,674

(9,038,755)
(10,907,693)
21,815,386

(8,418,000)
(13,397,386)

(90)
(109)

218

(84)
(134)

138

181

26

3

$982

227,893
6,029

(9,728)
(50,805)

(91)
(308,466)
361,747

(137,551)
(182,035)

107

(268)
3,512

$815,870

See accompanying Notes to Consolidated Financial Statements.
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ONEOK, INC. AND SUBSIDIARIES CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME

Accumulated
Other

Unearned Comprehensive Retained 7teasury
Compensation Income (Loss) Earnings Stock Total

(Thousands of Dollars)

DECEMBER 31, 2000 .....................................
Net income ...........................................
Other comprehensive income .............................

Total comprehensive income ........................

Effect of two-for-one stock split ......................
Re-issuance of treasury stock ..............................
Issuance of common stock

Stock purchase plans .................................
Convertible preferred stock dividends -

$1.86 per share for Series A ............................
Acquisition of treasury stock ..............................
Issuance of restricted stock ...............................
Amortization of restricted stock ............................
Forfeitures of restricted stock ..............................
Common stock dividends - $0.62 per share .................

DECEMBER 31, 2001 .....................................
Net income ...........................................
Other comprehensive income .............................

Total comprehensive income ........................

Re-issuance of treasury stock .......................
Issuance of common stock

Stock purchase plans .................................
Convertible preferred stock dividends -

$1.86 per share for Series A ............................
Acquisition of treasury stock ..............................
Issuance of restricted stock ...............................
Amortization of restricted stock ............................
Forfeitures of restricted stock ..............................
Shares retained for taxes due on vested

restricted stock ......................................
Common stock dividends - $0.62 per share .................

DECEMBER 31, 2002 .....................................
Net income ...........................................
Other comprehensive income .............................

Total comprehensive income ........................

Re-issuance of treasury stock ..............................
Issuance of common stock

Common stock offering ...............................
Stock issuance pursuant to various plans ..................

Issuance costs of equity units ..............................
Contract adjustment payment .............................
Repurchase of Series A Convertible Preferred Stock ...........
Exchange of Series A Convertible Preferred Stock ............
Issuance of Series D Convertible Preferred Stock .............
Repurchase of common stock .............................
Exchange of Series D Convertible Preferred Stock ............
Conversion of Series D Convertible Preferred Stock ...........
Issuance of restricted stock ...............................
Forfeiture of restricted stock ..............................

Registration Costs ......................................
Stock-based employee compensation expense ................
Convertible preferred stock dividends .......................
Common stock dividends - $0.69 per share ................

DECEMBER 31, 2003 .....................................

$(l,128) $ -

(1,780)

$387,789
101,565

$(57,887) $1,224,957
101,565
(1,780)

99,785

8,1447,278

5,318

(1,932)
1,110

78
(128)

$(2,000) $ (1,780)

(3,766)

(37,100)

(36,741)

$415,513
166,624

(29)
1,217

(124)

$(49,545)

- 4,926

_ 4,201

(37,100)
(29)

1,110
(26)

(36,869)

$1,265,290
166,624
(3,766)

162,858

5,559

4,815

(37,100)
(5)

2,121

(516)
(37,410)

$1,365,612
112,488
(12,080)

100,408

17,066

(2,664)
2,121

36

(209)

$(2,716)

(3,206)
5

2,774

(279)
$(3,422)

- (37,100)

$ (5,546)

(12,080)

$(17,626)

(37,201)
$507,836

112,488

(53,390)

(18,753)
(52,210)

$495,971

(5 )
2,254

(28)

(516)

$(38,713)

15,458

(300,000)

(50,000)
137,635
182,143

3,099
(5)

$(50,383)

228,031
6,029

(9,728)
(50,805)

(300,000)
(308,575)
308,575
(50,000)

(268)
6,289

(18,753)
(52,489)

$1,241,392

79

See accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(A) SUMMARY OF ACCOUNTING POLICIES
Nature of Operations - ONEOK, Inc. and subsidiaries
(collectively, the "Company" or "ONEOK") is a diversified energy
company engaged in the production, processing, gathering, storage,
transportation, distribution, and marketing of natural gas, electricity,
natural gas liquids and crude oil. The Company manages its
business in six segments: Production, Gathering and Processing,
Transportation and Storage, Distribution, Marketing and Trading,
and Other.

The Production segment produces natural gas and oil and owns
natural gas and oil reserves in Oklahoma and Texas. The Company
owns and operates gas processing plants, as well as gathering
pipelines in Oklahoma, Kansas and Texas through its Gathering and
Processing segment. The Transportation and Storage segment owns
and leases natural gas storage facilities and transports gas in
Oklahoma, Kansas and Texas. The Company's Distribution segment
provides natural gas distribution services in Oklahoma, Kansas and
Texas through Oklahoma Natural Gas Company (ONG), Kansas
Gas Service Company (KGS) and Texas Gas Service Company
(TGS), respectively. The Marketing and Trading segment markets
natural gas to wholesale and retail customers and markets electricity
to wholesale customers. The Company's Other segment, whose
results of operations are not material, operates and leases the
Company's headquarters building and parking facility.

Critical Accounting Policies
Energy Trading Derivatives and Risk Management Activities -
The Company engages in wholesale marketing and trading, price
risk management activities and asset optimization services. In
providing asset optimization services, the Company partners with
other utilities to provide risk management functions on their behalf.
The Company accounts for derivative instruments utilized in
connection with these activities under the fair value basis of account-
ing in accordance with the Financial Accounting Standards Board
(FASB) Statement of Financial Accounting Standards No. 133,
"Accounting for Derivative Instruments and Hedging Activities"
(Statement 133) as amended by Statement of Financial Accounting
Standards No. 137, "Accounting for Derivative Instruments and
Hedging Activities-Deferral of the Effective Date of FASB State-
ment No. 133" (Statement 137), No. 138, "Accounting for Certain
Derivative Instruments and Certain Hedging Activities" (Statement
138) and No. 149, "Amendment of Statement 133 on Derivative
Instruments and Hedging Activities" (Statement 149). Statement
149 had no impact on the Company.

Under Statement 133, entities are required to record all derivative
instruments in price risk management assets and liabilities at fair
value. The fair value of derivative instruments is determined by

80 commodity exchange prices, over-the-counter quotes, volatility,
time value, counterparty credit and the potential impact on market
prices of liquidating positions in an orderly manner over a
reasonable period of time under current market conditions. The
majority of the Company's portfolio is based on actual market prices
while only a small part is subject to estimate. The Company's
derivative instruments are highly concentrated in liquid markets,
thereby providing a short life for these instruments. Market value
changes result in a change in the fair value of the Company's
derivative instruments. The gain or loss from this change in fair
value is recorded in the period of the change. The volatility of

commodity prices may have a significant impact on the gain or loss
in any given period. The gains and losses resulting from changes in
fair value are accounted for in accordance with Statement 133. See
Note D.

Energy-related contracts that are not accounted for pursuant to
Statement 133 are no longer carried at fair value, but are accounted
for on an accrual basis as executory contracts. Energy trading
inventories carried under storage agreements are no longer carried
at fair value, but are carried at the lower of cost or market. Changes
to the accounting for existing contracts as a result of the rescission of
Emerging Issues Task Force Issue No. 98-10, "Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities" (EITF 98-10) were reported as a cumulative effect of a
change in accounting principle on January 1, 2003. This resulted in
a cumulative effect loss, net of tax, of $141.8 million.
Regulation -The Company's intrastate transmission pipelines and
distribution operations are subject to the rate regulation and
accounting requirements of the Oklahoma Corporation Commission
(OCC), Kansas Corporation Commission (KCC), Texas Railroad
Commission (TRC) and various municipalities in Texas. Certain
other transportation activities of the Company are subject to
regulation by the Federal Energy Regulatory Commission (FERC).
ONG, KGS, TGS and portions of the Transportation and Storage
segment follow the accounting and reporting guidance contained
in Statement of Financial Accounting Standards No. 71, 'Account-
ing for the Effects of Certain Types of Regulation" (Statement 71).
During the rate-making process, regulatory authorities may require
a utility to defer recognition of certain costs to be recovered through
rates over time as opposed to expensing such costs as incurred. This
allows the utility to stabilize rates over time rather than passing such
costs on to the customer for immediate recovery. Accordingly,
actions of the regulatory authorities could have an affect on the
amount recovered from rate payers. Any difference in the amount
recoverable and the amount deferred would be recorded as income
or expense at the time of the regulatory action. If all or a portion of
the regulated operations becomes no longer subject to the provision
of Statement 71, a write-off of regulatory assets and stranded costs
may be required. At December 31, 2003, the Company's regulatory
assets totaled $213.9 million.

Impairment of Goodwill and Long-Lived Assets - The Company
assess its goodwill for impairment at least annually based on
Statement of Financial Accounting Standards No. 142, "Goodwill
and Other Intangible Assets" (Statement 142). An initial assessment
is made by comparing the fair value of the operations with goodwill,
as determined in accordance with Statement 142, to the book value.
If the fair value is less than the book value, an impairment is
indicated and the Company must perform a second test to measure
the amount of the impairment. In the second test, the Company
calculates the implied fair value of the goodwill by deducting the
fair value of all tangible and intangible net assets of the operations
with goodwill from the fair value determined in step one of the
assessment. If the carrying value of the goodwill exceeds this
calculated implied fair value of the goodwill, an impairment charge
is recorded. See Note F.

The Company assesses its long-lived assets for impairment based on
Statement of Financial Accounting Standards No. 144, "Accounting
for the Impairment or Disposal of Long-Lived Assets" (Statement
144). A long-lived asset is tested for impairment whenever events or
changes in circumstances indicate that its carrying amount may

li
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exceed its fair value. Fair values are based on sum of the undis-
counted future cash flows expected to result from the use and
eventual disposition of the assets.

Examples of long-lived asset impairment indicators include:

* significant and long-term declines in commodity prices
v a major accident affecting the use of an asset
s part or all of a regulated business no longer operating under

Statement 71
a a significant decrease in the rate of return for a regulated business

Pension and Postretirement Employee Benefits - The Company
has a defined pension plan covering substantially all full-time
employees and a postretirement employee benefits plan covering
most employees. The Company's actuarial consultant in calculating
the expense and liability related to these plans, uses statistical and
other factors that attempt to anticipate future events. These factors
include assumptions about the discount rate, expected return on
plan assets, rate of future compensation increases, age and employ-
ment periods. In determining the projected benefit obligations and
the costs, assumptions can change from period to period and result
in material changes in the costs and liabilities recognized by the
Company. See Note L.

Contingencies - The Company's accounting for contingencies
covers a variety of business activities including contingencies for
potentially uncollectible receivables, legal exposures and environ-
mental exposures. The Company accrues these contingencies
when its assessments indicate that it is probable that a liability has
been incurred or an asset will not be recovered and an amount can
be reasonably estimated in accordance with Statement of Financial
Accounting Standards No. 5, 'Accounting for Contingencies" The
Company bases its estimates on currently available facts and its
estimates of the ultimate outcome or resolution. Actual results may
differ from the Company's estimates resulting in an impact, either
positive or negative, on earnings.

Significant Accounting Policies
Consolidation -The consolidated financial statements include the
accounts of ONEOK, Inc. and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions have been
eliminated in consolidation. Investments in 20 percent to 50 percent-
owned affiliates are accounted for on the equity method.
Investments in less than 20 percent owned affiliates are accounted
for on the cost method.

Cash and Cash Equivalents - Cash equivalents consist of highly
liquid investments, which are readily convertible into cash and have
original maturities of three months or less.

Inventories - Materials and supplies are valued at average cost.
Noncurrent gas in storage is classified as property and is valued
at cost. The Marketing and Trading segments gas in storage of
$223.8 million, which was recorded in current price risk manage-
ment assets, was carried at fair value at December 31, 2002. At
December 31, 2003, the Marketing and Trading segment's gas in
storage of $328.8 million was carried at the lower of cost or market
and is recorded in gas in storage in the balance sheet. This change
was the result of the rescission of EITF 98-10. Cost of current gas in
storage for ONG is determined under the last-in, first-out (LIFO)
methodology. The estimated replacement cost of current gas in
storage was $28.3 million and $2.5 million at December 31, 2003
and 2002, respectively, compared to its value under the LIFO
method of $32.6 million and $2.3 million at December 31, 2003

and 2002, respectively. Current gas and NGLs in storage for all
other companies is determined using the weighted average cost of
gas method.

Non-Trading Derivative Instruments and Hedging Activities - To
minimize the risk of fluctuations in natural gas and crude oil prices,
the Company's nontrading segments periodically enter into futures
transactions, swaps, and options in order to hedge anticipated sales
of natural gas and crude oil production, fuel requirements and
NGL inventories. Interest rate swaps are also used to manage interest
rate risk.

On January 1, 2001, the Company adopted the provisions of
Statement 133, amended by Statement 137, Statement 138 and
Statement 149. Statement 149 had no impact on the Company.
Many of the Company's purchase and sale agreement that
otherwise would be required to follow derivative accounting qualify
as normal purchases and normal sales under Statement 133 and are
therefore exempt from fair value accounting treatment

Regulated Property- Regulated properties are stated at cost, which
includes an allowance for funds used during construction. The
allowance for funds used during construction represents the capital-
ization of the estimated average cost of borrowed funds (6.4 percent
in 2003 and 2002, respectively) used during the construction of
major projects and is recorded as a credit to interest expense.

Depreciation is calculated using the straight-line method based on
rates prescribed for ratemaking purposes. The average depreciation
rate for property that is regulated by the OCC approximated
2.8 percent, 3.0 percent and 2.9 percent in fiscal years 2003, 2002
and 2001, respectively. The average depreciation rate for property
that is regulated by the KCC approximated 3.3 percent, 3.4 percent
and 3.4 percent in fiscal years 2003, 2002 and 2001, respectively.
The average depreciation rate for property that is regulated by the
TRC and various municipalities in Texas approximated 3.2 percent
in fiscal year 2003. The average depreciation rates for Mid Continent
Market Center, Inc. (MCMC) properties were 3.5 percent, 3.6 percent
and 3.4 percent in fiscal years 2003, 2002 and 2001, respectively.

Maintenance and repairs are charged directly to expense. Generally,
the cost of property retired or sold, plus removal costs, less salvage, is
charged to accumulated depreciation. Gains and losses from sales or
transfers of operating units or systems are recognized in income.

The following table sets forth the remaining life and service years of
the Company's regulated properties.

Rermaining Service
Ufe Years

Dtribution property .......-...... 124 34-45
Transrnission property ............................ 9-34 31-40
Other property -.. . ..... 620 16-25

Production Property - The Company uses the successful-efforts
method to account for costs incurred in the acquisition and develop- i1
ment of natural gas and oil reserves. Costs to acquire mineral
interests in proved reserves and to drill and equip development wells
are capitalized. Geological and geophysical costs and costs to drill
exploratory wells which do not find proved reserves are expensed.
Unproved oil and gas properties, which are individually significant,
are periodically assessed for impairment. The remaining unproved
oil and gas properties are aggregated and amortized based upon
remaining lease terms and exploratory and developmental drilling
experience. Depreciation and depletion are calculated using the
unit-of-production method based upon periodic estimates of proved
oil and gas reserves.
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The FASB is expected to consider, based on a Securities and
Exchange Commission (SEC) request, whether or not acquired oil
and gas drilling rights should be classified as an intangible asset
pursuant to Statement of Financial Accounting Standards No. 141,
"Business Combinations" (Statement 141) and Statement 142. The
Company classifies the cost of oil and gas mineral rights as property,
plant, and equipment on the balance sheet and believes this
classification is consistent with oil and gas accounting and industry
practice. If the FASB determines that oil and gas drilling rights
acquired are intangible assets pursuant to Statement 141 and
Statement 142, approximately $271.8 million and $70.7 million
would be reclassified from property, plant, and equipment to
intangible assets on the December 31, 2003 and 2002 balance
sheet, respectively. The reclassification would have no effect on the
statements of income or cash flows. This reclassification to
intangible assets would require additional disclosures under
accounting standards.

Other Property - Gas processing plants and all other properties are
stated at cost. Gas processing plants are depreciated using various
rates based on estimated lives of available gas reserves. All other
property and equipment is depreciated using the straight-line
method over its estimated useful life.

Environmental Expenditures - The Company accrues for losses
associated with environmental remediation obligations when such
losses are probable and reasonably estimable. Accruals for estimated
losses from environmental remediation obligations generally are
recognized no later than completion of the remedial feasibility
study. Such accruals are adjusted as further information becomes
available or circumstances change. Recoveries of environmental
remediation costs from other parties are recorded as assets when
their receipt is deemed probable.

Revenue Recognition - Revenues from the Production segment
are recognized on the sales method when oil and gas production
volumes are delivered to the purchaser.

The Company's remaining segments recognize revenue when
services are rendered or product is delivered. Major industrial and
commercial gas distribution customers are invoiced as of the end of
each month. Certain gas distribution customers, primarily residential
and some commercial are invoiced on a cycle basis throughout the
month, and the Company accrues unbilled revenues at the end of
each month. ONG's, KGS' and TGS' tariff rates for residential and
commercial customers contain a temperature normalization clause
that provides for billing adjustments from actual volumes to
normalized volumes during the winter heating season. A flat
monthly fee is included in TGS' authorized rate design for El Paso
and Port Arthur to protect customers from abnormal weather.

Income Taxes - Deferred income taxes are recognized for the tax
consequences of temporary differences by applying enacted
statutory tax rates applicable to future years to differences between
the financial statement carrying amounts and the tax bases of
existing assets and liabilities. The effect on deferred taxes of a
change in tax rates is deferred and amortized for operations
regulated by the OCC, KCC, TRC and the various municipalities
that TGS serves. For all other operations the effect is recognized in
income in the period that includes the enactment date. The
Company continues to amortize previously deferred investment tax

credits for ratemaking purposes over the period prescribed by the
OCC, KCC, TRC and the various municipalities that TGS serves.

Asset Retirement Obligations - On January 1,2003, the Company
adopted Statement of Financial Accounting Standards No. 143,
"Accounting for Asset Retirement Obligations" (Statement 143).
Statement 143 applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition,
construction, development and/or normal use of the asset.

Statement 143 requires that the fair value of a liability for an asset
retirement obligation be recognized in the period in which it is
incurred if a reasonable estimate of the fair value can be made. The
fair value of the liability is added to the carrying amount of the
associated asset and this additional carrying amount is depreciated
over the life of the asset. The liability is accreted at the end of each
period through charges to operating expense. If the obligation is
settled for an amount other than the carrying amount of the liability,
the Company will recognize a gain or loss on settlement.

All legal obligations for asset retirement obligations were identified
and the fair value of these obligations was determined as of January 1,
2003. The obligations primarily relate to the 300-megawatt power
plant and various processing plants, storage facilities and producing
wells. As a result of the adoption of Statement 143, the Company
recorded a long-term liability of approximately $16.3 million, an
increase to property, plant and equipment, net of accumulated
depreciation, of approximately $12.9 million, and a cumulative
effect charge of approximately $2.1 million, net of tax, in the first
quarter of 2003. The related depreciation and amortization expense
is immaterial to the Company's consolidated financial statements.

In accordance with long-standing regulatory treatment, the
Company collects through rates the estimated costs of removal on
certain of its regulated properties through depreciation expense,
with a corresponding credit to accumulated depreciation, depletion,
and amortization. These removal costs are non-legal obligations as
defined by Statement 143. However, questions regarding the
accounting treatment for these obligations have arisen since the
issuance of Statement 143. In recent discussions between the
industry and the SEC staff, the SEC staff has taken the position that
these non-legal asset removal obligations are not covered under
Statement 143, but rather should be accounted for as a regulatory
liability under Statement 71. Historically, the regulatory authorities
which have jurisdiction over the Companys regulated operations
have not required the Company to track this amount; rather these
costs are addressed prospectively as depreciation rates are set in each
general rate order. The Company has made a tentative estimation of
its cost of removal liability using current rates since the last general
rate order in each of its jurisdictions. However, significant uncertainty
exists regarding the ultimate determination of this liability pending,
among other issues, clarification of regulatory intent. Further study
is ongoing, and the liability may be adjusted as more information is
obtained. For the purposes ofthis Form 10-K, the estimated non-legal
asset removal obligation has been reclassified from accumulated
deprecation, depletion and amortization to non-current liabilities in
other deferred credits on the balance sheet as of December 31,2003
and 2002. To the extent this estimated liability is adjusted, such
amounts will be reclassified between accumulated depreciation,
depletion and amortization and other deferred credits and thus will
not have an impact on earnings.
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Common Stock Options and Awards - On January 1, 2003, the
Company adopted Statement of Financial Accounting Standards
No. 148, "Accounting for Stock-Based Compensation - Transition
and Disclosure" (Statement 148). Statement 148 was an amend-
ment to Statement of Financial Accounting Standards No. 123,
"Accounting for Stock-Based Compensation" (Statement 123). The
Company elected to begin expensing the fair value of all stock
option compensation granted on or after January 1, 2003 under the
prospective method allowed by Statement 148. Prior to January 1,
2003, the Company accounted for its stock option compensation
under the recognition and measurement principles of APB Opinion
No. 25, "Accounting for Stock Issued to Employees" (APB 25), and
related interpretations. The following table sets forth the effect on
net income and earnings per share as if the Company had applied
the fair-value recognition provisions of Statement 123 to stock-based
employee compensation in the periods presented.

Use of Estimates - Certain amounts included in or affecting the
Company's financial statements and related disclosures must be
estimated, requiring the Company to make certain assumptions
with respect to values or conditions which cannot be known with
certainty at the time the financial statements are prepared. Items
which may be estimated include, but are not limited to, the
economic useful life of assets, fair value of assets and liabilities,
obligations under employee benefit plans, provisions for uncol-
lectible accounts receivable, unbilled revenues for gas delivered but
for which meters have not been read, gas purchased expense for gas
received but for which no invoice has been received, provision for
income taxes including any deferred tax valuation allowances, the
results of litigation and various other recorded or disclosed amounts.
Accordingly, the reported amounts of the Company's assets and
liabilities, revenues and expenses, and related disclosures are neces-
sarily affected by these estimates.

The Company evaluates these estimates on an ongoing basis using
historical experience, consultation with experts and other methods
the Company considers reasonable based on the particular circum-
stances. Nevertheless, actual results may differ significantly from the
estimates. Any effects on the Company's financial position or results
of operations from revisions to these estimates are recorded in the
period when the facts that give rise to the revision become known.

Reclassifications - Certain amounts in prior period consolidated
financial statements have been reclassified to conform to the 2003
presentation. Such reclassifications did not impact previously
reported net income or shareholder's equity.

-

Net income, as reported ..................
Add: Stock option compensation induded

in net income, net of related tax effects.
Deduct: Total stock option compensation

expense determined under fair value
based method for all awards,
net of related tax effects ..............

Pro forma net income ....................

Earnings per share:
Basic - as reported ....................
Basic-pro forma ..................
Diluted-as reported ..................
Diluted - pro forma ...................

2003 2002 2001

(Thousands of Dollars, Except Per Share Armounts)

$112,488 $166,624 $101,565

595 - -

1,808 2,050 1,444
$111,275 $164,574 $100,121

$1.48
S1.46
S l.22
$1.21

$1.40
$1.38
$1.39
$1.37

$0.85
$0.84
$0.85
S0.84

Definitions
Following are definitions of abbreviations used in this Form 10-KI

Earnings Per Common Share - In accordance with a pronounce-
ment of the FASB's Staff at the EITF meeting in April 2001,
codified as EITF Topic No. D-95 (Topic D-95), the Company
revised its computation of earnings per common share (EPS). In
accordance with Topic D-95, the dilutive effect of the Companys
Series A Convertible Preferred Stock was considered in the
computation of basic EPS, utilizing the "if-converted" method.
Under the Company's "if-converted" method, the dilutive effect of
the Series A Convertible Preferred Stock on EPS cannot be less than
the amount that would result from the application of the "two-class"
method of computing EPS. The 'two-class" method is an earnings
allocation formula that determines EPS for the common stock and
the participating Series A Convertible Preferred Stock according to
dividends declared and participating rights in the undistributed
earnings. The Series A Convertible Preferred Stock was a participat-
ing instrument with the Company's common stock with respect to
the payment of dividends. For all periods presented, the "two-class"
method resulted in additional dilution. See Note S.

As a result of the Company's repurchase and exchange of its Series A
Convertible Preferred Stock with Westar Industries, Inc. in February
2003, the Company no longer applied the provisions of Topic D-95
to its EPS computation for periods beginning February 2003.

Labor Force - The Company employed 4,342 people at
December 31, 2003. Approximately 19 percent of the workforce, all
of whom are employed by KGS, is covered by collective bargaining
agreements with 11 percent covered by agreements that expire in
2004 and 8 percent covered by agreements that expire in 2006.

Bbl ..............

MBbls ...........
MBbls/d ..........
MMBbls .........
Btu ..............

MMBtu ..........
MMMBtu/d.
Mcf .............
MMcf ............
MMcf/d ..........
Mcfe .............

Bcf ..............
Bcf/d .............
Bcfe .............

NGLs ............
Mwh ............

42 United States (U.S.) gallons, the
basic unit for measuring crude oil
and natural gas condensate
One thousand barrels
One thousand barrels per day
One million barrels
British thermal unit - a measure of
the amount of heat required to raise
the temperature of one pound of water
one degree Fahrenheit
One million British thermal units
One billion British thermal units per day
One thousand cubic feet of gas
One million cubic feet of gas
One million cubic feet of gas per day
Mcf equivalent, whereby barrels of
oil are converted to Mcf using six Mcfs
of natural gas to one barrel of oil
One billion cubic feet of gas
One billion cubic feet of gas per day
Bcf equivalent, whereby barrels of oil
are converted to Bcf using six Bcfs of
natural gas to one million barrels of oil
Natural gas liquids
Megawatt hour
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(B) ACQUISITIONS AND DISPOSmONS

On December 22, 2003, the Company purchased approximately
$240 million of Texas gas and oil properties and related flow lines
from a partnership owned by Wagner & Brown, Ltd. of Midland,
Texas. The results of operations for these assets have been included
in the Company's consolidated financial statements since that date.
The acquisition included approximately 318 wells, 271 of which the
Company operates, and 177.2 Bcfe of estimated proved gas and oil
reserves as of the September 1, 2003 effective date, with additional
probable and possible gas reserve potential. Net production from
these properties is approximately 26,000 Mcfe per day.

In December 2003, the Company acquired NGL Storage and
Pipeline facilities located in Conway, Kansas for approximately
$13.7 million from ChevronTexaco. In the prior two years the
Company had leased and operated these facilities.

In October 2003, the Company completed a transaction to sell
certain Texas transmission assets for a sales price of approximately
$3.1 million. A charge against accumulated depreciation of
approximately $7.8 million was recorded in accordance with
Statement 71 and the regulatory accounting requirements of the
FERC and TRC.

In August 2003, the Company acquired the gas distribution system
at the United States Army's Fort Bliss in El Paso, Texas for
$2.4 million. The gas distribution system at Fort Bliss has approxi-
mately 2,500 customers.

In August 2003, the Company acquired a pipeline system that extends
through the Rio Grande Valley region in Texas for $3.6 million. The
TOS pipeline system serves the city gate points for the TGS Rio
Grande Valley service area, providing service to approximately 10
transport customers, two power plants and offers access to produc-
tion wells that supply the area.

In January 2003, the Company closed the sale of approximately
70 percent of the natural gas and oil producing properties of its
Production segment for a cash sales price of $294 million, including
adjustments. See Note C.

On January 3, 2003, the Company purchased the Texas gas
distribution business and other assets from Southern Union
Company (Southern Union). The results of operations for these
assets have been included in the Company's consolidated financial
statements since that date. The Company paid approximately
$436.6 million for these assets, including $16.6 million in working
capital adjustments. The primary assets acquired were gas
distribution operations that currently serve approximately 544,000
customers in cities located throughout Texas, including the major
cities of El Paso and Austin, as well as the cities of Port Arthur,
Galveston, Brownsville and others. Over 90 percent of the
customers are residential. The other assets acquired include a

84 2 5-mile natural gas transmission system, as well as other energy
related domestic assets involved in gas marketing, retail sales of
propane and distribution of propane. The purchase also includes
natural gas distribution investments in Mexico. The gas distribution
assets are operated under TGS.

The unaudited pro forma information in the table below presents a
summary of the Company's consolidated results of operations as if
the acquisition of the Texas assets from Southern Union had
occurred at the beginning of the period presented. The results do
not necessarily reflect the results that would have been obtained if
the acquisition had actually occurred on the dates indicated or

results that may be expected in the future. The December 22, 2003
acquisition from Wagner & Brown, Ltd. is not included in the pro
forma information in the table below since this information is not
available and the Company believes the amount is immaterial.

Pro Forma
Twelve Monft Ended

December 31, 2002
(Thousands of Dollars, Except Per Share Amounts)

Operating Revenues ..........................................
Net Revenues ...............................................
Income from continuing operations ..............................
Net Income ................................................
Earnings per share from continuing operations- diluted ..............
Earnings per share - diluted ...................................

$2,191,193
$1,084,262

$186,028
$196,676

* 1.35
$1.44

The addition of the Texas gas distribution assets fits well with the
Company's concentration in the mid-continent region of the
United States by adding to its distribution systems in Oklahoma and
Kansas. The acquisition also adds a stable revenue source as a
majority of the margins are protected from the impact of weather
swings due to rate designs that include a fixed customer charge. The
regulatory environment in which municipalities set rates diversifies
regulatory risk.

On December 13,2002, the Company closed the sale of a portion of
its midstream natural gas assets for a cash sales price of approxi-
mately $92 million to an affiliate of Mustang Fuel Corporation, a
private, independent oil and gas company. The assets that were sold
are located in north central Oklahoma and include three natural gas
processing plants and related gathering systems and interest in a
fourth natural gas processing plant.

In December 2002, the Company sold its property rights in Sayre
Storage Company, a natural gas storage field, and entered into a
long-term agreement with the purchaser whereby the Company
retains storage capacity consistent with the Company's original
ownership position.

In the second quarter of 2002, the Company sold its remaining
shares of Magnum Hunter Resources (MHR) common stock for a
pre-tax gain of approximately $7.6 million, which is included in the
Other segments other income for the year ended December 31,
2002. The Company retained approximately 1.5 million stock
purchase warrants.

In June 2001, the Company sold its 40 percent interest in K Stewart
Petroleum Corporation, a privately held exploration company, for a
sales price of $7.7 million.

(C) DISCONTINUED OPERATIONS

In January 2003, the Company sold approximately 70 percent of the
natural gas and oil producing properties of its Production segment
(the component) for an adjusted cash price of $294 million. The
component is accounted for as a discontinued operation in accor-
dance with Statement 144. Accordingly, amounts in the Company's
financial statements and related notes for all periods shown reflect
discontinued operations accounting. The Company's decision to
sell the component was based on strategic evaluations of the
Production segments goals and favorable market conditions. The
properties sold were in Oklahoma, Kansas and Texas. The effective
date of the sale was November 30, 2002. The Company recognized
a pretax gain on the sale of the discontinued component of
approximately $61.2 million in 2003. The gain reflects the cash
received less adjustments, selling expenses and the net book value of
the assets sold.
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The amounts of revenue, costs and income taxes reported in
discontinued operations are as follows.

Years Ended December 31. 2003 2002 2001
Mhousands of Dollars)

Natural gas sales ....................... S6,036 $57,520 S76,218
Oil sales ......................... 1,705 6,024 6,030
Other revenues ........................ - 407 162

Net revenues ....................... 7,741 63,951 82,410
Operating costs ........................ 1,985 21,660 19,010
Depreciation, depletion, and amortization .... 1,937 24,836 23,777

Operating income ... ................ 3,819 17,455 39,623
Income taxes .......................... 1,477 6,807 14,744

Income from discontinued component $..... 2,342 $10,648 $24,879

Gain on sale of discontinued component,
net of tax of $21.5 million .......... $.... 39,739 $ - $ -

The major classes of discontinued assets and liabilities included in
the consolidated balance sheet are as follows.

December 31, 2002
(Thousands of Dollars)

Assets
Trade accounts and notes receivable, net. S 95
Materials and supplies .. 181

Total current assets of discontinued component . .276

Property, plant, and equipment .371,534
Accumulated depreciation, depletion, and amortization .148,798

Net property, plant, and equipment .222,736
Other...................................................... 2,325

Total non-current assets of discontinued component .225,061
Total assets of discontinued component . 225,337

Uablrties
Accounts payable. S 1,445
Deferred income taxes .

Toal current liabilities of discontinued component .1,445

Deferred income taxes .40,285
Other...................................................... 730

Total non-current liabilities of discontinued component .41,015
Total liabilities of discontinued component. S 42,460

responsibility for establishing and enforcing the policies, procedures
and limits and evaluating the risks inherent in proposed transac-
tions. Key risk control activities include credit review and approval,
credit and performance risk measurement and monitoring, valida-
tion oftransactions, portfolio valuation, VAR and other risk metrics.

To the extent open commodity positions exist, fluctuating com-
modity prices can impact the financial results and financial position
of the Company either favorably or unfavorably. As a result, the
Company cannot predict with precision the impact risk manage-
ment decisions may have on the business, operating results or
financial position.

Accounting Treatment - The Company accounts for derivative
instruments and hedging activities in accordance with Statement
133. Under Statement 133, entities are required to record all
derivative instruments in price risk management assets and
liabilities at fair value. The accounting for changes in the fair value
of a derivative instrument depends on whether it has been
designated and qualifies as part of a hedging relationship and, if so,
the reason for holding it If certain conditions are met, entities may
elect to designate a derivative instrument as a hedge of exposure to
changes in fairvalues, cash flowsorforeign currencies. Forhedgesof
exposure to changes in fair value, the gain or loss on the derivative
instrument is recognized in earnings in the period of change
together with the offsetting loss or gain on the hedged item
attributable to the risk being hedged. The difference between the
change in fair value of the derivative instrument and the change in
fair value of the hedged item represents hedge ineffectiveness. For
hedges of exposure to changes in cash flow, the effective portion of
the gain or loss on the derivative instrument is reported initially as a
component of other comprehensive income and is subsequently
reclassified into earnings when the forecasted transaction affects
earnings. Any amounts excluded from the assessment of hedge
effectiveness, as well as the ineffective portion of the hedge, are
reported in earnings immediately.

As required by Statement 133, the Companyformallydocuments all
relationships between hedging instruments and hedged items, as
well as risk management objectives, strategies for undertaking
various hedge transactions and methods for assessing and testing
correlation and hedge ineffectiveness. The Company specifically
identifies the asset, liability, firm commitment or forecasted
transaction that has been designated as the hedged item. The
Company assesses the effectiveness of hedging relationships, both at
the inception of the hedge and on an ongoing basis.

In July 2003, the EITF reached a consensus on EITF Issue No. 03-11,
"Reporting Realized Gains and Losses on Derivative Instruments
That Are Subject to FASB Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities, and Not 'Held for
Trading Purposes' as Defined in EITF Issue No. 02-3, 'Issues
Involved in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activities'" (EITF 03-1 1). EITF 03-11 provides that
the determination of whether realized gains and losses on physically
settled derivative contracts not "held for trading purposes" should be
reported in the income statement on a gross or net basis is a matter of
judgment that depends on the relevant facts and circumstances.
Consideration of the facts and circumstances should be made in the
context of the various activities of the entity rather than based solely
on the terms of the individual contracts. The Company has
evaluated its activities and will continue to present the financial
results of all energy trading contracts on a net basis.

(D) PRICE RISK MANAGEMENT ACTIVITIES
AND DERIVATIVE FINANCIAL INSTRUMENTS

Market risks are monitored by a risk control group that operates
independently from the operating segments that create or actively
manage these risk exposures. The risk control group ensures
compliance with the Company's risk management policies.

Risk Policy and Oversight - The Company controls the scope of
risk management, marketing and trading operations through a
comprehensive set of policies and procedures involving senior levels
of management. The Company's Board of Directors affirms the risk
limit parameters with its audit committee having oversight responsi-
bilities for the policies. A risk oversight committee, comprised of
corporate and business segment officers, oversees all activities
related to commodity price, credit and interest rate risk manage-
ment, marketing and trading activities. The committee also
proposes risk metrics including value-at-risk (VAR) and position loss
limits. The Company has a corporate risk control organization led
by the Senior Vice President of Financial Services and the Vice
President of Audit Services and Risk Control, who are assigned
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In 2002 and 2001 the Company accounted for price risk manage-
ment activities for its energy trading contracts in accordance with
EITF 98-10. EITF 98-10 required entities involved in energy
trading activities to account for energy trading contracts using mark-
to-market accounting. Forwards, swaps, options, and energy
transportation and storage contracts utilized for trading activities
were reflected at fair value as assets and liabilities from price risk
management activities in the consolidated balance sheets. Changes
in the fair value were recognized as energy trading revenues, net, in
the consolidated statements of income.

In October 2002, the Emerging Issues Task Force (EITF) of the
FASB rescinded EITF 98-10. As a result, energy-related contracts
that are not accounted for pursuant to Statement 133 are no longer
carried at fair value, but rather will be accounted for on an accrual
basis as executory contracts. As a result of the rescission of EITF 98-10,
the Task Force also agreed that energy trading inventories carried
under storage agreements should no longer be carried at fair value,
but should be carried at the lower of cost or market The rescission
was effective for all fiscal periods beginning after December 31,
2002 and for all existing energy trading contracts and inventory as of
October 25, 2002. Additionally, the rescission applied immediately
to contracts entered into on or after October 25, 2002. Changes to
the accounting for existing contracts as a result of the rescission of
EITF 98-10 were reported as a cumulative effect of a change in
accounting principle on January 1, 2003. This resulted in a cumu-
lative effect loss, net of tax, of $141.8 million. The impact from this
change was non-cash.

Trading Activities
The Company's operating results are impacted by commodity price
fluctuations. The Company routinely enters into derivative financial
instruments to minimize the risk of commodity price fluctuations
related to purchase and sale commitments, fuel requirements,
transportation and storage contracts, and natural gas marketing and
trading inventories.

The Marketing and Trading segment includes the Company's
wholesale and retail natural gas marketing and trading operations.
The Marketing and Trading segment generally attempts to balance
its fixed-price physical and financial purchase and sale commit-
ments in terms of contract volumes and the timing of performance
and delivery obligations. With respect to the net open positions
that exist, fluctuating commodity market prices can impact the
Company's financial position and results of operations, either
favorably or unfavorably. The net open positions are actively
managed and the impact of the changing prices on the Company's
financial condition at a point in time is not necessarily indicative of
the impact of price movements throughout the year.

Fair Value Hedges - The Marketing and Trading segment uses
basis swaps to hedge the fair value of certain transportation
commitments. At December 31, 2003, net price risk management

86 assets include $8.6 million to recognize the fair value of the
Marketing and Trading segments derivatives that are designated as
fair value hedging instruments. Price risk management liabilities
include $8.6 million at December 31, 2003 to recognize the change
in fair value of the related hedged firm commitment The ineffect-
iveness of $0.7 million related to these hedges is included in energy
trading revenues, net

Cash Flow Hedges - The Marketing and Trading segment uses
futures and swaps to hedge the cash flows associated with its natural

gas inventories. Accumulated other comprehensive income at
December 31, 2003, includes losses of approximately $15.1 million,
net of tax, related to these hedges that will be realized within the
next 13 months. When gas inventory is sold, net gains and losses are
reclassified out of accumulated other comprehensive income to
energy trading revenues, net. Ineffectiveness related to these cash
flow hedges was approximately $7.9 million in 2003.

Fair Value - At December 31, 2002, price risk management assets
and liabilities include the fair value of derivative financial instru-
ments, purchase and sales commitments, fuel requirements,
transportation and storage contracts, and inventories related to
trading price risk management activities. Due to the rescission of
EITF 98-10, energy-related contacts that are not derivatives and
energy trading inventories are no longer included in price risk
management assets and liabilities at December 31, 2003.

The fair value and average fair value of the Marketing and Trading
segments price risk management assets and liabilities during 2003
and 2002 are set forth as follows.

Fair Value Average Fair ValueW

Assets Uabaftles Assets Uablitles

(Thousands of Dolars)

December 31, 2003
Energy commodities ......... $290,914 $339,310 $237,721 $ 296,340

December 31.12002
Energy commodities ......... $920,265 $720.257 $939,561 S 750,603

(-)Computed using the ending balance at the end of each quarter.

The Company did not hold any other commodity-type contracts for
trading price risk management purposes at December 31, 2003.

Notional Value - The notional contractual quantities associated
with trading price risk management activities are set forth as follows.

Volumes Volumes
Pured Sod

December31, 2003:
Natural gas options (Bc) ....... ..... ..........
Crude oil options (MBbk) ..............................
Natural gas swaps (I .................................
Crude oil swaps (MBbbs).
Natural gas futures (Bcf ................................
Crude oil futures (MBbls) ..............................

December 31 2002:
Natural gas options (Bcf ................................
Crude oil options (MBbls) ..............................
Natural gas swaps (BLt) .............-.
Crude oil swaps (MBbls) ................................
Ethane swaps (MBbls) ..................................
Propane swaps (MBbls) .................................
Natural gas futures (Bt) ................................
Crude oil futures (MBbs) ....................

46.5 49.2
176.9 482.6

1,185.7 943.4
4,416.0 4,416.0

297.7 318.8
1,720.0 1,480.0

134.3
9.3

1,485.7
7.6
1.1
0.7

250.2
5.5

118.8
9.4

1,357.1
5.9
0.8
0.6

278.4
5.6

Notional amounts reflect the volume and indicated activity of
transactions, but do not represent the amounts exchanged by the
parties or cash requirements associated with these financial
instruments. Accordingly, notional amounts do not accurately
measure the Company's exposure to market or credit risk.

Credit Risk - In conjunction with the market valuation of its energy
commodity contracts, the Company provides reserves for risks
associated with its contract commitments, including credit risk.
Credit risk relates to the risk of loss that the Company would incur as
a result of nonperformance by counterparties pursuant to the terms
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of their contractual obligations. The Company maintains credit
policies with regard to its counterparties that management believes
significantly minimize overall credit risk. These policies include an
evaluation of potential counterparties' financial condition (including
credit ratings), collateral requirements under certain circumstances
and the use of standardized agreements which allow for netting of
positive and negative exposures associated with a single counterparty.

Counterparties in its trading portfolio consist primarily of financial
institutions, major energy companies and local distribution compan-
ies. This concentration of counterparties may impact the Company's
overall exposure to credit risk, either positively or negatively in that
the counterparties may be similarly affected by changes in economic,
regulatory or other conditions. Based on the Company's policies, its
exposures, its credit and other reserves, the Company does not
anticipate a material adverse effect on financial position or results of
operations as a result of counterparty nonperformance.

Non-Trading Activities
Financial instruments are also utilized to hedge the impact of fair
value fluctuations for anticipated sales of natural gas and crude oil
production, anticipated fuel requirements, and inventories of the
natural gas liquids business. The Company is subject to the risk of
interest rate fluctuations in the normal course of business. The
Company manages interest rate risk through the use of fixed rate
debt, floating rate debt and, at times, interest rate swaps.

Operating margins associated with the Gathering and Processing
segments natural gas gathering, processing and fiactionation activities
are sensitive to changes in natural gas liquids prices, principally as a
result of contractual terms under which natural gas is processed and
products are sold as well as the availability of inlet volumes. Also,
certain processing plant assets are impacted by changes in, and the
relationship between, natural gas and natural gas liquids prices,
which, in turn influences the volumes of gas processed.

Fair Value Hedges - Currently, $740 million of fixed rate debt is
swapped to floating. The floating rate debt is based on both three
and six-month London InterBank Offered Rate (LIBOR). At
December 31, 2003, $500 million of the $740 million had the
interest rate locked through the first quarter of 2005. In 2003, the
Company recorded a $55.8 million net increase in price risk
management assets to recognize the interest rate swaps at fair value.
Long-term debt was also increased to recognize the change in fair
value of the related hedged liability. Ineffectiveness related to these
hedges is included in interest expense. See Note K

Cash Flow Hedges - The Production segment periodically enters
into derivative instruments to hedge the cash flows associated with
its exposure to changes in the price of natural gas. The realized gains
and losses were reclassified from accumulated other comprehensive
income resulting from the settlement of contracts when the natural
gas was sold and are reported in operating revenues. Accumulated
other comprehensive income at December 31, 2003 includes losses
of approximately $0.2 million, net of tax, for the production hedges
that will be realized in earnings within the next 12 months.

The Company's regulated businesses also use derivative instruments
from time to time. Gains or losses associated with the derivative
instruments are included in and recoverable through the monthly
purchased gas adjustment. At December 31, 2003, KCS had
derivative instruments in place to hedge the cost of gas purchases for
13.5 Bcfofgas.

The following table represents the estimated fair values of derivative
instruments related to the Company's non-trading price risk
management activities. The fair value is the carrying value for these
instruments at December 31, 2003 and 2002.

Approximate
Fair Value'

Miousands of Dollars)
December 31,2003
Natural gas commodities- cash flow hedges .............. 5......... (29,117)
Interest rate swaps - fair value hedges ............................ S 55,750
Natural gas commodities -other ................................. S 8,640
December 31, 2002
Natural gas commodities-cash flow hedges .............. $......... 921
Interest rate swaps -fair value hedges .......................... $.. 79,021
Natural gas commodities - other ................................. -

This excludes hedges related to the regulated entities as any income statement
effect Will be recovered through the cost of gas.

Notional Value - The Company was a party to natural gas
commodity derivative instruments including swaps and options
covering 17.6 Bcf and 6.6 Bcf of natural gas for December 31, 2003
and 2002, respectively.

Credit Risk - The Company maintains credit policies with regard
to its counterparties that management believes significantly
minimize overall credit risk. These policies include an evaluation of
potential counterparties' financial condition (including credit
ratings), collateral requirements under certain circumstances and
the use of standardized agreements which allow for netting of
positive and negative exposures associated with a single counterparty.

The counterparties to the non-trading instruments include large
integrated energy companies. Accordingly, the Company does not
anticipate a material adverse effect on financial position or results of
operations as a result of counterparty nonperformance.

Financial Instruments
The following table represents the carrying amounts and estimated
fair values of the Company's financial instruments, excluding trading
activities, which are marked to market, and non-trading commodity
instruments, which are listed in the table above.

Approxmate
Book Value Fair Value

(Thousands of Dollars)

December 31, 2003
Cashandcashequivalents ..................... S 12,172 $ 12,172
Accounts and notes receivable .......... S........ 970,141 $ 970,141
Notes payable .............................. S 600,000 $ 600,000
Long-term debt ............................. 51,886,777 $2,010,596
December 31,2002
Cash and cash equivalents ............. ........ S 73,522 $ 73,522
Accounts and notes receivable .................. $ 773,017 S 773,017
Notes payable .............................. S 265,500 $ 265,500
Long-term debt ............................. S 1,520,305 $1,547,234

The fair value of cash and cash equivalents, accounts and notes
receivable and notes payable approximate book value due to their
short-term nature. The estimated fair value of long-term debt has
been determined using quoted market prices of the same or similar
issues, discounted cash flows, and/or rates currently available to the
Company for debt with similar terms and remaining maturities.
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(E) REGULATORY ASSETS

The following table presents a summary of regulatory assets, net of
amortization, at December 31, 2003 and 2002.

December 31. 2003 2002

(Thousands of Doltars)
Recoupable take-or-pay .................. ........ S 64,171 S 69,812
Pension costs ................................. 18,060 6,942
Postretirement costs other than pension ........ ...... 59,118 55,901
Transition costs ................................. 16,691 21,005
Reacquired debt costs ........................... 20,635 21,512
Income taxes ................................. 21,782 25,142
Weather normalization ........................... 1,075 3,746
Line replacements .............................. 495 5,072
Service lines ................................. 3,250 1,882
Other ................... ............. 8,638 6,964

Regulatory assets, net .................... $...... 213,915 $217,978

The remaining recovery period for the assets that the Company is
not earning a return on is shown in the table below.

Remaining
December 31. 2003 Recovery Period
(Thousands of Dollars) (Months)

Postretirement costs other than
pension-Oklahoma ...................... S 6,512 117

Income taxes-Oklahoma .......... . ....... S 5,460 90-106
Transition costs ............................. 1 16,691 407
Other-Texas ..... 1.........1......... S 1,919 12 -24

Regulatory assets increased by $21.2 million as a result of the TGS
acquisition on January 3, 2003.

On September 17, 2003, the KCC issued an order approving a
$45 million rate increase for the Company's distribution customers
in Kansas pursuant to a stipulated settlement agreement with KGS.
The order primarily authorized the recovery of postretirement
benefit costs over nine years. The order also made the weather
normalization adjustment rider, which had been renewed annually,
a permanent component of customer rates.

On January 30, 2004, the OCC approved ONG's request that it be
allowed to recover costs that the Company has incurred since 2000
when it assumed responsibility for its customers' service lines and
enhanced its efforts to protect pipelines from corrosion. ONG also
sought to recover costs related to its investment in gas in storage and
rising levels of fuel-related bad debts. The plan allows ONG to
increase its annual rates $17.7 million with $10.7 million as interim
and subject to refund until a final determination at the Company's
next general rate case. ONG has committed to filing for a general
rate review no later than January 31, 2005. Approximately $7.0 minion
annually is considered final and not subject to refund. Through
December 31, 2003, the Company has deferred approximately
$6.0 million associated with these OCC directives. These deferred
costs are included in the caption "Service Lines" and "Other" in the

8 regulatory assets table above.

The OCC has authorized ONG's recovery of the take-or-pay
settlement, pension and postretirement benefit costs over a 10 to 20
year period. The KCC has authorized KGS' recovery of post-
retirement benefit costs over a nine-year period for KGS in the

September 17, 2003 order. TGS is authorized to recover pension
and postretirement benefit costs over various periods based on the
approval of the TRC and the various municipalities that it serves.

The Company amortizes reacquired debt costs in accordance with
the accounting rules prescribed by the OCC and KCC. These costs
were included as a component of interest in the most recent rate
filing with the OCC and were included in the rate order issued by
the KCC on September 17,2003.

Recovery through rates resulted in amortization of regulatory assets
of approximately $11.8 million, $11.9 million and $11.3 million for
the years ended December 31, 2003, 2002 and 2001, respectively.

(F) GOODWILL

The Company adopted Statement 142 on January 1, 2002. Under
Statement 142, goodwill is no longer amortized but reviewed for
impairment annually or more frequently if certain indicators arise.
Statement 142 prescribes a two-phase process for testing the
impairment of goodwill. The first phase identifies indicators of
impairment If impairment is indicated, the second phase measures
the impairment. In accordance with the provisions of Statement
142, the Company performed the first of the required impairment
tests of goodwill and, based upon this transition impairment test, no
impairment to goodwill was indicated and the Company did not
record a charge in connection with the adoption of Statement 142.
The Company performed its annual test of goodwill as of January 1,
2003, and will perform it annually thereafter. Had the Company
been accounting for its goodwill under Statement 142 for all periods
presented, the Company's net income and earnings per share would
have been as follows.

Years Ended December 31, 203 2002 2001

(Thousands of Dollars)

Reported net income ................ $.... 112,488 $166,624 1101,565
Add back goodwill amortization, net of tax ... - - 2,747

Proforma adjusted net income ......... 1.... 112,488 1166,624 $104,312

Basic earnings per share:
Reported earnings per share ......... $.... 1.48 S 1.40 $ 0.85
Goodwill amortization, net of tax - - 0.02

Pro forma adjusted basic earnings per share ... S 1.48 S 1.40 $ 0.87

Diluted earnings per share:
Reported earnings per share ......... $.... 1.22 1 1.39 S 0.85
Goodwill amortization, net of tax - - 0.02

Pro forma adjusted diluted earnings per share . . $ 1.22 $ 1.39 S 0.87

The changes in the carrying amount of goodwill for the years ended
December 31, 2003 and 2002 are as follows.

Balance Balanc
December 31, December 31,

2002 Adustments 2003

(Thousands of Dollars)

Gathering and Processing ............... S 34,343 $ - S 34,343
Transportation and Storage .22,183 105 22,288
Distribution .51,368 107,361 158,729
Marketing and Trading. 5,616 4,639 10,255

Total consolidated .................. $. 113,510 $112,105 1225,615

r
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Balance Balance
December 31. December 31.

2001 Adjustments 2002

(Thousands of Dollars)

Gathering and Processing .$ 34,343 $ - $ 34,343
Transportation and Storage. 22,183 - 22,183
Distribution .51,368 - 51,368
Marketing and Trading .5,616 - 5,616

Total consolidated .$113,510 $ - $113,510

The 2003 goodwill additions are the result of the January 2003
acquisition of the Texas assets from Southern Union.

(G) COMPREHENSIVE INCOME

The table below gives an overview of comprehensive income forthe
periods indicated.

Years Ended December 31, 2003 2002

(Thousands of Dollars)

Net income $ 112,488 $166,624
Other comprehensive income (loss):

Unrealized gains (losses) on
derivative instruments .... $(29,203) $ 3,463

Unrealized holding gains
arising during the period 396 13,087

Realized (gains) losses in
net income ............. 3,306 (16,512)

Minimum pension liability
adjustment ............. 5,782 (6,166)

Other comprehensive loss
before taxes ............ ( 19,719) (6,128)

Income tax benefit on
other comprehensive loss 7,639 2,362

Othercormprehensiveloss $012,080) S (3,766)

Comprehensive income $100,408 $162,858

Accumulated other comprehensive loss at December 31, 2003,
includes unrealized gains and losses on derivative instruments and
minimum pension liability adjustments.

(H) CAPITAL STOCK

Series A Convertible Preferred Stock - The Company issued
Series A Convertible Preferred Stock, par value $0.01 per share, at
the time of the November 1997 transaction with Westar Energy, Inc.
(formerly Western Resources, Inc.). On February 5, 2003, the
Company repurchased from Westar Industries, a wholly owned
subsidiary of Westar Energy (collectively "Westar"), approximately
9 million shares (approximately 18.1 million shares of common
stock equivalents) of its Series A Convertible Preferred Stock. The
Company exchanged the remaining shares for 21.8 million shares of
its newly-created Series D Convertible Preferred Stock. See further
discussion in the Westar section of this footnote. The Series A
Convertible Preferred Stock was cancelled pursuant to the
repurchase and exchange.

The terms of the Series A Convertible Preferred Stock provided that
holders were entitled to receive a dividend payment, with respect to
each dividend period of the common stock, equal to 3.0 times the
dividend amount declared in respect to each share of common stock

for the first five years of the agreement. In November 2002, the rate
was reduced to 2.5 times the dividend amount declared in respect to
each share of common stock, and at no time could the dividend
have been less than $1.80 per share on an aggregate annual basis.
The dividend multiple was adjusted to reflect the 2001 two-for-one
common stock split. Preferential cash dividends were paid quarterly
on each share of Series A Convertible Preferred Stock, but those
dividends were not cumulative to the extent they are not paid on any
dividend payment date.

The Series A Convertible Preferred Stock was convertible, subject
to certain restrictions, at the option of the holder, into ONEOK, Inc.
Common Stock at the rate of two shares for each share of Series A
Convertible Preferred Stock.

The liquidation preference of the Series A Convertible Preferred
Stock was equal to that payable per share of the Company's
Common Stock, as adjusted to reflect any stock split or similar
events, assuming conversion of all outstanding shares of the Series A
Convertible Preferred Stock immediately prior to the event triggering
the liquidation preference, plus any dividends.

Holders of Series A Convertible Preferred Stock were entitled to
vote together with holders of the Company's Common Stock with
respect to certain matters. Holders of Series A Convertible Preferred
Stock could not vote in any election of directors to the Company's
Board of Directors or on any matter submitted to the Company's
shareholders other than those previously discussed and other matters
as required bylaw.

Series B Convertible Preferred Stock - The terms of Series B
Convertible Preferred Stock are the same as Series A Convertible
Preferred Stock, except that the dividend amount is equal to the
greater of 2.5 times the common stock dividend, and at no time
could the dividend be less than $1.50 per share on an aggregate
annual basis during the first five years after the agreement, which
ended November 27, 2002, and not less than $1.80 on an aggregate
annual basis thereafter. There are no shares of Series B Convertible
Preferred Stock currently outstanding.

Series C Preferred Stock - Series C Preferred Stock is designed to
protect ONEOK, Inc. shareholders from coercive or unfair takeover
tactics. Holders of Series C Preferred Stock are entitled to receive, in
preference to the holders of ONEOK Common Stock, quarterly
dividends in an amount per share equal to the greater of $0.50 or
subject to adjustment, 100 times the aggregate per share amount of
all cash dividends, and 100 times the aggregate per share amount
(payable in kind) of all non-cash dividends. No Series C Preferred
Stock has been issued.

Series D Convertible Preferred Stock - In February 2003, the
Company exchanged the remaining shares of Series A Convertible
Preferred for 21.8 million shares of Series D Convertible Preferred
Stock. During 2003, Westar sold all its equity in the Company, 89
including all of the shares of the Company's common stock and the
Companys Series D Convertible Preferred Stock, which converted
to common stock when sold. See further discussion in the Westar
section of this footnote. The Series D Convertible Preferred Stock
was retired after Westar's sale of the preferred shares.
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The terms of Series D Convertible Preferred Stock provided that
holders were entitled to receive, when and if declared by the Board
of Directors, quarterly cash dividends in an amount per share equal
to $0.23125. If theCompanyhad notpaid dividendson the Series D
Convertible Preferred Stock on the dividend payment date for any
dividend period, dividends would not have been subsequently paid
for that dividend period.

The Company had the option to redeem the Series D Convertible
Preferred Stock on or after August 1, 2006, subject to certain stock
price requirements.

Series D Convertible Preferred Stock was convertible at any time, at
the holder's option, subject to certain provisions.

Holders of Series D Convertible Preferred Stock were entitled to
vote together with holders of the Company's common stock with
respect to certain matters. Each share of Series D Convertible
Preferred Stock carried a number of votes equal to those carried by
the number of shares of common stock issuable upon conversion of
one share of Series D Convertible Preferred Stock. Holders of
Series D Convertible Preferred Stock could not vote in any election
of directors to the Company's Board of Directors or on any matter
submitted to the Company's shareholders other than those
previously discussed and other matters as required by law.

Common Stock - At December 31, 2003, the Company had
approximately 185 million shares of authorized and unreserved
common stock available for issuance.

In July 2003, the Company began using shares of its common stock
from treasury or newly issued shares to meet the purchase require-
ments generated by participants in its Thrift Plan for Employees of
ONEOK, Inc. and Subsidiaries. All participant purchases under this
plan are voluntary. During the year ended December 31, 2003, the
Company issued 514,292 shares for a total of $10.5 million.

On January 18,2001, the Company's Board of Directors approved,
and on May 17, 2001, the shareholders of the Company voted in
favor of, a two-for-one common stock split, which was effected
through the issuance of one additional share of common stock for
each share of common stock outstanding to holders of record on
May 23, 2001, with distribution of the shares on June 11, 2001. The
Company retained the current par value of $0.01 per share for all
shares of common stock. Shareholders' equity reflects the stock split
by reclassifying from paid in capital to common stock an amount
equal to the cumulative par value of the additional shares issued to
effect the split All share and per share amounts contained herein for
all periods reflect this stock split. Outstanding convertible preferred
stock is assumed to convert to common stock on a two-for-one basis
in the calculations of earnings per share.

The Board of Directors has reserved 12.0 million shares of
ONEOK, Inc.'s common stock for the Direct Stock Purchase and

9o Dividend Reinvestment Plan, of which 172,000 shares, 188,000
shares and 424,000 shares were issued in fiscal years 2003, 2002 and
2001, respectively. In January 2001, the Company amended and
restated, in its entirety, the existing Direct Stock Purchase and
Dividend Reinvestment Plan. The Company has reserved
approximately 10.3 million shares for the Thrift Plan for Employees
of ONEOK, Inc. and Subsidiaries, less the number of shares issued
to date under this plan.

During 1999, the Company initiated a stock buyback plan for up to
15 percent of its capital stock. The program authorized the
Company to make purchases of its common stock on the open
market with the timing and terms of purchases and the number of
shares purchased to be determined by management based on
market conditions and other factors. Through April 30, 2001, the
shares purchased under this plan totaled 5.1 million, which has
been adjusted for the two-for-one stock split The purchased shares
are held in treasury and available for general corporate purposes,
funding of stock-based compensation plans, resale at a future date,
and retirement. Purchases were financed with short-term debt or
were made from available funds. This plan expired in 2001.

During 2001, the Company approved a second stock buyback plan
for up to 10 percent of its capital stock. The program authorized the
Company to make purchases of its common stock on the open
market with the timing and terms of purchases and the number of
shares purchased to be determined by management based on
market conditions and other factors. This plan expired in 2002. The
Company did not purchase any stock under this plan.

2003 Public Stock Offering - During the first quarter of 2003, the
Company conducted public offerings of its common stock and
equity units. In connection with these offerings, the Company
issued a total of 13.8 million shares of its common stock at the public
offering price of $17.19 per share, resulting in aggregate net proceeds
to the Company, after underwriting discounts and commissions, of
$16.524 per share, or $228 million.

2003 Public Equity Units Offering - In addition to the stock offering
described above, the Company issued a total of 16.1 million equity
units at the public offering price of $25 per unit, resulting in aggregate
net proceeds to the Company, after underwriting discounts and
commissions, of $24.25 per equity unit, or $390.4 million. Each
equity unit consists of a stock purchase contract for the purchase of
the Company's common stock shares and, initially, a senior note
described in Note K The number of shares that the Company will
issue for each stock purchase contract issued as part of the equity
units will be determined based on the its average closing price over
the 20-trading day period ending on the third trading day prior to
February 16, 2006. If this average closing price:

• equals or exceeds $20.63, the Company will issue 1.2119 shares of
its common stock for each purchase contract or unit;

* equals or is less than $17.19, the Companywill issue 1.4543 shares
of its common stock for each purchase contract or unit,

* is less than $20.63 but greater than $17.19, the Company will
detennine the number of shares of its common stock to be issued
by multiplying the number of purchase contracts or units by the
ratio of $25 divided by the average closing price.

Westar - On January 9, 2003, the Company entered into an
agreement with Westar to repurchase a portion of the shares of the
Company's Series A Convertible Preferred Stock (Series A) held by
Westar and to exchange Westar's remaining shares of Series A
for newly-created shares of ONEOK's $0.925 Series D Non-
Cumulative Convertible Preferred Stock (Series D). The Series A
shares were convertible into two shares of common stock for each
share of Series A, reflecting the Company's two-for-one stock split in
2001, and the Series D shares were convertible into one share of
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common stock for each share of Series D. Some of the differences
between the Series D and the Series A were (a) the Series D had a
fixed quarterly cash dividend of 23.125 cents pershare, (b) the Series
D was redeemable by ONEOK at any time after August 1, 2006, at a
per share redemption price of $20, in the event that the per share
closing price of ONEOK common stock exceeded, at any time prior
to the date the notice of redemption was given, $25 for 30 consecutive
trading days, (c) each share of Series D was convertible into one
share of ONEOK common stock, and (d) with certain exceptions,
Westar could not convert any shares of Series D held by it unless the
annual per share dividend on ONEOK common stock for the
previous year was greater than 92.5 cents and such conversion
would not have subjected ONEOK to the Public Utility Holding
Company Act of 1935. Also, in connection with that transaction, a
new rights agreement, a new shareholder agreement and a new
registration rights agreement between ONEOK and Westar became
effective. The shareholder agreement restricted Westar from selling
five percent or more of ONEOK's outstanding Series D and
common stock (assuming conversion of all shares of Series D to be
transferred), in a bona fide public underwritten offering, to any one
person or group. The agreement allowed Westar to sell up to five
percent of ONEOK's outstanding Series D and common stock
(assuming conversion of all shares of Series D to be transferred) to
any one person or group who did not own more than five percent
of ONEOK's outstanding common stock (assuming conversion
of all shares of Series D to be transferred). The KCC approved
the Company's agreement with Westar on January 17, 2003. On
February 5, 2003, the Company consummated the agreement by
purchasing $300 million of its Series A from Westar. The Company
exchanged Westar's remaining 10.9 million Series A shares for
approximately 21.8 million shares of the Company's newly-created
Series D. Upon the cash redemption of the Series A shares, the
shares were converted to approximately 18.1 million shares of
common stock in accordance with the terms of the Series A shares
and the prior shareholder agreement with Westar. Accordingly, the
redemption is reflected as an increase to common treasury stock.
The Series D exchanged for the Series A was recorded at fair value
and the premium over the previous carrying value of the Series A
is reflected as a decrease in retained earnings. The Company
had registered for resale all of the shares of its common stock held
by Westar, as well as all the shares of its Series D issued to Westar
and all of the shares of its common stock that were issuable upon
conversion of the Series D.

On August 5, 2003, Westar conducted a secondary offering to the
public of 9.5 million shares of ONEOK common stock at a public
offering price of $19.00 per share, which resulted in gross offering
proceeds to Westar of approximately $180.5 million. An over-
allotment option for an additional 718,000 shares provided Westar
with approximately $13.6 million. The Company did not receive
any proceeds from the offering. Since Westar received in excess of
$150 million of total proceeds from the offering, the Company was
allowed, under a new transaction agreement related to the offering,
to repurchase $50 million, or approximately 2.6 million shares, of its
common stock from Westar at the public offering price of $19.00
per share. The Company's repurchase of those shares occurred
immediately following the closing of the Westar offering. Of the
shares sold in the Westar public offering, approximately 8.4 million
shares represented ONEOK's common stock issued by conversion

of ONEOK's Series D owned by Westar. The remaining shares
consisted of approximately 1.1 million shares of ONEOK's common
stock owned by Westar.

On November 21, 2003, Westar sold its remaining equity in the
Company, which included all the shares of common stock Westar
owned and all the Companys Series D Convertible Preferred Stock,
which converted to shares of common stock when sold.

Dividends - Annual dividends on the Company's common stock
for shareholders of record totaled $0.69 per share during the year
ended December 31, 2003. On September 18,2003, the Company's
Board of Directors approved an increase in the quarterly dividend
on the Company's common stock to $0.18 per share that was
applicable to the quarterly dividend declared in September 2003.
Due to the timing of the Company's Board of Directors meetings,
four quarterly dividends on common stock were declared during the
first three quarters of 2003. In January 2004, the Companys Board of
Directors increased the quarterly dividend on the Company's
common stock to $0.19 per share.

Under the most restrictive covenants of the Company's loan
agreements, $405.6 million (82 percent) of retained earnings was
available to pay dividends at December 31, 2003. Under the
Company's existing credit agreement it is restricted from declaring
or making any dividend payment directly or indirectly, or incurring
any obligation to do so unless the aggregate amount declared, paid
or expended after August 31, 1998, would not exceed an amount
equal to 100 percent of the Company's net income arising after
August 31, 1998, plus $125 million and computed on a cumulative
consolidated basis with other such transactions by the Company.

(I) PAID IN CAPITAL

Paid in capital was $815.9 million and $339.7 million for common
stock at December 31,2003 and 2002, respectively. Due to the conver-
sion of the remaining preferred stock in 2003, the Company had no
paid in capital for convertible preferred stock at December 31,2003.
Paid in capital for convertible preferred stock was $564.2 million at
December 31, 2002.

(J) LINES OF CREDIT AND SHORT-TERM NOTES PAYABLE

Commercial paper and short-term notes payable totaling
$600.0 million and $265.5 million were outstanding at December 31,
2003 and 2002, respectively. The commercial paper and short-term
notes payable carried average interest rates of 1.24 percent and 1.99
percent at December 31, 2003 and 2002, respectively. The Company
has an $850 million short-term unsecured revolving credit facility,
which provides a back-up line of credit for commercial paper in
addition to providing short-term funds. Interest rates and facility fees
are based on prevailing market rates and the Company's credit
ratings. No amounts were outstanding under the line of credit and
no compensating balance requirements existed at December 31, 91

2003. Maximum short-term debt from all sources, as approved by
the Company's Board of Directors, is $1.2 billion.

The Company's credit agreement contains no restrictions on the
transfer of its subsidiaries' assets to ONEOK (the parent company)
in the form of loans, advances or cash dividends without the consent
of a third party.
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(K) LONG-TERM DEBT

The aggregate maturities of long-term debt outstanding at
December 31, 2003, are $6.3 million; $341.3 million; $306.3 million;
$6.3 million; and $408.8 million for 2004 through 2008, respec-
tively, including $6.0 million, which is callable at the option of the
holder in each of those years. Additionally, $186.5 million is callable
at par at the option of ONEOK from now until maturity, which is
2019 for $93.7 million and 2028 for $92.8 million.

In the first quarter of 2003, the Company issued long-term debt
concurrent with its public equity offering. The Company issued a
total of 16.1 million equity units at the public offering price of $25
per unit for a total of $402.5 million. Each equity unit consists of a
stock purchase contract for the purchase of shares of the Company's
common stock and, initially, a senior note due February 16, 2008,
issued pursuant to the Companys existing Indenture with SunTrust
Bank, as trustee. The equity units carry a total annual coupon rate of
8.5 percent (4.0 percent annual face amount of the senior notes plus
4.5 percent annual contract adjustment payments). The interest
expense associated with the 4.0 percent senior notes will be recog-
nized in the income statement on an accrual basis over the term of
the senior notes. The present value of the contract adjustment pay-
ments was accrued as a liability with a charge to equity at the time of
the transactions. Accordingly, there will be no impact on earnings in
future periods as this liability is paid, except for the interest
recognized as a result of discounting the liability to its present value
at the time of the transaction. This interest expense associated with
the discounting will be approximately $3.5 million over three years.

In June 2002, the Company issued $3.5 million of long-term
variable rate debt, which is secured by the corporate airplane, at an
interest rate of 1.25 percent over LIBOR. All remaining long-term
notes payable are unsecured. In August 2002, the Company
completed a tender offer to purchase all of the outstanding 8.44%
Senior Notes due 2004 and the 8.32% Senior Notes due 2007 for a
total purchase price of approximately $65 million. The total purchase
price included a premium of approximately $2.9 million and
consent fees of approximately $1.8 million to purchase the notes,
which are reflected in interest expense in the income statement. In
April 2002, the Company retired $240 million of two-year floating
rate notes that were issued in April 2000. The interest rate for these
notes reset quarterly at a 0.65 percent spread over the three-month
LIBOR. The proceeds from the notes were used to fund acquisi-
tions. In 2001, the Company issued a $400 million note at a rate
of 7.125%. The proceeds from the note were used to refinance
short-term debt

The Company is subject to the risk of fluctuation in interest rates in
the normal course of business. The Company manages interest rate
risk through the use of fixed rate debt, floating rate debt and, at
times, interest rate swaps. Currently, $740 million of fixed rate debt
is swapped to floating. The floating rate debt is based on both three

92 and six-month LIBOR. At December 31, 2003, $500 million of the
$740 million had the interest rate locked through the first quarter of
2005. Based on the current LIBOR strip and the locks in place, the
weighted average rate on the $740 million will be reduced from
7.01 percent to 3.15 percent. This will result in an estimated savings
of $28.6 million during 2004. In 2003, the Company recorded a
$55.8 million net increase in price risk management assets to
recognize at fair value its derivatives that are designated as fair value
hedging instruments. Long-term debt was increased by approxi-
mately $55.9 million to recognize the change in fair value of the
related hedged liability. The swaps generated $24.4 million of

interest rate savings during 2003. See further discussion of interest
rate risk in Note D.

The following table sets forth the Company's long-term debt for the
periods indicated.

Decrnber 31, 2003 2002

(Thousandsof Dollars)

Long-term notes payable
7.75% due 2005 ............ S 335,000 S 350,000
7.75% due 2006 ......................... 300,000 300,000
4.0% due 2008 .......................... 402,500 -

Libor+ 1.25% due 2009 .................... 3,027 3,361
6.0% due 2009 ....................... . 100,000 100,000
7.125%due2011 ....................O.... 400,000 400,000
7.25% due 2013 ......................... 2,421 -

6.4% due 2019 .......................... 93,679 94,104
6.5% due 2028 .......................... 92,865 93,208
6.875% due 2028 ........................ 100,000 100,000
8.0% due 2051 .......................... 1,362 1,364

Total long-term notes payable .............. 1,830,854 1,442,037
Change in fair value of hedged debt ............. 55,923 78,268
Unamortized debt discount .................. . ( 2,179) (2,853)
Current maturities .......................... (6,334) (6,334)

Long-term debt $......................... 1,878,264 $1,511,118

The Company's revolving credit facility has customary covenants
that relate to liens, investments, fundamental changes in the
business, restrictions of certain payments, changes in the nature of
the business, transactions with affiliates, burdensome agreements,
the use of proceeds, and a limit on the Company's debt to capital
ratio. Other debt agreements have negative covenants that relate to
liens and sale/leaseback transactions.

(L) EMPLOYEE BENEFIT PLANS

Retirement and Other Postretirement Benefit Plans

Retirement Plans - The Company has defined benefit and defined
contribution retirement plans covering substantially all employees.
Certain company officers and key employees are also eligible to
participate in supplemental retirement plans. The Company
generally funds pension costs at a level equal to the minimum
amount required under the Employee Retirement Income Security
Actof 1974.

The Company elected to delay recognition of the accumulated
benefit obligation and amortize it over 20 years as a component of
net periodic postretirement benefit cost The accumulated benefit
obligation for the defined benefit pension plan was $625.9 million
and $536.9 million at December 31, 2003 and 2002, respectively.

Other Postretirement Benefit Plans - The Company sponsors
welfare care plans that provide postrefirement medical benefits and
life insurance benefits to substantially all employees who retire
under the retirement plans with at least five years of service. The
postretirement medical plan is contributory, with retiree contribu-
tions adjusted periodically, and contains other cost-sharing features
such as deductibles and coinsurance; provided further that nonbar-
gaining unit employees retiring between the ages of 50 and 55 who
elect postretirement medical coverage, and all nonbargaining unit
employees hired on or after January 1, 1999 who elect postretire-
ment medical coverage, pay 100 percent of the retiree premium for
participation in the plan. Additionally, any employees that came to
the Company through various acquisitions maybe further limited in
their eligibility to participate or receive any Company contributions.
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The postretirement welfare plan provides prescription drug benefits
to Medicare eligible retirees. The measurement date for the other
postretirement benefit liabilities is prior to the enactment date of the
Medicare Reform Act. While the Company believes the recently
enacted Medicare reform legislation may have a favorable impact
on its obligations, the Company has not reflected any impact as of its
measurement date. The impact is currently being reviewed and
could be recognized as early as the first quarter of 2004.

Measurement - The Company uses a September 30 measurement
date for the majority of its plans.

Obligations and Funded Status - The following tables set forth
the Company's pension and other postretirement benefit plans
benefit obligations, fair value of plan assets and funded status at
December 31, 2003 and 2002.

Pension Benefits Postretirement Benefits

December 31 2003 2002 2003 2002
(Thousands of Dollars)

Change In Benefit Obligation
Benefit obligation,

beginning of period ....... $. 601,830 $516,096 S 177,904 S 154,559
Servicecost................ 14,872 10,662 5,391 3,587
Interest cost ................ 42,602 36,782 12,418 10,990
Participant contributions ...... - - 2,278 1,769
Planamendments ...........,- 661 3,818 (11,987)
Actuarial (gainiloss .......... 18,751 72,310 45,069 30,817
Acquisitions (divestitures) ...... 44,606 - 6,932 -

Benefits paid ......... ,,.,. (38,773) (34,687) (17,416) (11,831)
Benefit obligation,

end of period ......... ,.$683,888 $601,830 S 236,394 $177,904

Change In Plan Assets
Fair value of assets,

beginning of period ........ $526,516 $587,289 $ 30,269 $ 27,747
Actual return on assets ....... 91,783 (27,505) 3,319 1,809
Employercontributions .5...... ,842 1,419 3,674 713
Acquisitions (divestitures) ...... 28,504 - - -
Benefits paid .......... ,.., (38,773) (34,687) - -

Fair value of assets,
endof period ......... ,,.$613,872 $526,516 $ 37,262 $ 30,269

Funded status- over (under) .,$ (70,016) $(75,314) $(197,226) S(147,636)
Unrecognizednetasset ....... (314) (781) 31,854 -
Unrecognized transition

obligation .......... ,. . - - - 9,061
Unrecognized prior

service cost ............... 5,494 5,989 2,537 -

Unrecognized net (gain) loss ... 199,713 195,532 103,171 57,767
Activity subsequent to

measurement date ........ - - 3.707 6,303

(Accrued) prepaid
pension cost $.............. 134,877 $125,426 $ (55,957) S (74,505)

Components of Net Periodic Benefit Cost
Pension Benefits

Years Ended December 31, 2003 2002 2001

(Thousands of Dolrs)

Components of Net Periodic
Benefit Cost (Income)

Service cost .... $,,..... ,14,872 $ 10,662 S 9,751
Interest cost.................... .... 42,602 36,782 36,188
Expectedreturnonassets ................ (64,264) (67,195) (61,161)
Amortization of unrecognized

net asset at adoption .................., (467) (467) (467)
Amortization of unrecognized

priorservicecost .613 790 822
Amortization of (gain)Aoss .2,235 (1,345) (4,377)

Net periodic benefit cost (income) .(4,409) St 20,773) $(19,244)

Postretirement Benefits

Years Ended December 31, 2003 2002 2001

(Thousands of Dollars)

Components of Net Periodic Benefit Cost
Service cost ........................... S 5,391 $ 3,587 $ 3,074
Interest cost ........................... 12,418 10,990 10,195
Expected return on assets (................ 3,154) (2,791) (2,364)
Amortization of unrecognized net

transition obligation at adoption ...... .... 3,456 1,954 1,954
Amortization of unrecognized

prior service cost ................ ...... (125) - -
Amortization of loss ............. ........ 3,997 979 234

Net periodic benefit cost ......... $........ 21,983 $14,719 $13,093

Actuarial Assumptions - The following table sets forth the
weighted-average assumptions used to determine benefit obligations
at December 31, 2003 and 2002.

December 31,

Discount rate ....................
Compensation increase rate .........

-

Pension Benefits

2003 2002

6.25% 6.80%
4.00% 4.00%

Postretirement Benefits

2003 2002

6.25% 6.80%
4.50% 4.50%

-

The following table sets forth the weighted-average assumptions
used to determine net periodic benefit costs at December 31, 2003
and 2002.

Pension Benefits Postretirement Benefits

December 31, 2003 2002 2003 2002

Discount rate ............. 6.80% 7.35% 6.80% 7.35%
Expected long-term return

on plan assets ................. 9.00% 9.85% 9.00% 9.85%
Compensation increase rate ........ 4.00% 4.50% 4.50% 4.50%

The overall expected long-term rate of return on assets assumption is
an equally weighted blend of historical return, building block, and
economic growth/yield to maturity projections determined by the
Company based on its independent investment consultants' advice.

Health Care Cost Trend Rates - The following table sets forth the
assumed health care cost trend rates at December 31, 2003 and
2002.

2003 2002
Health care cost trend rate assumed for next year .9% 10%
Rate to which the cost trend rate is assumed

to decline (the ultimate trend rate) 5% 5%
Year that the rate reaches the ultimate trend rate .............. 2007 2007

Assumed health care cost trend rates have a significant effect on the
amounts reported for the health care plans. A one-percentage point
change in assumed health care cost trend rates would have the
following effects.

One-Percentage One-Percentage
Point Increase Point Decrease

(lbousardsof Dollars) 93

$ 2,010 S (1,621)
$26,210 1(21,459)

Effect on total of service and interest cost ..........
Effect on postretirement benefit obligation .........
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Plan Assets - The following table sets forth the Company's pension
and postretirement benefit plan weighted-average asset allocations
at December 31, 2003 and 2002.

Pension BerelIts Posteremn Benefits

Percet of Plan Assets Percentage of Plan Assets
at December 31, at December 31,

2003 2002 2003 2002
U.S. equities . ............ 56% 47% 76% 68%
International equities 9% 9% 12% 13%
Investment grade bonds 8% 12% 11% 18%
Highyieldbonds 10% 11% 0% 0%
Insurance contracts .. 16% 20% 0% 0%
Other . .1% % 1% 1%

Total 100% 100% 100% 100%

The Company's investment strategy is to invest plan assets in
accordance with sound investment practices that emphasize long-
term investment fundamentals. The goal of this strategy is to
maximize investment returns while managing risk in order to meet
the plan's current and projected financial obligations. The plan's
investments include a diverse blend of various U.S. and international
equities, venture capital investments in various classes of debt
securities, and insurance contracts. The target allocation for the
investments is as follows.

Insurance contracts/corporate bonds ..................................
High yield corporate bonds ..........................................
Large-cap value equities ............................................
Large-cap growth equities ..........................................
Mid/small-cap value equities .........................................
Mid/small-cap growth equities ....................................
Large-cap/mid-cap international equities ...............................
Venture capital ...................................................

22%
10%
15%
18%
10%
13%
11%
1%

authorized to recover pension and postretirement benefit costs over
various periods based on the approval of the TRC and the various
municipalities that it serves.

Other Employee Benefit Plans
Employee Thrift Plan - The Company has a Thrift Plan covering
substantially all employees. Employee contributions are discretionary.
Subject to certain limits, the Company matches employee contribu-
tions. The cost of the plan was $9.6 million, $8.5 million and
$8.8 million in fiscal years 2003,2002 and 2001, respectively.

Postemployment Benefits -The Company pays postemployment
benefits to former or inactive employees after employment but
before normal retirement in compliance with specific separation
agreements. Nonbargaining employees hired after January 1, 1999
are not eligible for this benefit

(M) COMMITMENTS AND CONTINGENCIES

Leases - The initial lease term of the Company's headquarters
building, ONEOK Plaza, is for 25 years, expiring in 2009, with six
five-year renewal options. At the end of the initial term or any
renewal period, the Company can purchase the property at its fair
market value. Annual rent expense for the lease will be approxi-
mately $6.8 million until 2009. Rent payments were $9.3 million in
fiscal years 2003, 2002 and 2001. Estimated future minimum rental
payments for the lease are $9.3 million for each of the years ending
December 31, 2004 through 2009.

The Company has the right to sublet excess office space in ONEOK
Plaza. The Company received rental revenue of $2.8 million,
$3.2 million and $3.5 million in fiscal years 2003, 2002 and 2001,
respectively, for various subleases. Estimated minimum future rental
payments to be received under existing contracts for subleases are
$2.5 million in 2004, $1.8 million in 2005, $1.3 million in 2006,
$0.5 million in 2007, $0.4 million in 2008 and a total of $0.3 million
thereafter.

Other operating leases include a gas processing plant. office buildings,
and equipment Future minimum lease payments under non-
cancelable operating leases (with initial or remaining lease terms in
excess of one year) as of December 31, 2003, are $31.8 million in
2004, $34.7 million in 2005, $45.6 million in 2006, $30.1 million in
2007 and $28.3 million in 2008. The above amounts include lease
payments for auto leases that are accounted for as operating leases
but are treated as capital leases for income tax purposes. Also, the
above amounts include the following minimum lease payments
relating to the lease of a gas processing plant: $20.9 million in 2004,
$24.2 million in 2005, $37.7 million in 2006, $24.2 million in 2007
and $24.2 million in 2008. The Company has a liability for uneco-
nomic lease terms relating to a gas processing plant Accordingly, the
liability is amortized to rent expense in the amount of $13.0 million
per year over the term of the lease. The amortization of the liability
reduces rent expense; however, the cash outflow under the lease
remains the same.

As part of the Company's risk management for the plans, minimums
and maximums have been set for each of the asset classes listed
above. All investment managers for the plan are subject to certain
restrictions on the securities they purchase and, with the exception
of indexing purposes, are prohibited from owning Company stock.

Contributions - The Company expects to contribute $5.6 million
to its pension plan and $28.1 million to its other postretirement
benefits plan in 2004.

Regulatory Treatment - The OCC, KCC, TRC and applicable
rate jurisdictions in Texas have approved the recovery of pension
costs and other postretirement benefits costs through rates for ONG,
KGS and TGS, respectively. The costs recovered through rates are
based on current funding requirements and the net periodic
postretirement benefits cost for pension and postretirement costs.
Differences, if any, between the expense and the amount ordered
through rates are charged to earnings. In the September 17, 2003
rate order the KCC authorized KGS to recover $26.4 million of

9 deferred postretirement and postemployment costs over nine years.
The OCC has authorized ONG's recovery of pension and
postretirement benefit costs over a 10 to 20 year period. TGS is
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Southwest Gas Corporation - In May 1999, a series of lawsuits
were filed in connection with the Company's and Southern Union's
failed attempts to merge with SouthwestGas Corporation (Southwest).
The Company, Southern Union and Southwest all sued each other
and Southern Union made claims against a member of the Arizona
Corporation Commission and other individuals, including officers
and directors of the Company.

On August 9, 2002, the Company and Southwest settled their
claims against each other for a payment of $3.0 million by ONEOK
to Southwest. On January 3, 2003, the Company entered into a
definitive settlement'agreement with Southern Union resolving all
remaining legal issues. It also resolved the claims against John A.
Gaberino, Jr. and Eugene Dubay related to this matter. Under the
terms ofthe settlement, the Company paid $5.0 million to Southern
Union, which is included in the. December 31; 2002 financial
statements. TheCompany and its affiliated parties are released from
any claims against them brought by Southern Union related to the
terminated acquisition of Southwest:

Two substantially identical derivative actions, which were consoli-
dated, were filed by shareholders against members of the Board of
Directors and certain officers of the Company alleging violation of
their fiduciary duties to the Company by causing or allowing the
Company to engage in certain fraudulent and improper schemes
related to the planned acquisition of Southwest and waste of
corporate assets. The consolidated derivative action has been settled
at no significant cost to the Company. The trial Court entered a final
judgment on June 24, 2003, approving the settlement by the parties
after notice had been given to shareholders.

Environmental - The Company is subject to multiple environ-
mental laws and regulations affecting many-aspects of present and
future operations, including air emissions, water quality, wastewater
discharges, solid wastes and hazardous material and substance
management. These laws and regulations generally require the
Company to obtain and comply with a wide variety of environ-
mental registrations, licenses, !permits, inspections and other
approvals. Failure to comply with these laws, regulations, permits
and licenses may expose the Company to fines, penalties and/or
interruptions in operations that could be material to the results of
operations. If an accidental leak or spill'of hazardous materials
occurs from the Company's lines or-facilities, in the process of
transporting natural gas, or at any facilities that the Company owns,
operates or otherwise uses, the Company could be held jointly and
severally liable for all resulting liabilities, including investigation
and clean up costs, which could materially affect the Company's
results, operations and cash flowv. In addition, emission controls
required under the Federal Clean Air Act and other similar federal
and state laws could require unexpected capital expenditures at the
Company's facilities. The Company cannot assure that existing
environmental regulations will not be revised or that new regula-
tions will not be adopted or become applicable to the Company.
Revised or additional regulations that result in iicreased compliance
costs or additional operating restrictions, particularly if those costs

are not fully recoverable from customers, could have a material
adverse effect on the Company's business, financial condition and
results of operations.

The Company owns or retains legal responsibility for the environ-
mental conditions at 12 farmer manufactured gas sites in Kansas.
These sites contain potentially harmful materials that are subject to
control or remediation under various environmental laws and
regulations. A consent agreement with the Kansas Department of
Health and Environment (KDHE) presently governs all work at
these sites. The terms of the consent agreement allow the Company
to investigate these sites and set remediation activities based upon
the results of the investigations and risk analysis. The Company has
commenced active remediation on three sites with regulatory
closure achieved at two of these locations, and has begun assessment
at the remaining sites. The site situations are not common and the
Company has no previous experience with similar remediation
efforts. The Company has not completed a comprehensive study of
the remaining nine sites and therefore cannot accurately estimate
individual or aggregate costs to satisfy the remedial obligations.

The Company's preliminary review of similar cleanup efforts at
former manufactured gas sites reveals that costs can range from
$100,000 to $10 million per site. These estimates do not give effect
to potential insurance recoveries, recoveries through rates or from
unaffiliated parties, to which the Company may be entitled. At this
time, the Company has not recorded any amounts for potential
insurance recoveries or recoveries from unaffiliated parties, and the
Company is not recovering any environmental amounts in rates. Total
costs to remediate the two sites, which have achieved regulatory
closure, totaled approximately $800,000. Total remedial costs for
each of the remaining sites are expected to exceed $400,000 per site,
but there is no assurance that costs to investigate and remediate the
remaining sites will not be significantly higher. As more information
related to the site investigations and temediation activities becomes
available, and to the extent such amounts are expected to exceed our
current estimates, additional expenses could be recorded. Such
amounts could be material to the Company's results of operations
and cash flows depending on the remediation done and number of
years over which the remediation is completed.

The Company's expenditures for environmental evaluation and
remediation have not been significant in relation to the results of
operations and there have been no material effects upon earnings or
the Company's competitive position during 2003 related to compli-
ance with 'environmental regulations.

Yaggy Facility - In January 2001, the Yaggy gas storage facility's
operating parameters were changed as mandated by the KDHE
following natural gas explosions and eruptions of natural gas
geysers in or near Hutchison, Kansas. In July 2002, the KDHE
issued an administrative order that assessed an $180,000 civil penalty
against the Company, based on alleged violations of several KDHE
regulations. A status conference was held on June 27,2003 regarding
progress toward reaching an agreed upon consent order. The matter
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was continued pending further settlement negotiations. The Company
believes there are no adverse long-term environmental effects.

Two class action lawsuits have been filed against the Company in
connection with the natural gas explosions and eruptions of natural
gas geysers that occurred at, and in the vicinity of, the Yaggy facility.
These class action lawsuits claim that the explosions were caused by
the releases of natural gas from the Company's operations. In
addition to the two pending class action matters, sixteen additional
lawsuits have been filed against the Company or subsidiaries seeking
recovery for various claims related to the Yaggy incident, including
property damage, personal injury, loss of business and, in some
instances, punitive damage. In February 2003, a jury awarded the
plaintiffs in one lawsuit $1.7 million in actual damages. The jury
found that 50 percent of the liability related to the Company and
50 percent of the liability related to one of the Company's subsidiaries.
The jury also awarded punitive damages against a subsidiary of the
Company. A hearing has been set for April 2004 to determine the
amount of the punitive damages. Although no assurances can be
given, the Company believes that the ultimate resolution of these
matters will not have a material adverse effect on the Company's
financial position or results of operations. The Company is vigorously
defending all claims in these cases and believes that the Company's
insurance coverage will provide coverage for any material liability
associated with these cases.

U.S. Commodity Futures Trading Commission - On January 9,
2003, the Company received a subpoena from the U.S. Commodity
Futures Trading Commission (CFTC) requesting information
regarding certain trading by energy and power marketing firms and
information provided by the Company to energy industry
publications in connection with the CFFC's investigation oftrading
and trade reporting practices of power and natural gas trading
companies. The Company ceased providing such information to
energy industry publications in 2002. The Company cooperated
fully with the CFTC, producing documents and other material in
response to specific requests relating to the reporting of natural gas
trading information to energy industry publications, conducting an
internal review with regard to its practices in voluntarily reporting
information to trade publications, and providing reports on its
internal review to the CFTC.

In January 2004, the Company announced a settlement with the
CFTC relating to the investigation, whereby the Company agreed,
among other things, to pay a civil monetary penalty of $3.0 million.
This charge is recorded in earnings for the Marketing and Trading
segment for the year ended December 31, 2003. The Company
neither admitted nor denied the findings in the CFTC settlement
order. The Company does not believe inaccurate trade reporting to
the energy industry publications affected the financial accounting
treatment of any transactions recorded in the financial statements.

On February 4, 2004, the Company received notice that the
96 Company and its wholly owned subsidiary, ONEOK Energy

Marketing and Trading Company, L.P., have been named as two of
the defendants in a class action lawsuit filed in the United Sates
District Court for the Southern District of New York brought on
behalf of persons who bought and sold natural gas futures and
options contacts on the New York Mercantile Exchange during the

years 2000 through 2002. Although the Company agreed to the civil
monetary penalty with the CFTC, it cannot guarantee other
additional legal proceedings, civil or criminal fines or penalties,
or other regulatory action related to this issue will not arise.
Accordingly, the impact of any further action on the financial
condition and results of operations cannot be predicted.

Labor Negotiations-On July 28,2003, KGS and the Intemational
Brotherhood of Electrical Workers labor union entered into a three-
year bargaining agreement expiring June 30, 2006. Approximately
351 of the KGS employees are members of this labor union,
comprising approximately 30 percent of the KGS workforce. The
parties agreed to a two percent wage increase effective July 1, 2004
and an additional two percent wage increase effective July 1, 2005.
On September 12, 2003, KGS completed negotiations with the
remaining three Kansas labor unions to replace collective bargain-
ing agreements that expired on July 31, 2003. Approximately 476
KGS employees are members of those three labor unions, compris-
ing approximately 41 percent of the KGS workforce. The parties
agreed to extend the existing agreements for one year with a two
percent increase effective retroactively to August 1, 2003. Currently,
the Company has no ongoing labor negotiations and there are no
other unions representing the Company's employees.

Other -The OCC staff filed an application on February 1, 2001, to
review the gas procurement practices of ONG in acquiring its gas
supply for the 2000/2001 heating season and to determine if these
practices were consistent with least cost procurement practices and
whether the Company's procurement decisions resulted in fair, just
and reasonable costs being bome by ONG customers. In May 2002,
the Company, along with the staff of the Public Utility Division and
the Consumer Services Division of the OCC, the Oklahoma
Attorney General, and other stipulating parties, entered into a joint
settlement agreement resolving this gas cost issue and ongoing
litigation related to a contract with Dynamic Energy Resources, Inc.

The settlement agreement will be realized over a three-year period.
In July 2002, immediate cash savings were provided to all ONG
customers in the form of billing credits with $1.0 million available
for former customers returning to the ONG system. If the additional
$1.0 million is not fully refunded to customers returning to the
ONG system by December 200 5, the remainder will be included in
the final billing credit. ONG replaced certain gas contracts, which is
expected to reduce gas costs by approximately $13.8 million, due to
avoided reservation fees between April 2003 and October 2005.
Additional savings of approximately $8.0 million from the use of
storage service in lieu of those contracts are expected to occur
between November 2003 and March 2005. Any expected savings
from the use of storage that are not achieved, any remaining billing
credits not issued to returning customers and an additional
$1.8 million credit will be added to the final billing credit scheduled
to be provided to customers in December 2005.

The Company is a party to other litigation matters and claims,
which are normal in the course of its operations. While the results of
litigation and claims cannot be predicted with certainty, manage-
ment believes the final outcome of such matters will not have a
material adverse effect on Company's consolidated results of
operations, financial position, or liquidity.



2003 ANNUAL REPORT

(N) INCOME TAXfS

The following table sets forth the Company's provisions for income
taxes for the periods indicated.

Years Ended December 31, 2003 2002 2001
Thousands of Dollars)

Current income taxes
Federal . ........... ......... S 16,921 S(53,306) 5(69,273)
State ........... .......... 1,818 (9,932) (13,426)

Total current income taxes from
continuing operations ............... 18,739 (63,238) (82,699)

Deferred income taxes
Federal .......... ........... 112,242 139,243 113,882
State ..................... (454) 26,480 6,307

Total deferred income taxes from
continuing operations ................ 111,788 165,723 120,189

Total provision for income taxes
before cumulative effect/discontinued
operations.............. ....... 130,527 102,485 37,490

Total provision for income taxes
for the cumulative effect of a
change in accounting principle ....... (90,456) - (1,356)

Discontinued operations .............. 22,895 6,807 14,744
Total provision for income taxes ......... $ 62,966 S109,292 $ 50,878

The following table is a reconciliation of the Company's provision
for income taxes for the periods indicated.

Years Ended December 31 203 2002 2001
(lousands of Dodlars)

Pretax income from continuing operations $.... 344,819 $258,460 $116,327
Federal statutory income tax rate ........... 35% 35% 35%
Provision for federal income taxes ........ .. 120,687 90,461 40,714
Amortization of distribution property

investmenttaxcredit .............. .... (522) (651) (764)
State income taxes, net of federal tax benefit . . 13,283 10,756 (4,627)
Other, net .............. ...... (2,921) 1,919 2,167

Income tax expense ................... $ 130,527 $102,485 $ 37,490

The following table sets forth the tax effects of temporary differences
that gave rise to significant portions of the deferred tax assets and
liabilities for the periods indicated.

Years Ended December 31, 2003 2002 2001
MThousands of Dollars)

Deferred tax assets
Accrued liabilities not deductible until paid $117,784 $111,020 '$180,331
Net operating loss carryforward ........... 40,978 28,645 36,828
Regulatory assets...................... 17,636 17,527 9,956
Other ............ ......... 130,998 37,002 2,057

Total deferred tax assets ............... 307,396 194,194 229,172
Valuation allowance for net operating loss

carryforward expected to expire
prior to utilization ..................... 18,342 13,166 6,549

Net deferred tax assets ................ 289,054 181,028 222,623
Deferred tax liabilities

Excess of tax over book depreciation
and depletion......... .............. 724,153 617,849 545,398

Investment in joint ventures ....... ...... 8,323 8,081 12,198
Regulatory assets ...................... 107,644 112,200 95,836
Other ............ ......... 14,484 48,390 38,472

Total deferred tax liabilities ... ......... 854,604 786,520 691,904
Net deferred tax liabilities before

discontinued operations ........... 5.. 565,550 $605,492 $469,281
Discontinued operations .................. - 40,285 33,478

Net deferred tax liabilities ............. 5. 565,550 $645,777 $ 502,759

The Company has remaining net operating loss carryforwards for
federal and state income tax purposes of approximately $49.3 million
and $403.3 million, respectively, at December 31, 2003, which
expire, unless utilized, at various dates through 2023. The valua-
tion allowance for deferred tax assets was $312.0 million and
$232.6 million at December 31, 2003 and 2002, respectively. The
valuation allowance reflects managements uncertainty as to the
realization of a portion of the Company's state net operating losses
before they expire. At December 31, 2003, the Company had
$6.1 million in deferred investment tax credits recorded in other
deferred credits, which will be amortized over the next 12 years.

(0) SEGMENT INFORMATION

Management has divided its operations into six reportable segments
based on similarities in economic characteristics, products and
services, types of customers, methods of distribution and regulatory
environment. These segments are as follows: (1) the Production
segment develops and produces natural gas and oil; (2) the
Gathering and Processing segment gathers and processes natural gas
and fractionates, stores and markets natural gas liquids; (3) the
Transportation and Storage segment gathers, transports and stores
natural gas for others and buys and sells natural gas; (4) the
Distribution segment distributes natural gas to residential,
commercial and industrial customers, leases pipeline capacity to
others and provides transportation services to end-use customers;
(5) the Marketing and Trading segment markets natural gas and oil
to wholesale and retail customers and markets electricity to
wholesale customers; and (6) the Other segment primarily operates
and leases the Company's headquarters building and a related
parking facility.

During the first quarter of 2002, the Power segment was combined
with the Marketing and Trading segment, eliminating the Power
segment. This reflects the Company's strategy of trading around the
Company's electric generating power plant. All segment data has
been reclassified to reflect this change.

In July 2002, the Company completed a transaction to transfer
certain transmission assets in Kansas from the Transportation and
Storage segment to the Distribution segment. All historical financial
and statistical information has been adjusted for this transfer.

The accounting policies of the segments are substantially the same
as those described in Note A. Intersegment gross sales are recorded
on the same basis as sales to unaffiliated customers. Intersegment
sales for the Marketing and Trading segment were $487.3 million,
$299.2 million and $614.7 million for the years ended December
31, 2003, 2002 and 2001, respectively. Energy trading contracts
included in the following table are reported net of related costs.
Corporate overhead costs relating to a reportable segment have
been allocated for the purpose of calculating operating income. The
Companys equity method investments do not represent operating
segments of the Company. The Company has no single external 9
customer from which it receives ten percent or more of its
consolidated gross revenues.
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The following tables set forth certain selected financial information for the Company's six operating segments for the periods indicated.

Regulated NonFeguated

Transportation Marketing Gathering
and and and Other and

Storage Distribution Trading Processing Production Eliminatlons Total

Thusands of Dollars)

Decembe 31, 2003
Sales to unaffiliated customers ............. ................. $ 68,724 $1,740,060 S 91,965
Energy trading contracts, net ............. .................. - 229,782
Intersegment sales ....................................... 92,575 -

Total Revenues ........................................ $161,299 $1,740,060 $ 321,747

Net revenues ........... ......................... $ 113,662 $ 526,249 $ 236,369
Operating costs ........................................ $ 46,186 $ 312,814 $ 33,699
Depreciation, depletion and amortization ........ .............. 16,694 $ 95,654 S 5,708
Operating income ........................................ 50,782 $ 117,781 S 196,962
Income from operations of discontinued component .............. S - $ - S
Cumulative effect of changes in accounting principles, net of tax .... S (645) $ - S (141,982)
Income from equity investments ............ ................. $ 1,398 $ - $ -

Total assets ........................................ $ 867,743 S 2,462,299 $1,332,022
Capital expenditures (continuing operations) .................... $ 15,234 S 153,405 $ 555

December 31,2002
Salfes to unaffiliated customers ............. ................. S 70,812 $1,218,400 $ 72,697
Energy trading contracts, net .............. ............... - - 209,429
Intersegment sales ....................................... 93,422 2,244

Total Revenues ........................................ $ 164,234 $1,220,644 $ 282,126

Netrevenues ........................................ $ 117,584 S 414,393 $ 214,480
Operatingcosts ........................................ $ 46,694 $ 243,170 S 27,674
Depreciation, depletion and amortization ........ .............. S 17,563 $ 76,063 $ 5,298
Operating income ............................. .......... S 53,327 $ 95,160 $ 181,508
Income from operations of discontinued component ...... ........ S - $ - $ -

Incomefromequityinvestments ............................. S 1,381 $ - $ -

Total assets ........................................ $ 815,301 $1,773,000 $1,666,271
Capital expenditures (continuing operations) .................... $ 20,554 $ 115,569 S 2,340
Capital expenditures (discontinued component) ....... .......... $ - $ - S -

December 31,2001
Sales to unaffiliated customers .............. ................ $ 76,837 $1,506,420 $ 29,760
Energy trading contracts, net ............... ................ - - 101,761
Intersegment sales ....................................... 86,226 4,548 -

Total Revenues ........ $............ ............. S163,063 $ 1,510,968 $ 131,521

Net revenues ........................................ 113,437 $ 369,300 $ 110,287
Operating costs ........................................ $ 42,357 $ 237,657 S 32,846
Depreciation, depletion and amortization ...................... $ 17,990 $ 70,359 $ 2,611
Operating income .............................. $......... S 53,090 $ 61,284 $ 74,830
Income from operations of discontinued component ...... ........ S - S - $ -

Cumulative effect of change in accounting principle, net of tax ...... S - $ - $ -

Income from equity investments ............. ................ $ 2,946 $ - $
Total assets ........................................ $ 723,263 $ 1,762,738 $1,491,624
Capital expenditures (continuing operations) .................... S 32,378 $ 133,470 S 43,486
Capital expenditures (discontinued component) ....... .......... $ - $ - S

$1,311,069 S 40,858

467,448 3,130

$1,778,517 $ 43,988

$ 214,137 $ 43,988
$ 122,103 $15,812
$ 29,332 S12,070
$ 62,702 S16,106
$ - S 2,342
$ (1,375) S 117
$ 55 $ -
$1,307,445 $151,575
$ 20,598 $ 18,655

$ 810,722 $ 29,998

322,499 2,456

$1,133,221 $ 32,454

S 194,378 $ 32,454
$ 127,747 $ 8,332

- -

$ (483,462) $2,769,214
- 229,782

(563,153) -

S(1,046,615) $2,998,996
$ 2,073 $1,136,478
S (1,061) S 529,553
$ 1,403 $ 160,861
$ 1,731 $ 446,064
$ - $ 2,342
$ - $ (143,885)
$ 94 $ 1,547
S 192,964 $6,314,048
$ 6,701 $ 215,148

$ (307,778) $1,894,851
- 209,429

(420,621) -

$ (728,399) $2,104,280
$ 2,371 $ 975,660
$ 2,722 $ 456,339
$ 1,554 $ 147,843
$ (1,905) S 371,478
$ - S 10,648
$ (1,015) $ 366
$ (40,066) $5,808,594
$ 11,278 $ 210,652
$ - $ 21,824

- -

-

$ 33,523 $ 13,842
S 33,108 $ 10,280
$ - $ 10,648
$ .- $ -

$1,246,866 $348,222
$ 43,101 $ 17,810
$ - $ 21,824

$ 814,963

499,854

$1,314,817

$ 189,621
$ 116,853
$ 29,201
$ 43,567

$ -

$ -

$ -
S 1,303,236
S 51,442

$ -

$ 33,799

4,108

$ 37,907

$ 37,907
$ 8,351
S 11,240
$ 18,316

$ (647,599) $1,814,180
- 101,761

(594,736) -

S (1,242,335) $1,915,941

$ 5,823 $ 826,375
$ (831) $ 437,233
$ 2,132 $ 133,533
$ 4,522 S 255,609

$ 24,879 $ - $ 24,879
$ (2,151) $ - $ (2,151)
$ 111 $ 5,052 $ 8,109
$321,720 $ 250,719 $5,853,300
$ 20,429 $ 24,817 $ 306,022
$ 35.545 S - $ 35.545
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(P) QUARTERLY FINANCIAL DATA (UNAUDITED) (Q) SUPPLEMENTAL CASH FLOW INFORMATION

Total operating revenues are consistently greater during the heating The following tables set forth supplemental information relative to
season from November through March due to the large volume of the Company's cash flows for the periods indicated.
natural gas sold to customers for heating. The following tables set Years Ended December 31, 2003 2002 2001
forth the unaudited quarterly results of operations for the periods (rhousands of Dollars)
indioated'

FIrst Second Third Fourth
Year Ended December 31, 2003 Quarter Quarter Quarter Quarter

(Thousands of Dolars, Except Per Share Amounts)

2003
Net revenues ............ S 402,952
Operating income ........ $ 232,437
Income from continuing

operations ............ S 125,607
Income from discontinued

operations ............ S 2,342
Gain on sale of discontinued

component ........... S 38,369
Cumulative effect of a change

in accounting principle ... $(143,885)
Net Income ............. $ 22,433
Earnings per share from

continuing operations
Basic ............. 1.43
Diluted ............ 1.20

2002
Net revenues ............ $ 294,436
Operating income ........ $ 141,465
Income from continuing
.operations ............ $ 71,693

Income from discontinued
operations ............ 905

Net Income ............. 72,598
Earnings per share from

continuing operations
Bask .............. $ 0.60
Diluted ........... $ 0.59

$232,436 S194,382
$ 62,009 $ 31,820

S 22,548 $ 4,595

$ - $ -

$ - $ -

S - $ -

$ 22,548 $ 4,595

S 0.24 $ 0.01
$ 0.23 $ 0.01

$238,637 $208,842
$ 79,291 S 63,784

$ 32,318 $ 17,376

S 3,065 $ 3,343
$ 35,383 S 20,719

$306,708
S119,798

$ 61,542

S -

$ 1,370

$ -

$ 62,912

S 0.71
S 0.65

$233,745
S 86,938

S 34,589

$ 3,335
S 37,924

Cash paid during the year
Interest (including amounts capitalized) $..... 100,662 $109,897 $132,364
Income taxes paid (received) ........ (1..... S(6,302) S(90,306) $ 13,050

Noncash transactions
Cumulative effect of changes in

accounting principle
Rescission of EITF 98-10 (price risk

management assets and liabilities) $.... 141,832 $ - S -
Adoption of Statement 143 .......... S 2,053 S - $ -

Dividendsonrestrictedstock ............. S 279 $ 209 $ 128
issuance of restricted stock, net ............ S 3,201 S 2,628 5 1,854
Treasury stock transferred to

compensation plans .................. $ 4,450 S 1,958 S 1,776

Years Ended December 31, 2003 2002 2001

MTousands of Dolars)
Acquisitions

Property, plant and equipment ....... 5.... 537,855 $4,036 S 440
Current assets ........................ 70,027
Currentliabilities ...................... (60,106)
Regulatory assets and goodwill ....... .... 116,381 - 14,500
Leaseobligation : ...................... (4,715) -

Deferred credits ....................... (22,900)
Deferred income taxes ........... ...... 55,858 -

Cash paid for acquisitions-
continuing operations ........ $...... 692,400 $4,036 $14,940

Cash paid for acquisitions-
discontinued operations ........ $ - $ 764 $ 1,075

S 0.27 S 0.15 5 0.30
$ 0.27 $ 0.15 $ 0.30

In the first quarter of 2002, the Company recovered $14.0 million of
charges previously taken related to the Enron bankruptcy filing. In
the second quarter of 2002, the Company increased operating
income by $14.2 million as a result of a settlement with the OCC
related to unrecovered gas costs associated with the 2000/2001
winter. For further discussion of these charges, see Note M.
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(R) STOCK BASED COMPENSATION

Stock Splits-Due to the 2001 stock split, the number of shares and
related exercise prices have been adjusted to maintain both the
total market value of common stock underlying the options and
Employee Stock Purchase Plan (ESPP) share elections, and the
relationship between the fair market value of the common stock and
the exercise price of the options and ESPP share elections.

Deferred Compensation Plans
Employee Non-Qualified Deferred Compensation Plan - The
ONEOK, Inc. Employee Non-Qualified Deferred Compensation
Plan provides select employees, as approved by the Board of
Directors, with the option to defer portions of their compensation
and provides non-qualified deferred compensation benefits which
are not available due to limitations on employer and employee
contributions to qualified defined contribution plans under the
federal tax laws. Under the plan, participants have the option to
defer their salary and/or bonus compensation to a short-term deferral
account, which pays out a minimum of five years from commence-
ment, or a long-term deferral account, which pays out at retirement
or termination of the participant. Participants are immediately 100
percent vested. Short-term deferral accounts are allocated to the
Five Year Treasury Bond Fund. Long-term deferral accounts are
allocated among various investment options, including the Company's
common stock. At the distribution date, cash is distributed to the
participants based on the fair market value of the investment at that
date.

Deferred Compensation Plan for Non-Employee Directors - The
ONEOK, Inc. Deferred Compensation Plan for Non-Employee
Directors provides directors of the Company, who are not
employees of the Company, the option to defer all or a portion of
their compensation for their service on the Company's Board of
Directors. Under the plan, directors may elect either a cash deferral
option or a phantom stock option. Under the cash deferral option,
directors may defer the receipt of all or a portion of their annual
retainer and/or meeting fees, plus accrued interest. Under the
phantom stock option, directors may defer all or a portion of their
annual retainer and/or meeting fees and receive such fees on a
deferred basis in the form of shares of common stock under the
Company's Long-Term Incentive Plan. Shares are distributed to
non-employee directors at the fair market value of the Company's
common stock at the date of distribution.

Long-Term Incentive Plan

General - The ONEOK, Inc. Long-Term Incentive Plan provides
for the granting of incentive stock options, non-statutory stock options,
stock bonus awards, restricted stock awards and performance unit
awards to key employees and the granting of stock awards to non-
employee directors. The Company has reserved approximately
7.8 million shares of common stock for the plan, less the number of

100 shares previously issued under the plan. The maximum number of
shares for which options or other awards may be granted to any
employee or non-employee director during any year is 300,000 and
20,000, respectively.

Stock Option Plan for Employees - Under the Long-Term Incentive
Plan, options may be granted by the Executive Compensation
Committee (the Committee). Stock options and awards may be

granted at any time until all shares authorized are transferred, except
that no incentive stock option may be granted under the plan after
August 17, 2005. Options may be granted which are not exercisable
until a fixed future date or in installments. The plan also provides for
restored options to be granted in the event an optionee surrenders
shares of common stock that the optionee already owns in full or
partial payment of the option price of an option being exercised
and/or surrenders shares of common stock to satisfy withholding tax
obligations incident to the exercise of an option. A restored option is
for the number of shares surrendered by the optionee and has an
option price equal to the fair market value of the common stock on
the date on which the exercise of an option resulted in the grant of
the restored option.

Options issued to date become void upon voluntary termination of
employment other than retirement In the event of retirement or
involuntary termination, the optionee may exercise the option within
three months. In the event of death, the option may be exercised by
the personal representative of the optionee within a period to be
determined by the Committee and stated in the option. A portion of
the options issued to date can be exercised after one year from grant
date and an option must be exercised no later than ten years after
grant date.

Stock Option Plan for Non-Employee Directors - Under the plan,
options may be granted by the Committee at any time on or before
January 18, 2011. Options may be exercisable in full at the time of
grant or may become exercisable in one or more installments. The
plan also provides for restored options consistent with the plan for
employees. Options issued to date become void upon termination of
service as a Non-Employee Director. Such options must be
exercised no later than ten years after the date of grant of the option.
In the event of death, the option may be exercised by the personal
representative of the optionee.

The following table sets forth the stock option activity for stock
options under the Long-Term Incentive Plan for employees and
non-employee directors for the periods indicated.

Outstanding December 31, 2000 ..................
Granted ...................................
Exercised ..................................
Expired ...................................
Restored ...................................

Outstanding December 31, 2001 ..................
Granted . .....
Exercised ..................................
Expired ....................................
Restored ...................................

Outstanding December 31, 2002 ..................
Granted ...................................
Exercised ..................................
Expired.
Restored ...................................

Outstanding December 31, 2003 ..................

Options Exercisable
December 31, 2001 ...........................
December 31, 2002 ............................
December 31, 2003 ............................

Number of
Shares

1,501,356
1,102,000
(118,750)
(179,672)

3,538

2,308,472
1,028,750
(226,286)
(120,211)

72,951

3,063,676
458,400

(413,471)
(25,062)
134,146

3,217,689

Weighted
Average

Exercise Prie

$ 16.19
S 22.43
S 15.27
S 19.57
$ 22.49

$ 18.96
$ 17.06
$15.64
$ 19.41
S 21.01

$18.60
$ 16.79
1 16.23
$ 20.45
$ 21.33

$ 18.75

941,572
1,378,270
1,651,840

$ 16.57
$18.20
S18.94
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At December 31, 2003, the Company had 2,254,389 outstanding
options with exercise prices ranging between $11.85 to $17.77 and a
weighted average remaining life of 7.07 years. Of these options,
1,127,640 were exercisable at December 31, 2003, with a weighted
average exercise price of$ 17.28.

The Companyalso had 963,300 options outstandingatDecember 31,
2003, with exercise prices ranging between $17.78 and $33.47 and
a weighted average remaining life of 7.02 years. Of these options,
524,200 were exercisable at December 31, 2003, at a weighted
average exercise price of $22.52.

Restricted Stock Awards - Under the Long-Term Incentive Plan,
restricted stock awards may be granted to key officers and employees
with ownership of the common stock vesting over a three-year
period. Shares awarded may not be sold during the vesting period.
The fair market value of the shares associated with the restricted
stock awards is recorded as unearned compensation in shareholders'
equity and is amortized to compensation expense over the vesting
period. The dividends on the restricted stock awards are reinvested
in common stock. The average price of shares granted was $16.88,
$17.05 and $22.31 for the years ended December 31, 2003, 2002
and 2001, respectively.

Restricted stock information has been restated to give effect to the
2001 two-for-one stock split. The following table sets forth the
restricted stock activity for the periods indicated.

Weighted
Number of Average

Shares Exerdse Price
Outstanding December31,2000 . ............. 114,814 314.55

Granted ................................ 90,400 3 22.31
Released to participants ........................ (2,424) $ 14.70
Forfeited ................................ (6,676) $14.70
Dividends ................................ 6,463 $ 19.52

Outstanding December 31, 2001 ........... ........ 202,577 $18.17
Granted ................................ 156,300 $ 17.05
Released to participants ........................ (107,547) $ 17.73
Forfeited ................................ (1,912) $ 18.77
Dividends ... 10,436 $19.92

Outstanding December31, 2002 ........... ....... 259,854 S 17.74
Granted ................................. 189,900 $ 16.88
Released to participants ........................ (4,417) $ 13.70
Forfeited ................................ (2,686) $19.15
Dividends ................................ 14,109 $19.48

Outstanding December31, 2003 ........... ......... 456,760 S 17.47

Performance Share Awards - Under the Long-Term Incentive
Plan, performance share awards may be granted to key officers and
employees. The performance shares vest at the expiration of a three-
year period after the grant date if certain performance criteria are
met by the Company. Performance share units are not common
stock, but may be converted into common stock if the performance
criteria are met. The value of the units associated with the perfor-
mance shares awards is recorded as unearned compensation in
shareholders' equity and is amortized to compensation expense over
the vesting period. During 2003, the Company granted 172,900
performance share awards at a price of$ 16.88 per share. There were
no performance share awards released to participants or forfeited
during 2003.

Employee Stock Purchase Plan-The ESPP currently has 2.8 million
shares reserved, less the number of shares issued to date under this
plan. Subject to certain exclusions, all full-time employees are
eligible to participate. Under the terms of the plan, employees can
choose to have up to ten percent of their annual earnings withheld
to purchase the Companys common stock. The Committee may
allow contributions to be made by other means provided that in no
event will contributions from all means exceed ten percent of the
employee's annual earnings. The purchase price of the stock is
85 percent of the lower of its grant date or exercise date market price.
Approximately 58 percent, 61 percent, and 56 percent of eligible
employees participated in the plan in fiscal years 2003, 2002, and
2001, respectively. Under the plan, the Company sold 296,125
shares in 2003, 285,200 shares in 2002, and 192,593 shares in 2001.

Accounting Treatment - The Company applied APB 25 in
accounting for the plans through 2002. Accordingly, no compen-
sation cost was recognized in the consolidated financial statements
for the Companys stock options and the ESPP in 2002 or 2001. The
Company adopted Statement 148 on January 1, 2003, and began
expensing the fair value of all stock options granted on or after
January 1,2003. See NoteAfordisclosureofthe Company's proforma
net income and earnings per share information had the Company
applied the provisions of Statement 123 to determine the compensa-
tion cost under these plans for stock options granted prior to January 1,
2003 for the periods presented.

The fair market value of each option granted was estimated on the
date of grant based on the Black-Scholes model using the following
assumptions: volatility of 30.3 percent for 2003, 22.1 percent for
2002, and 21.1 percent for 2001; dividend yield of 3.5 percent for
2003, 3.6 percent for 2002, and 5.5 percent for 2001; and risk-free
interest rate of 4.0 percent for 2003, 5.1 percent for 2002, and
5.2 percent for 2001.

Expected life ranged from I to 10 years based upon experience to
date and the make-up ofthe optionees. Fair value of options granted
at fair market value under the Plan were $4.67, $3.88 and $3.17 for
the years ended December 31, 2003, 2002 and 2001, respectively.
Fair value of options granted above fair market value under the Plan
was $3.50 for the year ended December 31, 2001. The average
exercise price of options granted above fair market value is $23.49
for the year ended December 31, 2001.

(S) EARNINGS PER SHARE INFORMATION

Through February 5, 2003, the Company computed its EPS in
accordance with Topic D-95. In accordance with Topic D-95, the
dilutive effect of the Company's Series A Convertible Preferred
Stock was considered in the computation of basic EPS utilizing the
"if-converted" method. Under the Company's 'if-converted"
method, the dilutive effect of the Company's Series A Convertible
Preferred Stock on EPS could not be less than the amount that
would have resulted from the application of the "two-class" method 0
of computing EPS. The "two-class" method is an earnings
allocation formula that determined EPS for the Company's
common stock and its participating Series A Convertible Preferred
Stock according to dividends declared and participating rights in the
undistributed earnings. The Company's Series A Convertible
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Preferred Stock was a participating instrument with the Company's
common stock with respect to the payment of dividends. For the
years ended December 31, 2001 and 2002, and the period from
January 1, 2003 to February 5, 2003, the 'two-class" method resulted
in additional dilution. Accordingly, EPS for this period reflects this
further dilution. As a result of the Company's repurchase and
exchange of its Series A Convertible Preferred Stock in February
2003, the Company no longer applied the provisions of Topic D- 95
to its EPS computations beginning in February 2003.

The following table sets forth the computation of basic and diluted
earnings per share from continuing operations for the periods
indicated.

Per Shae
Year Ended December 31,2003 Income Shares Amount

(Thousands, Earept Per Share Amounts)
Basic EPS from continuing operations

Income from continuing operations
available for common stock under D-95 ...... 26,174 62,055

Series A Convertible Preferred Stock dividends ... 12,139 39,893
Income from continuing operations available

for common stock and assumed conversion
of Series A Convertible Preferred Stock ....... 38,313 101,948 $ 0.37

Further dilution from applying the
'two-class' method .. 0.08)
Basic EPS from continuing operations

under D-95 ..... ................. S 0.29
Income from continuing operations available

for common stock not under D-95 ....... ... 163,907 78,585 $ 2.09
Basic EPS from continuing operations S 2.38

Diluted EPS from continuing operations
Income from continuing operations

available for Series D Convertible Preferred
Stock dividends ........................ 202,220 80,569

Effect of other dilutive securities:
Options and other dilutive securities ......... - 911
Series D Convertible Preferred Stock dividends . 12,072 15,519

Income from continuing operations ....... $... 214,292 96,999 $ 2.21
Further dilution from applying the

'two-class' method (0.08)
Diluted EPS from continuing operations .... $ 2.13

Per Share
Year Ended December 31, 202 Income Shares Amount

iousands. Except Per Share Amounts)
Basic EPS from continuing operations

Income from continuing operations
available for common stock ......... $...... 118,876 60,022

Convertible preferred stock .......... ....... 37,100 39,892
Income fromn continuing operations available

for common stock and assumed conversion
of preferred stock ................ ..... $155,976 99,914 S 1.56

Further dilution from applying the
'two-class' method .(0.25)

Basic EPS from continuing operations .$ 1.31

Effect of other dilutive securities
Options and other dilutive securities .......... 614

Diluted EPS from continuing operations
Income from continuing operations available

for common stock and assumed exercise
of stockoptions ................ $....... 155,976 100,528 S 1.55

Further dilution from applying the
'two-class' method (0.25)

Diluted EPS from continuing operations S 1.30

Per Share
Year Ended December 31 2001 Income Shares Amount

(thousands Except Per Share Amnounts)

Basic EPS from continuing operations
Income from continuing operations

available for common stock ........ $....... 41,737 59,557
Convertible preferred stock .................. 37,100 39,892

Income from continuing operations
available for common stock and assumed
conversion of preferred stock ....... ...... 78,837 99,449 $ 0.79

Further dilution from applying the
two-cdass' method .. (0.13)

Basic EPS from continuing operations . S 0.66

Effect of other dilutive securities
Options and other dilutive securities ....... .... S - 222

Diluted EPS from continuing operations
Income from continuing operations available

for common stock and assumed exercise
of stock options .................... $.... 78,837 99,671 S0.79

Further dilution from applying the
'two-class' method (0.13)

Diluted EPS from continuing operations S 0.66

There were 151,448, 167,116, and 158,989 option shares excluded
from the calculation of diluted earnings per share for the years
ended December 31, 2003, 2002 and 2001, respectively, since their
inclusion would be antidilutive for each period.

The repurchase and exchange of the Company's Series A Convertible
Preferred Stock from Westar in February 2003 was recorded at fair
value. In accordance with EITF Topic No. D-42, the premium, or
the excess of the fair value of the consideration transferred to Westar
over the carrying value of the Series A Convertible Preferred Stock,
was considered a preferred dividend. The premium recorded on the
repurchase and exchange of the Series A Convertible Preferred
Stock was approximately $44.2 million and $53.4 million, respec-
tively, for a total premium of $97.6 million. As a result of the
Company's adoption of Topic D-95, the Company recognized
additional dilution of approximately $94.5 million through the
application of the "two-class" method of computing EPS. This
additional dilution offsets the total premium recorded, resulting in a
net premium of $3.1 million, which is reflected as a dividend on the
Series A Convertible Preferred Stock in the EPS calculation above
for the year ended December 31, 2003.
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(I) OIL AND GAS PRODUCING ACTIVITIES

The following table sets forth the Company's historical cost infbrmation relating to its production operations for the periods indicated.

Ccutinuing Operations Discontinued Component

Years Ended December 31, 2003 2002 2001 2003 2002 2001

(Thousands of Dollars)

Capitalized costs at end of year
Unproved properties ................................................ S 461 S 409 $ 424 $ - S 7,073 $ 3,799
Gathering system ........ 15,250 - - - - -

Proved properties"' .................................. 385,566 143,492 122,345 - 364,461 355,643

Total capitalized costs ............................................ 401,277 143,901 122,769 - 371,534 359,442
Accumulated depredation, depletion and amortization ...................... 61,725 58,383 44,761 - 148,798 134,320

Net capitalized costs .............................................. $ 339,552 $85,518 $78,008 $ - $222,736 $225,122

Costs incurred during the year
Propertyacquisitioncosts(unproved) ............. ...................... $ 212 $ 326 $ 792 $ - $ 4,118 $ 1,542
Exploitation costs ................................................ $ - $ - $ 8 $ - $ - $ -

Developmentcosts ................................................ $ 18,472 $15,336 $19,216 S - $19,809 S 34,004
Purchaseofmineralsinplace . ......................................... $240,512 $ 2,899 S 1,244 S - S 764 S 328

" Proved properties includes $5.1 million for asset retirement obligations capitalized as additional costs per Statement 143.

The following table sets forth the results of the Company's oil and gas producing operations for the periods indicated. The results exclude
general office overhead and interest expense attributable to oil and gas production.

Continuing Operations Discontinued Component

Years Ended December 31, 2003 2002 2001 2003 2002 2001

(Thousands of Dollars)

Net revenues
Sales to unaffiliated customers ......................................... $ 40,178 $29,890 $33,752 $7,524 $50,354 $60,183
Gas sold to affiliates ................................................. 2,860 2,456 4,108 217 13,190 22,065

Net revenues from production ........ ............................... 43,038 32,346 37,860 7,741 63,544 82,248

Production costs ................................................. 8,407 6,158 6,926 1,186 13,346 14,073
Depredation, depletion and amortization ................................... 11,475 12,668 10,701 1,937 24,836 23,777
Taxes .................... .............................. 8,298 5,230 7,826 1,477 9,810 17,173

Total expenses.................................................... 28,180 24,056 . 25,453 4,600 47,992 55,023

Results of operations from producing activities ........ ................... $14,858 S 8,290 $12,407 $3,141 $15,552 $27,225
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(U) OIL AND GAS RESERVES (UNAUDITED)

The Company emphasizes that the volumes of reserves shown are estimates, which, by their nature, are subject to later revision. The
estimates are made by the Company utilizing all available geological and reservoir data as well as production performance data. These
estimates are reviewed annually both internally and by an independent reserve engineer, Ralph E. Davis and Associates, and revised, either
upward or downward, as warranted by additional performance data.

The following table sets forth estimates of the Company's proved oil and gas reserves, net of royalty interests and changes herein, for the
periods indicated.

Continuing Operations Discontinued Component

Oil Gas Oil Gas
(MBb1s) (MMA" (MBb*) (MMd)

December31, 2000 ............................................................................ 2,302 73,892 2,037 180,829
Revisionsin prior estimates ..................................................................... ( 285) (8,190) (252) (20,043)
Extensions, discoveries and other additions ........ ................................................ 636 9,688 562 23,709
Purchases of minerals in place .................................................................. 2 272 1 664
Sales of minerals in place .- (80) - (196)
Production................................................................................. (261) (8,000) (231) (19,578)

December31,2001 ........................................................................ 2 ,394 67,582 2,117 165,385
Revisions in prior estimates ..................................................................... (399) (9,242) 781 19,520
Extensions, discoveries and other additions ......................................................... 690 9,910 120 10,868
Purchases of minerals in place ................................................................... 49 869 10 197
Salesofmineralsinplace ...................................................................... - (1) - (106)
Production . ........................................................................ (273) (7,370) (241) (18,036)

December 31, 2002 ........................................................................ 2,461 61,748 2,787 177,828
Revisions in prior estimates . ... . ... ....... (720) (3,832) - -

Extensions, discoveries and other additions . ........................................................ 337 12,926
Purchases of minerals in place ................................................................... 2,314 157.763
Sales of minerals in place ...................................................................... - - (2,734) (176,356)
Production ................ (........................................................ 1265) (7,486) (53) 1,472)

December 31, 2003 ........................................................................ 4,127 221,119 - -

Proved developed reserves
December3l,2001 ....... ...... 1,445 46,915 1,278 114,810
December31,2002 ................................... .................................... 1,521 40.230 2,001 128,778
December31, 2D03 ...................................2....................................... 2,070 132,451 - -

(V) DISCOUNTED FUTURE NET CASH FLOWS (UNAUDITED)

The following table sets forth estimates of the standard measure of discounted future cash flows from proved reserves of oil and natural gas for
the periods indicated.

Continuing Operations Discontinued Component

Years Ended December 31, 2003 2002 2001 2003 2002 2001

(Thousands of Dollars)

Future cash inflows .............................................. $ 1,453,999 $365,637 $195,871 $ - $883,816 $473,457
Future production costs ........................................... 269,779 70,574 52,024 - 173,299 112,145
Future development costs .......................................... 94,579 20,934 11,787 - 23,067 24,785
Future income taxes .............................................. 298,229 93,415 36,199 - 224,756 83,665

Future net cash flows ................................... ........ 791,412 180,714 95,861 - 462,694 252,862
10 percent annual discount for estimated timing of cash flows ...... ........ 400,407 77,736 40,008 - 205,411 109,093
Standardized measure of discounted future net cash flows

relating tooiland gas reserves ..................................... $ 391,005 $102,978 S 55,853 $ - $257,283 $143,769
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Future cash inflows are computed by applying year-end prices
(averaging $29.78 per barrel of oil, adjusted for transportation and
other charges, and $5.98 per Mcf of gas at December 31, 2003) to
the year-end quantities of proved reserves. As of December 31,
2003, a portion of proved developed gas production for continuing
operations in 2004 has been hedged. The effects of these hedges are
not reflected in the computation of future cash flows above. If the
effects of the hedges had been included, the future cash inflows
would have decreased by approximately $9.6 million.

These estimated future cash flows are reduced by estimated future
development and production costs based on year-end cost levels,
assuming continuation of existing economic conditions, and by
estimated future income tax expense. The tax expense is calculated
by applying the current year-end statutory tax rates to pretax net cash
flows (net of tax depreciation, depletion, and lease amortization
allowances) applicable to oil and gas production.
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The following table sets forth the changes in standardized measure of discounted future net cash flow relating to proved oil and gas reserves
for the periods indicated.

Continuing Operations Discontinued Component

Years Ended December 31. 2003 2X2 2001 2003 2002 2001

(Tousands of Dollars)
Beginning of period .............................. 1.... 02,978 $ 55,853 $219,103 $257,283 $143,769 $536,780
Changes resulting from:

Sales of oil and gas produced, net of production costs ................ (34,631) (26,199) (30,942) (3,818) (50,198) (68,175)
Netchanges in price, development, and production costs ............. 7,086 62,196 (300,373) - 133,586 (578,330)
Development costs incurred ........................ 18,472 15,336 23,223 - 19,809 29,997
Extensions, discoveries, additions, and improved recovery,

less related costs ... . . , ..... 61,718 31,759 25,209 - 31,676 25,144
Purchases of minerals in place ................................ 363,367 2,899 468 - 764 1,104
Salesofmineralsinplace ................................ - (1) (7) (253,465) (322) (2,240)
Revisions of previous quantity estimates .... . ..................... (14,796) (23,291) (42,858) - 49,513 (93,313)
Accretion of discount ................................ 19,512 7,749 33,777 - 19,042 82,999

Net change in income taxes .......... ; (94,646) (31,583) 99,617 - (77,951) 245,868
Other, net ........... 38,055) 8,260 28,636 - (12,405) (36,065)
End of period ....................... $102,978 S 55,853 -3$257,283 $143,769

(W) SUBSEQUENT EVENTS (UNAUDITED)

2004 Common Stock Offering'- During the first quarter of 2004,
the Company sold 6.9 million shares of its common stock to an
underwriter at $21.93 per share, resulting in proceeds to the
Company, before expenses, of $151.3 million.

Related Party Transactions - In January 2004, the Company
elected Julie H. Edwards, Executive Vice President - Finance and
Administration and Chief Financial Officer for Frontier Oil
Corporation and its subsidiaries (Frontier), to the board of directors.
From time to time and in the normal course of business, the
Company purchases natural gas liquids from and sells natural gas
and natural gas liquids and provides natural gas transportation
services to Frontier. The purchase and sales transactions are
conducted under substantially the same terms as comparable third-
party transactions.

In January 2004, the Company's transactions with the Williford
Companies increased substantially. Mollie Williford, Chairman of
the Board of the Williford Companies, which consists of numerous
companies including Williford Energy Company and TriCounty
Gas Processors, Inc., is a member of the Company's board of
directors. In the normal course of business, the Company conducts
natural gas and natural gas liquids purchase and sale transactions
with Williford Energy Company and TriCounty Gas Processors, Inc.

These transactions are conducted under substantially the same
terms as comparable third-party transactions. All related party
transactions with the Williford Companies prior to 2004 were
immaterial.

Acquisition of Gulf Coast Fractionators - On February 25, 2004,
the Company announced an agreement with ConocoPhillips to
purchase a 22.5 percent general partnership interest in Gulf Coast
Fractionators (GFC), which owns a natural gas liquids fractionation
facility, located in Mont Belvieu, Texas for $23 million, subject to
adjustments. The pending acquisition is subject to the customary
closing conditions, the consent of the partners, and agreement by
the partners that we will replace ConocoPhillips as operator of the
facility. By existing agreement, the GFC partners have a preferential
right to purchase the ConocoPhillips interest at the same terms as
agreed to by the Company. This preferential right expires March 31,
2004. This facility has a fractionation capacity of 110 MBbls/d of
mixed NGLs. As the operator, the Company will operate the facility
and control approximately 24.8 MBbls/d of fractionation capacity.
The acquisition is expected to close in April 2004 and is estimated to
add $1.8 million to operating income in 2004.

Sale of Transmission and Gathering Pipelines and Compression -

On March 1, 2004, we completed a transaction to sell certain
natural gas transmission and gathering pipelines and compression
for approximately $13 million. :
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ITEM 9. CHANGES IN AND DISAGREEMENTS
WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

After initially filing our annual report on Form 10-K for the period
ended December 31, 2003, we responded to a SEC request to
supplementally provide the staff of the SEC with additional
information about our consolidated statements of cash flows. In the
process of preparing this supplemental information, we and our
independent auditors became aware of potential misclassifications
in the consolidated statements of cash flows that resulted in the
overstatement of certain amounts in cash flows from investing or
financing activities and an understatement of cash flows from
operating activities in identical amounts.

Upon discovering the misclassifications, we immediately contacted
our Audit Committee and our internal and outside counsel, as well
as the underwriters on our common stock offering and their
counsel. After extensive discussions, we promptly issued a press
release and filed a current report on Form 8-K to disclose the
potential misclassifications and the possibility that we might file an
amended Form 10-K to correct the misclassifications. We also
promptly notified the staff of the SEC of the potential
misclassifications. Upon reaching a final conclusion that there were
misclassifications in the consolidated statements of cash flows, we
issued a second press release more specifically addressing the
changes to our consolidated statements of cash flows, and we are
also filing this amended Form 10-K which includes an amended
consolidated statements of cash flows.

We believe that the misclassifications were the result of inadvertent
human error and do not reflect any weakness in our disclosure
controls and procedures. Under the supervision and with the
participation of management, including our chief executive officer
and our chief financial officer, we have evaluated the effectiveness
of the design and operation of our disclosure controls and
procedures as defined in Rule 1 3a-1 5 of the Securities Exchange
Act of 1934. These controls and procedures are designed to ensure
that material information relating to the Company and its
subsidiaries is communicated to the chief executive officer and the
chief financial officer. Based on our evaluation, our chief executive
officer and chief financial officer concluded that, as of December 31,
2003 and the date of this amendment, our disclosure controls and
procedures are effective to ensure that information required to be
disclosed by us in reports that we file or submit under the Securities
Exchange Act of 1934 is recorded, processed, summarized and
reported within the time periods specified in SEC rules and forms.

There were no changes in our internal controls over financial
0 reporting during the fourth quarter ended December 31, 2003 or in

the first quarter of 2004 as of the date of this amendment that have
materially affected or are reasonably likely to materially affect our
internal control over financial reporting.

PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
OF THE REGISTRANT

DIRECTORS OF THE COMPANY
Mollie Hale Carter, age 41, has served as our director since June of
2003. Her current term as a Class III director expires in 2005.
Employment Experience: Ms. Carter has been vice president of
Star A, Inc. since 1997, a family owned company with Kansas
agricultural and other investment interests. Previously, she worked
for ten years as a senior investment officer at John Hancock Mutual
Life Insurance Company. Directorships: Ms. Carter is a director of
Archer-Daniels-Midland Company and Foley Equipment Company.
She is also a trustee of the Rural School and Community Trust.

Charles Q. Chandler, IV, age 50, has served as our director since
December of 1999 and chairman of our board since December of
2002. His current term as a Class I director expires in 2006.
Employment Experience: Mr. Chandler has been chief executive
officer of INTRUST Bank, NA since 1996 and president of
INTRUST Financial Corporation since 1990. Both companies
are financial institutions located in Wichita, Kansas. Previously,
Mr. Chandler served in various executive capacities at those
companies beginning in 1977. Directorships: Mr. Chandler is
chairman of the board of INTRUST Bank, NA and a director of
INTRUST Financial Corporation, the First National Bank of Pratt,
Kansas, and the Wesley Medical Center in Wichita, Kansas. He is
also a trustee of the Kansas State University Endowment Foundation
and chairman of the Wichita Collegiate School Board.

R. A. Edwards, age 58, has served as our director since October
of 2001. His current term as a Class I director expires in 2006.
Employment Experience: Mr. Edwards is the president and chief
executive officer of the First National Bank of Hutchinson, a
financial institution located in Hutchinson, Kansas. Directorships:
Mr. Edwards is a director of First National Bank of Hutchinson,
Douglas County Bank, First Kansas Bancshares of Hutchinson,
Data Center, Inc. and Mitchellhill Seed Company, and serves as an
advisory director of Kansas Natural Gas, Inc. He is a trustee of the
University of Kansas Endowment Association, the Davis Founda-
tion, the Hutchinson Community College Foundation and the
Eisenhower Foundation.

James S. Haines, Jr., age 57, has served as our director, chief
executive officer and president since December of 2002. His
current term as a Class III director expires in 2005. Employment
Experience: Mr. Haines became our chief executive officer and
president in December of 2002. Mr. Haines is an adjunct professor
and the Skov Professor of Business Ethics at the University of Texas
at El Paso, a position he has held since January of 2002. From May
1996 to November 2001, Mr. Haines was president and chief
executive officer of El Paso Electric Company, a public utility
company located in El Paso, Texas. Between 1976 and 1996,
Mr. Haines served in various executive positions for Westar Energy,
Inc. and Kansas Gas and Electric Company.

B. Anthony Isaac, age 51, has served as our director since
December of 2003. His current term as a Class 11 director expires in
2004. Employment Experience: Since 2000, Mr. Isaac has been
president of LodgeWorks, L.P., a hotel management and develop-
ment company based in Wichita, Kansas. Before helping to found
LodgeWorks, Mr. Isaac served as president of the All-Suites Division
of Wyndham Hotels and Resorts from 1998 to 2000. Previously,
Mr. Isaac had served in various executive positions within the hotel
industry for seventeen years. Directorships: Mr. Isaac is a director
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and secretary of the Via Christi Regional Medical Center in Wichita,
Kansas, and also serves as a trustee for the Wichita Collegiate
School Board.

Arthur B. Krause, age 62, has served as our director since June of
2003. His current term as a Class 111 director expires in 2005.
Employment Experience: Mr. Krause retired in 2002 as executive
vice president and chief financial officer of Sprint Corporation, a
global communications company, after serving in that position since
1988. Previously, he had served in various management and execu-
tive positions within the communications industry for twenty-two
years. Directorships: Mr. Krause is a director for Call-Net Enterprises,
a Canadian telecommunications company, and for the managing
general partner of Inergy L.P., a propane gas marketing and
distribution business in Kansas City, Missouri. He is also a trustee for
the Kansas City Symphony.

Michael F. Morrissey, age 61, has served as our director since April
of 2003. His current term as a Class 11 director expires in 2004.
Employment Experience: Mr. Morrissey retired in September of
1999 after serving since 1985 as a managing partner of Ernst &
Young LLP, an auditing and financial services firm. Mr. Morrissey
had served in various other positions with Ernst &Young since 1985,
and prior to joining Ernst & Young in 1975, he held various
positions from 1970 to 1975 at Deloitte & Touche, an auditing and
financial services firm. Directorships: Mr. Morrissey is a director
and chairman of the audit committees of the general partner of
Ferrelgas Partners, L.P., a propane gas marketing and distribution
business in Liberty, Missouri, and Dunn Industries, Inc., a construc-
tion business in Kansas City, Missouri. Mr. Morrissey is also special
advisor to the audit committee of Dairy Farmers of America, a milk
marketing dairy cooperative business in Kansas City, Missouri.

John C. Nettels, Jr., age 47, has served as our director since March
of 2000. His current term as a Class II director expires in 2004.
Employment Experience: Mr. Nettels has been a partner ofthe law
firm of Stinson Morrison Hecker, LLP, located in Overland Park,
Kansas, since 1994. He was an associate with the Morrison &
Hecker LLP law firm from 1985 to 1994.

CORPORATE GOVERNANCE GUIDELINES
We have adopted corporate governance guidelines that address a
number of key issues and functions that significantly impact our
corporate governance, including director qualifications and responsi-
bilities, responsibilities of key committees of our board of directors,
director access to management and independent advisors, director
compensation, director orientation and continuing education and
meetings of non-management directors. Our Corporate Governance
Guidelines are posted on our website at www.wr.com and will be
made available in print to any shareholder requesting it from us. The
information contained on our website is not part ofthis document.

COMMITTEE CHARTERS
Our board of directors has adopted a charter for each of the
following key committees of the board of directors: the Audit
Committee, the Compensation Committee, the Finance Committee
and the Nominating and Corporate Governance Committee.
These charters set forth the purpose of the committee, the
membership of the committee, the scope of the committee's
responsibilities and authority, certain procedural matters regarding
the committee and address other matters important to the proper
functioning of these key committees. These charters are posted on
our website at www.wr.com and will be made available in print to

any shareholder requesting it from us. The information contained
on our website is not part of this document.

EXECUTIVE OFFICERS OF THE COMPANY
The information regarding our executive officers is included under
the caption "Executive Officers of the Company" in Part I, Item I
above and is incorporated herein by reference.

SECTION 16(A) BENEFICIAL OWNERSHIP
REPORTING COMPLIANCE
The rules of the Securities and Exchange Commission require our
directors and executive officers to file reports of their holdings and
transactions in our common stock. Based solely on our review of the
reports filed under Section 16(a) of the Exchange Act and written
representations that no other reports were required, we believe that,
during the fiscal year ended December 31, 2003, all required filings
applicable to our executive officers, directors and owners of more
than ten percent of our common stock were made and that such
persons were in compliance with the Exchange Act requirements.

CODE OF ETHICS
We have adopted a code of ethics that applies to all of our
employees, including our chief executive officer, chief financial
officer, chief operating officer and controller. Our Code of Business
Conduct and Ethics is posted on our website at www.wr.com. We
intend to post on our website any amendments to, or waivers from,
our Code of Business Conduct and Ethics within five business days
of the date of anyamendment or waiver. The information contained
on our website is not part of this document.

AUDIT COMMITTEE FINANCIAL EXPERT
We have an Audit Committee whose members are Michael F.
Morrissey, R A. Edwards and Arthur B. Krause. Each member of
the Audit Committee is independent, as defined by New York Stock
Exchange rules. Michael F. Morrissey is the Chairman of the Audit
Committee. The board of directors has determined that Michael F.
Morrissey is our financial expert as defined in applicable SEC rules.

ITEM 11. EXECUTIVE COMPENSATION
COMPENSATION OF DIRECTORS
In 2003, directors who were not our employees received the
following compensation:

Annual cash retainer, paid quarterl ................... $.............. 20,000
Annual stock award ........................................... $18,500
Annual restricted share unit award, vesting ratably over three years ...... $... 19,000
Attendance fee for each meeting of the Board of Directors ........ $....... 1,200
Attendance fee for each committee meeting ............ .............. S 1,000
Annual cash fee for Chairman of each committee .......... ............ $ 4.000
Fee for telephonic attendance at meetings ............. .............. S 500

Directors are also reimbursed for travel and other out-of-pocket
expenses incurred by them which are incidental to attending 107
meetings. Directors who are our employees do not receive
additional compensation for their services as a director.

Pursuant to our Outside Directors' Deferred Compensation Plan
(the "Deferred Compensation Plan"), an outside director may elect
to defer all or a portion of any fee received for services. The Deferred
Compensation Plan is a voluntary participation plan administered
by the Compensation Committee of our Board of Directors. In
addition, an outside director may elect to have all or a portion of any
cash fee paid in stock pursuant to our Long Term Incentive and
Share Award Plan.
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COMPENSATION OF EXECUTIVE OFFICERS

The following table sets forth the compensation of certain executive officers (the "named executive officers") for the last three completed
fiscal years:

Summary Compensation abble Long Termn
Compensation

Annual Compensation Award

Other Annual Restricted Stock All Other
Compensation Awards Compensation

Name and Prindpal Position Year salary $1) Borons 5W SO) $(Q

James S. Haines, Jr .. ................................ 2003 750,000 - - 141,583
Chief Executive Officer and President .......... ........... 2002 50,000 50,000 - 2,902,500 68,795

William B. Moore .................................... 2003 400,000 - 53 - 170,011
Executive Vice President and Chief Operating Officer ......... 2002 9,722 - 18,367 1,542,750 171,884

Douglas R. Sterbenz ................................... 2003 302,037 - 1,193 1,757,500 6,467
Senior Vice President, ................................ 2002 359,100 306,757 1,500 765,270 2,615
Generation and Marketing ................. ........... 2001 190,963 150,256 22,080 24,200 5,287

Mark A. Ruelle .................................... 2003 265,625 - - 1,306,250 60,150
Executive Vice President and Chief Financial Officer

Richard A. Dixon(5 , .......... ,.,.,.......... 2003 214,895 - 141 - 6,012
Former Senior Vice President ............. . ........... 2002 188,300 119,297 177 241,959 3,235
Operations Strategy ................................. 2001 144,251 35,000 31,598 77,440 3,033

Larry D. lrick .................................... 2003 172,627 - - 726,300 3,946
Vice President, General Counsel and Corporate Secretary ..... 2002 147,300 58,520 - 98,635 3,516

2001 127,717 23,000 267 77,440 3,390

Salary in 2003 includes discretionary officer allowances paid to some of our
named executive officers (Mr. Sterbenz, $9,000; Mr. Dixon, $6,000; and
Mr. Irick, $4,000). Discretionary allowances were paid in 2002 and in the first
quarter of 2003 and then discontinued. Discretionary officer allowances
replaced car allowances and reimbursements for various expenses provided prior
to 2002.

aOther annual compensation in 2003 consists of the value of discounts received
on shares purchased through the reinvestment of dividends paid on shares held
undera stock for compensation program that has been discontinued.

" In 2003, we awarded restricted share units linked to shares of our common stock.
The reported dollar value of restrided share units is equal to the total number of
restricted share units granted to the named executive officer multiplied by the
closing price of our common stock on the date of grant Grants occurred on
various dates. This value may not represent the ultimate value of the restricted
share units to the officer or us since the value of our common stock is subject to
change. Restricted share units awarded to the named executive officers vest
ratably in equal increments over a period of three to four years and require the
continued employment of the officer until vesting unless the officer's employ-
ment is terminated by us without cause, or by the officer for good reason or
within 90 days following a change of control. Dividend equivalents are paid on
restricted share units from the date of grant in an amount equal to the dividends
paid on an equal number ofshares of our common stock from the date ofgrant.
See 'Employment Contracts" and "Compensation Report" for additional
information about restricted share unit awards.

The aggregate number of restricted share units linked to shares of our common
stock held by each of the named executive officers as of December 31, 2003, the
market value of these restricted share units as of that date and the dividend
equivalents received by each of the named executive officers in 2003 with respect
to restricted share units linked to our common stock are indicated in the table
below. The market value is based on the closing price of our common stock on
December 31, 2003 of $20.25 per share.

Restricted Market Dividend
Name Share Units Value (S) Equivalents (S)
James S. Haines, Jr ................. 187,500 3,796,875 217,500
William B. Moore ................. 152,282 3,083,711 91,236
Douglas R. Sterbenz ................ 129,660 2,625,615 65,651
Mark A Ruelle .................... 125,000 2,531,250 71,250
Richard A Dixon ................... 8,700 176,175 17,080
Larry D. Ifick ...................... 57,800 1,170,450 27,097

In 2002, we awarded restricted share units linked to shares of Guardian
International Inc. ('Guardian") preferred stock to Mr. Sterbenz, Mr. Irick and
other executive officers. The aggregate number of Guardian restricted share
units held by Mr. Sterbenz and Mr. Irick as of December 31, 2003, the market
value of these Guardian restricted share units as of that date and the dividend
equivalents received by Mr. Sterbenz and Mr. Irick in 2003 with respect to
Guardian restricted share units are indicated in the table below. The market
value as of December 31, 2003 is based on an appraised value as of September
30,2003 of$803 per share ofCuardian SeriesC preferred stock, $381 per share
of Guardian Series D preferred stock and $623 per share of Guardian Series E
preferred stock.

Name

Douglas R. Sterbenz ...............
Larry D. Irick ......................

Guardian
Restricted

Share Units

872
178

Market
Value (S)

562,818
84,120

Dividend
Equivalents (S)

50,610
3,570

'I As set forth below, all other compensation for 2003 includes company matching
contributions under our 401(k) savings plan, premiums paid on term life
insurance policies, and relocation benefits paid to Mr. Haines and Mr. Ruelle.
See "Employment Contracts" for additional information about the relocation
benefits.

Life
Name 401(k) Plan insurance (S) Relion (S)

James S. Haines, Jr. ................. 6,000 4,406 62,382
William B. Moore ............. 5,000..... 1,242 -

Douglas R. Sterbenz ................ 6,000 467 -

Mark A. Ruelle .......... ......... 6,000 421 53,728
Richard A. Dixon ................... 5,061 951 -

Larry D. Irick ...................... 3,645 301

In addition, all other compensation for 2003 includes payments received by
Mr. Haines and Mr. Moore of$68,795 and $163,769, respectively, pursuant to
our executive salary continuation plan in connection with previous periods of
employment. See 'Retirement Plans" for additional information about the
executive salary continuation plan.

' Mr. Dixon retired from his position as senior vice president with the company on
December 31,2003.
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COMPENSATION PLANS

Shares Authorized for Issuance Under Equity
Compensation Plans
The following table summarizes the total shares of our common
stock that may be received by holders of restricted share units and
options upon the vesting of restricted share units and the exercise of
currently outstanding options, the weighted average exercise price
of those outstanding options and the number of shares of our
common stock that are still available for future issuance under our
equity compensation plans after considering the restricted share
units and stock options currently outstanding:

Number of shares Weighted average
to be issued exerise psce Number of

upon exercise of of outstanding shares remaining
Equity Compensation outstanding options, options, warrants available for
Plan Information warrants and rights and rights future Issuance
Long Term Incentive and

Share Award Plan (the
only equity compensation
plan approved by our
shareholders) ............ 2,154,204 32.26 a 1,095,785

Any equity compensation
plans not approved
by our shareholders .......- - -

Total ........ .... 2,154,204 32.26 1,095,785

'J Includes 1,927,546 shares issuable with respect to restricted share units.
a' Excludes restricted share units referred to in footnote (1) above.

The following table sets forth the estimated annual retirement
benefits payable to the participants receiving benefits under the final
average pay formula portion of the defined benefit plan based upon
specified remuneration at age 65 and specified years of service.

Pension Plan Table
Years of Service

Remuneration

$150,000
S175,000
$200,000
$225,000
$250,000
$275,000
$300,000
$325,000
$350,000
$375,000
$400,000
$425,000
$450,000

Is

$39,973
$47,098
$54,223
$ 55,648
$ 55,648
$ 55,648
$55,648
$55,648
$55,648
$ 55,648
$55,648
$55,648
$55,648

20

S53,297
$62,797
$72,297
$74,197
$74,197
$74,197
$74,197
$74,197
$74,197
$74,197
$74,197
$74,197
$74,197

25

$61,372
$72,372
$83,372
$85,572
$85,572
$85,572
$85,572
$85,572
$85,572
$85,572
$85,572
$85,572
$85,572

30

$69,446
$81,946
$94,446
$96,946
$96,946
$96,946
$96,946
$96,946
$96,946
$96,946
$96,946
$96,946
$96,946

35
$ 77,520
$ 91,520
$105,520
$108,320
$108,320
$108,320
$108,320
$108,320
$108,320
$108,320
$108,320
$108,320
$108,320

Retirement Plans
We maintain a qualified non-contributory defined benefit plan for
all of our non-union employees, including the named executive
officers. Participants become fully vested in their benefits under the
plan after five years of credited service. Employees hired prior to
January 1, 2002, including the named executive officers, are covered
by the plan with benefits derived from a final average pay formula.
Mr. Haines, Mr. Moore and Mr. Ruelle have vested benefits
calculated under the final average pay formula portion of the plan as
a result of their prior employment. Mr. Sterbenz, Mr. trick and other
executive officers are accruing benefits under the final average pay
formula portion of the plan as a result of their current employment.
Mr. Dixon ceased accruing benefits under the final average pay
formula portion of the plan upon his retirement.

Employees hired after December 31, 2001 are covered by the same
defined benefit plan with benefits derived from a cash balance
account formula. Mr. Haines, Mr. Moore and Mr. Ruelle are
currently participants in the cash balance formula portion of the
plan as a result of their current employment.

The final average pay formula portion of the defined benefit plan
calculates retirement benefits based upon the highest consecutive
sixty month average cash compensation and annual incentive
bonuses, if any, out of the final one hundred twenty months of
employment with no reduction for social security. Retirement
benefits are paid for the life of the participant. Mr. Haines,
Mr. Moore and Mr. Ruelle had 16.3 years, 22.4 years and 10.5 years
of credited service respectively when their previous employment
terminated. As of January 1, 2004, Mr. Sterbenz, Mr. Dixon and
Mr. Irick had 6.6 years, 28.3 years and 4.6 years of credited service
respectively.

The cash balance formula portion of the defined benefit plan
calculates retirement benefits based upon the lifetime employment
of the participant Participants earn monthly contribution credits
based upon their age. In addition, monthly interest credits are added
to participants' account balance based upon the one-year Treasury
constant maturities rate with a minimum 5% annual interest credit
and a maximum 10% annual interest credit. The estimated lump
sum benefit payable to Mr. Haines, Mr. Moore and Mr. Ruelle at
the normal retirement age of 65 under the cash balance formula
portion of the defined benefit plan based on a 5% interest credit
is as follows: Mr. Haines, $153,085; Mr. Moore, $311,824; and
Mr. Ruelle, $573,670.

Three of our named executive officers, Mr. Haines, Mr. Moore and
Mr. Ruelle, participated in and accrued vested benefits under an
executive salary continuation plan in connection with their prior
employment. with us. The plan has since been discontinued and
they are not accruing additional benefits as a result of their current
employment. One other executive officer, who became a
participant in the plan prior to its discontinuation, currently
participates in and is accruing benefits under the plan. None of the 109

other executive officers, including the other named executive
officers, are participants in the plan.

Mr. Haines and Mr. Moore receive an annual benefit of $68,795
and $163,769, respectively, under the plan. The estimated annual
benefit payable to Mr. Ruelle under the plan at normal retirement
age at or after age 65 is $15,896. A reduced benefit would be payable
to Mr. Ruelle if he commenced payment of the benefit prior to
age 60.
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EMPLOYMENT CONTRACTS

We have entered into employment agreements with each of the
named executive officers except Mr. Dixon, who retired from his
position with us on December 31, 2003. The agreements have a
four year term, except the agreement with Mr. Irick has a three year
term. The agreements provide for base annual salaries (Mr. Haines,
$750,000; Mr. Moore, $400,000; Mr. Sterbenz, $275,000; Mr. Ruelle,
$275,000; and Mr. Irick, $175,000) and grants of restricted share
units (Mr. Haines, 250,000; Mr. Moore, 137,500; Mr. Sterbenz,
125,000; Mr. Ruelle, 125,000; and Mr. Irick, 54,000). The restricted
share units vest ratably in equal installments on an annual basis over
the term of the contracts, subject to the officer continuing to be
employed by us on each anniversary date. The agreements provide
that the officers will not receive any additional cash or stock
compensation during the term of the agreements other than stock-
based compensation arising from discounts received on shares
purchased pursuant to our Employee Stock Purchase Plan. The
officers are entitled to various periods of vacation and participate in
all other employee benefit plans and programs provided to all of our
non-union employees. We reimburse the officers for all reasonable
expenses incurred in the conduct of our business, provided they
account for these expenses in accordance with our applicable policies.

Pursuant to their employment agreements, Mr. Haines and
Mr. Ruelle received certain benefits in connection with their
relocation to Kansas. We reimbursed Mr. Haines and Mr. Ruelle for
the cost of temporary housing in Topeka, Kansas for periods of eight
months and six months, respectively, and for the costs of travel for
each officer and his immediate family to and from their previous
places of residence and Topeka, Kansas. We agreed to purchase two
residences located in El Paso, at Mr. Haines' request at any time prior
to the end of the term (which request has been made for one
residence) for a price equal to his purchase price plus the cost of all
improvements and the costs incurred in connection with their sale,
provided that the aggregate price paid by us for both residences will
not exceed $500,000. We also agreed to reimburse Mr. Haines and
Mr. Ruelle for moving expenses related to their relocation to Kansas.

We paid Mr. Haines a $50,000 signing bonus and made charitable
contributions totaling $200,000 to charitable organizations
designated by him. Mr. Haines matched the charitable contribu-
tions from his personal funds. Mr. Haines may devote two weeks
each year to teaching at the University of Texas at El Paso.

The employment agreements contain customary provisions regard-
ing indemnification, non-solicitation, non-disparagement and the
protection of confidential information. Except to pay taxes, the
officers will not sell any shares of our common stock during the term
of the agreement without the prior approval of our Board of
Directors in the case of Mr. Haines and without the prior approval of
Mr. Haines in the case of all other officers. Prior approval will not be

110 unreasonablywithheld.

If the employment of any named executive officer other than
Mr. Trick terminates in a "Qualifying Termination," he will be
entitled to receive a lump-sum cash amount equal to the sum of his
base salary through the date of termination, his base salary for the
remainder of the term of the agreement, and any accrued vacation
pay, to the extent not previously paid. Restricted share units awarded
to the officers will fully vest upon a Qualifying Termination. Also, we
will continue to provide medical benefits to Mr. Haines and his
dependents for life.

The term 'Qualifying Termination" means termination by us other
than for "Cause,' by the officer for "Good Reason" or by the officer
during the 90 day period after a "Change in Control" (as each term
is defined in the employment agreement). The term "Cause" means
the officer's conviction of a felony or a crime involving moral
turpitude, his commission of a willful act of fraud or dishonesty with
respect to us, his willful and repeated failure to perform substantially
his material duties to us, his engaging in significant activity that is
materially harmful to our reputation, or his breach of his fiduciary
responsibilities to us or our shareholders.

If the employment of any named executive officer other than
Mr. Irick terminates under circumstances not qualifying as a
"Qualifying Termination;" we will make a lump-sum cash payment
equal to the sum of his base salary through the date of termination
and any accrued vacation pay, and, in the case of Mr. Haines, we
will continue to provide medical benefits to him and his dependents
for life.

We have entered into change in control agreements with Mr. Irick
and other of our officers and key employees, but not any of the other
named executive officers. The agreements have three year terms
with an automatic extension of one year on each anniversary, unless
prior notice is given by the officer or by us. The agreements are
intended to insure the officers' continued service and dedication to
us and to ensure their objectivity in considering on our behalf any
transaction which would result in a change in control of us.

Under the change in control agreements, an officer is entitled to
benefits if his or her employment is terminated within two years of a
change in control by us other than for "Cause" or by the officer for
"Good Reason" (as each term is defined in the change in control
agreements). Upon such termination, we or our successor, must
make a lump-sum cash payment to the officer, in addition to any
other compensation to which the officer is entitled, of two times
such officer's adjusted salary, plus two times such officer's bonus
amount, plus the actuarial equivalent of the excess of the officer's
accrued pension benefits, computed as if the officer had two
additional years of benefit accrual service, over the officer's vested
accrued pension benefits utilizing the officer's current salary
without regard for any salary limits imposed for qualified pension
plans. In addition, restricted share units, dividend equivalents and
other stock based incentives or compensation accelerate and vest
and restrictions or performance criteria lapse.
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COMPENSATION COMMITEE REPORT .

Background
The full Board of DirectIors (the, "Board"),' rather than the
Compensation Committee of the Board'(the "Committee"),
reviewed and approved the current compensation of the Company's
executive officers. In 2003, the Committee'held no meetings until
August 2003 because of significant changes in the membership of
the Board and the Committee. In late 2002, both David C. Wittig,
the Company's former chairman, president and chief executive
officer, and Douglas T. Lake, the Company's former executive vice
president and chief strategic officer who was also a director, resigned
from the Board. In addition, three outside directors retired in the
period from November 2002 to May 2003, and four new directors
were appointed to the Board in 2003.

In August 2003,'the Committee resumed the'administration of the
Company's executive compensation programs. The current members
of the Committee are Ms. Carter (Chairman), Mr. Chandler and
Mr. Isaac. All members are independent directors as defined in the
Company's Corporate Governance Guidelines. Ms. Carter and
Mr. Chandler were appointed to the Committee on July 16, 2003
and Mr. Isaac was appointed to the Committee on December 10,
2003. In late 2003, the Committee adopted and the Board approved
a new Committee charter. The Company posts the Committee
charter and the Corporate Governance Guidelines on its web site
and provides copies upon request to any shareholder.

In April 2003, the Board substantially modified officer compensa-
tion so that all officers receive compensation structuied in the same
manner as the compensation provided to James S. Haines, Jr., the
Company's chief executive officer and president. Each officer
receives a base salary, an award of restricted share units (including
associated dividend equivalents) under the Company's 1996 Long
Term Incentive and Share Award Plan (the "LTIP Plan"), and other
employee benefits available to all of the Company's non-union
employees. This compensation is set forth in employment agree-
ments with terms of two to four years and other customary provisions
regarding termination, indemnification, non-solicitation, non-
disparagement and the protection of confidential information.
Previously, the Company utilized base salary, short term incentive
and long term incentive programs for officer compensation. The
Company continued to use the prior programs in 2003 to determine
compensation for management employees other than officers. The
objective of the current compensation program is to provide
compensation that enables the Company to attract, motivate and
retain talented and dedicated executives, foster a team orientation
toward the achievement of business objectives, and directly link the
success of the Company's executives with that of its shareholders.

In structuring the Company's compensation plans, the Board takes
into consideration Section 162(m) of the Internal Revenue Code
(which disallows the deduction of compensation in excess of
$1,000,000 except for certain payments based upon performance

goals) and other factors the Board deems appropriate. As a result,
some of the compensation under the Company's compensation
plans may not be deductible under Section 162(m).

Compensation Review and Philosophy
The compensation of three of the Company's named executive
officers was established when they accepted employment with the
Company. Mr. Haines and William B. Moore, the Company's
executive vice president and chief operating officer, joined the
Company in December 2002, and Mark A. Ruelle, the Company's
executive vice president and chief financial officer, joined the
Company in January 2003.

In April 2003, the Board comprehensively reviewed the Company's
compensation for other executive officers. The Board considered a
study prepared by an independent human resources consulting firm
and management analysis of market data from other external
sources of compensation for executive officers of comparably sized
regulated utilities and energy companies. Based upon this review,
the Board approved adjustments to the compensation of the other
executive officers, including' ouglas R Sterbenz, Senior Vice
President, Generation and Marketing, and Larry D. Irick, Vice
President, General Counsel and Corporate Secretary. No adjustnent
was made to the compensation of Richard A Dixon, Senior Vice
President, Operations Strategy, because 'of his intention to retire at
the end of 2003.

The Company's compensation philosophy in 2003 was to target
each executive officer's total cash compensation and total direct
compensation to approximate the median level of compensation in
the national market for similar positions at comparably sized utilities.'

Total Cash Compensation
The total cash compensation of executive officers, including the
named executive officers, consists of base salary and dividend
equivalents on restricted share units. Total cash compensation for
each executive officer is structured to be comparable to total cash
compensation for persons holding similar positions in the national
market at comparably sized utilities. The employment agreements
with the executive officers do not provide for increases in base salary
during the term of the agreement.

Long Term Incentives
Pursuant to the LTIP Plan the Company awards long term incentive
compensation in the form of restricted share units to executive
officers, including the named.executive officers, and other key
employees who are in positions which can affect the Company's
long term success through the formation and execution of its
business strategies. Dividend equivalents are paid on restricted share
units from the date of grant. The value of a single dividend
equivalent is equal to the dividnds' that would have been paid or
payable on a share from the date of grant. The Company believes
restricted share units: (1) focus officers' efforts on performance
which will increase the value of the Company's common stock;
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(2) align the interests of management with those of the Companys
shareholders; (3) provide a competitive long temi incentive opportu-
nity; and (4) provide a retention incentive for key employees.

Each of the executive officers of the Company, including the
named executive officers other than Mr. Dixon, received an award
of restricted share units upon joining the Company or when
compensation was adjusted in 2003. The employment agreements
with the executive officers do not provide for additional restricted
share unit awards during the term, of the agreement. The restricted
share units vest annually in various increments on each anniversary
of the grant date, subject to the officer continuing to be employed by
the Company on each anniversary date. The number of restricted
share units awarded and the vesting period vary by position. They
were set at levels and periods to provide officers annual total direct
compensation, consisting of total cash compensation and the value
of the portion of the restricted share unit award that vests annually,
that approximates the median level of total direct compensation in
the national market for similar positions at comparably sized
utilities. Awards of restricted share units were valued based upon the
closing price of the Company's common stock near the date of
grant. The awards are designed to provide total direct compensation
that exceeds the market median if there is significant appreciation in
the price of the Company's common stock following the date of
grant. Restricted share units and dividend equivalents also vest if an
officer's employment is terminated by the Company other than for
cause, or by the officer for good reason or within 90 days following a
change in control of the Company.

Chief Executive Officer-James S. Haines, Jr.
Mr. Haines has served as chief executive officer and president of the
Company since December 6, 2002. He receives an annual base
salary of $750,000, which is fixed for the four-year term of his
employment agreement. He also received a grant of 250,000
restricted share units when his employment commenced. The
restricted share units vest in one-fourth increments on each
anniversary of his start date subject to his continuing to be employed
by the Company on each anniversary date. One-fourth of the
restricted share units vested on December 6, 2003. The restricted
share units were intended to provide Mr. Haines a significant long
term incentive opportunity in the event of appreciation in the
Company's common stock price. Mr. Haines does not receive any
additional cash or stock compensation during the term of his
employment agreement, except for stock based compensation
arising from discounts received on shares purchased pursuant to the
Company's Employee Stock Purchase Plan. See 'Employment
Contracts" for a description of other terms of Mr. Haines' employ-
ment agreement with the Company.

Westar Energy, Inc. Board of Directors

PERFORMANCE GRAPH

The following performance graph compared the performance of
our common stock during the period beginning on December 31,
1998 and ending on December 31, 2003 to the Standard & Poor's
500 Index and the Standard & Poor's Electric Utility Index. The
graph assumes a $100 investment in our common stock and in each
of the indexes at the beginning of the period and a reinvestment of
dividends paid on such investments throughout the period.
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Cumulative Total Return

December 1998 1999 2000 2001 2002 2003

Westar Energy, Inc. $100 $ 55.75 $ 88.29 S 64.98 $ 40.80 $ 87.51
S&P 500 . $100 $121.04 $110.03 $ 96.94 $75.52 $ 97.18
S&PEIencrCiUtitibes $100 S 83.60 $128.61 $107.03 $90.91 $112.80
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT

The following table sets forth certain information regarding
beneficial ownership of the common stock as of February 15, 2004
by each person who is known by us to own beneficially more than
5% of the outstanding shares of common stock.

Amount nd Nature of
Name and Address of Benefidal Owner Percent of Cas Benefidal Ownership

Mario J. Gabellia) .................. 6.74% 4,898.896
One Corporate Center
Rye, NY 10580

(-)As reported in a Schedule 13F filed with the Securities and Exchange
Commission on February 16,2004 by CAMCO Investors, Inc.

SECURITY OWNERSHIP OF MANAGEMENT

The following information relating to the ownership of shares of our
common stock is furnished with respect to each of our current
directors and named executive officers individually, and with
respect to our current directors and executive officers as a group.
The informnation provided is as of February 23, 2004.

Arnownt and Nature of
Name of Benefidal Owner Benefidal Ownership ('? Pertent of Cass
Outside Directors

Mollie Hale Carter ................ 3,054u'
Charles Q. Chandler, IV ............ 11,527- *
R.A. Edwards .................... 21,27001 *
B. Anthony Isaac ................. 2,000- *
Arthur B. Krause ................. 5,0400 *
Michael F. Morrissey ............... 3,921- *
John C. Nettels, Jr ........... 16,151us *

Management
Richard A. Dixon" ................ 26,790")
James S. Haines, Jr ................ 232,8570 *
Larry D. Irick ..................... 70,583"'". *
William B. Moore ................. 162,319" *
MarkA.Ruelle ................... 112,194-'
Douglas R. Sterbenz ............... 153,725" *

All directors and executive officers
asa group (17 individuals) .......... 968,477- 1.32%

° Represents less than 1%
"'Includes beneficially owned shares held in employee savings plans and the

Employee Stock Purchase Plan, and shares deferred under the Long-Tern
Incentive and Share Award Plan, the Stock for Compensation Program and the
Outside Directors' Deferred Compensation Plan. No director or named
executive officer owns any of our equity securities other than our common stock.

'lncludes restricted share units as follows. Ms. Carter, 1,536; Mr. Chandler,
2,558; Mr. Edwards, 2,656; Mr. Isaac, 1,012; Mr. Krause, 1,536; Mr. Morrissey,
1,985; Mr. Nettels, 2,558; Mr. Dixon, 8,700; Mr. Haines, 187,500; Mr. Irick,
57,800; Mr. Moore, 117,907; Mr. Ruelle, 93,750; Mr. Sterbenz, 129,660; and
109,440 restricted share units granted to four other executive officers in the

group.
"' Includes 1,963 shares held by Mr. Edwards' spouse, not subject to his voting or

investment power.
Includes 500 shares ofourcommon stock held in a trust in which Mr. Nettels has
shared investment and voting power.

5 Mr. Dixon retired as senior vice president on December 31, 2003.
"'Includes 943 shares held by Mr. Irick's spouse (including 90 restricted share

units). These shares are not subject to Mr. Irick's voting or investment power.
"'Includes shares referred to in items (1) through (6) above.

ITEM 13. CERTAIN RELATIONSHIPS AND
RELATED TRANSACTIONS

Indebtedness of Management
During 2001 and 2002, we extended loans to our officers for the
purpose of purchasing shares of our common stock. We eliminated
this program and no additional loans have been made since the
enactment of federal legislation that became effective July 30, 2002.
During 2003, two of our named executive officers had balances in
excess of$60,000 (Mr. Sterbenz, $200,000 and Mr. Irick, $150,000).
The interest rate charged on the loans varied on a quarterly basis. In
2003 the rates were: (a) first quarter, 4.42%; (b) second quarter,
4.37%; (c) third quarter, 4.18%; and (d) fourth quarter, 4.19%. The
principal amount of these loans was repaid by each officer in 2003.
The balance outstanding at December 31, 2003 was approximately
$1,850 which consisted of accrued interest. As of January 31, 2004,
these interest amounts were paid. For the year ended December 31,
2003, we recorded approximately $35,178 in interest income on all
loans made under the program.

Certain Business Relationships
During 2003, we retained the law firm of Stinson Morrison Hecker
LLP, where John C. Nettels, Jr. is a partner, in connection with
certain legal matters. We believe these services were provided on
terms typical for firms not affiliated with any director.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

independent Auditor Fees
The aggregate fees billed by our principal accounting firm, Deloitte
& Touche LLP, the member firmns of Deloitte Touche Tohmatsu,
and their respective affiliates (collectively, 'Deloitte & Touche")
for fees billed for fiscal years ended December 31, 2003 and 2002
are as follows:

2003 2002

AuditfeesWZ ........................ $1,288,559 $3,432,896
Audit related feesO) ........................ 126,444 90,085
Total audit and audit related fees ................ 1,415,003 3,522,981
Tax fees . ........................ 22,203 399,922
Total fees ........................ $1,437,206 $3,922,903

(-)The 2002 audit fees include approximately $1.5 million for 2000 and 2001 re-
audit fees.

*These fees relate to the audits of company sponsored benefit plans, Sarbanes
Oxley 404 implementation assistance and other agreed upon procedures for the
fiscal year ended December 31, 2003 and to the audits of company sponsored
benefit plans for the fiscal year ended December 31, 2002.

()These fees are for consulting related to the tax treatments of the sales or
divestitures of investments held by usforboth the fiscal years ended December 31,
2003 and 2002.

Each of the permitted non-audit services has been pre-approved
by the Audit Committee or the Audit Committee's Chairman
pursuant to delegated authority by the Audit Committee, other than
de minimus non-audit services for which the pre-approval require-
ments are waived in accordance with the rules and regulations of
the SEC.

Audit-Committee Pre-Approval Policies and Procedures
The Audit Committee charter provides that the Audit Committee
will pre-approve audit services and non-audit services to be provided
by our independent auditors before the accountant is engaged to
render these services. The Audit Committee may consult with
management in the decision-making process, but may not delegate
this authority to management. The Audit Committee may delegate
its authority to pre-approve services to one or more committee
members, provided that the designees present the pre-approvals to
the full committee at the next committee meeting.

The Audit Committee has authorized the Chairman of the Audit
Committee to pre-approve the retention of an independent auditor
for audit-related and permitted non-audit services not contemplated
by the engagement letter for the annual audit, provided that:
(a) these services are approved no more than thirty days in advance
of the auditor commencing work; (b) the fees to be paid to the
auditor for services related to any single engagement do not exceed
$2 5,000; (c) the aggregate fees to be paid to the auditor for services in
any calendar year do not exceed $100,000; and (d) the Chairman
advises the Audit Committee of the pre-approval of the services at
the next meeting of the Audit Committee following the approval.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
FINANCIAL STATEMENTS INCLUDED HEREIN

Westar Energy, Inc.
Independent Auditors' Report

Consolidated Balance Sheets, As of December 31, 2003 and 2002

Consolidated Statements of Income (Loss) for the years ended December 31, 2003, 2002 and 2001

Consolidated Statements of Comprehensive Income (Loss) for the years ended December 31, 2003, 2002 and 2001

Consolidated Statements of Cash Flows for the years ended December 31, 2003, 2002 and 2001

Consolidated Statements of Shareholders' Equity for the years ended December 31, 2003,2002 and 2001

Notes to Consolidated Financial Statements

ONEOK, Inc. and Subsidiaries
Independent Auditors' Report

Consolidated Statements of Income for the years ended December 31, 2003, 2002 and 2001

Consolidated Balance Sheets, As of December 31, 2003 and 2002

Consolidated Statements of Cash Flows for the years ended December 31, 2003,2002 and 2001

Consolidated Statements of Shareholders' Equity for the years ended December 31, 2003, 2002 and 2001

Notes to Consolidated Financial Statements

SCHEDULES

Schedule 11 - Valuation and Qualifying Accounts

Schedules omitted as not applicable or not required under the Rules of Regulation S-X- 1, 111, IV, and V

REPORTS ON FORM 8-K FILED DURING THE QUARTER ENDED DECEMBER 31, 2003:

Form 8-K filed November 20, 2003 - Announcement that we will sell all of our remaining ONEOK, Inc. stock through
Cantor Fitzgerald & Co. at a price of $19.15 per share resulting in $262.0 million in gross proceeds.

Form 8-K filed December 23, 2003 - Announcement that we have entered into a definitive agreement to sell our approximate 88%
equity interest in Protection One and to transfer our rights and obligations as the lender under Protection One's credit facility to PO0
Acquisition, L.L.C.

EXHIBIT INDEX

All exhibits marked 'I' are incorporated herein by reference. All exhibits marked by an asterisk are management contracts or
compensatory plans or arrangements required to be identified by Item 14(a)(3) of Form 10-K Exhibits previously filed are marked at'

Description
3(a) - By-laws of the company, as amended March 16, 2000 (filed as Exhibit 3(a) to December 31, 1999 Form 10-K) I

3(b) - Restated Articles of Incorporation of the company, as amended through May 25, 1988 I
(filed as Exhibit 4 to Registration Statement, SEC File No. 33-23022)

3(c) - Certificate of Amendment to Restated Articles of Incorporation of the company dated March 29, 1991

3(d) - CertificateofDesignationsforPreference Stock, 8.5% Series, withoutparvalue, dated March 31, 1991
(filed as Exhibit 3(d) to December 1993 Form 10-K)

3(e) - Certificate of Correction to Restated Articles of Incorporation of the company dated December 20, 1991
(filed as Exhibit 3(b) to December 1991 Form 10-K)

3(f) - Certificate of Designations for Preference Stock, 7.58% Series, without par value, dated April 8, 1992,
(filed as Exhibit 3(e) to December 1993 Form 10-K)

3(g) - Certificate of Amendment to Restated Articles of Incorporation of the company dated May 8, 1992
(filed as Exhibit 3(c) to December 31, 1994 Form 10-K)

3(h) - Certificate of Amendment to Restated Articles of Incorporation of the company dated May 26, 1994
(filed as Exhibit 3 to June 1994 Form 0 -Q)

3(i) - Certificate of Amendment to Restated Articles of Incorporation of the company dated May 14, 1996
(filed as Exhibit 3(a) to June 19% Form 10-Q)

I

I
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3(j) - Certificate of Amendment to Restated Articles of Incorporation of the company dated May 12, 1998 1
(filed as Exhibit 3 to March 1998 Form I0-Q)

3(k) - Form of Certificate of Designations for 7.5% Convertible Preference Stock (filed as Exhibit 99.4 to I
November 17, 2000 Form 8-K)

3(1) - Certificate of Amendment to Restated Articles of Incorporation of the company dated July 21, 1999 1
(filed as Exhibit 3(1) to the December 31, 2002 Form 10-K)

3(m) - Certificate of Amendment to Restated Articles of Incorporation of the company dated June 19, 2002 I
(filed as Exhibit 3(m) to the December 31, 2002 Form 10-K)

4(a) - Deferrable Interest Subordinated Debentures dated November 29, 1995, between the company and I
Wilmington Trust Delaware, Trustee (filed as Exhibit 4(c) to Registration Statement No. 33-63505)

4(b) - Mortgage and Deed of Trust dated July 1, 1939 between the company and Harris Trust and Savings Bank, I
Trustee (filed as Exhibit 4(a) to Registration Statement No. 33-21739)

4(c) - First and Second Supplemental Indentures dated July 1, 1939 and April 1, 1949, respectively (filed as I
Exhibit 4(b) to Registration Statement No. 33-21739)

4(d) - Sixth Supplemental Indenture dated October 4, 1951 (filed as Exhibit 4(b) to Registration
Statement No. 33-21739)

4(e) - Fourteenth Supplemental Indenture dated May 1, 1976 (filed as Exhibit 4(b) to Registration Statement I
No. 33-21739)

4(f) - Twenty-Eighth Supplemental Indenture dated July 1, 1992 (filed as Exhibit 4(o) to the December 1992 1
Form 10-K)

4(g) - Twenty-Ninth Supplemental Indenture dated August 20, 1992 (filed as Exhibit 4 (p) to the December 1992 I
Form 10-K)

4(h) - Thirtieth Supplemental Indenture dated February 1, 1993 (filed as Exhibit 4 (q) to the December 1992 1
Form 10-K)

4(i) - Thirty-First Supplemental Indenture dated April 15, 1993 (filed as Exhibit 4(r) to Registration Statement I
No. 33-50069)

4(j) - Thirty-Second Supplemental Indenture dated April 15, 1994 (filed as Exhibit 4(s) to the December 31, 1994 1
Form 10-K)

4(k) - Thirty-Fourth Supplemental Indenture dated June 28, 2000 (filed as Exhibit 4(v) to the December 31, 2000 1
Form 10-K)

4(1) - Thirty-Fifth Supplemental Indenture dated May 10, 2002 between the company and BNY Midwest Trust I
Company, as Trustee (filed as Exhibit 4.1 to the March 31, 2002 Form IO-Q)

4(m) - Forty-First Supplemental Indenture dated June 6, 2002 between Kansas Gas and Electric Company and I
BNY Midwest Trust Company, as Trustee (filed as Exhibit 4.1 to the June 30, 2002 Form 10-Q)

4(n) - Debt Securities Indenture dated August 1, 1998 (filed as Exhibit 4.1 to the June 30, 1998 Form I0-Q) I

4(o) - Securities Resolution No. 2 dated as of May 10, 2002 under Indenture dated as of August 1, 1998 1
between Westem Resources, Inc. and Deutsche Bank Trust Company Americas (filed as Exhibit 4.2
to the March 31, 2002 Form l0-Q)

Instruments defining the rights of holders of other long-tenn debt not required to be filed as Exhibits will be furnished to the
Commission upon request.

10(a) - Long-Term Incentive and Share Award Plan (filed as Exhibit 10(a) to the June 1996 Form 10-Q)* I

10(b) - Form of Employment Agreements with Messers. Lake and Wittig (filed as Exhibit 10(b) to the I
December 31, 2000 Form I0-K)*

116 10(c) - A Rail Transportation Agreement among Burlington Northern Railroad Company, the Union Pacific I

Railroad Company and the Company (filed as Exhibit 10 to the June 1994 Form 10-Q)

10(d) - Agreement between the company and AMAX Coal West Inc. effective March 31, 1993 (filed as I
Exhibit 10(a) to the December 31, 1993 Form 10-K)

10(e) - Agreement between the company and Williams Natural Gas Company dated October 1, 1993 (filed as I
Exhibit 10(b) to the December 31, 1993 Form 10-K)

10(f) - Deferred Compensation Plan (filed as Exhibit 10(i) to the December 31, 1993 Form 10-K)* I

10(g) - Short-term Incentive Plan (filed as Exhibit 10(k) to the December 31, 1993 Form 10-K)" I

10(h) - Outside Directors' Deferred Compensation Plan (filed as Exhibit 10(1) to the December 31, 1993 Form 10-K)* I
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10(i) - Executive Salary Continuation Plan of Western Resources, Inc., as revised, effective September 22, 1995 1
(filed as Exhibit 10(j) to the December 31, 1995 Form 10-K)*

10(j) - Letter Agreement between the company and David C. Wittig, dated April 27,1995 (filed as Exhibit 10(m) I
to the December 31, 1995 Form 1IO-K)*

10(k) - Form of ShareholderAgreementbetween New ONEOKand the company (filed as Exhibit99.3 to the I
December 12, 1997 Form 8-K)

10(1) - Form of Split Dollar Insurance Agreement (filed as Exhibit 10.3 tothe June 30, 1998 Form 10-Q)* I

10(m) - Amendment to Letter Agreement between the company and David C. Wittig, dated April 27, 1995 1
(filed as Exhibit 10 to the June 30, 1998 Form I0.-Q/A)*

10(n) - Letter Agreement between the company and Douglas T. Lake, dated August 17, 1998 (filed as Exhibit 10(n) 1
to the December 31, 1999 Form 10-K) *

10(o) - Form of Change of Control Agreement with officers of the company (filed as Exhibit 10(o) to the I
December 31, 2000 Form I0.-K)*

10(p) - Amendment to Outside Directors' Deferred Compensation Plan dated May 17, 2001 (filed as Exhibit 10(p) I
to the December 31, 2000 Form 10-K),

10(q) - Form of loan agreement with officers of the company (filed as Exhibit 10(r) to the December 31, 2001 1
Form 10-K)*

10(r) - Amendment to Employment Agreement dated April 1, 2002 between the company and David C. Wittig I
(filed as Exhibit 10.1 to the June 30, 2002 Form I0-Q)'

10(s) -Amendment to Employment Agreement dated April 1,2002 between the company and Douglas T. Lake I
(filed as Exhibit 10.2 to the June 30, 2002 Form I0.-Q)*

10(t) - Credit Agreement dated as of June 6,2002 among the company, the lenders from time to time party there I
to, JPMorgan Chase Bank, as Administrative Agent, Citibank, N.A., as Syndication Agent, and Bank of
America, NA, as Documentation Agent (filed as Exhibit 10.3 to the June 30, 2002 Formi 0-Q)

10(u) - Employment Agreement dated September 23, 2002 between the company and David C. Wittig I
(filed as Exhibit 10.1 to the September 30, 2002 Form 10-Q)*

10(v) - EmploymentAgreement dated September 23, 2002 between the company and Douglas T. Lake I
(filed as Exhibit 10.1 to the November 25, 2002 Form 8-K)*

10(w) - Transaction Agreement between ONEOK and the company dated as of January 9,2003 (filed as I
Exhibit 10.1 to the January 10,2003 Form 8-K)

10(x) - Shareholder Agreement between ONEOK and the company dated as of January 9, 2003 (filed as I
Exhibit 10.2 to the January 10, 2003 Form 8-K)

10(y) - Registration Rights Agreement between ONEOK and the company dated as of January 9, 2003 (filed as I
Exhibit 10.3 to the January 10, 2003 Form 8-K)

1O(z) - EmploymentAgreement dated April 10, 2003 between the company and James S. Haines, Jr. (filed as I
Exhibit 10(z) to the December 31, 2002 Form 10-K)*

I 0(aa) - Letter Agreement dated November 1, 2003 between Westar Energy, Inc. and James S. Haines, Jr. (filed as I
Exhibit 10(a) to the September 30,2003 Form l0-Q)*

10(ab) - Letter Agreement dated November 1,2003 between Westar Energy, Inc. and William B. Moore (filed as I
Exhibit 10(b) to the September 30,2003 Form 0.-Q)*

10(ac) - Letter Agreement dated November 1, 2003 between Westar Energy, Inc. and MarkA. Ruelle (filed as I
Exhibit 10(c) to the September 30, 2003 Form 10-Q)*

10(ad) - Letter Agreement dated November 1, 2003 between Westar Energy, Inc. and Douglas R. Sterbenz I
(filed as Exhibit 10(d) to the September 30,2003 Form I10Q)* 117

10(ae) - Letter Agreement dated November 1, 2003 between Westar Energy, Inc. and Larry D. Irick (filed as I
Exhibit 10(e) to the September 30,2003 Form 10o-Q)*

0(af) -Waiver and Amendment, dated as of November 6, 2003, to the Credit Agreement, dated as of June 6, 2002, 1
among Westar Energy, Inc., the Lenders from time to time party thereto, JPMorgan Chase Bank, as
Administrative Agent for the Lenders, Citibank, N.A., as Syndication Agent, and Bank of America, N.A.,
as Documentation Agent (filed as Exhibit 10(f) to the September 30, 2003 Form 10 -Q)

12 -Computations of Ratio of Consolidated Earnings to Fixed Charges

16 -Letter from Arthur Andersen LLP to the SEC dated May 30, 2002 (filed as Exhibit 16 to the May 30, 2002 1
Form 8-K)
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21 - Subsidiaries of the Registrant t

23 (a) - Independent Auditors' Consent, Deloitte & Touche LLP

23(b) - Independent Auditors' Consent, KPMG LLP
3 1(a) - Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-OxleyAct of 2002

certifying the quarterly report provided for the period ended December 31, 2003

31(b) - Certification of Principal Accounting Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
certifying the quarterly report provided for the period ended December 31, 2003

3 2(a) - Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 certifying the annual report provided
for the year ended December 31, 2003 (furnished and not to be considered filed as part of the Form 10-K)

99(a) - Kansas Corporation Commission Order dated November 8, 2002 (filed as Exhibit 99.2 to the I
September 30, 2002 Form 10-Q)

99(b) - Kansas Corporation Commission Order dated December 23, 2002 (filed as Exhibit 99. Ito the I
December 27, 2002 Form 8-K)

99(c) - Form of Certificate of the Designations of $0.925 Series D Non-Cumulative Convertible Preferred Stock I
of ONEOK (filed as Exhibit 99.1 to the January 10, 2003 Form 8-K)

99(d) - Debt Reduction and Restructuring Plan filed with the Kansas Corporation Commission on February 6, 2003 1
(filed as Exhibit 99.1 to the February 6, 2003 Form 8-K)

99(e) - Kansas Corporation Commission Order dated February 10, 2003 (filed as Exhibit 99.1 to the February 11, 2003 1
Form 8-K)

99(f) - Kansas Corporation Commission Order dated March 11, 2003 (filed as Exhibit 99(f) to the December 31, 2002 1
Form 10-K)

99 (g) - Demand for Arbitration (filed as Exhibit 99.1 to the June 13, 2003 Form 8-K) I

99(h) - Stipulation and Agreement filed with the Kansas Corporation Commission on July 21, 2003 (filed as I
Exhibit 99.1 to the July 22, 2003 Form 8-K)

99(i) - Transaction Agreement, dated August 4,2003, between ONEOK, Inc., Westar Energy, Inc., and I
Westar Industries, Inc. (filed as Exhibit 99.1 to the August 6, 2003 Form 8-K)

99(j) - Underwriting Agreement, dated August 5, 2003, between J.P. Morgan Securities Inc., ONEOK, Inc., I
Westar Energy, Inc., and Westar Industries, Inc. (filed as Exhibit 99.2 to the August 6, 2003 Form 8-K)

99(k) - Purchase Agreement, dated as of December 23, 2003, between POI Acquisition, L.L.C., Westar Industries, Inc. I
and Westar Energy, Inc. (filed as Exhibit 99.2 to the December 23, 2003 Form 8-K)

WESTAR ENERGY, INC.

SCHEDULE 11- VALUATION AND QUAUFYING ACCOUNTS
Balance at Charged to Balance
Beginning Costs and at End

Description of Period Expenses Deductions of Period

On Thousands)
Year ended December 31, 2001

Allowances deducted from assets for doubtful accountsa ....w . ............................... 244 109 (80) 273
Accrued exit fees, shut-down and severance costs F) ......................................... 380 - (337) 43

Year ended December 31, 2002
Allowances deducted from assets for doubtful accounts"a ............................ ........ 273 138 (411) -
Accrued exit fees, shut-down and severance costsxi) ..... .... .. ... 43 - (43)

Year ended December 31, 2003
118 Allowances deducted from assets for doubtful accounts .......................... . ...... ...

Accrued exit fees, shut-down and severance costs ......- - -....... .

(-)Deductions are primarily the result of write-offs of accounts receivable.
(5) Deductions are the result of payment of accrued severance costs.
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SIGNATURE
Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

WESTAR ENERGY, INC.

Date: March 25, 2004 By: Is i MARK A. RUELLE

Mark A. Ruelle,
Executive Vice President and Chief Financial Officer

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of
the registrant and in the capacities and on the dates indicated:

Signature Tide Date

/sf JAMES S. HAJNES, JR. -1.

(James S. Haines, Jr.)

/sf MARK A. RUELLE
(Mark A. Ruelle)

/s/ CHARLES Q. CHANDLER IV
(Charles Q. Chandler IV)

Director, Chief Executive Officer and President
(Principal Executive Officer)

Executive Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

Chairman of the Board

March 25, 2004

March 25, 2004

March 25, 2004

/s/ MOLLIE HALE CARTER

(Mollie Hale Carter)

/sA R. A. EDWARDS III
(R. A. Edwards 111)

Is/ B. ANTHONY ISAAC

(B. Anthony Isaac)

/s/ARTHUR B. KRAUSE
(Arthur B. Krause)

Is! MICHAEL F. MORRISSEY
(Michael F. Morrissey)

/sf JOHN C. NETITELS, JR.

(John C. Nettels, Jr.)

Director March 25, 2004

Director

Director

Director

Director

March 25, 2004

March 25, 2004

March 25,2004

March 25,2004

March 25, 2004Director
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Shareholder INFORMATION 8 ASSISTANCE
Westar Energy's Shareholder Services
department offers personalized service
to the company's individual shareholders.
We are the transfer agent for Westar
Energy common and preferred stock.
Shareholder Services provides informa-
tion and assistance to shareholders
regarding:

* Dividend payments

Historically paid on the first busi-
ness day of January, April,
July and October

* Direct deposit of dividends

* Transfer of shares

* Lost stock certificates assistance

* Direct Stock Purchase Plan assistance

> Dividend reinvestment

> Purchase additional shares by mak-
ing optional cash payments
by check or monthly electronic
withdrawal from your bank account

> Deposit your stock certificates into
the plan for safekeeping

> Sell shares

Please contact us in writing to request
elimination of duplicate mailings
because of stock registered in more than
one way. Mailing of annual reports can
be eliminated by marking your proxy
card to consent to accessing reports elec-
tronically on the Internet.

Please visit our Web site at www.wr.com.
Registered shareholders can easily access
their shareholder account information
online by going to Investor Relations
and clicking on My Shareholder
Account.

CONTACTING SHAREHOLDER SERVICES

TELEPHONE
Toll-free: (800) 527-2495
In the Topeka area: (785) 575-6394
Fax: (785) 575-1796

ADDRESS
Westar Energy, Inc.
Shareholder Services
P.O. Box 750320
Topeka, KS 66675-0320

imAmI ADDRESS

sharsvcs~wr.com

Please include a daytime telephone
number in all correspondence.

CO-TRANSFER AGENT

Continental Stock Transfer
& Trust Company
17 Battery Place, 8th Floor
New York, NY 10004

TRUSTEE FOR BONDS

Principal Trustee, Paying Agent
and Registrar

The Bank of New York
2 North LaSalle Street, Suite 1020
Chicago, IL 60602-3802
(800) 548-5075

CORPORATE INFORMATION

Corporate Address

Westar Energy, Inc.
818 South Kansas Avenue
Topeka, KS 66612-1203
(785) 575-6300
www.wr.com

Common Stock Listing
Ticker Symbol (NYSE): WR

Daily Stock Table Listing:
WestarEngy

CONTACTING INVESTOR RELATIONS

Telephone: (785) 575-1898

Address:
Investor Relations
Westar Energy, Inc.
P.O. Box 889
Topeka, KS 66601-0889

E-mail Address: investrel@wr.com

Copies of the Form 10-K Annual Report
to the Securities and Exchange
Commission and other published reports
can be obtained without charge by con-
tacting Investor Relations at the above
address or by accessing the company's
home page on the Internet
at www.wr.com.
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Directors
CHARLES Q. CHANDLER IV (50)
Chairman of the Board
Elected 1999, Chairman 2002
Chairman of the Board,
Chief Executive Officer
INTRUST Bank
Wichita, Kansas

Committees: Compensation

MOLLIE HALE CARTER (41)
Elected 2003
Vice President
Star A, Inc.
Shawnee Mission, Kansas
Committees: Compensation,
Finance

R.A. EDWARDS (58)
Elected 2001
President and Chief
Executive Officer
First National Bank
of Hutchinson
Hutchinson, Kansas
Committees: Audit, Nominating
and Corporate Governance

JAMES S. HAINES, JR. (57)
Elected 2002
President and Chief
Executive Officer
Westar Energy, Inc.
Topeka, Kansas

B. ANTHONY ISAAC (50) MICHAEL F. MORRISSEY (61)
Elected 2003 Elected 2003
President Managing Partner (Retired)
LodgeWorks LP. Ernst & Young LLP
Wichita, Kansas Leawood, Kansas
Committees: Compensation, Committees: Audit,
Finance Nominating and Corporate

Governance, Finance

Westar Energy Board of Directors, from
left, is composed of Michael F. Morrissey,
James S. Haines Jr., Arthur B. Krause,
Mollie Hale Carter, John C. Nettels Jr.,
Charles Q. Chandler IV, R.A. Edwards
and B. Anthony Isaac.

ARTHUR B. KRAUSE (C2)
Elected 2003
Executive Vice President
and Chief Financial Officer
(Retired)
Sprint Corporation
Naples, Florida
Committees: Audit, Finance

JOHN C. NETrELS, JR. (47)
Elected 2000
Partner
Stinson Morrison Hecker, LLP
Overland Park, Kansas
Committees: Nominating
and Corporate Governance

Officers
JAMES S. HAINES, JR. (S7)
17 years of service
President and
Chief Executive Officer

WILLIAM B. MOORE (51)
23 years of service
Executive Vice President
and Chief Operating Officer

MARK A. RUELLE (42)
11 years of service
Executive Vice President
and Chief Financial Officer

DOUGLAS R. STERBENZ (40)
6 years of service
Senior Vice President,
Generation and Marketing

BRUCE A. AKIN (39)
16 years of service
Vice President, Administrative
Services

GREG A. GREENWOOD (38)
10 years of service
Treasurer

KELLY B. HARRISON (45)
22 years of service
Vice President, Regulatory

DOUGLAS J. HENRY (51)
25 years of service
Vice President, Power Delivery

LARRY D. IRICK (47)
4 years of service
Vice President, General
Counsel and Corporate
Secretary

PEGGY S. LOYD (46)
25 years of service
Vice President, Corporate
Compliance and Internal Audit

JAMES J. LUDWIG (45)
13 years of service
Vice President, Public Affairs

LEE WAGES (55)
26 years of service
Vice President, Controller
& International Generation

CAROLINE A. WILLIAMS (47)
28 years of service
Vice President, Customer Care
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S E L E C T E D F I N A N C I A L D A T A (dollars in millions except per share amounts)

Great Plains Energy"'

Operating revenues
Income (loss) from continuing

operations before cumulative effect
of changes in accounting principles('

Net income (loss)
Basic and diluted earnings (loss) per

common share from continuing
operations before cumulative effect
of changes in accounting principles

Basic and diluted earnings (loss)
per common share

Total assets at year-end
Total redeemable preferred stock,

mandatorily redeemable preferred
securities and long-term debt
(including current maturities)

Cash dividends per common share

* S

S

* S

* S

S

S

2002() 2001"' 2000(" 1999

$ 1,803 $ 1,399 $ 1,116 $ 921

$ 133 $ (17) $ 129 $ 82
$ 126 $ (24) $ 159 $ 82

$ 2.10 $ (0.30) $ 2.05 $ 1.26

$ 1.99 $ (0.42) $ 2.54 $ 1.26
$ 3,507 $ 3,464 $ 3,294 $ 2,990

$ 1,332 $ 1,342 $ 1,286 $ 965
$ 1.66 $ 1.66 $ 1.66 $ 1.66

$ 1,013 $ 1,288 $ 1,116 $ 921

$ 103 $ 127 $ 129 $ 82
$ 96 $ 120 $ 159 $ 82
$ 3,139 $ 3,146 $ 3,294 $ 2,990

$ 1,313 $ 1,311 $ 1,286 $ 965

Consolidated KCP&L("

Operating revenues
Income from continuing operations

before cumulative effect of changes
in accounting principles(¢)

Net income
Total assets at year-end
Total redeemable preferred stock,

mandatorily redeemable preferred
securities and long-term debt
(including current maturities)

-) Great Plains Enesy's conmsiated finarcial statements include consolidated KCP&L, KLT Inc., GPP, IEC and GPES. KCP&8:s consolidated financial
statements include its uwolly owned subsidiary HSS. In addition, KCP&Us consolidated results of operations include KLT inc. and GPP for all peiods imor
to the October 1, 2001 fonmation of the holidng compony.

(b See Management's Discussion for explanations of 2003, 2002 and 2001 results.
') In 2003, 2002 and 2001, this amount is before disconinsued operations of $8.7 million, $4.0 million and $7.2 million, respectively. In 2002, this amount

is before the $3.0 million cumulative effect of a change in accounuing principle. For further information, see Notes to Consolidated Financial Statements.
In 2000, this amount is before the $30.1 million after-tax cumudatve effect of changes in pension accounting.
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GREAT PLAINS ENERGY BUSINESSES

Great Plains Energy combines the reliable cash flows of a strong electric utility with
growth in competitive energy management.

-~ ELECTRIC UTILITY j ENERBY MANAGEMENT ENERGY DEVELOPMENT

IKansas City Strategic LICT
Power &Light- Energy

REGULATED ELECTRIC UTILITY GROWING ENERGY MANAGEMENT FIRM COALBED NATURAL
GAlDVLOEKansas City Power & Light generates Strategic Energy manages electricityGADELOR

= and delivers reliable, low-cost power under long-term outsourcing contracts KLT Gas uses technology to find
to approximately 490,000 customers with approximately 48,000 business and and extract methane trapped in
in 24 Missouri and Kansas counties, government accounts. underground coal.

* Markets Currently Served 0 Coalbed Methane Projects

Serving diverse customers in the Supplying electricity to customers in 8 Developing resources to serve
Kansas City metropolitan area, states: CA, MA, Ml, NJ, NY, OH, PA, TX. growing U.S. natural gas market.

aKansas City, MO Pittsburgh, PA Houston, TX

o Excellence in operations and cus- Strategic Energy has grown to KIT Gas realizes value by
torner service at KCP&L builds our contribute one-fourth of Great Plains acquiring and developing coalbed

shareholder value through a steady Energy's earnings as it penetrates methane properties.
stream of cash flows, new markets and expands its diverse

customer base.
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LETTER TO SHAREHOLDERS

Great Plains Energy
delivered a very solid
performance in 2003.

Our electric utility operations
excelled, and our energy

management business
continued to grow in a
disciplined manner. Earnings

Milea
and the value of our stock Ctk

responded positively, as chiefEx

exhibited by Edison Electric Institute

ranking Great Plains Energy in the top 10

for total shareholder return.

Kansas City Power & Light benefited

from our low-cost coal and nuclear

generation fleet. This fleet allowed the

Company to provide low-priced power to

our customers and also drove strong

margins on wholesale power sales during

off-peak times.

Strategic Energy has grown to be a

leading manager of competitive electricity

supply in the country, growing the MWhs

delivered, earnings and cash flow.

An important milestone in 2003 was

the planned succession in leadership. In

March, Bernie Beaudoin announced his

year-end retirement plans, and the board

eJ. c
draian
:ecuti%

then recruited me in October
as chairman of Great Plains

Energy. At the same time,
Bill Downey, a seasoned
leader who has served as

president of KCP&L since
2000, became CEO of the
utility and took on the

and expanded role of president
re Officer and chief operating officer

of Great Plains Energy.
I am delighted with the skill, experience

and depth of our management team. I want
to personally congratulate Bernie for his

legacy in preparing Great Plains Energy
for future success.

As your new chairman, I come to Great
Plains Energy because I see opportunity. I

feel extremely fortunate to take the helm of
a company with real strengths. Our employ-
ees are loyal, proud, dedicated and talented.
We have a competitive generation fleet,
a reliable transmission and distribution

system, and one of the most successful non-

regulated business ventures in the industry.
This family of businesses has achieved
solid results in the past and holds promise
to continue growing in the future.
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A Great Year for Shareholders
Our total return to shareholders was

47 percent during the year, representing
a stock price increase of 39 percent, in
addition to an attractive dividend.

This tangible increase in shareholders'
wealth accompanied marked improvement
in Great Plains Energy's financial perform-
ance in 2003:

* Earnings available for shareholders
increased to $143.3 million, up
15 percent from 2002.

* KCP&L earnings increased
24 percent to $127.2 million.

* Strategic Energy grew earnings
33 percent and provided a dividend
of $25 million to Great Plains Energy.

* Great Plains Energy achieved an aver-
age return on equity of 15 percent.

* The balance sheet strengthened,

as we paid down debt in 2003.
* Dividends paid were $1.66 per share,

consistent with 2002.
At Great Plains Energy, we stayed

focused on the goals. Our operations won
recognition from customers, our peers

and the community in 2003. The Kansas
City Star ranked Great Plains Energy
No. 1 in its annual "Star 50" performance
review of public companies - highlighting
our focus on the core business, solid
financial results and stable cash flows.

We also were rated one of Kansas City's
"best places to work" by the Business
Journal, citing our commitment to
employee training and development.
We are in solid shape and prepared for
the challenges of 2004 and beyond.

A Legacy of Stability and Strength

Bernie Beaudoin retired at the top of his game in 2003. As chairman, president and

chief executive officer, Bernie led Great Plains Energy through many challenges, built

a legacy of financial strength and arranged a smooth leadership transition. Under

his guidance, Kansas City Power & Ught rebuilt Hawthorn #5 as the nation's cleanest

coal-fired power plant, recovered from the most destructive ice stormn in the city's

history and engineered the creation of our holding company. After 38 years in the

Industry and 23 with our Company, Bernie plans to remain in Kansas City, stay active

in the community, spend time with family and 'Improve my fly fishing.'
Bemis Beaudoln
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Utility Generates Robust Results
Kansas City Power & Light turned in

a strong performance in 2003 - both in
operations and financial results. Each
aspect of KCP&L's operations showed
improvement in 2003:

* Our generating plants produced
reliable, affordable power for KCP&L
customers and sufficient additional
electricity to sell in the competitive
wholesale market, producing good
returns and supporting ongoing
investment in infrastructure.

* Our transmission system provided
very good availability of power
across the KCP&L service territory.
We upgraded a key transmission
line in 2003, alleviating a potential
bottleneck and protecting the

power supply for our region.

* Sales of electricity into the whole-

sale market were a strong driver in

2003. Wholesale revenues were a

record $157.5 million up 46 percent

over 2002 as a result of our low-cost

generation portfolio and higher

market prices.

* In an environment where many

utilities are raising rates, we

lowered our rates to almost half

of our customers in 2003.

* Increased availability and capacity

at our power plants contributed

to our ability to sell more power into

the wholesale market.

* Distribution of electricity to our

490,000 KCP&L customers ranked

in the top tier of Midwestern

Reliable Power

Kansas City Power & Light scored engineering firsts In 2003 with an Innovative

enhancement to our transmission network. The 31 -mile-long LaCygne-Stilwell line,

a key north-south link In eastern Kansas, was no longer sufficient to meet growing

demands for power moving through the central United States. We used state-of-the-art

techniques to maintain a reliable flow of electricity by upgrading the line with bare-

hand procedures while the line was energized. This project set two records: becoming

the first energized upgrade of a 345,000-volt transmission line and the Industrfs

longest energized replacement. Innovative materials and methods also saved time

and money by allowing installation of the new line on existing towers. The upgrade

resulted in transmitting 40 percent more power over the lines.
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utilities with a very low frequency
and duration of interruptions.

* We continued to upgrade customer
service in 2003 through enhancements
in our call center, billing and web site.

KCP&L's contribution to earnings was
$127.2 million in 2003, an increase of
24 percent from the previous year. The
earnings per share contribution was $1.84.

Once again in 2003, operating cash
flow from KCP&L proved ample to cover
the Great Plains Energy dividend to
common shareholders.

An important driver of earnings in
2003 was our efficient coal-fired generating
system, which competes favorably in a
wholesale marketplace where marginal
prices are increasingly set by other pro-
ducers' higher-cost gas generating plants.

A well-run generating system is a key
strength supporting future performance.
Effective maintenance and operating
strategies enabled a record-setting year

KCP&L Average Retail Price Comparison
In cents per KWh

10

8

6

4

2

0
Residential Commercial Industrial All Retail

Source. FE Typfcul 8h11S forU KCP&L U Region E USA Average 12 moas erdig 6W/03

KCP&Us prices are competitve in the region and below the
USA average.

KCP&L Listens to Our Customers

�hUUhNN -

Kansas City Power & Light is focusing more than ever on delivering a satisfying
experience to our customers along with reliable and affordable electricity. We
listen and respond. A redesigned monthly bill, for example, now provides
household customers with useful information including a clear breakdown
of charges, graphic comparisons of monthly power consumption and energy-
saving suggestions. Our call center is upgrading to respond quickly and
courteously and resolve issues on the first attempt. An ongoing project with
J.D. Powers and Associates is benchmarking KCP&L and our peers, surveying
retail clients and scoring us on key drivers of customer satisfaction: service
interactions, billing and payment, price and value, power quality and reliability.
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for capacity utilization in our coal fleet.

In 2003, Power Magazine ranked three

of KCP&L's coal-fired plants among the

nation's top 20 plants in terms of lowest

total production cost.
Building customer loyalty is at the core

of long-term success, and KCP&L contin-
ues to add value to our relationships. In

KCP&L Coal Fleet Performance
In percent (%)
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-Equivalent Availability Factor -Capacity Factor -Spread

KCP&L successfully drove a reduction in the spread between plant availability and the capacity factor.

Committed to the Environment

,VA.Z11ft
AR.&I

IRIEW , ,

W_
1,

We work hard to be good stewards of our natural world. Kansas City Power & Light

is committed to sound environmental practices that maintain biological diversity

and air quality, as we provide reliable energy services to customers. For decades,

KCP&L has helped pioneer emission control technologies. In 2001, our rebuilt

Hawthorn #5 generating station came online as the cleanest coal-fired plant in

the country, winning national recognition. We invest in wildlife havens in our

communities, preserving bald eagles, falcons and many other species of birds

and fish. We recycle the byproducts of our generation and transmission activities.

We are serious about being a good citizen of our planet.The Company successfully helped
re-establish ospreys in the state as
part of the Missouri Department of
Conservation's Osprey Release Program.
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2003, we invested in technology and
training to better handle high volumes
of call center inquiries, especially during
storms. We further clarified consumer

bills. And we enhanced KCP&L's online
presence, including the addition of
information en Espafiol for Spanish-
speaking customers.

J.D. Powers and Associates helped
KCP&L benchmark the key drivers of
customer satisfaction in 2003. Results
showed improvement in KCP&L's ranking
among our peer companies, and ongoing
measurements will guide further actions to

optimize relationships with customers.
Although pension and healthcare costs

exerted pressure on profits for KCP&L,
we were able to tightly control other
operating and maintenance costs.

Our safety record improved, we made
strides in recruitment and leadership
development, and our diversity record
continued to advance.

Financially, a stronger balance sheet
and disciplined cost management helped
KCP&L improve profitability levels in
2003, despite an economy that was still
shifting gears from slow growth to brighter
prospects heading into 2004.

Strategic Energy Keeps Growing
Strategic Energy manages the electricity

procurement needs for commercial and
industrial customers, providing dependable,
economical power in deregulated electricity
markets across the country. Buying power
under long-term contracts for delivery
directly to business and institutional users,

A Tradition of Community Service

Relationships In the community are at the core of our

success. The Company has long been a prominent corporate

citizen and holds community service as a treasured tradition.

Throughout the year, our employees volunteer in a myriad

of beneficial causes to improve the region's economic and

social well-being. Corporate contributions focus on the areas

of diversity, environment, youth/education and civic efforts.

The Company prides itself in being the sponsor of such annual

events as the holiday Plaza Lighting, the Kansas City Zoo,

the Powell Gardens and Earth Day.

Kansas City's Country Club Plaza is known worldwide fr Its
spectacular holiday lights, finminated Thanksgiving night for the
past 74 years. Kansas City Power & Ught Is the sponsor of this
beloved holiday tradition.
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we have built relationships with blue-ribbon

corporate clients, prominent school

districts and local governments. We see

growing demand for the value of our energy

expertise, the security of dealing with

a single, financially strong supplier, and

the responsive service of an Energy

Management Center that operates 24

hours a day, 365 days a year.

Meeting a need for reliable, low-cost

electricity in deregulated markets, Strategic

Energy again grew rapidly in 2003. We

continued to build our share in existing

markets and entered two new states,

New Jersey and Michigan, increasing our

market presence to eight states. In 2004,

Strategic Energy will be expanding into

Connecticut and Maryland. The 48,000

accounts that Strategic Energy serves with

Power Supply Coordination services rep-

resent a profitable base with an 80 percent

retention rate. The volume of power

under management grew significantly as

Strategic Energy supplied 16.6 million

Strategic Energy Megawatt-Hours Delivered
In millions of MWh

20

15

10

5

0
2000 2001 2002 2003

Strategic Energy's track record of year-over-year increases in
megawatt-hours delivered provides a solid base for continued growth.

The KCP&L- sponsored
Petting Zoo at the
American Royal draws
thousands of visitors
each year.

The Company sponsored
Earth Day 2003 at the
Kansas City Zoo.

'<.i)

Educating children and adults alike, the 'Lewis & Clark Adventure
Celebrating the Environment exhibit was sponsored by KCP&L last
summer at Kansas City's Powell Gardens to commemorate the
explorers' famous expedition 200 years ago.

....
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megawatt-hours in 2003, an increase of
41 percent over 2002.

Strategic Energy revenues increased

38 percent to $1.1 billion for 2003, and
the contribution to Great Plains Energy
earnings was $39.6 million, up 33 percent
from 2002. That represented an earnings

per share contribution of $0.57. As we
had projected, Strategic Energy paid cash
dividends of $25 million to Great Plains
Energy in 2003 - highlighting its contribu-
tion to the overall business.

Because Strategic Energy's business
works through long-term contracts, a
significant backlog gives us visibility into

their future performance. At year-end,
Strategic Energy already had contracted
to deliver 16.3 million megawatt-hours in
2004 and 10.1 million in 2005 - a solid

base for continued growth.

KLT Gas
KLT Gas develops coalbed methane

projects using technology to find and extract
methane gas trapped in underground coal
seams. The subsidiary concentrates on
exploration and early-stage development,
seeking to demonstrate the value of

a property and then sell the project
based on proven gas reserves and early
production results.

Great Plains Energy has announced
its decision to exit the gas business.
This decision is based upon the fact that
the amount of capital required and the
earnings volatility associated with the
gas exploration business are no longer

compatible with the Company's strategic
vision. Exiting the business will be
implemented appropriately to maximize
shareholder value.

Building a Strategy for

Disciplined Growth
Our challenge in 2004 is to chart a

dynamic course for the next several years.
We actively are shaping the longer-term
future through an in-depth strategic review.

This inclusive process is drawing on the
creativity and skills of employees, outside
experts and members from the community.

Great Plains Energy will always be
devoted to providing first-rate service to

our customers and communities. We remain
strongly committed to paying an attractive
dividend to our shareholders. And we
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will stay true to our focus on disciplined)

profitable growth in businesses we know.
A key part of our strategy will focus on

our people and culture, the human factors

that will enable Great Plains Energy to

achieve our goals. Culture is the chief long-
term sustainable advantage of any company.
We want to build onto the culture of
inspired leaders and engaged employees that
rewards and recognizes strong performance.

Our platforms for growth include the
solid franchise of KCP&L, which expects
basic demand to grow a modest 2 percent
to 3 percent per year, and Strategic Energy,
which can achieve faster growth by con-

tinuing to expand in competitive markets.
One thing we have learned with

certainty is that the future holds many
unexpected changes, so our strategic

approach must be robust across a number
of scenarios. We will be decisive, but

flexible, in our future course.

Optimistic About Our Prospects
I am quite optimistic about our prospects.

Great Plains Energy has terrific assets to

enable us to thrive in 2004 and beyond. I
am very pleased that the past year brought
favorable returns, and I look forward to

working for all of our stakeholders in

the future. Thank you for your support
and confidence.

Michael J. Chesser
Chairman and Chief Executive Officer

New Chairman Brings Depth of Experience

Mike Chesser was named chairman and chief executive officer of Great Plains

Energy effective October 1, 2003. He has served the utility Industry for three

decades, In regulated and non-regulated businesses. Mike spent 23 years at

Baltimore Gas and Electric, In operations, marketing and customer service.

Subsequently, he was president and chief operating officer of Atlantic Energy;

president and CEO of Iton; CEO and president of GPU Energy; and chairman and

CEO of United Water. He Is an aerospace engineering graduate of Georgia Tech,

with an MBA In finance from Loyola, and completed the Advanced Management

Program at Harvard. He and his wife moved to Kansas City In late 2003.Michael J. Chesser
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CAUllONARY STATEMENTS REGARDING CERTAIN FORWARD-LOOKING INFORMATION
Statements made in this report that are not based on historical facts are forward-looking, may involve
risks and uncertainties, and are intended to be as of the date when made. In connection with the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995, the registrants are providing a
number of important factors that could cause actual results to differ materially from the provided
forward-looking information. These important factors include:

* future economic conditions in the regional, national and international markets
* market perception of the energy industry and the Company
* changes in business strategy, operations or development plans
* effects of current or proposed state and federal legislative and regulatory actions or developments,

including, but not limited to, deregulation, re-regulatfon and restructuring of the electric utility
industry and constraints placed on the Company's actions by the Public Ufflity Holding Company
Actof 1935

* adverse changes in applicable laws, regulations, rules, principles or practices governing tax,
accounting and environmental matters including, but not limited to, air quality

* financial market conditions including, but not limited to, changes in Interest rates and in availability
and cost of capital

* ability to maintain current credit ratings
* inflation rates
* effectiveness of risk management policies and procedures and the ability of counterparties to satisfy

their contractual commitments
* impact of terrorist acts
* increased competition including, but not limited to, retail choice In the electric utility industry and the

entry of new competitors
* ability to carry out marketing and sales plans
* weather conditions including weather-related damage
* cost, availability and deliverability of fuel
* ability to achieve generation planning goals and the occurrence of unplanned generation outages
* delays in the anticipated in-service dates of additional generating capacity
* nuclear operations
* ability to enter new markets successfully and capitalize on growth opportunities in non-regulated

businesses
* performance of projects undertaken by the Company's non-regulated businesses and the success

of efforts to invest in and develop new opportunities, and
* other risks and uncertainties.

This list of factors is not all-inclusive because it is not possible to predict all factors.
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GLOSSARY OF TERMS

The following is a glossary of frequently used abbreviations or acronyms that are found throughout this
report:

Abbreviation or Acronym Definition

35 Act
ABO
AFDC
APB
ARM
ARO
Bracknenl
CenturyTel
Clean Air Act
Co2
COLI
Compact
Consolidated KCP&L
Custom Energy Holdings
Digital Teleport
DOE
DM

EBITDA
EIRR
ELC
EPA
EPS
ERISA
FASB
FERC
FIN
GAAP
GPES
GPP

Great Plains Energy
Holdings
HSS
IBEW
IEC

IRS
ISO
KCC
KCP&L

KLT Energy Services
KLT Gas
KLT Gas portfolio

Public Utilty Holding Company Act of 1935
Accumulated Benefit Obligation
Allowance for Funds used During Construction
Accounting Principles Board
Accounting Research Bulletin
Asset Retirement Obligations
Bracknell Corporation
CenturyTel Fiber Company II, LLC
Clean Air Act Amendments of 1990
Carbon Dioxide
Corporate Owned Life Insurance
Central Interstate Low-Level Radioactive Waste Compact
KCP&L and Its subsidiary, HSS
Custom Energy Holdings, LLC.
Digital Teleport, Inc.
Department of Energy
DTI Holdings, Inc. and Its subsidiaries, Digital Teleport, Inc.

and Digital Teleport of Virginia, Inc.
Earnings before Interest, income taxes, depreciation and amortization
Environmental Improvement Revenue Refunding
Environmental Lighting Concepts, Inc.
Environmental Protection Agency
Earnings per share
Employee Retirement Income Security Act of 1974
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Financial Accounting Standards Board Interpretation
Generally Accepted Accounting Principles
Great Plains Energy Services Incorporated
Great Plains Power Incorporated, a wholly-owned subsidiary

of Great Plains Energy
Great Plains Energy Incorporated and its subsidiaries
DTI Holdings, Inc.
Home Service Solutions Inc., a wholly-owned subsidiary of KCP&L
International Brotherhood of Electrical Workers
Innovative Energy Consultants Inc., a wholly-owned subsidiary

of Great Plains Energy
Internal Revenue Service
Independent System Operator
The State Corporation Commission of the State of Kansas
Kansas City Power & Light Company, a wholly-owned subsidiary

of Great Plains Energy
KLT Energy Services Inc., a wholly-owned subsidiary of KLT Inc.
KLT Gas Inc., a wholly-owned subsidiary of KLT Inc.
KLT Gas natural gas properties
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Abbreviation or Acronym DeIfnilion

KLT Inc.
KLT Investments
KLT Telecom
KW
kWh
MAC
MACT
Medicare Act

MISO
MODOR
MPSC
MW
MWh
NAAQS
NEIL
NERC
NO,
NRC
OCI
Receivables Company

RSAE
RTO
SEC
Securities Trust
SE Holdings
Services
SFAS
SIP
SOP

SPP
Strategic Energy
WCNOC
Wolf Creek
Worry Free
XLCA

KILT Inc., a wholly-owned subsidiary of Great Plains Energy
KLT Investments Inc., a wholly-owned subsidiary of KILT Inc.
KLT Telecom Inc., a wholly-owned subsidiary of KLT Inc.
Kilowatt
Kilowatt-hour
Material Adverse Change
Maximum Achievable Control Technology
The Medicare Prescription Drug, Improvement and Modemization Act
of 2003
Midwest Independent System Operator
Missouri Department of Revenue
Missouri Public Service Commission
Megawatt
Megawatt-hour
National Ambient Air Quality Standards
Nuclear Electric Insurance Umited
North American Electric Reliability Council
Nitrogen Oxide
Nuclear Regulatory Commission
Other Comprehensive Income
Kansas City Power & Ught Receivables Company, a wholly-owned

subsidiary of KCP&L
R.S. Andrews Enterprises, Inc., a subsidiary of HSS
Regional Transmission Organization
Securities and Exchange Commission
KCPL Financing I
SE Holdings, LLC.
Great Plains Energy Services Incorporated
Statement of Financial Accounting Standards
State Implementation Plan
Statement of Position by the American Institute of Certified Public
Accountants
Southwest Power Pool, Inc.
Strategic Energy, LLC., a subsidiary of KILT Energy Services
Wolf Creek Nuclear Operating Corporation
Wolf Creek Generating Station
Worry Free Service, Inc., a wholly-owned subsidiary of HSS
XL Capital Assurance Inc.
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MANAGEMENrS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The Management's Discussion and Analysis of Financial Condition and Results of Operations that
follow are a combined presentation for Great Plains Energy and consolidated KCP&L, both registrants
under this filing. The discussion and analysis by management focuses on those factors that had a
material effect on the financial condition and results of operations of the registrants during the periods
presented. It should be read in conjunction with the accompanying consolidated financial statements
and related notes.

Losses in prior periods related to the operations of RSAE have been reclassified and are presented as
discontinued operations due to the June 2003 disposition of RSAE.

Great Plains Energy
Great Plains Energy does not own or operate any significant assets other than the stock of Its
subsidiaries. Great Plains Energy's direct subsidiaries are KCP&L, KLT Inc., GPP, IEC and GPES.
Effective October 1, 2001, Great Plains Energy became the holding company of KCP&L, GPP and KLT
Inc. In November 2002, the Company created a wholly-owned subsidiary, IEC, as an intermediate
holding company that holds an Indirect Interest In Strategic Energy. GPES was formed In 2003 to
provide services at cost to Great Plains Energy and certain of Its subsidiaries, Including consolidated
KCP&L, as a service company under the 35 Act.

Great Plains Energy Business Overview
As a diversified energy company, Great Plains Energy's reportable business segments include:

* KCP&L, an integrated, regulated electric utility In the states of Missouri and Kansas, which provides
reliable, affordable electricity to retail customers;

* Strategic Energy, which provides retail electricity services by entering into long-term contracts with
its customers to supply electricity, operates in several electricity markets offering retail choice,
including California, Massachusetts, Michigan, New Jersey, New York, Ohio, Pennsylvania and
Texas; and

* KLT Gas, which explores for, develops and produces unconventional natural gas resources.

In February 2004, the Great Plains Energy Board of Directors approved management's
recommendation to sell the KLT Gas portfolio and exit the gas business. The Company evaluated this
business and determined the amount of capital and the length of time required for development of
reserves and production combined with the earnings volatility of the exploration process are no longer
compatible with the Company's strategic vision.

Over the first six months of 2004, the Company Is engaging in a comprehensive strategic planning
process to map its view of the future of the electric Industry, and ultimately the Company, over the next
five to ten years. This inclusive process draws on the creativity and skills of employees, outside
experts and people from the community.

The strategic planning process will seek to enhance the disciplined growth of the Company and build
upon the strong foundation of KCP&L and Strategic Energy. This platform for growth provides a
balanced mix of regulated earnings from the utility operations of KCP&L and the potential continued
growth of Strategic Energy as it expands its presence In competitive retail markets.
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Critical Accounting Policies
The preparation of financial statements in conformity with Generally Accepted Accounting Principles
(GAAP) requires management to make estimates and assumptions that affect reported amounts and
related disclosures. Management considers an accounting estimate to be critical if it requires
assumptions to be made that were highly uncertain at the time the estimate was made and changes in
the estimate or different estimates that could have been used could have a material impact on the
results of operations and financial condition.

Pensions
The Company incurs significant costs in providing non-contributory defined pension benefits. The costs
are measured using actuarial valuations that are dependent upon numerous factors derived from actual
plan experience and assumptions of future plan experience.

Pension costs are impacted by actual employee demographics (including age, compensation levels,
and employment periods), the level of contributions made to the plan, earnings on plan assets and plan
amendments. In addition, pension costs are also affected by changes in key actuarial assumptions,
including anticipated rates of return on plan assets and the discount rates used in determining the
projected benefit obligation and pension costs.

These assumptions are updated annually in accordance with Statement of Financial Accounting
Standards (SFAS) No. 87, "Employers' Accounting for Penslonso; however, changes In pension
obligations associated with these factors may not be immediately recognized as pension costs on the
income statement. The Company generally recognizes gains and losses by amortizing over a five-year
period the rolling five-year average of unamortized gains and losses. The key assumptions used in
developing the 2003 pension disclosures include a 6.0% discount rate, a 9.0% expected return on plan
assets and a 3.3% average compensation rate increase. The discount rate was reduced by 0.75% and
1.25% from 2002 and 2001, respectively, due to current market conditions, while the return on plan
assets remained constant and the compensation rate decreased 0.80%h from prior years.

In selecting an assumed discount rate, fixed income security yield rates for 30-year Treasury bonds and
corporate high-grade bond yields were considered. The assumed rate of return on plan assets was
developed based on the weighted average of the long-term returns forecast for the expected portfolio
mix of investments held by the plan.

The following table reflects the sensitivities associated with a 0.5 percent increase or a 0.5 percent
decrease In key actuarial assumptions. Each sensitivity reflects an evaluation of the change based
solely on a change in that assumption only.

Impact on Impact on
Projected Impact on 2003

Change in Benefit Pension Pension
Actuarial assumption Assumption Obllgation Uability Expense

(millions)
Discount rate 0.5% increase $ (30.2) $ (12.8) $ (1-0)
Rate of return on plan assets 0.5% increase - - (1.8)
Discount rate 0.5% decrease 30.5 19.5 1.0
Rate of return on plan assets 0.5% decrease - - 1.8

For the year ended December 31, 2003, the Company recorded $17.4 million of pension expense, an
$11.9 million increase from the previous year. Pension expense for 2004 is expected to approximate
$21.0 million, a $3.6 million increase over 2003. The 2004 Increase is primarily due to lower discount
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rates and the amortization of investment losses from prior years that are recognized on a rolling five-
year average basis.

The Company's pension plan assets are primarily made up of equity and fixed Income Investments.
The market value of the plan assets increased $16.8 million in 2003 primarily reflecting an overall
improvement in the equity markets during the year. However, the Increase was not enough to recover
from significant market declines incurred In 2001 and 2002 when plan assets lost value of
approximately $240.8 million. At plan year-end, the fair value of pension plan assets was $341.0
million, not including a $32.0 million contribution made after the plan year-end.

The total accumulated benefit obligation (ABO) of the plans exceeded the fair value of plan assets
requiring the Company to record an additional minimum pension liability of $78.4 million as prescribed
by SFAS No. 87. This was offset by an Intangible asset of $17.4 million to the extent of prior service
costs, with the remainder of $61.0 million charged to common equity through other comprehensive
Income (OCI). Accumulated OCI, net of deferred taxes, was $37.2 million. OCI could be restored
through common equity in future periods to the extent fair value of trust assets exceeded the ABO.

Market conditions and interest rates significantly affect the future assets and liabilities of the plan. It is
difficult to predict future pension costs, the additional pension liability and cash funding requirements
due to volatile market conditions; however, similar charges may be required In the future.

Regulatory Matters
As a regulated utility, KCP&L Is subject to the provisions of SFAS No. 71, UAccounting for the Effects of
Certain Types of Regulation. Accordingly, KCP&L has recorded assets and liabilities on its balance
sheet resulting from the effects of the ratemaking process, which would not be recorded under GAAP if
KCP&L were not regulated. Regulatory assets represent incurred costs that have been deferred
because they are probable of future recovery in customer rates. Regulatory liabilities generally
represent probable future reductions in revenue or refunds to customers. At December 31, 2003,
KCP&L's regulatory assets and liabilities totaled $145.6 million and $3.8 million, respectively. KCP&L's
continued ability to meet the criteria for application of SFAS No. 71 may be affected In the future by
competitive forces and restructuring In the electric Industry. In the event that SFAS No. 71 no longer
applied to all, or a separable portion, of KCP&L's operations, the related regulatory assets and liabilities
would be written off unless an appropriate regulatory recovery mechanism Is provided. Additionally,
these factors could result In an Impairment of utility plant assets if the cost of the assets could not be
expected to be recovered in customer rates. Whether an asset has been Impaired Is determined
pursuant to SFAS No. 144, "Accounting for the Impairment or Disposal of Long-lived Assets.' See Note
5 to the consolidated financial statements for a discussion of regulatory assets and liabilities.

At the end of January 2002, a severe Ice storm occurred throughout large portions of the Midwest,
Including the greater Kansas City metropolitan area. In 2002, the KCC approved a stipulation and
agreement regarding the treatment of the Kansas portion of the Ice storm costs. Pursuant to the
stipulation and agreement, KCP&L implemented a retail rate reduction January 1, 2003, and began
calculating depreciation expense on Wolf Creek using a 60-year life Instead of a 40-year life. As a
result of the stipulation and agreement, KCP&L's 2003 retail revenues decreased approximately $12.5
million and depreciation expense decreased approximately $7.7 million. The reduction in depreciation
expense has been recorded as a regulatory asset. KCP&L also agreed to file a rate case by May 15,
2006.

In 2002, the MPSC approved KCP&L's application for an accounting authority order related to the
Missouri jurisdictional portion of the storm costs. The order allows KCP&L to defer and amortize $20.1
million, representing the Missouri portion of the storm costs, through January 2007. The amortization,
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which began In September 2002, is approximately $4.6 million annually for the remainder of the
amortization period.

Asset Retirement Obligations
Effective January 1, 2003, the Company adopted SFAS No. 143, Accounting for Asset Retirement
Obligations," which provides accounting requirements for the recognition and measurement of liabilities
associated with the retirement of tangible long-lived assets. Under the standard, these liabilities are
recognized at fair value as incurred and capitalized as part of the cost of the related long-lived asset.
Accretion of the liabilities due to the passage of time Is recorded as an operating expense. Retirement
obligations associated with long-lived assets included within the scope of SFAS No. 143 are those for
which a legal obligation exists under enacted laws, statutes, written or oral contracts, including
obligations arising under the doctrine of promissory estoppel.

The adoption of SFAS No. 143 changed the accounting for and the method used to report KCP&L's
obligation to decommission its 47% share of Wolf Creek. The legal obligation to decommission Wolf
Creek was incurred when the plant was placed in service in 1985. The estimated liability, recognized
on KCP&L's balance sheet at January 1, 2003, is based on a third party nuclear decommissioning
study conducted in 2002. KCP&L used a credit-adjusted risk free discount rate of 6.42% to calculate
the retirement obligation. This estimated rate is based on the rate KCP&L could Issue 30-year bonds,
adjusted downward to reflect the portion of the anticipated costs in current year dollars that had been
funded at date of adoption through a tax-qualified trust fund. The cumulative impact of prior
decommissioning accruals recorded consistent with rate orders Issued by the MPSC and KCC has
been reversed and a new regulatory contra-asset for such amounts has been established. Amounts
collected through these rate orders have been deposited In a legally restricted external trust fund. The
fair market value of the trust fund was $75.0 million at December 31, 2003.

KCP&L also must recognize, where possible to estimate, the future costs to settle other legal liabilities
including the removal of water intake structures on rivers, capping/filling of piping at levees following
steam power plant closures and capping/closure of ash landfills. Estimates for these liabilities are
based on internal engineering estimates of third party costs to remove the assets in satisfaction of legal
obligations and have been discounted using credit adjusted risk free rates ranging from 5.25% to 7.50Y%
depending on the anticipated settlement date.

KLT Gas has estimated liabilities for gas well plugging and abandonment, facility removal and surface
restoration. These estimates are based upon internal estimates of third party costs to satisfy the legal
obligations and have been discounted using credit adjusted risk free rates ranging from 6.00% to
7.25Yo, depending upon the anticipated settlement date.

Revisions to the estimated liabilities of KCP&L and KLT Gas could occur due to changes in the
decommissioning or other cost estimates, extension of the nuclear operating license or changes in
federal or state regulatory requirements.

On January 1, 2003, KCP&L recorded Asset Retirement Obligations (ARO) of $99.2 million and
increased property and equipment, net of accumulated depreciation, by $18.3 million. KCP&L is a
regulated utility subject to the provisions of SFAS No. 71 and management believes it Is probable that
any differences between expenses under SFAS No. 143 and expenses recovered currently in rates will
be recoverable In future rates. As a result, the $16.3 million net cumulative effect of the adoption of
SFAS No. 143 was recorded as a regulatory asset and therefore, had no impact on net income.

As a result of its adoption of SFAS No. 143, KLT Gas recorded ARO of $1.2 million, Increased property
and equipment by $1.0 million and increased operating expense by $0.2 million for the immaterial
cumulative effect of the accounting change.
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KCP&L has legal ARO for certain other assets where It is not possible to estimate the time period when
the obligations will be settled. Consequently, the retirement obligations cannot be measured at this
time. For transmission easements obtained by condemnation, KCP&L must remove its transmission
lines if the line is de-energized. It is extremely difficult to obtain siting for new transmission lines.
Consequently, KCP&L does not anticipate de-energizing any of Its existing lines. KCP&L also
operates, under state permits, ash landfills at several of its power plants. While the life of the ash
landfill at one plant can be estimated and Is included in the estimated liabilities above, the future life of
ash landfills at other permitted landfills cannot be estimated. KCP&L can continue to maintain permits
for these landfills after the adjacent plant is closed.

Although the liability for Wolf Creek decommissioning costs recorded under the ARO method is
expected to be substantially the same at the end of Wolf Creek's life as the liability to be recorded
pursuant to regulatory orders the rate at which the liability increases varies under the different methods.
Because KCP&L Is subject to SFAS No. 71, the difference in the recognition of the liability will have no
impact on earnings.

Prior to the adoption of SFAS No. 143, KLT Gas did not record separate asset retirement costs and
liabilities, or the associated depreciation and accretion. Under the full cost method of accounting
followed by KLT Gas, estimated dismantlement and abandonment costs, net of estimated salvage
values, were recorded to the property cost to be amortized. Under SFAS No. 143, KLT Gas' reserve
for depreciation and asset retirement liabilities will Increase systematically over the asset life up to the
time of settlement with corresponding charges to expense.

It is anticipated the Company's February 2004 decision to exit the gas business will be accomplished
by the sale of KLT Gas' assets. Management expects the ARO related to the KLT Gas portfolio to be
transferred to the new owners at the time of the sale.

Asset Impalnnent, Including Goodwill and Other Intangible Assets
SFAS No. 144
Long-lived assets and intangible assets subject to amortization are periodically reviewed for impairment
whenever events or changes in circumstances Indicate that the carrying amount of an asset may not be
recoverable as prescribed under SFAS No. 144.

During 2003, KILT Gas management determined that two gas properties were impaired as development
activities indicated a decline In the estimates of future gas production. As a result of the lower
estimated production, the carrying amount of each property exceeded its estimated fair value based
upon discounted estimated future cash flows, which resulted in impairments on the two properties.
Internal and third party models were used to estimate future production volumes, natural gas pricing,
capital expenditures and operating costs. Cash flow models were based on managements current
understanding of prospect geology, well costs and projected operating expenses. Natural gas pricing
assumptions were based on the New York Mercantile Exchange Henry Hub Natural Gas forward curve,
adjusted for basis differentials and other transportation charges. The Impairments totaled $15.2 million
and were recorded as losses In (Gain) Loss on property In Great Plains Energy's consolidated
statement of income and the related $5.9 million tax effects were recorded as reductions to income
taxes resulting in a $9.3 million reduction to earnings In 2003.

Additionally, In the second half of 2003, Great Plains Energy management performed a strategic review
of the KLT Gas natural gas properties (KLT Gas portfolio) and operations. At the direction of the Board
of Directors, management engaged a third party specialist to help evaluate the KLT Gas business and
provide recommendations regarding business strategy, management, staffing and optimization of the
KLT Gas portfolio. The objective of the strategic review was to develop a course of action regarding
KLT Gas operations for the Board of Directors' consideration at its February 2004 meeting. After
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completion of the KLT Gas strategic review, management determined it would recommend a sale of the
KLT Gas portfolio and a plan to exit the gas business at the February 2004 Board of Directors' meeting.

As a result of its decision to recommend a sale of the KLT Gas portfolio and exit the gas business,
Great Plains Energy management engaged a second third party specialist to complete a market
reference valuation analysis of the KLT Gas portfolio. As a result of the KLT Gas strategic review and
market reference valuation analysis having been conducted, an impairment test of the entire KLT Gas
portfolio was performed at December 31, 2003, in accordance with SFAS No. 144, using a probability
weighting of the likelihood of potential outcomes at the February 2004 meeting. The impairment test
considered 1) the scenario of sale of the entire KILT Gas portfolio with fair value determined by a third
party valuation specialist based on estimated market prices and 2) the scenario of hold and use with
fair value determined by risk adjusted discounted cash flows. The impairment test Indicated that the
carrying amount of the KLT Gas portfolio exceeded the probability-weighted fair value, which resulted in
an impairment of $39.3 million. Net of the related tax effect of $15.1 million, the impairment reduced
earnings by $24.2 million.

The accounting estimates related to asset impairments of KLT Gas are highly susceptible to change
from period to period because they require management to make assumptions about future natural gas
production volumes, natural gas pricing, capital expenditure requirements, operating costs and risk
adjusted discount rates. Further, the estimates at December 31, 2003, were impacted by
management's assessment of the probability of potential outcomes related to selling or continuing to
develop the KLT Gas portfolio. As a result of the decision in the first quarter of 2004 to exit the gas
business, the carrying amount of the KLT Gas portfolio will be written down to its estimated realizable
value in the first quarter of 2004.

SFAS No. 142
Goodwill is tested for impairment at least annually and more frequently when indicators of impairment
exist as prescribed under SFAS No. 142, 'Goodwill and Other Intangible Assets." SFAS No. 142
requires that if the fair value of a reporting unit is less than its carrying value including goodwill, the
Implied fair value of the reporting unit goodwill must be compared with its carrying value to determine
the amount of impairment. See Note 6 to the consolidated financial statements for information
regarding the impact of adopting SFAS No. 142 on goodwill and goodwill amortization.

Strategic Energy's 2003 annual impairment test was completed as of September 1, the annual review
date, and there was no Impairment of the Strategic Energy goodwill. At December 31, 2003 and 2002,
the unamortized balance of Strategic Energy goodwill on Great Plains Energy's balance sheet was
$26.1 million.

RSAEs goodwill was reviewed for impairment as of January 1, 2002, as required under the
implementation provisions of SFAS No. 142. Based upon the results of a third party study and
budgeted 2002 revenue, RSAE recorded a $3.0 million Impairment ofi goodwill. The Impairment was
reflected as a cumulative effect to January 1, 2002, of a change in accounting principle.

Management believes that the accounting estimates related to Impairment analyses required under
SFAS No. 142 are critical accounting estimates. The estimates are highly susceptible to change from
period to period because it requires company management to make assumptions about future sales,
operating costs and discount rates over an Indefinite life. Historically, actual margins and volumes have
fluctuated and, to a great extent, fluctuations are expected to continue. The estimates of future margins
are based upon internal budgets, which incorporate estimates of customer growth, business expansion
and weather trends, among other items.
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Strategic Energy - Energy and Energy-related Contract Accounting
Strategic Energy primarily purchases power under long-term forward physical delivery contracts to
supply electricity to its retail energy customers under full requirement sales contracts. Both the forward
purchase contracts and the full requirements sales contracts meet the accounting definition of a
derivative; however, on a majority of the forward purchase derivative contracts and all of the full
requirement sales contracts, Strategic Energy applies the normal purchase normal sale accounting
treatment. Accordingly, Strategic Energy records receivables and revenues generated from the sales
contracts as energy is delivered and consumed by the retail customer. Ukewise, a liability and
purchase power expense are recorded when the energy under long-term forward physical delivery
contracts is delivered to Strategic Energy's retail customers.

An inability to sustain the normal purchase / normal sale accounting treatment for forward purchase
derivative contracts could result In asymmetrical accounting, whereby the timing of the Impact on
operating earnings would differ If normal purchase / normal sale accounting treatment was applied to
the full requirements sales contracts, but the forward purchase derivative contracts no longer qualified
for normal purchase / normal sale accounting treatment.

For forward purchase contracts that do not meet the qualifying criteria for normal purchase / normal
sale accounting treatment, the Company elects cash flow hedge accounting, where appropriate. Under
cash flow hedge accounting, the fair value of the contract Is recorded as a current or long-term
derivative asset or liability. Subsequent changes in the fair value of the derivative assets and liabilities
are recorded on a net basis In OCI and subsequently reclassified as purchased power expense In
Great Plains Energy's consolidated statement of Income as the power Is delivered and/or the contract
settles. Additionally, In the future OCI may have greater fluctuations than historically because of a
larger number of derivative contracts designated for cash flow hedge accounting, but these fluctuations
would not affect current period earnings or cash flows.

Changes in fair value of forward purchase derivative contracts that do not meet the requirements for the
normal purchase / normal sale accounting treatment or cash flow hedge accounting are recorded In
earnings and as a current or long-term derivative asset or liability. The subsequent changes in the fair
value of these contracts could result In earnings volatility as the fair value of the changes in the
associated derivative assets and liabilities are recorded on a net basis in purchased power expense In
Great Plains Energy's consolidated statement of income.

Derivative assets and liabilities consist of a combination of energy and energy-related contracts. While
some of these contracts represent commodities or Instruments for which prices are available from
external sources, other commodities and certain contracts are not actively traded and are valued using
modeling techniques to determine expected future market prices, contract quantities, or both. The
market prices and quantities used to determine fair value reflect management's best estimate
considering various factors. However, future market prices and actual quantities will vary from those
used in recording energy assets and liabilities at fair value, and It Is possible that such variations could
be material.

Market prices for energy and energy-related commodities vary based upon a number of factors.
Changes in market prices will affect the recorded fair value of energy contracts. Changes in the fair
value of energy contracts will affect earnings In the period of the change for contracts under fair value
accounting and OCI In the period of changed for contracts under cash flow hedge accounting, while
changes in forward market prices related to contracts under accrual accounting will affect earnings in
future periods to the extent those prices are realized. Strategic Energy cannot predict whether, or to
what extent, the factors affecting market prices may change, but those changes could be material and
could be either favorable or unfavorable.
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Related Party Transactions
Custom Energy Holdings, LLC. (Custom Energy Holdings) holds 100% of the direct ownership
interests in Strategic Energy. Great Plains Energy holds an 89% indirect ownership position In
Strategic Energy. SE Holdings, L.LC. (SE Holdings) owns the remaining 11% indirect ownership
position In Strategic Energy. Richard Zomnir, President and Chief Executive Officer of Strategic Energy
and certain other employees of Strategic Energy hold direct or indirect interests In SE Holdings. SE
Holdings has a put option to sell all or part of its 11% interest in Strategic Energy (Put Interest) to
Custom Energy Holdings at any time within the 90 days following January 31, 2004, at fair market
value. On February 9, 2004, a letter agreement was entered Into setting forth a procedure for
determining the fair market value of the Put Interest (Letter Agreement). The Letter Agreement
provides for SE Holdings to exercise its put option with respect to all but one unit (0.00001% of issued
and outstanding units) of each of its respective series of ownership interest in Custom Energy Holdings.
Upon closing of such a transaction, which Is anticipated for mid-April 2004, subject to obtaining all
necessary regulatory approvals, SE Holdings would continue to be a member of Custom Energy
Holdings and be represented on the Management Committee of Custom Energy Holdings and Strategic
Energy.

The Letter Agreement further provides that Mr. ZomnIr will remain with Strategic Energy through the
closing of the transaction. Upon consummation of the transaction, Mr. Zomnir will resign. An executive
search is being conducted over the next several months considering both internal and external
candidates for the position of President and Chief Executive Officer of Strategic Energy.

In November 2002, the Board of Directors of the Company approved a merger of Environmental
Lighting Concepts, Inc. (ELC) into IEC to acquire ELC's 6% indirect Interest in Strategic Energy. The
merger resulted in Great Plains Energy holding an 89% indirect Interest in Strategic Energy. Gregory J.
Orman, the former Executive Vice President - Corporate Development and Strategic Planning of the
Company, was the majority shareholder of ELC and received $10.1 million in Company common stock
and a note, which was paid in January 2003. See Note 12 to the consolidated financial statements.

Great Plains Energy Results of Operations

2003 2002 2001
(millions)

Operating revenues $2,149.5 $1,803A $1,399.1
Fuel (160.3) (159.7) (163.8)
Purchased power - KCP&L (53.2) (46.2) (65.2)
Purchased power - Strategic Energy (988.9) (685.4) (329.0)
Other operating expenses (484.5) (470.2) (447.6)
Depreciation and depletion (143.7) (149.2) (157.8)
Gain (loss) on property (30.8) 0.3 (169.9)

Operating Income 308.1 293.0 65.8
Income (loss) from equity Investments (2.0) (1.2) 24.6
Non-operating Income (expenses) (20.8) (22.9) (32.3)
Interest charges (76.2) (87.4) (101.9)
Income taxes (55.5) (48.3) 26.8
Discontinued operations (8.7) (4.0) (7.2)
Cumulative effect of a change

in accounting principle - (3.0)
Net Income (loss) 144.9 126.2 (24.2)
Preferred didends (1.6) (1.7) (1.6)

Earnings (loss) available for common stock $ 143.3 $ 124.5 $ (25.8)
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2003 comoared to 2002
Great Plains Energy's 2003 earnings; as detailed In the table below, increased to $143.3 million, or
$2.07 per share, from $124.5 million, or $1.99 per share, compared to 2002. The issuance of 6.9
million shares In November 2002 diluted 2003 earnings per share by $0.23.

Earnings (Loss) Per
Earnings (Loss) Great Plains Energy Share

2003 2002 2001 2003 2002 2001
(millions)

KCP&L $127.2 $102.9 $ 96.8 $ 1.84 $ 1.64 $ 1.57
Subsidiary operations (1.3) (0.2) 1.7 (0.02) 0.03
Discontinued operations (8.7) (4.0) (7.2) (0.13) (0.06) (0.12)
Cumulative effect of changes

In accounting principles (3.0) - - (0.05)
Consolidated KCP&L 117.2 95.7 91.3 1.69 1.53 1.48

Strategic Energy 39.6 29.7 21.8 0.67 0.48 0.35
KLT Gas (36.9) - 14.3 (0.53) - 0.23
Other non-regulated operations 23.4 (0.9) (153.2) 0.34 (0.02) (2.48)

Great Plains Energy $143.3 $124.5 $ (25.8) $ 2.07 $ 1.99 $ (0.42)

KCP&L's earnings increased $24.3 million in 2003 compared to 2002. Earnings In 2003 include $11.3
million related to the partial settlements of Hawthorn No. 5 litigation. See consolidated KCP&L Results
of Operations for additional Information. KCP&L!s revenue increased $45.0 million primarily due to a
significant Increase In wholesale MWhs sold at higher wholesale prices partially offset by the effect on
retail revenues of the January 2003 Kansas rate reduction. This Increase combined with a decrease in
interest expense more than offset increases in purchased power expense, pension expense and power
plant maintenance expense. The amortization of the Missouri jurisdictional portion of the storm costs
Increased $3.1 million in 2003. In 2002, KCP&L expensed $16.5 million for the Kansas jurisdictional
portion of the storm costs.

Discontinued operations In 2003 Includes a $7.1 million loss on the June 2003 disposition of HSS'
interest In RSAE and continuing losses through the date of disposition of $1.6 million. Losses from
RSAE in 2002 of $4.0 million have been reclassified and presented as discontinued operations.
Additionally, 2002 earnings reflect the $3.0 million cumulative effect to January 1, 2002, of a change in
accounting principle for the adoption of SFAS No. 142 and the associated write-down of RSAE
goodwill.

Strategic Energy's earnings increased $9.9 million In 2003 compared to 2002. The Increase is the
result of a $301.5 million Increase in revenue partially offset by a $283.5 million Increase in purchased
power expense primarily due to a 41% Increase in MWhs sold. This Increase was partially offset by an
Increase In administrative and general expenses including employee related expenses. In addition to
the continued growth, Great Plains Energy's ownership of Strategic Energy was Increased by 6% in the
fourth quarter of 2002.

KLT Gas incurred a loss of $36.9 million in 2003. KLT Gas' 2003 net loss includes after tax operating
losses of $3.4 million and after tax impairments of $33.5 million. The after tax Impairments consist of
charges totaling $9.3 million on two properties In response to lower revised estimates of future gas
production and a fourth quarter 2003 impairment charge of $24.2 million related to the Company's KLT
Gas strategic review and exit plan valuation analysis. See Note 7 to the consolidated financial
statements for additional Information regarding the KLT Gas property Impairments.
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Other non-regulated operations include a $28.1 million after tax gain related to the confirmation of the
DTI bankruptcy. See Note 9 to the consolidated financial statements for additional information
regarding DTI. Other non-regulated operations also included a $2.3 million decrease In earnings
primarily due to higher reductions in affordable housing limited partnerships in 2003 compared to 2002.

2002 comrrared to 2001
Great Plains Energy's 2002 earnings increased to $124.5 million, or $1.99 per share, from a loss of
$25.8 million, or $(0.42) per share, compared to the same period of 2001.

KCP&L's increase in earnings was the result of warmer summer 2002 weather compared to 2001,
continued load growth and a 40% increase in wholesale MWh sales, which combined with other net
positive impacts of the return to service of Hawthorn No. 5 in mid-2001 to more than offset Increased
expenses. The increased expenses Included the January 2002 Ice storm costs and increased pension
expenses.

Discontinued operations for 2002 and 2001 reflect the operations of RSAE, which was disposed of in
June 2003. The 2002 cumulative effect of changes in accounting principles reflects RSAE's write-down
of goodwill due to the adoption of SFAS No. 142.

Strategic Energy's earnings increased $7.9 million; however, 2001 earnings included $15.0 million in
earnings from the sale of power purchased from one supplier under wholesale contracts that expired at
the end of 2001. The increase in 2002, excluding the effect in 2001 of these earnings from wholesale
power sales, was due to continued growth in retail electric sales resulting from increases in customer
accounts and MWhs served. This was partially offset by Increased salaries and benefits and an
increase in income taxes as a result of Increased sales in states with higher income tax rates for the
current year.

During 2002, KLT Gas focused on the acquisition of additional leased acreage and the testing and
development of several unconventional natural gas properties. KLT Gas' earnings in 2001 reflect the
$12.0 million after tax gain on the sale of its 50% equity ownership In Patrick KLT Gas, LLC.

Other non-regulated operations included, among other things, a $3.8 million Increase in earnings
primarily due to lower reductions In affordable housing limited partnerships in 2002 compared to 2001.
Additionally, 2001 reflects $173.8 million related to both DTI operating losses Incurred in 2001 and the
$140.0 million net write-off following DTI's bankruptcy filings at the end of 2001. As a result of DTI's
filing for bankruptcy protection, DTI Is not included in 2002 results of operations. See Note 9 to the
consolidated financial statements for additional information. Additionally, in 2001 prior to KLT
Telecom's purchase of a majority ownership in DTI, DTI completed a tender offer for 50.4% of its
outstanding senior discounted notes. This transaction resulted in a $15.9 million gain on the early
extinguishment of debt.

Consolidated KCP&L
The following discussion of consolidated KCP&L results of operations Includes KCP&L, an integrated
electric utility and HSS, an unregulated subsidiary of KCP&L References to KCP&L, in the discussion
that follows, reflect only the operations of the integrated electric utility.

Consolidated KCP&L Business Overview
As an integrated, regulated electric utility, KCP&L engages in the generation, transmission, distribution
and sale of electricity.

KCP&L has over 4,000 MW of generating capacity. Five combustion turbine units added 385 MW of
peaking capacity In 2003. KCP&L has entered into a five-year construction and synthetic operating
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lease transaction with a Lease Trust for the five combustion turbines. In accordance with FIN No. 46,
KCP&L consolidated the Lease Trust in the fourth quarter of 2003.

KCP&L has transmission and distribution facilities that served almost 490,000 customers as of
December 31,2003. KCP&L continues to experience load growth approximating the historical average
of 2.0% to 2.5% annually through Increased customer usage and additional customers. Rates charged
for electricity are below the national average.

Customers of KCP&L set a record peak demand for the consumption of electricity on August 21,2003.
The all-time one-hour peak reached 3,610 MW when the downtown Kansas City, Missouri temperature
was 105 degrees. A growing customer base and the extreme temperature contributed to the new peak.
The previous summer peak for KCP&L of 3,374 MW was set August 28,2000.

At the end of January 2002, a severe ice storm occurred throughout large portions of the Midwest,
including the greater Kansas City metropolitan area. Total costs related to the January ice storm were
approximately $51.3 million of which $14.7 million were capital expenditures and therefore charged to
utility plant. KCP&L expensed a total of $16.5 million in 2002 for the Kansas jurisdictional portion of the
storm costs and deferred $20.1 million of the storm costs applicable to Missouri.

See Item 1. Business, KCP&L section for information regarding the FERC Order 2000 and Notice of
Proposed Rulemaking to Remedy Undue Discrimination through Open Access Transmission Service
and Standard Electricity Market Design.

KCP&L has a wholly-owned subsidiary, HSS, that holds a residential services Investment, Worry Free.
Worry Free is no longer actively pursuing new customers and management does not anticipate any
significant additional capital investments in Worry Free. In June 2003, HSS completed the disposition
of its interest in RSAE.
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Consolidated KCP&L Results of Operations
The following table summarizes consolidated KCP&L's comparative results of operations.
Consolidated KCP&L results of operations Include KCP&L, an integrated electric utility and HSS. For
comparative purposes only, 2001 is presented below excluding the results of operations for KLT Inc.
and subsidiaries and GPP, which were transferred to Great Plains Energy on October 1,2001. For
comparison 2001 presented below should only be used in the context of the discussion and analysis
that follows.

Subsidiaries
For transferred

Comparison to Great
2003 2002 2001 Plains Energy 2001

(millions)
Operating revenues $1,057.0 $1,012.8 $ 970.9 $317.2 $1,288.1
Fuel (160.3) (159.7) (163.8) - (163.8)
Purchased power (53.2) (48.2) (65.2) (239.7) (304.9)
Other operating expenses (422.6) (411.6) (367.0) (60.7) (427.7)
Depreciation and depletion (141.0) (145.5) (137.7) (14.3) (152.0)
Gain (loss) on property 1.6 0.2 (0.1) 23.7 23.6

Operating Income 281.5 250.0 237.1 26.2 263.3
Income (loss) from equity investments - - (0.1) 24.8 24.5
Non-operating income (expenses) (1.8) (4.1) (7.7) (17.5) (25.2)
Interest charges (70.3) (80.3) (78.4) (17.8) (96.2)
Income taxes (83.5) (62.9) (51.3) 11.8 (39.5)
Discontinued operations (8.7) (4.0) (7.2) - (7.2)
Cumulative effect of a change

in accounting principle - (3.0) - - -

Net income 117.2 95.7 92.4 27.3 119.7
Preferred dividends - - (1.1) - (1.1)

Earnings available for common stock $ 117.2 $ 95.7 $ 91.3 $ 27.3 $ 118.6

As described in Item 3. Legal Proceedings, KCP&L filed suit against multiple defendants who are
alleged to have responsibility for the 1999 Hawthorn No.5 boiler explosion. KCP&L and its primary
insurance company have entered into a subrogation allocation agreement under which recoveries in
this suit are generally allocated 55% to the primary insurance company and 45% to KCP&L As of
December 31, 2003, various defendants have settled with KCP&L in this litigation, resulting in KCP&L
recording $35.8 million under the termns of the subrogation allocation agreement. The amount recorded
in 2003 earnings related to the loss of use of the plant was approximately $18.5 million ($11.3 million
net of income taxes). The effect was to increase wholesale revenues $2.7 million, decrease fuel
expense $4.0 million and decrease purchased power expense $11.8 million. The remaining $17.3
million was recorded as a recovery of capital expenditures.

Consolidated KCP&L's income from continuing operations increased $23.2 million In 2003 compared to
2002. KCP&L's revenue increased $45.0 million primarily due to a significant Increase in wholesale
MWhs sold at higher wholesale prices partially offset by the effect on retail revenues of the January
2003 Kansas rate reduction. Revenues also increased due to the partial settlements of Hawthorn No. 5
litigation discussed above of $2.7 million. This increase In revenues combined with a $10.4 million
decrease in interest expense and $4.4 million decrease In depreciation expense more than offset
increases of $7.0 million In purchased power expense, $11.3 million In pension expense, $6.7 million in
power plant maintenance expense and $3.3 million in transmission expense. The amortization of the
Missouri jurisdictional portion of the storm costs increased $3.1 million in 2003. In 2002, KCP&L
expensed $16.5 million for the Kansas jurisdictional portion of the storm costs.
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Consolidated KCP&L's Income from continuing operations Increased $3.1 million in 2002 compared to
2001, as a result of warmer summer 2002 weather compared to 2001, continued load growth and a
40% increase In wholesale MWh sales. These factors combined with other net positive impacts of the
return to service of Hawthorn No. 5 In mid-2001 to more than offset increased expenses. The
increased expenses included $18.0 million of January 2002 Ice storm costs and $25.4 million in
Increased KCP&L administrative and general expenses primarily attributable to Increased pension
expenses.

Discontinued operations In 2003 Includes a $7.1 million loss on the June 2003 disposition of HSS'
interest In RSAE and continuing losses through the date of disposition of $1.6 million. Losses from
RSAE of $4.0 million and $7.2 million In 2002 and 2001, respectively, have been reclassified and are
presented as discontinued operations. Additionally, 2002 earnings reflect the $3.0 million cumulative
effect to January 1, 2002, of a change In accounting principle for the adoption of SFAS No. 142 and the
associated write-down of RSAE goodwill.

Consolidated KCP&L Sales Revenues and MWh Sales

2003 Change 2002 Change 2001
Retail revenues (millions)

Residential $ 361.5 (2) $ 367.4 5 $ 348.8
Commercial 417.6 - 418.6 2 411.8
Industrial 95.0 1 93.7 (10) 103.9
Other retail revenues 8.7 - 8.6 3 8.3

Total retail 882.8 (1) 888.3 2 872.8
Wholesale revenues 157.5 46 108.0 36 79.3
Other revenues 14.6 8 13.6 (12) 15.4

KCP&L electric revenues 1,054.9 4 1,009.9 4 967.5
Subsidiary revenues 2.1 (28) 2.9 (14) 3.4

Consolidated KCP&L revenues $ 1,057.0 4 $ 1,012.8 4 $ 970.9

2003 Change 2002 Change 2001
Retail MWh sales (thousands)

Residential 5,047 1 5,004 6 4,729
Commercial 6,933 - 6,902 2 6,798
Industrial 2,035 3 1,968 (8) 2,130
Other retail MWh sales 85 2 83 6 78

Total retail 14,100 1 13,957 2 13,735
Wholesale MWh sales 5,777 16 4,969 40 3,558

KCP&L electric MWh sales 19,877 5 18,926 9 17,293

Retail revenues decreased $5.5 million In 2003 compared to 2002. The Kansas rate reduction effective
January 1, 2003, decreased retail revenues approximately $12.5 million In 2003. See Critical
Accounting Policies for additional Information. This reduction was partially offset by continued load
growth in 2003. Load growth consists of higher usage-per-customer and the addition of new
customers. Retail revenues Increased $15.5 million in 2002 compared to 2001 due to warmer 2002
summer weather and continued load growth, which included Increased residential and commercial
revenues of $25A million mostly offset by a reduction In Industrial revenues. The reduction in Industrial
revenues was primarily due to a weakened economy and the loss of $4.4 million In revenues from one
of KCP&L's major industrial customers. The average number of residential and commercial customers
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increased approximately 1% and 2%, respectively, in 2003 compared to 2002. The average number of
both residential and commercial customers Increased approximately 2% in 2002 compared to 2001.

Wholesale revenues increased $49.5 million in 2003 compared to 2002, which In 2003, includes $2.7
million related to the partial settlements of Hawthorn No. 5 litigation. Wholesale revenues increased
$28.7 million in 2002 compared to 2001. Bulk power sales, the major component of wholesale sales,
vary with system requirements, generating unit and purchased power availability, fuel costs and
requirements of other electric systems. These factors, combined with a more focused sales effort,
helped increase MWh sales 16% In 2003 compared to 2002 and 40% In 2002 compared to 2001. This
accounted for approximately 30% of the revenue variance in 2003 compared to 2002 and 91% of the
revenue variance in 2002 compared to 2001. Approximately 70% of the revenue variance in 2003
compared to 2002 was due to average market prices per MWh of power sold in 2003 increasing 33% to
$27.27. The increase was driven by higher natural gas prices. Wholesale revenues in 2002 also
increased $1.7 million compared to 2001 due to additional capacity sales beginning in the last half of
2001. Less than 1% of revenues reflect rates that include an automatic fuel adjustment provision.

KCP&L Fuel and Purchased Power
The fuel cost per MWh generated and the purchased power cost per MWh has a significant Impact on
the results of operations for KCP&L. Generation fuel mix can change the fuel cost per MWh generated
substantially. In 2003, KCP&L experienced a record coal base load capacity factor of 77%. The coal
base load fleet achieved a record level of generation of over 15 million MWhs, a 6% increase compared
to 2002. Nuclear fuel costs per MWh generated remain substantially less than the cost of coal per
MWh generated. Replacement power costs for planned Wolf Creek outages are accrued evenly over
the unit's operating cycle. KCP&L expects its cost of nuclear fuel to remain fairly constant through the
year 2008. Coal has a significantly lower cost per MWh generated than natural gas and oil. KCP&L's
procurement strategies continue to provide delivered coal costs below the regional average. Fossil
plants averaged 75% of total generation and the nuclear plant the remainder over the last three years.
The cost per MWh for purchased power Is significantly higher than the fuel cost per MWh of coal and
nuclear generation. KCP&L continually evaluates its system requirements, the availability of generating
units, availability and cost of fuel supply, availability and cost of purchased power and the requirements
of other electric systems to provide reliable power economically.

Fuel expense increased $0.6 million in 2003 compared to 2002 primarily due to a 3% increase in MWhs
generated. This increase was partially offset by a lower average fuel cost per MWh generated due to
increased coal and less natural gas and oil in the fuel mix and a $4.0 million decrease related to the
partial settlements of Hawthorn No. 5 litigation. Fuel costs decreased $4.1 million in 2002 compared to
2001, despite a 12% increase in generation. Lower fuel cost per MWh generated due to additional coal
and less natural gas and oil in the fuel mix was the primary reason for the decline in fuel costs. The
return to service of Hawthorn No. 5, a low cost coal-fired unit, in mid-2001 contributed to the change In
generation fuel mix. Significantly lower natural gas prices and a reduction in the cost of uranium during
2002 also contributed to the lower fuel cost.

Purchased power expense increased $7.0 million in 2003 compared to 2002. Excluding the $11.8
million related to the partial settlements of Hawthorn No. 5 litigation, approximately 60% of the Increase
In 2003 is attributable to a 31% increase In the price per MWh driven primarily by Increased natural gas
prices. MWhs purchased Increased 27% In 2003 compared to 2002 due to increased customer needs.
Purchased power expenses decreased $19.0 million In 2002 compared to 2001. Cost per MWh
purchased decreased approximately 31% in 2002 compared to 2001 due to regional energy availability,
a less volatile energy market and decreased MWh purchases during peak hours. Also contributing to
the decrease was a 15% decrease in MWhs purchased due to the increased availability of KCP&L's
generating units.
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Consolidated KCP&L Other Operating Expenses (including operatIng, maintenance and general
taxes)
Consolidated KCP&Ls other operating expenses increased $11.0 million In 2003 compared to 2002
primarily due to the following:
* amortizing an additional $3.1 million of the Missouri jurisdictional portion of the January 2002 ice

storm in 2003
* Increased pension expense of $11.3 million primarily due to a significant decline In the market value

of plan assets
* Increased plant maintenance expense of $6.7 million for plant outages and
* increased transmission expenses of $3.3 million primarily due to Increased usage charges as a

result of the increased wholesale MWh sales and increased MWh of purchased power
* lower maintenance expense in 2003 due to expensing in 2002 the $16.5 million of the Kansas

jurisdictional portion of the January 2002 ice storm.

Consolidated KCP&L's other operating expenses Increased $44.6 million In 2002 compared to 2001
primarily due to the following:
* expensing the $16.5 million Kansas jurisdictional portion of the January 2002 Ice storm and

amortizing $1.5 million of the Missouri jurisdictional portion of the Ice storm
* increased administrative and general expenses:

* increased pension expense of $17.7 million due to a significant decline in the market value of
plan assets

* Increased injuries and damages expenses of $3.3 million resulting from additional claims and
the settlement of outstanding claims

* increased general taxes of $3.2 million primarily due to Increases In property tax levy rates.

Consolidated KCP&L Depreciation
Consolidated KCP&L's depreciation expense decreased $4.5 million in 2003 compared to 2002.
Depreciation expense decreased approximately $7.7 million due to the change to a 60-year Ife for Woff
Creek pursuant to the 2002 KCC stipulation and agreement. See Critical Accounting Policies,
Regulatory Matters for additional Information. This decrease was partially offset by increased
depreciation expense of $2.2 million related to capital additions and $1.3 million as a result of the
consolidation of the Lease Trust. See Note 13 of the consolidated financial statements for additional
information regarding consolidation of the Lease Trust.

Consolidated KCP&L's depreciation expense increased $7.8 million In 2002 compared to 2001 primarily
due to increased capital additions relating to Hawthom No. 5, which was returned to service mid-2001.
Additionally, KCP&L exercised Its purchase option on the previously leased Hawthorn No. 6 unit in late
2001.

Consolidated KCP&L Interest Charges
Consolidated KCP&L's Interest charges decreased $10.0 million In 2003 compared to 2002. KCP&L's
long-term debt interest expense decreased $9.3 million In 2003 compared to 2002 primarily due to
lower levels of outstanding long-term debt as a result of the repayment of $124.0 million of medium-
term notes in 2003. Lower average Interest rates in 2003 compared to 2002 also contributed to the
decrease.

Consolidated KCP&L's Interest charges Increased $1.9 million In 2002 compared to 2001. KCP&12s
long-term debt interest expense increased $3.0 million in 2002 compared to 2001, primarily due to
higher average levels of long-term debt outstanding. Lower average rates on variable rate long-term
debt partially offset the higher average levels of long-term debt. The higher average levels of debt
outstanding primarily reflect the issuances of long-term debt in 2001 and the 2002 issuance of $225.0
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million of unsecured, fixed-rate senior notes partially offset by $227.0 million of scheduled debt
repayments during 2002.

KCP&L's short-term debt interest expense decreased $7.7 million in 2002 compared to 2001. Average
interest rates were down more than 50% and average levels of outstanding commercial paper were
down more than 70% in 2002 compared to 2001. KCP&L had no commercial paper outstanding at
December 31, 2002.

Allowance for borrowed funds used to finance construction decreased $8.2 million in 2002 compared to
2001 due to decreased construction work in progress primarily due to the return to service of Hawthorn
No. 5 in mid-2001.

Wolf Creek
Wolf Creek, a nuclear unit, is 20% of KCP&L's base load generating capacity and 14% of KCP&L's total
generating capacity, including the 2003 addition of five leased combustion turbines that added peaking
capacity. Wolf Creek's operating performance has remained strong over the last three years,
contributing an average of 24% of KCP&L's annual MWh generation while operating at an average
capacity of 92%. Wolf Creek has the lowest fuel cost per MWh generated of any of KCP&L's
generating units.

KCP&L accrues the Incremental operating, maintenance and replacement power costs for planned
outages evenly over the unit's operating cycle, normally 18 months. As actual outage expenses are
incurred, the refueling liability and related deferred tax asset are reduced. Wolf Creek returned to
service on December 2, 2003, following a scheduled 36-day refueling and maintenance outage that
was extended 10 days for a reactor head assembly inspection. The extension did not have a material
impact on KCP&L's 2003 results of operations. The next outage is scheduled for the spring of 2005
and is estimated to be a 28-day outage.

Wolf Creek's assets represent approximately 32% of KCP&L's assets and its operating expenses
represent approximately 18% of KCP&L's operating expenses. An extended shut-down of Wolf Creek
could have a substantial adverse effect on KCP&L's business, financial condition and results of
operations because of higher replacement power and other costs. Although not expected, the NRC
could Impose an unscheduled plant shut-down, reacting to safety concerns at the plant or other similar
nuclear units. If a long-term shut-down occurred, the state regulatory commissions could reduce rates
by excluding the Wolf Creek investment from rate base.

There has been significant opposition and delays to development of a low-level radioactive waste
disposal facility. See Note 13 to the consolidated financial statements for additional information. An
Inability to complete this project would require KCP&L to write-off its net investment in the project,
which was $7.4 million at December 31, 2003. KCP&L, and the other owners of Wolf Creek, could also
still be required to participate in development of an alternate site.

Ownership and operation of a nuclear generating unit exposes KCP&L to risks regarding
decommissioning costs at the end of the units life and to potential retrospective assessments and
property losses in excess of Insurance coverage. These risks are more fully discussed in the related
sections of Notes 1 and 13 to the consolidated financial statements.
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KCP&L Projected Utility Capital Expenditures
Total utility capital expenditures, excluding allowance for funds used to finance construction, were
$148.7 million, $132.0 million and $262.0 million In 2003,2002 and 2001, respectively. Utility capital
expenditures projected for the next three years are as follows:

2004 2005 2006
(millions)

Generating facilities $ 47.8 $ 57.6 $ 54.4
Nuclear fuel 21.1 0.6 22.0
Distribution and transmission facilities 67.9 70.3 56.8
General facilities 44.9 8.5 9.7

Total $181.7 $137.0 $142.9

This utility capital expenditure plan is subject to continual review and change. General facilities In 2004
Includes a $30 million expenditure to buy out the operating lease for vehicles and heavy equipment.
KCP&L is currently evaluating purchase and construction options to meet capacity and energy
requirements in 2005 and thereafter. Consequently, the table does not reflect utility capital
expenditures for new capacity.

Strategic Energy

Strategic Energy Business Overview
Strategic Energy provides retail electricity services by entering Into long-term contracts with Its
customers to supply electricity. In return, Strategic Energy receives an ongoing management fee,
which Is included in the contracted sales price for the electricity. Of the states that offer retail choice,
Strategic Energy operates In California, Massachusetts, Michigan, New Jersey, New York, Ohio,
Pennsylvania and Texas. Strategic Energy Is targeting expansion into Connecticut and Maryland In
2004, as well as expansion Into additional utility territories in Ohio and Texas. Strategic Energy also
provides strategic planning and consulting services in the natural gas and electricity markets.

Great Plains Energy's indirect ownership In Strategic Energy currently totals 89%. In the normal course
of business, Great Plains Energy and KLT Inc. provide financial or performance assurance to third
parties on behalf of Strategic Energy In the form of guarantees to those third parties. Additionally,
Great Plains Energy provides guarantees and indemnities supporting letters of credit and surety bonds
obtained by Strategic Energy. These agreements are entered into primarily to support or enhance the
creditworthiness otherwise attributed to Strategic Energy on a stand-alone basis, thereby facilitating the
extension of sufficient credit to accomplish Strategic Energy's Intended business purposes.

At December 31, 2003, Strategic Energy provided retail electricity services on behalf of approximately
48,000 commercial, institutional and small manufacturing accounts. Strategic Energy's diverse
customer base, totaling over 6,800 customers, Includes numerous Fortune 500 companies, smaller
companies, and governmental entities. Based solely on current signed contracts and expected usage,
Strategic Energy has forecasted future MWh commitments of 16.3 million, 10.1 million and 3.1 million
for the years 2004 through 2006, respectively. Strategic Energy expects to deliver additional MWh
sales In these years through growth In existing markets by re-signing existing customers and by signing
new customers as well as through expansion Into new markets. Strategic Energy's projected MWh
sales for 2004 based on signed contracts and expected additional MWh sales are In the range of 19
million to 21 million MWhs.

Strategic Energy maintains a commodity-price risk management strategy that uses forward physical
energy purchases and derivative Instruments to minimize significant, unanticipated earnings
fluctuations caused by commodity-price volatility. As a result of supplying electricity to retail customers
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under fixed rate contracts, Strategic Energy's policy is to match customers' demand with fixed price
purchases. In certain markets where Strategic Energy operates, entering into forward fixed price
contracts is cost prohibitive. Derivative instruments, primarily swaps, are used to limit the unfavorable
effect that price increases will have on electricity purchases. These instruments effectively fix the future
purchase price of electricity, protecting Strategic Energy from price volatility.

See Item 1. Business, Strategic Energy section for information regarding the FERC Notice of Proposed
Rulemaking to Remedy Undue Discrimination through Open Access Transmission Service and
Standard Electricity Market Design.

Strategic Energy Supplier ConcentratIon and Credit Risk
Credit risk represents the loss that Strategic Energy could Incur if a counterparty failed to perform under
its contractual obligations. To reduce its credit exposure, Strategic Energy enters into payment netting
agreements with certain counterparties that permit Strategic Energy to offset receivables and payables
with such counterpartles. Strategic Energy further manages credit risk with certain counterparties by
entering into agreements that enable Strategic Energy to terminate the transaction or modify collateral
thresholds upon the occurrence of credit-related events.

Based on guidelines set by its Exposure Management Committee, Strategic Energy monitors its
counterparty credit risk by routinely evaluating the credit quality and performance of its suppliers.
Among other things, Strategic Energy monitors counterparty credit ratings, liquidity and results of
operations. As a result of these evaluations, Strategic Energy may, among other things, establish
counterparty credit limits and adjust the amount of collateral required from its suppliers.

Strategic Energy enters into forward contracts with multiple suppliers. At December 31, 2003, Strategic
Energy's five largest suppliers under forward supply contracts represented 65% of the total future
committed purchases. Strategic Energy's five largest suppliers, or their guarantors, are rated
Investment grade. In the event of supplier non-delivery or default, Strategic Energy's results of
operations could be affected to the extent the cost of replacement power exceeded the combination of
the contracted price with the supplier and the amount of collateral held by Strategic Energy to mitigate
its credit risk with the supplier. Strategic Energy's results of operations could also be affected, in a
given period, if it was required to make a payment upon termination of a supplier contract to the extent
that the contracted price with the supplier exceeded the market value of the contract at the time of
termination.
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The following table provides information on Strategic Energy's credit exposure, net of collateral, as of
December 31, 2003. It further delineates the exposure by the credit rating of counterparties and
provides guidance on the concentration of credit risk and an indication of the maturity of the credit risk
by credit rating of the counterparties.

Number Of Net Exposure Of
Counterpartles Counterpartes

Exposure Greater Than Greater Than
Before Credit Credit Net 10% Of Net 10% of Net

Rating Collateral Collateral Exposure Exposure Exposure
(millions) (millions)

External rating
Investment Grade $ 8.8 $ - $ 8.8 2 $ 8.7
Non-investment Grade 19.6 13.9 5.7 1 5.6

Internal rating
Investment Grade 0.1 - 0.1 - -
Non-investment Grade 16.9 16.9 -

Total $ 45.4 $ 30.8 $ 14.6 3 _ $ 14.3

Maturity Of Credit Risk Exposure Before Credit Collateral
Exposure

Less Than Greater Than
Rating 2 Years 2 -5 Years 5 Years Total Exposure

(millions)
External rating

Investment Grade $ 6.0 $ 3.8 $ - $ 8.8
Non-investment Grade 10.1 7.9 1.6 19.6

Internal rating
Investment Grade 0.1 - - 0.1
Non-Investment Grade 12.8 3.6 0.5 16.9

Total $ 28.0 $ 15.3 $ 2.1 $ 45.4

External ratings are determined by using publicly available credit ratings of the counterparty. If a
counterparty has provided a guarantee by a higher rated entity, the determination has been based on
the rating of its guarantor. Internal ratings are determined by, among other things, an analysis of the
counterparty's financial statements and consideration of publicly available credit ratings of the
counterparty's parent. Investment grade counterparties are those with a minimum senior unsecured
debt Standard & Poor's rating of BBB- or a Moody's rating of Baa3. Exposure before credit collateral
has been calculated considering all netting agreements in place, netting accounts payable and
receivable exposure with net mark-to-market exposure. Exposure before credit collateral is Impacted
primarily by the power supply volume under contract with a given counterparty and the relationship
between current market prices and contracted power supply prices. Credit collateral includes the
amount of cash deposits, guarantees and letters of credit received from counterparties. Net exposure
has only been calculated for those counterparties to which Strategic Energy is exposed and excludes
counterparties exposed to Strategic Energy.

At December 31, 2003, Strategic Energy had exposure before credit collateral to non-investment grade
counterparies totaling $36.5 million of which 63% Is scheduled to mature in less than two years. In
addition, Strategic Energy held collateral totaling $30.8 million limiting its net exposure to these non-
Investment grade counterparties to $5.7 million at December 31, 2003.

In July 2003, Mirant filed a voluntary petition for reorganization under Chapter 11 of the U.S.
Bankruptcy Code. The bankruptcy court entered an Interim Order, which ordered Mirant to comply with
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the terms of its prepetition trading contracts. In accordance with the Master Power Purchase and Sale
Agreement and the ISDA Master Agreement between Strategic Energy and Mirant, the $10.0 million
collateral threshold limit In both agreements was reduced to zero upon the bankruptcy filing. Since that
time, Mirant and Strategic Energy have continued to perform under the conditions of their agreements.
The Interim Order was finalized and Mirant has assumed its contracts with Strategic Energy.

Strategic Energy is continuing to pursue a strategy of contracting with national and regional
counterpartles that have direct supplies and assets in the region of demand. Strategic Energy Is also
continuing to address counterparty Issues with strict margining and collateral requirements, netting of
credit exposures against payable balances, preferences for higher credit quality counterparties and, in
some cases, replacement of lower quality counterparty contracts.

Strategic Energy Results of OperatIons
The following table summarizes Strategic Energy's comparative results of operations.

2003 2002 2001
(millions)

Operating revenues $1,091.0 $ 789.5 $ 411.9
Purchased power (968.9) (685.4) (329.0)
Other operating expenses (42.1) (37.6) (38.7)
Depreciation (1.7) (0.9) (0.3)

Operating Income 78.3 65.6 43.9
Non-operating income (expenses) (8.1) (10.4) (6.4)
Interest charges (0.4) (0.3) (0.5)
Income taxes (30.2) (25.2) (15.2)
Net income $ 39.6 $ 29.7 $ 21.8

Strategic Energy's net income increased $9.9 million In 2003 compared to 2002. The increased net
income is primarily due to continued growth In retail electric sales from the expansion into new markets
and continued sales efforts in existing markets. In addition to continued growth, Great Plains Energy's
ownership of Strategic Energy was increased by 6% in the fourth quarter of 2002. These Increases
were partially offset by increased general and administrative expenses including employee related
expenses. Also, revenues less purchased power divided by MWh sold (gross margin per MWh)
decreased to $7.34 In 2003 compared to $8.70 in 2002. The decrease in gross margin per MWh in
2003 compared to 2002 was primarily due to the roll-off of higher margin contracts that were obtained
during periods of high market price volatility in late 2000 and early 2001 and to a lesser extent market
conditions, including increased competition. Strategic Energy currently expects the gross margin per
MWh on new customer contracts to average $5.00 to $6.00 and the gross margin per MWh on total
customer contracts to average $6.20 to $6.50 in 2004.

Strategic Energy's net income increased $7.9 million in 2002 compared to 2001; however, 2001 net
income included earnings of $15.0 million from the sale of power purchased from one supplier under
wholesale contracts that expired at the end of 2001. The increased net income in 2002 compared to
2001 is primarily due to continued growth In retail electric sales from the expansion into new markets
and continued sales efforts in existing markets, partially offset by increased labor and benefits as well
as other general and administrative expenses and income taxes due to increased sales in states with
higher income tax rates.
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Strategic Energy Operating Revenues
Operating revenues from Strategic Energy increased $301.5 million In 2003 compared to 2002 and
$377.6 million In 2002 compared to 2001 as shown In the following table.

2003 Change 2002 Change 2001
(millions)

Electric- Retail $ 1,063.2 40 $ 759.5 142 $ 313.3
Electric - Wholesale 26.5 (8) 28.8 (65) 82.7
Gas and other 1.3 8 1.2 (92) 15.9
Total Operating Revenues $ 1,091.0 38 $ 789.5 92 $ 411.9

At December 31, 2003, Strategic Energy served over 6,800 customers, a 31% Increase from
approximately 5,200 customers at the end of 2002. Customers at the end of 2002 Increased 53% from
3,400 customers at the end of 2001. These customers represented approximately 48,000 accounts at
the end of 2003, a 45% Increase from approximately 33,000 accounts at the end of 2002. Accounts at
the end of 2002 Increased 69%/ from approximately 19,500 accounts at the end of 2001.

Retail electric revenues increased $303.7 million In 2003 compared to 2002 primarily due to increased
retail MWh sales. Retail MWhs sold Increased approximately 41% to 16.6 million In 2003 from 11.8
million in 2002. The Increase In MWh sales resulted primarily from effective sales efforts in re-signing
approximately 80% of existing customers as well as signing new customers In markets in which
Strategic Energy continued to experience favorable conditions for growth. MWh sales In Califoomia
increased 70°% to 5.5 million In 2003 from 3.2 million in 2002 and MWh sales in Texas increased 58%
to 4.5 million In 2003 from 2.8 million In 2002.

Retail electric revenues Increased $446.2 million in 2002 compared to 2001 primarily due to Increased
retail MWh sales, partially offset by an 8% decrease in average retail revenues per MWh. Retail MWhs
sold Increased 162% to 11.8 million In 2002 from 4.6 million in 2001, primarily from continued growth In
existing markets and expansion Into new markets during 2002. Growth In existing markets came
primarily from strong sales efforts in re-signing existing customers as well as signing new customers.
Expansion into new markets contributed 2.8 million in MWh sales and approximately $166 million of
retail electric revenues during 2002. Several factors contribute to changes in the average retail
revenues per MWh, Including the underlying price of the commodity, the nature and type of products
offered and the mix of sales by geographic market.

Strategic Energy Purchased Power
Strategic Energy primarily purchases power under long-term forward physical delivery contracts to
supply electricity to Its retail energy customers based on projected usage. Strategic Energy sells any
excess retail supply of electricity back into the wholesale market. The proceeds from the sale of excess
supply of electricity are recorded as a reduction of purchased power. The amount of excess retail
supply sales that reduced purchased power was $160.4 million, $126.4 million and $95.6 million in
2003, 2002 and 2001, respectively.

Strategic Energy utilizes derivatives in the procurement of electricity that are economic hedges but not
considered accounting hedges. Accordingly, changes in the fair value of these derivative instruments
are recorded as a component of purchased power. The amounts were Insignificant for all periods
presented.

As previously discussed, Strategic Energy operates in several retail choice electricity markets. The
cost of supplying electricity to retail customers can vary widely by geographic market This variability
can be affected by many factors Including, among other items, geographic differences in the cost per
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MWh of purchased power and capacity charges due to regional purchased power availability and
requirements of other electricity providers and differences In transmission charges. However, Strategic
Energy has mitigated the effects of higher supply costs by entering into long-term, full-requirements
contracts with customers that are priced to the customers based on the cost of the associated supply
contract.

Purchased power increased $283.5 million in 2003 compared to 2002 and increased $356.4 million in
2002 compared to 2001 primarily due to the increases in electric MWh sales discussed above.
Additionally, purchased power expense as a percentage of electric revenues increased in 2002
compared to 2001 primarily due to purchases of power from one supplier during 2001 under wholesale
contracts that expired at the end of 2001.

Strategic Energy Other Operating Expenses
Strategic Energy's other operating expenses as a percentage of operating revenues decreased to 3.9%
In 2003 from 4.8% and 9.4% 2002 and 2001, respectively, due to Strategic Energy's efforts In
leveraging its infrastructure and the effects of achieving economies of scale. Other operating expenses
increased $4.5 million in 2003 compared to 2002 primarily due to higher labor and benefit costs from
the addition of employees and higher other general and administrative expenses associated with higher
sales volumes, geographic market expansion, and regulatory and market development initiatives.

Other operating expenses decreased $1.1 million in 2002 compared to 2001 primarily due to a $15.5
million decrease in the cost of commercial gas sales from Strategic Energy's natural gas retail supply
service, which was phased out by the end of 2001. This decrease was mostly offset by increased labor
and benefit costs from the addition of employees and increasing health care related costs, higher profit
sharing and deferred compensation expense which are tied to earnings and financial performance, and
higher other general and administrative expenses associated with higher sales volumes, geographic
market expansion, and regulatory and market development initiatives.

Strategic Energy Non-operating Income (Expenses)
Strategic Energy's non-operating Income (expenses) includes non-operating Income less minority
interest expense and non-operating expenses. Minority interest expense represents the share of
Strategic Energy's net income not attributable to Great Plains Energy's indirect ownership interest in
Strategic Energy. Non-operating income (expenses) decreased $2.3 million in 2003 compared to 2002
primarily due to a $1.7 million decrease in minority interest expense resulting from Great Plains
Energy's acquisition of an additional 6%h indirect ownership interest in Strategic Energy during the
fourth quarter of 2002. Non-operating income (expenses) increased $4.0 million in 2002 compared to
2001 primarily due to a gain of $1.4 million recognized on the sale of gas contracts during the second
quarter of 2001 and an increase In minority interest expense of $2.8 million.

KLT Gas

KLT Gas Business Overview and Plan to Exit the Gas Exploration and Development Business
In February 2004, the Great Plains Energy Board of Directors approved managements
recommendation to sell the KLT Gas portfolio and exit the gas business. The Company evaluated this
business and determined the amount of capital and the length of time required for development of
reserves and production, combined with the earnings volatility of the exploration process, are no longer
compatible with the Company's strategic vision. Management will continue to operate the KLT Gas
portfolio during the sale process, which it expects to complete during 2004. See Note 7 to the
consolidated financial statements for additional information.

In addition to the first quarter 2004 write down of the KLT Gas portfolio to its estimated realizable value
discussed in Note 7 to the consolidated financial statements, management expects to incur losses
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during 2004 to operate KLT Gas while it markets the KLT Gas portfolio for sale. Management
estimates the 2004 losses to operate KILT Gas will approximate $6.0 million before taxes, which after
taxes would reduce 2004 earnings by approximately $4.0 million. The after tax losses will be reflected
as a loss from discontinued operations in Great Plains Energy's consolidated statements of income In
the periods Incurred. The estimated losses to operate KLT Gas anticipate completion of a sale of the
KLT Gas portfolio at December 31, 2004. The ultimate Impact to Great Plains Energys consolidated
statements of income for 2004 will be different than the estimates to the extent costs to operate deviate
from the budget and/or the timing of the KLT Gas portfolio sale deviates from December 31, 2004.

Prior to the decision to exit the business, KLT Gas focused on exploring for, developing, and producing
unconventional natural gas resources, including coalbed methane properties. KLT Gas' leased
properties are primarily located in Colorado, Kansas and Wyoming with some leases In Nebraska and
Texas.

In 2003, KLT Gas completed the sale of approximately 30,000 undeveloped acres In Kansas. KLT Gas
follows the full cost accounting method for Its natural gas properties, under which the acreage sale was
accounted for as an adjustment to capitalized costs with no gain recognized in earnings.

In 2003, KLT Gas leased additional acreage in the Rocky Mountain region. Exploration of portions of
the newly acquired acreage commenced in the third quarter of 2003. In addition, KLT Gas continued to
test a new prospect in Colorado as well as the development of a pilot project in the Powder River Basin
and two additional projects in the Rocky Mountain region.

See Note 1, Natural Gas Properties section, to the consolidated financial statements for information
regarding the effect of SFAS No. 141, wBusiness Combinations and SFAS No. 142 on KILT Gas'
contractual mineral rights included In gas property and investments on Great Plains Energy's
consolidated balance sheet.

KLT Gas Results of Operations
The following table summarizes KLT Gas' comparative results of operations.

2003 2002 2001
(millions)

Operating revenues $ 1.5 $ 1.1 $ 0.3
Other operating expenses (5.3) (9.6) (9.4)
Depreciation and depletion (0.9) (2.5) (1.8)
Gain (loss) on property (54.5) 02 23.8

Operating income (loss) (59.2) (10.8) 12.9
Income from equity Investments - - 1.0
Non-operating income (expenses) 0.7 0.8 0.3
Interest charges (1-5) (0.3) -

Income taxes 23.1 10.3 0.1
Net Income (loss) $ (36.9) $ $ 14.3

KLT Gas incurred a loss of $36.9 million in 2003. KLT Gas' 2003 net loss Includes after tax operating
losses of $3.4 million, and Impairments of $54.5 million which reduced earnings by $33.5 million. The
Impairments include Impairment charges totaling $152 million, which reduced earnings by $9.3 million,
on two properties in response to lower revised estimates of future gas production and a fourth quarter
2003 Impairment charge of $39.3 million, which reduced earnings by $24.2 million, related to the
Company's KLT Gas strategic review and exit plan valuation analysis. See Note 7 to the consolidated
financial statements for additional information regarding KLT Gas property Impairments. KLT Gas'
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2001 net Income included its second quarter Patrick KLT Gas, LLC sale, which resulted in a $12.0
million after tax gain.

KILT Gas Income Taxes
KLT Gas recorded tax credits related to its investment in natural gas properties of $6.5 million and $6.0
million in 2002 and 2001, respectively. The law that allowed substantially all of these credits expired at
the end of 2002.

Other Non Regulated Activities

Investment In Affordable Housing Limited Partnerships - KLT Investments
KLT Investments Inc.'s (KLT Investments) earnings in 2003 totaled $8.1 million (including an after tax
reduction of $6.7 million in its affordable housing investment) compared to earnings of $10.4 million In
2002 (including an after tax reduction of $5.7 million in its affordable housing investment) and earnings
of $6.6 million in 2001 (including an after tax reduction of $8.6 million in its affordable housing
investment).

On a quarterly basis, KLT Investments compares the cost of properties accounted for by the cost
method to the total of projected residual value of the properties and remaining tax credits to be
received. Estimated residual values are based on studies performed by an independent firm. Based
on the latest comparison, KLT Investments reduced its investments In affordable housing limited
partnerships by $11.0 million, $9.0 million, and $13.5 million in 2003,2002 and 2001, respectively.
Pretax reductions in affordable housing Investments are estimated to be $7 million, $10 million, and $3
million for the years 2004 through 2006, respectively. These projections are based on the latest
information available but the ultimate amount and timing of actual reductions could be significantly
different from the above estimates. The properties underlying the partnership investment are subject to
certain risks inherent in real estate ownership and management. Even after these estimated
reductions, earnings from the investments in affordable housing are expected to be positive for the
years 2004 through 2006. KLT Investments' management does not anticipate making additional
investments in affordable housing limited partnerships at this time.

KLT Investments accrued tax credits related to its Investments in affordable housing limited
partnerships of $19.1 million, $19.3 million and $19.2 million in 2003, 2002 and 2001, respectively.

Subsidiary of KLT Telecom Files for Bankruptcy - DTI
The accounting treatment related to DTI and its 2001 bankruptcy is complex and is addressed in
greater detail in Note 9 to the consolidated financial statements; consequently, Note 9 in its entirety Is
incorporated by reference in this portion of Management's Discussion and Analysis and should be read
as a component of this discussion.

On December 31,2001, a subsidiary of KLT Telecom, Holdings and its subsidiaries, Digital Teleport
and Digital Teleport of Virginia, Inc., filed separate voluntary petitions in the Bankruptcy Court for the
Eastern District of Missouri for reorganization under Chapter 11 of the U.S. Bankruptcy Code, which
cases have been procedurally consolidated. Holdings and its two subsidiaries are collectively called
"DTI.

In December 2002, Digital Teleport entered Into an agreement to sell substantially all of its assets
(Asset Sale) to CenturyTel Fiber Company II, LIC (CenturyTel), a nominee of CenturyTel, Inc. The
Asset Sale was approved by the Bankruptcy Court in 2003 and closed in 2003.

KLT Telecom received $19.2 million in 2003 related to the confirmation of the DTI bankruptcy.
Additionally, KLT Telecom realized approximately $21 million of cash tax benefits in 2003. Pending
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final resolution of the MODOR Claim and the put option of a certain minority shareholder (which are
described below), the Company recorded a net gain of $28.1 million or $0.41 per share in 2003. The
Impact on net Income was primarily due to the net effect of the confirmation of the DTI bankruptcy and
the resulting distribution, the reversal of a $15.8 million tax valuation allowance and the reversal of a $5
million debtor In possession financing commitment previously reserved.

In early 2004, KLT Telecom paid $2.5 million to certain executives of Digital Teleport for entering into
employment agreements required as a condition precedent to the Asset Sale. The amount was
recorded as a liability In 2003.

The Bankruptcy Court conducted an evidentiary hearing regarding three priority proofs of claim by the
Missouri Department of Revenue In the aggregate amount of $2.8 million (collectively, the MODOR
Claim), and ruled substantially in favor of Digital Teleport. MODOR appealed this ruling. KLT Telecom
may receive an additional distribution from the bankruptcy estate; however, the amount and timing of
any additional distribution Is dependant upon the outcome of the MODOR appeal.

KLT Telecom originally acquired a 47th interest in DTi In 1997. On February 8, 2001, KLT Telecom
acquired control of DTI by purchasing shares from another Holdings shareholder, Weinstein, Increasing
its ownership to 83.6%h. In connection with this purchase, KLT Telecom granted Weinstein a put option.
The put option provided for the sale by Weinstein of his remaining shares in Holdings to KLT Telecom
during a period beginning September 1, 2003, and ending August 31, 2005. The put option provides
for an aggregate exercise price for these remaining shares equal to their fair market value with an
aggregate floor amount of $15 million. The floor amount of the put option was fully reserved during the
fourth quarter of 2001, as described In Note 9 to the consolidated financial statements. On September
2, 2003, Weinstein delivered a notice of exercise of his claimed rights under the put option. KLT
Telecom rejected the notice of exercise. KLT Telecom denied that Weinstein has any remaining rights
or claims pursuant to the put option, and denied any obligation to pay Weinstein any amount under the
put option. Subsequent to KLT Telecom's rejection of his notice of exercise, Weinstein filed suit
alleging breach of contract. See Item 3. Legal Proceedings for additional information.

The operating results of DTI have been included for the period February 8, 2001 (date of acquisition)
through September 30, 2001, for consolidated KCP&L and through December 31, 2001, for Great
Plains Energy. Because of DTI's bankruptcy filings, KLT Telecom no longer had control over nor could
it exert significant control over DTI. As a consequence, as of December 31, 2001, DTI was de-
consolidated and presented on the cost basis. Consequently, KLT Telecom did not Include In its
financial results the ongoing results of operations, earnings or losses incurred by DTI since December
31,2001.

Because of the bankruptcy filings, a $195.8 million net write-off was included In (Gain) Loss on Property
in operating expenses on Great Plains Energy's 2001 Consolidated Statement of Income. A
corresponding tax benefit of $55.8 million was included in Income taxes. The 2001 net Impact of the
bankruptcy to income was a $140.0 million reduction. Income taxes reported in 2001 do not reflect the
entire effect of the net write-off because of the uncertainty of recognizing future tax deductions while In
the bankruptcy process.

Other
During 2001, KLT Energy Services wrote off Its $6.2 million cost basis Investment in the common stock
of Bracknell Corporation (Bracknell) due to a decline in its share price and the bankruptcy filing of one
of Bracknell's subsidiaries.
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Great Plains Energy and Consolidated KCP&L
Significant Balance Sheet Changes

(December 31,2003 compared to December 31,2002)
* Great Plains Energy's restricted cash and supplier collateral increased $20.9 million due to cash

collateral provided to Strategic Energy from suppliers to cover portions of credit exposure.
* Great Plains Energy's receivables Increased $42.6 million primarily due to a $15.5 million

increase In Strategic Energy's receivables as a result of the growth in its retail electricity
services and a $28.6 million increase in consolidated KCP&L's receivables primarily due to
insurance recoveries.

* Great Plains Energy's and consolidated KCP&L's assets and liabilities of discontinued
operations are the result of the June 2003 disposition of RSAE. RSAE's assets and liabilities
were reclassified and presented separately as prescribed under SFAS No. 144.

* Great Plains Energy's affordable housing limited partnerships decreased $16.0 million primarily
due to a reduction In the valuation of the properties held by KLT Investments, Inc.

* Great Plains Energy's gas property and investments decreased $35.2 million primarily due to
KLT Gas' $54.5 million impairment partially offset by $18.6 million in capital additions as a result
of efforts during 2003 to develop KLT Gas properties.

* Great Plains Energy's other nonutility property and investments decreased $11.2 million
primarily due to the June 2003 sale of a KLT Telecom building with a December 31,2002 book
value of $2.8 million, KLT Investments' 2003 sale of $8.0 million of trading securities and KLT
Energy Services' sale of an investment with a December 31,2002, book value of $3.0 million.
These decreases were partially offset by a $4.6 million increase to reflect KCP&L's equity
investment in KCPL Financing I due to the de-consolidation of KCPL Financing I as prescribed
by FIN No. 46.

* Great Plains Energy's and consolidated KCP&L's regulatory assets increased $0.5 million
primarily due to a $16.3 million increase in KCP&L's regulatory assets due to the effect of
adopting SPAS No. 143 on January 1, 2003. The increase was partially offset by KCP&L's
current year ARO activity of $3.4 million, and $11.0 million related to the amortization of accrued
tax benefits previously provided to customers through rates.

* Great Plains Energy's and consolidated KCP&L's prepaid pension costs increased $22.3 million
and $20.9 million, respectively, primarily due to contributions in 2003 of $41.2 million, of which
KCP&L funded $39.3 million.

* Great Plains Energy's notes payable increased $65.9 million primarily due to Great Plains
Energy's additional borrowings of $73.0 million on its short-term credit facility that was primarily
used to make a $100.0 million capital contribution to KCP&L and repay notes outstanding at
December 31, 2002, related to the acquisition of an additional indirect interest in Strategic
Energy. Consolidated KCP&L's notes payable increased primarily due to a $22.0 million inter-
company loan from Great Plains Energy to HSS. The proceeds from the loan were used to
repay RSAE bank borrowings, of which $23.6 million were Included in liabilities of discontinued
operations at December 31, 2002.

* Great Plains Energy's current maturities of long-term debt decreased $73.9 million due to KLT
Investments paying down $9.2 million of affordable housing notes offset by a $4.8 million
increase in the current portion of affordable housing notes and a $69.5 million decrease in
consolidated KCP&L's current maturities of long-term debt. Consolidated KCP&L's current
maturities of long-term debt decreased due to KCP&L retiring $124.0 million of medium-term
notes primarily with proceeds from the capital contribution from Great Plains Energy partially
offset by a $54.5 million increase in KCP&L's current portion of medium-term notes.

* Great Plains Energy's and consolidated KCP&L's EIRR bonds classified as current increased
$48.3 million due to the scheduled remarketing of certain KCP&L EIRR bonds in 2004.

* Great Plains Energy's accrued payroll and vacations increased $7.8 million primarily due to
increased employee related expenses.
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* Great Plains Energy and consolidated KCP&L's ARO increased $108.5 million and $106.7
million, respectively due to adopting SFAS No. 143 on January 1, 2003.

* Great Plains Energy and consolidated KCP&L's accrued nuclear decommissioning costs
decreased $64.6 million due to KCP&L reclassifying accrued nuclear decommissioning cost to a
contra regulatory asset due to the adoption of SFAS No. 143 on January 1, 2003, and the
effects of the ratemaking process.

* Great Plains Energy's and consolidated KCP&L's pension liability increased $16.2 million and
$11.2 million, respectively, due to an Increase in the accumulated benefit obligation primarily
due to a reduction in the discount rate.

* Great Plains Energy's long-term debt increased $190.1 million primarily due to a $194.9 million
increase In consolidated KCP&L's long-term debt. Consolidated KCP&L's long-term debt
increased $143.8 million due to the consolidation of the Lease Trust and $154.6 million
representing the Debentures Issued by KCP&L and held by KCPL Financing 1. See Note 13,
Consolidated KCP&L Leases and Note 19, Mandatorily Redeemable Preferred Securities,
respectively, to the consolidated financial statements for further Information. These Increases
were partially offset by decreases of $54.5 million for KCP&L's medium-term notes reclassified
to current maturities and $48.3 million for KCP&L's EIRR bonds reclassified to current
maturities.

Capital Requirements and Liquidity
Great Plains Energy operates through Its subsidiaries and has no material assets other than the stock
of its subsidiaries. Great Plains Energy's ability to make payments on Its debt securities and its ability
to pay dividends Is dependent on its receipt of dividends from its subsidiaries and proceeds from the
sale of Its securities.

Great Plains Energy's capital requirements are principally comprised of KCP&L's utility capital
expenditures and KCP&L's pension benefit plan funding requirements discussed below. Additional
cash and capital requirements for the companies, including long-term debt requirements, are discussed
below.

Great Plains Energy's liquid resources at December 31, 2003, Included cash flows from operations of
subsidiaries, $114.4 million of cash and cash equivalents on hand and $299.5 million of unused bank
lines of credit. The unused lines consisted of $150.0 million from KCP&L's short-term bank lines of
credit, $27.3 million from Strategic Energy's revolving credit facility, and $1222 million from Great
Plains Energy's revolving credit facility. See the Debt Agreements section below for more Information
on these agreements.

KCP&L's consolidated statements of cash flows Include KLT Inc. and GPP for all the periods prior to
the October 1, 2001 formation of the holding company. The effect of the 2001 bankruptcy of DTI on the
statements of cash flows is detailed In Note 9 to the consolidated financial statements.

Cash Flows From Operations
Great Plains Energy and consolidated KCP&L generated positive cash flows from operating activities
for the periods presented. The Increase in cash flows from operating activities for Great Plains Energy
in 2003 compared to 2002 is primarily due to a $23.5 million Increase In Income from continuing
operations before non-cash expenses and the changes In working capital detailed In Note 2 to the
consolidated financial statements. The Individual components of working capital vary with normal
business cycles and operations. Consolidated KCP&L's cash flow from operations Increased slightly In
2003 compared to 2002 due to a $26.2 million Increase In Income from continuing operations and an
increase in deferred taxes mostly offset by the changes In working capital detailed In Note 2 to the
consolidated financial statements. Also, the timing of the Wolf Creek outage affects the refueling
outage accrual, deferred income taxes and amortization of nuclear fuel. The Increase for Great Plains
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Energy and consolidated KCP&L in 2002 compared to 2001 is due to the changes in working capital
detailed in Note 2 to the consolidated financial statements.

Investing Activities
Great Plains Energy's and consolidated KCP&L's cash used for investing activities varies with the
timing of utility capital expenditures and purchases of investments and nonutility property. Investing
activities are offset by the proceeds from the sale of properties and insurance recoveries. Utility capital
expenditures and the allowance for borrowed funds used during construction increased $17.9 million in
2003 compared to 2002 primarily due to transmission plant and nuclear fuel additions partially offset by
2002 capital expenditures of $14.7 million related to the January 2002 ice storm and insurance
proceeds and partial litigation settlements from Hawthorn No. 5 received in 2003. Additionally, Great
Plains Energy received proceeds of $19.2 million as a result of the DTI bankruptcy.

Utility capital expenditures and the allowance for borrowed funds used during construction decreased
$139.1 million in 2002 compared to 2001 primarily due to KCP&L's mid-2001 completion of the rebuild
of Hawthorn No. 5 partially offset by KCP&L's capital expenditures of $14.7 million as a result of the
January 2002 ice storm. Cash used for purchases of investments and nonutility property in 2002
compared to 2001 decreased primarily reflecting KLT Telecom's 2001 Investments In DTI and DTl's
2001 purchases of telecommunications property. Proceeds from the sale of assets decreased
significantly in 2002 compared to 2001 due to KLT Gas' 2001 sale of its equity ownership in Patrick
KLT Gas, LLC.

Financing Activities
The change in Great Plains Energy and consolidated KCP&L's cash flows from financing activities in
2003 compared to 2002 reflects the 2003 equity infusion of $100.0 million from Great Plains Energy to
KCP&L and KCP&L's subsequent redemption of $104.0 million of medium-term notes. Great Plains
Energy essentially funded the infusion with proceeds from its $151.8 million common stock offering in
late 2002; however, prior to the infusion, Great Plains Energy used the offering proceeds to repay
short-term borrowings In late 2002 and then re-borrowed in early 2003 to make the equity infusion into
KCP&L at the time of redemption. An additional $20.0 million of KCP&L's medium-term notes were
retired during 2003. The increase in dividends paid by Great Plains Energy is primarily attributable to
the public offering of 6.9 million common shares in late 2002.

On November 7, 2002, Great Plains Energy entered into an Agreement and Plan of Merger
(Agreement) with ELC, the ELC shareholders and IEC, a wholly-owned subsidiary of Great Plains
Energy. The ELC Shareholders received $15.1 million in merger consideration. As part of the merger
consideration, on November 7, 2002, Great Plains Energy Issued 387,596 additional shares of its
common stock to the ELC Shareholders. The Agreement valued such shares at approximately $8
million. The remainder of the merger consideration was in short-term notes, which were paid in
January 2003.

Great Plains Energy repaid $185.8 million of debt balances in 2002 compared to net borrowings in
2001 of $186.5 million. Included In the Great Plains Energy's amounts is the consolidated KCP&L's
repayment of $64.2 million of debt balances in 2002 compared to net borrowings of $160.4 million in
2001. The repayments in 2002 compared to the borrowings in 2001 reflect decreased investing
activities in utility capital expenditures, nonutility property and investments discussed above.

KCP&L expects to meet day-to-day operating requirements including interest payments, construction
requirements (excluding new generating capacity) and dividends to Great Plains Energy with internally-
generated funds. However, it might not be able to meet these requirements with internally-generated
funds because of the effect of Inflation on operating expenses, the level of MWh sales, regulatory
actions, compliance with future environmental regulations and the availability of generating units. The
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funds Great Plains Energy and consolidated KCP&L need to retire maturing debt (detailed below) will
be provided from operations, the Issuance of long and short-term debt and/or the issuance of equity or
equity-linked instruments. In addition, the Company may issue debt, equity and/or equity-linked
instruments to finance growth or take advantage of new opportunities.

Strategic Energy expects to meet day-to-day operating requirements Including interest payments, credit
support fees, capital expenditures and dividends to Is indirect interest holders with internally-generated
funds. However, it might not be able to meet these requirements with Internally-generated funds
because of the effect of inflation on operating expenses, the level of MWh sales, commodity-price
volatility and the effects of counterparty non-performance.

Great Plains Energy filed a registration statement in April 2002 for the issuance of an aggregate
amount up to $300 million of any combination of senior debt securities, subordinated debt securities,
trust preferred securities, convertible securities, or common stock. The registration statement became
effective in November 2002 and Great Plains Energy issued $151.8 million of common stock.

As a registered public utility holding company, Great Plains Energy must receive authorization from the
SEC under the 35 Act to Issue securities. Great Plains Energy Is currently authorized to Issue up to
$1.2 billion of debt and equity through December 31, 2005. Great Plains Energy has utilized $500.7
million of this amount as follows: (i) $39.0 million in preferred stock issued In connection with the
October 1, 2001, reorganization; (ii) $150.0 million in a 364-day revolving credit facility and $150 million
in a three-year revolving credit facility ($102.8 million was outstanding at December 31, 2003, under the
replaced $225.0 million revolving credit facility discussed below); (iii) $159.8 million In common equity
issued in a public offering and in connection with IEC's acquisition of an indirect ownership Interest In
Strategic Energy and (iv) $1.9 million In restricted stock issued to executives on October 1, 2003.

Under its current SEC authorization, Great Plains Energy cannot issue securities other than common
stock unless (i) the security to be issued, if rated, is rated Investment grade by one nationally
recognized statistical rating organization, (ii) all of its outstanding securities that are rated (except for its
preferred stock) are rated investment grade, and (iii) it has maintained common equity as a percentage
of consolidated capitalization (as reflected on its consolidated balance sheets as of the end of each
quarter) of at least 30%. Great Plains Energy was in compliance with these conditions as of December
31,2003.

KCP&L filed a shelf registration statement for up to $255 million of senior and subordinated debt
securities, trust preferred securities and related guarantees in 2003 providing KCP&L flexibility to
access the capital markets.

KCP&L may issue equity and long-term debt only with the authorization of the MPSC. KCP&L's
previous authorization expired at the end of 2003. KCP&L has filed an application with the MPSC for
authority to issue up to $600 million of long-term debt through March 31, 2006. KCP&L expects the
MPSC to act on its application within the next few months.

Issuances of short-term debt by KCP&L are subject to SEC authorization under the 35 Act. Under the
current authorization, KCP&L may Issue and have outstanding at any one time up to $500 million of
short-term debt. Under this authorization, KCP&L cannot Issue short term debt (other than commercial
paper or short-term bank facilities) unless (1) the short-term debt to be issued, i rated, is rated
Investment grade by one nationally recognized statistical rating organization, (ii) all of its outstanding
securities that are rated are rated investment grade, (ill) all of the outstanding rated securities of Great
Plains Energy (except preferred stock) are rated Investment grade, and (iv) Great Plains Energy and
KCP&L have maintained common equity as a percentage of consolidated capitalization (as reflected on
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their consolidated balance sheets as of the end of each quarter) of at least 30%. KCP&L was in
compliance with these conditions as of December 31, 2003.

In 2003, KCP&L also completed the remarketing of its 1998 Series C EIRR bonds totaling $50.0 million.
The bonds are classified as current liabilities in the December 31, 2003, balance sheet. The
remarketed bonds were issued with a one-year maturity at a fixed interest rate of 2.25%.

KCP&L has entered into a revolving agreement, which expires in October 2004, to sell all of its right,
title and interest in the majority of its customer accounts receivable to Receivables Company, which in
turn sells most of the receivables to outside investors. KCP&L expects the agreement to be renewed
annually. See Note 3 to the consolidated financial statements.

Debt Agreements
Great Plains Energy syndicated a $225.0 million, revolving credit facility with a group of banks in the
first quarter of 2003. The line expires in March 2004, but may be extended for an additional year at the
Company's option. Effective March 5, 2004, Great Plains Energy replaced this revolving credit facility
with a $150.0 million 364-day revolving credit facility and a $150.0 million three-year revolving credit
facility. The new facilities have substantially the same terms and conditions as the existing credit
facility. The existing facility contains a Material Adverse Change (MAC) clause that requires Great
Plains Energy to represent, prior to receiving funding, that no MAC has occurred. The clause does,
however, permit the Company to access the facility even In the event of a MAC in order to repay
maturing commercial paper. Available liquidity under this facility Is not impacted by a decline in credit
ratings unless the downgrade occurs in the context of a merger, consolidation or sale. A default by
Great Plains Energy or any of its significant subsidiaries of other Indebtedness totaling more than $25.0
million is a default under this bank line. Under the terms of this agreement, Great Plains Energy is
required to maintain a consolidated indebtedness to consolidated capitalization ratio not greater than
0.65 to 1.0 at all times and an interest coverage ratio greater than 2.25 to 1.0, as those ratios are
defined in the agreement. At December 31, 2003, the Company was in compliance with these
covenants.

Strategic Energy maintains a secured revolving credit facility for up to $95 million with a group of banks.
This facility is partially guaranteed by Great Plains Energy. The facility enhances Strategic Energy's
liquidity including its ability to provide credit support through letters of credit for purchased power and
regulatory requirements. The maximum amount available for loans and letters of credit under the
facility is the lesser of $95 million or the borrowing base, as defined in the agreement. The borrowing
base generally is the sum of certain Strategic Energy accounts receivable and the amount of the Great
Plains Energy guarantee which was $40.0 million at December 31, 2003. At December 31, 2003,
Strategic Energy had a minimum fixed charge ratio, as defined in the agreement, of at least 1.05 to 1.0;
however, if the ratio drops below 1.05 to 1.0, Great Plains Energy's guarantee amount is required to be
increased based on quarterly calculations. At December 31,2003, $58.5 million in letters of credit had
been issued under the agreement, leaving $27.3 million of capacity available for loans and additional
letters of credit. The line expires in June 2004, but may be extended for an additional year by mutual
agreement of the parties. The facility contains a MAC clause that requires Strategic Energy to
represent, prior to receiving funding, that no MAC has occurred. A default by Strategic Energy of other
indebtedness, as defined In the facility, totaling more than $5.0 million Is a default under the facility.
Under the terms of this agreement, Strategic Energy is required to maintain a minimum net worth of
$30 million and a maximum debt to EBITDA ratio of 2.0 to 1.0, as those are defined in the agreement.
At December 31, 2003, Strategic Energy was in compliance with these covenants.

KCP&L's primary sources of liquidity are cash flows from operations and bilateral credit lines totaling
$150.0 million with seven banks (as of December 31, 2003). KCP&L uses these lines to provide
support for its issuance of commercial paper. These bank facilities are each for a 364-day term and
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mature at various times throughout the year. The facilities can be extended for one year under their
term out provisions. KCP&L has MAC clauses in three agreements covering $70.0 million of available
bilateral credit lines. These three facilities require KCP&L to represent, prior to receiving funding, that
no MAC has occurred. Under these agreements, KCP&L is able to access the facilities even in the
event of a MAC in order to redeem maturing commercial paper. KCP&L's available liquidity under
these facilities is not Impacted by a decline in credit ratings unless the downgrade occurs in the context
of a merger, consolidation or sale. A default by KCP&L on other Indebtedness Is a default under these
bank line agreements. Under the terms of certain bank line agreements, KCP&L Is required to maintain
a consolidated indebtedness to consolidated capitalization ratio, as defined in the agreements, not
greater than 0.65 to 1.0 at all times. At December 31, 2003, KCP&L was in compliance with the
covenant.

Under the Indenture relating to KCP&L's Debentures, which are held by KCPL Financing I, KCP&L may
not declare or pay any dividends on any shares of its capital stock If at the time (I) there is an event of
default (as defined in the indenture), (ii) KCP&L is In default with respect to its payment of any
obligations under its guarantee of preferred securities issued by KCPL Financing 1, or (iii) KCP&L has
elected to defer payments of interest on the Debentures.

Great Plains Energy has agreements with KLT Investments associated with notes KLT Investments
issued to acquire its affordable housing investments. Great Plains Energy has agreed not to take
certain actions Including, but not limited to, merging, dissolving or causing the dissolution of KLT
Investments, or withdrawing amounts from KLT Investments if the withdrawals would result In KLT
Investments not being In compliance with minimum net worth and cash balance requirements. The
agreements also give KLT Investments' lenders the right to have KLT Investments repurchase the
notes iK Great Plains Energy's senior debt rating falls below investment grade, or if Great Plains Energy
ceases to own at least 80% of KCP&L's stock. At December 31, 2003, KLT Investments had $10.6
million In outstanding notes, Including current maturities.

Under stipulations with the MPSC and KCC, Great Plains Energy and KCP&L maintain common equity
at not less than 30% and 35%, respectively, of total capitalization. Pursuant to an SEC order, Great
Plains Energy's and KCP&L's authorization to issue securities Is conditioned on maintaining a
consolidated common equity capitalization of at least 30/ and complying with other conditions
described above.

Pensions
The Company maintains defined benefit plans for substantially all of Its employees and incurs
significant costs in providing the plans, with the majority Incurred by KCP&L. Plans are funded at a
minimum on an actuarial basis to provide assets sufficient to meet benefits to be paid to plan
participants consistent with the funding requirements of the Employment Retirement Income Security
Act of 1974 (ERISA) and further contributions may be made when deemed financially advantageous.

Due to sharp declines In the debt and equity markets since the third quarter of 2000, the value of assets
held In the trusts to satisfy pension plan obligations has decreased significantly. As a result, the
Company's minimum funding requirements determined under ERISA have increased from $1.6 million
in 2002 to $9.7 million In 2003, all of which was funded by KCP&L. The Company funded an additional
$31.5 million in 2003, of which KCP&L contributed $29.6 million. The additional funding will reduce
payments in future years.

The ERISA funding requirement for 2004 Is $24.3 million of which $20.1 million was paid in 2003.
KCP&L will be responsible for $23.1 million, of which $18.9 million was contributed In 2003.
Management believes the Company has adequate access to capital resources through cash flows from
operations or through existing lines of credit to support the remaining required funding.
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Participants in the plans may request a lump-sum cash payment upon termination of their employment
A change in payment assumptions could result in increased cash requirements from pension plan
assets with the Company being required to accelerate future funding.

Under the terms of the pension plans, the Company reserves the right to amend or terminate the plans,
and from time to time benefits have changed. See Note 10 to the consolidated financial statements for
further discussion.

Credit Ratings
At December 31, 2003, the major credit rating agencies rated the companies' securities as follows:

Moody's Standard
Investors Service and Poores

Great Plains Energy
Outlook Negative Stable
Corporate Credit Rating - BBB
Preferred Stock Bal BB+
Senior Unsecured Debt Baa2 (preliminary) BBS- (indlcatve)-
Subordinated Debt Baa3 (preliminary) BBS- (indicatlve)*

KCP&L
Outlook Stable Stable
Senior Secured Debt A2 BBB
Senior Unsecured Debt A3 BBB
Commercial Paper P-2 A-2

* Indicative ratings are based on Standard and Poor's rating methodology.

The ratings reflect the November 12, 2003, Moody's Investor Service downgrade of its ratings of
KCP&L securities and corresponding change in its rating outlook from negative to stable. At the same
time, the credit ratings and rating outlook for Great Plains Energy's securities were affirmed. The
ratings presented reflect the current views of these rating agencies and no assurances can be given
that these ratings will continue for any given period of time. The companies view maintenance of
strong credit ratings as being extremely important; however, and to that end, an active and ongoing
dialogue is maintained with the agencies with respect to the companies' results of operations, financial
position, and future prospects.

None of the companies' outstanding debt, except for the notes associated with affordable housing
investments discussed above, is impacted by a decline in credit ratings, which would cause the
acceleration of interest and/or principal payments in the event of a ratings downgrade, unless the
downgrade occurs in the context of a merger, consolidation, or sale. However, in the event of a
downgrade the companies and/or their subsidiaries may be subject to Increased interest costs on their
credit facilities. Additionally, in KCP&L's bond insurance policies on its Series 1993A and 1993B EIRR
bonds, which aggregate $79.5 million, KCP&L has agreed to limits on its ability to issue additional
mortgage bonds based on the mortgage bond's credit ratings. See Note 18 to the consolidated
financial statements.
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Supplemental Capital Requirements and Liquidity Information
The following Information is provided to summarize cash obligations and commercial commitments.

Great Plains Energy Contractual Obligations
Payment due by period 2004 2005 2006 2007 2008 After 2008 Total

(millions)
Long-term debt:

Principal $ 59.3 $253.2 $145.5 $226.1 $ 0.3 $ 659.9 $1,344.3
Interest 71.6 70.6 6.3 38.4 34.4 488.7 710.0

Lease obligations 44.8 14.0 13.4 11.4 9.3 96.5 189.4
Purchase obligations:

Nuclear fuel 19.8 0.4 16.6 10.8 44.0 91.6
Coal 55.7 57.0 18.8 - - - 131.5
Purchased capacity 19.4 10.2 4.2 4.3 4.4 29.2 71.7
Purchased power 757.4 457.9 132.0 44.9 4.1 7.4 1,403.7
Other 7.0 2.7 2.2 - - 11.9

Total contractual obligations $1,035.0 $866.0 $339.0 $335.9 $52.5 $1,325.7 $3,954.1

Long-term debt includes current maturities. See Note 18 to the consolidated financial statements and
the consolidated KCP&L long-term debt discussion below for additional Information.

See the consolidated KCP&L lease obligation discussion below and Note 13 to the consolidated
financial statements for additional information.

Purchased power represents Strategic Energy's agreements to purchase electricity at various fixed
prices to meet estimated supply requirements. Strategic Energy has energy sales contracts not
included above for 2004 and 2005 totaling $111.9 million and $37.8 million, respectively.

The Company has long-term liabilities recorded on its consolidated balance sheet at December 31,
2003, under GAAP, that do not have a definitive cash payout date and are not included in the table
above.

Consolidated KCP&L Contractual Obligaaons
Payment due by period 2004 2005 2006 2007 2008 After 2008 Total

(millions)
Long-term debt:

Principal $ 54.5 $250.0 $143.8 $225.5 $ - $ 659.9 $1,333.7
Interest 71.3 70.5 6.2 38.4 34A 488.7 709.5

Lease obligations 43.9 13.4 12.9 10.9 8.9 96.5 186.5
Purchase obligations:

Nuclear fuel 19.8 0.4 16.6 10.8 - 44.0 91.6
Coal 55.7 57.0 18.8 - - - 131.5
Purchased capacity 19.4 10.2 4.2 4.3 4.4 29.2 71.7
Other 7.0 2.7 2.2 - - - 11.9

Total contractual obligations $ 271.6 $404.2 $204.7 $289.9 $47.7 $ 1,318.3 $2,536.4

Long-term debt Includes current maturities. Long-term debt principal excludes $0.7 million discount on
senior notes and the $3.3 million fair value adjustment to the EIRR bonds related to SFAS No. 133.
EIRR bonds classified as current liabilities of $129.3 million due at various dates during the years 2012
through 2018 are included here on their final due date. Variable rate interest obligations are based on
rates as of January 1, 2004. See Note 18 to the consolidated financial statements for additional
information.
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Lease obligations include capital and operating lease obligations; capital lease obligations are less than
3% of the total. Lease obligations also include leases for railcars to serve jointly-owned generating
units where KCP&L is the managing partner. KCP&L will be reimbursed by the other owners for about
$2.0 million per year ($24.0 million total) of the amounts included in the table above. See Note 13 to
the consolidated financial statements for additional information.

Nuclear fuel represents KCP&L's 47% share of Wolf Creek nuclear fuel commitments including
enrichment, fabrication, uranium and conversion. Coal represents KCP&L's share of purchase
commitments based on estimated prices to supply coal for generating plants.

KCP&L purchases capacity from other utilities and nonutility suppliers. Purchasing capacity provides
the option to purchase energy if needed or when market prices are favorable. This can be a cost-
effective alternative to new construction. KCP&L has capacity sales agreements not included above
that total $12.5 million for 2004 and $11.8 million per year for 2005 through 2008.

Consolidated KCP&L has long-term liabilities recorded on its consolidated balance sheet at December
31, 2003, under GAAP, that do not have a definitive cash payout date and are not Included in the table
above.

Off-Balance Sheet Arrangements
In the normal course of business, Great Plains Energy and certain of its subsidiaries enter into various
agreements providing financial or performance assurance to third parties on behalf of certain
subsidiaries. Such agreements include, for example, guarantees, stand-by letters of credit and surety
bonds. These agreements are entered into primarily to support or enhance the creditworthiness
otherwise attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of
sufficient credit to accomplish the subsidiaries' intended business purposes.

As a registered public utility holding company system, Great Plains Energy must receive authorization
from the SEC under the 35 Act to issue guarantees on behalf of its subsidiaries. Under its current SEC
authorization, guarantees cannot be issued unless (i) all of its outstanding securities that are rated
(except for its preferred stock) are rated investment grade and (ii) it has maintained common equity as
a percentage of consolidated capitalization (as reflected on its consolidated balance sheets as of the
end of each quarter) of at least 30%. Great Plains Energy was in compliance with these conditions as
of December 31, 2003. Great Plains Energy is currently authorized to issue up to $600 million for
guarantees on behalf of its subsidiaries and the nonutility subsidiaries have $300 million of
authorization for guarantees they can issue on behalf of other nonutility subsidiaries.

As prescribed in FIN No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees,
Including Guarantees of Indebtedness of Others," the Company began recording a liability for the fair
value of obligations it undertakes for guarantees issued after December 31, 2002. The interpretation
does not encompass guarantees of the Company's own future performance, such as Great Plains
Energy's guarantees to support Strategic Energy power purchases and regulatory requirements.
KCP&L began recording an immaterial amount for the fair value of guarantees issued in 2003 for the
residual value of vehicles and heavy equipment under an operating lease, which terminated with the
buy out of the lease in early 2004.
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Other Commercial Commitments Outstanding
Amount of commitment expiration per period

2004 2005 2006 2007 2008 After 2008 Total
(millions)

Consolidated KCP&L Guarantees $ 9.3 $ 1.4 $ 1.0 $ 1.0 $ 1.0 $ _2.0 $ 16.7
Great Plains Energy Guarantees,

Including consolidated KCP&L $142.6 $ 7.8 $ 1.0 $ 1.0 $ 1.0 $ 22.1 $ 175.5

Great Plains Energy and KLT Inc. have provided $159.8 million of guarantees to support Strategic
Energy power purchases and regulatory requirements. Strategic Energy's current power supply
contracts end In 2010; however, 96% expire by the end of 2006. As of December 31, 2003, guarantees
related to Strategic Energy are as follows:

* Great Plains Energy direct guarantees to counterparties totaling $46.6 million and KLT Inc.
direct guarantees to counterparties totaling $20.1 million, with varying expiration dates

* Great Plains Energy Indemnifies the Issuers of surety bonds totaling $37.3 million, of which
$30.9 million expire in 2004 and $6.4 million expire in 2005

* Great Plains Energy guarantees related to letters of credit totaling $40.0 million, all of which
expire in 2004

* Great Plains Energy has issued a letter of credit totaling $15.8 million.

KCP&L is contingently liable for guaranteed energy savings under agreements with several customers.
KCP&L has entered agreements guaranteeing an aggregate value of approximately $7.8 million over
the next seven years. In most cases a subcontractor would Indemnify KCP&L for any payments made
by KCP&L under these guarantees.

KCP&L has guaranteed a $7.9 million residual value for vehicles and heavy equipment under an
operating lease. KCP&L bought out the lease in early 2004.

The table above does not include the following guarantees:

KCPL Financing I, a trust, has Issued $150.0 million of preferred securities. In connection with the
issuance of the preferred securities, KCP&L Issued a preferred securities guarantee, which guarantees
the payment of any accrued and unpaid distributions, the redemption price and payments upon
dissolution, winding-up or termination of the trust, all to the extent that the trust has funds available
therefore. At December 31, 2003, there were no accrued and unpaid distributions.

In December 2002, KCP&L obtained bond insurance policies as a credit enhancement to its Series
1993A and 1993B EIRR bonds, which total $79.5 million. The insurance agreement between KCP&L
and the Issuer of the bond Insurance policies provides for reimbursement by KCP&L for any amounts
the insurer pays under the bond insurance policies.

Environmental Matters
The Company is subject to regulation by federal, state and local authorities with regard to air and other
environmental matters primarily through KCP&L's operations. The generation and transmission of
electricity produces and requires disposal of certain hazardous products, which are subject to these
laws and regulations. In addition to Imposing continuing compliance obligations, these laws and
regulations authorize the Imposition of substantial penalties for noncompliance, including fines,
injunctive relief and other sanctions. Failure to comply with these laws and regulations could have a
material adverse effect on Great Plains Energy and consolidated KCP&L.

KCP&L operates in an environmentally responsible manner and seeks to use current technology to
avoid and treat contamination. KCP&L regularly conducts environmental audits designed to ensure

page 51



compliance with governmental regulations and to detect contamination. Governmental bodies,
however, may impose additional or more restrictive environmental regulations that could require
substantial changes to operations or facilities at a significant cost. See Note 13 to the consolidated
financial statements.

QUANTITAi1VE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

Great Plains Energy and consolidated KCP&L are exposed to market risks associated with commodity
price and supply, interest rates and equity prices. Market risks are handled in accordance with
established policies, which may include entering into various derivative transactions. In the normal
course of business, Great Plains Energy and consolidated KCP&L also face risks that are either non-
financial or non-quantifiable. Such risks principally include business, legal, operational and credit risks
and are not represented in the following analysis.

Commodity Risk
KCP&L and Strategic Energy engage in the wholesale and retail marketing of electricity and
accordingly, are exposed to risk associated with the price of electricity.

KCP&L's wholesale operations include the physical delivery and marketing of power obtained through
its generation capacity and long, intermediate and short-term capacity/energy contracts. KCP&L
maintains a capacity margin of at least 12% of its peak summer demand. This net positive supply of
capacity and energy is maintained through its generation assets and capacity and power purchase
agreements to protect it from the potential operational failure of one of its owned or contracted power
generating units. The agreements contain penalties for non-performance to protect KCP&L from
energy price risk on the contracted energy. KCP&L also enters into additional power purchase
agreements with the objective of obtaining the most economical energy to meet its physical delivery
obligations to its customers. KCP&L continually evaluates the need for additional risk mitigation
measures in order to minimize its financial exposure to, among other things, spikes in wholesale power
prices during periods of high demand.

KCP&L's sales include the sales of electricity to its retail customers and bulk power sales of electricity
in the wholesale market. KCP&L continually evaluates its system requirements, the availability of
generating units, availability and cost of fuel supply, the availability and cost of purchased power and
the requirements of other electric systems; therefore, the impact of the hypothetical amounts that follow
could be significantly reduced depending on the system requirements and market prices at the time of
the increases. During 2003, approximately 75% of KCP&L's net MWhs generated was coal-fired. A
hypothetical 10% increase in the market price of coal could have resulted in a $1.6 million decrease in
pretax earnings for 2003. KCP&L currently has almost all of its coal requirements for 2004 and 2005
under contract. An insignificant amount of the expected delivered cost of coal is subject to price
fluctuations. In 2003, approximately 10% was subject to the market price of coal. KCP&L has
implemented price risk mitigation measures to reduce its exposure to high natural gas prices. A
hypothetical 10% increase In natural gas and oil market prices would have resulted In a decrease of
less than $1.0 million in pretax earnings. Approximately 75% of KCP&L's summer 2004 projected gas
generation requirements for retail and firm wholesale sales are price protected through its hedging
program, which is consistent with the percentages hedged in 2003. A hypothetical 10% increase in the
cost of purchased power could have resulted in a $5.3 million decrease in pretax earnings for 2003.

Strategic Energy maintains a commodity-price risk management strategy that uses forward physical
energy purchases and derivative instruments to minimize significant, unanticipated earnings
fluctuations caused by commodity-price volatility. As a result of supplying electricity to retail customers,
Strategic Energy's policy is to match customers' demand with fixed price purchases. In certain markets
where Strategic Energy operates, entering into forward fixed price contracts is cost prohibitive. By

page 52



entering Into swap contracts for a portion of its forecasted purchases In these markets, the future
purchase price of electricity is effectively fixed under these swap contracts. The swap contracts limit
the unfavorable effect that price Increases will have on electricity purchases.

KLT Gas is exposed to commodity price risk on the natural gas It produces. Financial hedge
instruments can be used to mitigate its exposure to market price fluctuations on approximately 85% of
its daily gas sales in accordance with its risk management policy. Currently, KLT Gas is producing an
insignificant volume of gas and the price risk is minimal.

KCP&L and Strategic Energy are not required to record energy transactions at fair value.
Commitments to purchase and sell energy and energy-related products except for derivatives that
qualify as cash flow hedges are currently carried at cost. KCP&L and Strategic Energy report the
revenue and expense associated with all energy contracts at the time the underlying physical
transaction closes consistent with industry practice and the business philosophy of
generating/purchasing and delivering physical power to customers.

Interest Rate Risk
Great Plains Energy manages interest expense and short and long-term liquidity through a combination
of fixed rate and variable rate debt. Generally, the amount of each type of debt is managed through
market issuance, but interest rate swap and cap agreements with highly rated financial Institutions may
be used to achieve the desired combination. Using outstanding balances and annualized Interest rates
as of December 31, 2003, a hypothetical 10% increase In the Interest rates associated with variable
rate debt would have resulted in a decrease of less than $1.0 million In pretax earnings for 2003.
Additionally, interest rates Impact the fair value of long-term debt. A change In interest rates would
impact the Company to the extent it redeemed any of Its outstanding long-term debt. Great Plains
Energy and consolidated KCP&L book value of long-term debt was 5% below fair value at December
31,2003.

Equity Price Risk
KCP&L maintains trust funds, as required by the NRC, to fund certain costs of decommissioning its
Wolf Creek nuclear power plant. KCP&L does not expect Wolf Creek decommissioning to start before
2025. As of December 31, 2003, these funds were Invested primarily in domestic equity securities and
fixed income securities and are reflected at fair value on the KCP&L's balance sheets. The mix of
securities Is designed to provide returns to be used to fund decommissioning and to compensate for
inflationary increases In decommissioning costs; however the equity securities in the trusts are exposed
to price fluctuations in equity markets, and the value of fixed rate fixed income securities are exposed to
changes In interest rates. Investment performance and asset allocation are periodically reviewed. A
hypothetical increase in Interest rates resulting In a hypothetical 10% decrease In the value of the fixed
income securities would have resulted in a $3.9 million reduction in the value of the decommissioning
trust funds. A hypothetical 10% decrease in equity prices would have resulted in a $3.3 million
reduction in the fair value of the equity securities as of December 31, 2003. KCP&L's exposure to
equity price market risk associated with the decommissioning trust funds Is in large part mitigated due
to the fact that KCP&L is currently allowed to recover Its decommissioning costs in Its rates.

KLT Investments has affordable housing notes that require the greater of 15% of the outstanding note
balances or the next annual Installment to be held as cash, cash equivalents or marketable securities.
A hypothetical 10% decrease in market prices of the securities held as collateral would have resulted in
a decrease of less than $1.0 million In pretax earnings for 2003.
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GREAT PLAINS ENERGY
Consolidated Statements of Income

Year Ended December 31 2003 2002 2001
(thousands, except per share amounts)

Operating Revenues
Electric revenues - KCP&L $1,054,900 $1,009,868 $ 967,479
Electric revenues - Strategic Energy 1,089,683 788,278 396,004
Other revenues 4,933 5,209 35,592

Total 2,149,496 1,803,355 1,399,075
Operating Expenses

Fuel 160,327 159,666 163,846
Purchased power - KCP&L 53,163 46,214 65,173
Purchased power - Strategic Energy 968,967 685,370 329,003
Other 300,477 281,592 274,645
Maintenance 85,416 91,419 77,096
Depreciation and depletion 143,712 149,237 157,794
General taxes 98,512 97,198 95,745
(Gain) Loss on property 30,797 (329) 169,947

Total 1,841,371 1,510,367 1,333,249
Operating income 308,125 292,988 65,826
Income (loss) from equity investments (2,018) (1,173) 24,639
Minority interest in subsidiaries (7,764) (10,753) (7,040)
Non-operating income 7,417 8,698 12,312
Non-operating expenses (20,462) (18,948) (37,598)
Interest charges (75,171) (87,380) (101,918)
Income (loss) from continuing operations before income taxes

and cumulative effect of a change In accounting principle 209,127 181,430 (43,779)
Income taxes 55,514 48,275 (26,813)
Income (loss) from continuing operations before cumulative

effect of a change in accounting principle 153,613 133,155 (16,966)
Loss from discontinued operations, net of income

taxes (Note 8) (8,690) (3,967) (7,205)
Cumulative effect of a change in accounting principle (Note 6) - (3,000)
Net income (loss) 144,923 126,188 (24,171)
Preferred stock dividend requirements 1,646 1,646 1,647
Earnings (loss) available for common stock $ 143,277 $ 124,542 $ (25,818)

Average number of common shares outstanding 69,206 62,623 61,864

Basic and diluted earnings (loss) per common share
Continuing operations $ 2.20 $ 2.10 $ (0.30)
Discontinued operations (0.13) (0.06) (0.12)
Cumulative effect . (0.05)

Basic and diluted earnings (loss) per common share $ 2.07 $ 1.99 $ (0.42)

Cash dividends per common share $ 1.66 $ 1.66 $ 1.66

The accompanying Notes to Consolidated Financial Statements are an Integral part of these statements.
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GREAT PLAINS ENERGY
Consolidated Balance Sheets

December 31
2003

December 31
2002

ASSETS
Current Assets

Cash and cash equivalents
Restricted cash
Receivables
Fuel Inventories, at average cost
Materials and supplies, at average cost
Deferred Income taxes
Assets of discontinued operations
Other

Total
Nonutility Property and Investments

Affordable housing limited partnerships
Gas property and Investments
Nuclear decommissioning trust fund
Other

Total
Utility Piant, at Original Cost

Electric
Less-accumulated depreciation

Net utility plant In service
Construction work In progress
Nuclear fuel, net of amortization of $113,472 and $121,951

Total
Deferred Charges

Regulatory assets
Prepaid pension costs
Goodwill
Other deferred charges

Total
Total

$ 114,395
20,850

240,407
22,543
66,599

686

15,096
470,676

$ 65,294

197,845
21,311
50,800
3,233

38,298
16,619

393.400

62,644
10,191
74,965
44,320

182,120

68,644
45,419
63,283
55,520

232,866

4,700,983
2,082,419
2,618,664

63,250
29,120

2,700,934

4,428,433
1,901,639
2,526,794

39,519
21,506

2,587,819

145,627 145,151
108,247 85,945

26,105 26,106
31,678 35,452

311,657 292,654
$ 3,665,287 $ 3,506,739

The accompanying Notes to Consolidated Financial Statements are an Integral part of these statements.
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GREAT PLAINS ENERGY
Consolidated Balance Sheets

December 31
2003

December 31
2002

bouands)
UABILmES AND CAPITALIZATION
Current Liabilities

Notes payable
Current maturities of long-term debt
EIRR bonds classified as current
Accounts payable
Accrued taxes
Accrued interest
Accrued payroll and vacations
Accrued refueling outage costs
Supplier collateral
Uabilities of discontinued operations
Other

Total
Deferred Credits and Other Liabilities

Deferred income taxes
Deferred investment tax credits
Asset retirement obligations
Accrued nuclear decommissioning costs
Pension liability
Other

Total
Capitalization

Common stock equity
Common stock-1 50,000,000 shares authorized without par value

69,259,203 and 69,198,322 shares issued, stated value
Unearned compensation
Capital stock premium and expense
Retained earnings
Treasury stock-3,285 and 152 shares, at cost
Accumulated other comprehensive loss

Total
Cumulative preferred stock $100 par value

3.80% - 100,000 shares Issued
4.50% - 100,000 shares issued
4.20% - 70,000 shares Issued
4.35% - 120,000 shares issued

Total
Company-obligated Mandatorily Redeemable Preferred Securities

of a trust holding solely KCP&L Subordinated Debentures
Long-term debt (Note 18)

Total
Commitments and Contingencies (Note 13)

Total

$ 87,000
59,303

129,288
189,525
33,258
11,937
34,818
1,760

20,850

28,944
598,679

$ 21,079
133,181
81,000

172,319
29,238
18,121
27,053
8,292

34,232
29,071

551,588
-

.

599,300
37,571

108,469

89,488
79,141

913.969

602,907
41,5685

64,584
73,251
78,169

858.478
, _,

611,424
(1,633)
(7,240)

391,750
(121)

(38,886)
957,294

609,497

(7,744)
383,579

(4)
(25,858)
939,470

10,000
10,000
7,000

12.000

10,000
10,000
7,000

12.000
39,000 39,000

-150,000

1,158,345 968,207
2,154,839 2,098,677

_ _ _ _ _ h _ _ _ _ _ _ _

S 3.665,287 S 3.508.739

The accompanying Notes to Consolidated Financial Statements are an Integral part of these statements.
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GREAT PLAINS ENERGY
Consolidated Statements of Cash Flows

Year Ended December 31 2003

Cash Flows from Operating Actiities
Net Income (loss)

Less: Loss from discontinued operations, net of Income taxes
Income (loss) from continuing operations

Adjustments to reconcile Income (loss) to net cash
from operating activities:

Cumulative effect of a change In accounting principles
Depreciation and depletion
Amortization of:

Nuclear fuel
Other

Deferred Income taxes (net)
Investment tax credit amortization
(Income) Loss from equity investments
(Gain) Loss on property
Deferred storm costs
Minority interest
Other operating activities (Note 2)

Net cash from operating activities

$ 144,923
(8,690)

153,613

143,712

2002
(thousands)

$ 126,188
(3,967)

130,155

3,000
149,237

2001

$ (24,171)
(7,205)

(16,966)

157,794

12,334
11,626
17,058
(3,994)
2,018

30,797

7,764
10,948

385,876

13,109
12,461
15,594
(4,183)
1,173
(329)

(20,149)
10,753
29,996

340,817

17,087
16,146
8,842

(4,289)
(24,639)
169,947

7,040
(42,720)
288,242

Cash Flows from Investing Activities
Utility capital expenditures (148,675) (131,158) (262,030)
Allowance for borrowed funds used during construction (1,368) (979) (9,197)
Purchases of Investments (3,620) (7,134) (47,158)
Purchases of nonutility property (22,746) (11,551) (64639)
Proceeds from disposition of property 33,277 7,821 66,460
Hawthorn No. 5 partial Insurance recovery 3,940 30,000
Hawthorn No. 5 partial litigation settlements 17,263 - -

Loan to DTI prior to majority ownership - - (94,000)
Other investing activities (1,220) (3,748) 10,306

Net cash from Investing activities (123,049) (146,749) (370,258)
Cash FRows from Financing Activities
Issuance of common stock - 151,800
Issuance of long-term debt - 224,539 249,277
Repayment of long-term debt (133,181) (238,384) (193,145)
Net change In short-term borrowings 43,846 (172,001) 130,400
Dividends paid (116,527) (107,424) (104,335)
Other financing activities (7,864) (15,479) (6,883)

Net cash from financing activities (213,726) (156,949) 75,314
Net Change In Cash and Cash Equivalents 49,101 37,119 (6,702)
Cash and Cash Equivalents from Continuing

Operations at Beginning of Year 65,294 28,175 34,877
Cash and Cash Equivalents from Continuing

Operations at End of Year $ 114,395 $ 65,294 $ 28,175

Net Change in Cash and Cash Equivalents from
Discontinued Operations $ (307) $ (552) $ 859

Cash and Cash Equivalents from Discontinued
Operations at Beginning of Year 307 859

Cash and Cash Equivalents from Discontinued
Operations at End of Year $ - $ 307 $ 859

The accompanying Notes to Consolidated Fhnanchla Statements are an hitegral part of these statements.
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GREAT PLAINS ENERGY
Consolidated Statements of Common Stock Equity

2003 2002 2001
Shares Amount Shares Amount Shares Amount

(thousands, except share data)
Common Stock
Beginning balance 69,198,322 $609,497 61,908,728 $449,697 61,908,728 $449,697
Issuance of common stock - - 7,287,596 159,800
Issuance of restricted common stock 82,881 1,927 -

Total common stock 69.259,203 611,424 69,198,322 609,497 81,908.728 449,697

Unearned Compensation
issuance of restricted common stock (1,927)
Compensation expense recognized 294

Total uneamrnd compensation (1,633)

Capital Stock Premium and Expense
Beginning balance (7,744) (1,658) (1,666)
issuance of common stock - (8,098)
Other 504 8 10

Total capital stock premium and expense (7,240) (7,744) (1,856)

Retained Earnings
Beginning balance 33,579 344,815 473,321
Net Income (loss) 144,923 128.188 (24,171)
Dividends:

Common stock (114,881) (105,778) (102,888)
Preferred stock - at required rates (1,848) (1,846) (1,847)
Options (225)

Total retained earnings 391,750 -3579 344,815

Treasury Stock
Beginning balance (152) (4) (35,916) (903) (60,841) (1,539)
Treasury shares acquired (85,000) (2,332) (17,000) (435) (25,000) (27n
Treasury shares reissued 81,887 2,215 52,764 1,334 49,925 1,263

Total treasury stock (3,265) (121) (152) (4) (35,916) (903)

Accumulated Other Comprehensive
Income (Loss), net of tax
Beginning balance (25,858) (13,141)
Gain (loss) on derivative hedging instruments 4,353 10,448 (25,570)
Minimum pension obligation (10,430) (25,754) (1.031)
Reclassifications to revenues and expenses (4,951) 2,591 (3,983)
Cumulative effect of a change In

accounting principles 17.443
Ending balance (36,886) (25,858) (13.141)

Total Common Stock Equity $957,294 $939,470 $778,812

The accompanying Notes to Consolidated Financial Statements are an Integral part of these statements.
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GREAT PLAINS ENERGY
Consolidated Statements of Comprehensive Income

Year Ended December 31 2003 2002 2001
(thousands)

Net Income (Loss) $ 144,923 $ 126,188 $ (24,171)
Other comprehensive loss:

Gain (loss) on derivative hedging Instruments 7,712 17,584 (43,706)
Income tax (expense) benefit (3,359) (7,138) 18,136

Net gain (loss) on derivative hedging Instruments 4,353 10,446 (25,570)

Change in minimum pension obligation (17,100) (42,218) (1,691)
Income tax benefit 6,670 16,464 660

Net change In minimum pension obligation (10,430) (25,754) (1,031)
Reclassification to revenues and expenses, net of tax (4,951) 2,591 (3,983)
Comprehensive Income (loss) before cumulative effect of

a change In accounting principles, net of Income taxes 133,895 113,471 (54,755)
Cumulative effect of a change In accounting principles,

net of Income taxes * - 17,443
Comprehensive Income (Loss) $ 133,895 $ 113,471 $ (37,312)

The accompanying Notes to Consolidated Flnancrl Statements are an integral part of these statements.
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KANSAS CITY POWER & LIGHT COMPANY
Consolidated Statements of Income

Year Ended December 31 2003 2002 2001
(fmousands)

Operating Revenues
Electric revenues $ 1,054,900 $ 1,009,868 $ 1,256,121
Other revenues 2,101 2,918 31,930

Total 1,057,001 1,012,786 1,288,051
Operating Expenses

Fuel 160,327 159,666 163,846
Purchased power 53,183 46,214 304,862
Other 241,701 224,618 256,208
Maintenance 85,391 91,333 76,466
Depreciation and depletion 140,955 146,569 161,916
General taxes 95,590 95,546 94,973
Gain on property (1,603) (178) (23,556)

Total 775,524 762,768 1.024,715
Operating income 281,477 250,018 263,338
Income from equity investments - 24,514
Minority interest In subsidiaries 1,263 - (5,417)
Non-operating income 5,251 4,641 11.960
Non-operating expenses (8,280) (8,830) (31,869)
Interest charges (70,294) (80,308) (98,239)
Income from continuing operations before income taxes

and cumulative effect of a change in accounting principle 209,417 165,523 1686,285
Income taxes 83,572 62,857 39,389
Income from continuing operations before cumulative

effect of a change in accounting principle 125,845 102,666 126,896
Loss from discontinued operations, net of

income taxes (Note 8) (8,690) (3,967) (7,205)
Cumulative effect of a change in accounting principle (Note 6) - (3,000)
Net income 117,155 95,699 119,691
Preferred stock dividend requirements - 1,098
Earnings available for common stock $ 117,155 $ 95,699 $ 118,593

The disclosures regarding KCP&L included In the accompanying Notes to Consolidated Financial Statements are an integral part of
these statements.

page 60



KANSAS CITY POWER & UGHT COMPANY
Consolidated Balance Sheets

December 31 December 31
2003 2002

(Thousands)
ASSETS
Current Assets

Cash and cash equivalents $ 26,620 $ 171
Receivables 95,635 67,043
Fuel Inventories, at average cost 22,643 21,311
Materials and supplies, at average cost 56,699 50,800
Deferred Income taxes 686 3,233
Assets of discontinued operations - 38,298
Other 8,611 7,720

Total 210,594 188,576
Nonutlilty Property and Investments

Nuclear decommissioning trust fund 74,965 63,283
Other 34,255 32,970

Total 109,220 96,253
Utility Plant, at Original Cost

Electric 4,700,983 4,428,433
Less-accumulated depreciation 2,082,419 1,901,639

Net utility plant In service 2,618,664 2,526,794
Construction work In progress 63,046 39,519
Nuclear fuel, net of amortization of $113,472 and $121,951 29,120 21,506

Total 2,700,730 2,587,819
Deferred Charges

Regulatory assets 145,627 145,151
Prepaid pension costs 106,888 85,945
Other deferred charges 29,617 35,413

Total 282,032 266,509
Total $ 3,302,676 $ 3,139,157

The disclosures regarding KCP&L Included In the accompanying Notes to Consolidated Financial Statements
are an Integral part of these statements.
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KANSAS CITY POWER & UGHT COMPANY
Consolidated Balance Sheets

December 31
2003

December 31
2002

(ojsa ds)
LIABILITIES AND CAPITALIZATION
Current Liabilities

Notes payable to Great Plains Energy
Current maturities of long-term debt
EIRR bonds classified as current
Accounts payable
Accrued taxes
Accrued Interest
Accrued payroll and vacations
Accrued refueling outage costs
Uabilities of discontinued operations
Other

Total
Deferred Credits and Other Liabilities

Deferred income taxes
Deferred Investment tax credits
Asset retirement obligations
Accrued nuclear decommissioning costs
Pension liability
Other

Total
Capitalization

Common stock equity
Common stock-1,000 shares authorized without par value

1 share issued, stated value

$ 21,983
54,500

129,288
82,353
41,114
11,763
20,488

1,760

8,619
371,866

$ 250
124,000
81,000
74,390
65,436
15,176
23,591

8,292
34,232

8,885
435.252

, . _

641,673
37,571

106,694

84,34
52,196

922.568

625,705
41,565

64,584
73,251
48,124

851.229

662.041 562.041
Retained earnings 228,761 209,606
Accumulated other comprehensive loss (35,244) (26,614)

Total 855,558 745,033
Company-obligated Mandatorily Redeemable Preferred Securities

of a trust holding solely KCP&L Subordinated Debentures - 150,000
Long-term debt (Note 18) 1,152,584 957,643

Total 2,008,142 1,852,676
Commitments and Contingencies (Note 13)

Total $ 3,302,576 $ 3,139,157

The disclosures regarding KCP&L Included in the accompanying Notes to Consolidated Financial Statements
are an Integral part of these statements.
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KANSAS CrlY POWER & UGHT COMPANY
Consolidated Statements of Cash Flows

Year Ended December 31 2003 2002 2001
(ftmuands)

Cash Flows from Operating Activities
Net Income

Less: Loss from discontinued operations, net of hncome taxes
Income from continuing operations

Adjustments to reconcile Income to net cash
from operating activities:

Cumulathve effect of a change in accounting principles
Depreciation and depletion
Amortization of:

Nuclear fuel
Other

$117,155 $ 95,699 S 119,691
(690) (3,987) (7,205)

125,845 99,688 128,898

3.000
140,055 145,689 151,916

12,34 13,109 17,087
9,350 9,s46 15,108

34,285 11,355 22,010
(94 (4,183) (4,289)

-* (24,614)
(1,603) (178) (23,556)

(20,149)
(1,63) -

(34,636) 21,178 (33,646)
281.373 278.913 247.012

Deterred income taxes (net)
Investment tax credit amortization
Income from equity Investnents
Gain on property
Deferred storm costs
Minority interest
Other operating activities (Note 2)

Net cash from operating activities
Cash Flows from Investing Activities
Utility capital expenditures
Allowance for borowed funds used during construction
Purchases of investments
Purchases of nonutility property
Proceeds from disposition of property
Hawthorn No. 5 partial insurance recovery
Hawthorn No. 5 partial litigation settlements
Loan to DTI prior to majorty ownership
Other Investino activities

(148,675) (132,039) (262,030)
(1,368) (979) (S,197)
(3,20) (3,421) (42.601)

(147) (225) (47,774)
4,135 - 64,072
3,940 - 30,000

17,263
17,253(94,000)

(4,045) (4,084) 8,087
Net cash from investing activitIes (132.417) (140,748) (353,443)

Cash Flows from Financing Activities
Issuance of long-term debt - 224,539 249,277
Repayment of bng-term debt (124,000) (227,000) (93,099)
Net change In short-term borrowings (341) (61,750) 4,177
Dividends paid - - (78,246)
Dividends paid to Great Plains Energy (98,000) (105,617) (25,6Th
Cash of KLT Inc. and GPP dhdended to

Great Plains Energy - - (19,115)
Equity contribution from Great Plains Energy 100,000 38,000 39,000
Other financing actIvities M268) (4,289) (4,660)

Net cash from fina ng activities (122,601) (138,097) 71,657
Net Change In Cash and Cash Equivalents 26,349 68 (34,774)
Cash and Cash Equivalents from ContinuIng

Operations at Beginning of Year 171 103 34,877
Cash and Cash Equivalents from Continuing

Operations at End of Year $ 26,520 S 171 S 103

Net Change In Cash and Cash Equivalents from
Discontinued Operatons $ (307) S (552) $ 859

Cash and Cash Equivalents from Discontinued
Operations at Beginning of Year 307 859

Cash and Cash Equivalents from DIscontInued
Operations at End of Year $ $ S 307 S 859

The dIscsmwes mgardng KCP&L hckxded In f btcopanft Noes to Ccnsokdd Fiandal Satemernts are an hwte pat of
twe satements.
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KANSAS CITY POWER &l UGHT COMPANY
Consolidated Statements of Common Stock Equity

2003 2002 2001
Shares Amount Shares Amount Shares Amount

(thousands, except share data)
Common Stock
Beginning balance 1 $582,041 1 $526,041 61.908,728 $449,697
Exchange of KCP&L common stock to

Great Plains Energy common stock - - - - (81.908,726) (449,697)
Exchange of preferred stock and the associated

stock discount to Great Plains Energy - - - 37,344
Issuance of new KCP&L common stock - - - - 1 449,697
Equity contribution from Great Plains Energy - 100,000 - 38,000 - 39,000

Total common stock 1 662.041 1 582,041 1 528.041

Capital Stock Premium and Expense
Beginning balance (1,888)
Transfer of capital stock premium and expense

to Great Plains Energy 1,66S
Total capital stock premium and expense

Retained Earnings
Beginning balance 209,808 219,524 473,321
Net Income (ioss) 117,155 95,699 119,691
Dividends:

Common stock - (77,011)
Common stock held by Great Plains Energy (98,000) (105,817) (25.677)
Preferred stock -at required rates (824)

Equity dividend of KLT Inc. to Great Plains Energy - (269,976)
Total retained earnings 228,761 209,606 219,524

Accumulated Other Comprehensive
Income (Loss), net of tax
Beginning balance (26.614) (1,182)
Gain (loss) on derivative hedging instruments 401 428 (23,352)
Minimum pension obligation (8,547) (25,754) (1,031)
Reclassiflcations to revenues and expenses (484) (106) (7,687)
Equity dividend of KLT Inc. to Great Plains Energy 13,455
Cumulative effect of a change In

accounting principles 17,443
Endina balance (35,244) (28,814) (1,182)

Total Common Stock Equity S855,558 $745,033 $744,383

The disclosures regarding KCP&L Included In the accompanying Notes to Consolidated Financial Statements are an Integral part
of these statements.

page 64



KANSAS CITY POWER & UGHT COMPANY
Consolidated Statements of ComprehensIve Income

Year Ended December 31 2003 2002 2001
(thousands)

Net Income $ 117,155 $ 95,699 $ 119,691
Other comprehensive loss:

Gain (loss) on derivative hedging instruments 657 702 (39,952)
Income tax (expense) benefit (256) (274) 16,590

Net gain (loss) on derivative hedging instruments 401 428 (23,362)

Change in minimum pension obligation (14,012) (42,218) (1,691)
Income tax benefit 6,465 16,464 660

Net change In minimum pension obligation (8,647) (25,754) (1,031)
Reclassification to revenues and expenses, net of tax (484) (106) (7,687)
Comprehensive income before cumulative effect of a

change in accounting principles, net of Income taxes 108,625 70,267 87,611
Cumulative effect of a change in accounting principles,

net of Income taxes - 17,443
Comprehensive Income $ 108,625 $ 70,267 $ 105,054

The disclosures regarding KCP&L Included In the accompanying Notes to Consolidated Financial Statements are an integral part of

these statements.
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GREAT PLAINS ENERGY INCORPORATED
KANSAS CITY POWER & LIGHT COMPANY
Notes to Consolidated Financial Statements

The notes to consolidated financial statements that follow are a combined presentation for Great Plains
Energy Incorporated and Kansas City Power & Ught Company, both registrants under this filing. The
terms "Great Plains Energy," "Company," uKCP&LV and consolidated KCP&L are used throughout this
report "Great Plains Energy' and the "Company" refer to Great Plains Energy Incorporated and its
consolidated subsidiaries, unless otherwise indicated. "KCP&L refers to Kansas City Power & Ught
Company, and "consolidated KCP&LV refers to KCP&L and its consolidated subsidiaries.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES

OrganizatIon
Great Plains Energy, a Missouri corporation incorporated In 2001, Is a public utility holding company
registered with and subject to the regulation of the Securities and Exchange Commission (SEC) under
the Public Utility Holding Company Act of 1935 (35 Act). Through a corporate restructuring, which was
consummated on October 1, 2001, Great Plains Energy became the parent company and sole owner of
the common stock of KCP&L. Each outstanding share of KCP&L stock was exchanged for a share of
Great Plains Energy stock. As a result, Great Plains Energy replaced KCP&L as the listed entity on the
New York Stock Exchange with the trading symbol GXP. In connection with the reorganization, KCP&L
transferred to Great Plains Energy its interest in two wholly-owned subsidiaries, KLT Inc. and Great
Plains Power Incorporated (GPP).. Great Plains Energy does not own or operate any significant assets
other than the stock of its subsidiaries.

Great Plains Energy has five direct subsidiaries:

* KCP&L is an integrated, regulated electric utility company that serves retail customers in the
states of Missouri and Kansas. KCP&L is one of Great Plains Energy's three reportable
segments. KCP&L's wholly-owned subsidiary, Home Service Solutions Inc. (HSS) has invested
in Worry Free Service, Inc. (Worry Free). Worry Free is no longer actively pursuing new
customers, and management does not anticipate significant additional capital investments in
Worry Free. Prior to the June 2003 disposition of R.S. Andrews Enterprises, Inc. (RSAE), HSS
held an investment in RSAE. See Note 8 for additional Information concerning the June 2003
disposition of RSAE. KCP&L and its subsidiaries are referred to as consolidated KCP&L.

* KLT Inc. is an intermediate holding company that primarily holds interests in Strategic Energy,
L.L.C. (Strategic Energy), KLT Gas Inc. (KLT Gas) and affordable housing limited partnerships.
Strategic Energy and KLT Gas are the other two reportable segments of Great Plains Energy.
KLT Gas announced its plan to exit the gas business in February 2004. See Note 7 for
additional information. Prior to the confirmation of DTI Holdings, Inc. and its subsidiaries Digital
Teleport, Inc. and Digital Teleport of Virginia, Inc. (DTI) bankruptcy, KLT Inc. held an investment
in DlI. See Note 9 for additional information.

* GPP focuses on the development of wholesale generation. Management decided during 2002
to limit the operations of GPP to the siting and permitting process that began in 2001 for
potential new generation until market conditions improve or the Company makes further
changes in its business strategy. The siting and permitting process is currently focused on two
potential new generation sites. GPP has made no significant investments to date.

* Innovative Energy Consultants Inc. (IEC) holds an indirect Interest in Strategic Energy. IEC
does not own or operate any assets other than its indirect interest In Strategic Energy.
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* Great Plains Energy Services Incorporated (Services) was formed In 2003 as a service
company under the 35 Act to provide support and administrative services to Great Plains
Energy and certain of its subsidiaries.

The operations of Great Plains Energy and its subsidiaries are divided Into three reportable segments:
KCP&L, Strategic Energy and KLT Gas. Great Plains Energy's legal structure differs from the
functional management and financial reporting of Its reportable segments. Other activities not
considered a reportable segment Include the operations of HSS, GPP, Services, all KLT Inc. operations
other than Strategic Energy and KLT Gas and holding company operations.

Cash and Cash Equivalents
Cash and cash equivalents consist of highly liquid investments with original maturities of three months
or less. For Great Plains Energy this Includes Strategic Energy's cash held in trust of $16.1 million and
$11.4 million at December 31, 2003 and 2002, respectively.

Strategic Energy has entered into collateral arrangements with selected electricity power suppliers that
require selected customers to remit payment to lockboxes that are held in trust and managed by a
Trustee. As part of the trust administration, the Trustee remits payment to the supplier for electricity
purchased by Strategic Energy. On a monthly basis, any remittances Into the lockboxes in excess of
disbursements to the supplier are remitted back to Strategic Energy.

Restricted Cash
Strategic Energy has entered Into Master Power Purchase and Sale Agreements with Is power
suppliers. Certain of these agreements contain provisions whereby, to the extent Strategic Energy has
a net exposure to the purchased power supplier, collateral requirements are to be maintained.
Collateral posted in the form of cash to Strategic Energy Is restricted by agreement, but would become
unrestricted in the event of a default by the purchased power supplier. Restricted cash collateral at
December 31, 2003, was $20.9 million. There were no such cash collateral deposits at December 31,
2002.

Fair Value of Financial Instruments
The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value:

Nonutility Property and Investments -Consolidated KCP&I's Investments and nonutility property
Includes the nuclear decommissioning trust fund recorded at fair value. Fair value Is based on quoted
market prices of the Investments held by the fund. In addition to consolidated KCP&I's Investments,
Great Plains Energy's investments and nonutility property Include KLT Investments' affordable housing
limited partnerships. The fair value of KLT Investments' affordable housing limited partnership total
portfolio, based on the discounted cash flows generated by tax credits, tax deductions and sale of
properties, approximates book value. The fair values of other various Investments are not readily
determinable and the Investments are therefore stated at cost.

Long-term Debt-The Incremental borrowing rate for similar debt was used to determine fair value If
quoted market prices were not available. Great Plains Energy's and consolidated KCP&L's book value
of long-term debt was 5% below fair value at December 31, 2003.

Investments In Affordable Housing Umited Partnerships
At December 31, 2003, KLT Investments had $52.6 million in affordable housing limited partnerships.
Approximately 65% of these Investments were recorded at cost; the equity method was used for the
remainder. Tax expense is reduced In the year tax credits are generated. The Investments generate
future cash flows from tax credits and tax losses of the partnerships. The Investments also generate
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cash flows from the sales of the properties. For most investments, tax credits are received over ten
years. KLT Investments projects tax credits to run through 2009. A change in accounting principle
relating to investments made after May 19, 1995, requires the use of the equity method when a
company owns more than 5% in a limited partnership Investment. Of the investments recorded at cost,
$33.1 million exceed this 5% level but were made before May 19,1995. Management does not
anticipate making additional investments In affordable housing limited partnerships at this time.

On a quarterly basis, KLT Investments compares the cost of those properties accounted for by the cost
method to the total of projected residual value of the properties and remaining tax credits to be
received. Estimated residual values are based on studies performed by an independent firm. Based
on the latest comparison, KLT Investments reduced its investments In affordable housing limited
partnerships by $11.0 million, $9.0 million, and $13.5 million In 2003, 2002 and 2001, respectively.
These amounts are included in Non-operating expenses on the consolidated statements of income.
Pretax reductions in affordable housing investments are estimated to be $7 million, $10 million and $3
million for the years 2004 through 2006, respectively. These projections are based on the latest
information available but the ultimate amount and timing of actual reductions could be significantly
different from the above estimates. The properties underlying the partnership investment are subject to
certain risks inherent in real estate ownership and management. Even after these estimated
reductions, earnings from the investments in affordable housing are expected to be positive for the
years 2004 through 2006.

Natural Gas Properties
The Company does not have significant oil and gas producing activities based on the results of the
significance tests preformed as prescribed in Statement of Financial Accounting Standards (SFAS) No.
69, "Disclosures About Oil and Gas Producing Activities. KLT Gas follows the full cost method of
accounting for its natural gas properties, substantially all of which were undeveloped at December 31,
2003. The full cost method requires that all costs associated with propert acquisition, exploration and
development activities be capitalized. Any excess of book value over the present value (10% discount
rate) of estimated future net revenues (at year-end prices) from the natural gas reserves is expensed.
All natural gas property interests owned by KLT Gas are located in the United States.

Natural gas property and equipment included in gas property and Investments on Great Plains Energy's
consolidated balance sheets totaled $9.8 million, net of $63.8 million of accumulated depreciation and
impairments, in 2003 and $45.0 million, net of $8.5 million of accumulated depreciation, in 2002. See
Note 7 for information regarding the impairment of KLT Gas assets.

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 141, "Business
Combinations", which requires the purchase method of accounting for business combinations initiated
after June 30, 2001. In July 2001, the FASB also issued SFAS No. 142, "Goodwill and Other Intangible
Assets", which discontinues the practice of amortizing goodwill and indefinite lived intangible assets
and initiates an annual review for Impairment. Intangible assets with a determinable useful life will
continue to be amortized over that period. The amortization provisions apply to goodwill and Intangible
assets acquired after June 30, 2001. SFAS No. 141 and 142 clarify that more assets should be
distinguished and classified between tangible and intangible. KLT Gas did not change or reclassify
contractual mineral rights included in gas property and investments on Great Plains Energy's
consolidated balance sheet upon adoption of these standards. KLT Gas management believes its
classification of such mineral rights under the full cost method of accounting for natural gas properties,
which is consistent with industry practice, Is appropriate. However, the accounting profession and
others are engaged in Industry-wide deliberations regarding whether SFAS No. 141 and 142 require
contractual mineral rights to be classified as intangible assets. Based on the results of the
deliberations, if management determines reclassification is necessary, KLT Gas' gas property and
investments would be reduced and intangible assets would Increase by a like amount at December 31,
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2003 and 2002, respectively, representing cost incurred from the effective date of June 30, 2001. The
amounts are not significant to Great Plains Energy's consolidated balance sheets. The provisions of
SFAS No. 141 and 142 impact only the balance sheet and associated footnote disclosure, and any
required reclassification would not impact Great Plains Energy's cash flows or results of operations.

Other Nonutility Property
Great Plains Energy's and consolidated KCP&L's other nonutility property Includes land, buildings,
vehicles, general office equipment and software and is recorded at historical cost, net of accumulated
depreciation, and has a range of depreciable lives of 3 to 50 years.

Utility Plant
KCP&L's utility plant Is stated at historical costs of construction. These costs Include taxes, an
allowance for the cost of borrowed and equity funds used to finance construction and payroll-related
costs, Including pensions and other fringe benefits. Replacements, Improvements and additions to
units of property are capitalized. Repairs of property and replacements of Items not considered to be
units of property are expensed as Incurred (except as discussed under Wolf Creek Refueling Outage
Costs). When property units are retired or otherwise disposed, the original cost, net of salvage, Is
charged to accumulated depreciation. Substantially all utility plant Is pledged as collateral for KCP&L's
mortgage bonds under the General Mortgage Indenture and Deed of Trust dated December 1, 1986, as
supplemented.

The balances of utility plant in service with a range of depreciable lives are listed in the table below:

December 31
Utility Plant In Service 2003 2002

(millions)
Production (23 -42 years) $ 2,913.9 $ 2,712.2
Transmission (27 - 76 years) 308.3 282.1
Distribution (8-75 years) 1,261.6 1,218.6
General (5 - 50 years) 217.2 215.5
Total $ 4,701.0 $ 4,428.4

Through December 31, 2003, KCP&L has received $164 million in Insurance recoveries related to
property destroyed in the February 17, 1999, explosion at Hawthorn No. 5. Additionally, KCP&L filed
suit against multiple defendants who are alleged to have responsibility for the explosion. In 2003,
various defendants settled with KCP&L in this litigation resulting In KCP&L recording $17.3 million In
recoveries of property destroyed. Recoveries received have been recorded as an Increase in
accumulated depreciation.

As prescribed by the Federal Energy Regulatory Commission (FERO), Allowance for Funds used
During Construction (AFDC) is charged to the cost of the plant. AFDC Is included In the rates charged
to customers by KCP&L over the service life of the property. AFDC equity funds are Included as a non-
cash item In non-operating Income and AFDC borrowed funds are a reduction of interest charges. The
rates used to compute gross AFDC are compounded semi-annually and averaged 8.2%h in 2003, 4.4%
in 2002 and 6.8% In 2001.

In 2001, the American Institute of Certified Public Accountants Issued an exposure draft on a proposed
Statement of Position (SOP) t Accounting for Certain Costs and Activities Related to Property, Plant,
and Equipment.' The SOP Is expected to be Issued In 2004 and Is effective for fiscal years beginning
after December 15, 2004. If Issued In Its present format, the SOP would prohibit KCP&L from accruing
In advance for Its Wolf Creek refueling outage, which occurs on an 18 month cycle. The next refueling
outage Is scheduled for the second quarter 2005. The SOP would also prohibit the capitalization of

page 69



almost all administrative and general costs. The Company is currently analyzing the effect of the SOP
on the Company's results of operations.

Depreciation, Depletion and Amortization
Depreciation of KCP&L's utility plant other than nuclear fuel is computed using the straight-line method
over the estimated lives of depreciable property based on rates approved by state regulatory
authorities. Annual depreciation rates average about 3%. Depreciation of nonutility property is
computed using the straight-line method. Excluding DTi and RSAE, annual depreciation rates for 2003,
2002 and 2001 were 13.6%, 11.9% and 14.6%, respectively.

KCP&L amortizes nuclear fuel-to-fuel expense based on the quantity of heat produced during the
generation of electricity. Regulatory assets and liabilities are amortized consistent with the recovery
period.

Prior to adoption of SFAS No. 142 on January 1, 2002, Great Plains Energy and consolidated KCP&L
amortized goodwill using the straight-line method over a 15 and 40-year life, respectively. See Note 6
for additional information concerning the adoption of SFAS No. 142.

Depletion, depreciation and amortization of natural gas properties are calculated using the units of
production method. The depletion per mmBtu was $2.78 in 2003, $4.61 in 2002 and $1.35 in 2001.
The depletion per mmBtu In 2002 reflected downward revisions In reserve estimates. Unproved gas
properties are not amortized but are assessed for Impaimnent either Individually or on an aggregated
basis.

Nuclear Fuel
Under the Nuclear Waste Policy Act of 1982, the Department of Energy (DOE) is responsible for the
permanent disposal of spent nuclear fuel. KCP&L pays the DOE a quarterly fee of one-tenth of a cent
for each kilowatt-hour of net nuclear generation delivered and sold for the future disposal of spent
nuclear fuel. These disposal costs are charged to fuel expense. In 2002, the U.S. Senate approved
Yucca Mountain, Nevada as a long-term geologic repository. The DOE Is currently In the process of
preparing an application to obtain the NRC license to proceed with construction of the repository.
Management cannot predict when this site may be available. Under current DOE policy, once a
permanent site Is available, the DOE will accept spent nuclear fuel first from the owners with the oldest
spent fuel. Wolf Creek Generating Station (Wolf Creek) has completed an on-site storage facility that is
designed to hold all spent fuel generated at the plant through the end of its 40-year licensed life In
2025.

Wolf Creek Refueling Outage Costs
KCP&L accrues forecasted incremental costs to be incurred during scheduled Wolf Creek refueling
outages monthly over the unit's operating cycle, normally about 18 months. Estimated incremental
costs, which include operating, maintenance and replacement power expenses, are based on budgeted
outage costs and the estimated outage duration. Changes to or variances from those estimates are
recorded when known or are probable.

Nuclear Plant Decommissioning Costs
The Missouri Public Service Commission (MPSC) and The State Corporation Commission of the State
of Kansas (KCC) require KCP&L and the other owners of Wolf Creek to submit an updated
decommissioning cost study every three years. The most recent study was submitted to the MPSC and
the KCC on August 30, 2002, and is the basis for the decommissioning cost estimates in the following
table. Both the MPSC and the KCC have accepted the 2002 cost estimate as filed and have approved
funding schedules for this cost estimate. The MPSC-approved schedule assumes funding through the
expiration of Wolf Creek's current Nuclear Regulatory Commission (NRC) operating license (2025).
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The KCC-approved schedule assumes that Wolf Creek will be granted a 20-year license extension and,
thus, assumes funding through 2045. At this time, the owners of Wolf Creek have neither sought nor
received a license extension from the NRC. The escalation rates and earnings assumptions shown in
the table below are those that were last explicitly approved by the MPSC and the KCC. The
decommissioning cost estimates are based on the immediate dismantlement method and include the
costs of decontamination, dismantlement and site restoration. KCP&L does not expect plant
decommissioning to start before 2025.

KCC MPSC
(millions)

Current cost of decommissioning (in 2002 dollars):
Total Station $ 468 $ 468
47% share 220 220

Future cost of decommissioning (in 2025 dollars):
Total Station $ 1,288
47% share 606

Future cost of decommissioning (in 2045 dollars):
Total Station $ 2,527
47% share 1,188

Annual escalation factor 4.00% 4.560%
Annual return on trust assets " 6.02% 7.66%

The 6.02% rate of return In Kansas is thru 2025. The rate systematically
decreases to 3.99% from 2025 to decommissioning at the end of the
extended 60-year lfe of 2045.

KCP&L currently contributes about $3.5 million annually to a tax-qualified trust fund to be used to
decommission Wolf Creek. These costs are charged to other operating expenses and recovered in
billings to customers. These funding levels assume a certain return on trust assets. If the actual return
on trust assets is below the anticipated level, KCP&L believes a rate increase would be allowed
ensuring full recovery of decommissioning costs over the remaining life of the station.

The trust fund balance, Including reinvested earnings, was $75.0 million and $63.3 million at December
31, 2003 and 2002, respectively. The related liabilities for decommissioning are Included in Asset
Retirement Obligations at December 31, 2003, and Accrued Nuclear Decommissioning Costs at
December 31, 2002.

The Company adopted SFAS No. 143, *Accounting for Asset Retirement Obligations on January 1,
2003. See Note 15 for discussion of Asset Retirement Obligations (ARO) Including those associated
with nuclear plant decommissioning costs.

Regulatory Matters
KCP&L is subject to the provisions of SFAS No. 71, uAccounting for the Effects of Certain Types of
Regulation.' Pursuant to SFAS No. 71, KCP&L defers items on the balance sheet resulting from the
effects of the ratemaking process, which would not be recorded under Generally Accepted Accounting
Principles (GAAP) I KCP&L were not regulated. See Note 5 for additional Information concerning
regulatory matters.

Revenue Recognition
KCP&L and Strategic Energy recognize revenues on sales of electricity when the service Is provided.
KLT Gas records natural gas sales revenues based on the amount of gas sold to purchasers on its
behalf. Receivables recorded at December 31,2003 and 2002, include $28A million and $27.2 million,

page 71



respectively, for electric services provided but not yet billed by KCP&L, and $81.2 million and $57.3
million, respectively, for electric services provided, but not yet billed by Strategic Energy. See Note 3
for additional information on receivables.

To supply its retail contracts, Strategic Energy primarily purchases long-term blocks of electricity under
forward contracts in fixed quantities at fixed prices from power suppliers based on projected usage.
Strategic Energy sells any excess retail supply of electricity back into the wholesale market. The
proceeds from the sale of excess supply of electricity are recorded as a reduction of purchased power.
The amount of excess retail supply sales that reduced purchased power was $160.4 million, $126.4
million and $95.6 million in 2003, 2002 and 2001, respectively.

Property Gains and Losses
Net gains and losses from the sales of assets, businesses, and net asset impairments are recorded in
operating expenses. See Note 9 for additional information regarding the net impairment of DTI assets.

Asset Impairments
Long-lived assets and intangible assets subject to amortization are periodically reviewed for impairment
whenever events or changes In circumstances indicate that the carrying amount of an asset may not be
recoverable as prescribed under SFAS No. 144 "Accounting for the Impairment or Disposal of Long-
lived Assets." SFAS No. 144 requires that if the sum of the undiscounted expected future cash flows
from an asset to be held and used Is less than the carrying value of the asset, an asset impairment
must be recognized in the financial statements. The amount of impairment recognized is the excess of
the carrying value of the asset over its fair value. See Note 7 for information regarding the impairments
of KLT Gas assets.

Goodwill is tested for impairment at least annually and more frequently when indicators of impairment
exist as prescribed under SFAS No. 142. SFAS No. 142 requires that if the fair value of a reporting unit
is less than its carrying value including goodwill, an Impairment charge for goodwill must be recognized
in the financial statements. To measure the amount of the impairment loss to recognize, the implied
fair value of the reporting unit goodwill would be compared wit its carrying value. See Note 6 for
information regarding the impact of adopting SFAS No. 142 on goodwill and goodwill amortization.

Income Taxes
In accordance with SPAS No. 109, "Accounting for Income Taxes", Great Plains Energy has provided
deferred taxes for all temporary book-tax differences using the liability method. The liability method
requires that deferred tax balances be adjusted to reflect enacted tax rates that are anticipated to be in
effect when the temporary differences reverse.

Great Plains Energy and its subsidiaries file consolidated federal and combined and separate state
income tax retums. Income taxes for consolidated or combined subsidiaries are allocated to the
subsidiaries based on separate company computations of taxable Income or loss. In accordance with
35 Act requirements, the holding company allocates its own net income tax benefits to its direct
subsidiaries based on the positive taxable income of each company in the consolidated federal or
combined state returns. KCP&L uses the separate return method to compute its income tax provision.
For the years ended December 31, 2003 and 2002, there were no differences between the separate
return method used to compute KCP&L's tax provision and the amount it owed to Great Plains Energy.

KCP&L has established a regulatory asset for the additional future revenues to be collected from
customers for deferred income taxes. KCP&L records operating income tax expense based on
ratemaking principles.
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Tax credits are recognized in the year generated except for certain KCP&L investment tax credits that
have been deferred and amortized over the remaining service lives of the related properties.

Environmental Matters
Environmental costs are accrued when it is probable a liability has been incurred and the amount of the
liability can be reasonably estimated.

Stock Options
The Company has one equity compensation plan, which is described more fully In Note 10. The
Company adopted the fair value recognition provisions of SFAS No. 123, "Accounting for Stock-Based
Compensation", for its stock options as of January 1, 2003. The Company has elected to use the
modified prospective method of adoption as prescribed under SFAS No. 148, "Accounting for Stock-
Based Compensation-Transition and Disclosure. Under the modified prospective method of adoption,
stock option compensation cost recognized beginning January 1, 2003, is the same as if the fair value
recognition provisions of SFAS No. 123 had been applied to all stock options granted after October 1,
1995.

The following table illustrates the effect on net income and earnings per share (EPS) for Great Plains
Energy as if the fair value method had been applied In preparing 2002 and 2001 financial statements.

2002 2001
(thousands except per share amounts)

Net income (loss), as reported $ 126,188 $ (24,171)
Add: Stock-based employee compensation

expense Included In net Income as reported,
net of income taxes 57 (188)

Less: Total stock-based employee compensation
expense determined under fair value
based method for all awards, net of Income taxes 255 120

Pro forma net Income (loss) as if fair
value method were applied $ 125,990 $ (24,479)

Basic and diluted earnings (loss)
per common share, as reported $ 1.99 $ (0.42)

Basic and diluted earnings (loss)
per common share, pro forma $ 1.99 $ (0.42)

Basic and Diluted Earnings (Loss) per Common Share Calculation
There was no significant dilutive effect on Great Plains Energy's earnings per share from other
securities in 2003, 2002 or 2001. To determine earnings (loss) per common share, preferred stock
dividend requirements are deducted from Income from continuing operations before cumulative effect of
changes in accounting principles and net Income before dividing by average number of common shares
outstanding. The loss per share impact of discontinued operations, net of income taxes, is determined
by dividing the loss from discontinued operations, net of Income taxes, by the average number of
common shares outstanding. The earnings (loss) per share impact of the cumulative effect of changes
in accounting principles is determined by dividing the cumulative effect of changes in accounting
principles by the average number of common shares outstanding.

page 73



The following tables reconcile Great Plains Energy's basic and diluted earnings (loss) per common
share calculation:

Income Shares EPS
2003 (thousands except per share amounts)
Income from continuing operations before cumulative effect $ 153,613
Less: Preferred stock dividend requirement 1,646
Basic EPS
Income available to common stockholders 151,967 69,206 $ 2.20
Add: effect of dilutive securities 42
Diluted EPS $ 151,967 69,248 $ 2.20

Income Shares EPS
2002 (thousands except per share amounts)
Income from continuing operations before cumulative effect $ 133,155
Less: Preferred stock dividend requirement 1,646
Basic EPS
Income available to common stockholders 131,509 62,623 $ 2.10
Add: effect of dilutive securities 1
Diluted EPS $ 131,509 62,624 $ 2.10

Income (Loss) Shares EPS
2001 (thousands except per share amounts)
Loss from continuing operations before cumulative effect $ (16,966)
Less: Preferred stock dividend requirement 1,647
Basic EPS
Income available to common stockholders (18,613) 61,864 $ (0.30)
Add: effect of dilutive securities _

Diluted EPS $ (18,613) 61,864 $ (030)

As of December 31, 2003, there were no anti-dilutive shares. Options to purchase 394,723 shares of
common stock as of December 31, 2002 were excluded from the computation of diluted earnings per
share because the option exercise prices were greater than the average market price of the common
shares at the end of the period. Options to purchase 277,902 shares of common stock as of December
31, 2001, were excluded from the diluted earnings calculation because the Company had a net loss
from operations; therefore no potential common shares are included in the calculation because the
effect is always anti-dilutive.
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2. SUPPLEMENTAL CASH FLOW INFORMATION

Great Plains Energy Other Operating Actilvtles
2003 2002 2001

Cash flows affected by changes in: (thousands)
Receivables $ (14,113) $ (44,764) $ (34,022)
Fuel Inventories (821) 1,339 (1,444)
Materials and supplies (5,799) (104) (4,294)
Accounts payable 16,978 1,039 13,038
Accrued taxes 25,548 45,988 (31,152)
Accrued Interest (4,184) 3,117 451
Wolf Creek refueling outage accrual (6,532) (4,687) 11,089
Pension and postretirement benefit assets and obligations (20,545) 3,774 (22,577)
Allowance for equity funds used during construction (1,424) (299) (3,616)

Other 21,840 24,593 29,807
Total other operating activities $ 10,948 $ 29,996 $ (42,720)

Cash paid during the period:
Interest $ 78,049 $ 82,132 $ 83,467
Income taxes $ 42,440 $ 17,709 $ 21,614

Consolidated KCP&L Other Operating Activities
2003 2002 2001

Cash flows affected by changes In: (thousands)
Receivables $ (1,444) $ (8,565) $ (44,946)
Fuel Inventories (821) 1,339 (1,444)
Materials and supplies (5,799) (104) (4,294)
Accounts payable 7,735 (35,963) (11,335)
Accrued taxes (2,792) 49,584 (2,014)
Accrued Interest (3,413) 4,107 394
Wolf Creek refueling outage accrual (6,532) (4,687) 11,089
Pension and postretirement benefit assets and obligations (20,272) 3,774 (22,577)
Allowance for equity funds used during construction (1,424) (299) (3,616)

Other 226 11,992 45,097
Total other operating activities $ (34,536) $ 21,178 $ (33,646)

Cash paid during the period:
Interest $ 71,399 $ 74,068 $ 81,427
Income taxes $ 25,098 $ 11,330 $ 21,470

KCP&L adopted SFAS No. 143 on January 1, 2003, and recorded a liability for ARO of $99.2 million
and increased property and equipment, net of accumulated depreciation, by $18.3 million. KCP&L is a
regulated utility subject to the provisions of SFAS No. 71, and management believes It is probable that
any differences between expenses recognized under SFAS No. 143 and expenses recovered currently
in rates will be recoverable In future rates. As a result, the $16.3 million net cumulative effect of the
adoption of SFAS No. 143 was recorded as a regulatory asset and therefore, had no Impact on net
income. KLT Gas also adopted SFAS No. 143 and recorded a liability for ARO of $1.2 million,
increased gas property and investments by $1.0 million and increased operating expense by $0.2
million for the Immaterial cumulative effect of the accounting change. The adoption of SFAS No. 143
had no effect on Great Plains Energy's and consolidated KCP&L's cash flows.

KCP&L's Lease Trust was consolidated In the fourth quarter of 2003, as required by FASB
Interpretation (FIN) No. 46, "Consolidation of Variable Interest Entities.' As a result, Great Plains
Energy's and consolidated KCP&L's long-term debt Increased $143.8 million. The consolidation of the
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Lease Trust had no effect on Great Plains Energy's and consolidated KCP&L's cash flows. See Note
13 for additional information concerning the consolidation of the Lease Trust.

KCP&L de-consolidated KCPL Financing I (Securities Trust) in the fourth quarter of 2003, as required
by FIN No. 46. Great Plains Energy's and consolidated KCP&L's long-terrn debt increased $154.6
million representing the 8.3% Junior Subordinated Deferrable Interest Debentures issued by KCP&L
and held by the Securities Trust. The de-consolidation of the Securities Trust had no effect on Great
Plains Energy's and consolidated KCP&L's cash flows. See Note 19 for additional information
concerning the de-consolidation of the Securities Trust.

On June 13, 2003, HSS' board of directors approved a plan to dispose of its interest in residential
services provider RSAE. On June 30, 2003, HSS completed the disposition of its interest in RSAE.
See Note 8 for additional information concerning the disposition of RSAE. The following table
summarizes Great Plains Energy's and consolidated KCP&L's loss from discontinued operations as a
result of this transaction.

Year to Date
June 30

RSAE disposition 2003
(thousands)

Cash repayment of supported bank line $ (22,074)
Write-off of intercompany balance and Investment 4,760
Accrued transaction costs (1,550)
Income tax benefit 11,793

Loss on disposition (7,071)
Pre-disposition operating losses (1,619)

Discontinued operations $ (8,690)

KLT Telecom received $19.2 million in 2003 related to the confirmation of the DTI bankruptcy. Pending
final resolution of the Missouri Department of Revenue (MODOR) Claim and the put option of a minority
shareholder, the effect of the DlI bankruptcy on the Company has been resolved. See Note 9 for
additional information concerning the DTI bankruptcy.

DTI 2003
(thousands)

Cash proceeds from bankruptcy estates $ 19,234
Cash proceeds from sale of office building 1,186
Receivables 1,300

Total proceeds 21,720
Book basis of office building sold (2,720)
DIP financing accrual reversal 5,000
Accounts payable (1,900)
Income tax (9,810)
Reversal of tax valuation allowance 15,779

Gain on sale of assets $ 28,069

During November 2002, Great Plains Energy indirectly acquired an additional 6% ownership in
Strategic Energy through its subsidiary IEC. The $15.1 million consideration paid for the 6% ownership
consisted of $8.0 million In Great Plains Energy common stock and promissory notes of $4.7 million
(issued by Great Plains Energy) and $2.4 million (issued by IEC). The promissory notes were paid in
January 2003. This transaction had no effect on Great Plains Energy's cash flows for the year ended
December 31, 2002. See Note 12 for additional information regarding this transaction.
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On February 8, 2001, KLT Telecom Increased its equity ownership in DTI to a majority ownership. On
December 31, 2001, DTI filed voluntary petitions in Bankruptcy Court. As a result, DTI was
consolidated and its operations were included in KLT Telecom's results of operations from February 8,
2001, through December 31, 2001, prior to the bankruptcy filings at which time DTI was de-
consolidated. See Note 9 for additional information conceming the DTI bankruptcy.

The following table reflects a reconciliation of DTlI's effect on Great Plains Energy's cash flows for the
year ended December 31, 2001, to the cash invested in DTI during 2001.

Cash Flows from Operating Activities
Amounts Included In net Income (loss)

2001
(thousands)

$ (248,437)

Depreciation
Goodwill amortization
Loss on property (net impairment)
Other operating activities

Accretion of Senior Discount Notes
and amortization of the discount

Other
DTI adjustment to operating activities

Net cash from operating activities
Cash Flows from Investing Activities

Purchase of additional ownership In DTI
Purchase of nonutility property
Loans to DTI prior to consolidation
Other investing activities

DTI effect on cash from investing activities
Cash Flows from Financing Activities

DTI effect on cash from financing activities
Cash flows from DTI Investment

17,907
2,481

195,835

16,364
1,719

234,306
$ (14,131)

(39,855)
(33,648)
(94,000)

3,002
(164,501)

(2,223)
$(180,855)

Cash Invested in DTI
Loan to DTI Holdings
Operating loans to Digital Teleport, Inc.
Purchase of additional ownership in DTI

Cash used for DTI Investment

$ (94,000)
(47,000)
(39,855)

$ (180,855)
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As described In Note 1, KCP&L distributed, as a dividend, its ownership in KLT Inc. and GPP to Great
Plains Energy on October 1, 2001. The effect of this transaction on consolidated KCP&Ls cash flows
for the year ended December 31, 2001, is summarized in the table that follows.

Effect of dividend to Great Plains Energy;
Assets

Cash
Equity securities
Receivables
Nonutility property and investment
Goodwill
Other assets

Total assets
Liabilities and Accumulated Other Comprehensive Income

Notes payable
Accounts payable
Accrued taxes
Accrued Interest
Deferred income taxes
Deferred telecommunications revenue
Other liabilities and deferred credits
Long-term debt
Accumulated other comprehensive Income

Total liabilities and accumulated other
comprehensive Income

Eauitv dividend of KLT Inc. and GPP to Great Plains Enerav

October 1, 2001
(thousands)

$19,115
283

101,539
529,121
75,534

8,542
$734,134

$ 3,077
67,853
(1,050)
1,878

(23,8)
45,595
54,340

329,788
(13,455)

-

484,158
$289.978 I

During the first quarter of 2001, KLT Telecom Increased its equity ownership in DTI to a maJority
ownership and HSS increased its equity ownership In RSAE to a majority ownership. The effect of
these transactions is summarized In the table that follows. The initial consolidation of DTI (February 8,
2001) and RSAE (January 1, 2001) are excluded from both Great Plains Energy's and consolidated
KCP&Ls cash flows for the year December 31, 2001. See Note 9 for information concerning the DTI
bankruptcy and Note 8 for information concerning the June 2003 disposition of RSAE.
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DTI ASAE
(thousands)

Cash paid to obtain majority ownership $ (39,855) $ (560)
Subsidiary cash 4,557 1,053

Purchase of DTI and RSAE, net of cash received $ (35,298) $ 493
Initial consolidation of subsidiaries:
Assets

Cash $ 4,557 $ 1,053
Receivables 1,012 4,078
Other nonutility property and Investments 363,825 6,267
Goodwill 62,974 24,496
Other assets 5,143 3,919
Eliminate equity Investment (67,660) (7,200)

Total assets $ 369,851 $ 32,613
Liabilities

Notes payable $ 5,300 $ 10,057
Accounts payable 31,299 6,219
Accrued taxes 2,414 24
Deferred Income taxes 7,437
Other liabilities and deferred credits 46,531 13,418
Loan from KLT Telecom (a) 94.000
Long-term debt 182,870 2,895

Total liabilities $ 369,851 $ 32,613
() KLT Telecom provided a $94 million loan to DTI for the completion of the tender offer of 50.4 percent

of DTI's Senior Discount Notes prior to Increasing Its DTI Investment to a majority ownership.

3. RECEIVABLES

The Company's receivables are comprised of the following:

December 31
2003 2002

(thousands)
Customer accounts receivable sold to

Receivables Company $ 17,902 $ 19,168
Consolidated KCP&L other receivables 77,733 47,875

Consolidated KCP&L receivables 95,635 67,043
Great Plains Energy other receivables 144,772 130,802

Great Plains Enermv receivables $ 240,407 $ 197,845

KCP&L has entered Into a revolving agreement, which expires In October 2004, to sell all of Its right,
title and Interest In the majority of Its customer accounts receivable to Kansas City Power & Light
Receivables Company (Receivables Company), which In turn sells most of the receivables to outside
investors. KCP&L expects the agreement to be renewed annually. Accounts receivable sold under this
revolving agreement totaled $87.9 million and $89.2 million at December 31, 2003 and 2002,
respectively. These sales included unbilled receivables of $28.4 million and $27.2 million at December
31, 2003 and 2002, respectively. As a result of the sales to outside Investors, Receivables Company
received $70 million in cash, which was forwarded to KCP&L as consideration for Its sale. The
agreement is structured as a true sale under which the creditors of Receivables Company are entitled
to be satisfied out of the assets of Receivables Company prior to any value being returned to KCP&L or
its creditors.
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KCP&L sells its receivables at a fixed price based upon the expected cost of funds and charge-offs.
These costs comprise KCP&L's loss on the sale of accounts receivable. KCP&L services the
receivables and receives an annual servicing fee of 0.25% of the outstanding principal amount of the
receivables sold and retains any late fees charged to customers.

Information regarding KCP&L's sale of accounts receivable is reflected in the following table.

For the years ended December 31 2003 2002 2001
(thousands)

Gross proceeds on sale of
accounts receivable $ 939,498 $ 957,222 $ 949,045

Collections 949,484 974,669 952,122
Loss on sale of accounts receivable 3,714 4,558 8,776
Late fees 2,256 _ 2,572 3,045

Consolidated KCP&L's other receivables at December 31, 2003 and 2002, consist primarily of
receivables from partners in jointly-owned electric utility plants, wholesale sales receivables, insurance
recoveries and accounts receivable held by Worry Free. Great Plains Energy's other receivables at
December 31, 2003 and 2002, are primarily the accounts receivable held by Strategic Energy including
unbilled receivables held by Strategic Energy of $81.2 million and $57.3 million at December 31, 2003
and 2002, respectively.

4. EQUITY METHOD INVESTMENTS

After the acquisition of majority ownership in RSAE (see Note 2 and Note 8 for additional information)
and the equity method investments activity discussed below, the Company has no remaining equity
method investments other than affordable housing limited partnerships held by KLT Investments.

Sale of KLT Investments II 's Ownership of Downtown Hotel Group
On May 31, 2001, KLT Investments II sold its 25% ownership of Kansas City Downtown Hotel Group,
L.L.C. for total proceeds of $3.8 million resulting in a $1.4 million after tax gain.

Sale of KLT Gas Properties
On June 28, 2001, KLT Gas sold its 50% ownership in Patrick KLT Gas, LLC for total proceeds of
$42.3 million resulting in a $12.0 million after tax gain.

KLT Telecom Investment In DTI
In 2001, KLT Telecom recorded a gain on early extinguishment of debt resulting from DTI's completion
of a successful tender offer for 50.4 percent of its outstanding Senior Discount Notes prior to KLT
Telecom acquiring a majority ownership in DTI. Previously, under SFAS No. 4, "Reporting Gains and
Losses from Extinguishment of Debt-an amendment of APB Opinion No. 30," all gains and losses
from extinguishment of debt were required to be aggregated and, if material, classified as an
extraordinary item, net of related income tax effect. Effective January 1, 2003, the Company adopted
SFAS No. 145, "Rescission of FASB Statements No. 4,44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections." SFAS No. 145 eliminates SFAS No. 4 and as a result, the 2001
gain on early extinguishment of debt was restated to reflect the $25.0 million gain on early
extinguishment of debt, which is net of the losses previously recorded by DTI, but not reflected by KLT
Telecom, as income from equity method investments. KLT Telecom also recorded $9.1 million of
income tax related to the gain. See Note 9 for additional information regarding 2001 activity in KLT
Telecom's investment in DTI.
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5. REGULATORY MATTERS

Regulatory Assets and Liabilities
As discussed In Note 1, KCP&L is subject to the provisions of SFAS No. 71. Accordingly, KCP&L has
recorded assets and liabilities on its balance sheet resulting from the effects of the ratemaking process,
which would not be recorded under GAAP for non-regulated entities. Regulatory assets represent
incurred costs that have been deferred because they are probable of future recovery in customer rates.
Regulatory liabilities generally represent probable future reductions In revenue or refunds to customers.
KCP&L's continued ability to meet the criteria for application of SFAS No. 71 may be affected in the
future by competitive forces and restructuring in the electric Industry. In the event that SFAS No. 71 no
longer applied to all, or a separable portion, of KCP&L's operations, the related regulatory assets and
liabilities would be written off unless an appropriate regulatory recovery mechanism Is provided.

Amortization
ending December 31 December 31
period 2003 2002

Regulatory Assets (millions)
Taxes recoverable through future rates $ 89.0 $ 100.0
Coal contract termination costs 2003 - 1.6
Decommission and decontaminate federal

uranium enrichment facilities 2007 2.6 3.3
Loss on reacquired debt 2023 4.3 4.7
January 2002 Incremental ice storm costs 2007 14.1 18.6
Change In depreciable life of Wolf Creek (Kansas) 2045 7.7
Cost of removal 14.5 16.3
Asset retirement obligations 12.9
Other (a) 2006 0.5 0.7

Total Regulatory Assets $ 145.6 $ 145.2
Regulatory Llabilites

Emission allowances ° $ (3.8) $ (3.6)
Total Regulatory Ilabilities $ (3.8) $ (3-6)

S6 $0.4 million and $0.5 million at December 31,2003 and 2002, respectively, earns a return on Investment
In the rate making process.

(b Consistent with the MPSC order establishing regulatory treatment, no amortization Is being recorded.

The Company adopted SFAS No. 143 on January 1, 2003, and recorded liabilities for legal obligations
to retire assets. In conjunction with the adoption of SFAS No. 143, non-legal costs of removal were
reclassified for all periods presented from accumulated depreciation to a regulatory asset. See Note 15
for discussion of asset retirement obligations. The change in the depreciable life of Wolf Creek in 2003
was the result of the KCC stipulation and agreement discussed below. See Note 1 for additional
information.

Retail Rate Matters
At the end of January 2002, a severe Ice storm occurred throughout large portions of the Midwest,
including the greater Kansas City metropolitan area. In 2002, the KCC approved a stipulation and
agreement regarding the treatment of the $16.5 million Kansas jurisdictional portion of the ice storm
costs. Pursuant to the stipulation and agreement, KCP&L Implemented a retail rate reduction January
1, 2003, and began calculating depreciation expense on Wolf Creek using a 60-year life Instead of a
40-year life. As a result of the stipulation and agreement, KCP&L's retail revenues decreased
approximately $12.5 million and depreciation expense decreased approximately $7.7 million in 2003.
The reduction In depreciation expense has been recorded as a regulatory asset, as discussed above.
KCP&L also agreed to file a rate case by May 15, 2006.
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In 2002, the MPSC approved KCP&L's application for an accounting authority order related to the
Missouri jurisdictional portion of the storm costs. The order allows KCP&L to defer and amortize $20.1
million, representing the Missouri portion of the storm costs, through January 2007. The amortization,
which began in September 2002, Is approximately $4.6 million annually for the remainder of the
amortization period. In 2003 and 2002, the amortization totaled $4.6 million and $1.5 million,
respectively.

B. GOODWILL AND INTANGIBLE PROPERTY

The Company adopted SFAS No. 142 on January 1, 2002. Under the new standard, goodwill is no
longer amortized, but rather is tested for impairment upon adoption and at least annually thereafter.
The annual test may be performed anytime during the year, but must be performed at the same time
each year.

Strategic Energy's annual impairment tests, conducted September 1, have been completed and there
were no impairments of the Strategic Energy goodwill in 2003 or 2002. Goodwill reported on Great
Plains Energy's consolidated balance sheets associated with the Company's ownership in Strategic
Energy was $26.1 million at December 31, 2003 and 2002, respectively.

As a result of the transition Impairment test of RSAE goodwill in 2002, the Company recorded a $3.0
million write-down of goodwill as a cumulative effect of a change In accounting principle. Goodwill
reported In assets of discontinued operations on Great Plains Energy's and consolidated KCP&L's
balance sheets associated with HSS' ownership Interest In RSAE was $20.0 million at December 31,
2002. See Note 8 for additional Information concerning the June 2003 disposition of RSAE.

The following table adjusts the reported 2001 Great Plains Energy's and consolidated KCP&L's Income
statement Information to add back goodwill amortization as if the non-amortization provisions of SFAS
No. 142 had been applied during all periods presented.

Great Plains Consolidated
2001 Energy KCP&L

(thousands, except per share amounts)
Income (loss) from continuing operations, as reported $ (16,966) $ 126,896
Add back Goodwill amortization 3,104 2,270
Income (loss) from continuing operations, as adjusted (13,882) 129,168

Loss from discontinued operations, net of income taxes, as reported (7,205) (7,205)
Add back: Goodwill amortization 609 609
Loss from discontinued operations, net of Income taxes, as adjusted (6,596) (6,596)

Net Income (loss), as adjusted (20,458) 122,570
Preferred stock dividend requirements 1,647 1,098
Earnings (loss) available for common stock, as adjusted $ (22,105) $ 121,472

Basic and diluted loss per common share
Continuing operations, as reported $ (0.30)
Add back: Goodwill amortization 0.05
Continuing operations, as adjusted (0.25)

Discontinued operations, as reported (0.12)
Add back Goodwill amortization 0.01
Discontinued operations, as adjusted (0.11)

Basic and diluted loss per common share, as adjusted $ (0.36)
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Other Intangible Assets
KCP&L's electric utility plant on the consolidated balance sheets included Intangible computer software
of $33.6 million, net of accumulated amortization of $52.5 million, In 2003 and $41.6 million, net of
accumulated amortization of $42.4 million, in 2002.

Other Intangible assets on the consolidated KCP&L's balance sheets Include Intangible computer
software and the Worry Free service mark, which were fully amortized by the end of 2003 and totaled
$0.5 million, net of accumulated amortization of $0.3 million, In 2002. Assets of discontinued
operations include an RSAE trademark, logo and non-compete agreement totaling $4.2 million in 2002,
net of $0.1 million of accumulated amortization.

KIT Gas' gas property and investments on the consolidated balance sheets included gross intangible
drilling costs, before impairments, of $32.0 million In 2003 and $20.8 million in 2002. The KLT Gas
assets, Including Intangible drilling costs, were significantly written down at the end of 2003 In
aggregate at the property level. See Note 7 for additional information.

Other intangible assets on Great Plains Energy's consolidated balance sheets Include other intangible
computer software of $2.7 million, net of accumulated amortization of $1.8 million, in 2003 and $1.8
million, net of accumulated amortization of $0.6 million, in 2002.

7. KLT GAS PROPERTY IMPAIRMENTS
Unproven gas properties are reviewed for impairment under SFAS No. 144 whenever events or
changes in circumstances Indicate that carrying amounts may not be recoverable. During 2003,
Impairments totaling $54.5 million, as described below, were recorded. These impairments were
reported as losses in (Gain) Loss on property In Great Plains Energy's consolidated statement of
Income. Net of the related tax effects totaling $21.0 million, these impairments reduced earnings by
$33.5 million.

During 2003, KLT Gas management determined that two gas properties were impaired as development
activities Indicated a decline In the estimates of future gas production. As a result of the lower
estimated production, the carrying amount of each property exceeded its estimated fair value based
upon discounted estimated future cash flows, which resulted In Impairments on the two properties. The
impairments totaled $15.2 million, which net of the related tax effects totaling $5.9 million, reduced
earnings by $9.3 million.

Additionally, in the second half of 2003, Great Plains Energy management performed a strategic review
of the KLT Gas natural gas properties (KLT Gas portfolio) and operations. At the direction of the Board
of Directors, management engaged a third party specialist to help evaluate the KLT Gas business and
provide recommendations regarding business strategy, management, staffing and optimization of the
KLT Gas portfolio. The objective of the strategic review was to develop a course of action regarding
KLT Gas operations for the Board of Directors' consideration at Its February 2004 meeting. After
completion of the KLT Gas strategic review, management determined it would recommend a sale of the
KLT Gas portfolio and a plan to exit the gas business at the February 2004 Board of Directors' meeting.

As a result of its decision to recommend a sale of the KLT Gas portfolio and exit the gas business,
Great Plains Energy management engaged a second third party specialist to complete a market
reference valuation analyses of the KLT Gas portfolio. As a result of the KLT Gas strategic review and
market reference valuation analysis having been conducted, an Impairment test of the entire KLT Gas
portfolio was performed at December 31, 2003, in accordance with SFAS No. 144, using a probability
weighting of the likelihood of potential outcomes at the February 2004 meeting. The Impairment test
considered 1) the scenario of sale of the entire KLT Gas portfolio with fair value determined by a third
party valuation specialist based on estimated market prices and 2) the scenario of hold and use with
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fair value determined by risk adjusted discounted cash flows. The Impairment test indicated that the
carrying amount of the KLT Gas portfolio exceeded the probability-weighted fair value, which resulted in
an impairment of $39.3 million. Net of the related tax effect of $15.1 million, the impairment reduced
earnings by $24.2 million.

At its February 2004 meeting, the Board of Directors approved managements recommendation to sell
the KLT Gas portfolio and exit the gas business. Consequently, In the first quarter of 2004, the KLT
Gas portfolio will be reported as assets held for sale and KLT Gas' historical activities will be reported
as discontinued operations, in accordance with SFAS No. 144. In the first quarter of 2004, Great Plains
Energy also will write down the KLT Gas portfolio to its estimated realizable value. Management
expects this write down to total approximately $3 million, which net of the related tax effect of
approximately $1 million, will reduce earnings by approximately $2 million. The Impact on earnings will
be recorded as a loss from discontinued operations in Great Plains Energy's first quarter 2004
consolidated statement of income. To the extent the actual proceeds from the sale of the KLT Gas
portfolio differ from the estimated realizable value used to determine the write down, any difference will
be reflected by Great Plains Energy on its consolidated statement of income at the conclusion of the
sale process.

8. DISPOSITION OF OWNERSHIP INTEREST IN R.S. ANDREWS ENTERPRISES, INC.

On June 13, 2003, HSS' board of directors approved a plan to dispose of its interest in residential
services provider RSAE. On June 30, 2003, HSS completed the disposition of its interest in RSAE.
Under terms of the agreement, HSS repaid $22 million of RSAE's outstanding debt under its bank line
of credit and forgave $4 million of inter-company debt. The financial statements reflect RSAE as
discontinued operations for all periods presented as prescribed under SFAS No. 144. The following
table summarizes the discontinued operations.

2003 2002 2001
(millions)

Revenues $ 31.8 $ 58.5 $ 62.8

Loss from operations before Income taxes (1-6) (4.0) (7.2)
Loss on disposal before Income taxes (18.9) - -

Total loss on discontinued operations before income taxes (20.5) (4.0) (7.2)
Income tax benefit (a) 11.8

Loss on discontinued operations, net of Income taxes $ (8.7) $ (4.0) $ (7.2)
( Since RSAE was not included in Great Plains Energy's consolidated Income tax returns, an income

tax benefit was not recognized on RSAE's 2002 and 2001 losses. RSAE had continual losses and
therefore did not recognize tax benefits. The 2003 tax benefit reflects the tax effect of Great Plains
Energy's disposition of its interest In RSAE. See Note 11 on Income taxes.
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Assets and liabilities of the discontinued operations were as follows:

December 31
2002

(millions)
Current assets $ 6.1
Other nonutility property and investments 8.4
Goodwill 20.0
Other deferred charges 3.8

Total assets of discontinued operations $ 38.3

Current liabilities $ 32.7
Deferred taxes (9.7)
Other deferred credits and liabilities 5.1
Long-term debt 6.1

Total liabilities of discontinued operations $ 34.2

9. DTi BANKRUPTCY

On December 31, 2001, a subsidiary of KLT Telecom, Holdings and Its subsidiaries, Digital Teleport
and Digital Teleport of Virginia, Inc., filed separate voluntary petitions in the Bankruptcy Court for the
Eastern District of Missouri for reorganization under Chapter 11 of the U.S. Bankruptcy Code, which
cases have been procedurally consolidated. Holdings and Its two subsidiaries are collectively called
DTI.

In December 2002, Digital Teleport entered into an agreement to sell substantially all of Its assets
(Asset Sale) to CenturyTel Fiber Company II, LLC (CenturyTel), a nominee of CenturyTel, Inc. The
Asset Sale was approved by the Bankruptcy Court in 2003 and closed In 2003.

KLT Telecom received $19.2 million in 2003 related to the confirmation of the DTI bankruptcy. Pending
final resolution of the MODOR Claim and the put option of a minority shareholder (which are described
below), the effect of the DTI bankruptcy on the Company has been resolved. During 2003, the
Company recorded a $22.1 million gain on property and a $6.0 million tax benefit resulting in a net gain
of $28.1 million or $0.41 per share in 2003. The impact on net Income was primarily due to the net
effect of the confirmation of the DTI bankruptcy and the resulting distribution, the reversal of a $15.8
million tax valuation allowance and the reversal of a $5 million debtor In possession financing
commitment previously reserved.

In early 2004, KLT Telecom paid $2.5 million to certain executives of Digital Teleport for entering Into
employment agreements required as a condition precedent to the Asset Sale. The amount was
recorded as a liability in 2003.

The Bankruptcy Court conducted an evidentiary hearing regarding three priority proofs of claim by the
MODOR in the aggregate amount of $2.8 million (collectively, the MODOR Claim), and ruled
substantially in favor of Digital Teleport. MODOR appealed this ruling. KLT Telecom may receive an
additional distribution from the bankruptcy estate; however, the amount and timing of any additional
distribution is dependent upon the outcome of the MODOR appeal.

KLT Telecom originally acquired a 47%/6 interest in DTI In 1997. On February 8, 2001, KLT Telecom
acquired control of DTI by purchasing shares from another Holdings shareholder, Richard D. Weinstein
(Weinstein), increasing its ownership to 83.6%. In connection with this purchase, KLT Telecom granted
Weinstein a put option. The put option provided for the sale by Weinstein of his remaining shares in
Holdings to KLT Telecom during a period beginning September 1, 2003, and ending August 31, 2005.
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The put option provides for an aggregate exercise price for these remaining shares equal to their fair
market value with an aggregate floor amount of $15 million. The floor amount of the put option was
fully reserved during the fourth quarter of 2001. On September 2, 2003, Weinstein delivered to KLT
Telecom notice of the exercise of his put option. KLT Telecom declined to pay Weinstein any amount
under the put option because, among other things, the stock of Holdings has been cancelled and
extinguished. Weinstein has sued KLT Telecom for allegedly breaching the put option.

Because DTI filed for bankruptcy protection under the U.S. Bankruptcy Code, KLT Telecom no longer
had control over nor could it exert significant influence over DTI. As a consequence, as of December
31, 2001, DTI was de-consolidated and was presented on the cost basis. Because of this de-
consolidation, KLT Telecom did not include in its financial results the ongoing results of operations,
earnings or losses incurred by DTI since December 31, 2001.

During the fourth quarter of 2001, the following were recognized in the financial statements of the
Company related to the activities of DTI:

* Wrote off $60.8 million of goodwill related to the purchase of DlI in February 2001.
* Recorded a $342.5 million impairment of DTI's assets resulting in a negative KLT Telecom

investment of $228.1 million.
* The Company recorded a reduction in the negative investment of $207.5 million. This reduction

resulted In a net impairment charge of $195.8 million ($342.5 million impairment of DTI's assets
plus the $60.8 million write-off of goodwill less the $207.5 million adjustment of KLT Telecom's
investment) and a remaining negative investment of $20.6 million. This remaining negative
investment represented the possible commitments and guarantees relating to DTI and included
the $5 million for DIP financing and the $15 million aggregate floor of the Weinstein put option.
The $20.6 million was Included in Deferred Credits and Other Uabilities - Other on Great Plains
Energy's consolidated balance sheet at both December 31, 2001 and 2002.

The net of the above items resulted in Great Plains Energy recording in 2001 a $195.8 million loss on
property and $55.8 million of related income tax benefits. The $55.8 million income tax benefits
applicable to this net write-off is net of a $15.8 million tax valuation allowance due to the uncertainty of
recognizing future tax deductions while in the bankruptcy process. The $55.8 million income tax benefit
reflects the impact of DTI's 2001 abandonment of $104 million of its long-haul assets in addition to
other expected tax deductions. DTI's tax losses have continued to be included in Great Plains Energy's
consolidated tax return. In accordance with the tax allocation agreement with DTI, cash tax savings
were shared with DTi only to the extent DTI generated taxable income to utilize such losses.
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The following are condensed DTI consolidated financial statements for the year ended December 31,
2001:

DTI Consolidated Statement of Income for the Year Ended December 31, 2001
(millions)

Telecommunications service revenues $ 17.4
Operating expenses

Provision for impairment of long-lived assets (a) (342.5)
Gain on early extinguishment of debt 57.2
Other (44.2)
Interest expense net of Interest income (31-9)

Loss before Income tax benefit (344.0)
Income tax benefit 37.9

Net loss $ (306.1)

The write-down of assets was determined by DTI In accordance with SFAS No. 121,
'Accounting for the Impairment of Long-Uved Assets and for Long-Uved Assets to Be Disposed
Of'. The write-down reflects fte abandonment of $104 million of long-haul assets and the
Impairment of the rest of the telecommunication network and equipment. The Impairment Is
primarily a result of the downward trends In certain segments of the economy, particularly with
respect to previously expected growth of demand In technology and telecommunicatlons the
accompanying deterioration In value of DTI's operating assets and Its Chapter 11 filing. The fair
value used in the Impairment analysis was derived primarily from the discounted cash flows
from continued future operations.

DTI Consolidated Statement of Cash Flows for the Year Ended December 31, 2001
(millions)

Net cash used In operating activities $ (10.8)
Net cash used In Investing activities (41.2)
Cash provided by financing activities 42.9

Net decrease In cash and cash equivalents $ (9-1)

Reconciliation of DTI consolidated financial statements to DTI financial results
Included In Great Plains Energy consolidated financial statements

(millions)
Loss before income tax benefit $ (344.0)

Income before consolidation on February 8, 2001 (50.1)
Goodwill write-off (60.8)
Reduction to KLT Telecom's negative Investment In DTI 207.5

Total $ (247.4)

Net DTI write-off $ (195.8)
DTI operational loss, excluding net write-off (51.6)

Total equal to the above (247.4)
Income from equity method Investment - gain on

early extinguishment of debt 25.0
Other 0)

Total Included In loss before Income taxes (223.4)
Income tax benefits recorded by KLT Telecom 65.5

DTI loss Included In Great Plains Energy consolidated net loss $ (157.9)
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10. PENSION PLANS AND OTHER EMPLOYEE BENEFITS

Pension Plans and Other Employee Benefits
The Company maintains defined benefit pension plans for substantially all employees of KCP&L, Great
Plains Energy Services and Wolf Creek Nuclear Operating Corporation (WCNOC), including officers.
Benefits under these plans reflect the employees' compensation, years of service and age at
retirement. The funding policy for the pension plans is to contribute amounts sufficient to meet the
minimum funding requirements under ERISA plus additional amounts as considered appropriate.

For defined benefit pension plans sponsored by Great Plains Energy, pension costs and contributions
to KCP&L, GPES and Worry Free are allocated based on labor costs of plan participants. Any
additional minimum pension liability is allocated based on each plan's funded status.

In addition to providing pension benefits, the Company provides certain postretirement health care and
life insurance benefits for substantially all retired employees. The cost of postretirement health care and
life insurance benefits are accrued during an employee's years of service and recovered through rates.
The Company funds the portion of net periodic postretirement benefit costs that are tax deductible. For
post retirement health care plans sponsored by Great Plains Energy, contributions and expense are
allocated to KCP&L, GPES and Worry Free based on the number of plan participants.

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
(Medicare Act) was signed into law. The Medicare Act, among other things, provides a federal subsidy
beginning in 2006 to sponsors of retiree health care benefit plans. At this time, detailed regulations
necessary to implement the Medicare Act and specific accounting guidance from the FASB have not
been issued. Therefore, in accordance with FASB Staff Position No. FAS 106-1, "Accounting and
Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization
Act of 2003," the Company elected to defer accounting for the effects of the Medicare Act until
authoritative guidance on accounting is available. Such guidance could require revision of prior
financial statements to include the effects of the Medicare Act. Until detailed regulations necessary to
implement the Medicare Act and specific accounting guidance are issued, the Company cannot
determine the benefit, if any, associated with the new law. The Company will continue to monitor the
new regulations and may amend the plan in order to benefit from the new legislation.

page 88



The pension benefits tables below provide Information relating to the funded status of all defined benefit
pension plans on an aggregate basis. The plan measurement date for the majority of plans is
September 30. In 2003, contributions were made after the measurement date to the pension and
postretirement benefit plans of $32.0 million and $4.8 million, respectively. Net periodic benefit costs
reflect total plan benefit costs prior to the effects of capitalization and sharing with joint-owners of power
plants.

Pension Benefits Other Benefits
2003 2002 2003 2002

Change In projected benefit obligation (thousands)
PB0 at beginning of year $ 450,800 $ 421,126 $ 48,936 $ 41,224
Service cost 14,969 13,360 851 757
Interest cost 29,892 30,272 3,210 2,951
Contribution by participants - - 858 785
Amendments 34 - 230 247
Actuarial loss 42,496 29,174 2,176 7,181
Benefits paid (36,122) (42,482) (3,655) (3,715)
Benefits paid by KCP&L (572) (934) (487) (494)
Settlements - 284
PB0 at end of plan year $ 501,497 $ 450,800 $ 52,119 $ 48,936

Change In plan assets
Fair value of plan assets at beginning of year $ 324,169 $ 395,016 $ 11,054 $ 9,459
Actual return on plan assets 43,663 (29,983) 122 321
Contributions by employer and participants 9,276 1,619 970 5,032
Benefits paid (36,122) (42,482) (3,793) (3,758)
Fair value of plan assets at end of plan year $ 340,986 $ 324,169 $ 8,353 $ 11,054

Prepaid (accrued) benefit cost
Funded status $(160,511) $(126,631) $(43,766) $(37,882)
Unrecognized actuarial loss 182,555 157,438 13,984 11,947
Unrecognized prior service cost 40,556 44,769 1,282 1,344
Unrecognized transition obligation 455 512 10,570 11,744
Net prepaid (accrued) benefit cost $ 63,055 $ 76,088 $(17,930) $(12,847)

Amounts recognized In the consolidated balance sheets
Prepaid benefit cost $ 80,881 $ 85,945 $ - $
Accrued benefit cost (17,826) (9,857) (17,930) (12,847)
Minimum pension liability adjustment (78,435) (63,142)
Intangible asset 17,426 19,233
Accumulated other comprehensive Income 61,009 43,909
Net amount recognized In balance sheets $ 63,055 $ 76,088 $(17,930) $(12,847)
Contributions and changes after

measurement date 34,139 - 4,790
Net amount recognized at December31 $ 97,194 $ 76,088 $(13,140) $(12,847)
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Pension Benefits Other Benefits
2003 2002 2001 2003 2002 2001

Components of net periodic benefit cost (thousands)
Service cost $14,969 $13,360 $ 11,152 $ 851 $ 757 $ 729
Interest cost 29,892 30,272 31,905 3,210 2,951 2,918
Expected return on plan assets (27,702) (34,144) (48,987) (572) (503) (403)
Amortization of prior service cost 4,286 4,313 3,884 216 194 78
Recognized net actuarial loss (gain) 1,377 (7,237) (11,333) 574 100 32
Transition obligation 57 (742) (2,023) 1,175 1,174 1,174
Amendment - 110
Net settlements - 284 (1,738) - - -

Net periodic benefit cost $22,879 $ 6,106 $(17,120) $5,584 $4,673 $4,528

The accumulated benefit obligation (ABO) for all defined benefit pension plans was $429.9 million and
$375.8 million at plan year-end for 2003 and 2002, respectively. The projected benefit obligation,
accumulated benefit obligation and the fair value of plan assets are aggregated In the table below.

December 31
2003 2002

Pension plans with the ABO In excess of plan assets (thousands)
Projected benefit obligation $ 297,392 $ 219,111
Accumulated benefit obligation 252,209 185,775
Fair value of plan assets at plan year-end 156,389 121,758
Pension plans with plan assets In excess of the ABO
Projected benefit obligation $ 204,105 $ 231,689
Accumulated benefit oblIgation 177,725 190,059
Fair value of plan assets at plan year-end 184,597 202,411

Pension plan assets are managed In accordance with prudent Investor" guidelines contained in the
ERISA requirements. The Investment strategy supports the objective of the fund, which Is to earn the
highest possible return on plan assets within a reasonable and prudent level of risk. Investments are
diversified across classes and within each class to minimize risks. The fair value of plan assets at plan
year-end 2003 was $341.0 million, not Including a $32.0 million contribution made in 2003 after the plan
year-end, and $324.2 million at plan year-end 2002. The asset allocation for the Company's pension
plans at the end of 2003 and 2002, and the target allocation for 2004 are reported below. The portfolio
is rebalanced when the targets are exceeded.

Plan Assets at
Target December 31

Asset Category Allocation 2003 2002
Equity securities 61% 62% 59%
Debt securities 30% 34% 41%
Real estate 6% 4% 0%
Other 3% 0% 0%
Total 100% 100% 100%

The expected long-term rate of return on plan assets is based on historical and projected rates of return
for current and planned asset classes in the plan's Investment portfolio. Assumed projected rates of
return for each asset class were selected after analyzing historical experience and future expectations
of the returns of various asset classes. Based on the target asset allocation for each asset class, the
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overall expected rate of return for the portfolio was developed and adjusted for the effect of projected
benefits paid from plan assets and future plan contributions.

The following tables provide the weighted-average assumptions used to determine benefit obligations
and net costs.

Weighted average assumptions used to determine
the benefit obligation at plan year-end

Discount rate
Rate of compensation Increase

Pension Benefits
2003 2002
6.00% 6.75%
3.30% 4.10%

Other Benefits
2003 2002

6.00% 6.75%
3.25% 4.00%

Weighted average assumptions used to determine
net costs for years ended at December 31

Discount rate
Expected long-term return on plan assets
Rate of compensation Increase

Pension Benefits
2003 2002
6.75% 7.25%
9.00% 9.00%/
4.10% 4.10%

Other Benefits
2003 2002

6.75% 7.25%
9.00% 9.00%
4.00% 4.00%

Primarily as a result of lower discount rates and the prior years' losses in the market value of plan
assets; at December 31, 2003, the Company had a minimum pension liability adjustment of $78.4
million offset by an Intangible asset of $17.4 million and OCI of $61.0 million ($37.2 million net of tax).
At December 31, 2002, the Company's minimum pension liability adjustment was $63.1 million offset by
an Intangible asset of $19.2 million and OCI of $43.9 million ($26.8 million net of tax). Because these
adjustments were non-cash, their effect has been excluded from the Consolidated Statements of Cash
Rows.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health
care plans. The health care plan requires retirees to share In the cost when premiums exceed specified
amounts. The following table provides Information on the assumed health care rate trends.

Assumed Health Care Cost Trends at December 31 2003 2002
Health care cost trend rate assumed for next year 9% 9.5%/6
Rate to which the cost trend rate is assumed to

decline (the ultimate trend rate) 5% 5%
Year that the rate reaches the ultimate trend rate 2008 2007

A one-percentage point change in the medical cost trend rates, holding all other assumptions constant,
would have the following effects as of December 31, 2003:

Increase Decrease
(thousands)

Effect on total serAce and Interest component $ 324 $ (227)
Effect on postretirement benefit obligation $ 3,367 $ (2,485)

Employee Savings Plans
Great Plains Energy has defined contribution savings plans that cover substantially all employees. The
Company matches employee contributions, subject to limits. The annual cost of the plans was $4.1
million In 2003 and 2002 and $2.9 million In 2001.

Strategic Energy Phantom Stock Plan
Strategic Energy has a phantom stock plan that provides incentive in the form of deferred
compensation based upon the award of performance units, the value of which is related to the Increase
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in profitability of Strategic Energy. Strategic Energy's annual cost for the plan was $4.6 million in 2003,
$5.9 million in 2002 and $3.4 million in 2001.

Stock Options
The Company has one equity compensation plan, which has been approved by its shareholders. The
equity compensation plan is a long-term incentive plan that permits the grant of restricted stock, stock
options, limited stock appreciation rights and performance shares to officers and other employees of
the Company and its subsidiaries. The maximum number of shares of Great Plains Energy common
stock that may be issued under the plan is 3.0 million with 2.2 million shares remaining available for
future issuance.

Stock Options Granted 1992 - 1996
The exercise price of stock options granted equaled the market price of the Company's common stock
on the grant date. One-half of all options granted vested one year after the grant date, the other half
vested two years after the grant date. An amount equal to the quarterly dividends paid on Great Plains
Energy common stock shares (dividend equivalents) accrues on the options for the benefit of option
holders. The option holders are entitled to stock for their accumulated dividend equivalents only if the
options are exercised when the market price is above the exercise price. At December 31, 2003, the
market price of Great Plains Energy common stock was $31.82, which exceeded the grant price for all
such options still outstanding. Unexercised options expire ten years after the grant date.

Prior to the adoption of SFAS No. 123 on January 1, 2003, Great Plains Energy followed Accounting
Principles Board (APB) Opinion 25, mAccounting for Stock Issued to Employeeso and related
interpretations in accounting for these options. Great Plains Energy recognized annual compensation
expense equal to accumulated and reinvested dividends plus the impact of the change in stock price
since the grant date. Great Plains Energy recognized compensation expense of $0.1 million in 2002
and $(0.3) million in 2001. These options were fully vested prior to the adoption of SFAS No.123;
therefore, no compensation expense was recognized in 2003.

For options outstanding at December 31, 2003, grant prices range from $20.6250 to $23.0625 and the
weighted-average remaining contractual life is 0.8 years.

Stock Options Granted 2001-2003
Stock options were granted under the plan at the fair market value of the shares on the grant date. The
options vest three years after the grant date and expire in ten years If not exercised. Exercise prices
range from $24.90 to $27.73 and the weighted-average remaining contractual life is 7.9 years.

In accordance with the provisions of SFAS No. 123, the Company recognized an immaterial amount of
compensation expense in 2003. Under the provisions of APB Opinion 25, no compensation expense
was recognized in 2002 and 2001 because the option exercise price was equal to the market price of
the underlying stock on the date of grant.

The fair value for the stock options granted in 2001 - 2003 was estimated at the date of grant using the
Black-Scholes option-pricing model. The weighted-average assumptions used are in the following
table:

2003 2002 2001
Risk-free Interest rate 4.77 % 4.57 % 5.53 %
Dividend yield 6.88 % 7.68 % 6.37 %
Stock volatility 22.650 % 27.503 % 25.879 %
Expected option life (In years) 10 10 10
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The option valuation model requires the input of highly subjective assumptions, primarily stock price
volatility, changes in which can materially affect the fair value estimate.

All stock option activity for the last three years Is summarized below:

2003 2002 2001
Shares Price* Shares Price* Shares Price*

Outstanding at January 1 397,000 $ 25.21 250,375 $ 25.14 88,500 $ 23.57
Granted 27,898 27.73 181,000 24.90 193,000 25.56
Exercised (16,000) 26.19 (34,375) 23.00 (31,125) 23.27
Forfeited (167,000) 25.26 - -

Outstanding at December31 241,898 $ 25.41 397,000 $ 25.21 250,375 $ 25.14
Exercisable as of December 31 7,000 $ 21.67 23,000 $ 24.81 57,375 $ 23.73
* weighted-average price

Performance Shares
Performance shares granted In 2003 totaled 20,744. The Issuance of performance shares is contingent
upon achievement, over a three-year period, of company performance goals as compared to a peer
group of utilities. Performance shares have a value equal to the fair market value of the shares on the
grant date with accruing dividends. In accordance with the provisions of SFAS No. 123, compensation
expense is recognized over the vesting period. The Company recognized compensation expense of
$0.4 million in 2003.

During 2003, all 144,500 performance shares granted in 2001 were canceled. No compensation
expense had been recorded related to these performance shares.

Restricted Stock
Restricted shares have a value equal to the fair market value of the shares on the grant date.
Restricted stock shares granted in 2003 totaled 120,196. There is a restriction as to transfer until
December 31, 2004, on 54,436 of the restricted shares. In accordance with the provisions of SFAS No.
123, restricted stock shares totaling 57,315 are considered 100% vested. Restricted stock shares
totaling 62,881 vest on a graded schedule over a three-year period with accruing reinvested dividends.
The Company recognized compensation expense of $1.8 million in 2003.
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11. INCOME TAXES

Components of income tax expense (benefit) were as follows:

Great Plains Energy 2003 2002 2001
Current income taxes: (thousands)

Federal $ 12,024 $ 27,505 $(32,628)
State 8,896 9,369 1,304

Total 20,920 36,874 (31,324)
Deferred income taxes:

Federal 23,299 13,915 9,785
State 3,497 1,679 (943)

Total 26,796 15,594 8,842
Investment tax credit amortization (3,994) (4,183) (4,289)

Total Income tax expense 43,722 48,285 (26,771)
Less taxes on loss from discontinued

operations (Note 8):
Current tax (benefit) expense (21,530) 10 42
Deferred tax expense 9,738 - -

Income taxes on continuing operations $ 55,514 $ 48,275 $(28,aU3)

Consolidated KCP&L 2003 2002 2001
Current Income taxes: (thousands)

Federal $ 26,063 $ 47,027 $ 17,601
State 5,688 8,668 4,109

Total 31,751 55,695 21,710
Deferred Income taxes:

Federal 37,140 9,391 18,968
State 6,883 1,964 3,042

Total 44,023 11,355 22,010
Investment tax credit amortization (3,994) (4,183) (4,289)

Total Income tax expense 71,780 62,867 39,431
Less taxes on loss from discontinued

operations (Note 8):
Current tax (benefit) expense (21,530) 10 42
Deferred tax expense 9,738

Income taxes on continuing operations $ 83,572 $ 62,857 $ 39,389
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The effective income tax rates reflected in the financial statements and the reasons for their differences
from the statutory federal rates were as follows:

Great Plains Energy 2003 2002 2001

Federal statutory income tax rate 35.0 % 35.0 % (35.0) %
Differences between book and tax

depreciation not normalized 2.1 1.9 1.A
Amortization of investment tax credits (2.1) (2.4) (8.4)
Federal Income tax credits (7.7) (11.3) (41.6)
State income taxes 4.8 4.1 0.5
Valuation allowance (8.4) - 31.0
RSAE ° (1.9) 1.4 (4.0)
Other 1.5 (1.0) 3.5

Effective Income tax rate 23.3 % 27.7 % (52.6) %

Consolidated KCP&L 2003 2002 2001

Federal statutory income tax rate 35.0 % 35.0 % 35.0 %
Differences between book and tax

depreciation not normalized 2.1 2.1 0.5
Amortization of Investment tax credits (2.1) (2.6) (2.7)
Federal Income tax credits i') - (10.6)
State income taxes 4.3 4.4 2.9
RSAE (b) (1.9) 1.5 1.1
Other 0.6 (0.8) (1.4)

Effective income tax rate 38.0 % 39.6 % 24.8 %
Ma KLT Investments and KLT Gas generated the federal Income tax credits In 2001.
° Amounts reflect the tax effect of operations In 2002 and 2001 and the effect of the

disposition in 2003.

The tax effects of major temporary differences resulting In deferred tax assets and liabilities in the
balance sheets are as follows:

Great Plains Energy Consolidated KCP&L
December 31 2003 2002 2003 2002

(thousands)
Plant related $ 543,840 $ 517,180 $ 543,840 $ 517,180
Future Income taxes 89,000 100,000 89,000 100,000
Pension and postretirement benefits 6,838 6,194 7,768 6,194
Tax credit carryforwards (22,393) (21,150) - -
Gas properties related (6,640) 6,230
Nuclear fuel outage (686) (3,233) (686) (3,233)
AMT credit (4,093) (4,093)
Other (7,252) (26,971) 1,065 (7,407)

Net deferred tax liability before
valuation allowance 598,614 674,157 640,987 612,734

Valuation allowance (Note 9) - 15,779
Less: Deferred tax asset In discontinued

operations (Note 8) - 9,738 - 9,738
Net deferred tax liability $ 598,614 $ 599,674 $ 640,987 $ 622,472
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The net deferred income tax liability consisted of the following:

Great Plains Energy Consolidated KCP&L
December 31 2003 2002 2003 2002

(thousands)
Gross deferred income tax assets $ (142,001) $ (139,059) $ (99,936) $ (100,318)
Gross deferred income tax liabilities 740,615 738,733 740,923 722,790

Net deferred income tax liability $ 598,614 $ 599,674 $ 640,987 $ 622,472

12. RELATED PARTY TRANSACTIONS AND RELAT1ONSHIPS

Custom Energy Holdings, L.L.C. (Custom Energy Holdings) holds 100% of the direct ownership
interests in Strategic Energy. Great Plains Energy holds an 89% indirect ownership position in
Strategic Energy. SE Holdings, L.L.C. (SE Holdings) owns the remaining 11% indirect ownership
position in Strategic Energy. Richard Zomnir, President and Chief Executive Officer of Strategic
Energy, and certain other employees of Strategic Energy hold direct or indirect interests in SE
Holdings. SE Holdings has a put option to sell all or part of its 11% interest in Strategic Energy (Put
Interest) to Custom Energy Holdings at any time within the 90 days following January 31, 2004, at fair
market value. On February 9, 2004, a letter agreement was entered Into between SE Holdings and [EC
on behalf of certain of its affiliates, including Great Plains Energy, agreeing to a procedure for
determining the fair market value of the Put Interest (Letter Agreement). The Letter Agreement
provides for SE Holdings to exercise its put option with respect to all but one unit (0.00001% of issued
and outstanding units) of each of its respective series of ownership interest in Custom Energy Holdings.
Upon closing of such a transaction, which is anticipated for mid-April 2004, subject to obtaining all
necessary regulatory approval, SE Holdings would continue to be a member of Custom Energy
Holdings and be represented on the Management Committee of Custom Energy Holdings and Strategic
Energy.

Custom Energy Holdings' business and affairs are controlled and managed by a three member
Management Committee composed of one representative designated by KLT Energy Services Inc.
(KLT Energy Services), one representative designated by IEC, and one representative designated by
SE Holdings. Certain actions (including amendment of Custom Energy Holdings' operating agreement,
approval of actions in contravention of the operating agreement, approval of a dissolution of Custom
Energy Holdings, additional capital contributions and assumption of recourse indebtedness) require the
unanimous consent of all the members of Custom Energy Holdings.

Strategic Energy's business and affairs are controlled and managed by a four member Management
Committee composed of two representatives designated by KLT Energy Services, one representative
designated by IEC and one representative designated by SE Holdings. Certain actions (including
amendment of Strategic Energy's operating agreement, approval of actions in contravention of the
operating agreement, approval of transactions between Strategic Energy and affiliates of its members,
approval of a dissolution of Strategic Energy, and assumption of recourse indebtedness) require the
unanimous consent of all the Management Committee members.

In November 2002, the Board of Directors of the Company approved a merger of Environmental
Ughting Concepts, Inc. (ELC) into IEC to acquire ELC's 6% indirect Interest in Strategic Energy. The
merger resulted in Great Plains Energy holding an 89% indirect interest in Strategic Energy. Gregory J.
Orman, the former Executive Vice President - Corporate Development and Strategic Planning of the
Company, was the majority shareholder of ELC and received $10.1 million in Company common stock
and a note, which was paid in January 2003.
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13. COMMITMENTS AND CONTINGENCIES

Nuclear Uability and Insurance

Liability Insurance
The Price-Anderson Act currently limits the combined public liability of nuclear reactor owners to $10.9
billion for claims that could arise from a single nuclear Incident. The owners of Wolf Creek, a nuclear
generating station, (Owners) carry the maximum available commercial Insurance of $0.3 billion.
Secondary Financial Protection, an assessment plan mandated by the NRC, provides insurance for the
$10.6 billion balance.

Under Secondary Financial Protection, if there were a catastrophic nuclear Incident Involving any of the
nation's licensed reactors, the Owners would be subject to a maximum retrospective assessment per
incident of up to $95.8 million plus up to an additional 5% surcharge for a total of $100.6 million ($47.3
million, KCP&L's 47% share). The Owners are Jointly and severally liable for these charges, payable at
a rate not to exceed $10 million ($5 million, KCP&L's 47%h share) per incident per year, excluding
applicable premium taxes. The assessment, most recently revised In 2003, is subject to an inflation
adjustment based on the Consumer Price Index and renewal of the Price-Anderson Act by Congress.

Property, Decontamination, Premature Decommissioning and Extra Expense Insurance
The Owners also carry $2.8 billion ($1.3 billion, KCP&L's 47%/ share) of property damage,
decontamination and premature decommissioning Insurance for loss resulting from damage to the Wolf
Creek facilities. Nuclear Electric Insurance Umited (NEIL) provides this Insurance.

In the event of an accident, Insurance proceeds must first be used for reactor stabilization and NRC
mandated site decontamination. KCP&L's share of any remaining proceeds can be used for further
decontamination, property damage restoration and premature decommissioning costs. Premature
decommissioning coverage applies only if an accident at Wolf Creek exceeds $500 million in property
damage and decontamination expenses, and only after trust funds have been exhausted.

The Owners also carry additional insurance from NEIL to cover costs of replacement power and other
extra expenses incurred In the event of a prolonged outage resulting from accidental property damage
at Wolf Creek.

Under all NEIL policies, KCP&L is subject to retrospective assessments if NEIL losses, for each policy
year, exceed the accumulated funds available to the Insurer under that policy. The estimated maximum
amount of retrospective assessments to KCP&L under the current policies could total about $24.5
million.

In the event of a catastrophic loss at Wolf Creek, the insurance coverage may not be adequate to cover
property damage and extra expenses Incurred. Uninsured losses, to the extent not recovered through
rates, would be assumed by KCP&L and could have a material, adverse effect on Its financial condition,
results of operations and cash flows.

Low-Level Waste
The Low-Level Radioactive Waste Policy Amendments Act of 1985 mandated that the various states,
Individually or through interstate compacts, develop alternative low-level radioactive waste disposal
facilities. The states of Kansas, Nebraska, Arkansas, Louisiana and Oklahoma formed the Central
Interstate Low-Level Radioactive Waste Compact (Compact) and selected a site In northern Nebraska
to locate a disposal facility. Wolf Creek Nuclear Operating Corporation (WCNOC) and the owners of
the other five nuclear units in the Compact provided most of the pre-construction financing for this
project. KCP&L's net Investment In the Compact was $7.4 million at December 31, 2003 and 2002.
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Significant opposition to the project has been raised by Nebraska officials and residents in the area of
the proposed facility and attempts have been made through litigation and proposed legislation In
Nebraska to slow down or stop development of the facility. On December 18, 1998, the application for
a license to construct this project was denied. After the license denial, WCNOC and others filed a
lawsuit in federal court contending Nebraska officials acted in bad faith while handling the license
application. In September 2002, the U.S. District Court Judge presiding over the Central Interstate
Compact Commission's federal "bad faith' lawsuit against the State of Nebraska issued his decision in
the case finding clear evidence that the State of Nebraska acted In bad faith in processing the license
application for a low-level radioactive waste disposal site in Nebraska and rendered a judgment on
behalf of the Compact in the amount of $151.4 million against the state. The state appealed this
decision to the U.S. Court of Appeals for the Eighth Circuit. On February 18, 2004, a three-judge panel
of the appellate court unanimously affirmed the trial courts decision In its entirety. On March 2, 2004,
Nebraska filed a Petition for Rehearing En Banc with the U.S. Court of Appeals for the Eighth Circuit
Based on the favorable outcome of the trial and appeal, In KCP&L's opinion, there Is a greater
possibility of reversing the state's license denial once the decision in this case is final.

In May 1999, the Nebraska legislature passed a bill withdrawing Nebraska from the Compact. In
August 1999, the Nebraska Governor gave official notice of the withdrawal to the other member states
effective in August 2004. In June 2003, the Compact revoked Nebraska's membership In the Compact
effective July 17, 2004. As a result, Nebraska's legal rights under the Compact will be extinguished on
the effective date of either the Compact's revocation of Nebraska's membership or Nebraska's
withdrawal from the Compact. If membership is severed by virtue of revocation by the Compact, any
legal obligations Nebraska incurred prior to revocation shall not cease until Nebraska fulfills them. The
Compact has taken the position that Nebraska's legal obligations include the obligation to be the host
state for a disposal site. Nebraska's legal obligations, under the Compact's position, are more
extensive than would exist if Nebraska's withdrawal preceded the revocation of its membership. On
August 22, 2003, Nebraska filed a new lawsuit in U.S. District Court In Nebraska seeking to have the
Compact's action deemed void; it does not seek damages. A procedural schedule has been set in this
case to be ready for trial by June 2004.

Environmental Matters
The Company is subject to regulation by federal, state and local authorities with regard to air and other
environmental matters primarily through KCP&L's operations. The generation and transmission of
electricity produces and requires disposal of certain hazardous products that are subject to these laws
and regulations. In addition to Imposing continuing compliance obligations, these laws and regulations
authorize the imposition of substantial penalties for noncompliance, Including fines, injunctive relief and
other sanctions. Failure to comply with these laws and regulations could have a material adverse effect
on consolidated KCP&L and Great Plains Energy.

KCP&L operates in an environmentally responsible manner and seeks to use current technology to
avoid and treat contamination. KCP&L regularly conducts environmental audits designed to ensure
compliance with governmental regulations and to detect contamination. Govem mental bodies,
however, may impose additional or more restrictive environmental regulations that could require
substantial changes to operations or facilities at a significant cost At December 31, 2003 and 2002,
KCP&L had $1.8 million and $1.9 million, respectively, accrued for environmental remedlation
expenses covering water monitoring at one site and unasserted claims for remediation at a second site.
The amounts accrued were established on an undiscounted basis and KCP&L does not currently have
an estimated time frame over which the accrued amounts may be paid out. Expenditures to comply
with environmental laws and regulations have not been material in amount during the periods
presented and are not expected to be material In the upcoming years with the exception of the Issues
discussed below.
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Certain Air Toxic Substances
In July 2000, the National Research Council published its findings of a study under the Clean Air Act
Amendments of 1990 (Clean Air Act), which stated that power plants that bum fossil fuels, particularly
coal, generate the greatest amount of mercury emissions. As a result, In December 2000, the
Environmental Protection Agency (EPA) announced It would propose Maximum Achievable Control
Technology (MACT) requirements by December 2003 to reduce mercury emissions and issue final
rules by December 2004. In December 2003, the EPA Issued proposed regulations that contained two
options. Based upon preliminary testing, it does not appear that KCP&L would incur additional expense
under the MACT option. Under the "cap and tradet option, KCP&L would incur additional expenses in
the 2015-2016 timeframe. However, until the EPA decides which option It will pursue and the proposed
rules are finalized, KCP&L cannot predict the likelihood or compliance costs of such regulations.
Comments on the proposed regulations are due by March 30,2004. KCP&L plans to submit comments
supporting the MACT option.

Air Particulate Matter
In July 1997, the EPA revised ozone and particulate matter air quality standards creating a new eight-
hour ozone standard and establishing a new standard for particulate matter less than 2.5 microns (PM-
2.5) in diameter. These standards were challenged In the U.S. Court of Appeals for the District of
Columbia (Appeals Court) that decided against the EPA. Upon further appeal, the U.S. Supreme Court
reviewed the standards and remanded the case back to the Appeals Court for further review, including
a review of whether the standards were arbitrary and capricious. On March 26, 2002, the Appeals
Court Issued Its decision on challenges to the 8-hour ozone and PM-2.5 National Ambient Air Quality
Standards (NAAQS). This decision denied all state, Industry and environmental groups petitions for
review and thus upheld as valid the EPA's new 8-hour ozone and PM-2.5 NAAQS. In so doing, the
court held that the EPA acted consistently with the Clean Air Act in setting the standards at the levels It
chose and the EPA's actions were reasonable and not arbitrary and capricious, and cited the deference
given the EPA's decision-making authority. The court stated that the extensive records established for
each rule supported the EPA's actions in both rulemakings.

This decision by the Appeals Court removed the last major hurdle to the EPA's Implementation of
stricter ambient air quality standards for ozone and fine particles. The EPA has not yet issued
regulations Incorporating the new standards. Until new regulations are Issued, KCP&L is unable to
estimate the Impact of the new standards. However, the impact on KCP&L and all other utilities that
use fossil fuels could be substantial. In addition, the EPA Is conducting a three-year study of fine
particulate ambient air levels. Until this testing and review period has been completed, KCP&L cannot
determine additional compliance costs, if any, associated with the new particulate regulations.

Nitrogen Oxide and Sulfur Dioxide
The EPA announced In 1998 regulations Implementing reductions In Nitrogen Oxide (NO,) emissions.
These regulations initially called for 22 states, Including Missouri, to submit plans for controlling NO,
emissions. The regulations would have required a significant reduction In NOQ emissions from 1990
levels at KCP&L's Missouri coal-fired plants by the year 2003.

In December 1998, KCP&L and several other western Missouri utilities filed suit against the EPA over
the inclusion of western Missouri In the NO, reduction program based on the 1-hour NOx standard. On
March 3, 2000, a three-judge panel of the District of Columbia Circuit of the U.S. Court of Appeals sent
the NOx rules related to Missouri back to the EPA, stating the EPA failed to prove that fossil plants in
the western part of Missouri significantly contribute to ozone formation In downwind states. On March
5, 2001, the U.S. Supreme Court denied certiorari, making the decision of the Court of Appeals final.
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In February 2002, the EPA issued proposed Phase 11 NO, State Implementation Plan (SIP) Call
regulations, which specifically exclude the fossil plants in the western part of Missouri from the NO, SIP
Call. To date, the EPA has not issued its final Phase 11 NOx SIP Call regulation.

If fossil plants in western Missouri are required to implement NOx reductions, KCP&L would need to
incur significant capital costs, purchase power or purchase NOx emission allowances. Preliminary
analysis of the regulations indicates that selective catalytic reduction technology, as well as other
changes, may be required for some of the KCP&L units. Currently, KCP&L estimates that additional
capital expenditures to comply with these regulations could range from $40 million to $60 million.
Operations and maintenance expenses could also increase by more than $2.5 million per year. KCP&L
continues to refine these preliminary estimates and explore altematives. The ultimate cost of these
regulations, if any, could be significantly different from the amounts estimated above.

In addition to the pending Phase 11 NOx SIP Call regulation, in December 2003, the EPA issued
proposed regulations titled 'Interstate Air Quality Regulations' that also would control NOx emissions as
well as sulfur dioxide emissions from coal fired power plants and would apply to fossil plants in western
Missouri. This proposed regulation will be supplemented with another proposed regulation, which Is
scheduled for release in May 2004. Compliance costs associated with these regulations, as currently
proposed, would be material, however, KCP&L cannot predict the likelihood of such regulations being
adopted.

Carbon Dioxide
At a December 1997 meeting in Kyoto, Japan, delegates from 167 nations, including the United States,
agreed to a treaty (Kyoto Protocol) that would require a seven percent reduction in United States
carbon dioxide (CO2) emissions below 1990 levels. Although the United States agreed to the Kyoto
Protocol, the treaty has not been sent to Congress for ratification. The financial impact on KCP&L of
future requirements in the reduction of C02 emissions cannot be determined until specific regulations
are adopted.

EPA New Source Review
The EPA is conducting an enforcement initiative to determine whether modifications at coal-fired plants
across the United States are subject to New Source Performance Standards (NSPS) or New Source
Review (NSR) requirements under Section 114(a) of the Clean Air Act. This initiative reviews all
expenditures at the plants to determine if they were for routine maintenance or whether the
expenditures were for substantial modifications or resulted in improved operations. If a plant, subject to
a Section 114 letter, is determined to be subject to NSPS or NSR the plant could be required to install
best available control technology (BACT) or lowest achievable emission rate (LAER) technology.
KCP&L has not received a Section 114 letter to date.

Clean Air Legislation
Congress has debated numerous bills that would make significant changes to the current federal Clean
Air Act including potential establishment of nationwide limits on power plant emissions for several
specific pollutants. These bills have the potential for a significant financial impact on KCP&L through
the installation of new pollution control equipment to achieve compliance with the new nationwide limits.
The financial consequences to KCP&L cannot be determined until the final legislation is passed.
KCP&L will continue to monitor the progress of these bills.

Proposed Water Use Regulations
In February 2002, the EPA issued proposed rules related to certain existing power producing facilities
that employ cooling water intake structures that withdraw 50 million gallons or more per day and use
25% or more of that water for cooling purposes. The proposed rules establish national minimum
performance requirements designed to minimize adverse environmental impact. The EPA approved
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the proposed rules on February 16, 2004. Pursuant to the EPA's action, KCP&L has three and one-half
years to conduct demonstration studies on each of its coal plants. The cost of each of these studies Is
estimated at $0.3 million to $0.5 million. The outcome of those studies will determine whether the
plants are in compliance with the new rules.

Nuclear Fuel Commitments
As of December 31, 2003, KCP&L's 47%/6 share of Wolf Creek nuclear fuel commitments included $15.3
million for enrichment through 2006, $55.9 million for fabrication through 2025 and $20.4 million for
uranium and conversion through 2007.

Coal Contracts
KCP&L's share of coal purchased under existing contracts was $53.6 million in 2003, $49.5 million In
2002 and $44.6 million in 2001. Under these coal contracts, KCP&L's remaining share of purchase
commitments totals $131.5 million. Obligations for the years 2004 through 2006 total approximately
$55.7 million, $57.0 million, and $18.8 million, respectively. The remainder of KCP&L's coal
requirements will be fulfilled through additional contracts or spot market purchases.

Purchased Capacity Commitments
KCP&L purchases capacity from other utilities and nonutility suppliers. Purchasing capacity provides
the option to purchase energy if needed or when market prices are favorable. This can be a cost-
effective alternative to new construction. KCP&L's capacity purchases totaled $18.9 million, $18.5
million and $17.7 million In 2003, 2002 and 2001, respectively. As of December 31, 2003, contracts to
purchase capacity totaled $71.7 million through 2016. These commitments are approximately $19
million in 2004, $10 million in 2005 and $4 million in each of 2006,2007 and 2008. Capacity sales
contracts to supply other utilities and municipalities In the years 2004 through 2008 average $12 million
per year. For the next five years, net capacity contracts average less than 1% of KCP&L's estimated
2004 total available generating capacity.

Strategic Energy Purchased Power Energy Commitments
Strategic Energy has entered into agreements to purchase electricity at various fixed prices to meet
estimated supply requirements. Commitments at December 31, 2003, under these agreements total
$1,403.7 million through 2010. Commitments for the years 2004 through 2008 total $757.4 million,
$457.9 million, $132.0 million, $44.9 million, and $4.1 million, respectively. Energy sales contracts for
2004 and 2005 total $111.9 million and $37.8 million, respectively. See Note 17 for further discussion.

Great Plalns Energy Leases
Great Plains Energy's lease expense was $24.1 million during 2003 and $27.4 million during 2002.
Great Plains Energy's lease expense, excluding DTI, was $30.6 million during 2001. The remaining
rental commitments under leases total $189.4 million ending in 2028. Obligations for the years 2004
through 2008 are $44.8 million, $14.0 million, $13.4 million, $11.4 million and $9.3 million, respectively.

Consolidated KCP&L Leases
Consolidated KCP&L's lease expense was $23.1 million during 2003 and $25.7 million during 2002.
Consolidated KCP&L's lease expense, excluding DTI, was $29.6 million during 2001. The remaining
rental commitments under leases total $186.5 million ending In 2028. Obligations for the years 2004
through 2008 are $43.9 million, $13.4 million, $12.9 million, $10.9 million and $8.9 million, respectively.

KCP&L has a transmission line lease with another utility through September 2025 whereby, with the
FERC's approval, the rental payments can be Increased by the lessor. If this occurs and KCP&L is
able to secure an alternative transmission path, KCP&L can cancel the lease. Commitments under this
lease total $1.9 million per year and $41.1 million over the remaining life of the lease, assuming it is not
canceled.
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KCP&L's expense for other leases, including rallcars, computer equipment, buildings, transmission line
and other items, approximated $23.6 million annually for the last three years. The remaining rental
commitments under these leases total $145.4 million through 2028. In early 2004, the operating lease
for vehicles and heavy equipment was terminated and the vehicles and equipment purchased for $29.0
million, which is included in the 2004 obligation. These amounts exclude possible termination
payments under the synthetic lease arrangement discussed below. Capital leases are not material and
are included in these amounts.

As the managing partner of three jointly owned generating units, KCP&L has entered Into leases for
railcars to serve those units. Consolidated KCP&L has reflected the entire lease commitment in the
above amounts, although about $2.0 million per year ($24.0 million total) will be reimbursed by the
other owners.

In 2001, KCP&L entered into a synthetic lease arrangement with a Lease Trust (Lessor) to finance the
purchase, installation, assembly and construction of five combustion turbines and related property and
equipment that added 385 MWs of peaking capacity (Project). The Lease Trust is a special-purpose
entity and has an aggregate financing commitment from third-party equity and debt participants of $176
million. In the second quarter of 2003, construction and Installation of KCP&tL's five combustion
turbines was completed and the units were placed in service. At December 31, 2003, cumulative
project costs were approximately $152.0 million. Rental payments under the lease will begin in 2004.
Upon a default during the lease period, KCP&L's maximum obligation to the Lessor equals 100% of
project costs. KCP&L's rental obligation, which reflects interest payments only, is expected to be
approximately $15.5 million ending in October 2006. KCP&L's rental obligation for the years 2004
through 2006 are approximately $3.1 million, $6.2 million and $6.2 million, respectively. At the end of
the lease term (October 2006), KCP&L may choose to sell the project for the Lessor, guaranteeing that
the Lessor receives a residual value for the Project In an amount, which may be up to 83.21% of the
project cost. Alternatively, KCP&L may purchase the facility at an amount equal to the project cost.

The Lease Trust, a special purpose entity, acting as Lessor in the synthetic lease arrangement
discussed above, Is considered a Variable Interest Entity under FIN No. 46. Because KCP&L has
variable interests in the Lease Trust, including among other things, a residual value guarantee provided
to the Lessor, KCP&L is the primary beneficiary of the Lease Trust. The Lease Trust was consolidated
In the fourth quarter of 2003, as required by FIN No. 46. Great Plains Energy's and consolidated
KCP&L's utility plant increased $149.3 million, long-term debt Increased $143.8 million and minority
interest included in other deferred credits and other liabilities increased $5.5 million. Additionally, in
Great Plains Energy's and consolidated KCP&L's statements of income, depreciation expense
increased and minority Interest decreased $1.3 million in 2003 as a result of the consolidation of the
Lease Trust.

Other Great Plains Energy Leases
Great Plains Energy's other subsidiaries have entered operating leases for buildings, compressors,
communications equipment and other items. Lease expense was $1.0 million in 2003, $1.7 million in
2002 and about $1 million in 2001. Obligations average about $0.6 million per year for the years 2004
through 2008.

Internal Revenue Service Settlement - Corporate-Owned Life Insurance
In November 2002, KCP&L accepted a settlement offer related to the proposed disallowance of interest
deductions on corporate-owned life insurance (COLI) loans. The offer allowed 20°% of the interest
originally deducted and taxed only 20% of the gain on surrender of the COU policies. KCP&L
surrendered the policies In February 2003. KCP&L made cash payments of $1.3 million to the Internal
Revenue Service (IRS) in 2003 to satisfy the liability associated with the surrender. The remaining $9.9
million related to the disallowed interest will be paid upon completion of the 1995 - 1999 IRS audit.
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KCP&L paid $1.5 million to the IRS In 2001 related to the disallowance of the 1994 COLI deduction and
related interest. KCP&L accrued for these disallowances and payments in 2000.

14. GUARANTEES

In the normal course of business, Great Plains Energy and certain of its subsidiaries enter into various
agreements providing financial or performance assurance to third parties on behatf of certain
subsidiaries. Such agreements Include, for example, guarantees and Indemnification of letters of credit
and surety bonds. These agreements are entered Into primarily to support or enhance the
creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby facilitating the
extension of sufficient credit to accomplish the subsidiaries' Intended business purposes.

As prescribed in FIN No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees,
Including Guarantees of Indebtedness of Others', the Company began recording a liability for the fair
value of the obligation it has undertaken for guarantees Issued after December 31, 2002. The liability
recognition requirements of FIN No. 45 are applied on a prospective basis to guarantees issued or
modified after December 31, 2002, while the disclosure requirements are applied to all guarantees.
The interpretation does not encompass guarantees of the Company's own future perfornance, such as
credit support provided to Its subsidiaries. As of December 31, 2003, KCP&L had an Immaterial
amount recorded for the fair value of guarantees Issued for the residual value of vehicles and heavy
equipment under an operating lease, which will be reversed in 2004 following the buyout of the lease.

The following table reflects Great Plains Energy's and consolidated KCP&L's maximum potential
amount of future payments that could be required under guarantees and describes those guarantees:

Maximum
Guarantor potential Nature of Guarantee

(millions)
KCP&L $ 7.8 Guaranteed energy savings under agreements with several

customers that expire over the next six years. In most cases,
a subcontractor would Indemnify KCP&L for any payments
made by KCP&L under these guarantees.

KCP&L 7.9 Guarantees for residual value of vehicles and heavy equipment
under an operating lease.

Total consolidated KCP&L
and Great Plains Energy $15.7

15. ASSET RETIREMENT OBUGATIONS

Effective January 1, 2003, the Company adopted SFAS No. 143. SFAS No. 143 provides accounting
requirements for the recognition and measurement of liabilities associated with the retirement of
tangible long-lived assets. Under the standard, these liabilities are recognized at fair value as Incurred
and capitalized as part of the cost of the related long-lived asset. Accretion of the liabilities due to the
passage of time Is recorded as an operating expense. Retirement obligations associated with long-
lived assets included within the scope of SFAS No. 143 are those for which a legal obligation exists
under enacted laws, statutes and written or oral contracts, Including obligations arising under the
doctrine of promissory estoppel.

The adoption of SFAS No. 143 changed the accounting for and the method used to report KCP&L's
obligation to decommission its 47%/6 share of Wolf Creek. The legal obligation to decommission Wolf
Creek was incurred when the plant was placed in service In 1985. The estimated liability, recognized
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on KCP&L's balance sheet at January 1, 2003, is based on a third party nuclear decommissioning
study conducted in 2002. KCP&L used a credit-adjusted risk free discount rate of 6.42% to calculate
the retirement obligation. This estimated rate was based on the rate KCP&L could issue 30-year
bonds, adjusted downward to reflect the portion of the anticipated costs in current year dollars that had
been funded at date of adoption through a tax-qualified trust fund. The cumulative impact of prior
decommissioning accruals recorded consistent with rate orders issued by the MPSC and KCC has
been reversed with an offsetting reduction of the regulatory asset established upon adoption of SFAS
No. 143, as described below. Amounts collected through these rate orders have been deposited in a
legally restricted external trust fund. The fair market value of the trust fund was $75.0 million and $63.3
million at December 31, 2003 and 2002, respectively.

KCP&L also must recognize, where possible to estimate, the future costs to settle other legal liabilities
including the removal of water intake structures on rivers, capping/filling of piping at levees following
steam power plant closures and capping/closure of ash landfills. Estimates for these liabilities are
based on internal engineering estimates of third party costs to remove the assets In satisfaction of legal
obligations and have been discounted using credit adjusted risk free rates ranging from 5.25% to 7.50%
depending on the anticipated settlement date.

KLT Gas has estimated liabilities for gas well plugging and abandonment, facility removal and surface
restoration. These estimates are based upon internal estimates of third party costs to satisfy the legal
obligations and have been discounted using credit adjusted risk free rates ranging from 6.00% to
7.25%, depending upon the anticipated settlement date.

Revisions to the estimated liabilities of KCP&L and KLT Gas could occur due to changes in the
decommissioning or other cost estimates, extension of the nuclear operating license or changes in
federal or state regulatory requirements.

On January 1, 2003, KCP&L recorded an ARO of $99.2 million, reversed the decommissioning liability
of $64.6 million previously accrued and increased property and equipment, net of accumulated
depreciation, by $18.3 million. KCP&L Is a regulated utility subject to the provisions of SFAS No. 71
and management believes it is probable that any differences between expenses under SFAS No. 143
and expenses recovered currently in rates will be recoverable in future rates. As a result, the $16.3
million net cumulative effect ($80.9 million gross cumulative effect net of $64.6 million decommissioning
liability previously accrued) of the adoption of SFAS No. 143 was recorded as a regulatory asset and
therefore, had no impact on net income.

In addition, KCP&L recognizes removal costs for utility assets that do not have an associated legal
retirement obligation. Historically, these removal costs have been reflected as a component of
depreciation in accordance with regulatory treatment. In conjunction with the adoption of SFAS No.
143, non-legal costs of removal were reclassified for all periods presented from accumulated
depreciation to a regulatory asset.

As a result of its adoption of SFAS No. 143, KLT Gas recorded an ARO of $1.2 million, increased
property and equipment by $1.0 million and increased operating expense by $0.2 million for the
immaterial cumulative effect of the accounting change.

KCP&L has legal ARO for certain other assets where it is not possible to estimate the time period when
the obligations will be settled. Consequently, the retirement obligations cannot be measured at this
time. For transmission easements obtained by condemnation, KCP&L must remove its transmission
lines if the line is de-energized. It is extremely difficult to obtain siting for new transmission lines.
Consequently, KCP&L does not anticipate de-energizing any of its existing lines. KCP&L also
operates, under state permits, ash landfills at several of its power plants. While the life of the ash
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landfill at one plant can be estimated and Is Included in the estimated liabilities above, the future life of
ash landfills at other permitted landfills cannot be estimated. KCP&L can continue to maintain permits
for these landfills after the adjacent plant is closed.

It is anticipated the Company's February 2004 decision to exit the gas business will be accomplished
by the sale of KLT Gas' assets. Management expects the ARO related to the KLT Gas portfolio to be
transferred to the new owners at the time of the sale.

The following table illustrates the effect on ARO if the provisions of SFAS No. 143 had been applied
beginning January 1, 2001. Pro forma amounts for the periods prior to the January 1, 2003, adoption
were measured using assumptions consistent with the period of adoption.

2003 2002 2001
Consolidated KCP&L (millions)
Asset retirement obligation beginning of period $ 99.2 $ 93.1 $ 87.3
Additions 1.0 - 0.1
Accretion 6.5 6.1 5.7
Asset retirement obligation end of period $ 106.7 $ 99.2 $ 93.1
Great Plains Energy
Asset retirement obligation beginning of period $ 100.4 $ 94.2 $ 88.2
Additions 1.5 - 0.2
Accretion 6.6 6.2 5.8
Asset retirement obligation end of period $ 108.5 $ 100.4 $ 94.2

16. SEGMENT AND RELATED INFORMATION

Great Plains Energy
Great Plains Energy has three reportable segments based on its method of Internal reporting, which
generally segregates the reportable segments based on products and services, management
responsibility and regulation. The three reportable business segments are: (1) KCP&L, an integrated,
regulated electric utility, which generates, transmits and distributes electricity; (2) Strategic Energy,
which provides power supply coordination services by entering Into long-term contracts with its
customers to supply electricity Strategic Energy purchases under long-term contracts, operating in
several electricity markets offering retail choice; and (3) KLT Gas, which explores for, develops, and
produces unconventional natural gas resources, including coal bed methane properties. "Other"
includes the operations of HSS, GPP, Services, all KLT Inc. operations other than Strategic Energy and
KLT Gas, unallocated corporate charges and Intercompany eliminations. The summary of significant
accounting policies applies to all of the reportable segments. Segment performance Is evaluated based
on net income.

The following tables reflect summarized financial information concerning Great Plains Energy's
reportable segments.

Strategic Great Plains
2003 KCP&L Energy KLT Gas Other Energy

(millions)
Operating revenues $1,054.9 $1,091.0 $ 1.5 $ 2.1 $2,149.5
Depreciation and depletion (139.9) (1.7) (0-9) (1.2) (143.7)
Loss from equity Investments - - - (2.0) (2.0)
Interest charges (69.9) (0.4) (1-5) (4.4) (76.2)
Income taxes (84.4) (30.2) 23.1 36.0 (55.5)
Loss from discontinued operations - - (8.7) (8.7)
Net income (loss) 127.2 39.6 (36.9) 15.0 144.9

page 105



Strategic Great Plains
2002 KCP&L Energy KLT Gas Other Energy

(millions)
Operating revenues $ 1,009.9 $ 789.5 $ 1.1 $ 2.9 $1,803.4
Depreciation and depletion (144.3) (0.9) (2.5) (1.5) (149.2)
Loss from equity investments - - - (12) (1.2)
Interest charges (80.3) (0.3) (0.3) (6.5) (87.4)
Income taxes (63.4) (25.2) 10.3 30.0 (48.3)
Loss from discontinued operations - - - (4.0) (4.0)
Cumulative effect of a change

In accounting principle - - (3.0) (3.0)
Net income (loss) 102.9 29.7 - (6.4) 126.2

Strategic Great Plains
2001 KCP&L Energy KLT Gas Other Energy

(millions)
Operating revenues $ 987.5 $ 411.9 $ 0.3 $ 19.4 $1,399.1
Depreciation and depletion (136.3) (0.3) (1.8) (19.4) (157.8)
Income from equity Investments - - 1.0 23.6 24.6
Interest charges (78.1) (0.5) (23.3) (101.9)
Income taxes (51.6) (15.2) 0.1 93.5 26.8
Loss from discontinued operations - - - (7.2) (7.2)
Net income (loss) 98.0 21.8 14.3 (158.3) (24.2)

Strategic Great Plains
KCP&L Energy KLT Gas Other Energy

2003 (millions)
Assets $ 3,293.5 $ 283.0 $ 11.6 $ 77.2 $3,665.3
Capital and investment expenditures(a) 152.3 3.1 19.3 0.2 174.9
2002
Assets $3,084.5 $ 226.0 $ 49.8 $146.4 $ 3,506.7
Capital and investment expenditures~s) 135.5 2.1 8.7 3.5 149.8
2001
Assetsb $ 3,089.4 $ 129.1 $ 57.6 $188.3 $3,484.4
Caoital and Investment exoenditures(a) 265.8 1.5 25.0 81.5 373.8
a Capital and Investment expenditures refect annual amounts for the periods presented.
° KCP&L assets do not match the KCP&L assets In the consolidated KCP&L segment table due to the

reclassification of accrued taxes to current Income taxes during consolidation with Great Plains Energy.

Consolidated KCP&L
On October 1, 2001, consolidated KCP&L distributed, as a dividend, its ownership interest in KLT Inc.
and GPP to Great Plains Energy. As a result, those companies are direct subsidiaries of Great Plains
Energy and have not been included in consolidated KCP&L's results of operations and financial
position since October 1, 2001.
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The following tables reflect summarized financial information concerning consolidated KCP&L's
reportable segment. Other Includes the operations of HSS and intercompany eliminations, which are
immaterial.

Consolidated
2003 KCP&L Other KCP&L

(millions)
Operating revenues $ 1,054.9 $ 2.1 $ 1,057.0
Depreciation and depletion (139.9) (1.1) (141.0)
Interest charges (69.9) (0.4) (70.3)
Income taxes (84.4) 0.9 (83.5)
Loss from discontinued operations (8.7) (8.7)
Net Income (loss) 1272 (10.0) 1172

Consolidated
2002 KCP&L Other KCP&L

(millions)
Operating revenues $ 1,009.9 $ 2.9 $ 1,012.8
Depreciation and depletion (144.3) (1.2) (145.5)
Interest charges (80.3) ' (80.3)
Income taxes (63.4) 0.5 (62.9)
Loss from discontinued operations - (4.0) (4.0)
Cumulative effect of a change

in accounting principle (3.0) (3.0)
Net income (loss) 102.9 (7.2) 95.7

Subsidiaries
transferred to Consolidated

2001 KCP&L Other Great Plains Energy KCP&L
(millions)

Operating revenues $ 967.5 $ 3.4 $ 317.2 $ 1,288.1
Depreciation and depletion (136.3) (1.4) (14.3) (152.0)
Income (loss) from equity Investments - (0.1) 24.6 24.5
Interest charges (78.1) (0.3) (17.8) (96.2)
Income taxes (51.6) 0.3 11.8 (39.5)
Loss from discontinued operations - (7.2) - (7.2)
Net income (loss) 98.0 (5.6) 27.3 119.7

Subsidiaries
transferred to Consolidated

KCP&L Other Great Plains Energy KCP&L
2003 (millions)
Assets $ 3,293.5 $ 9.1 $ - $ 3,302.6
Capital and Investment expenditures e 162.3 - 152.3
2002
Assets $ 3,084.5 $ 64.7 $ - $ 3,139.2
Canital and investment expenditures() 135.5 0.1 - 136.6
2001
Assets $ 3,092.5 $ 53.1 $ - $ 3,145.6
"Caital and Investment exoenditures (a) 265.8 0.7 85.9 352.4
li' Capital and Investment expenditures reflect annual amounts for the periods presented.
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17. SHORT-TERM BORROWINGS AND SHORT-TERM BANK LINES OF CREDIT

Great Plains Energy syndicated a $225 million, revolving credit facility with a group of banks in the first
quarter of 2003. This facility replaced a $205 million syndicated facility and a $20 million credit facility
with a bank. The line has a 364-day term but may be extended for an additional year at the Company's
option. Available liquidity under this facility is not impacted by a decline in credit ratings unless the
downgrade occurs in the context of a merger, consolidation or sale. A default by Great Plains Energy
or any of its significant subsidiaries of material other indebtedness totaling more than $25.0 million is a
default under this bank line. Under the terms of this agreement, Great Plains Energy is required to
maintain a consolidated indebtedness to consolidated capitalization ratio not greater than 0.65 to 1.0 at
all times and an interest coverage ratio greater than 2.25 to 1.0, as those ratios are defined in the
agreement. At December 31, 2003, the Company was In compliance with these covenants. At
December 31, 2003, Great Plains Energy had $87.0 million of outstanding borrowings under this facility
with a weighted-average interest rate of 2.12%. Great Plains Energy also Issued a letter of credit for
$15.8 million as credit support for Strategic Energy. At December 31, 2002, Great Plains Energy had
$14.0 million of outstanding borrowings under its $20 million credit facility, with a weighted-average
interest rate of 2.27%.

Strategic Energy maintains a secured revolving credit facility for up to $95 million with a group of banks.
This facility is partially guaranteed by Great Plains Energy. The facility enhances Strategic Energy's
liquidity including its ability to provide credit support through letters of credit for purchased power and
regulatory requirements. The maximum amount available for loans and letters of credit under the
facility is the lesser of $95 million or the borrowing base, as defined in the agreement. The borrowing
base generally is the sum of certain Strategic Energy accounts receivable and the amount of the Great
Plains Energy guarantee which was $40.0 million at December 31, 2003. At December 31, 2003,
Strategic Energy had a minimum fixed charge ratio, as defined in the agreement, of at least 1.05 to 1.0;
however, if the ratio drops below 1.05 to 1.0, Great Plains Energy's guarantee amount Is required to be
increased based on quarterly calculations. At December 31, 2003, $58.5 million in letters of credit had
been issued under the agreement, leaving $27.3 million of capacity available for loans and additional
letters of credit. The line has a 364-day term that may be extended for an additional year by Strategic
Energy with mutual agreement of the parties. A default by Strategic Energy of other indebtedness, as
defined in the facility, totaling more than $5.0 million is a default under the facility. Under the terms of
this agreement, Strategic Energy is required to maintain a minimum net worth of $30 million and a
maximum debt to EBITDA ratio of 2.0 to 1.0, as those are defined in the agreement. At December 31,
2003, Strategic Energy was in compliance with these covenants.

Strategic Energy had a $30 million short-term bank credit agreement that expired in March 2003. At
December 31, 2002, Strategic Energy had no short-term borrowings outstanding.

KCP&L's short-term borrowings consist of funds borrowed from banks or through the sale of
commercial paper as needed. As of December 31, 2003, and 2002, there was no commercial paper
outstanding. A default by KCP&L on other Indebtedness Is a default under these bank line agreements.
Under the terms of certain bank line agreements, KCP&L is required to maintain a consolidated
indebtedness to consolidated capitalization ratio, as defined In the agreements, not greater than 0.65 to
1.0 at all times. At December 31, 2003, KCP&L was in compliance with this covenant. KCP&L's short-
term bank lines of credit totaled $150.0 million as of December 31, 2003, and $126.0 million as of
December 31, 2002.

On June 30, 2003, HSS completed the disposition of its interest in RSAE. RSAE's line of credit totaling
$27 million was cancelled. With proceeds from a note to Great Plains Energy, HSS repaid $22.1 million
on the supported bank line. At December 31, 2003, HSS' notes payable to Great Plains Energy totaled
$22.0 million. See Note 8 for additional information concerning the disposition of RSAE.
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18. LONG-TERM DEBT AND EIRR BONDS CLASSIFIED AS CURRENT UABILmES

December 31 December 31
Year Due 2003 2002

(thousands)
KCP&L

General Mortgage Bonds
7.55%* and 7.28%** Medium-Term Notes 2004-2007 $ 55,000 $ 179,000
2.36%' and 2.48%** EIRR bonds 2012-2023 158,768 158,768

Senior Notes
7.125% 2005 250,000 250,000
6.500%/ 2011 150,000 150,000
6.000% 2007 225,000 225,000
Unamortized discount (689) (915)

EIRR bonds
2.16%* and 2.41 %** Series A & B 2015 108,919 109,607
2.25%* and 4.50%** Series C 2017 50,000 50,000
2.16%* and 2.41%** Series D 2017 40,923 41,183

8.30% Junior Subordinated Deferred Interest Bonds 2037 154,640

Other Consolidated KCP&L
1.25%* Combustion Turbine Synthetic Lease 2006 143,811

Current liabilities
EIRR bonds classified as current (129,288) (81,000)
Current Maturities (54,500) (124,000)

Total consolidated KCP&L excluding current liabilities 1,152,584 957,643

Other Great Plains Energy
7.84%'* and 8.16%o** Affordable Housing Notes 2004-2008 10,564 19,745

Current maturitIes (4,803) (9,181)

Total consolidated Great Plains Energy excluding current maturities $ 1,158,345 $ 968,207
* Weighted-average rate as of December 31, 2003

Weighted-average rate as of December 31, 2002

KCP&L General Mortgage Bonds
KCP&L has issued mortgage bonds under the General Mortgage Indenture and Deed of Trust dated
December 1, 1986, as supplemented. The Indenture creates a mortgage lien on substantially all utility
plant. Mortgage bonds secure $213.8 million and $337.8 million of medium-term notes and EIRR
bonds (see discussion below) at December 31, 2003 and 2002, respectively.

In 2003, KCP&L redeemed $124.0 million of its medium term notes, including $104.0 million called prior
to maturity. The medium term notes were paid off primarily with proceeds from a $100.0 million equity
contribution received from Great Plains Energy during the first quarter of 2003. The average Interest
rate on the $104.0 million of notes called early was 7.28% and the original maturity dates were 2005
through 2008.

In December 2002, KCP&L secured bond Insurance policies as a credit enhancement to Its Series
1993A and 1993B EIRR bonds, which aggregate $79.5 million. The insurance agreement between
KCP&L and XL Capital Assurance Inc. (XLCA), the Issuer of the bond insurance policies, provides for
reimbursement by KCP&L for any amounts that XLCA pays under the bond Insurance policies. The
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insurance policies are In effect for the term of the bonds. The insurance agreement contains a
covenant that the Indebtedness to total capitalization ratio of KCP&L and its consolidated subsidiaries
will not be greater than 0.68 to 1.0. KCP&L is also restricted from issuing additional bonds under its
General Mortgage Indenture if, after giving effect to such additional bonds, the proportion of secured
debt to total indebtedness would be more than 75%, or more than 50%h if the long term rating for such
bonds by Standard & Poor's or Moody's Investors Service would be at or below A- or A3, respectively.
In the event of a default under the insurance agreement, XLCA may take any available legal or
equitable action against KCP&L, including seeking specific performance of the covenants.

The EIRR bonds are subject to mandatory redemption within 120 to 180 days of a final determination
by the IRS or a court that, as a result of KCP&L failing to perform any of its agreements relating to the
bonds, interest paid or payable on the bonds is or was includable in the bondholders' gross income for
Federal tax purposes.

KCP&L EIRR Bonds Classified as Current Liabilities
In the third quarter of 2003, KCP&L remarketed its 1998 Series C unsecured EIRR bonds totaling $50.0
million at a fixed rate of 2.25% ending August 31, 2004. The previous 4.50/O Interest rate expired on
August 31, 2003. If the bonds could not be remarketed, KCP&L would be obligated to either purchase
or retire the bonds.

The 3.9%/6 interest rate on KCP&L's $48.3 million secured 1993 and 1994 series EIRR bonds expires in
August 2004. If the bonds could not be remarketed KCP&L would be obligated to either purchase or
retire the bonds.

A $31.0 million variable-rate, secured EIRR bond with a final maturity in 2017 is remarketed on a
weekly basis, with full liquidity support provided by a 364-day credit facility with one bank. KCP&L's
available liquidity under this credit line is not impacted by a decline In credit ratings unless the
downgrade occurs in the context of a merger, consolidation, or sale.

The $50.0 million Series C unsecured EIRR bonds, the $48.3 million secured 1993 and 1994 Series
EIRR bonds and the $31.0 million discussed above totaled $129.3 million and were classified as
current liabilities at December 31, 2003. The $50.0 million Series C unsecured EIRR bonds and the
$31.0 million discussed previously totaled $81.0 million and were classified as current liabilities at
December 31, 2002.

KCP&L Unsecured Notes
At December 31, 2003, KCP&L had a total of $199.8 million of unsecured EIRR bonds outstanding.
The Series C EIRR bonds, $50.0 million due 2017, have a fixed rate of 2.25% through August 31, 2004,
and are classified as current liabilities at December 31, 2003. In 2002, KCP&L remarketed its 1998
Series A, B and D EIRR bonds totaling $146.5 million to a five-year fixed interest rate of 4.75% ending
October 1, 2007. The final maturity for Series A and B bonds is 2015 and the final maturity for Series D
is 2017. At the end of the fixed interest rate period, the bonds will be subject to mandatory redemption
or purchase and KCP&L anticipates remarketing the bonds at which time a new interest rate period and
mode will be determined. KCP&L has classified the 1998 Series A, B and D EIRR bonds as long-term
debt consistent with the remaining term under the remarketing.

Simultaneously with the remarketing, KCP&L entered into an interest rate swap for the $146.6 million
based on LIBOR to effectively create a floating interest rate obligation. The transaction is a fair value
hedge with the assumption of no ineffectiveness under SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities, as amended." The fair value of the swap is recorded on KCP&L's
balance sheet as an asset with an offset to the respective debt balances and has no Impact on
eamings. Future changes in the fair market value of the swap will be similarly recorded on the balance
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sheet with no impact on earnings. The fair value of the swap was a $3.3 million and $4.3 million asset
at December 31, 2003 and 2002, respectively. See Note 20 for additional discussion of the interest
rate swap.

KCP&L had a total of $625.0 million of outstanding unsecured senior notes at December 31, 2003 and
2002.

In accordance with FIN No. 46, the Company has determined that KCP&L is not the primary beneficiary
of the Securities Trust and thus, KCP&L de-consoildated the Securities Trust in the fourth quarter of
2003. De-consolidation required the consolidated financial statements of Great Plains Energy and
consolidated KCP&L to present the $4.6 million investment in the common securities of the Securities
Trust and the $154.6 million 8.3% Junior Subordinated Deferrable Interest Debentures issued by
KCP&L and held by the Securities Trust while no longer presenting the $150.0 million of 8.3% preferred
securities issued by the Securities Trust.

The Lease Trust, a special purpose entity, acting as Lessor in the synthetic lease arrangement
discussed in Note 13, is considered a Variable Interest Entity under FIN No. 46. The Lease Trust was
consolidated in the fourth quarter of 2003, as required by FIN No. 46. Accordingly, Great Plains
Energy's and consolidated KCP&L's long-term debt increased $143.8 million.

Other Great Plains Energy Long-Term Debt
KLT Investments' affordable housing notes are collateralized by the affordable housing investments.
Most of the notes also require the greater of 15% of the outstanding note balances or the next annual
installment to be held as cash, cash equivalents or marketable securities. The equity securities held as
collateral for these notes, included in other investments and nonutility property on the consolidated
balance sheets, were $1.5 million and $9.3 million at December 31, 2003 and 2002, respectively.

Scheduled Maturities
Great Plains Energy's long-term debt maturities for the years 2004 through 2008 are $59.3 million,
$253.2 million, $145.5 million, $226.1 million and $0.3 million, respectively. These amounts Include
consolidated KCP&L's long-term debt maturities for the years 2004 through 2007 of $54.5 million,
$250.0 million, $143.8 million, and $225.5 million, respectively.

19. COMMON STOCK EQUITY, PREFERRED STOCK, REDEEMABLE PREFERRED STOCK AND
MANDATORILY REDEEMABLE PREFERRED SECURITIES

Common Stock Equity
In 2002, Great Plains Energy filed a registration statement for the issuance of an aggregate amount up
to $300 million of any combination of senior debt securities, subordinated debt securities, trust
preferred securities, convertible securities or common stock. During November 2002, Great Plains
Energy issued 6.9 million shares of common stock at $22 per share under this registration with $151.8
million In gross proceeds to be used for repayment of debt at Great Plains Energy and KCP&L and for
general corporate purposes. Issuance costs of $6.1 million are reflected in Great Plains Energy's
capital stock premium and expense line In the consolidated balance sheets at December 31, 2003 and
2002.

Also during November 2002, Great Plains Energy issued 0.4 million shares of common stock valued at
$8.0 million in conjunction with the purchase of an additional Indirect ownership Interest in Strategic
Energy. See Note 12 for additional Information concerning this transaction.

Treasury shares are held for future distribution upon exercise of options Issued In conjunction with the
Company's equity compensation plan. Shares held by consolidated KCP&L prior to the October 1,
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2001, distribution of a dividend to Great Plains Energy were included in other investments and nonutility
property on consolidated KCP&L's balance sheets.

Great Plains Energy has 3.0 million shares of common stock registered with the SEC for a Dividend
Reinvestment and Direct Stock Purchase Plan (Plan). The Plan allows for the purchase of common
shares by reinvesting dividends or making optional cash payments. Great Plains Energy currently
purchases shares for the Plan on the open market.

Great Plains Energy has 8.3 million shares of common stock registered with the SEC for a defined
contribution savings plan. The Company matches employee contributions, subject to limits.

Under the 35 Act, Great Plains Energy and KCP&L can pay dividends only out of retained or current
earnings, unless authorized to do otherwise by the SEC. Under stipulations with the MPSC and KCC,
Great Plains Energy and KCP&L have committed to maintain consolidated common equity of not less
than 30% and 35%, respectively. Pursuant to SEC order, Great Plains Energy's and KCP&L's
authorization to issue securities is conditioned on maintaining a consolidated common equity
capitalization of at least 30%.

Great Plains Energy's Articles of Incorporation contain a restriction related to the payment of dividends
in the event common equity falls to 25% of total capitalization. If preferred stock dividends are not
declared and paid when scheduled, Great Plains Energy could not declare or pay common stock
dividends or purchase any common shares. If the unpaid preferred stock dividends equal four or more
full quarterly dividends, the preferred shareholders, voting as a single class, could elect the smallest
number of Directors necessary to constitute a majority of the full Board of Directors.

Under the indenture relating to KCP&L's 8.3% Junior Subordinated Deferrable Interest Debentures, due
2037 (Debentures), which are held by KCPL Financing I, KCP&L may not declare or pay any dividends
on any shares of its capital stock if at the time (i) there is an event of default (as defined in the
indenture), (ii) KCP&L is in default with respect to its payment of any obligations under its guarantee of
preferred securities issued by KCPL Financing I, or (iii) KCP&L has elected to defer payments of
interest on the Debentures.

Great Plains Energy made capital contributions to KCP&L of $100 million and $36 million in 2003 and
2002, respectively. These contributions were used to pay down long-termn debt. At December 31,
2003, KCP&L's capital contributions from Great Plains Energy totaled $175.0 million which is reflected
in common stock in the consolidated KCP&L balance sheet.

Preferred Stock
As of December 31, 2003, 1.6 million shares of Cumulative No Par Preferred Stock and 1 1 million
shares of no par Preference Stock were authorized under Great Plains Energy's Articles of
Incorporation. Great Plains Energy has the option to redeem the $39.0 million of issued Cumulative
Preferred Stock at prices approximating par or stated value.

Mandatorily Redeemable Preferred Securities
In 1997, the Securities Trust issued $150.0 million of 8.3% preferred securities. The sole asset of the
Securities Trust is the $154.6 million principal amount of 8.3% Junior Subordinated Deferrable Interest
Debentures, due 2037, issued by KCP&L. The terms and interest payments on these debentures
correspond to the terms and dividend payments on the preferred securities. KCP&L deducts these
payments for tax purposes. KCP&L may elect to defer interest payments on the debentures for a
period up to 20 consecutive quarters, causing dividend payments on the preferred securities to be
deferred as well. In case of a deferral, interest and dividends will continue to accrue, along with
quarterly compounding interest on the deferred amounts. KCP&L may redeem all or a portion of the
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debentures at par at anytime but has not elected to redeem any up to this point. If KCP&L redeems all
or a portion of the debentures, the Securities Trust must redeem an equal amount of preferred
securities at face value plus accrued and unpaid distributions. The back-up undertakings In the
aggregate provide a full and unconditional guarantee of amounts due on the preferred securities.

KCP&L de-consolidated the Securities Trust in the fourth quarter of 2003, as required by FIN No. 46.
Great Plains Energy's and consolidated KCP&L's other nonutility property and Investments increased
$4.6 million representing the investment in the common securities of the Securities Trust, and long-term
debt increased $154.6 million representing the 8.3% Junior Subordinated Deferrable Interest
Debentures issued by KCP&L and held by the Securities Trust. Great Plains Energy's and
consolidated KCP&L will no longer present the $150.0 million of 8.3% preferred securities issued by the
Securities Trust on their respective balance sheets.

20. DERIVATIVE FINANCIAL INSTRUMENTS

The Company's activities expose it to a variety of market risks Including interest rates and commodity
prices. Management has established risk management policies and strategies to reduce the potentially
adverse effects that the volatility of the markets may have on its operating results. The Company's risk
management activities, Including the use of derivatives, are subject to the management, direction and
control of internal risk management committees. The Company's interest rate risk management
strategy uses derivative instruments to adjust the Company's liability portfolio to optimize the mix of
fixed and floating rate debt within an established range. The Company maintains commodity-price risk
management strategies that use derivative Instruments to minimize significant, unanticipated earnings
fluctuations caused by commodity price volatility. Derivative Instruments measured at fair value are
recorded on the balance sheet as an asset or liability. Changes in fair value are recognized currently in
earnings unless specific hedge accounting criteria are met.

Interest Rate Risk Management
In 2002, KCP&L remarketed its 1998 Series A, B, and D Environmental Improvement Revenue
Refunding (EIRR) bonds totaling $146.5 million to a 5-year fixed interest rate of 4.75% ending October
1, 2007. Simultaneously with the remarketing, KCP&L entered into an interest rate swap for the $146.5
million based on LIBOR to effectively create a floating interest rate obligation. The transaction is a fair
value hedge with no ineffectiveness. Changes in the fair market value of the swap are recorded on the
balance sheet as an asset with an offset to the respective debt balances with no impact on earnings.
The fair value of the swap was an asset of $3.3 million and $4.3 million at December 31, 2003, and
2002, respectively.

At December 31, 2002, KCP&L had two interest rate swap agreements In place to effectively fix the
interest rate on $30 million of floating-rate long-term debt. The swap agreements expired in June 2003.

Commodity Risk Management
KCP&LUs risk management policy is to use derivative hedge instruments to mitigate its exposure to
market price fluctuations on a portion of its projected gas purchases to meet generation requirements
for retail and firm wholesale sales. These hedging instruments are designated as cash flow hedges.
The fair market values of these instruments are recorded as current assets or current liabilities. When
the gas is purchased and to the extent the hedge is effective at mitigating the Impact of a change in the
purchase price of gas, the amounts In other comprehensive Income (OCI) are reclassified to the
consolidated income statement. To the extent that the hedges are not effective, the ineffective portion
of the changes in fair market value is recorded currently In fuel expense.

Strategic Energy maintains a commodity-price risk management strategy that uses forward physical
energy purchases and derivative Instruments to minimize significant, unanticipated earnings
fluctuations caused by commodity-price volatility. Supplying electricity to retail customers requires
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Strategic Energy to match customers' projected demand with fixed price purchases. In certain markets
where Strategic Energy operates, entering into forward fixed price contracts Is cost prohibitive.
Derivative Instruments, primarily swaps, are used to limit the unfavorable effect that price increases will
have on electricity purchases, effectively fixing the future purchase price of electricity for the applicable
forecasted usage and protecting Strategic Energy from significant price volatility. Certain forward fixed
price purchases and swap agreements are designated as cash flow hedges resulting In changes In the
hedge value being recorded as OCI. To the extent that the hedges are not effective, the Ineffective
portion of the changes in fair market value is recorded currently in purchased power. Strategic Energy
also enters into economic hedges that do not qualify as accounting hedges. The changes in the fair
value of these derivative instruments are recorded into earnings as a component of purchased power.

An option that was designated as a cash flow hedge expired on December 31, 2001. The option
allowed Strategic Energy to purchase up to 270 MWs of power at a fixed rate of $21 per MWh. The fair
market value of this option and swap agreements designated as cash flow hedges at January 1, 2001,
was recorded as a current asset and a cumulative effect of a change in accounting principle In
comprehensive income.

In March 2003, Strategic Energy terminated an agreement with a swap counterparty due to credit and
performance concerns. Strategic Energy received a $4.8 million fair value settlement. The swap was
designated as a cash flow hedge of a forecasted transaction and Strategic Energy management
believed the forecasted transaction would occur. Accordingly, the $4.8 million settlement was
reclassified to earnings over the remaining term of the underlying transaction, which was completed in
the fourth quarter of 2003.

KLT Gas' risk management policy is to use firm sales agreements or financial hedge instruments to
mitigate its exposure to market price fluctuations on up to 85% of its daily natural gas production. KLT
Gas had no significant production during the reported periods; therefore, no hedges were in place.

SFAS No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging Activities" was
generally effective for contracts entered into or modified after June 30, 2003. The adoption of SFAS
No. 149 did not have a material effect on the results of operations of Great Plains Energy or
consolidated KCP&L for the period ended December 31, 2003, or their financial positions as of that
date.

The amounts recorded in OCI related to the cash flow hedges are summarized in the following tables:

Great Plains Energy activity for 2003
Increase Reclassified

December 31 (Decrease) to December 31
2002 in OCI earnings 2003

(millions)
Current assets $ 3.0 $ 11.6 $ (11.9) $ 2.7
Other deferred charges - 0.8 - 0.8
Other current liabilities (1.6) (3.1) 2.1 (2.6)
Deferred income taxes (0.7) (3.3) 3.8 (0.2)
Other deferred credits 0.2 (1.6) 1.0 (0.4)

OCI $ 0.9 $ 4.4 $ (5.0) $ 0.3
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Consolidated KCP&L activity for 2003
Increase Reclassified

December 31 (Decrease) to December 31
2002 In OCI earnings 2003

(millions)
Other current assets $ 0.3 $ 0.6 $ (0.8) $ 0.1
Deferred Income taxes (0.1) (0.2) 0.3

OCI $ 0.2 $ 0.4 $ (0.5) $ 0.1

Great Plains Energy activity for 2002
Increase Reclassified

December 31 (Decrease) to December 31
2001 in OCI earnings 2002

(millions)
Other current assets $ (0.2) $ 2.7 $ 0.5 $ 3.0
Other current liabilities (12.7) 6.1 5.0 (1.6)
Deferred Income taxes 8.5 (7.2) (2.0) (0.7)
Other deferred credits (7.7) 8.8 (0.9) 0.2

OCt $(12.1) $ 10.4 $ 2.6 $ 0.9

Consolidated KCP&L activity for 2002
Increase Reclassified

December 31 (Decrease) to December 31
2001 In OCI earnings 2002

(millions)
Other current assets $ (0.2) $ 0.6 $ (0.1) $ 0.3
Other current liabilities (0.1) 0.1
Deferred Income taxes 0.1 (0.3) 0.1 (0.1)

OCI $ (0.2) $ OA $ - $ 0.2

Great Plains Energy activity for 2001
Cumulative

Effect to Increase Reclassified
January 1 (Decrease) to December 31

2001 In OCI earnings 2002
(millions)

Other current assets $ 44.5 $(20.6) $(24.1) $ (0.2)
Other current liabilities (6.8) (20.8) 14.9 (12.7)
Deferred Income taxes (12.7) 18.1 3.1 8.5
Other deferred credits (7.6) (2.3) 2.2 (7.7)

OCI $ 17.4 $(25.6) $ (3-9) $(12.1)
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Consolidated KCP&L activity for 2001
Cumulative Transferred

Effect to Increase Reclassified to Great
January 1 (Decrease) to Plains December 31

2001 In OCI earnings Energy 2001
(millions)

Other current assets $ 44.5 $(20.6) $(24.1) $ - $ (0.2)
Other current liabilities (6.8) (15.7) 7A 15.0 (0.1)
Deferred income taxes (12.7) 16.6 5.6 (9.4) 0.1
Other deferred credits (7.6) (3.7) 3.5 7.8

OCI $ 17.4 $(23.4) $ (7.6) $ 13.4 $ (0.2)

Reclassified to earnings
Great Plains Energy Consolidated KCP&L

2003 2002 2001 2003 2002 2001
(millions)

Gas revenues $ - $ 0.2 $ 3.9 $ - $ - $ 3.7
Fuel expense (0.8) (0.1) - (0.8) (0.1) -

Purchased power expense (9-0) 5.4 (13.1) , (20.4)
Minority interest 1.0 (0.9) 2.2 - - 3.5
Income taxes 3.8 (2.0) 3.1 0.3 0.1 5.6

OCI $ (5.0) $ 2.6 $ (3.9) $ (0.5) $ - $ (7.

21. JOINTLY-OWNED ELECTRIC UTILITY PLANTS

KCP&L's share of jointly-owned electric utility plants as of December 31, 2003, is as follows:

Wolf Creek LaCygne latan
Unit Units Unit

(millions except MW amounts)
KCP&L's share 47% 50% 70%

Utility plant in service $ 1,363 $ 323 $ 260
Accumulated depreciation 636 228 174
Nuclear fuel, net 29 -

KCP&L's accredited capacity--MWs 550 681 469

Each owner must fund its own portion of the plants operating expenses and capital expenditures.
KCP&L's share of direct expenses is included in the appropriate operating expense classifications in
the Great Plains Energy and consolidated KCP&L Statements of Income.
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22. QUARTERLY OPERATING RESULTS (UNAUDITED)

Great Plains Energy
Quarter

1st 2nd 3rd 4th
2003 (millions except earnings per share amounts)
Operating revenue $ 464.6 $ 503.3 $ 661.3 $ 520.3
Operating Income (loss) 48.4 89.7 166.0 4.0
Income (loss) from continuing operations 15.7 58.4 83.8 (4.3)
Net Income (loss) 14.5 50.9 83.8 (4.3)
Basic and diluted earning (loss) per common

share from continuing operations 0.22 0.84 1.20 (0.07)
Basic and diluted earning (loss) per common share 0.20 0.73 1.20 (0.07)
2002
Operating revenue $ 346.3 $ 449.1 $ 568.8 $ 439.2
Operating income 15.9 78.2 135.9 63.0
Income (loss) from continuing operations

before cumulative effect (1.7) 36.2 69.9 28.8
Net Income (loss) (5.9) 36.0 68.8 27.3
Basic and diluted earning (loss) per common

share from continuing operations before
cumulative effect (0.03) 0.57 1.13 0.43

Basic and diluted earning (loss) per common share (0.10) 0.57 1.11 0.41

Consolidated KCP&L
Quarter

1st 2nd 3rd 4th
2003 (millions)
Operating revenue $ 234.9 $ 247.9 $ 350.7 $ 223.5
Operating income 42.8 53.9 148.5 36.3
Income (loss) from continuing operations 13.1 22.0 78.5 12.3
Net Income 11.9 14.5 78.5 12.3
2002
Operating revenue $ 199.7 $ 247.9 $ 335.3 $ 229.9
Operating income 7.3 66.7 124.6 51.4
Income (loss) from continuing operations

before cumulative effect (6.8) 27.3 63.4 18.8
Net income (loss) (11.0) 27.1 62.3 17.3

Great Plains Energy's fourth quarter 2003 results reflects impairments of KLT Gas properties totaling
$45.5 million which reduced earnings by $28.0 million, or $0.40 per share. See Note 7 for additional
information.

First quarter 2002 income statement Information as reported in the March 31, 2002, Form 10-Q has
been restated to reflect the cumulative effect to January 1, 2002, of a change in accounting principle for
the $3.0 million RSAE goodwill write-down. All quarters presented prior to the second quarter of 2003
have also been recast to reflect RSAE as discontinued operations. See Note 8 for additional
information concerning the June 2003 disposition of RSAE. The quarterly data Is subject to seasonal
fluctuations with peak periods occurring during the summer months.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of
Great Plains Energy Incorporated

We have audited the accompanying consolidated balance sheets of Great Plains Energy Incorporated
and subsidiaries (the "Company") as of December 31, 2003 and 2002, and the related consolidated
statements of income, comprehensive income, common stock equity and cash flows for the years then
ended. Our audits also included the 2003 and 2002 financial statement schedules listed in the Index at
Item 15. These financial statements and financial statement schedules are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements and
financial statement schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted In the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the consolidated
financial position of Great Plains Energy Incorporated and subsidiaries as of December 31, 2003 and
2002, and the results of their operations and their cash flows for the years then ended in conformity
with accounting principles generally accepted In the United States of America. Also, In our opinion,
such financial statement schedules, when considered in relation to the 2003 and 2002 basic
consolidated financial statements taken as a whole, present fairly, in all material respects, the
information set forth therein.

As discussed in Note 8 to the consolidated financial statements, effective January 1, 2002, the
Company changed its method of accounting for intangible assets to adopt Statement of Financial
Accounting Standards ("SFAS") No. 142, "Goodwill and Other Intangible Assets". As discussed in
Notes 1 and 15, respectively, to the consolidated financial statements, effective January 1, 2003, the
Company changed its method of accounting for stock-based compensation to adopt SFAS No. 123,
"Accounting for Stock-Based Compensation' and changed its method of accounting for asset retirement
obligations to adopt SFAS No. 143, "Accounting for Asset Retirement Obligations".

/sIDELOIlTE & TOUCHE LLP

Kansas City, Missouri
March 9, 2004
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Kansas City Power & Light Company

We have audited the accompanying consolidated balance sheets of Kansas City Power & Ught
Company and subsidiaries (the KCompany") as of December 31, 2003 and 2002, and the related
consolidated statements of income, comprehensive Income, common stock equity and cash flows for
the years then ended. Our audit also included the 2003 and 2002 financial statement schedules listed
in the Index at Item 15. These financial statements and financial statement schedules are the
responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements and financial statement schedules based on our audits.

We conducted our audits In accordance with auditing standards generally accepted In the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures In the financial
statements. An audit also Includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, In all material respects, the consolidated
financial position of Kansas City Power & Ught Company and subsidiaries as of December 31, 2003
and 2002, and the results of their operations and their cash flows for the years then ended In conformity
with accounting principles generally accepted in the United States of America. Also, In our opinion,
such financial statement schedules, when considered in relation to the 2003 and 2002 basic
consolidated financial statements taken as a whole, present fairly, In all material respects, the
information set forth therein.

As discussed in Note 6 to the consolidated financial statements, effective January 1, 2002, the
Company changed its method of accounting for Intangible assets to adopt Statement of Financial
Accounting Standards ("SFAS") No. 142, 'Goodwill and Other Intangible Assets'. As discussed In Note
15 to the consolidated financial statements, effective January 1, 2003, the Company changed its
method of accounting for asset retirement obligations to adopt SFAS No. 143, MAccounting for Asset
Retirement Obligations."

/s/DELOITTE & TOUCHE LLP

Kansas City, Missouri
March 9, 2004
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Report of Independent Auditors

To the Board of Directors and Shareholders of
Great Plains Energy Incorporated:

We have audited the accompanying consolidated statements of income, of cash flows, of common
stock equity, and of comprehensive income of Great Plains Energy Incorporated and Subsidiaries for
the year ended December 31, 2001. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit. We did not audit the consolidated financial statements of DTI Holdings, Inc. and
Subsidiaries (Debtors-in-Possession) (an 83.6 percent owned entity), for the year ended December 31,
2001, which statements reflect total revenues of $17.4 million and a net loss of $306.1 million for the
year ended December 31, 2001. Those statements were audited by other auditors whose report
thereon has been furnished to us, and our opinion expressed herein, insofar as it relates to the
amounts included for DTI Holdings, Inc. and Subsidiaries, is based solely on the report of the other
auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also Includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit and the report of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the report of other auditors, the consolidated financial
statements referred to above present fairly, In all material respects, the results of operations and cash
flows of Great Plains Energy Incorporated and Subsidiaries for the year ended December 31, 2001 in
conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 20 to the consolidated financial statements, the Company adopted SFAS No. 133
"Accounting for Derivative Instruments and Hedging Activities", as amended on January 1, 2001.

/sNPricewaterhouseCoooers LLP
PricewaterhouseCoopers LLP

Kansas City, Missouri
February 5, 2002, except with respect to the reclassification
of the 2001 information in Note 16 as to which the
date is May 22, 2002; the 2001 transitional disclosures relating
to the adoption of Statement of Financial Accounting
Standards No. 142 as described In Note 6 as to which the date
is February 21, 2003; and the reclassification described in the
last paragraph of Note 9 relating to the adoption of Statement
of Financial Accounting Standards No. 145, the reclassification
to the 2001 financial statements relating to the discontinued
operations as described in Note 8, and the 2001
transitional disclosures relating to the adoption of Statement of
Financial Accounting Standards No. 143 as described in Note 15
as to which the date is August 13, 2003
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Report of Independent Auditors

To the Board of Directors and Shareholder of
Kansas City Power & Ught Company:

We have audited the accompanying consolidated statements of income, of cash flows, of common
stock equity, and of comprehensive income of Kansas City Power & Ught Company (a wholly-owned
subsidiary of Great Plains Energy Incorporated) and Subsidiaries for the year ended December 31,
2001. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit. We did not
audit the consolidated financial statements of DTI Holdings, Inc. and Subsidiaries (Debtors-in-
Possession) (an 83.6 percent owned entity), for the year ended December 31, 2001, which statements
reflect total revenues of $17.4 million and a net loss of $306.1 million for the year ended December 31,
2001. Those statements were audited by other auditors whose report thereon has been furnished to
us, and our opinion expressed herein, Insofar as It relates to the amounts included for DTI Holdings,
Inc. and Subsidiaries, is based solely on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted In the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures In the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit and the report of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the report of other auditors, the consolidated financial
statements referred to above present fairly, in all material respects, the results of operations and cash
flows of Kansas City Power & Light Company and Subsidiaries for the year ended December 31, 2001
in conformity with accounting principles generally accepted in the United States of America.

As discussed In Note 20 to the consolidated financial statements, the Company adopted SFAS No. 133
"Accounting for Derivative Instruments and Hedging Activities", as amended on January 1, 2001.
As discussed in Note 1 to the consolidated financial statements, on October 1, 2001 the Company
completed its corporate reorganization creating a holding company structure.

/s/PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Kansas City, Missouri
February 5, 2002, except with respect to the reclassification
of the 2001 information In Note 16 as to which the
date is May 22, 2002; the 2001 transitional disclosures relating
to the adoption of Statement of Financial Accounting
Standards No. 142 as described in Note 6 as to which the date
is February 21, 2003; and the reclassification described In the
last paragraph of Note 9 relating to the adoption of Statement
of Financial Accounting Standards No. 145, the reclassification
to the 2001 financial statements relating to the discontinued
operations as described in Note 8, and the 2001
transitional disclosures relating to the adoption of Statement of
Financial Accounting Standards No. 143 as described In Note 15
as to which the date is August 13, 2003
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of DTI Holdings, Inc.

We have audited the statements of operations and stockholders equity (deficit) and cash flows of DTI
Holdings, Inc. and subsidiaries (Debtors-in-Possession) (the "Company") for the year ended December
31, 2001. These financial statements (which are not included herein) are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted In the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the results of operations
and cash flows of DTI Holdings, Inc. and subsidiaries for the year ended December 31, 2001, in
conformity with accounting principles generally accepted in the United States of America.
As discussed in Note 1 to those financial statements, the Company has filed for reorganization under
Chapter 11 of the Federal Bankruptcy Code. The financial statements do not purport to reflect or
provide for the consequences of the bankruptcy proceedings. In particular, such financial statements do
not purport to show (a) as to assets, their realizable value on a liquidation basis or their availability to
satisfy liabilities; (b) as to prepetition liabilities, the amounts that may be allowed for claims or
contingencies, or the status and priority thereof; (c) as to stockholder accounts, the effect of any
changes that may be made in the capitalization of the Company; or (d) as to operations, the effect of
any changes that may be made in its business.

The financial statements have been prepared assuming that the Company will continue as a going
concern. As discussed in Note 1 to those financial statements, the Company's recurring losses from
operations, negative working capital, and stockholders' capital deficiency raise substantial doubt about
its ability to continue as a going concern. Management's plans concerning these matters are also
discussed in Note 1 to those financial statements. The financial statements do not include adjustments
that might result from the outcome of this uncertainty.

As discussed in Note 3 to those financial statements, the Company determined that the carrying value
of its long-lived assets had been impaired during the year. In accordance with Financial Accounting
Standards No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-lived Assets to
be Disposed of, the Company recorded an impairment charge of approximately $342 million at
December 31, 2001.

/s/DELOITTE & TOUCHE LLP

St. Louis, Missouri
January 30, 2002
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SHAREHOLDER INFORMATION

Great Plains Energy Form 10-K
Great Plains Energy's 2003 annual report filed with
the Securities and Exchange Commission on Form
10-K can be found at www.greatplainsenergy.com
and is available at no charge upon written request to:
Corporate Secretary
Great Plains Energy Incorporated
P.O. Box 418679
Kansas City, MO 64141.9679

Market Information
Great Plains Energy stock is traded on the New York
Stock Exchange (symbol GXP). Shareholders of
record as of December 31, 2003: 16,070.

Internet Web Site
www.greatplainsenergy.com provides easy access to
Company news and financial press releases, stock
quotes, customer and investor account information
and information of general interest. Also located
on our web site are the Company's Code of Ethics,
Corporate Governance Guidelines and the charters
for the Audit Committee, Governance Committee
and Compensation Committee of the Board of
Directors. These documents are available at no charge
upon written request to the Corporate Secretary.

Annual Meeting
Great Plains Energy's 2004 annual meeting will be
held at 10:00 a.m., Tuesday, May 4 at The Discovery
Center, 4750 Troost in Kansas City, Missouri.

Dividend Reinvestment and Direct Stock
Purchase Plan
Great Plains Energy's Dividend Reinvestment and
Direct Stock Purchase plan allows participants to
purchase stock and reinvest directly from the
Company without contacting a broker. For more
information or a Prospectus, contact Investor
Relations, UMB Bank or visit our web site.

Electronic Direct Deposit and Automatic
Monthly Investment
Shareholders may have their dividends deposited
directly to their bank account and/or authorize
automatic monthly deductions to purchase additional
stock. All other shareholder information will be
mailed to the address of record. For an authorization
form, contact Investor Relations, UMB Bank or
our web site.

Inquiries
Shareholder inquiries should be directed to:
Investor Relations
P.O. Box 418679
Kansas City, MO 64141-9679
800-245-5275 (Toll-free within USA)
816-556-2312

Transfer Agent
UMB Bank N.A.
Securities Transfer Division
P.O. Box 410064
Kansas City, MO 64141-0064
800-884-4225 (toll-free)

Common Stock Dividends Paid
UIARTER 2004 2003 2002

FIRST $0.415 $.415 60.415

SECOND 60.415 $0.415

THIRD 60.415 60.415
FOURTH 60.415 0.415

Preferred Stock Dividends Paid
Quarterly dividends on preferred stock were declared
in each quarter of 2003 and 2002 as follows:
SERIES AMOUNT SERIES AMOUNT

3.10% $0.95 4.35% 61.85

420% 61.05 4.50% $1.1250

Two-Year Common Stock History
Great Plains Energy's common stock price range
was as follows:

2003 2002

QUARTER

FIRST

SECOND

THIRD

FOURTH

HIGH

$25.0

30.31

30.S4

32.78

LOW

$ 21.36

2x75
27.32

30.10

HIGH

$ 26.8
25.07
22.4A
23.59

LOW

$ 24.40

20.35

15.9

17.68
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Organization & Resourc

Kansas Electric Power Cooperative, Ine. KEPCo is

(KEPCo). headquartered at Topeka, Kansas, was Corporation C

incorporated in 1975 as a not-for-profit generation limited certifi

and transmission cooperative (G&T). It is KEPCo's 1980 to act as

L responsibility to procure an adequate and reliable supply resour

power supply for its nineteen distribution Rual generation fo

Electric Cooperative Members at a reasonable cost. the 20 MW SI

L Coffey Count
Through their combined resources,- KEPCo lent 100 AIW

Members support a wide range of other services istration, and

such as rural economic development, marketing AdministraticL and diversification opportunities, power requie- purchases fre

ment and engineering studies, rate design, etc.:

KEPCo ii

L KEPCo is governed by a Board of Trustees Touchstone E

representing each of it-, nineteen Members which more than 60

collectively serve more than 100,000 electric meters ing the core s

in two-thirds of rural Kansas. The KEPCo Board of integrity, ace

Trustees meets regularly to establish policies and service and a

act on issues that often include recommendations The national

from working committees of the Board and KEPCo "'he Power o

staff. 'Me Board also elects a seven-person Execu-

i... tive Committee which includes the President, Vice

President' Secretary, Trea , and three additional

L E ~xecutive Counittee members.

KansasEkcti
- PwrCooperaitie, Inc.~

- P.O Box 4877 Tope~ka, KS 660

600 SW Corow ViwropekaL Ks 66615

(75 73-a7010 wwkepoorg,

;;tr < y0al Vww- 0 rbS

iunder the jurisdiction of the Kansas

Commission (KCQ and was granted a

cate of convenience and authority in

a G&T public utility. KEPCo's power

ces consist e£: 701MW ofowned

on the Wolf Creek Generating Station;

sarpe Generating Station located in

f; hydropower purchases of an equiva-

from the Southwestern Power Admin-

14 MW from the Western Area Power

on; plus partial requirement power

m regional utilities.

W

i a Touchstone Energy* Cooperative.

Energy is a nationwide alliance of

0 cooperatives committed to promot-

trengths of electric cooperatives -

ountability, innovation, personal

legacy of community commitment.

program is anchored by the motto

o Human Connections."
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frm Mel ro0y, p EPCsaPrsident
Stephen E. Parr KEPCo Ext VicePsidenad CEO
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- i � :�F, . 2o be d o of positive

accompishments mingled cnh allen~s re inicn

of those facing KEPCo leaders nearly 30 years ago.

Thirty years is enough time for clothes and

eyeglass styles to retum to fashion. It is time enough

for an average driver to go through four cars and, for

some, it even means the opportunity for retiremenL

Thirty years is also enough time to bring us to

another significant point in KEPCo's history of

electric service to rural Kansans. On February 13,

1975, six visionary rural Kansas leaders filed

papers to incorporate the Kansas Electric Power

Cooperative, Inc. (KEPCo). Their mission was to

gain control of power supply and transmission

issues by owning and operating a G&T Cooperative.

Those visionary individuals were followed by a

series of Cooperative leaders who demonstrated

determination and a will to succeed that was

nothing short of heroic. Today, it is fortunate that

we continue to have leaders on the KEPCo Board of

Trustees who combine a respect for that history with

a commitment to meet the challenges facing KEPCo

in the future.

Many ofthe year's accomplishments are listed

throughout this Annual ReportL They include the

timely refinancing of $51 million in FFB debt to

reduce interest rates and save more than $12

million through the life of the loans. In addition,

KEPCo continued to strengthen its financial

condition in 2003, ending the year with a positive

margin of
$2.128

million. Air. Kopsa and 4 r. Parr

KEPCo

negotiated and finalized a new power supply

contract with Westar that also replaces purchases

from both Aquila and Empire District Electric.

Additional achievements in power supply, legisla-

tive, regulatory, economic development, engineer-

ing services, reliability, finance and other areas

are listed throughout this report.

At the same time, we are challenged on several

fronts. Foremost is the cost of power which is

being driven by matters generally outside our

control such as low hydropower availability,

volatile natural gas prices, and the always

temperamental mother nature.

Even though we can truthfully state that our

Members have experienced rate stability over the

past fifteen years, we are uncomfortable with the

price volatility in our power supply. Be assured

that the KEPCo Board of Trustees and Staff are

working on ways to limit operational risks, improve

efficiency, implement cost saving technologies,
manage loads, and control expenses.

To prepare for the future, we are working to

update a Long-Range Resource Plan in order to

evaluate power supply options and acquisitions. In

addition, we continue the process of establishing

borrowing ability with RUS for capital additions at

Wolf Creek.



L Another significant challenge is our work to

develop a new Member Wholesale Power

Agreement that betterfits the 21 Century. KEPCo

was chartered with a compact five-page Member

contract. New contracts may require from 30-50

pages in order to develop a policy that pernmts some

power supply flexibility for our Members, as well as

provide KEPCo with the lending security necessary

to consider resource acquisitions. Member support

for that new contract will uide the development of

KEPCo's power supply to meet demand over the

next 30 yeas.

Working together as a Cooperative is a

worthwhile goal. It enables us to maximize our

resources and is a business model that people

appreciate. In fact, a study released during

National Cooperative Month in 2003 showed that

L lore than three-quarters of those surveyed believe

that Cooperatives operate in a more trustworthy

manner. The public believes that Cooperatives act

L with the best interests of consumers at heart and

are more committed to their customers.

L Through such cooperation, much can be
accomplished. We see that at KEPCo, KEC,

NRECA, CFC, and at our Distribution Cooperative

Members. At KEPCo, working toether means a

Sex IJPCo Board Presidents
L .ndaqsw-et. h Oe f

KIEP~o Annlal MIeeting.

L numduig'rftli Ste*i hn E.aPa :

CIQ, tae (left *o right). Leon
- ~Eck. 199Z.1 99 7; Darid

_ icheh'rger, 1997 7-2OOQ
0ianad Sid&, 197-1978; ;Dale
; flttdnasen, 1IY90 :--:

{;: Melrrkupsa, 200-preseniti*;
j ad P pAli'Psh, 19Z -1 990 '

continued comnitment to improving economic

development opportunities in rural Kansas. It

enables the implementation of technology solutions

for load monitoring and control as well as

innovative communications through the EMS/

SCADA system. Collectively, our message is

stronger on legislative and reblatory issues at the

state and federal level. As a group, we are more

effective advocates of the interests of transmission

dependent utilities before the Southwest Power

Pool and FERC, and are more forcefil voices on

matters before a number of hydropower groups.

Central to our success are competent, highly

skilled employees who willingly accept ever-

increasing responsibilities. They are dedicated to

meeting the needs of our Member Cooperatives and

providing a level of service above and beyond the

call of duty. The same is true for }CEPCo Members.

It is a level of service that three-quarters of

consumers believe also comes with integrity, trust,

and commitment to community. It was a superior

way of doing business in the past and holds great

promise for the future.

PmTsident
phen E. Parr

Executire Vice President an

7777
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L

KEPCo su s refinanced $0.9inillion of its Federal Financing Bank (FF8) dbt. The

refinancing was ective on September 30 atian average interest ate of 3.93 percent. Ts will

save itl 21 on vr the next 15 years.

KEPCo supports Member marketing efforts in a variety of ways ff developed a series of

adzrntisementsfor use iansas Coanx ting. displayed at eleven lembfr aual meetings, and

supported numerous individual Altemberprojecs. PCo Staff also vrked with Members to utilize

the Customer nformation S)stem forceaion of more tJan 15,00K) direct mail promoting

sUr protection security L auto bank draft, levelized billing, DiTYrec, anual meeting notics,

electrictwaterwatersandheatpumps.

Inter Control-center Communication Protocol (JCCP) connections were developed between

- - KEPCo and Midwest Enugy, Sunflower, and Aquila to allow information exchange to support

KEPCos energy contracts with Westar Energy and Sunflower.

The SCA DA Data Acquisition Servers were upgraded to iunrease performance and added

- Accumsum to summarize meters into totals for load management and ICCP uses.

The Legal Department supported numerous projects including KEPCo filings and

responses to KCC Dockets on Wolf Creek Decomnissioning, an application for change in the

Schedule M-9 Tanff, contracts with Westar, the City of Seneca, and several generic dockets.

The Legal Department also leads administrative action on KEPCo policies, record keeping, and

employee benefits.

KEPCo employees are actitet oluteers in the Boy Scouts, sport coaches, Greater Topeka

Chamber of Commerce, ted Way, Toka Peornming Arts Center, and Oter organitions.

KEPo continued participation in Touchstone Energy and assisted in the organization of state

events such as the Belleville Midget Nationals and Electric Cooperative Day at the Kansas State

Fair. Nationally, membership in Touchstone Energy grewto

_ include more than 600 Cooperatives and members benefited

i Touchstone Energy service enhancements such new employee training

The power f huma connectons modules, the Get Charged Education Kit, Touchstone Eney

Home, and other am dditions.



KEPCo owns six percent of the Wolf Creek Generating Station.

Wolf Creel, an 1170 MW nudear plant, is located near

Budinton, in Coffey County, KS. The plant has an outstanding

record of operating and safety excellence dating back to the start

of commercial operation on September 3,1985. In 2003, Wolf

Creek completed a refiueling and maintenance outage,

implemented a number Qfsecurity enhancements as a result of

Homeland Security mandates, completed the year with no serious The Wolf Creek Generating S

accidents and received a positive safety assessment by the Nuclear

Regulatory Commission.

Safety training continues to be essential for all employees at KEPCo. An Employee Safety

Committee organized six mandatory meetings and one voluntary CPR/First Aid course during

the year. Dating back to 19&4, KEPCo employees have logged more than 850,000 hours

Without a lost-time accident.

KEPCo makes its Board Room available to groups and organiations that have a business

association. Among the groups utilizing IEPCo facilities in 2003 were Leadership Dickinson

Country, the Kansas Rural Development Councn USDA Rural Deielopment seminars, the

District Meeting of Kansas Electric Cooperaties (KEC), and seteral other rural related events.

Legislators, state andfederal officials are ofien present at these events, raising awareness of

KEPCo as a partner in important planning and devlopment activities in Kansas.

A Request for Proposals (RFP) was issued to prospective power suppliers to replace

purchases in the Aquila control area. lUtimately Westar Energy was selected to supply the

power in the Aquila ar beginning June 1,2005.

KEPCo Seriesn (KSI)marked itsfifth year of operation in 2003. K1Engineerng, the

principal Operatyn actrity of KEPCo Services, is now listed as the oal engineering

consubantfor seven Ekectrc Coperti. KSI has compted a least one proectfor each of

KEPCo's Members and surpssed 75 completed projects. Through the lastfive years, KS!

ae7000A we.& and as contributed $125,000 io'.

KEPCo overheads.K speciadizesinconstructiniork panmappingsectialiingstudes,

financialforeCss, subtt&i6n design, transmson design, work order inspedctons, power qual, iy,
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A Request for Nrposals was issu to prospective consultants to provide KEPCo with a

longr e power supply plan and the Bo seled Brns & McDonnel to complete

te projet.tti- - 0;0 f :

KEPCo's Engineering and Operations Department continues to concentrate on the

maintenance of metering, SCADA and communications to over 300 deliterypoints and

individual sites across the state of Kansas. Accurate and dependable metering and

communiations are vital to KEPC operations.

KEPCo continued to fund and assist Members in promotion of an electric water heater and

heating system rebate program. Since the start of the rebate program, KEPCo has issued nearly

100,0 water heater rebates and more than 3,S00 heating system rebates. Electricity is a safe,

Clean, and competitively priced option and this program helps communicate that message.

:EPCo and its hMembers ar successfulparticipants in USDA's Rual Economic Development

Loan and Grant (REDLG)progra in 2003, $2.5 million in ero inerest loans hae been

approWed for five Members. Over the years. the REDLG programm has loaned or granted AEPCo

Afemberproiects $13.5 million anc twhen combined with the $37.5 milion inprojectpritnate

i.vestmeni results in a rural development impact of $51 million. In addition, the projects

increase property taxes and the 750 newjobs and associated wages improve regionalprosperity.

Delivery points were enhanced to solve problems at several Electric Cooperatives including

Ninnescah, Leavenworth-Jefferson and Heartland and a new delivery point for Victory REC was

designed. KEPCo Engineers have prioritized delivery point reliability by conducting field

inspections, compiling reliability reports, and organized multiple meetings with transmission

providers in order to improve power quality.

Te Sharpe Generating Station met pOuer supply needs during peak demand and other times

throughout 2003. The 20 AlWgenerading plant, located in Coffey County, KS, is oued by

KEPCo and was declared operational in

2002. Te units are tested, inspected

and operated by existing KEPCo Staff

in addition, KEPCo completed an oil

spill planfor the Sharpe Station.

KEPCos ShMarpe Generating Station



KEPCo continues to work with Kansas Electric Cooperatives (KEC) and Sunflower Electric
Power Corporation on legislative issues in Kansas and in Washington, D.C. KEPCo testified on ten
different bills in 2003 and tracked approximately 50 different pieces of legislation. In Congress,
KEPCo participated in the NRECA Legislative Conference and a
series of actions in response to NRECA calls on the federal energy
bill including a special mund of Capitol Hill visits during October.

..

KEPCo has beetn involved in a cross-section of commsnity and
associated activities in support of rural development. Staff

L participated in high profile etvnts such as the Kansas Prosperity

Summit and Congressional Listening Tours.
; ; 7t/e kansas St

KEPCo s new SCADA system anchored anotber successful load management season and staff
continues to improve the capabilities of the system-wide communication network. Enhancements
enable peak detection, display of member load compared to KEPCo load delivery point power
factor and other parameters historically and in real-time. Using the SCADA system. staff can
remotely start, operate and monitor the Sharpe Generating Station. In addition, the system already
supports voice and data connectivity among district offices for Heartland REC and Rolling Hl-ls
REC. Bluestem and Flint Hills now have Automated Meter Reading (AMR) using the SCADA

L Wide Area Network (WAN) to communicate to master radio sites. Butler is completing its AMR
project and KEPCo has quoted costs for Brown-Atchison and DS&O. Several Members also have -

L the ability to monitor and control reclosers from their headquarters via the SCADA system.

XEPCo employees ore also leaders in heifield ofeprtise. For exam*, Bill Goshorn has held
about evry office possible with prefierene power customer groups. Harold Haun is President of the G&T
batyers Association, and Loren Medley is President of the Knsas Rural Development Council and is an

offuier in the National Rural Economic Deelopers Association. Aark Barbee serves on an NRECA
Engineerng and Operations Sytem Planning Committee. In additiwn Bruce Graham is President of

NRECA's Council of Rural Electric Communcao he d el ectedposition among professional electric
cooperatite communivatonfrom across the couot-y.
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SWt 1600
1000Walmnt
.. O. Box 13127
Kansas Ct, MO 64106

ldpendent Auditors' Report

Th Board of Trustees

Karim Electric Power Cooprative, Ic.:

We have audited the accompanying balance shets of Kansa Electric Power Cooperative. Inc., (KEPCo)
as of December 31, 2003 and 2002, and the related statements of revenues and expenses, cash flows.
changes in patronage capital, and comprehensive income for the years then ended. Itese financial
statements are the responsibility of KEPCo's management. Our responsibility is to express an opinion on

F these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Audiing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disckosures in the financial statements- An audit also includes assessing the accounting principles used and
signifcant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As mor fully described in note 4 to the finarcial statements, certain depreciation and amortization
methods have been used in the preparation of the financial statements that do not, in our opinion, conform
to accounting principles generally accepted in the United States of America.

In our opinion, except for the effects on the financial statemncts of the matters referred to in the preceding
paragraph, the financial statements referred to above present fairly, in all material respects, the financial
position of KEPCo as of December 31, 2003 and 2002, and the results of its operations and its cash flows
for the years then ended, in conformity with accounting principles generally accepted in the United States
of America.

As discussed in note 2 to the financial statements, on January 1. 2003. KEPCo adopted Statement Of
Accounting Standard No. 143, AccondingforAsse Retirement Obligations&

In accordance with Goventment Auditing Scandards, we have also issued a report dated February 13, 2004
on our consideration of KEPCo's internal control over financial reporting and our tests of its compfiance
with certain provisions of aws, regulations, contracts. and grants. That report is an integral part of an audit
performed in accordance with Gownment Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

Kansas City, Missouri
February 13.2004

:,'::
----r.--------------IIIIIII WWI-1-111� W



KANSAS ELEC C POWER COOPERATIVE, INC
:: Balance Sheets

.Decermber31, 2003 and 2002

Assets

Utilityplant:
lI-service

Less allowances for depreciation

Net in-service

Construction work in progress
Nuclear fuel, net of amortization

Total utility plant

Restricted assets:
investments in the National Rural Utilities Cooperative

Finance Corporation
Bond fimd reserve
Decommissioning fund
Investments in associated organsztions

Total restricted assets

Current assets:
Cash and cash equivalents
Member accounts receivable
Materials and supplies, at average cost inVentryq
Other assets and epaid expenses

Total current assets

Other long-term assets:
Deferredcharges: :::

WolfCreek disallowed cost (less l ated amortization of
$8,849,243 and $8,092,079 for 2003 and 2002, respectively)

Wolf Crek deferred plant costs (less accumulated
amortization of $6,259,839 and $3,129,920 for
2003 and 2002, respec y)ti :

Wolf Cek decommissioning regulatory asset
Deferred Department of Energy dcommissioning costs
Deferred incmental outage costs
Other defrred charges (less accumulated amortization of

$1,087,234 and $916,634 for 2003 and 2002, respectively)
Unamortized debt issue costs

Wolf Creek nuclear operating investments
:Other investments

Total other long-term assets
Total assets

2003 .2002

$ 223,111,948
(111,796,459)

: 111,315,489

1,172,065
3,693,512

116,181,066

218,602,990
(107,440,429)

. 111,162,561

644,270
2,720,014

114,526,845

3,313,106
4,170,284

: 4,751,284
:-: 51,674

* 12,286,348

3,318,093
4,193,570
6,089,845

59,129

13,660,637

8,226,833
7220,772
2,658,146

: 532,203

I 8,036,064
6,770,675

: 2,356,640
_ V489,125

18,637,954 1 17,852,504

17,133,678

. 40,688,954
3,349,999

338,199
2,793,858

1,410,457
:5,417,944

25,432
I 148,544

71,307,065
S_ 219,786,722

17,890,842

43,818,873

419,336
1,081,488

1,581,057
3,545J787

.118,081

68,455,464

213,121,161
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Patronage Capital and Iabiities

Patronage capital:
Memberships
Patronage capital (payment restricted as indicated)
Unallocated loss

Total patronage capital

Long-term debt:
Commercial pper:

Federal Financing Bank
Grantor Trust Series 1997
Pollution control revenue bonds

Total long-term debt

Less crt maturities of long-term debt

Long-term debt, net of current maturities

Other long-term liabilities:
Deferred Department of Energy decommissioning costs
Wolf Creek decommissioning obligation
Wolf Creek nuclear operating liabilities
Arbitrage rebate long-term liability
Other deferred credits

Total other long-tm liabilities

Current liabilities:
Current maturities of long-term debt
Accounts payable
Payroll and payroll-related liabilities
Accrued property axes,
Accrued interest payable

Total current liabilities

2003

S 3,200
11,812,345

11,815,545

5,267,017
96,295,154
49,640,000
31,700,000

'182,902,171

: (9,112,155)

173,790,016

270,559
12,385,380
:2,225,422

585,092
925

15,467,378

9,112,155
6,438,669

245,540
1,290,654
1,626,765

18,713,783

2002

3,200
-11,801,741
(2,117,499)

9,687A442

5,675,641
98,736,658
S1,340,000
33,100,000

1;88,852,299

(7,814,400)

181,037,99

353,125
4,751,284
2,034,509

387,730

* 7,526,648

7,814,400
5,324,521

247,272
1,088,058

394,921

14,869,172

Total patronage capital and liabilities $ 219,786,722 :213,121,161

See accompanying notes to financial statements.
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KANSAS ELECTRIC POWER COOPERATV,% :INC.

Statements of Revenues and Expenses

0 Years ended December 31, 2003 and 2002

2003

Operating revenues:
Sales of electric energy
Other

Total operating revenues

Operating expenses:
Power purchased
Nuclear fitel
Plant operations
Plant maintenance
Administrative and general
Amortization of defer :Cges
Depreciation and decommissioning

Total perating expenses

Net operating revenues

Interest and other deductions:
Interst on long-term debt
Amortization of debt issue costs
Other interest expense

Total interest and other deductions

Net operag gain

Other income and expense:
Interest income
Other expense

Total other income and expensc

Netmargin

$ 89,424,340
411,162

89,835,502

2002

84,029,678
365,428

84,395,106

50,371,152
2,149,674
8,559,578
2,839,025
4,374,015
4,057,683
4,353,980

76,705,107

13,130,395

43,958,461
2,241,445
7,945,144

I 2,581,641
1 t 4,540,653

4,062,169
4,199,109

f 69,528,622

14,866,484

10,904,171
454,861

44,997

11,404,029

1,726,66

; 1 011,813,952
387,524
95,818

12,297,294

2,569,190

I 42984
(40,021)

389,843

2,959,033

I 423,963
(22XSO

401,737

$ 2,128,103

See accompanying notes to financial statements.
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KANSAS ELECRIC POWER COOPERATIVE, INC.

Statements of Cash Flows

Years endedDecmber 31, 2003 and 2002

2003 2002

Cash flows from operating activities.
Net margin
Adjustments to reconcile net margin to net cash provided by

operations:
Depreciation and amortization
Amortization of nuclear fuel
Amortization of deferred charges
Amortization of deferred incremental outage costs
Amortization of debt issue costs
Increase in arbitrage rebate payable
Payment to Department of Energy for de sionn
Changes in assets and liabilities:

Member accounts receivable
Materials and supplies inventory
Other assets and prepaid exp es
Wolf Crk deom issionig obligation
Accounts payable
Payroll and payroll-related liabilities
Accrued property taxes
Accrued interest payable
Other long-tm liilities

Net cash provided by operating activities

Cash flows firo investing activities:
Additions to electric plant, net
Additions to nuclear fuel
Additions to deferred refueling costs
Increase in cash surrender value of life insurance contracts
Increase in decommissioning fund assets
Increase in other investments

Net cash used in investing activities :

Cash fows from financing activities:

Borrowings from cash surrender value of life insurance contracts
Repayment of COU loan
Repayment of long-term debt
Issuance of debt
Increase in debt issue costs
Patronage capital contributions

Net cash used in financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents atk
Beginni of year

Endofyear:

S 2,128,103

3,896,097
1,463,448
4,057,683
1,640,259

454,861
197,361
(82,566)

(450,097)
(101,506
(43,078)

1,338,561
1,114,148

(1,732)
202,596

1,231,844
191,838

17,237,820

(1,550,146)
(2,436,946)
(3,352,629)

(284,993)
(1,338,561)

(36,656)

(8,999,931)

2,959,033

3,913,199
1,649,860
4,062,169
1,538,471

387,524
150,307
(80,463)

(82S,463)
129,696
33,496
49,007

(1,148,703)
21,814

(109,280)
(41,386)
230,557

12,919,838

(6,652,197)
(103,002)

(2,072,139)
(29,538)
(49,007)

(9746,204)

(9,652.W7n

306,466
(76,440)

(8,220,390)
2,270,262

(2,327,018)

(8,047,120)

190,769

8,036,064 :

S 8,226,833

(6,563,070)
5,675,641

100

(887,329)

2,380,422

.; 5,655,642

8,036,064

See accompanying notes to financial statements.
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KANSAS ELECTRIC POWER COOPERATIVEI INC.

Statements of Changes in Patronage Capita !

Years ended December31, 2003 and 2002

Memberships

Balance, December 31,2001 S 3,100

Net margin
Patronage capital

distributions 100

Balance December 31,2Q02 3,200

Net margin S___3.20

Balance, December 31,2003 $ ,200

I Patronage
c capital

11,801,741

11,801,741

10,604

i 11,812,345

Unallocated
loss

(5,076,532)

2,959,033

(2117,499)

2,117,499

- Total

. 6,728,309

2,959,033

: 1 100

9,687,442

2,128,103

_ 11,815,545

See acco_ panyig notes to financial statements

KANSAS ELECTRIC POWER COOPERATIVE, INC.

Statements of Comprehensve Income

Years ended Decernber 31, 2003 and 2002

Net margin
Other eniveincome:

Avalable-fosle securities:
Unrealized holding gains and losses arising net of reclass

for gains and losses included in net mwgin

| 2003:

$ 2,128,103

$ 2,128,103

2002

:' 2,959,9033 '

I 2,959,033

See accompanying notes to financial statements.
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KANSAS ELECTRIC POWER COOPERATIVE, INC.

Notes to Financial Statements

December31, 2003 and 2002

(1) Nature of Operations

Kansas Electric Power Cooperative, Inc. (KEPCo), headquartered in Topeka, Kansas, was incorporated in
1975 as a not-for-profit generation and transmission cooperative (G&I). It is KEPCo's responsibility to
procure an adequate and reliable power supply for its 19 distribution rual electric cooperative members
pursuant to all requirements of its power supply contracts. KEPCo is governed by a board of trustees
representing each of its 19 members, which collectively serves more than 100,000 electric customers in
rural Kansas. On January 1, 2002, three cooperative members merged and reduced the total cooperative
membership to 19. KEPCo is under the jurisdiction of the Kansas Corporation Commission (KCC) and
was granted a limited certificate of convenience and authority in 1980 to act as a G&T public utility.

(2) Summary of Significant Aecounting Policies

(a) Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statenents, and the reported amounts of rvenues and expenses during the
reporting period. Actual results could differ from those esmates.

( Systen ofAccounts

KEPCo maintains its accounting records substantially in accordance with the Rural Utilities Service
(RUS) Uniform System of Accounts and in accordance with accounting practices prescribed by the
KCC.

(c) Rates

The KCC has the authority to establish KEPCo's electric rates under state law in Kansas. Rates ae
established to meet the times-interest-earned ratio and debt-service coverage set forth by the RUS.
On June 29, 2001, KEPCo filed an application with the KCC requesting a te increase of
approximately $6.5 million, a new rate design and the re-establishment of an energy cost adjustment
(ECA) mechanismn, which allows KEPCo to pass along increases in certain energy costs to its
cooperative members. On January 17, 2002, the KCC ordered a rate icrease of approximately
$6,5 million, including an ECA mechanism The new rates became effective February 1, 2002.
Pursuant to this KCC rate order, the depreciable life of Wolf Creek Nuclear Generating Station
:(WolfCreek) was extended from 40 years to 60 year In addition, the rate order allowed KEPCo to
recover in rates the $53,454,512 cumulative difference between historical present worth
(sinldng find) depreciation and straight-line depreciation (note 4) over a 15-year perio

(4) UdtiPlantand Deprecdon

Utility plant is stated at cost. Tbe cost of repairs and minor replacements are charged to operating
expenses. Costs of renewals and betterments are capitalized. The original cost of utility plant retired
and the cost of removal, less salvage, are charged to accumulated depreciation.

Through January 31, 1987, the provision for depreciation for electric plant-in-service was computed
on the straight-line method at a 3.44% annual composite rate. Effective February 1, 1987, in

aso -- continued



KANSAS ELECTRIC POWER COOPERATIVE, INC.

Notes to Financial Statements

December 31, 2003 and 2002

accordance with an order issued by the KCC, the provision for depreciation was computed on a
present-worth (sinking find) method, which provided for increased annual provisions over
27.736 years.

Pursuant to the January 17, 2002 KCC order, the depreciable life of Wolf Creek was extended from
40 years to 60 years. The composite depreciation rate for electric generation plant for the years coded
December 31, 2003 and 2002, was 2.47%/ and 2.23%, respectively.

The provision for depreciation computed on a straight-line basis for electric and other component Of
utility plant is as follows:

T: n: ortation and equipment 25 to 33%
Office furniture and fixtures 10 to 206/e
Leasehold improvets 20%/e
Transmission equipment 10%.

(e) Nadear Fad

The cost of nuclear fuel in process of refinement, conversion, enrichment, and fabrication is recorded
as utility plant asset at original cost and is amortized to nuclear fuel expenses based upon the
quantity of heat produced for the generation of electric power. The permanent disposal of spent fuel
is the responsibility of the Department of Energy (DOE). KEPCo pays one cent per net MWh of
nuclear generation to the DOE for the future disposal serc These disposal costs are charged to

nuclear fuel expense,

Co Cash and Cash Eqxvalents

Al hiAly liquid investments purchased with an original maturity of three months or less are
considered to be cash equivalents and are stated at cost, which approximates market value.

(&9 Short-temandOther Investmaent

Investments in debt securities are classified as available-for-sale in accordance with Statement of
Financial Accounting Standards (SFAS) No. 115S, Accoting for Cenala Insments in Debt and

SPulR Securities, based on MEPCo's intended use of such securities. Investments in debt securities
are carried at fair value based on quoted market prices for those or similar securities. In the balance
sheet, investments in debt securities with an orginal maturity greater than three months and a
emaining maturity less than one year are presented as current assets, and investments with a

rmaining maturity greater than one year are presented as long-term investments.

(7) Aaterial and Supplies Inven:ory

Materials and supplies invetoy are stated at cost determined by the average cost method.

0 Unamorlized Debt Issue Costs

Unamortized debt issue costs relate to the issuance of the floating/fixed-rate pollution control
revenue bonds, mortgage notes payable to the National Rural Utilities Cooperative Finance

23 - continued



KANSAS ELECTIuC POWER COOPERATVE, INC.

Notes to Financial Statements

December 31, 2003 and 2002

Corporation (CFC) trusts, and fees for epicing the Federal Financing Bank (FFB) debt These costs
are being amortized using the effective interest method over the remaining life of the bonds.

0J) DecommissionigFwdAsets/DewommssioningLiabit

As of December31, 2003 and 2002, $6,089,845 and $4,751,284, respectively, have been collected
and are being retained in an interest-bearing trust fund to be used for the physical decommissioning
of Wolf Creek The trustee invests the decommissioning funds primarily in mutual funds, which are
carried at estimated fair market value. During 2003, the KCC extended the estimated useful life of
Wolf Creek to 60 years from the revised estimates of 40 years for the detemination of
decommissioning costs to be reognized for rate-making purposes. In 2003, the KCC approved a.
2002 Wolf Creek decommissioning cost study, which decreased the estimate of total
de is costs to $468 million mi 2002 dollars ($28 million-KEPCos share). The study
assumes a 4.0% rate of inflation and 2.0% real rate of return.

KEPCo adopted SFAS No. 143, Accounthgfor Asset Retment Obligations, on January 1, 2003.
SWAS No. 143 provides accounting requirements for the recognition and measurement of liabilities
associated with the retirement of tangible long-lived assets. Under the standard, these liabilities will
be recognized at fair value as incurred and capitalized and depreciated over the appropriate period as
part of the cost of the related tangible 1lg-lived assets.

SPAS No. 143 required KEPCo to recognize and estimate the liability for its 6% share of the
estimated cost to decommission Wolf Creek, based on the present value of the asset retirement
obligation KEPCo incurred at thetime it was placed into service in 1985. On January 1, 2003,
KEPCo recognized an asset retirement obligation of $11.7 million. In addition, utility plant
in-servioe, net of accumulated depreciation, was increased by $2.9 million. These amounts were
estimated based on the calculation guidelines of SPAS No. 143. KEPCo also established a regulatory
asset for $3.9 million, which represents the amount of the Wolf Creek asset retirement obligation and
accumulated depreciation not yet funded. A reconciliation of the asset retirement obligation in 2003
is as follows:

Balance atJanuary 1,2003 $ 11,684,321
Accretion 701,059
Balance at December 31,2003 $ 12,385,380

If SPAS No. 143 had been adopted on January 1, 2002, the asset retirement obligation at
Decembe 31,2002 would have approximated $S11.7 million.

The adoption of SPAS No. 143 will not impact income. Any income effects are deferred in The Wolf
Creek decommissioning regulatory asset cated pursuant to SFAS No. 71, Accounting for the
: Sects of Certain 2)pes of Regquaion. Retinreent obligations associated with long-lived assets
Included within the scope of SPAS No. 143 are those for which a legal obligation exists under
enacted laws, statutes, and written or oral contacts, including obligations arising under the doctrine
of promissoryestoppel.

24 - continued



KANSAS ELECTRIC POWER COOPERATIVE, INC.

Notes to Financial Statements

December 31, 2003 and 2002

(k) Cash Sufrender Value of Life Insarance Contracts

The following amounts related to Wolf Creek Nuclear Operating Corporation (WCNOC)
corporate-owned Life insurance contracts, primarily with one highly rated major insurance company,
are included in Wolf Creek nuclear operating investments on the balance sheets.

2003 2002

Cash surrender value of contracts $ 3,910,592 3,655,136
Borrowings against contracts (3,885,160) (3,655,136)

Net value $ 25,432 -

Borrowings against cotracts include a prepaid interest charge. KEPCo pays interest on these
borrowings at a discounted rate of6.53%.

(@ IncomteGC : a:x:e

As a tax-exempt coopcativ KEPCo is exempt firm income taxes under Section 501(cX12) of the

Intenal Revenue Code of 1986, as amended. Accordingly, provisions for icome taxes have not
been reflected in the accompanying financial statements.

(i) Revwes

Revenues from the sale of electricity are recorded based on usage by member cooperatives and
customers and on contracts and scheduled power usages, as appropriate.

(n) :ngi'i:ed/'ssefs

Management reviews long-lived assets for impairment whenever events or changes in circumstances
indicate the caring amount of an asset may not be recoverable. In the event a long-lived asset was
determined to be impaied, such asset would be required to be written down to its fair value, with the
loss recognized in the statements of revenues and expenses.

(:) SupplementWalCsh klow Informaton

Cash paid for interest for years ended December 31, 2003 and 2002 was $9.7 and $12.0 million,
respectively.

(3) Factors that Could Affect Future Operating Results

KEPCo currently applies accounting standards that recognize the economic effects of atregulation
pursuant to SFAS No. 71 and, accordingly, has recorded regulatory assets and liabilities related to its
generation, transmission, and distribution operations. In the event KEPCo determines that it no longer
meets the criteria of SFAS No. 71, the accounting impact couldtbe a noncash charge to operations of an
amount that would be material. Criteria that could give rise to the discontinuance of SFAS No. 71 include:
(1) incring competition that restricts KEPCo's ability to establishi to recover specific costs, and
(2) a significant change in the manner rates are set by regulators from a costbased regulation to another
form of regulation. KEPCo periodically reviews these criteria to ensure the continuing application of SFAS
No. 71 is appropriate. Any changes that would require KEPCo to discontinue the application of SFAS
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No. 71 due to increased competition, regulatory changes, or other events may significantly impact the
valuation of KEPCo's investment in utility plant and its investment in Wolf Creek, and may necessitate the
write-off of regulatory assets. At this time, the effect of competition and the amount of regulatory assets,
which could be recovered in such an environment, cannot be predicted.

The 1992 Energy Policy Act began the process of restructuring the United States electric utility industry by
permitting the Federal Energy Regut Commission to order electric utilities to allow third parties to
sell electric power to wholesale customers over their tranission systems. Many states are currently
moving toward opening the retail segment to competition. Recent sessions of the Kansas Legislature
(19992003) did not and have not taken action on industry restructuring. anagemenit will continue to
montor deregulation initiatives, but does not presently expect any actions, which would be unfavorable to
KEPCo, to be adoptd within the next 12 months.

(4) Departures from Generally Accepted Accounting Principles

Effective February 1, 1987, the KCC issued an order to KEPCo requiring the use of present worth (sinking
find) depreciation and amortization. As more fiflly described in notes 5 and 9, such depreciation and
amortization methods constituted phase-in plans that did not meet the requfimnts of SPAS No. 92,
Accounthg for Phase-In Plans.

Effective February 1, 2002, the KCC issued an order that extended the depreciable life of Wolf Creek from
40 years to 60 years This order also permitted recovery in rates of the $53,454,512 cumulative difference
between historical present worth (sinking find) depreciation and amortization and straight-line
depreciation and amortization of Wolf Creek generation plant and disallowed costs over a 15-year period.
As more fully described in notes 5 and 9, such depreciation and amortization methods constitute phase-in
plans that do not meet the requirements of SFAS No. 92. Recovery of these costs in rates is included in
operating revenues and the related amortization expense is included in defered charges in the statements
of revenues and expenses.

The effect of these departures from generally accepted accounting principles is to overstate the following
items in the financial statements by the following amounts:

2003 2002

Deferred charges $ 46,327,243 49,890,877
Patronage capital 46,327,243 49,890,877

(S) W~olf Creek Nuclear Generating Station

KEPCo owns 6% of Wolf Creek, which is located near Burlington, Kansas. The remainder is owned by the
Kansas City Power & Light Company A( L-47%) and Kansas Gas & Electric Company (-GE--47).
KOE is a wholly owned subsidiary of Westar Energy, Inc. KCPL is a wholly owned subsidiary of Great
Plains Energy Inc. KEPCo's undivided interest in Wolf Creek is consolidated on a pro rata basis.
Substantially all of KEPCo's utility plant consists of its pro rata share of Wolf Creek. KEPCo is entitled to
a proportionate share of the capacity and energy from Wolf Creek, which is used to supply a portion of
KEPCo's members' requirements. KEPCo is billed for 6% of the operations, maintenance, administrative,
and general cost, and cost of plant additions related to WolfCreek.
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The KCC declared Wolf Creek commercially operable on September 3, 1985. KEPCo's total investment
includes interest and administrative costs during construction.

Effective February 1, 2002, the KCC issued an order permitting recovery in rates of the $46,948,793
cumulative difference between historical present worth (sinking fund) deprecation and straight-line
depreciation of Wolf Creek generation plant over a 15-year period. Such depreciation practice does not
constitute a phase-in plan that meets th requirements of SFAS No. 92.

If depreciation on Wolf Creek had been calculated using a method in accordance with accounting
principles generally accepted in the United States of America, deferred charges and patronage capital
would have decreased by $46,327,243.

The Low-Level Radioactive Waste Policy Amendments Act of 1985 mandated hat the various states,
individually or through interstate compacts, develop alternative low-level radioactive waste disposal
facilities. The states of Kansas, Nebraska, Arkansas, Lousiana, and Oklahoma formed the Central
Interstate Low-Level Radioactive Waste Compact (Compact) and selected a site in Nebraska to locate a
disposal facility. The Compact Commission selected US Ecology as the license applicant and developer of
the site. The generators of waste (nuclear facilities) in those states provided funds for the evaluation of the
suitability of the site.

In December 1998, the Nebraska agencies responsible for considering the developer's license application
denied the application. Most of the utilities (generators) that had provided the project's pre-construction
financing (including WCNOC), along with the Compact Commission and US Ecology, filed a federal
lawsuit contending Nebraska officials acted in bad faith while handling the license application.

In May 1999, the Nebraska legislature passed a law withdrawing Nebraska from the Compact The
withdrawal is not effective for five years.

On August 29, 2001, the Federal District Court ruled that, due to administrative discrion granted to state

administrative agencies, the generators cannot claim a property interest against the State in the capital
spent in an attempt to obtain the license. The Court of Appeals had previously ruled that the generators had
no right to sue the State of Nebraska for breach of the Compact's good faith obligation. It is noted,
however, that the Commission is pursuing its case against Nebraska for breach of the Compact's good faith
obligation and that the generators (including WCNOC) are pursuing a cross-claim to recover their
expeitres from the Commission.

Wolf Creek disposes of all classes of its low-level radioactive waste at existing third-party repositories.
Should disposal capability become unavailable, Wolf Creek is able to store its low-level radioactive waste
in an on-site facility for up to five years under current regulations.
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(6) Other Investments

Other investments include the following as of December 31:

2003 2002
Cost Fair value Cost FMr value

Split-dollarlifeinsurancepolicy S 147,619 147,619 118,081 118,081

(7) Bond Fund Reserve

KEPCo has entered into a bond covenant whereby KEPCo is required to maintain, with a trustee, a bond
fund reserve of approximately $4 million. This stipulated amount is sufficient to satis certain future
interest and principal obligations. The amount held in the bond fimd reserve is invested by the trustee in
tax-exempt municipal securities, pursuant to the restrictions of the indenture agreement, which are cared
at amortized cost

(B) Investments In Associated Organizations

Investments in associated organizations are caied at cost At December 31, 2003 and 2002, investments

in associated organizations including C consisted of the following:

2003 2002

CFQ
Membership 1,000 1,000

Capital term certificates 395,970 395,970
Subordinated term certificates 2,205,000 2,205,000
Patronage capital certificates 6,482 1,495

Equity term certificates 709,641 709,641
Other 59,129 51,674

- 3,377,222: 3,364,780

(9) Deferred Chargesm

(a) Disallowed Cast:

Effective October 1, 1985, the KCC issued a rate order relating to KEPCo's investment in Wolf
Creek, which disallowed $25,982,921 of KEPCo's investment in Wolf Creek ($17,133,678 net of
accumulated amortization as of December 31, 2003). A subsequent rate order, effective February 1,
1987, allows KEPCo to recover these disallowed costs and other costs related to the disallowed
portion (recorded as deferred charges) for the period from September 3, 1985 through January 31,
1987, over a 27.736-year period starting February 1, 1987. Pursuant to a KCC rate order dated
December30, 1998, the disallowed portions recovery period was extended to a 30-year period.
Through December31, 2001, KEPCo used the present worth (sinking find) method to recover the
disallowed costs, which enables it to meet the times-interest-eamed ratio and debt service
requirements in the KCC ate order dated January 30, 1987. The method used by KEPCo through
2001 constituted a phase-in plan, which did not meet the requirements of SFAS No. 92.
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Effective February 1, 2002, the KCC issued an order permitting recovery in rates of the $6,505,719
cumulative difference between historical present worth (sinking find) and straight-line amortization
of Wolf Creek disallowed costs over a 15-year period. The method used by KEPCo in 2002

constitutes a phase-in plan that does not meet the requirements of SFAS No. 92.

If the disallowed costs were recovered using a method in accordance with accounting principles
generally accepted in the United States of America, the costs would have been expensed in their
entirety u mplementation of the KCC order, with a correspondig decrease in patronage capital.

(J) MY f Crek Defrred Plant Costs

Effective February 1,: 2002, the KCC issued an order permitting recovery in rates of the $46,948,793
cumulative difference between historical p t worth (sinking fnd) depreciation and straight-line
depreciation of Wolf Creek generation plant over a 15-year period. Such depreciation practice does
not constitute a phase-in plan that meets the requirements of SFAS No. 92. In 2002, this cumulative
difference was reclassified from utility plant allowance for depreciation to deferred charges on the
balance sheet to reflect the amount as a regulatory asset Amortization of the Wolf Creek deferred
plant costs is included in amortization of deferred charges on the statements of revenues and
expenses of $3,129,919 and $3,129,920 as of December 31, 2003 and 2002, respectively.

If the defered plant costs wer recovered using a method in accordance with accounting principles
generally accepted in the United States of America, the costs would have been expensed in their
entirety upon of the KCC order, with a corresponding decrease in patronage capital.

(c) Decmmissionbg nd Decontaminaton AssessVMnft

The Energy Policy Act of 1992 established a find to pay for the decommissioin g and
decontamination of nuclear enrichment facilities operated by the DOE. A portion of this fund, not to
exceed $2.25 billion, is to be collected from utilities that have purchased enrichment services from
the DOE. This portion is limited to no more than $150 million each year and will be in the form of
annual assessments that will not be imposed for more than 15 years. KEPCo has recorded its portion
of this liability, which is being paid over, 1S years. IEPCo has recorded a related deferred asset

representing the amount to be collected from customers to find this liability of $338,199 and
$419,336 as of December 31, 2003 and 2002, respeively, and is being amortize to nuclear fuel
expense over the 15-year assessment period.

(4) DefedIncmmenta oto ge Costs

In 1991, the KCC issued an order that allowed KEPCo to defer its 6% share of the incremental
operating, maintenance, and replacement power costs associated with the periodic refueling of Wolf
Creek. Such costs are deferred during each refueling outage and ae amortized over the approximate
18-month operating cycle coincident with the recognition of the related revenues.

(e) Odter Dferrd Charges

KEPCo includes in other deferred charges the early call premium resulting fom refinancing the
1988 CFC Grantor Trust Certificates prior to maturity. This early call premium is amortized using
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the: effective interest method over the remaiing life of the new Grantor Trust Series 1997certifdca,

(10) Long-term Debt

Log-term debt consists of mortgage notes payable to the United States of Ameica acting through theFIFB, the CFC and others. Substantially, all of KEPCo's assets are pledged as collateral. The terms of thenotes as of Deeber 31 are as follows:

2003 2002
Mortage notes payable to the FFB at fixed rates varying

firom 3.620°/ to 9.206V, payable in quartdy installments:
through 2018.

Mortgage notes payable to the Grantor Trust Series 1997 at a
ate of 7.522/e, payable semiannualy, principal payments

commenced in 1999 and continuing annually through 2017.:
Floating/fixed rate pollution control revenue bonds, City of

Burlgton, Kansas, Pooled Series 1985C, variable interest
rate (rangingfrom 1.10% to 1.22%atDxeembcr 3I,2003) payable annually throgh 2015.

Cmmerci paper cificate to the Na Rural Utilities
Cooperative Finance Corporation at fixed rates of 3.6%
and S.6%, payable quarterly through 2007 and 2017.

$ 96,295,154

49,640,000

31,700,000

: :

5,267,017

182,902,171

1 9,112,155

$ 173,790,016

9 8,736,658

; .51,340,000

33,100,000

5,675,641

188,852,299

i 7,814,400

181,037,899

Less current portion

Aggregate maturities of mortgage notes payable to FFB, Grantor Trust Series 1997, floating/fixed ratepollution control revenue bonds and commercial paper certificates as of December31, 2003, are asfollows:

Amount
Year: '

2004
:2005
2006
2007
2008
Thereafter

$ 9,112,155
9,8008,0

10,508,230
11,132,608

: 11,854,931
130,486,149:

$ '182,902,171

Restrictive covenants r e KEPCo to design rates that would eab it: to maintain atimes-interest.earned ratio of at least one and debtservice coverage of at least one, on average, in at least

so
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two out of every three years. The covenants aso prohibit distbutions of net patronage capital or r
until, after giving effect to any such distribution, total patronage capital equals or exceeds 20% Of total
assets unless such distribution is by RUS (note 16). KEPCo is in compliance with these

covenants.

In 17 KEPCo refinanced its mortgage notes payable to the 1988 CFC Grantor Thist though the
establishment of a new CFC Grantor Trust Series 1991 (the Series 1997 Trust) by CFC. This refinancing
reduced the guaranteed interest rate payable on the mortgage notes to a fixed rate of 7.522% through the
use of an interest rate swap with JP Morgan Chase Bank (counterparty) that was assigned by KEPCo to the
Series 1997 Trust The mortgage notes payable are pre-payable at any time with no prepayment penalties.
However, any termination costs relating to the termination of the assigned interest rate swaps is KEPCo's

ibility. At December 31, 2003, the termination obligation associated with the assigned swap
agreement to early retire the mortgage notes payable is approximately S15.147 million. This fair value
estimate is based on information available at December 31, 2003, and is expected to fluctuate in the future
based on changes in interest rates and outstanding principal balance.

KEPCo is also eaposed to possible credit loss in the event of oiane by JP Morgan Chase Bank to
the Swap Agreement. Howver, KEPCo does not anticipate ne a by JP Morgan Chase BadL

(11) Short-term Borrowings

As of December 31, 2003, KEPCo had a $15 million unused line of credit outstanding with the CFC. This
line of credit has a term of 12 months. There were no outstanding borrowings at December 31 of 2003 or
2002.

(12) OperatIng Lease

JEPCo leases office space, storage units and equipment under operating leases. Future minimum lease
payments for 2004 are $l3,486. There are no future minimum lease payments beyond 2004.

The related rental expenses for 2003 and 2002 were $12,044 and $15,205. respectively.

(13) Benefit Plans

(a) Nadon altRs=aElcak Ceoqpeaives ocation (NRECA) Reim andScurty Program

KEPCo participates in the :NRECA Retirement and Security Program for its employees. All
employees are eligible to participate in this program after one year of service. In the master
multiemployer plan, which is available to all members of NRECA, the accumulated benefits and
plan assets are not determined or allocated by individual employees. KEPCo's pension expense
under this was $220,991 and $190,739 for the years ended December 31, 2003 and 2002,
repectively.

(b) NRECA Savings 40-1(k) Plan

Substantially all employees of KEPCo are eligible to participate in the NRECA Savings 401(k) Plan.
Under the plan, KEPCo contnbutes an amount not to exceed 5%, dependent upon each employees
level of participation and completion of one year of service, of the respective employee's base pay to
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provide additional retirerent benefits XEPCo contributed $78,742 and $80,067 to the plan in 2003
and 2002 respectively.

(c) IWolfC4ue Nudear Operaing Corporaomon (WCNOC) Reirment Pia

KEPCo has an obligation to the WCNOC retirement plan for its 6% ownership interest in Wolf
Creek. This plan provides for benefits upon retirement, normally at age 65. In accordance with the
Employee Retirement Income Security Act of 1974, KEPCo has satisfied its minimum funding
requirements. Benefits under this plan reflect the employee's compensation, years of service, and age
at retirement.

The following sets forth KEPCo's share of the plan's changes in benefit obligation, plan assets, and
funded status as of December 31:

2003 2002

Changes in benefit obligation:
Benefit obligation at beginning of year
Service cost
interest cost
Actuarial loss
Benefits paid

Benefit obligation at end of year

$ 5,459,400 .I 4,179,704
: 322,680 277,948
359,340 321,322

0 : 71,940 745,856
(71,220) (65,438)

S 6,142,140 : : 5,459,392

Plan assets are invested in insurance contracts, corporate bonds, equity securities, United States
government securities, and short-term investments.

2003 2002

Changes in plan assets:
Fair value of plan assets at beginning of year
Actual retun on plan assets
Contnbutions during the year
Benefits paid

Fair value of plan assets at end of year

Funded status
Unrecognized net transition obligation:
Unrecognized prior service cost
Unrecognized net gain

Accrued benefit cost

Actuarial assumptions:
Discount rate
Annual salary increase rate
Long-term rate of return

$ 2,843,760
| 334,680

313,920
(71,220)

$ 3,421,140

$ (2,721,000)
1,471,980

27,600
114,360

I $ (1,107,060)

6.75%
3.20h/a

i 9.000/%

2,984,114
; (281,605)

206,674
; (65,438)

i 2,83,745

(2,615,646)
; 1,479,882
: 65,318

i 31,108

' (1,039,338)

7.25%
4.00%
9.25%
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KEPCo's share of the net periodic son costs were as follows for the years ended December 31:

2003 2002

Service cost $ 322,680 277,948
Interest cost on projected benefit obligation 359,340 321,322
Expected return on plan assets (314,580) (315,268)
Other 70,500 12,768

Total pension expense 437,940 296,770

KEPCo has an obligation to the WCNOC supplemental retirement plan for executives for its 6%
ownership interest in Wolf Creek. This plan provides for benefits: to Wolf Creek executives upon
retirement KEPCo expensed its 6%/ ownership share of $34,389 and $53,082 in 2003 and 2002,
respectively, elated to this plan.

(14) Commitments and Contingencies

(a) Llligation

There is a provision in the Wolf Creek operating agreement whereby the owners treat certain claims
and losses arising out of the operation of Wolf Creek as a cost to be borne by the owners separately
(but not jointly) in proportion to their ownership sares. Each of the owners has agreed to indemnify
the others in such cases.

As is the case with other electric utilities, KEPCo, from time-to-time, is subject to various actions,
which occasionally include punitive damage claims. KEPCo maintains insurance providing liability
coverage; however, the insurance companies generally reserve the right to challenge insurance
coverage for punitive damage recoveries. As of December 31, 2003, it is the opinion of the general
counsel of KEPCo that there is not a significant probability that, as a result of pending or threatened
personal injury actions, KEPCo will be liable for payment of actual or punitive damages in an
amount material to the financial position of KEPCo.

) N ekar LlabIty a:idl.s:wvce

Pursuant to the Price-Anderson Act, KEPCo is required to insure against public liability claims
resulting from nuclear incidents to the fill limit of public liability, approximately $9.5 billion
currently. This limit of liability consists of the maximum available commercial. instance of
$300million and the remaining $10.9billion is provided through mandatory participation in an
industry-wide retrospective assessment program. Under this plan, owners are jointly and severally
subject to a retrospective assessment of up to $88.1 ($5.3 million-KEPCo's share) in the event
there is a major nuclear incident involving any of the nation's commercial reactors. There is a
limitation of $10.6 million ($600,00-KEPCo's share) in retrospective assessments per incident per
year. This assessment is subject to an inflation adjustment based on the Consumer Price Index and
applicable premium taxes. If the $10.9 billion liability limitation is insufficient, the United States
Congress will consider taking whatever action is necessary to compensate the public for valid chims.

33 -- continued



KANSAS ELECTRIC POWER COOPERATIVE, INC.

Notes to Financial Statements

December31, 2003 and 2002

The Price-Anderson Act expired in August 2002. In February 2003, the Act was extended to
December 31, 2003, with no changes except for its expiration date.

The owners carry decontamination liability, premature decommissioning liability and property
damage insurance for Wolf Creek totaling approximately $2.8 billion (S168 million-KEPCo's
share). This insurance is provided by Nuclear Electric Insurance Limited (NEIL). In the event of an
accident, insurance proceeds must first be used for reat stabilization and site decontamination in
accordance with a plan mandated by the National Rural Commission. KEPCo's share of any
remaining proceeds can be used to pay for property damage or decontamination expenses or, if
certain euirements are met including decommissioning the plant, toward a shortfall in the
decommissioning trust find.

The owners also carry additional isurance with NEIL to cover costs of replacement power and other
extra expenses incurred during a prolonged outage resulting from accidental property damage at
Wolf Creek. If significant losses were incurred at any of the nuclear plants insured under the NEIL
policies, KEPCo may be subject to retspective assessments under the current policies of
apprximaty $3.1 million.

Although KEPCo maintains Various insurance policies to provide coverage for potential losses and
liabilities resulting from an accident or an ettended outage, KEPCo' imsurance coverage may not be
adequate to cover the costs that could result from a catastphic accident or extended outage at Wolf
Creek. Any substantial losses not covered by insurance, to the extent not recoverable through rates,
would have a material adverse effect on KEPCo's financial condition and result of operations.

(c) Decomisoin Insce

KEPCo carries premature decmmissio insurance that has several restrictions, one of which can
only be used if Wolf Creek incurs an accident exceeding $500 million i expenses to safely stabilize
the reactor, to decontaminate the reactor and reactor station site in accordance with a plan approved
by the NRC, and to pay for on-site property damages. Once the NRC Pro Rule, requiring
insurance proceeds to first be used for stabilization and decontamination, has been complied with,
the premature decommissioning coverage could pay for the decommissioning fund shortfall in the
event an accident at Wolf Creek exceeds $SOO million in covered damages and causes Wolf Creek to
be prematurely decommissioned.

(4) Nw Fuadar ue Cimmiment;

At December 31, 2003, I sEPCo' share of Wolf Creek's nuclear fuel commitments were
approximately $919,000 for urnium concentrates and conversion expiring at various times through
2004, $1.96 million for enrichment expiring at various times through 2006, and $7.14 million for
fabrcation through 2025.

(e) Parchase Power Comi*meets'

ICEPCo has supply contracts with various utility companies to purchase power to supplement
generation in the given service areas. KEPCo has recently executed a new five-year contract with
Westar Energy to replace purchase agreements that terminated mid-2003.
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(15) Fair Value of Elnancial Instruments

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value as set forth in SFAS No. 107:

Cash and Cash Equivalents-The carrying amount approximates the fair value because of the short-term
maturity of these investments.

Other Investments, Demmsioning Yhs, Investments in Associated( Organ wons and Bond Fund
Reserve-The fair value of these assets is primarily based on quoted market prices as of December 31,
2003

Variable-Rate Debt-The carrying amount approximates the fir value because of the short-term variable
rates of those debt instruments.

Fixred- ate Debt-The fair value of the fixed-rate FFB debt and the fixed-rate Series 1997 Trust debt is
based on the sum of the estimated value of each issue, taking into consideration the current rates offered to
KEPCo for debt of similar remaining maturities.

The estimated fair values of KEPCo's financial instruments are as follows:

December 31, 2003
C-rring :.Fair

value value

Cash and cash equivalents $ 8,226,833 8,226,833
Investments in associated organiotions

(including investments iNRUcF) 3,377,222 3,377,222
Bond fund reserve 4,193,570 4,514,594
Decommissioning trust 6,8,856,089,845
Fixed-rate debt 151,202,171 157,904,860
Variable-rte debt 31,700,000 31,700,000

(16) Patronage Capital

In accordance with KEPCo's by-laws, KEPCo's current margins are to be allocated to members. KEPCo's
current policy is to allocate margins to the members based on revenues collected from the members as a
percentage of total revenues. If KEPCo's financial statements were adjusted to reflect accounting
principles generally accepted in the United States of America, total patronage capital would be negative.
As noted In the statements of changes in patronage capital, no patronage capital distributions were made to
members in 2003 and 2002.

end of report
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