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and uncertainties affecting the application of this accounting policy include: projecting customer
energy usape and estimating the impact of weather and other {actors that affeer usage (such as line
losses) for the unbilled period.

RECENTLY ISSUED ACCOUNTING STANDARDS

In hune 2001, the Financial Accounting Standards Board (FASE) issued SFAS No. 143,
“Accounting for Obligations Associaled with the Retirement of Long-lLived Assets” (FAS 143).
This statement establishes standards for accounting and reporting for legal obligations associated
with the retirement, or anticipated retirement, of tangible long-lived assets. [t requires us (o record
the estimated fair value of legal obligations associated with the retirement of tangible long-lived
assets in the period in which the liabilities are incurred and to capitalize a corresponding amount as
part of the book valuc of the related long-lived asset. In subsequent periods, we are required to
adjust asset retirement obligations based on changes in estimated fair value, and the corresponding
increases in asset book values are depreciated over the useful life of the related asset. Uncertainties

as to the probability, timing or cash flows associated with an asset retirement obligation affect our
estimate of lair value.
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Upon adoption of this standard on January 1, 2003, we have identified future asset
retirement obligations associated with the removal of certain river water intake structures and
equipment at the Tatan Power Plant in which we have a 12% ownership. We also have a liability
for luture containment of an ash landfill at the Riverton Power Plant. The potential costs of these
future liabilities are based on engineering estimates of third party costs 1o remove the assets in
satisfaction of the associated obligations. These liabilities have been estimated as of the expected
retirement date, or settiement date. and have been discounted using a credit adjusted risk frec ratc
ranging from 5.0% to 5.52% depending on the settlement date. Revisions to these Habilitics could
occur due to changes in the cost estimates, anticipated timing of settlement or federal or state
regulatory requirements. Upon adoption of this statement in the first quarter of 2003, we recorded a
non-recurring discounted lability and a regulatory asset of approximately $630,000 because we
expect to recover these costs of removal in electric rates. This liability will be accreted over the
period up to the estimated settlement date. The balance at the end of 2003 was approximately
$656.000. Also, we reclassified the accrued cost of dismantling and removing plant from service
upon retirement, which is not considered an asset retirement obligation under FAS 143, from
accumulated depreciation to a regulatory liability. This balance sheet reclassification had no impact
on results of operations. As of December 31. 2003 and 2002. this reclassification was $3.8 million
and $4.9 miilion, respectively. This estimated liability may be subject to {urther refinement
pending further analysis, including the results of our depreciation study expected to be completed
in the first quarter of 2004,

In December 2002, the FASB issued SFAS No. 148 (FAS 148), “Accounting for
Stock-Based Compensation-Transition and Disclosure™ FAS 148 amends SFAS No. 123,
“Accounting for Stock-Based Compensation” (FAS 123), to provide alternative methods of
transition when an entity changes from the intrinsic value method to the fair-value method of
accounting for stock-based employee compensation. FAS 148 amends the disciosure requirements
of FAS 123 to require more prominent and more frequent disclosure about the effects of
stock-based compensation by requiring pro forma data to be presented more prominently and in a
more user-friendly format in the footnotes to the financial statements. In addition, FAS 148
requires that the information be included in interim as well as annual tinancial statements. The
transition guidance and annual disclosure provisions of FAS 148 are effective for fiscal years
ending after December 15, 2002. We have adopted the transition and disclosure provisions of FAS
148 and now recognize compensation expense related to stock option issuances on or subsequent
to January 1, 2002 under the fair-value provisions of FAS 123, Any stock compensation expense in
prior periods has not been material. We do not have any transition issues and, accordingly, 'AS
148 did not have a material impact on our financial condition and results of operations upon
adoption.

In April 2003, the FASB issued SFAS No. 149 (FAS 149), “Amendment of Statement
133 on Derivative Instruments and Hedging Activities” (FAS149). FAS 149 amends and clarifies
the accounting guidance on (1) derivative instruments (including certain derivative instruments
embedded in other contracts) and (2) hedging activities that fall within the scope of FASB
Statement No. 133 (FAS 133), Accounting for Derivative Insiruments and Hedging Activities. FAS
149 1s effective (1) for contracts entered into or modified after June 30, 2003, with certain
exceptions, and (2) for hedging relationships designated afier fune 30, 2003. The adoption of FAS
149 did not have a material impact on our financial condition and results of operations.

In May 2003, the I'ASB issued SFAS No. 150 (FAS 150), “Accounting for Certain
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Financial Instruments with Characleristics of both Liabilities and Equity.” This statement requires
that (1) financial instruments issued in the form of mandatorily redeemable shares, (2) financial
instruments that, at inception, represents an obligation to repurchase the issuer’s shares or is an
obligation indexed to the price of the company’s shares, and (3) {inancial instruments that embody
an unconditional obligation, or a conditional obligation for an instrument other than an outstanding
share, that the issuer must or may settle by issuing a variahle number of cquity shares, be classified
as liabilitics if at inception the monetary value is based on (1) a fixed amount, {2) variations in
something other than the fair value of the issuer’s shares or (3) variations inversely related to the
fair value of the issuer’s shares. We adopted the required provisions of FAS 150 on July 1, 2003
and the adoption did not materially impact our financial statements.

In November 2002, the FASB issued FASB Interpretation No. 45 (FIN 43), “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of’
Indebtedness of Others. and Interpretation of FASB Statements Nos. 5, 537, and 107 and rescission
of FASB Interpretation No. 34", FIN 45 requires: (1) the guarantor of debt 1o recognize a liability,
at the inception of the guarantee, for the fair value of the obligation undertaken in issuing this
guarantee, (2) mdirect guarantces of debt to be recognized in
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Auditors

To the Board of Directors and Shareholders
of The Empire District Electric Company:

In our opimon, the consolidated financial statements listed in the index appearing under ltem 13
present fairly, in all material respects, the financial position of The Empire District Electric
Company and its subsidiaries at December 31, 2003 and 2002, and the results of their operations
and their cash flows for each of the three vears in the period ended December 31. 2003 in
conformity with accounting principles generally accepted in the United States of America. In
addition, In our opinion, the financial statement schedule listed in the index appearing under Item
15 prescuts fairly, in all material respects, the information sct forth therein when read in
conjunction with the related consolidated {inancial statements. These financial statements and the
financial statement schedule are the responsibility of the Company’s management; our
responsibility is to express an opinion on these financial statements and the financial statement
schedule based on our audits. We conducted our andits of these statements in accordance with
auditing standards generally accepted in the United States of America, which require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining. on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimales made by management. and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidaied financial statements, the Company changed the manner
in which it accounts for asset retirement obligations as of January 1, 2003.

PricewaterhouseCoopers LLP
St. Louis, Missouri
Jarsary 30, 2004
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