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Chairman’s Letter

] he return to more normal weather a warmer summer and colder
winter than in 1992 — mieant increased sales and earnings for Western
Resources in 1993,  Electric sales and earnings for 1993 included
KG&E for the full 12 months, while 1992 included only the nine months
following the merger on March 31, 1992, Earnings per share of

common stock for 1993 were $2.76, up 56 cents from 1992

At the January Board of Directors meeting, the quarterly dividend for
a share of common stock was increased one cent. This provides an

indicated annual dividend rate for 1994 of $1.98

Our 1992 merger with Kansas Gas and Electric Company is working as
forecast, creating the economies expected from workforce and
operations consolidations. Our stronger company also helps the local
economy, as we are able to provide the comprehensive economic
development and energy partnerships that help existing businesses

grow and others locate within our service territory

In 1993, we further refined the operations of the Company by the sale
of substantially all of our Missouri natural gas properties to Southern

Union Company of Austin, Texas. The sale was concluded on January

31, 1994

Why did we choose to sell? It was a sound business decision. The sale
frees us of under-carning assets, strengthens our balance sheet, and

provides greater flexibility to pursue strategic objectives

Our tuture success hinges on our ability to create market opportunities
aligned with our core business, continuously meet customet
expectations, and invigorate the way we go about our work with the
standards and expectations of a competitive marketplace. The greatest

lever for change in our industry today is the force of competition. We

ire no longer sheltered by regulation

We are committed to growth and change for our customers.
sharcholders, and for ourselves. We live in a world of change. with new
rules and new players almost on a daily basis. We accept change and

we expect to thrive on the opportunities it creates
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\\ estern Resources continues to make significant progress toward the

objectives outlined in our strategic plan: to provide the highest quality

nergy services (o customers, to build financial strength. to maintain the

public trust, and to be a good place to work

FINANCIAL STRENGTH:

Western Resources had a very good vear in 1993, The return of more

wormal temperatures m 1993 both colder winter and warmer sum
had a positive influence on earnings. Electric sales for the vear
were 26 percent greater than in 1992 and natural gas sales for the year
hat transported for large commercial and industrial cus

mers, were up 13 percent.  Electric sales reported in 1992 included

KOAE for only the nine months following the merger. Electric sales
so were influenced by our ability to increase oft-syvstem sales to other

il e e 108

Earnings per share of common stock were $2.76, up 56 cents from the
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contributed to the ecarnines
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A number of steps were taken to improve the capital structure of the

Company in 1993, These steps included the issuance of common stock
omething we had not done in 12 vears [ his first Issuance under the
ime Western Resources, Inc.. was of 3.425.000 shares. The main pu
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In August., Kansas Gas and Electric Company offered $65 million of

N (

First Mortgage Bonds at an interest rate of 6 1 and a maturity date

of August 1. 2005. In February. City of Wamego. Kansas. Pollution

. i
and proceeds

. 1 B § 2 ad . O : { ' 1
Control Revenue Refunding Bonds at 6% were issued 1

were used to refund the 9 5/8 City of Wamego, Kansas. Pollution

Control Refunding and Improvement Revenue Bonds, Series 983

I'hese refinancings will save the Company approximately $2

We created an opportunity 1 %4Y5 tor oul urchase

customers to

Company common stock more easily. The Customer Stock Purchase

Plan (CSPP). first offered in May, allows our custon as it

1e1rs 1O Pi\\‘.&';

tle as $20 each month and have Company stock purchased for or issuc

to then I'he Company pays all administrative expenses associated
with the CSPP. including brokerage fees. The stock. when purchased or
issued at the end of each plan vear, is deposited in the participant’s
stment and Stock
During the first enrollment period, 21,168 customers

fging investments totalling more
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In 1993, businesses within our service terri

ry demonstrated financial
strength as the Kansas economy outperformed the nation in terms of

both employment and income

growth. The unemployment rate in

Kansas was about five percent compared to a national average ol over
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CUSTOMER SERVICE AND SATISFACTION:
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AGOOD PLACE TO WORK:

We recognize that our customers, employees, and shareholders arc
vitally interested in our commitment to preserve and enhance the envi
ronment.  Clean air, clean water, and a better environment are ver)
important to us at Western Resources. We remain national leaders in
the development and installation of technology to reduce emissions at
our own facilities, just as we assist our customers in finding energy-efti-

cient answers to their waste treatment guestions

Our employvee-directed “Green Team™ Environmental Task Force con-
tinues its nationally-recognized program of using employee volunteers
and corporate support to complete projects involving wildlife habitat
development. wetlands restoration and preservation, species protec
tion, and recveling, as well as developing partnerships with other groups

interested in similar goals

Wetlands and wildhife habitat enhancement were major focuses of the
Green Team in 1993, Emplovee volunteers also participated in a pro-
gram to re-introduce golden cagles to central Kansas. In addition, each
year the group “adopts™ several communities for intensive, one-day
tree planting details to replace trees damaged by weather. Trees dam
aged 1n a 1992 wind storm were replaced in May 1993 1in Glasco and
Concordia, Kansas. In 1994, the Green Team plans to replace Siberian
elms lost in Russell, Kansas. Siberian elms were the primary species
planted during the 1930s to counteract the devastation created by the

drought and winds of the Dust Bowl

Western Resources and the Green Team were recipients of the first
Oklahoma Governor's Environmental Excellence Award for the man
agement of the Upper Verdigris Wetlands. The 1.145-acre abandoned
otl and gas field 1s now home to migrating waterfow!l and shorebirds. as
well as other wildlife.  Also in 1993, the Wildlife Society Central
Mountain States and Plains Section — honored our employee environmen

tal etfort with its prestigious Citizens Conservation Achievement Award



To learn more about our emplovee environmental activities, as well as
other employee involvement in the life of the Company and our com-
munities, we invite vou to request a copy of our 1994 Emplovee
Calendar. It details Green Team activities for 1993 and some of the
endeavors of other Company task forces and community relations
teams. To receive a copy. please write the Corporate Communications

Department, Western Resources, P O. Box 889, Topeka, KS 66601-0889.

Other community service activities attracted corporate sponsorship and

employee volunteers throughout the year. Please see the section A

Western Resources Profile” beginn ng on page 44 for additional infor- The greatest number of

vhareholders

our

mation about some of these activities.

THE FUTURE:

Our industry faces many chailenges. including the emergence of more
and more competition. Our success will come in recognizing the direc-
tion in which the industry i1s going. We will continue to work with our
customers, state and federal regulators, and many others to address
cooperatively such 1ssues as open access to transmission lines and cus-

tomer choices.

We must, and will. continue to concentrate on customer service. A

competitive environment demands attention to what customers want.

Consequently, the best path to success is for us to focus on achieving

customer satistaction with the Company’s products and services. Vhere are 75 shavehalile: ¢ who
five outside tne United M.

CHANGES:

Cloud L. "Bud™ Cray. Jr. retired from the Board of Directors on May 4,

1993, at the onclusion of our annual meeting. He served as a director

since 1973,
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Western Resources,

SELECTED FINANCIAL DATA 1993 1992 1991 1990 1989
Year Ended December 3 Dollars in Thousands
{ncome Statement Data
Operating revenues:
BRIRCHIEE , o bty b b ioe 2 s m s ke ae $1.104.537 S BR2RRS § 471839 § 463707 $ 452,343
NAIrRI BB .. .cvivivarinniiinanns BO4.822 673,363 690,239 686,048 675,280
Total operating revenues .. ........ 1,909,159 1,556,248 1,162,178 1,149,755 1,127,623
Operating expenses. . .................... 1,617,296 1,317,079 1,032,557 1,017,765 1,002,087
Allowance for funds used during
T R R A SRR 2.631 2,002 1,070 1,181 1,503

Income before cumulative effect

of accouniing change. . ............... 177,370 127,884 72,285 79.619 72,778
Cumulative effect to January 1, 1991, of

change in revenue recognition. ........ _ 7 — 17,360 — —
LT R e R e AR 177,370 127,884 80,645 79,619 72,778
Eamings applicable to common stock. ... .. 163,864 115,133 83,268 77,875 70,921
December 31, 1993 1992 () 1991 1990 1989
Balance Sheet Data g
Gross plant inservice. ................ ... $6.222.483 $6,033,023 $2,535448 $2,421.562 $2,305,279
Construction work in progress ............ 80,192 68,041 17,114 20,201 19,571
ORI DI & 0wk o i R o 59 5412048 5438906 2,112,513 2,016,029 1,959,044
Long-term debt and preference stock

subject 0 mandatory redemption . ... .. 1,673,988 2,077,459 690,612 595,524 552,538
Year Ended December 31 1993 1992 ) 1991 1990 1989

Common Stock Data
Earnings per share before cumulative

effect of accounting change . .......... % 276 $ 220 $ 191 § 225 % 2.05
Cumulative effect to January 1, 1991, of
change in revenue recognition per share — 50 - —-
Earnings pershsbe. - .. ... cconiiiiwivas $ 276 $ 220 § 241§ 225 % 2.05
Dividends pershare .................. 5 194 § 190 § 2040 $ 180 § 1.76
Book value pe. 8haP® . ... iiveinianins . % 2308 § 2151 S 1859 § 1825 § 17.80
Average shares outstanding(000’s). . ... .. .. 59.294 52,272 34,566 34.566 34,566
Interest coverage ratio (before income
taxes, including AFUDC)............ 2,79 2.27 2.69 2.86 2.96
OPERATING REVENUES OPERATING EXPENSES
Residentiol ........... ‘ | Copital Costervveenens
O'hﬂ'.... ..... erens En"gy T .
Industrial ........... TARESscoonssanrsass
Dupreciation &
Y W Amortizotion ..........
Qperation &
ointenance .............

(1) Information reflects the merger with KG&E on March 31, 1992 (see Note 3
.’ / 2) Includes special, one-time dividend of $0.18 per share paid February 28, 1991



Western Resources. In

MANAGEMENT'S DISCUSSION AND ANALYSIS

FINANCIAL CONDITION

General: Eamings were $2.76 per share of common stock
based on 59.294.091 average common shares for 1993, an
increass from $2.20 in 1992 on 52.271,932 average common
shares. The increase resulted from a return to near normal
temperatares compared to unusually mild winter and summer
! in 1992, reduced interest costs, and the full
twelve month effect of the merger with Kansas Gas and
Electric Company (KG&E) on March 31, 1992 (the Merger).

Dividends per common share were $1.94 in 1993, an increase
of four cents from 1992, In January 1994, the Board of
Directors declared a quarterly dividend of 49 /2 cents per com-
mon share, an increase of one cent over the previous quarter.

The book value per share was $23.08 at December 31, 1993,
compared to $21.51 at December 31, 1992, The increase in
book value 1s primarily the result of the issuance of additional
common stock and an increase in retained earnings. The 1993
closing stock price of $34 7/5 was 151 percent of book value.
There were 61,617.873 common shares outstanding at
December 31, 1993.

On January 31, 1994, the Company sold substantially all of its
Missouri natural gas distribution properties and operations to
Southern Union Company (Southern Union). The Company
has agreed to sell the remaining Missouri properties to United
Cities Gas Company (United Cities). The properties sold to
Southern Union and United Cities are referred to herein as the
“Missouri Properties.” With the sales the Company wili no
longer be operating as a uulity in the State of Missouri.

The portion of the Missouri Properties purchased by Southern
Union was sold for an estimated sale price of $400 miliion, in
cash. based on a calculation as of December 31, 1992, The
final sale price will be calculated as of January 31, 1994, with-
in 120 days of closing. Any difference between the estimated
and final sale price will be adjusted through a payment to or
from the Company.

United Cities has agreed to purchase the Company’s natural
gas distribution system in and aiound the City of Palmyra,
Missouri, for $665.000 in cash.

The operating revenues and operating income (unaudited)
related to the Missouri Properties approximated $350 million
and $21 million representing approximately 18 percent and
seven percent, respectively, of the Company’s total for 1993,
and $299 million and $11 million representing approximately
19 percent and five percent, respectively. of the Company’s
total for 1992, Net utility plant (unaudited) for the Missouri
Properties, at December 31, 1993, approximated $296 million
and 5272 million at December 31, 1992, This represents
approximately seven percent at December 31, 1993, and six
percent at December 31. 1992, of the total Company r = utili-
ty plant. Separate audited financial information w: .ot kept
by the Company for the Missouri Properties. This unaudited
financial information is based on assumptions and allocations
of expenses of the Company as a whole.

Liquidity and Capital Resources: The Company’s liguidity is a
function of its ongoing construction program. designed 1o
improve facilities which provide electric and natural gas ser-
vice and meet future customer service requirements,

During 1993, construction expenditures for the Company’s
electric system were approximately $138 million and nuclear

fuel expenditures were approximately $6 million. It is pro-
jected that adequate capacity margins will be maintained with-
out the addition of any major generating facilities through the
turn of the century.

The construction expenditures for improvements on the natur-
al gas system. including the Company’s service line replace-
ment program, were approximately $94 million during 1993,
of which construction expenditures for the Missouri Properties
were approximately $39 mullion.

Capital expenditures for 1994 1o 1996 are anticipated to be as

follows: .
{Dollars in Thousands )
1994 $131,483 $20,995 $64,60K
1998 143,391 21469 69.482
1996 151,100 9 890 68,747

These expenditures are estimates prepared for planning purposes
and are subject to revisions from time to time (see Note 4).

The Company's net cash flow to capital expenditures was 100
percent for 1993 and during the last five years has averaged 87
percent. The Company anticipaies net cash flow to capital
expenditures o be approximately 100 percent in 1994,

The Company's capital needs through 1998 are approximately
$33.6 million for bond maturities and cash sinking fund
requirements for bonds and preference stock. This capital as
well as capital required for construction will be provided from
internsl and external sources available under then existing
financial conditions,

The Company anticipates using the net proceeds from the
sale of the Missouri Properties to reduce the Company’s out-
standing debt,

The embedded cost of long-term debt was 7 7% at December
31, 1993, a decrease from 7.9% at December 31. 1992. The
decrease was primarily accomplished through refinancing of
higher cost debt.

The Company’s short-term financing requirements are satis-
fied, as needed. through the sale of commercial paper, short-
term bank loans, and borrowings under other unsecured lines
of credit maintained with banks. At December 31, 1993,
short-term borrowings amounted to $441 million, of which
$126 million was commercial paper (se¢ Notes 8 and 9).

On September 20, 1993, KG&E terminated a long-term
revolving credit agreement which provided for borrowings of
up te $150 million. The loan agreement, which was effective
through October 1994, was repaid without penalty,

At December 31, 1993, the Company had $200 million of First
Mortgage Bonds available to be issued under a shelf registra-
tion filed August 24, 1993,  Also at December 31, 1993,
KG&E had $150 milhon of First Mortgage Bonds available to
be issued under a shelf registration filed on August 24, 1993,
On January 20, 1994, KG&E issued $100 million of First
Mortgage Bonds. 6.20% Series due January 15, 2006, under
the KG&E shelf registration. The net proceeds were used to
reduce short-term debt.

On January 31, 1994, the Company redeemed the remaining
$2.466.000 principal amount of Gas Service Company 8 /2%
Senes First Mortgage Eonds due 1997,

KG&E has a long-term agreement that expires in 1995 which
contains provisions for the sale of accounts receivable and

20



unbilled revenues (receivables) and phase-in revenues up to a
total of $180 million. Amounts related to receivables are
accounted for as sales while those related to phase-in revenues
are acccunted for as collateralized borrowings. At December
31, 1993, KG&E had receivables amounting to $56.8 million
which were considered sold.

The issuance and' retirement of long-term debt, borrowings
against the cash surrender value of corporate-owned life insur-
ance (COLI), and the issuance of common stock dur-
ing 1993 are summarized in the table below.

Dae  Issued Reured

(Dollars in Millions)

Long-term debt

7 5% due 2002 - KG&E 11/22/93 $250
8 /3% due 2006 - KG&E 250
8 /2% due 2007 - KG&E 250
9.35% due 1998 10/15/93 75.0
6 /2% due 2005 - KG&E 08/12/93 $65.0

8 /5% due 2001 - KG&FE 08/20/93 350
8 /5% due 2008 - KG&E 30.0

7.65% due 2023 04/27/93 100.0

8 4% due 2000 05/12/93 200
8 /5% due 2005 35.0
8 4% due 2008 350

6% Pollution Control Revenue
Refunding Bonds due 2033

9 /4% Pollution Control l
Refunding and Improvement |

02/09/93 58.5

Revenue Bonds dae 2013 | 58S
T

Bank term loan 01/26/93 230.0

Revolving credit agreements (net)| various 350

Other long-term debt and

sinking funds | various | 4.1
i<t
COLI borrowings (net) (i) | various ' 183.3
Common stock ! Ti |
3,425,000 shares (2) 0825003 | 1242 |
147,323 shares (3 | various i 53 |

(1) The COL! borrowings will be repaid upor receipt of proceeds from death
benefits under the conmtracts, See Note |1 of Notes 1o Consolidated
Financial Statements for additional information on the accumulated cash
surrender value of COLI policies

(2} Issied in public offering for net proceeds of $121 million

(3) Issued under the Dividend Reinvestment and Stock Purchase Plan tDRIP)
The net proceeds from these tssues of approximately $5.3 million were
added to the general corporate funds of the Company.  Shares issued
under the DRIP mav either be origmal issue shares or shares purchased
on the open market

The Company has a Customer Stock Purchase Plan (CSPP).
under which, retail electric and natural gas customers and
employees of the Company may purchase common stock
through monthly installments. The initial installment peri-
od runs from September 1993 through June 1994, with
monthly installments plus accumulated interest converted to
shares in August 1994, Shares issued under the CSPP may
either be original issue shares or shares purchased on the
open market. Approximately $14.7 million has been
pledged for this installment period.

The capital structure at December 31. 1993, was 45 percent
common stock equity, 6 percent preferred and preference
stock, and 49 percent long-term debt. The capital structure at
December 31, 1993, including short-term debt and current
maturities of long-term debt and preference stock, was 40 per-
cent common stock equity, 5 percent preferred and preference
stock. and 55 percent debt.

RESULTS OF OPERATIONS

The following is an explanation of significant vanations from
prior year results in revenues, operating expenses, other
income and deductions, interest charges and preferred and
preference dividend requirements. The results of operations
of the Company include the activities of KG&E since the
Merger on March 31, 1992, Additional information relating o
changes between years is provided in the Notes 1o
Consolidated Financial Statements.

Revenues: The operating revenues of the Company are based
on sales volumes and rates, authorized by certain state regula-
tory commissions and the FERC, charged for the sale and
delivery of natural gas and electricity. Rates are designed to
recover the cost of service and allow investors a fair rate of
return. Future natural gas and electric sales will continue to be
affected by weather conditions, competing fuel sources, cus-
tomer conservation efforts, and the overall economy of the
Company’s service area.

The Kansas Corporation Commission (KCC) order approving
the Merger provided a moratorium on incrcases, with certain
exceptions. in the Company s jurisdictioual electric and natur-
al gas rates until August 1995, The KCC ordered refunds
totalling $32 million to the combined companies’ customers
to share with customers the Merger-related cost savings
achieved during the moratorium period. The first refund of
$8.5 million was made in April 1992, A refund of the same
amount was made in December 1993, and an additonal refund
of $15 million will be made in September 1994 (see Note 3).

On Maich 26, 1992, in connection with the Merger, the KCC
approved the ehmination of the energy Cost Adjustment
Clause for most Kansas retail electric customers of both the
Company and KG&E effective April 1, 1992, The fuel costs
are now included in base rates and were established at a level
intended by the KCC to equal the projected average cost of
fuel through August 1995, Any increase or decrease in fuel
costs from the projected average will be absorbed by the
Company.

Future natural gas revenues will be reduced as a result of the
sale of the Missouri Properties by approximately $350 million
annually based on Missouri revenues recorded in 1993 (sce
Note 2).

1993 COMPARED T0 1992: Electric revenues increased
significantly in 1993 as a result of the Merger. Also con-
tributing to the increase were increased electne sales for space
heating, resulting from colder winter temperatures in the first
quarter of 1993, and increased sales for cooling load, resuiting
from warmer temperatures in the second and third quarters of
1993. KG&E electric revenues of $617 million have been
included in the Company’s 1993 electric revenues. This com-
pares 10 KG&E revenues of $424 million, from April 1, 1992,
through December 31, 1992, included in the Company's 1992
electric revenues. Partially offsetting these increases in elec-
tric revenues was the amortization of the Merger-related
customer refund.



Western Resources. Inc

MANAGEMENT'S DISCUSSION AND ANALYSIS

Electric revenues for 1993 compared to pro forma revenues
for 1992, giving effect 10 the Merger as if it had occurred at
Jannary 1, 1992, would have increased as a result of the
warmer summer and colder winter temperatures in 1993
Retail sales of kilowatt hours on a pro forma comparative
basis increased from approximately 14.6 billion for 1992 o
approximately 15.5 billion for 1993, or six percent.

Natural gas revenues increased approximately 20 percent as a
result of increased sales caused by colder winter temperatures,
the full impact of increased retail natural gas rates (see Note 5).
and an eleven percent increase in the unit cost of gas passed on
to customers through the purchased gas adjustment clauses
(PGA). The colder winter temperatures are reflected in a 17
percent increase in natural gas sales to residential customers,

1992 COMPARED TO 1991: Electric revenues increased
significantly in 1992 as a result of the Merger. KG&E electric
revenues for the nine months ended December 31, 1992, of
$424 million have been inc! ded in the Company's electric
revenues. Partially offsetting this increase in revenues were
reduced retail electric sales as a result of the abnormally mild
summer temperatures in 1992 and the amortization of the
Merger-related customer refund.

Electric revenues for 1992 compared to pro forma revenues
for 1991, giving effect io the Merger as if it had occurred at
January 1, 1991, also would have been lower as a result of the
mild summer and winter temperatures in 1992. Retail sales of
Kilowatthours on a pro forma comparative basis decreased
from approximately 15.1 billion for 1991 to approximately
14.6 billion for 1992, or four percent.

Natural gas revenues decreased over two percent due to a nine
percent decrease in natural gas deliveries, excluding sales
related to the cumulative effect of the unbilled revenue adjust-
ment in 1991, Also contributing to the decrease was an
approximately four percent decrease in the unit cost of
natural gas which is passed on to customers through the PGA.
The decrease in sales can be attributed to mild winter temper-
atures in 1992, Partially offsetting the decreased sales were
increased retail rates in Kansas and Missouri beginning early
in 1992.

Operating Expenses: 1993 COMPARED T0O 1992:
Operating expenses increased for 1993 primarily as a result of
the Merger. KG&E operating expenses of $470 million have
been included in the Company's operating expenses for the
year ended December 31, 1993, This compares to KG&E
operating expenses of $316 million, from April i, 1992,
through December 31, 1992, included in the Company's 1992
operating expenses.

Other factors, excluding the Merger, contributing to the increase
in operating expenses were higher fuel and purchased power
expenses caused by increased electric sales to meet cooling load
and increased natural gas purchases caused by a 16 percent
increase in natural gas sales and an 11 percent higher unit cost
of gas which is passed on to customers through the PGA.

Also contributing to the increase were higher general taxes
due to increases in plant, the property tax assessment ratio, and
higher mill levies. A constitutional amendment in Kansas
changed the assessment on utility property from 30 to 33 per-
cent. As a result of this change the Company had increased
property tax expense of approximately $6.1 million in 1993

Partially offsetting the increases were savings as » result of the
Merger and reduced net lease expense for La L gne 2 (see
Note 10).

At December 31, 1993, KG&E completed the accelerated
amortization of deferred income tax reserves related to the
allowance for borrowed fuuds used during construction capi-
talized for Wolf Creek Generating Stanon, The amortization
of these deferred income tax reserves amounted to approxi-
mately $12 million in 1993. In accordance with the provisions
of the Merger order (see Note 3), the Company is precluded
from recovering the $12 million annual amortization in rates
until the next rate filing. Therefore the Company’s earnings
will be impacted negatively until these income taxes are
recovered in future rates.

1992 COMPARED TO 1991: Operating expenses increased
significantly for 1992 as a result of the Merger. KG&E oper-
ating expenses for the nine months ended December 31, 1992,
of $316 million have been included in the Company's operat-
Ing expanses.

Other factors, excluding the Merger, contributing to increased
operating expenses were a one-time charge for the Company s
portion of the early retirement plan and voluntary separation
program of approximately $11 miilion; higher depreciation
and amortization expense caused by increased plant invest-
ment and the beginning of the amortization of previously
deferred safety-related expenditures in Kansas; and increased
property taxes due to increases in plant and tax mill levies,

Partially offsetting those increases in operating expenses was
the commencement of savings as a result of the Merger. The
Company also changed the depreciable life of Jeffrey Energy
Center, for book purposes, to 40 years, resulting in a reduction
to depreciation expense of approximately $5.4 million annually.
Lower natural gas purchases as a result of the mild tempera-
tures and a reduced unit cost also partially offset the increase
in operating expenses.

As permitted under the La Cygne 2 generating station lease
agreement, KG&E requested the Trustee Lessor to refinance
$341,127,000 of secured facility bonds of the Trustee and
owner of La Cygne 2. The transaction was requested to reduce
the Company's recnirring future net lease expense. To accom-
plish this transaction, a one-time payment of approximately
$27 million was made which will be amortized over the
remaiming life of the lease and will be included in operatir g
expense as part of the future lower lease expense. On
September 29, 1992, the Trustee Lessor refinanced bonds with
a coupon rate of approximately 11.7% with bonds having a
coupon rate of approximately 7.7%.

Other Income and Deductions: Other income and deduc-
tions, net of taxes, increased $1.3 million in 1993 compared to
1992. KG&E other income and deductions, net of taxes, of
$19 million have been included in the Company's total for
1993 compared to $17 million in 1992 from April 1, through
December 31, 1992.  Income from KG&E's COLI totalled
$8 million in 1993

Other income and deductions, net of taxes, was significantly
higher in 1992 compared to 1991 as a result of the Merger.
KG&E contributed, for the nine months ended December 31,
1992, $17 million to other income and deductions, net of
taxes. Significant items of other income include approaimately
$9 million from KG&E's COLI and KG&E's recognition of
the recovery of approximately $4.2 million of a previously
written-off investment in commercial paper.

.
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Interest Charges and Preferred and Preference Dividend

: Interest charges for 1993 were higher as a
result of the . KG&E interest charges of $59 million
for 1993 have been included in the Company's total interest
charges compared to $53 million for the nine months end.d
December 31, 1992. The full twelve mon.  effect of inierest
on debt 10 acquire KG&E also contributed to the increase in
total interest charges. The increased interest charges have
been partially offset through lower debt balances and reduced
interest charges from refinancing higher cost long-term debt
and lower interest rates on variable-rate debt. The Company’s
embedded cost of long-term debt decreased to 7.7% at
December 31, 1993, compared to 7.9% and 8.6% at December
31, 1992 and 1991, respectively, primarily as a result of the
refinancing of higher cost debt.

Total interest charges increased significantly for 1992 com-
pared to 1991 as a result of the Merger. Partially offsetting
this increase were lower short-term and long-term interest
rates.

Preferred and preference dividend requirements increased six
percent in 1993 and significantly in 1992 compared to 1991 as
a result of the issuance of $50 million of 7.58% preference
stock in the second quarter of 1992,

Merger Implementation: In accordance with the KCC
Merger order, amortization of the acquisition adjustment will
commence August 1995, The amortization will amount to
approximately $19.6 million per year for 40 years. The
Company can recover the amortization of the acquisition
adjustment through cost savings under u sharing mechanism
approved by the KCC as described in Note 3 of the Notes to
the Consolidated Financial Statements. While the Company
has achieved savings from the Merger, there is no assurance
that the savings achieved will be sufficient to, or the cost sav-
ings sharing mechanism will operate as to fully offset the
amortization of the acquisition adiustment.

In 1992 the Company completed the consolidation of certain
operations of the Company and KG&E. In conjunction with
these efforts the Company incurred costs of consolidating
facilities, transferring certain employees, and other costs asso-
ciated with completing the Merger. Certain of these costs
related to KG&E have been considered in purchase account-
ing for the Merger. Other costs, including costs of the early
retirement incentive programs and other employee severance
compensation programs for former Kansas Power and Light
Company employees were charged to expense in 1992. See
Note 6 of Notes to Consolidated Financial Statements for a
discussion regarding the early retirement and Merger sever-
ance plans.

OTHER INFORMATION

Inflation: Under the ratemaking procedures prescribed by the
regulatory commissions to which the Company is subject,
only the original cost of plant is recoverable in revenues as
depreciation. Therefore, because of inflation, present and
future depreciation provisions are inadequate for purposes of
maintaining the purchasing power invested by common share-
holders and the related cash flows are inadequate for replacing
property. The impact of this ratemaking process on common
shareholders is mitigated to the extent depreciable property is
financed with debt that can be repaid with dollars of less pur-

chasing power. While the Company has experienced relatively
low inflation in the recent past, the cumulative effect of infla-
tion on operating costs requires the Company to seek regulato-
ry rate relief to recover these higher costs.

FERC Order No. 636: On April 8, 1992, the FERC issued
Order No. 636 which the FERC intended to complete the dereg-
ulation of natural gas production and facilitate competition in
the gas transportation industry. Order No. 636 is expected to
affect the Company in several ways. The rules provide greater
protection for pipeline companies by providing for recovery of
all fixed costs through contracts with local distribution compa-
nies and other customers choosing to transport gas on a firm
(non-interruptible) basis. The order also separates the purchase
of natural gas from the transportation and storage of natural gas,
shifting additional responsibility to distribution companies for
the provision (through purchase and/or storage) of long-term
gas supply and transportation to distribution points. Under the
new rules, distribution companies elect the amount and type of
services taken from pipelines. The Company may be liable to
one or more of its pipeline suppliers for costs related to the tran-
sition from its traditional sales service to the restructured ser-
vices required by Order No. 636. The Company believes sub-
stantially all of these costs will be recovered from its customers
and any additional transition costs will be immaterial to the
Company s financial position or results of operations.

The Company was an active participant in pipeline restructuring
negotiations and does not anticipate any material difficulty in
obtaining the pipeline services the Company needs to meet the
requirements of its gas operations.

Environmental: The Company has recognized the importance
of environmental responsibility and has taken a proactive posi-
tion with respect to the potential environmental liability associ-
ated with former manufactured gas sites. The Company has an
agreement with the Kansas Department of Health and
Environment to systematically evaluate these sites in Kansas
(see Note 4).

The Company currently has no Phase [ affected units under the
Clean Air Act of 1990. Until such time that additional regula-
tions become final the Company will be unable to determine its
compliance options or related compliance costs (see Note 4).

Energy Policy Act: The 1992 Energy Policy Act (Act) will
require increased efficiency of energy usage and will
potentially change the way electricity is marketed. The Act also
provides for increased competition in the wholesale electric
market by permitting the FERC to order third party access to
utilities’ transmission systems and by liberalizing the rules for
ownership of generating facilities. As part of the Merger, the
Company agreed to open access to its transmission system.
Another part of the Act requires a special assessment to be
collected from utilities for a wuranium enrichment,
decontamination, and decommissioning fund. KG&E's portion
of the assessment for Wolf Creek is approximately
$7 million, payable over 15 years. Management expects such
costs to be recovered through the ratemaking process.

Statement of Financial Accounting Standards No. 106 (SFAS
106) and No. 112 (SFAS 112): For discussion regarding the
effect of SFAS 106 and SFAS 112 on the Company see Note 6
of Notes to the Consolidated Financial Statements.



Western Resources. Ine

CONSOLIDATED BALANCE SHEETS

1993

1992

December 31

ASSETS

Utility Plant (Notes | and 11):
Electricplantinservice ... ..o
PERRRIENN N DREE AN BIVEER . & 2o oo vmn s bt a e avins s ninh hmaa s

Less - Accumulatod depreciBtion . . . .. ... vvvvvsvir ot vnaeniens

COBMARCHON WOrk 40 PROBIOEE ., . . oo s aivrininsssasenssvions
Nuclear fuel (net). . .................... LT inei Oy 20 0 o T 4 o

LT R T S A R TS PN b S

Other Property and Investments:
INSE SOB-BEIY IAVORIRBIES . . oo o5 wvnassaniiininsssrsnass
Decommissioning trust (Note 4). . ...,
RIUIEE - 502500 018 s rvcs Mg a5l Rown 5t 6 & g otk e e 4w 6 a y 0 o

Current Assets:
Cash and cash eguivalests (Note 1).......o000vevcriimiiniaians
Accounts receivable and unbilled revenues (net) (Note 1) . ...,
Fossil fuel, at average cost. . ... ......c.ooiiiiiiiniiiiiaiiinan,
Gas stored underground, at average cost. ..............oooonn.
Materials and supplies, at average cost .. ... ... ... ...
Prepayments and other current assets ............. ... .o

Deferred Charges and Other Assets:
Deferred future income taxes (Note 12) ... ... ... .. oo
Deferred coal contract settlement costs (Note 55, ...............
Phase-in revenes {NOE 5) ..« voviiivn i traisin e ttsssn
Corporate-owned life insurance (net) (Note 1) ... .. ... . ...
(N CTErrRet PIRRT-CORIB . 1oL il s vx om sboior ihy 92 518 50808 0 e &
T L R B e O L

R e el P TIPSR LI SRR S

CAPITALIZATION AND LIABILITIES

Capitalization (sce statement) ...

Current Liabilities:
Short=term debt (INOW D) ..ottt it it cher et
Long-term debt due within one year (Note 8) ............... o
Preference stock redeemable within one year (Note 14) . .......
AACCOUTIS PATFEII. . . . 40659 50 (L dx b m s caim e e R o bm o m e mmn iz o b
ACCTUE LS L v o vt vt et e e .
Accrued mterest and dividends. . ... ... e
BT . 5.5 o 5200 ey g 8 B im B dim g e sk oo w0 g e o s g o o B g g e

Deferred Credits and (ther Liabilities:
Deferred income taxes (Note 12)............. .
Deferred investment tax credits (Note 12) .. ... .. oo
Deferred gain from sale-leaseback (Note 100, ...................
Other ....ovime i iy i imn et nenenn

Commitments and Contingencies (Notes 4 and 15)
Total Capitalization and Liabilities . ... ... ... .. . .. ..

The Notes to Consolidated Financial Statements are an integral part of this statement

{Dallars in Thousandy)

$5,110,617
L1866
222,483
1,821,710
4,400,773
80,192
193N
4,510,236

61.497
13,204
10,658
85,359

1,217
238,137
30,934
51.788
25,156
34,128
411,360

135,991
21,247
78,950

4,743
32,008
132,154
405,002
%‘ 412,048

= e o

$3121.021

440,895
3204

172,338
46,076
65,828
65,492

TO3 830

968,637
150,289
261981
116,290

1,497,197

$5.412.048

$5,008,654
1,024,369

6,033,023
1,691,623

4,341,400
68.041
33,312

4,442,753

47,680
9,272
13,855

875
222.601
49,007
14.644
59,357

364,058

150,636
24.520
06,495

146,713
zﬁ 3 l 3

_ 110,712

561.288

5,438,906

$3.350.684

g

1.300
215,507
38.591
71.877
48,045

599,506

990,155
149,946
271.621
76.994
l 488 7 |(\

$5,438,906




Western Resources. b

CONSOLIDATED STATEMENTS OF INCOME

1993

1992 (h

1991

s Year Ended December 31

. Operating Revenues (Notes | and 5):
Electric

................................................

Total operating revenues . .. ...........o.ooveniiinann.

Operating Expenses:

Fuel used for generation:

3 T R S T SR S I
e L S T O R U P

Power purchased

...................................

Natural gas purchases

OB OPOIIAONE . . - < o 4o 2 tsgs i dratnaioniansrensssarssss

A

Operating Income
Other Income and Deductions (net of taxes) . ... ......... ...
Income Before Interest Charges
Interest Charges:

(1) Information reflects

MAIDIENANCE . . .o ocvvn s enh cts be e e st cennnanossasesnnns

Depreciation and amortization

Amortization of phase-inrevenues. .. ...

Taxes (see statement):
Federal income
State income

e A I e
Total operating expenses ... ...,

Allowance for borrowed funds used during

constraction (credit)
Total interest charges

Income Before Cumulative Effect of Accounting

Cumulative Effect to January i, 1991, of Change in
Revenue Recognition (net of taxes) (Note 1)

Net income

Revenue Recognition Per Share .. ...

The Notes 1o Comvolidated Fmanciai Statements are an ptegral part

Change . . .. ..

Preferred and Preference Dividends . ... . .
Earnings Applicable to Common Stock .
Average Common Shares Outstanding . . . .

Earnings Per Average Common Share Outstanding
Before Cuinulative Effect of Accounting Change . .

Cumulative Effect to January 1, 1991, of Change in

Earnings Per Average Common Share Outstanding .. ... ... .
Dividends Declared Per Common Share . .

the merger with KG&E on March 31, j992 (Nate 3

v a -
(21 Includes special, one-time dividend of 3018 per shave paid February 28, 1991

of this statement

(Dollars in Thousands, excepr Per Sharé Amounts )

$1,104,537 $ BR2.8K5 $ 471.839
ﬂll-l}?._l 673,363 690.339

7 }19093_3.59 1,556,248 1,162,178
237053 190,653 146,256

13,2758 10,126 _—
16,396 14819 5.335
500,189 403,326 439,323
349,160 296,642 193.319
117,843 101,611 60,515
164,364 144012 85.735
17.545 13,158 —

62,420 34,905 24516
15,558 7.095 6.066

J ___IHZJ.J‘)} 100,731 71,492
l.bl7.?.f!b 1,31 7.()]3 B ._(_!32.557
202,063 239,169 129.621
25,482 24,186 3.351
317,545 263,355 132,972
123,551 117,464 51,267
19,258 20,009 10,490
{2.631) (2.002) 7( 1.070)
140,178 135471 ~ 60.687
177,370 127 884 72,285

. - 17.360

177,370 127.884 89 H45
13.506 12,751 6,377

% 163864 S 115,133 $ 83,268
29,294,091 5§2.271.932 34,566,170
S 2.76 S 2.20 $ 1.91]
o --‘;: e N ‘5()

$ 2.76 S 2.20 S 2.41
5 1.94 S 1.90 S 2.041¢



Western Kesources, Ing

CONSOLIDATED STATEMENTS OF CASH FLOWS 1993 1992 b 1991
Year Ended December 3/ {Doltars in Thousands)
Cash Flows from Operating Activities:
T e S e U Sy M LS P ST S $ 177,370 $ 127.884 $ 89645
Depreciation and amortization. . . .............cocc0iinain, 164,364 144,013 85,735
Other amortization (including nuclear fuel) .. ............ .. 11,254 8,930 o
Deferred taxes and investment tax credits (net). ............ 27.686 26,900 9.319
Amortization of phase-inrevenues. . ............... .00 17,5458 13,158 -
Corporate-owned life insurance ...............0coo0iienn (21,650) (14,704) -
Amortization of gain from sale-leaseback. ................. 19.640) (7,231 -
Changes in other working capital items:
Accounts receivable and unbilled revenues (net) (Note 1) .. (15,536) (12,227) (72.879)
RO TN 0 7 1 L ik NS & B Sk 5oy e Lot 0 W 18,073 14,990 (5.22)
Gas stored underground. . .. ... oo (37.144) 4522 {2,347
FACODEIINS IISIINE - o1s o 5on.05 5 5.0 0 w905 8% aialowko esb yl6 40 a0 (43,169) (10,194) (3,125)
IOBTRE TREEE . i\ 1 e s sbmamtn & ah s walsr a e vy g rbina 7,485 (52,185) (14,130)
Y ot relco i b il e ke 10 i i B W i (3,165) (19,433) 11.661
Changes in other assets and lLabilities .. ................... (18,569) 21,508 31,992
Net cash flows from operating activities. . .......... 274,904 245931 135,356
Cash Flows used in Investing Activities:
Additions toutility pIant. .. .....coconiiniiiiiciintian s 237,621 202,493 125,675
Merger with KG&E. . ...........ovoiiiiiiviirniiinianiss - 473,752 -
LICRINEY AEPVRREIIMII. .- ¢ 505 s v o b s 4 4 s g i N B 2,500 -— -
Non-utility investments (D€t) . .. ......c.oiiuviiiereoniins. 14,271 29,099 18,125
Corpoerate-owned life insurance policies . .................. 27,268 20,233 —
Death proceeds of corporate-owned life insurance policies. . . (10160 (6,789) . —
Cash flows used in investing activities . ............ 271,510 718,788 143,800
Cash Flows from Financing Activities:
Short-termdebt (Net) . ... ..ot iiiiiiieanasns 5% g 218,670 42.825 20,300
Bank term loan issued for Merger with KG&E . ....... .. ... 480,060 e
Bank term loanretired ... 1230.000) (250,000) —
RECIARE AN ool 1ot M 1 T 0 1 0 6 9k P 0 6 9 223,500 485,000 —
RS RN, o i s 5 Fon oot iy 5 0% o 306 4 i T B4 % 5 T (366,4066) (236,966) (30,233)
Revolving credit agreements (net) ........................ (35,000} — —
Other long-term debt (N8 ... oo v vvcrcinisnraimis o 7.043 14,498 _—
Common stock issued (Net) .. ... .civvvresnniniiiesineans 125,991 — —
Preference stock issued (net) . ............... . 50,000 08,870
T = = 1 11 = T P P 2.734) (2.600) (1,300) |
Bank term loan issuance expenses . ... (10,753) — |
Borrowings against life insurance policies (net) . ........... 183,260 (5,649) - |
Dividends on preferred, preference, and common stock . . . .. (127,316} (99,440) (76,891)
Net cash flows from (used in) financing activities...... (3,052) 466,915 10,746
Net Increase (Decrease) in Cash and Cash Equivalents. . . . . . .. 342 (5,942) 2,302
Cash and Cash Equivalents:
Beginningof the period ... ..c..cvciiinnvisrivrinavacnviss 873 6.817 4515
Endofthe priod .. .....oovvuiiiiiiiiiii i $ 1,217 $ 875 $ 6817
Supplemental Disclosures of Cash Flow Information
Cash Paid For:
Interest on financing activities (net of amount capitalized). .. $% 171,734 $ 128,508 $ 58462
BOERINE UEMI 5 5 v w2 kb B k3 R U Ry B g B A A 49.108 24,966 40,062
Components of Merger with KG&E:
Assets acquired. . ... $3.142,455
Liabilities assumed ... ... ... oo (2.076,821)
Common stock 1ssued . . .. ... .ot (589.920)
Cash PaId. . ... 475,714
Less cash acquired. ...... .. O R S S v o (1.962)
O MU ¢ oxls 55 st 0 5O b g B R NP A $ 473,752

(1) Information reflects the merger with KG&E on March 31, 1992 (Note 3)
The Notes 1o Consolidated Financial Statements are an integral part of this statement
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Western Resources, Inc

CONSOLIDATED STATEMENTS OF TAXES 1993 1992 199
*Year Ended December 31, (Dollars in Thousands)
Federal Income Taxes:
A S R $ 41,200 $ 16,68/ $ 18479
Deferred taxes arising from:
Depreciation and other property related items .......... 25,582 25,163 9,662
Energy and purchased gas adjustment clauses ........ .. (8.192) (4,180) (15,535)
Unbilledrevenues..............ocoiiiiiiiiinniiiinn, - 2,458 17,249
Natural gas line survey and replacement program ... . ... 355 (1,106) 1.015
R A R e 6,166 4,121 (1.109)
Amortization of investment tax credits .. .................. ~ (1,982) (4,918) (4,238)
Total Federal income taxes ....................... 63,099 38225 25.523
Federal income taxes applicable to non-operating items . . . .. _(679) (3,320 ~ (1.007)
Total Federal income taxes charged to operations . .. - 62420 34905 24516
State Income Taxes:
N OO LR o TS colop o w43 st alioni s e s e 5 e 9 9,869 2,522 4.033
o T R R O U 5,787 5,352 2,276
TORNT SER0E TG RRIOE - .+« o555 s nvaniichssanssn 15,636 7.874 6.309
State income taxes applicable to non-operating items ... .. .. ~(9%) (779) _(3243)
Total state income taxes charged to operations . . . ... ) l< 558 1095 6,066
General Taxes:
Property and other taxes . ...............covviineenain. . 84,583 68.643 40,429
R R S S PR 22878 19.583 20,576
Payroll taXes .. ........ccovveiinneiineiinirinnisaneiecnns 16.032 12,508 10,566
Total general taxes. . ................ocooiiin.. 123,493 100,731 71,571
General taxes applicable to non- operaung T e - _ (79)
Total general taxes charged to operations. .. ........ 123,493 100,731 71,492
Total Taxes Charged to Operations ... ... ... .. ... ... .. .. ... $’1_!l;7 1 $142,731 $102,074

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 rates and the Federal statutory income tax
rates are as follows:

Year Ended December 31, 1993 1992 () 1991
Effective Income Tax Rate ... ... ... ... ... ............... 31.0% 27.0% 32.2%
Effect of:
ASGIHONA] AEPOOCIBION. -« i «a s s5v 5 wxaian i s onoisyasain (2.9) (5.1 (2.7
Accelerated amortization of certain deferred taxes.......... 6.0 7. 39
SHALE INCOME TAXES . .. v v v vttt it e ettt 4.0) (2.6) (4.0)
Amortization of investment tax credits . ................... 2.7 34 3.2
Corporate-owned life insurance .......................... 30 29 —
Other differences .. ..ottt i e i (.8) 8 1.4
Statutory Federal Income Tax Rate ......................... 35,07 34.0% 34.0%
P = oz e

(1) Information reflects the merger with KG&E on March 31, 1992 (Note 3)
The Notes 1o Consolidared Financial Statementy are an integral part of this statement



Western Resowrces, I

CONSOLIDATED STATEMENTS OF CAPITALIZATION

1993

1992

December 31,

Common Stock Equity (sce statement):
Common stock. par value $5 per share,
authorized 85.000.000 shares, outstanding

61,617,873 and 58,045,550 shares, respectively

.............

T S e R S e S R O

Retained earnings

...........................................

Cumulative Preferred and Preference Stock (Note 14):
Not subject to mandatory redemption,
Par value $100 per share. authorized

600.000 shares, outstanding -
4 1/2% Series, 138,576 shares. . .. ....ccovvnsiiinans
4 1/4% Series, 60.000 shares. . ...
5G Series, S0.000 shares . ........coooviiiviiini..

Subject to mandatory redemption,
Without par value, $100 stated value,

authorized 4,000,000 shares, outstanding -
8.70% Series, D and 157,000 shares. . ...........cc..
7.58% Series, 500,000 shares ......................
8.50% Series, 1.000000 shares. . . . o« .convivvmernera

Less:

Preference stock reacquired, 135,000 shares. ... ..........
Preference stock redeemable within one year .. ..........

Long-Term Debt (Note 8):
PO TIOIEREE DOMME. . & Vo5 6600, 5 4 5 5 koh 45 & $5 5 K 308 g5 4 ik o
Pollution control bonds. . .. ... ...
Other pollution control obligations . ............coovviveeinien.

Bank term loan.

Revolving crediv . greements. . ... oo

Other long-term agreement

Less:

Unamortized premium and discount (net). . ..

Long-term debt due withinone year. .......................

TS L B O

The Notes 1e Consolidated Financio! Statements are an mtegral part of this statement

(Dollars in Thowvands)

$ 308,089

667,738
_ 648
1,422,175

13,858
6.000
5,000

24.858

50,000
100,000

150,000
174,858

842,466
208,440
13,980

15,000
53913

6,607
3204

45%

6%

$ 290,228
559.636
398,503

1,248,367

13,858
6,000
5.000

24 858

15,700
50,000
100,000

12.967

084,032
508.940
14.205
230.000
150.000
46.640

6.730
1.961
1.926.026
$3,350,684

37%

5%

58 %
100%



Western Resources. Ine. i Common Paid-in Retained
CONSOLIDATED STATEMENTS OF COMMON STOCK EQUITY Stock Capital Earnings
sYear Ended December 31 (Dollars in Thousands)
Balance December 31, 1990,
TR R E NN ARG S GO S SR $172.831 $ 88.222 $369,772
R e 89,645
Cash dividends:
Preferred and preference stock. . ...................... (6,377)
Common stock, $2.04(1) pershare .................... (70,514)
Expenses on preference stock . . ..........oiiiiiiiiiiinnn " _ (1,123 0 )
Balance December 31, 1991,
34,566,170 Shares. . ........oovuiiiiiiiiiiiiie i 172,831 87.099 382519
PO RO o v s a1 e T e 2 o 0e oy & Fop e i 0 o e 127.884
Cash dividends: |
Preferred and preference stock........................ (12,751) |
Common stock, $1.90 pershare. . . .................... (99,135)
Expenses on preference stock . ... L 14 (14)
Issuance of 23,479,380 shares of common stock
inthe merger with KG&E. . .......................... 117,397 472,523 S
Balance December 31, 1992,
SBOAS, 550 Shares. .. ... ..ot iiiiiii i 290,228 559.636 398,503
INBRRBOSMINE . . - it 30 b n 5 i n Sk by e mnminraiaalosds & D whyVers) " i 177,370
Cash dividends:
Preferred and preference stock. . ...................... (13,506)
Common stock, $Si.94 pershare. ...................... (116.,019;
Expenses on common and preference stock . ............... (3453)
Issuance of 3,572,323 shares of common stock............. 17.861 111,555
Balance December 31, 1993,
61617873 Shares. .. ..o $308,089 $667,738 $446.348

I.“U

(1) Includes special. one-time dividend of 30158 per share paid February 2K 199]
The Notes o0 Consolidated Fiancial Statements are an mzegral part of this statement
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

“Summary of Significant Accounting Policies
General: The consolidated financial statements of Western
Resources, Inc. (the Company, Western Resources), include the
accounts of its wholly-owned subsidiaries, Astra Resources. Inc.,
Kansas Gas and Electric Company (KG&E) since March 31, 1992
(see Note 3), and KPL Funding Corporation (KFC). KG&E owns 47
percent of Wolf Creek Nuclear Operating Corporation (WCNOC),
the operating company for Wolf Creek Generating Station (Wolf
Creek). The Company records its proportionate share of all transac-
tions of WCNOC as it does other jointly-owned facilities. All sig-
nificant intercompany transactions have been eliminated. The oper-
ations of Astra Resources, Inc.. and KFC are not material to the
Company's results of operations. The accounting policies of the
Company are in accordance with generally accepted accounting prin-
ciples as applied to regulated public utilities. The accounting and
rates of the Company are subject to requirements of certain state reg-
ulatory commissions and the Federal Energy Regulatory
Commission (FERC). The Company is doing business as KPL, Gas
Service, and, through its wholly-owned subsidiary, KG&E.

Utility Plant: Utility plant is stated at cost. For constructed plant,
cost includes contracted services, direct labor and materials, indirect
charges for engineering, supervision, general and administrative
costs, and an allowance for funds used during construction
(AFUDC). The AFUDC rate was 4.92% in 1993, 5.99% in 1992,
and 6.25% in 1991. The cost of additions to utility plant and replace-
ment units of property is capitalized. Maintenance costs and replace-
ment of minor items of property are charged to expense as incurred.
When units of depreciable property are retired, they are removed
from the plant accounts and the original cost plus removal charges
less salvage are charged to accumulated depreciation.

Depreciation: Depreciation is provided on the straight-line method
based on estimated useful lives of property. Composite provisions
for book depreciation approximated 3.02% during 1993, 3.03% dur-
ing 1992, and 3.34% during 1991 of the average original cost of
depreciable property.

Cash and Cash Equivalents: For purposes of the Consolidated
Statements of Cash Flows, cash and cash equivalents include cash on
hand and highly liquid collateralized debt instruments purchased
with maturities of three months or less,

Income Taxes: Income tax expense includes provisions for income
taxes currently pavable and deferred income taxes calculated in con-
formance with income tax laws, regulatory orders, and Statement of
Financial Accounting Standards No., 109 (SFAS 109) (see Note 12)

Investment tax credits are deferred as realized and amortized to
income over the life of the property which gave rise to the credits

Revenues: Effective January 1. 1991, the Company changed its
method of accounting for recogmzing electric and natural gas rev-
enues to provide for the accrual of estimated unbilled revenues. The
accounting change provides a better matching of revenues with costs
of services provided to customers and also serves to conform the
Company's accounting treatment of unbilled revenues with the tax
treatment of such revenues. Unbilled revenues represent the esti-
mated amount customers will be billed for service provided from the
time meters were last read to the end of the accounting period
Meters are read and services are billed on a cycle basis and, prior tu
the accounting change, revenues were recognized in the accounting
period during which services were billed.

.

The after-tax effect of the change in accounting method for the year
ended December 31, 1991, was an increase in net income of
$15.9 million or $0.46 per share. This increase was a combination
of an increase of $17.3 million or $0.50 per share, attributable to the
cumulative effect of the accounting change prior to January 1, 1991,
and a decrease of $1.4 million or $0.04 per share in the 1991 income
before cumulative effect of a change in accounting principle.
Unbilled revenues of $99 and $86 million are recorded as a compo-
nent of accounts receivable on the consolidated balance sheets as of
December 31, 1993 and 1992, respectively. Certain amounts of
unbilled revenues have been sold (see Note 8).

The Company had reserves for doubtful accounts receivable of $4.3
and $3.3 million at December 31, 1993 and 1992, respectively.

Fuel Costs: The cost of nuclear fuel in process of refinement,
conversion, enrichment, and fabrication is recorded as an asset at
original cost and is amortized to expense based upon the quantity of
heat produced for the gener. ‘~n of electricity. The accumulated
amortization of nuclear fuel in the reactor at December 31, 1993
and 1992, was $17.4 million and $26.0 million, respectively.

Cash Surrender Value of Life Insurance Contracts: The follow-
ing amounts related to corporate-owned life insurance contracts
(COL.,, primarily with one highly rated major insurance company,
are recorded on the consolidated balance sheets (millions of dollars):

1993 1992
Cash surrender value of contracts. . . . $326.3 $256.3
Prepaid COLL. ... .oovvvcnmnsvnas 119 70
Borrowings against contracts. . .. .. (321.5) (109.6)
w5 () P $ 16.7 $153.7

The decrease in COLI (net) is a result of increased borrowings
against the accumulated cash surrender value of the COLI policies.
The COLI borrowings will be repaid with proceeds from death ben-
efits. Management expects 1o realize increases in the cash surrender
value of contracts resulting from premiums and investment eamings
on a tax free basis upon receipt of proceeds from death benefits
under the contracts. Interest expense included in other income and
deductions. net of taxes, related to KG&E's COLI for 1993 and the
nine months ended Deceinber 31, 1992, was $11.9 and $5.3 million.
respectively.

As approved by the Kansas Corporation Commission (KCC) and
Missouri Public Service Commission (MPSC). the Company is
using a portion of the pet income stream generated by COLI
policies purchased in 1993 and 1992 by the Company (see Note 6)
to offset Statement of Financial Accounting Standards No. 106
(SFAS 106) expenses.

Reclassifications: Certain amounts in prior years have been reclas-
sified to conform with classifications used in the current year pre-
sentation.

@ sl of Missouri Natural Gas Distribution Properties
On January 31. 1994, the Company sold substantially all of its
Missouri natural gas distnbution properties and operations 1o
Southern Union Company (Southern Union). The Company has
agreed to sell the remaining Missouri properties to United Cities
Gas Company (United Cities). The properties sold to Southern
Union and United Cities are referred to herein as the “Missouri
Properties.” With the sales the Company will no longer be operat-
ing as a utility in the State of Missouri,



The portion of the Missouri Properties purchased by Southern Union
was sold for an estimated sale price of $400 million, in cash, based
on a calculation as of December 31, 1993. The final sale price will
be calculated as of January 31, 1994, within 120 days of closing
Any difference between the estimated and final sale price will be
adjusted through a payment to or from the Company.

United Cities has agreed to purchase the Company's natural gas dis-
tribution sys‘em in and around the City of Palmyra, Missouri, for
$665,000 in cash.

The operating revenues and operating income (unaudited) related 1o
the Missouri Properties approximated $350 million and $21 million
representing approximately 18 percent and seven percent, respec-
tively, of the Company's total for 1993, and $299 million and
$11 million representing approximately 19 percent and five percent,
respectively, of the Company’s total for 1992. Net utility plant
{unaudited) for the Missouri Properties, at December 31, 1993,
approximated $296 million and $272 million at December 31, 1992,
This represents approximately seven percent at December 31, 1993,
and six percent at December 31, 1992, of the total Company net util-
ity plant. Separate audited financial information was not kept by the
Company for the Missouri Properties. This unaudited financial
information is based on assumptions and allocations of expenses of
the Company as a whole.

‘Acquisition and Merger

On March 31, 1992, the Company, through its wholly-owned sub-
sidiary KCA Corporation (KCA), acquired all of the outstanding
common and preferred stock of Kansas Gas and Electric Company
for $454 million in cash and 23,479,380 shares of common stock (the
Merger). The Company also paid $20 million in costs to complete the
Merger, Simultaneously, KCA and Kansas Gas and Electric
Company merged and adopted the name of Kansas Gas and Electric
Company (KG&E). The Merger was accounted for as a purchase.
For income tax purposes the tax basis of the KG&E assets was not
changed by the Merger.

As the Company acquired 100 percent of the common and preferred
stock of KG&E, the Company recorded an acquisition premium of
$490 million on the consolidated balance sheet for the difference in
purchase price and book value. This acquisition premium and relat-
ed income tax requirement of $294 million under SFAS 109 have
been classified as plant acquisition adjustment in electric plant in ser-
vice on the consolidated balance sheets. The total cost of the acqui-
sition was $1.066 billion. Under the provisions of orders of the KCC
and the MPSC the acquisition premium is recorded as an acguisition
adjustment and not allocated to the other assets and liabilities of
KG&E.

In the November 1991 KCC order approving the Merger, a mecha-
nism was approved (o share equally between the shareholders and
ratepayers the cost savings generated by the Merger in excess of the
revenue requirement needed to allow recovery of the amortization of
a portion of the acquisition adjustment, including income tax, calcu-
lated on the basis of a purchase price of KG&E's common stock at
$29.50 per share. The order provides an amortization per od for the
acquisition adjustment of 40 years commencing in Augusc 1995, at
which time the full amount of cost savings is expected to have been
implemented. Merger savings will be measured by application of an
inflation index to certain pre-merger operating and maintenance
costs at the time of the next Kansas rate case. While the Company
has achieved savings from the Merger, there is no assurance that the
savings achieved will be sufficient to, or the cost savings sharing

mechanism will operate as to fully offset the amortization of the
acquisition adjustment. The order further provides a moratorium on
increases, with certain exceptions, in the Company's Kansas electric
and natural gas rates until August 1995, The KCC ordered refunds
totalling $32 million to the combined companies’ customers to share
with customers the Merger-related cost savings achieved during the
moratorium period. The first refund was made in April 1992 and
amounted to $8.5 million. A refund of the same amount was made in
December 1993 and an additional refund of $15 million will be made
in September 1994,

The KCC order approving the Merger requires the legal reorganiza-
tion of KG&E so that it i1s no longer held as a separate subsidiary
after January 1, 1995, unless good cause is shown why such separate
existence should be maintained. The Securities and Exchange
Commission order relating to the Merger granted the Company an
exemption under the Public Utilities Holding Company Act until
January 1, 1995. In connection with a requested ruling that a merger
of KG&E into Western Resources would not adversely affect the tax
structure of the merger, KG&E received a response from the Internal
Revenue Service that the IRS would not issue the requested ruling.
In light of the IRS response, KG&E withdrew its request for a ruling.
The Company will consider alternative forms of colabination or seek
regulatory approvals to waive the requirements for a combination.
There is no certainty as to whether a combination will occur or as to
the form or timing thereof.

As the Merger did not occur until March 31, 1992, the twelve months
ended December 31, 1992, results of operations for the Company
reported in its statements of income, cash flows, and common stock
equity reflect KG&E's results of operations for only the nine months
ended December 31, 1992, The pro forma combined revenues, oper-
ating income, net income, and earnings per common share of the
Company presented below give effect to the Merger as if it had
occurred at Januvary 1, 1991, This pro forma information is not nec-
essarily indicative of the results of operations that would have
occurred had the Merger been consummated for the period for which
it is being given effect nor is it necessarily indicative of future oper-
ating results,

Year Ended December 31, 1992 1991
(Deollars in Thousands, except per share amounts)
Revenues N ool d S1.684.885  §1,748.844
Operating Income ............ , 268,772 279458
IBEIDEOMIE . ..o 5 cihoris fovseiis s s o 131,524 110,290 (1)
Earnings Per Common ..., .. $2.03 $17241)

11} Reflects information before the cumulative effect of the January 1, 199/
change in accounting method of recognizing revenues

a('mmninm'nl\ and Contingencies

As part of its ongoing operations and construction program, the
Company has commitments under purchase orders and contracts
which have an unexpended balance of approximately $86 million at
December 31, 1993. Approximately $36 mullion is attributable to
modifications to upgrade the turbines at Jeffrey Energy Center to be
completed by December 31, 1998, Plans for future construction of
utility plant are discussed in the “Management's Discussion and
Analysis” section

Environmental: The Company has been associated with 28 (20 in
Kansas and 8 in Missouri) former manufactured gas sites which may
contain coal tar and other potentially harmful materials. These sites
were operated decades ago by other companies, and were acquired
by the Company after they had ceased operation, The Environmental
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Protection Agency (EPA) has performed prelimnary assessments of
eleven of these sites (EPA sites), six of which are under site invesu-
gation. The Company has not received any indication from the FPA
that further action will be taken at the EPA sites, nor does the
Company have reasor 10 believe there will be any fines or penalties
assessed related to these sites. The Company and the Kansas
Department of Health and Environment (KDHE) entered into a con-
sent agreement to conduct separate preliminary assessments of the 20
former manufactured gas sites located in Kansas. The preliminary
assessments of these 20 sites have been comipleted at a total cost of
approximately $500,000. The Company plans to initiate site investi-
gation and risk assessments at the two highest priority sites in 1994
at a total cost of approximately $500,000. Until such time that risk
assessments are completed at these or the remaining sites, it will be
impossible to predict the cost of remediation. However, the
Company is aware of other utilities in Region VII of the EPA
(Kansas, Missouri, Nebraska, and lowa) which have incurred reme-
diation costs for such sites ranging between $500.000 and $10 miltion,
depending on the site. The Company 1s also aware that the KCC has
permitted another Kansas utility to recover a portion of the remedia-
tion costs through rates. To the extent that such remediation costs are
not recovered through rates, the costs could be material to the
Company s financial position or results of operations depending on
the degree of remediation and number of years over which the reme-
diation must be completed.

The Company has been identified as one of numerous potentially
responsible parties in four hazardous waste sites listed by the EPA as
Superfund sites. One site is a grormdwater contamination site in
Wichita, Kansas, and one is an oil soil contamination site in
Springfield. Missouri. The other two sites are solid waste land fills
located in Edwardsvilie and Hutchinson, Kansas. The Company’s
obligation at these sites appears 1o be limited, and it is the opinion of
the Company's management that the resolution of these matters will
not have a material impact on the Company's financial position or
results of operations.

As part of the sale of the Company’s Missouri Properties to Southern
Union, Southern Union assumed responsibility under an agreement
for any environmental matters now pending or that may anse after
closing. For any environmental matters now pending or discovered
within two years of the date of the agreement. and after pursuing sey-
eral other potential recovery options, the Company may be liable for
up to a maximum of $7.5 million under a sharing arrangement with
Southern Union provided for in the agreement,

Spent Nuclear Fuel Disposal: Under the Nuclear Waste Policy Act
of 1982, the U S, Department of Energy (DOE) is responsible for the
ultimate storage and disposal of spent nuclear fuel removed from
nuclear reactors. Under a contract with the DOE for disposal of spent
nuclear fuel. the Company pays a quarterly fee to DOE of one mill
per kilowatthour on net nuclear generation. These fees are included
as part of nuclear fuel expense and amounted to $3.5 million for 1993
and $1.6 milhon for 1992

Decommissioning: The Company s share of Wolf Creek decommis-
sioning costs, currently authorized in rates, was estimated to be
approximately $97 million in 1988 aciars, Decommissioning costs
are being charged to operating expenses. Amounts so expensed are
deposited in an external trust fund and will be used solely for the
physical decommissiomng of the plant. Electric rates charged o
customers provide for recovery of these decommissioning costs over
the life of Wolf Creek. At December 31. 1993, and December 31,

1992, $13.2 and $9.3 million, respectively, were on deposit in the
decommissioning fund. On September 1, 1993, WONOC filed an
application with the KCC for an order approving a 1993 Wolf Creek
Decommissioning Cost Study which estimates the Company's share
of Wolf Creek decommissioning costs at approximately $174 million
in 1993 dollars. If approved by the KCC, management expects
substantially all such cost increases to he recovered through the
ratemaking process.

The Company carries $164 million in premature decommissioning
insurance in the event of a shortfall in the trust fund. The insurance
coverage has several restrictions. One of these is that it can only be
used if Wolf Creek incurs an accident exceeding $500 million in
expenses to safely stabilize the reactor, to decontaminate the reactor
and reactor station site in accordance with a plan approved by the
Nuclear Regulatory Commission (NRC), and to pay for on-site
property damages, If the amount designated as decommiissioning
insurance is needed 1 ‘mplement the NRC-approved plan for stabi-
lization and decont: - nation, it would not be available for decom-
MISSIONING purposes.

Nuclear Insurance: The Price-Anderson Act limits the combined
public liability of the owners of nuciear power plants to $9.4 billion
for a single nuclear incident. The Wolt Creek owners (Owners) have
purchased the maximum available private insurance of $200 million
and the balance is provided by an assessment plan mandated by the
NRC. Under this plan. the Owners are jointly and severally subject
to a retrospective assessment of up to $79.3 million ($37.3 million.
Company s share) in the event there is a nuclear incident involving
any of the nation’s licensed reactors. This assessment is subject to an
inflation adjustment based on the Consumer Price Index. There is a
limitation of $10 milhon (84.7 mithon, Company’s share) in retro-
spective assessments per incident per vear

The Owners carry decontamination lability, premature decommis-
stoning liabihty, and property damage msurance for Wolf Creek
totalling approximately $2.8 billion ($1.3 billion, Company’s share).
This insurance s provided by a combination of “nuclear insurance
pools™ ($1.3 billion) and Nuclear Electric Insurance Limited (NELL)
($1.5 billion). In the event of an accident, insurance proceeds must
first be used for reactor stabilization and site decontamination. The
remaining proceeds from the $2.8 billion insurance coverage ($1.3
billion, Company s share), if any. can be used for property damage
up to $1.1 Mllion {Company's share) and premature decommission-
ing costs up to $117.5 million (Company s share) in excess of funds
previously collected for decommussioning (as discussed under
“Decommissioning”), with the remaining $47 million (Company’s
share) available for either property damage or premature decommis-
SIONINE COStS

The Owners also carry additional msurance 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 losses incurred at any of the nuclear plants insured under
the NEIL policies exceed premiums, reserves. and other NEIL
resources, the Company may be subject 10 retrospective assessments
of approximately $9 million per vear

There can be no assurance that all potential losses or labilities will
be insurable or that the amount of msurance will be sufficient to
¢over them. Any substantial losses not covered by insurance. to the
extent not recoverable through rates. could have a material adverse
effect on the Company's financial condition and results of operations.
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Clean Air Act: The Clean Air Act Amendments of 1990 (the Act)
require a two-phase reduction in sulfur dioxide and nitrous oxide
emissions effective in 1995 and 2000 and a probable reduction in
toxic emissions. To meet the monitorng and reporting requirements
under the acid rain program, the Co_apany is installing continuous
monitoring and reporting equipment at a tolal cost of approximately
$10 million. At December 31, 1993, the Company had completed
approximately $4 million of these capital expenditures with the
remaining $6 million of capital expenditures to be completed in 1994
and 1995. The Company does not expect additional equipment
io reduce sulfur emissions to be necessary under Phase I The
Company currently has no Phase | affected units.

The nitrous oxide and toxic limits, which were not set in the faw, will
be specified in future EPA regulations. The EPA has issued for pub-
lic comment preliminary nitrous oxide regulations for Phase | group |
units. Nitrous oxide regulations for Phase I units and Phase | group 2
units are mandated in the Act to be promulgated by Jannary 1, 1997,
Although the Company has no Phase 1 units, the final nitrous oxide
regulaiions for Phase I group | may allow for early comphiance for
Phase 1 group | units. Until such time as the Phase [ group | nitrous
oxide regulations are final, the Company will be unable to determine
1ts comphiance options or related compliance costs,

Federal Income Taxes: During 190!, ihe Internal Revenue Service
(IRS) completed an examination of KG&E's federal income tax
returns for the vears 1984 trrough 1988, In April 1992, KG&E
received the examination rrport and upon review filed a written
protest in August 1992, I October 1993, KG&E received another
examination teport for the years 1989 and 1990 covering the same
1ssues identified in the previous examination report. Upon review of
this report. KG&E filed a written protest in November 1993, The
most significant proposed adjustments reduce the depreciable basis
of certain assets and investment tax credits generated. Management
believes there are significant questions regarding the theory, compu-
tations, and sampling techniques used by the IRS to arrive at its pro-
posed adjustments. and also believes any additional tax expense
incurred or loss of investment tax credits will not be material o the
Company s financial position and results of operations. Additional
income tax payments, if any. are expected 1o be offset by investment
tax credit carryforwards, alternative minimum tax credit carryfor-
wards, or deferred tax provisions.

Fuel Commitments: To supply a portion of the fuel requirements for
its generating plants, the Company has entered nto various commit-
ments to obtain nuclear fuel, coal. and natural gas. Some of these
contracts comain provisions for price escalation and ninmmum pur-
chase commitments. At December 21, 1993, WONOC's nuclear tuel
commitments (Company's share) were approximately $18.0 million
for uranium concentrates expiring at various times through 1997,
$123.6 mullior. for enrichment expining at various times through
2014, and $45.5 mithion for fabrication through 2012, At December
31, 1993, the Company's coal and naturd gas contract commitments
in 1993 dedlars under the remaining term of the contracts were
$2.8 billioa and $20.4 muilion, respecti ely. The largest coal contract
was reneg dtiated early in 1993 and expires in 2020, with the remaining
coal cont-acts expiring at various times through 2013, The majonty
of naturd gas contracts continue through 1995 with automatic
one-yea extension provisions. In the normal course of business,
additioral commitments and spot market purchases will be made 1o
obtain adequate fuel supplies

Energy Act: As part of the 1992 Energy Policy Act, a special assess-
ment is being collected from utilities for a uranium enrichment,
decontamination, and decommissioning fund. The Company's por-
tion of the assessment for Wolf Creek 18 approximately §7 million,
payable over 15 years. Management expects such costs to be recov-
ered through the ratemaking process.

.Rau Matters and Regulation

The Company, under rate orders from certain state regulatory com-
missions and the FERC, recovers increases in fuel and natural gas
costs through fuel adjustment clauses for wholesale and certain retail
electric customers and vanious purchased gas adjustment clause.
(PGA) for natural gas customers. Certain state regulatory commis-
stons require the annual difference between actual gas cost incurred
and cost recovered through the appiication of the PGA be deferred
and amortized through rates in subsequent periods,

Elimination of the Energy Cost Adjustment Clause (ECA): On
March 26, 1992, in connection with the Merger. the KCC approved
the elimination of the ECA for most Kansas retail electric customers
of both the Company and KG&E effective April 1, 1992, The provi-
sions for fuel costs included in base rates were established at a level
intended by the KCC 1o equal the projected average cost of fuel
through August 1995, and to include recovery of costs provided by
previously tssued orders relating to coal contract settlements.  Any
crease or decrease in fuel costs from the projected average will be
absorbed by the Company.

MPSC Rate Proceedings: On October 5, 1993, the MPSC approved
an agreement among the Company. the MPSC staff, and intervenors
to increase natural gas rates $9.75 million annually, effective
October 15, 1993, Also on October 15, 1993, the Company discon-
tinved the deferral of service line replacement program costs
deferred since July 1, 1991, and began amortizing the balance to
expense over twenty vears. At December 31, 1993, approximately
$8.3 mullion of these deferrals have been included in other deferred
charges on the consolidated balance sheet.

On Janvary 22, 1992, the MPSC issued an order authorizing the
Company to increase natural gas rates $7.3 million annually.

KCC Rate Proceedings: On January 24, 1992, the KCC issued an
order allowing the Company to continue the deferral of service line
replacement program costs incurred since January 1, 1992, including
depreciation. property taxes, and carrying costs for recovery in the
next general rate case. At December 31, 1993, approximately
$2.9 mulhion of these deferrals have been included in other deferred
charges on the consolidated balance sheet

On December 30. 1991, the KCC approved a permanent natural gas
rate increase of $39 million anpually and the Company discontinued
the deferral of accelerated line survey costs on January 1, 1992.
Approximately $8.3 million of deferred costs remain in other
deferred charges on the consolidated balance sheet at December 31,
1993, with the balance being included in rates and amortized to
expense during a 43-month period, commencing January 1, 1992

Gas Transportation Charges: On September 12, 1991, the KCC
authorized the Company to begin recovering, through the PGA,
deferred supplier gas transportation costs of $9.9 million incurred
through December 31, 1990, based on a three-year amortization
schedule. On December 30, 1991, the KCC authorized the Company
to recover deferred transportation costs of approximately $2.8 milhon
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ncurred to December 31, 1990, through the PGA over a
32-month period. At December 31, 1993, approximately
$4.8 million of these deferrals remain in other deferred charges on
the consolidated balance sheet.

Tight Sands: In December 1991, the KCC. MPSC, and Oklahoma
Corporation Commission (OCC) approved agreements authorizing
the Company to refund to customers approximately $40 million of
the proceeds of the Tight Sands antitrust litigation settlement to be
collected on behalf of Western Resources” natural gas customers. To
secure the refund of settlement proceeds, the Commissions
authorized the establishment of an independently administered trust
1o collect and maintain cash receipts received under Tight Sands
settlement agreements and provide for the refunds made. The trust
has a term of ten years.

Rate Stabilization Pian: In 1958, the KCC 1ssued an order requiring
that the accrual of phase-in revenues be discontinued by KG&E
effective December 1. 1988. Effective January 1. 1989, KG&E
began amortizing the phase-in revenue asset on a straight-line basis
over 9 172 years.

Coal Contract Settlements: In March 1990, the KCC 1ssued an order
allowing KG&E to defer its share of a 1989 coal contract settlement
with the Pittsburgh and Midway Coal Mining Company amounting
to $22.5 million. This amount was recorded us 4 deferred charge on
the consolidated balance sheets. The settlement resulted in the termi-
nation of & long-term coal contract. The KCC permitted KG&E to
recover this settlement as follows: 76 percent of the settlement plus
a return over the remaining term of the terminated contract (through
2002) and 24 percent to be amortized to expense with a deferred
return equivalent to the carrying cost of the asset.

In February 1991, KG&E paid $8.5 million to settle a coal contract
lawsuit with AMAX Coal Company and recorded the payment as a
deferred charge on the consolidated balance sheet. The KCC
approved the recovery of the settlement plus a return, equivalent to
the carrying cost of the asset, over the remaining term of the termi-
nated contract (through 1996).

FERC Order No. 528: In 1990, the FERC issued Order .lo. 528
which authorized new methods for the allocation and recovery of
take-or-pay settlement costs by natural gas pipelines from their cus-
tomers. Settlements have been reached between the Company's two
largest gas pipelines and their customers in FERC proceedings relat-
ed 1o take-or-pay issues, The settlements address the allocation of
take-or-pay settlement costs between the pipelines and their cus-
tomers. However, the amount which one of the pipelines will be
allowed to recover is yet to be determined. Litigation continues
between the Company and a former upstream pipeline supplier to
one of the Company's pipeline suppliers concerning the amount of
such costs which may ultimately be allocated to the Company's
pipeline supplier. A portion of any costs allocated to the Company's
pipeline supplier will be charged to the Company. Due to the uncer-
tainty concerning the amount to be recovered by the Company's
current suppliers and of the outcome of the litigation between the
Company and its current pipeline's upstream supplier, the Company
is unable to estimate its future hability for take-or-pay settlement
costs. However, the KCC and MPSC have approved mechanisms
which are expected to allow the Company to recover these take-or-
pay costs from its customers.

°Emplo_rec Benefit Plans
Pension: The Company maintains noncontributory defined benefit
pension plans covering substantially all employees. Pension benefits

are based on years of service and the employee's compensation
during the five highest paid consecutive years out of ten before
retirement. The Company's policy is 1o fund pension costs accrued,
subject o limitations set by the Employee Retirement Income
Security Act of 1974 and the Internal Revenue Code.

The following tables provide information on the components of pen
sion cost, funded status, and actuarial assumptions for the
Company's pension plans:

Year Ended December 31, 1993 1992 1991
{Dallars in Thousands)
Pension Cost:
Service cost ... ... $ 9778 S UBIT § 6,589
Interest cost on projected
benefit obligation .. ... 35,088 29457 20,985
Return on plan assets . .. (64,113 (38967)  (59.161)
Deferred gain on
planassets ... ... ..., 26,190 7.705 38,015
Net amortization . . ...... .. (669) {948) (131
Net pension cost. ., $ 9874 S 7094 § 6,297
December 31, oo 1993 1992 1991
{ Dollars in Thousands)
Funded Status:
Actuarial present value of
benefit obligations:
Vested ........: §353,023  $316,100  $200.435
Non-vested ........ .. 26,983 19,331 13.935
Total. ......0coiiiins $380,006 $335431 $214.370
Plan assets (principally debt and
equity securities) at fair value. . $490,339  $452372  $324,780)
Projected benefit obligation, .. 468996 424232 282 (62
Plan assets in excess of projected
benefit obligation .. ....... 21.343 28,140 42,718
Unrecognized transition asset . (2,756) (3,092) (1,253
Unrecognized pror service costs . 64,217 55,886 27,216
Unrecogmzed net gain ... (108,783) (106486) (69.494)
Accrued pension costs . . $(25.979) $(25,552) § (RI3)
Year Ended December 31, 1993 1992 1991
Actuarial Assumptions:
Discountrate .. ........... 70-7.75%  8.0-8.5% 8.0%
Annual salary increase rate . 50 % 6.0% 6.0%
Long-term rate of return ... 8.0-85 %  8.0-8.5% 8.0%

Retirement and Voluntary Separation Plans: In January 1992, the
Board of Directors approved early retirement plans and voluntary
separation programs. The voluntary early retirement plans were
offered to all vested participants in the Company's defined pension
pian who reached the age of 55 with 10 or more years of service on
or before May 1. 1992. Certain pension plan improvements were
made, including a waiver of the actuarial reduction factors for early
retirement and & cash incentive payable as a monthly supplement up
to 60 months or as a lump sum payment. Of the 738 employees eli-
gible for the early retirement option, 531, representing ten percent of
the combined Company's work force, elected to retire on or before
the May 1, 1992, deadline. Seventy-one of those electing to retire
were employees of KG&E acquired March 31, 1992 (see Note 3).
Another 67 employees, with 10 or more years of service, elected to
participate in the voluntary separation program. Of those, 29 were
employees of KG&E. In addition. 68 employees received Merger-
related severance benefits, including 61 employees of KG&E. The
actuarial cost, based on plan provisions for early retirement and vol-




untary separation programs, and Merger-related severance benefits
for the KG&E employees, were considered in purchase accounting
for the Merger. The actuarial cost of the former Kansas Power and
Light Company employees, of approximately $11 million, was
expensed in 1992,

Postretirement: The Company adopted the provisions of Statement
of Financial Accounting Standards No. 106 (SFAS 106) in the first
quarter of 1993. This statement requires the accrual of postretirement
benefits other than pensions, primarily medical benefit costs, during
the years an employee provides service.

Based on actuarial projections and adoption of the transition method
of implementation which allows a 20-year amortization of the accu-
mulated benefit obligation, the annual expense under SFAS 106 was
approximately $26.5 million in 1993 (as compared to approximately
$9.6 million on a cash basis) and the Company s total obligation was
approximately $166.5 million at December 31, 1993. To mitigate the
impact of SFAS 106 expense, the Company has implemented pro-
grams to reduce health care costs. In addition, the Company has
received orders from the KCC and MPSC permitting the initial defer-
ral of SFAS 106 expense. To mitigate the impact SFAS 106 expense
will have on rate increases, the Company will include in the future
computation of cost of service the actual SFAS 106 expense and an
income stream generated from corporate-owned life insurance
(COLI). To the extent SFAS 106 expense 2xceeds income from the
COLI program, this excess will be deferred (as allowed by the FASB
Emerging Issues Task Force Issue No. 92-12) and offset by income
generated through the deferral period by the COLI program. The
OCC is reviewing the Company s application for similar treatment in
Oklahoma. Should the OCC require recognition of postretirement
benefit costs for regulatory purposes under a different method than
that proposed under the Company's appiication, the impact on earn-
ings would not be material, Should the income stream generated by
the COLI program not be sufficient to offset the deferred SFAS 106
expense, the KCC and MPSC orders allow recovery of such deficit
through the ratemaking process.

Prior to the adoption of SFAS 106 the Company's policy was to re-
cogmize the cost of retiree health care and life insurance benefits as
expense when claims and premiums for life ipsurance policies were
paid. The cost of providing health care and life insurance benefits to
2,928 retirees was $8.1 million in 1992.
The following table summarizes the status of the Company’s post-
retirement plans for financial statement purposes and the related
amount included in the consolidated balance sheet:
December 31, 1993

(Dollars in Thowsands)
Actuarial present value of postretirement

benefit obligations:
RBOER: oo <% rasionte s s wopiscon o o vir $ 111,499
Active employees fully eligible ... ... 11,848
Active employees not fully eligible . . .. 43,109

Unrecognized prior service cost ..., ... 18,195

Unrecognized tiansition obligation. . ... (160,731)
Unrecognized net loss. . .........., __(7,100)
Balance sheet liability . .................. S 16,820

For measurement purposes, an annual health care cost growth rate of
13% was assumed for 1994, decreasing to 6% by 2002 and there-
after. The accumulated post retirement benefit obligation was calcu-

lated using a weighted-average discount rate of 7.75%, a weighted-
average compensation increase rate of 5.0%. and a weighted-average
expected rate of return of 8.5%. The health care cost trend rate has a
significant effect on the projected benefit obligation. Increasing the
trend rate by 1% each year would increase the present value of the
accumulated projected benefit obligation by $11.1 million and the
aggregate of the service and interest cost components by $1.5 million.

Postemployment: The FASB has issued Statement of Financial
Accounting Standards No. 112 (SFAS 112), which establishes
accounting and reporting standards for postemployment benefits,
The new statement will require the Company to recognize the liabil-
ity to provide postempioyment benefits when the liability hus been
mcurred. The Company adopted SFAS 112 effective January 1.
1994. To mitigate the impact adopting SFAS 112 will have on rate
increases, the Company will file applications with the KCC and OCC
for orders permitting the initial deferral of SFAS 112 transition costs
and expenses and its inclusion in the future computation of cost of
service net of an income stream generated from COLL However. if
the state regulatory commissions were to recognize postemployment
benefit costs under a different method, 1994 eamings could be
impacted negatively. At December 31, 1993, the Company estimates
SFAS 112 liability 1o total approximately $11 million.

Savings: The Company maintains savings plans in which substan-
tially all employees participate. The Company matches employees’
contributions up to specified maximum limits. The funds of the plans
are deposited with a trustee and invested at each emplovee's option
in one or more investment funds, including a Company stock fund.
The Company's contributions were $5.4. $5.4, and $3.3 million for
1993, 1992, and 1991, respectively

Missouri Property Sale: Effective January 31, 1994, the Company
transferred a portion of the assets and labilities of the Company's
pension plan to a pension plan established by Southern Union. The
amount of assets transferred equal the projected benefit obligation
for employees and retirees associated with Southern Union's portion
of the Missouri Properties plus an additional $9 million

‘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 prac-
ticable to estimate that value as set forth in Statement of Financial
Accounting Standards No. 107;

Cash and Cash Equivalents-
The carrying amount approximates the fair value because of the
short-term maturity of these investments

Decommissioning Trust-
The fair value of the decommissioning trust is based on quoted
market prices at December 31, 1993 and 1992

Variable-rate Debt-
The carrying amount approximates the fair value because of the
short-term vaniable rates of these debt instruments,

Fived-rate Debt-
The fair value of the fixed-rate debt is based on the sum of the
estimated value of each issue taking into consideration the interest
rate, maturity, and redemption provisions of each 1ssue.

Redeemable Preference Stock-
The fair value of the redeemable preference stock is based on the
sum of the estimated value of each issue taking into consideration
the dividend rate, maturity, and redemption provisions of each issue.
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The estimated fair values of the Company’s financial instruments are
as follows:

Carrying Value Fair Value
December 31, 1993 1992 {993 1992
: (Dollars in Thousands}

Cash and cash

equivalents .. ...... $ 12178 8158 12178 875
Decommissioning trust 13204 9272 13929 2,500
Variable-rate debt. ... 931,352 758449 931352 758440
Fixed-rate debt ... .. .. 1364886 1,508,077 1473569 1563375
Redeemable preference

REOEK . sy e 150000 152733 160780 161,733
° Long-Term Debt

The amount of first mortgage bonds authorized by the Western
Resources Mortgage and Deed of Trust. dated July 1, 1939, as sup-
plemented. is unlimited. The amount of first mongage bonds autho-
rized by the KG&E Mortgage and Deed of Trust, dated April 1.
1940. as supplemented, is limited to a maximum of $2 bilhon,
Amounts of additional bonds which may be issued are subject to
property, earnings, and certain restrictive provisions of each
Mortgage.

On January 20, 1994, KG&E issued $100 million of First Mongage
Bonds., 6.20% Series due January 15, 2006,

On January 31, 1994, the Company redeemed the remaining
$2.466,000 principal amount of Gas Service Company (GSC) 8 1/2%
Series First Mortgage Bonds due 1997, In additon, the Company
took measures to have the GSC Mortgage and Deed of Trust discharged.

Debt discount and expenses are being amontized over the remaining
lives of each issue. The Western Resources and KG&E improvement
and maintenance fund requirements for certain first mortgage hond
sertes can be met by bonding additional propeity. The sinking fund
requirements for certain Western Resources and KG&E pollution
control series bonds can be met only through the acquisition and
retirement of outstanding bonds. Bonds maturing and acquisition and
retirement of bonds for sinking fund requirements for the five years
subsequent to December 31, 1993, are as follows:

Maturing Retiring

Year B ~ Bonds ~_ Bonds
tDallary in Thowsands )

1994 . ... oot § 2466 § 738
1995 .. ... ....... - 753
1996 .. Lioinsk 1T »inBrcaeif s ol g mazbis Hd 16,000 770
1997 .. 1,333
1998 .. ... - 1.550

Long-term debt outstanding at December 31, 1993 and 1992, was

.

as foliows:

o 1993 1992
(Dollars in Thewsands |

Western Resources

First mortgage bond series:

035% due 1998 ... ...........
T /4% due 1999 .. ... ...
7 5/8% due 1999
8§ 34% due 2000, .. .............
8% due2000................
T1A% due 2002 .. ....coovnines

R EBR MRS 2008 iy
BIM%due2007 ........oocvins
B34% due 2008 .. ..............
8 5/8% due 2017 ... ... T A !
8 12% due 2022 ... ]
765% dve2023 ... .oiiiiriinen

Pollution control bond series:
SO% due 2007 ...
6 3/4% due 2000
OSBR%duc 2003 ... ..o
6% duel033........

KG&E

First mortgage bond series:
S 5/8% due 1996 .. .. ...
8 /8% due 2001 , ..
7 38% due 2002
7.60 % due 2003 . . . .,
6 1/2% due 2005 . ..
8 3/8% due 2006 .
8 172% due 2007 ..,
8 7/8% due 2008

Pollution control bond senies:
680 % due 2004 ... ...,
ST8% due 2007 .........

6 % due 2007 ..
70%  due 2031 .
GSC

First mortgage bond series:
8 172% due 1997 ..

Bank term loan . . e
Other pollution control obligations . .
Revolving credit agréement .,
Other long term agreement.
| ess:

Unamontized debt discount . .

Long-term debt due within

one year

§ - $ 75000
125,000 125,000
19,000 19,000
— 20,000
75,000 75,000
100,000 100,000
— 35,000
30,000 30,000
—- 35,000
S0.000 50,000
] 25,000 125,000
100,600
624.000 689,000
31,000 31,500
45,000 45,000
— 58,500
SK.500
134500 135000
16,000 16,000
~ 35,000
25.000
135,000 135,000
65,000 -
- 25,000

25,000
30.000

_ 216000 291000
14,500 14,500
21.940 21,940
10.000 10,000
327,500 327,500

T373940 373940
2 466 4932
2 466 4,932
— 230,000
13,980 14,205
115.000) 150,000
53913 46,640
6.607 6.730

324 19l

$1.523088  S$1.9%6.026

R4



In January 1993, the Company renegotiated its $600 million bank
term loan and revolving credit facility used 1o finance the Merger
into a $350 million revolving credit facility, secured by KG&F
common stock. The revolver has an initial term of three years with
options to renew for an additional two years with the consent of the
banks. The unused portion of the revolving credit facility may be
used to previde support for outstanding short-term debt. At
December 31, 1993, $115 million was outstanding under the facility.

On September 20, 1993, KG&E terminated a long-term revolving
credit agreement which provided for borrowings of up to $150 mil-
lion. The loan agreement, which was effective through October
1994, was repaid without penalty.

KG&E has a fong-term agreement, expiring in 1995, which contains
provisions for the sale of accounts receivable and unbilled revenues
(receivables) and phase-in revenues up to a total of $180 million.
Amounts related to receivables are accounted for as sales while those
related to phase-in revenues are accounted for as collateralized bor-
rowings. Additional receivables are continually sold to replace those
collected. At December 31, 1993 and 1992, outstanding receivables
amounting (o $56.8 and $47.7 million, respectively. were considered
sold under the agreement. The credit risk associated with the sale of
customer accounts receivable is considered minimal. The weighted
sverage interest rate, including fees, was 3.7% for the vear ended
December 31, 1993, and 6.6% for the nine months ended December
31, 1992, At December 31, 1993, an additional $16.4 million was
available under the agreement.

© short-1erm Debt

The Company's short-term financing requirements are satisfied, as
needed, through the sale of commercial paper. short-term bank Joans
and borrowings under other unsecured lines of credit maintained
with banks. Information concerning these arrangements for the years
ended December 31, 1993, 1992, and 1991, is set forth below:

Year Ended December 31, 1993 1992 199]
(Dollars in Thousands)

SHI000  $250.000(1) $185.000(2)

Lines of credit at yvearend . . . .
Short-term debt out-
standing at year end . ..
Weighted average interest
rate on debt outstanding at
year end (including fees) . . .
Maximum amount of short-
term debt outstanding
during the period. . .. ... ..
Monthly average short-
term debt .,
Weighted daily average
interest rates during
the year (including fees)

Y3 IS

-

440,895 135800

367% 4.70% 5.07%

S443.805  $263.900  $175.000

347278 179577 125,968

3.44% 4.90% 6.69%

(11 Derreased 10 $155 million m January 1993

12) Increased to $200 nullion i January 1992

In connection with the commitments, the Company has agreed to pay
certain fees to the banks. Available lines of credit and the unused
portion of the revolving credit facility are utilized to support the
Company s outstanding short-term debt

Olmes

At December 31, 1993, the Company had leases covering various
property and equipment. Certain lease agreements meet the criteria,
as set forth in Statement of Financial Accounting Standards No. 13,
for classification as capital leases.

Rental payments for capital and operating leases and estimated rental
commitments are as follows:

Capital Operating
Year Ending December 31, Leases Lease:
(Dollars in Thousands)
L e RO S S $ 1217 $ 21,501
L e I e 2426 52,701
993 . s 3272 55011
Future Commitments:
e s L Pl g o T | $ 4002 $ 47,729
R ey it e S e Sy 3,752 45825
e e R e Sl R 3,627 44,176
R e o R 1.209 41,644
e e Sl o S S — 41,019
Thereafter ................. an s _ 771,157
(e e S S L $ 12,59 $991.550
Less interest . ............c.oovenss la66 T
Nei obligation. . ........... S1LI24

In 1987, KG&E sold and | ased back its 50 percent undivided interest
in La Cygne 2. The lease has an imitial term of 29 years, with various
options to renew the lease or repurchase the 50 percent undivided
imierest. KG&E remains responsible for its share of operation and
maintenance costs and other related operating costs of La Cygne 2.
The lease is an operating lease for financial reporting purposes.

As permitied under the lease agreement, the Company in 1992
requested the Trustee Lessor to refinance $341.1 million of secured
facility bonds of the Trustee and owner of La Cygne 2. The transac-
tion was requested to reduce recurring future net lease expense. In
connection with the refinancing on September 29, 1992, a one-time
payment of approximately $27 million was made by the Company
which has been deferred and is being amortized over the remaining
life of the lcase and included in operating expense as part of the
future lease expense

Future minimum annual lease payments, included in the table ahove.
required under the lease agreement are approximately $34 6 nuillion
tor each year through 1998 and $715 million over the remainder of
the lease

The gain of approximately $322 million realized at the date of the
sale has been deferred for financial reporting purposes. and 1s being
amortized over the initial lease term in proportion to the related lease
expense. KG&E's lease expense, net of amortization of the deferred
gain and a one-time payment, was approximately $22.5 million for
the year ended December 31, 1993, and $20.6 million for the nine
months ended December 31, 1902
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@ Joint Ownership of Utility Plants

Company's Ownership at December 3], 1993

.

Deferred income taxes result from temporary differences between
the financial statement and tax basis of the Company s assets and lia-
bilities. The sources of these differences and their cumulative tax
effects are as follows:

In-Service Accumulated Net
Dates __Investment_Depreciation (MW) Percent  December 31, 1993
{Dollars in Thousands) Debits Credits Total
LaCygne ! (&) Jun 1973 § 150265 § 91,178 42 50 {Datlars in Thousands)
Jeffrey | (b) Jul 1978 277087 116,526 587 B4 Sources of Deferred
leffrey 2 (b) May 1980 274018 106301 566 84  Income Taxes: il
Jeffrey 3 (b) May 1983 386,925 124158 588 84 Au;;md demcwt::m and : ¥ miase e
Wolf Creek (¢ 1985 1 87 281819 S33 47 RO s i Pl s
©) Sep 3663 Lo &
(a) Jointly owned with K-nsas City Power & Light Company (KCP&L) adjustment clauses . ... .. 2452 — 2452
(b} Jointly owned with UtitiCorp United lru"ami “ third party . Phase-in revenues . ....... = (35573) (35573
{c ) Jointly owned with KCP&L and Kansas Electric Power Cooperative, Inc. Natural gas line survey and
—= o ] 9
Amounts and capacity represent the Company's share. The mmemmtgomm - il B
Company's share of operating expenses of the plants in service saladoasebhack ... ... 116.186 , 116.186
above, as well as such expenses for a 50 percent undivided interest Absasative miskinnm
in La Cygne 2 (representing 335 MW capacity) sold and leased back el 19,882 oo 39,882
to the Company in 1987, are included in operating expenses in the Dedeinod coal ccntract
Rivats of ineome. The Comgeny's shes of other tssctions  yogupeg... ..., . —  (14980)  (14.980)
assoctated with the plants is included in the appropriate classification Deferred compensation/ '
in the Company s consolidated financial statements. pension liability ... ... 11.301 s 11.301
OIncome Taxes Acquisition premium .. ... - (30!.;:94) 1301.2941
The Company adopted the provisions of SFAS 109 in the first Other. . fumrc """" lam Al ‘i:Z():g: (::1022:
varter of 1992, KG&E adopted the provisions of SFAS 96 in 1987 erred | !
gnd SFAS 109 in 1992. These slatezxcms require the Company to Totel Defereed Tases... $169.821 $(1.138458)8 (968,637
establish deferred tax assets and liabilities, as appropnate, for all December 31 1992
temporary differences, and to adjust deferred tax balances to reflect S Debits C redi:\ Toml
changes in tax rates expected to be in effect during the periods the - —— :
temporary differences reverse. ISR o]
Sources of Deferred

In accordance with various rate orders received from the KCC, the
MPSC, and the OCC, the Company has not yet collected through
rates the amounts necessary 1o pay a significant portion of the net
deferred income tax liabilities. As management believes it 1s proba-
ble that the net future increases in income taxes payable will be
recovered from customers through future rates, it has recorded a
deferred asset for these amounts. These assets are also a temporary
difference for which deferred income tax liabilities have been pro-
vided. Accordingly, the adoption of SFAS 109 did not have a mate-
rial impact on the Company s results of operations.

At December 31, 1993, KG&E has unused investment tax credits of
approximately $7.1 mullion available for carryforward which, if not
utilized. will expire in the vears 2000 through 2002, In addition, the
Company has alternative nuinimum tax credits generated prior o
April 1, 1992, which carryforward without expiration, of $57.2 mil-
lion which may be used 1o offset future regular tax 1o the extent the
regular tax exceeds the alternative miimum tax, These credits have
been upphied in determining the Company s net deferred income tax
liability and corresponding deferred future income taxes at
December 31, 1993

Income Taxes:
Accelerated depreciation and

other property items. . . . . § —  §607.303)§ (607,303)
Energy and purchased gas

adjustment clauses .. ... .. - (1.1 (7.717)
Phase-in revenues .. ....... . (37.564) (37.564)
Natural gas line survey and

replacement program .. . . - (7473) (7.473)
Deferred gain on

sale-leaseback . . . .. 104,573 - 104,573
Alternative minimum

axoredits ... ool 39 882 39882
Deferred coal contract

settlements. ... ......... - (9.318) {9.318)
Deferred compensation/

8488

pension hability ... ... 8488
Acquisition premium . . .. .. -
Deferred future income taxes. .
T o X vt ek £ oo . -

Total Deferred Income Taxes . . .

(314.241) (314.241)
(158.102;  (158,102)
{1.380) (1.380)

$ 152,943 $(1,143,098) 8 (990,155)

38
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'Scwmqfhsinm

The Company is a public utility engaged in the generation. transmis-
sion, distribution, and sale of electricity in Kansas and the trans-
portation, distribution, and sale of natural gas in Kansas. Missouri,
and Oklahoma.

Year Ended December 31, 1993 1992(1) 1991
{Dollars in Thousands )
Operating revenues:
O R $1,104,537 § 882885 § 471,839
Natural gas............... 804822 673363 690,339
1,909,359 1,556,248 1,162,178
Operating expenses excluding
ncome taxes:
BIRGANC: vvifrs Lsrbla 791,563 632,169 337,150
Naturalgas............... 747,755 642910 664,828
1539318 1,275,079 1,001,975
Income taxes
DISEIR .l 1 s e 73425 41,184 32239
Naturalgas............... 4,583 816 (1,657)
77978 42000 30582 °
Operating income
2 R N e 239549 209532 102450
Natural gas.. ... ........ 52514 29,637 27.11
§ 292,063 § 239,169 § 129621
Identifiable assets at
December 31:
Electric . ................. $4.231.277 $4.390.117 $1,196,023
Noturad gas......... ... ... 1040513 918729  840.692
Other corporate assets (2). .. 140258 130,060 75,798

$3.412,048 $5438906 $2,112.513

Okher Information—
Depreciation and amortization:

BIOUINI0 |+ i in sl $ .. 034 5 105842 § 53632
Natural gas. . . 38,330 38,171 32,103
$ 164364 § 144013 § 85735
Maintenance
Electric . .. .S B769 § 73104 § 34240
Natural gas. . ... . 30,147 28,507 26,275
$ 117843 S 101,611 § 60513
Capital expenditures
Electric . $ 137874 § 95465 § 43714
Nuclear fuel. .. ....... 5.702 15,839 -
Natural gas 94,055 91,189 81.961

§ 237631 § 202493 5 125675

(1) Information reflects the merger with KG&E on March 31, 1992
121 Principally cash, temporary cash investments. non-wtility investments
and deferved charges

The portion of the table above related to the Missoun: Properties is as
follows (unaudited):

1993
{Dollars in Thousands )

Natural gas revenues. .................. $349,749
Operating expenses excluding

ANCOMB LAXES . .....convrevnnsisnys 326,329

T R S S 072

Operating income ............c..o... 20,748

Identifiable assets ... ............... 308 464

Depreciation and amortization . ... ... 12,668

Maintenance. . ...................... 10,504

Capital expenditures................. 38,821

QCommon Stock and Cumulative Preferred and
Preference Stock

The Company's Restated Articles of Incorporation, as amended, pro-
vides for 85,000,000 authorized shares of common stock. During
1993, the Company issued 3,572,323 shares of common stock and at
December 31, 1993, 61,617,873 shares were outstanding.

Not subject to mandatory jon: The cumulative preferred
stock is redeemable in whole or in part on 30 to 60 days notice at the
option of the Company.

Subject to mandatory redemption: On October |, 1993, the
Company redeemed the remaining 22,000 shares of the 8.70% Series
preference stock.

The mandatory sinking fund provisions of the 8.50% Series prefer-
ence stock require the Company to redeem 50,000 shares annually
beginning on July 1, 1997, at $100 per share. The Company may, at
its option, redeem up to an additional 50,000 shares on each July 1,
at $100 per share. The 8.50% Series also is redeemable in whole or
in part, at the option of the Company, subject to certain restrictions
on refunding, at a redemption price of $107.37, $106.80, and
$106.23 per share beginning July 1, 1993, 1994, and 1995, respec-
tively,

The mandatory sinking fund provisions of the 7.58% Series prefer-
ence stock require the Company to redeem 25,000 shares annually
beginning on April 1, 2002, and each April | through 2006 and the
remaining shares on April 1. 2007, all at $100 per share. The
Company may, at its option, redeem up to an additional 25,000
shares on each April | at $100 per share. The 7.58% Series also is
redeemable in whole or in pant. at the option of the Company. sub-
ject 1o certain restrictions on refunding, at a redemption price of
$106.82, $106.06, and $105.31 per share beginning April 1. 1993,
1994, and 1995, respectively.

cl,egal Proceedings

The Company and its subsidiaries are involved in various legal and
environmental proceedings. Management believes that adequate pro-
visicd has been made within the consolidated financial statements for
these matters and accordingly believes their ultimate dispositions
will not have & ™:tenal adverse effect upon the business, financial
position, or results of operations of the Company.
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@ ouarterly Results (Unaudited) :
The amounts in the table are unaudited but, in the opinion of munagement. contain all adjustments (consisting only of normal recurring
adjustments) necessary for a fair presentation of the results of such periods. The business of the Company is seasonal in nature and, in the
apinion of management, comparisons between the quarters of 4 year do not give a true indication of overall trends and changes in Operations.

First Second Third _Fourth
{Doliars it Thowsands, except Per Share Amounis)

1993
COVOPREING FONBIIION ... . . 1 oaiois s ion s b e b s iy 464 e 8 S ab e $579,581 $00411 419,018 $510,349
DIPEraling ANOOME .., - ...y vavs tavrih, M. - L Fpten St PR ! 85,950 60,282 81.225 64,606
T e el S P B R S bl 54814 3723 56,8007 35,026
Eamnings applicable to common stock ... oo 51468 27,320 53,405 31,671
Earnings per share. ... ... .. A5 o L PR T P e § 047 $ 090 $ 051
T g e A IR APPSR TN IO g . - $ 0485 § 0483 § 0488
Average common shares outstanding. . ... b s AT e 58046 SK.M6 59441 61.603
Common stock price:

1 R S e e Ve e o £ el $ 383 § 361K S 37 IM $ 37

e PO i 1T B T W, Lo % 3038 § 3234 $ 38 S A2
1992¢1
Operating revenues i " VT ! $373.620 $341.7158 $380,745 S460.168
Operating income ., ............-.. 1:, . ! . 42,084 45,830 77,010 73645
Net income ... ....... o o Cremettons , 27,984 18434 42,1858 19 2K1
Earnings applicable to common stock . e ‘ ; . 25472 15,113 8720 15,822
Earnings per share i : : _ § 0N $ 02 S 067 $ 06
Dividends per share. .. .. .. . ; S 0475 $ 0475 S 0475 $ 0475
Average common shares outstanding ; . 34 566 S8.046 SR.046 K046
Common stock price

High . .. . . . . $ 12 » 2678 $ 012 $ 3258

Low. . $ 2538 § 2514 S 26 34 $ 2812

1) tnformatien veflects the merger with KG&E on March 31, 1992
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.

To the Shareholders and Board of Directors of Western Resources, Inc.:

We have audited the accompanying consolidated balance sheets and statements of capitaliza-
tion of Western Resources, Inc., and subsidiaries as of December 31, 1993 and 1992, and the
related consolidated statements of income, cash flows, taxes and common stock equity for each
of the three years in the period ended December 31, 1993. These financial statements are the
responsibility of the Company’s management. Our iesponsibility is to express an opinion on
these financial staiements based on our audits. We did not audit the financial statements of
Kansas Gas and Electric Company. a wholly-owned subsidiary of Western Resources, Inc., as
»f and for the year ended December 31, 1992, which statements reflect assets and revenues of
61 percent and 27 percent, respectively. of the consolidated totals for 1792. Those statements
were audited by other auditors whose report has been furnished to us aad our opinion. insofar
as it relates to the amounts included for that entity, is based solely on the report of other audi-
tors.

We conducted our audits in accordance with generally accepted auditing standards. 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 examin-
ing. 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 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 financial statements
referred to above present fairly, in all materials respects. the financial position of Western
Resources, Inc.. and subsidiarics as of December 31, 1993 and 1992, and the results of their
operations and their cash flows for each of the three years in the period ended December 31,
1993, in conformity with generally accepted accounting principles.

As explained in Note 1 to the consolidated financial statements, effective January 1. 1991, the
Company changed to a preferred method of accounting for revenue recognition. As explained
in Note 12 to the consolidated financial statements. effective January 1, 1992, the Company
changed its method of accounting for income taxes. As explained in Note 6 to the consolidat-
ed financial statements, effective January 1. 1993, the Company changed its method of account-
ing for postretirement benefits,

Bansae City, Missouri, ARTHUR ANDERSEN & CO.
January 28, 1994



Western Resowrces, Inc

FENYEAR COMPARATIVE DATA

Income Statement Data ($1,000s): .
Operating Expenses

Total Fuel Power Natural .
Operating ~ Used for  Purchased Gas Other Main- Depre- ] rating
Years Revenues  Generation (Net) Purchases  Operations  tenance clation Taxes neome
1943 S1.909 359 250,428 16,390 S 1RY P40 100 SUTA43 SINL 99 $201.471 $202,003
1992 (1 1.556,248 260,779 14.819 403,326 206,642 101,611 157,17 142,731 239,169

1991 1162178 146,256 5.335 439,323 193,319 60,515 85,735 102,074 129,621
1990 1,149,753 148,68 2,658 456,868 178,448 51817 76,815 06,478 131,990
1989 1,127,623 149,796 148 451.896 171094 58442 73,308 97 406 125,536
1088 1,166,114 148,787 (2,356) 486,347 165,234 55,128 70406 112,146 130422
1987 1,166,458 144 495 238 485,995 153,789 49,598 67804 124115 138,334
1986 1,198,884 144,693 2,065 511,344 151,676 45,842 65,208 135417 142,639
JURS 1,354,128 150,679 2219 655429 150,205 45,962 o). 794 142,680 146,010
1084 1,480,182 173,09 4319 764,819 145.559 45181 58552 144,316 143,727

Electric Statistics:
Company System Supply

MWH Sales (1,000s) at Peak Hour (Net MW)

System  System Peak  Accredited
Resi- Com- Indus- Net esponsi-  Generating  System

Years dential mercial trial Other Total Load bility (2) Capacity  Capacity (2)

1943 4,94y S.100 .30 4,628 19,9849 A821 3827 084 485
1992 1) 3842 4473 4419 119 15.853 3,583 3,590 5,139 4807
1991 2556 3051 1.947 1.984 (6) 9,538 (6) 1973 1,959 2622 2367
1990 2403 2952 1,954 1,820 9,129 1,957 1,94¥ 2,589 234
1989 2,248 2K814 1,925 2077 9.064 1,838 1.823 2,589 2.34%
1988 2,206 2,782 1.877 21714 9,129 1.926 1,919 2,52 2.287
1987 2153 2633 1.816 2,001 X603 1818 1,821 2,505 241
1986 2078 2,521 1.821 2125 8,542 1,737 1,740 2531 2.262
1985 1,089 2408 1852 2,296 8,542 1.637 1,615 2,672 2435
1984 1,991 2,322 1,777 23719 R469 1.700 1 668 2681 2,387

Natural Gas Statistics:

MCF Sales (1,000s)
Average Cost of
, ) Gas Purchased
Years Residential Commercial Industrial Other Transportation Total Per MCF
LA L [ 1G4S 17 430, 1 496G i1 T35 133086 S48
1992 93,7719 40,556 2214 94 68,425 205,068 2.74
199] 97.297 47,075 2,655 14.960 6 TR.055 240,042 6} 287
1990 95.247 43973 3207 1.361 72,623 216411 2.90
1989 104,057 47,139 5637 1,403 58,025 216,461 278
1958 104,471 52.567 19,929 2455 37424 216,846 257
1987 94 842 50,946 29917 2101 24,584 202.390 267
1986 7,368 54132 48,181 2,523 5,752 207,956 2.50
1985 106,315 59,947 53,170 7,540 9,664 236,636 279
1084 104,002 57,624 61,163 3815 - 226,694 328

(3) Restated to reflect two-far-one stock split on May S, 1957

(1) Information reflects the merger with KG&E on March 31, 1992 (Note 5)
21 Net aof off-system sales and purchases
(4) Includes cumudative effect to Janwary 1. 1985, of chavige in revenue recognition, ¢ 85,793 (000 or $0.17 per share decrease 42



~ Other Income
2 ﬂwm Interest Charges Income, Earnings, and Dividends
el Other Eamings Eamings  Dividends
e Income & Preferred &  Applicable r Declared per
. Deductions Laﬁm AFUDC- Net Preference  toCommon  Common  Common
£ (Net) Other Debt Income __ Dividends Stock Share (3)  Share (3)
$- $25482  S12338 $19.255 $2.631  $177,370 $13506  $163864 $2.76 $1.94
; - 24,186 117464 20,009 {2,002) 127,884 12,751 115,133 2.20 1.90
; - 3351 51,267 10490 (1.070) BO645 6) 6377 83.268 &) 241 (6 2 5
| . 9012 S1582 10 (LIS 79619 1744 TIRTS 225 180
- 859 46,378 8.742 (1,503) 72,778 1,857 70921 205 .76
- (461) i 7,135 (1,327) 79.791 1,970 77821 225 1.72
37 1.188 & sl (496) 88.691 3,700 84,991 246 .63
366 750 N 2,902 (742) 91,382 7.633 83.749 242 1.58
406 41 R 5,026 (760) 87.975 (4 8,973 79002 4 230 & 1.48
R0 1,635 S0 6,103 (366) 89,848 9,759 80,089 240 1.38
| Utility Plant
| Electric Revenues ($1.000s) Customers ($1.000s) [
| (i _ ' Average Gross
~ Residential Commercial Industrial Other Total Tota Additions ~ Towl
' $384,618 $319.686 $261.89% $138,335 $LI04.337 583,042 $147.556 S5 169915
: 206917 271,303 211,593 103,072 BK2.883 577918 93,340 548903
| 160.831 149,152 78,138 83,718 471,839 306,203 42387 1,684,147
152509 146.001 79225 85972 463,707 303,535 46,697 1.649 367
’ 142,308 139.567 78,267 92.201 452,343 300,028 54,207 1.613,095
” 149,155 138.318 77,201 96,486 461,160 205,072 62.010 1.563.444
| 149914 143,084 82972 93,755 469,725 295,371 52,792 1.510,067
| 150,950 145,166 89,084 97.674 482 874 291.967 47526 1466334
| 145,712 140,764 91.747 101.951 480,174 288,674 48,100 1.428.383
| 152,151 144,069 94 468 113,195 503.883 285,232 42,195 1.387.074
|
|
| Utility Plant
| Natural Gas Revenues ($1.000s) Customers {$1,000s) o
|
| et : ‘ Average Giross
~ Residential Commercial Industrial Other Total Tota Additions Totl
\ $529.260 $209.344 $7.294 $58.924 804822 1.092,713 $100,324 $1.129,792
| ,239 169,470 7.804 55,850 673.363 1.083,467 89,520 1,040,373
{ 433871 182,486 10,546 63436 690,339 1,067,840 0,630 865,448
439,956 176,279 12,994 56.819 686,048 1,059,140 84 553 TRO428
430,250 172,628 18,021 54 381 675,280 1,053,787 91.613 TOR.787
418,190 181,506 57434 47,824 704 954 1042140 50227 620,803
| 390218 178,402 87,207 40,906 696,733 1.030422 49,906 572,382
| 386,97 184,721 131,090 13,245 716,010 1011686 46319 520,631
" 452,854 225,735 164,782 30.583 873,954 GOR.306 40,370 462,677
| 494 643 244249 218.890 IR.517 976,299 085.268 4] 848 422,993
|
‘. (5) Inciudes special, one-time dividend of $0.18 per share paid February 28, 1991
| 16) Includes cumudative effect to January 1, 1991, of change in revenue recognition, a 817,360,000 or 30 50 per share increase
143 The cumulative effect of this vhange increased natural gas sales by 14,838,000 MCF and electric sales by 256,006 MWH
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Director & Officers

DIRECTORS

Frank J. Becker

Gene A, Budig

C. Q. Chandler

§7) 1992

54 1987

671 1992

Fhomas R. Clevenger %) 1978

John C. Dicus

John E. Haves, Jr

David 1. Hughes

Russell W, Mever

l‘lhll H Huflil\wm

Marjorie L Setter

6 1990

36 1989
651 1URN

Jr 6l 1992
67 199]
69 1992

Louis W, Smith * 4 (501 1991

Kenneth J. Wagnon 35 1987

OF FICERS

)

John E. Haves, Jjr. (56) 1989

William b, Brown (54) 1962

James S, Haines, ) 1981

steven L. Kitchen (4%) 1964

John K. Rosenberg (480 1979

Carl M ’\‘:{l‘;n‘ Ir. 401 1992

Raviord Price (56) 1993

M. Lee Brunton (385 195K

Richard M. Haden (54) 1966

Norman E. Jackson (56) 1960

hent R, Brown (48 1982

Richard 13, LaGree (63) 1956

William L. Johnson (31) 1990

James W, Ingram (621 1969

Hans E. Mertens (44) 1990

Verneda b, Robinson (33) 1983

P. Thomas Hall 11 (351 1983

Richard H. Tangeman (44) 1972

Fred M. Bryvan (52) 1970

James 1. Clark (37 1978

William B. Moore (411 1978

david E. Roth (38 1979

Fdward H. Schaub (62) 1989

Kenneth T, Wymore (41) 1974

Jerry D). Courington (48) 1977
Ihomas E. Shea (44 1972
Richard D, Terrill (39 1980
Darrell D. Bledsoe (30) 1URS

F. Lynn Cook (49) 1985

Stacy F. Kramer (37) 1979
George R, Melling (45) 1978

Leroy .' \\A\_j(\ 45 1V

C, Bob Cline (47 1991

Dwain 1. Williams (38) 1993
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DIVIDENDS
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DIVIDEND REINVESTMENT AND STOCK
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