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DIRECT TESTIMONY
OF
TODD W. TARTER
THE EMPIRE DISTRICT ELECTRIC COMPANY
BEFORE THE
MISSOURI PUBLIC SERVICE COMMISSION
CASE NO.

INTRODUCTION

S S

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Todd W. Tarter. My business address is 602 Joplin Street, Joplin, Missouri.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

The Empire District Electric Company (“Empire” or “Company™). My title is Manager of
Strategic-Planning,

PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL

' BACKGROUND FOR THE COMMISSION,

I graduated from Pittsburg State University in 1986 with a Bachelor of Science Degree 1n
Computer Science. After graduation | received a mathematics éducation certification and
became a mathematics teacher for Columbus Kansas Unified School District # 493, In
May 1989, 1 joined Empire as a Planning Analyst. In 1994 1 was promoted to Senior
Planner. My primary functions at that time were coordinating the Company’s construction
budget, fuel and purchased power projections and financial forecasts. In August 1998, |
became a Systemns Analyst in the Information Technology Department. In November
2000, 1 left Empire to become a Senior Ecommerce Programmer Analyst with Leggett and
Platt, Inc. In June 2001 I rejoined Empire as a Lead Systems Analyst in the Information
Technology Department. [ moved to the Planning and Regulatory Department in June

2002, where my primary duties were the preparation of the demand and energy and sales
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and revenue forecasts. In September 2004, I was promoted to my current position where 1
work on fuel and purchased power cost projections and resource planning.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS CASE?

My direct testimony addresses the appropriate consideration of fuel and purchased power
expense. First, [ will explain why the Company is requesting what I will generally refer to
as an Energy Cost Recovery Rider ("ECR”). This request is designed to coincide with and
utilize recent Missouri legislation allowing such an approach. 1 will also discuss how
Empire’s fuel and purchased power expenses have dramatically increased since its last
Missoun rate proceeding and the reasons why. In addition, [ will also present figures for
an annualized and normalized fuel and purchased power expense developed with a
production cost computer model. In connection with that, I will describe the modeling
process and discuss the key data inputs to the model. This annualized and ﬁomalized
approach represents an alternative, although less desirable, épproach to setting a fuel and

purchased power amount for ratemaking purposes if an ECR is not approved in this case.

ENERGY COST RECOVERY

WHY IS EMPIRE PROPOSING AN ECR IN THIS RATE CASE?

Fuel and purchased power expense is the largest expense category Empire experiences in
providing electric service to customers. During the test year of the 12 months ended (TME)
September 30, 2005 that Empire has presented in this case, total fuel and purchased power
expenses were about 50% of total electric expenses. As the Commission is no doubt aware,
we are currently in a period of significant volatility in fuel and purchased power costs since
energy costs are making regular headlines. The combination of (1) fuel and purchase power

costs being the largest of Empire’s expenses, and (2) the magnitude of increases in their costs
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A,

since Empire’s last Missouri rate proceeding has meant that the Company has not been able to

recover its fuel and purchased power costs. The Company seeks an ECR in this case in order

for it to have the opportunity to recover all of its prudently incurred fuel and purchased power

expense attributable to its Missouri retail electric customers.
ARE THERE ENERGY COST RECOVERY MECHANISMS IN OTHER

JURISDICTIONS?

Yes. Missouri is the only jurisdiction of Empire’s five jurisdictions where there is not some

rtype of ECR. These energy adjustment clauses generally operate to enable the Company to

recover its prudently incurred fuel and purchased power energy costs on a timely basis.

In Missouri, Empire was given permission to utilize an interim energy charge (IEC) in its last
rate case, Case No. ER-2004-0570. The Missouri [EC became efféctive March 27, 2005, and
is set to expire in March 2008.

PLEASE EXPLAIN THE PARAMETERS OF THE CURRENT EMPIRE IEC IN
MISSOURL

The IEC is based on variable fuel and purchased power (energy) costs for Missouri on-system
retail customers. It does not apply to demand costs associated with purchased power or to
fixed natural gas reservation charges. The IEC approach recognizes that energy costs can
fluctuate. Instead of having just one number as the assumed energy cost in the customer’s
base rate, it establishes a band or range with a top and a bottom that I will refer to as a “floor”
and a “ceiling.” A portion of the energy expense 1s built into “base” rates. A base rate would
be one that does not vary. This represents the [EC floor. To deal with the potential for the
expenses being volatile, customers are charged a separate and additional IEC rate of .002131

$/KWh. The IEC charge, which is separate and subject to a possible refund at a later date, is
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based on the actual fuel and purchased power costs during the IEC period. This IEC rate,
which is not a part of the base rates, creates the IEC ceiling in the Company’s Missouri
electric rates. In a scenario where Empire’s actual energy costs are exactly equal to the IEC
floor, then base rates will cover the cost of energy and the Company will be required to refund
all of the IEC revenue it recovers, plus interest. In another scenario where actual energy costs
are exactly equal to the IEC ceiling during the IEC period, then the base rates plus the IEC
rate will perfectly cover the cost of energy for Empire’s Missouri retail customers and the
Company will keep all of the IEC revenue collected during the IEC period.

ARE THERE OTHER POSSIBLE OUTCOMES DURING AN IEC PERIOD?

Yes. There are three other possible outcomes. Actual energy costs couid be higher than the
IEC ceiling, lower than the IEC floor, or be somewhere within the IEC band. If the actual
energy cost ends up somewhere within the IEC band, the Company would keep a portion of
the IEC revenue equal to the amount necessary to fully recover the energy costs and then it
would refund the remainder with interest back to its Missouri retail customers. If the actual
energy cost is below the IEC floor, then the Company would be required to refund all of the
IEC revenue collected with interest. If the actual energy cost is above the IEC ceiling, then
the Company would keep all of the IEC revenue collected and absorb the remainder of the
energy costs. As you can see, Empire can be at significant financial risk if the actual fuel and
purchased power expenses it incurs is gher than the IEC ceiling.

PLEASE DESCRIBE THE PAR;FICULAR IEC FLOOR AND CEILING
ESTABLISHED IN THE LAST RATE CASE.

Empire’s current IEC floor (without demand charges) is 21.97 dollars per megawatt hour

($/MWh) and the IEC ceiling is 24.11 $/MWh. If purchase demand charges and natural gas
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firm transportation are included this would make the IEC floor 24.68 $/MWh and the IEC
ceiling 26.66 $/MWh. This is shown in Schedule TWT-1 attached to my testimony.

WHAT HAS HAPPENED TO EMPIRE’S ACTUAL MISSOURI FUEL AND
PURCHASED POWER COSTS SINCE THIS IEC BEGAN NEAR THE END OF
MARCH 2005?

During the IEC period of March 27, 2005 through December 31, 2005, actual Missouri
variable fuel and purchased power expense has averaged *----* $/MWh, well above the IEC
ceiling of 24.11 $/MWh. Dunng this time, Empire’s Missouri retail sales were *---------—- *
MWh. Since actual energy costs have been *---* $/MWh greater than the IEC ceiling, the
Company has been forced to absorb roughly *----=--==---- * in increased energy costs since the
IEC began just nine months ago. These figures are from an [EC Report which is included as
Schedule TWT-2 to my testimony.

IS THE IEC THAT STARTED IN MARCH OF 2005 THE ONLY IEC THAT
EMPIRE HAS HAD IN MISSOURI?

No. Empire had one other IEC. It was established in Case No. ER-2001-299 and became
effective on October 2, 2001.

WHAT WAS THE RESULT OF THAT 2001 IEC?

in that situation, fuel and energy costs dropped subsequent to the implementation of the IEC.
The Company sought and received permission to reduce the [EC effective June 14, 2002.
The 2001 IEC ended early as of December 1, 2002, and all of the IEC revenue that was
collected was refunded to customers with interest.

WHAT IS EMPIRE RECOMMENDING REGARDING FUEL AND PURCHASED

POWER RECOVERY IN THIS CASE?
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Empire is requesting, or making an “application” within the context of this rate case since no
application rules are in place at this time, that the Commission approves the implementation
of a procedure allowing periodic rate adjustments for its Missouri retail customers outside ‘of
general rate proceedings. While the IEC concept has been a definite improvement over the
previous approach of trying to guess one correct number for future costs and collecting only
that amount in Missouri retail base rates, recent experience demonstrates that this still is not
the best solution. Empire seeks the implementation of a more traditional and robust ECR in
Missouri—an ECR that has more flexibility than the current IEC process. The ECR
mechanism requested by Empire in this proceeding would enable Empire to request periodic
rate adjustments outside of a general rate proceeding to reflect the actual changes, both
increases and decreases, in its prudently incurred fuel and purchased power costs.

IS THERE AN UNDERLYING PREMISE FOR EMPIRE’S REQUEST?

It 1s based upon Missouri Senate Bill 179, which was signed by the governor in July 2005 and
I understand has been codified as section 386.266 RSMo. This new law, and the
accompanying rules which the legislation directs the Commission to adopt to implement thé
changes, is designed to enable Missouri’s electric utilities to utilize periodic rate adjustments
to recover the cost of fuel and purchased power used to provide service to retail electric
customers in Missouri. This approach should include features that provide incentives to
improve the efficiency and cost-effectiveness of the utility's fuel and purchased powef
procurement and provide the utility with a sufficient opportunity to earn a fair return on
equity. [t is Empire's belief that section 386.266 allows it to apply for the ECR adjustment
mechanism prior to the implementation of the rules governing the ECR process; however, the

statute directs the Commission to have these ECR rules in place prior to making any
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A.

decisions with regard to such an application.

ARE YOU PROVIDING ANY SUPPORTING INFORMATION FOR YOUR
REQUEST OF AN ECR?

Yes. The following supporting information is attached to my testimony: Schedule TWT-3 is
the supply side and demand side resources that the Company expects to use to meet its load
for the next four years; Schedule TWT-4 is the expected dispatch of those resources
(generation levels) for the next four years; Schedule TWT-5 is the expected heat rates for
each supply side resource for the next 4 years; Schedule TWT-6 shows the fuel types for each
supply side resource; and Schedule TWT-7 provides information about the long-term

resource planning process.

FUEL AND PURCHASED POWER COST HISTORY

PLEASE PROVIDE SOME HISTORY OF EMPIRE’S FUEL AND PURCHASED
POWER COSTS.

The table below shows the recent history of Empire’s total company (meaning all of its five
jurisdictions, not just Missouri) on-system fuel and purchased power costs, including

purchased power demand charges and fixed natural gas reservation charges.

TOTAL COMPANY ON-SYSTEM FUEL AND PURCHASED POWER COSTS

INCLUDING PURCHASE & NATURAL GAS DEMAND CHARGES

"

i
] * *
*

i LI}
*| %] % A1 *] »
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As indicated, total on-system fuel and purchased power costs in 2003, the test year utilized by
Empire in the previous Missouri rate case, was $104,714,009 or an average of 21.15 $/MWh,
By the twelve months ending (TME) September 2005, the test year utilized by Empire in T.h.iS
case, this same expense had grown to $138,482,415 or an average of 26.59 $/MWHh, an
increase of 25.7 % per MWh. For calendar year 2005 this same expense was *------------- * or
¥--* §/MWh. On a $/MWh basis, the year of 2005 is the largest one year percentage
increase in fuel and purchased power expense for the Company in at least the last fifteen
years. Part of this increase is due to the differences in weather in 2004 versus 2005, but most
of the increase is due to rising fue! and purchased power costs.

The following graph which I prepared shows the trend in fuel and purchased power costs in

recent twelve-month ending periods from TME Dec-03 to TME Dec-05.

Twelve-Month Ending Fuel and Purchased Power Costs with Demand .

Q. WHAT ARE SOME OF THE KEY FACTORS IN THIS INCREASE IN FUEL AND

PURCHASED POWER COSTS?
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A.

The costs of nearly all forms of fuel used by Empire, including fuel oil and coal, have been
rising recently, but the key drivers are certainly the rapid increases in natural gas and
purchased power prices.

PLEASE PROVIDE SOME HISTORY OF NATURAL GAS PRICES.

The following table that I prepared shows a historical comparison of reported natural gas
prices based on NYMEX (the New York Mercantile Exchange) prices. The historical periods
are based on the monthly NYMEX futures expired (settled) prices, and the future periods are
based on NYMEX futures as of December 16, 2005. NYMEX is the world’s largest physical
commodity futures exchange and the preeminent trading forum for energy, and is commonly
considered the most liquid and price transparent pricing point for natural gas in the United
States. The standard contract point is at the Henry Hub whjcﬁ is physically located in
Louisiana. The natural gas prices are expressed in dollars per one million British thermal
units ($/MMBtu). One million British thermal units (one MMBtu) of natural gas is roughly
equivalent to one thousand cubic feet (mcf) or one dekatherm (Dth) of natural gas.

Natural Gas Prices

Annual Average Annual Average
Based on NYMEX Based on NYMEX
Monthiy Settle Prices ! Futures Dec 16, 2005
$/MMBtu $/MmMBtu

1997 2.472

1998 2.081

1999 2.143

2000 4.307

2001 3.963

2002 3.167

2003 5417

2004 6.138

2005 8.616

2006 11.637

2007 10.046

2008 8.884

2009 . 7.989

2010 7.356
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This table is presented to illustrate the recent increase in market natural gas prices from a
common pricing point and does not necessarily represent the price that Empire has paid for
natural gas that it has bumned or procured. As I will explain later, Empire has hedged a
substantial portion of its natural gas requirements in recent years. The term hedging that I
used refers to various mechanisms, both physical and financial, which are employed to
contractually fix or stabilize the price of the commodity. However, the substantial increase in
natural gas prices depicted in the table is a major reason for the increase in Empire’s fuel and
purchased power costs. In addition, we at Empire believe the substantial increase in natural
gas prices is a major cause of the dramatic increase we have seen in spot purchased power
prices. There are a number of variables that impact the price and availability of spot market

energy such as generating unit availability, transmission issues, weather and certainly, fuel

costs including the price of natural gas.
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Q.

PLEASE PROVIDE SOME HISTORY OF EMPIRE’S WHOLESALE MARKET
PURCHASED POWER PRICES.

Empire does purchase power from the wholesale market from time to time. The prices are
not fixed in the sense that they are set by a tariff sheet approved by a regulatory agency. The
following table shows the amount of energy purchased by Empire on the wholesale power
market, and the average price paid per megawatt hour. The data represents total company (all
five jurisdictions) on-system non-contract purchases, meaning these purchases were made in

the open market and were not the subject of a pre-existing contract.

NON-CONTRACT PURCHASED POWER ENERGY AND AVERAGE PRICE

L] » L] L] * * *

* - * L] * * * * "*

* * * * * * * * * *
* *| | % W | | % + *

* + L * * L] * * *

As you can see, during the year 2003, the test year utilized by Empire in the last Missouri rate

case, the average non-contract purchase price was 35.76 $/MWh. By TME Sep-05, the test

year utilized by Empire in this case, the average price paid had increased to *-----~--em-munmne *
oo - *. During the current IEC period, the average price of non-contract purchase
has been *----* §/MWh. * --- - * which

reflects the prevailing prices at about the time that the current IEC was established.
ARE THERE OTHER FACTORS THAT ARE CONTRIBUTING TO RECENT

HIGH ENERGY COSTS?
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A,

Yes. While natural gas prices and wholesale purchased power prices are the key drivers to
Empire’s increase in fuel and purchased power costs, there are other factors that contribute to
increased fuel and energy costs. Other fuel costs, such as fuel oil and coal have increas_ed
over time. Various circumstances, including the May 2005 train derailments in Wyoming,
have constrained the movement of coal out of the Powder River Basin. Recently coal
conservation has begun in the Midwest region due to these rail transportation issues. This coal
conservation has negatively impacted the Company’s Jeffrey Energy Center contract purchase
from Westar (the Jeffrey Energy Center is a generating station located in Kansas) and
Empire’s share of the latan Plant (located near St. Joseph, Missouri) output to some extent.
At this point, coal conservation has not lowered the output from the Company’s Riverton and
Asbury coal units, but coal inventory levels at both of these sites are lower than normal. Coal
is the fuel source for some of the lowest cost energy produced in the regidn, so coal
conservation may also have some impact on the wholesale power market prices that Empire is
seeing. Uncoentrollable events such as coal supply disruptions, and the recent hurricanes in
the Gulf Coast, can all have an impact on fuel and purchased power costs.

WHAT IS THE OUTLOOK FOR FUTURE ENERGY COSTS?

In today’s environment, it is difficult if not impossible to say what the future will hold for
energy costs. At the time that Empire’s current rates were implemented in Missouri during
the last rate proceeding (rates were effective March 27, 2005), I do not think that anyone
involved in that case would have anti;ipated that natural gas prices or wholesale market
prices would be at the recent levels that 1 have described in this testimony. On page 8
beginning at line 10 of Staff witness John P. Cassidy’s direct testimony in Empire’s last case,

he says: “The Staff believes that given the current volatile state of natural gas prices no one
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can predict, with a reasonable degree of certainty, the natural gas prices that Empire will pay
in the future to fuel their generating facilities....The uncertainty surrounding natural gas
prices also impacts the cost of purchased power obtained on the market.”

According to a news article from November 22, 2005, Joseph Kelliher, chairman of the
Federal Energy Regulatory Commission, stated that progress is being made in restoring
offshore natural gas facilities shut down by the 2005 hurricanes, but predicted that gas prices
will remain high as demand outpaces supply. Recovery of operations are progressing along
the Gulf Coast, but the chairman added, “I don’t think they’ll go back to the level they were a
few years ago.”

If NYMEX gas futures are indicative of future natural gas prices, the next few years may still
reflect prices near historically high levels. At December 16, 2003, future prices‘ﬁ‘om the
Henry Hub for the next 36 months averaged 10.189 $/MMBtu, ranging from a low of 8.052 to
a high of 13.880 $/MMBtu. Over the next 60 months ihe average was 9.215 $/MMBtu.
Basically, I share the sentiment in the quote from Staff witnesé Cassidy that I mentioned
before. I do not think it is possible to accurately predict future energy costs, but it appears to
me from all of the objective evidence that the trend of high energy costs will continue in the
near term, and given that Empire has significantly under collected its fuel and purchased
power costs since the [EC began, there certainly appears to be a very low probability of
Empire’s energy costs getting back into the band of the current IEC anytime soon (i.e., from
the period beginning March 27, 2005).

WHAT HAS EMPIRE DONE TO TRY TO ALLEVIATE THE VOLATILITY
ASSOCIATED WITH ITS FUEL AND PURCHASED POWER COSTS?

The Company has several measures in place to help manage the costs of energy.

13 NP
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We have a natural gas hedging program that has been in place since 2001 that is
designed to mitigate energy price volatility. A portion of Empire’s expected needs for
natural gas are hedged financially or physically in advance—in effect dollar cost
averaging the price of natural gas to remove volatility for both Empire and Empire’s
customers.

During periods of volatile prices, short energy supply or extreme weather, Empire’s
wholesale energy trading desk is staffed to cover extended hours. The energy traders
contact other energy providers in an effort to find the most economical power
available on an hourly basis. They also use various analytical tools to help with
economic generating unit dispatch decisions while maintaining reliability.

During the summer of 2005, Empire burned fuel oil instead of natural gas in some of
the dual fuel units whenever the fuel oil in inventory was less expensive tifxan natural
gas.

In mid-October 2005, Empire began receiving wind energy from the new 150 MW
Elk River Wind Farm. This wind-generated energy is displacing higher-cost eneréy
and providing more price stability.

In the longer-term view, to help reduce natural gas exposure, Empire has signed a
Jetter of intent to be a partner in the proposed latan 2 coal unit, 1ssued an RFP (Request
for Proposals) for additional baseload capacity in the 2010 timeframe, and begun a
Customer Programs Collaborative with other parties which will focus on demand side

management as well as other customer programs.

Q. COULD YOU BRIEFLY EXPLAIN EMPIRE’S NATURAL GAS HEDGING

PROGRAM?
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A. The Company’s natural gas hedging program has been very successful in that it allowed
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Empire to acquire its natural gas at an average cost below what it could have purchased on
_the spot market. Empire implemented its current Energy Risk Management Policy in
2001, and added personnel who focus specifically on the purchasing and hedging of power
and natural gas. The Energy Risk Management Policy sets targets related to the levels of
natural gas Empire must have hedged at any point in time. In general, the Risk
Management Policy brings more sophistication, consistency and discipline to the fuel
brocurement process. The risk management policy is attached to my testimony as
Schedule TWT-8.
Hedging is a strategy used to offset investment or price risk, specifically to protect against
price movements. Empire’s Risk Management Policy allows tﬂe utilization of traditional
physical purchases and the utilization of financial tools such as call options, collars, swaps,
and futures contracts to protect against adverse price movements.
WHAT DETERMINES HOW MUCH NATURAL GAS IS HEDGED BY EMPIRE
AND WHEN SUCH NATURAL GAS IS HEDGED?
The Risk Management Policy targets for hedging natural gas are:

= A minimum of 10% of year four expected gas burn

* A minimum of 20% of year three expected gas bum

* A minimum of 40% of year two expected gas burn

* A minimum of 60% of year one expected gas burn
Up to 80% of any years expected requirement can be hedged if appropriate, given the

associated volume risk.

Q. WAS EMPIRE’S NATURAL GAS HEDGING PROGRAM REVIEWED IN THE

15 NP
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1V.

COMPANY’S LAST MISSOURI RATE CASE?

Yes. In Case No. ER-2004-0570 Empire’s natural gas hedging program and the Risk
Management Policy were presented in the direct testimony of Empire witness Brad P.
Beecher. Empire’s hedging program was cited in the direct testimony of Staff witness John P.
Cassidy; Office of Public Counsel witness James Busch; and Explorer Pipeline/Praxair Inc.
witness Maurice Brubaker.

On page 10 line 17 of Mr. Cassidy’s direct testimony, the question was posed, “Has this
[natural gas hedging] program been successful for Empire?” and his answer beginning at line
18 states, “Yes. Through the use of effective hedging strategies, Empire experienced overall
natura] gas costs of $2.70 / MMBTU during 2002 and $3.02 / MMBTU during 2003

compared to an average NYMEX close price of $3.22 during 2002 and $5.39 during 2003.”

PROPOSED LEVEL OF FUEL AND PURCHASED POWER EXPENSE

WHAT LEVEL OF FUEL AND PURCHASED POWER EXPENSE IS EMPIRE
PROPOSING IF AN ECR IS NOT IMPLEMENTED IN THIS CASE?

As stated earlier, Empire’s first preference is an ECR. If an ECR is not used, Empire
recommends that a total company on-system fuel and purchased power expense, including
demand charges, of $162,888,204 be used to establish its base electric rates. This is based
on a projected energy requirement of 5,294,800 MWh. On an average basis, this is
$30.76/MWh. A summary of the output from a computer simulation I performed which
supports this number is attached as Schedule TWT-9.

HOW WAS THIS LEVEL OF FUEL AND PURCHASED POWER EXPENSE
DEVELOPED?

This ongoing level of fuel and purchased power expense was developed by running the

16 NP



10
11

12
13
14
15
16
17
18
19

20

22

23

TODD W. TARTER NP
DIRECT TESTIMONY

hourly production cost computer model known as PROSYM using normalized sales levels,
growth and weather, and projected fuel and purchased power costs.

COULD YOU BRIEFLY DESCRIBE THE PROSYM MODEL?

The PROSYM model is a chronological computer model that dispatches resources to meet
demand requirements on an hourly basis. The model commits resources based on fuel
costs, unit start-up costs, and variable operation and maintenance (“O&M™) costs after
accounting for operational characteristics of a utility system that may override economic
dispatch.

'The PROSYM simulation engine is described by its developer, Global Energy Decisions
{formerly Henwood Energy), as providing the most accurate generation unit commitment
logic in the world. PROSYM is used by well over 100 energy.organizations around the
world in both control room dispatch environments as well as in market analytic groups.
Empire has been using chronological production costing models for projection purposes
since 1991. Empire’s four previous rate case filings in Missouri, and most recent rate case
in Kansas, have utilized the PROSYM model.

BRIEFLY DESCRIBE THE REASONS THE PROPOSED LEVEL OF FUEL AND
PURCHASE POWER EXPENSE IS HIGHER THAN THE TEST YEAR (TME SEP-
05)?

The actual total on-system fuel and purchased power expense during the test year (TME Sep-
(05) was $138,482,415. The adjusted level included in this case is $162,888,204, an increase
of $24.4 million or 17.6%. During the test year, Empire was able to lower fuel expense by
over $5 million by unwinding a forward natural gas contract it had entered into as a result of

its Risk Management Policy. Had this not been done, actual test year expense would have
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been over $143 million. This test year also includes fuel and purchased power costs from
2004, which do not reflect the recent surge in natural gas and wholesale market prices.
Empire’s fuel and purchased power expense for calendar year 2005 was *---—----——-----*. Had
the unwinding of a forward natural gas contract not occufred, the 2005 expense would have
been approximately *---* million. In addition, even though 2005 was a warm year relative to
30 year NOAA normals (National Oceanic and Atmospheric Administration normal
temperatures), the adjusted level of fuel and purchased power expense in this case is based on
an increased energy requirement due to customer growth. Generating unit availability was
also very good in the test year, and a normalized outage schedule has been used in the
computer simulation. This change raises the overall energy costs. The other factors taken
into consideration that increase the cost of fuel and purchased power are the expected
increases coming in fuel and wholesale power costs in 2006. Finally, adjusteé_l fuel and
purchased power costs reflect a full year of the new wind purchase. The wind purchase was

not in the test year that Empire is using in this filing.

PLEASE PROVIDE AN OVERVIEW OF THE DATA USED FOR MODELING

V. UNIT DATA USED IN THE MODEL
Q.

EMPIRE’S GENERATING UNITS.
A,

Data for Empire’s generating units are shown in Schedule TWT-10. These data inctude
each unit’s rated capacity, maximurln capacity, minimum capacity, heat rate curve
information, ramp rate, forced outage rate information, mean repair time, minimum down
time, minimum up time, fuel ratio, start-up fuel requirements and associated cost, and

variable O&M. The normalized outage schedule is provided in Schedule TWT-11.
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Q.

A.

ARE THERE ANY SPECIAL CONSIDERATIONS THAT NEED TO BE MADE

WHEN MODELING EMPIRE’S GENERATING UNITS?

Yes. There are special considerations that need to be made for modeling (1) Asbury Unit 1
and Asbury Unit 2; {2) Riverton Unit 7 and Riverton Unit 8; and (3) the State Line
Combined Cycle (SLCC).

BRIEFLY EXPLAIN THE OPERATING CHARACTERISTICS FOR EMPIRE’S

ASBURY UNITS THAT NEED SPECIAL CONSIDERATION.

The Asbury coal plant is comprised of one boiler and two turbines. The Asbury Unit 1

turbine is rated at 193 MW and Asbury Unit 2 is rated at 17 MW. Asbury Unit 2 cannot
operate while Asbury Unit 1 is off line. In addition, Asbury is not able to run on a
continuous basis at 210 MW due to operational issues. Specifically, the upper convection
passes in the furnace tend to plug with ash. These operational limitations have been taken
into consideration in the PROSYM model.

ASBURY UNIT 2 DOES NOT APPEAR TO RUN VERY-MANY HOURS IN THE
MODEL RUN. COULD YOU PLEASE EXPLAIN WHY?

Running Asbury Unit 2 increases the total cycle heat rate of the Asbury plant which
decreases the plants efficiency. It also contributes to plugging the furnace, which could
lead to more forced outages. As a result Empire generally operates Asbury Unit 2 as a
peaking unit. In the computer model run Asbury Unit 2 generates 3,900 MWh. In the test
year (TME Sep-05) Asbury Unit 2 generated 2,270 MWh and in 2004 it generated 5,167
MWh.

BRIEFLY EXPLAIN THE OPERATING CHARACTERISTICS FOR EMPIRE’S

RIVERTON COAL UNITS THAT NEED SPECIAL CONSIDERATION.
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A,

Since the last Missouri rate case, the Riverton coal units have recently been burning
petroleum coke as a blend fuel. Riverton Unit 7 can operate to approximately 23 MW out
of its 38 MW of rated capacity on a blend of coal and petroleum coke. The remainderrof
the Riverton Unit 7 capacity can only be obtained by over-firing natural gas. Likewise,
Riverton Unit § can operate to approximately 45 MW out of its 54 MW rated capacity on a
blend of coal and petroleum coke with the remainder of the capacity obtained by over-
firing natural gas. These operational constraints were modeled in PROSYM.

BRIEFLY EXPLAIN THE OPERATING CHARACTERISTICS FOR EMPIRE’S
STATE LINE COMBINED CYCLE THAT NEED SPECIAL CONSIDERATION.
Empire owns 300 MW or 60% of the 500-MW combined cycle unit at State Line (SLCC).
The combined cycle consists of three electrical generating units—two combustion turbines
(CTs) and one steam turbine. The CTs have heat recovery steam generators (HRSGS) on the
exhaust end which utilize the high temperature exhaust gases £o generate steam for use in the
steam turbine. Steam can be used from one or both HRSGs to operate the steam turbine.
This allows the combined cycle to be operated in one of two modes. Mode one, which I wﬂ]
call 1x1 mode, consists of one CT operating in conjunction with the steam turbine. Mode
two, which I will call 2x1 mode, consists of both CTs operating in conjunction with the steam
turbine. For this rate case filing, SLCC was modeled as two separate units. The first unit
represents 1x1 mode and the second unit represents the 2x1 mode configuration. For the 2x1
mode unit to run in the model, the 1x1 mode unit must be running. Multi-step heaf rates were
input for each unit with the overall heat rate of the units comparing favorably to SLCC’s
average heat rate of approximately 7,500 BtwkWh.

HOW WAS THE OZARK BEACH HYDRO UNIT MODELED?
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A, Ozark Beach was modeled close to the 30-year average of the historical generation of the unit

from 1975 to 2004, Hydro generation accounts for less than 1.25 percent of net system input
in this normalized model run. Historical data for Ozark Beach are shown as Schedule

TWT-12.

VL FUEL DATA USED IN THE MODEL

Q.

Q.

A.

BRIEFLY EXPLAIN THE BASIS FOR THE SOLID FUEL COSTS INCLUDED IN
THE PRODUCTION COST MODEL.

All coal and petroleum coke prices are based on expected 2006 delivered cost. Other costs
associated with sohid fuel, including handling and unit train costs are not included in the solid
fuel costs in the model. These fuel related costs will be discussed in Section VIII, Other Fuel
Related Costs. The following solid fuel types were modeled: (1) Asbury western coal; (2)
Asbury biend coal; (3) Riverton western coal; (4) Riverton petroleum coke; and (5) Iatan
western coal.

WHAT FUEL BLEND RATES ARE USED IN THE MODEL?

In the model on an MMBtu basis, Asbury burns 75% western coal and 25% blend coal;
Riverton Unit 7 and Riverton Unit 8 bun 71% western coal and 29% petroleum coke; and
[atan burns 100% western coal.

PLEASE EXPLAIN HOW THE NATURAL GAS PRICES WERE DEVELOPED FOR

THE MODEL.

[n the computer model, the gas-fired units can burn natural gas from two sources—from
hedged natural gas and from spot market natural gas. The hedged gas represents Empire’s
current hedged position for 2006 (as of November, 2005). The hedged natural gas is a limited

fuel type. Gas-fired generating units can burn this fuel until a specified MMBtu level is
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1 reached. After the limit is reached, the cornputer models the generating units as if they must
2 operate on spot market gas.

3 | Q. WHAT IS THE 2006 HEDGED NATURAL GAS POSITION THAT WAS USED IN
4 THE MODEL?

5 A, The following table summarizes the 2006 hedged natural gas position that was used in the
6 model. As of November, 2005, *-————-- * MMBtu of natural gas are hedged for 2006, at an

7 average price of about ¥---—-- * $/ MMBHtu.

2006 Natural Gas Hedged Position
As of November, 2005
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Q. HOW WERE THE SPOT MARKET NATURAL GAS PRICES DEVELOPED FOR

A.

THE MODEIL RUN?

The spot market natural gas prices in the model! are based on NYMEX gas futures for 2006 as

~of November 1, 2005, with a basis adjustment. The data is summarized in the following

table.
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0.

2006 Estimated Spof Natural Gas Prices
November 1, 2005 NYMEX with Basis Adjustment

NYMEX Basis | Spot Gas Modeled
Month | $/MMBtu | Adj $/MMBtu

[ Jan 12.641 2.449 | 10.192

Feb 12.611 2.441 | 10170

Mar 12.336 2,361 | 9.975

Apr 10.466 1.821 | 8.645
May 10.226 1752 | 8.474

Jun 10.256 1.760 | 8.496

Jul 10.304 1.774 | 8530

Aug 10.349 1787 | B.562

Sep 10.331 1.782 | 8.549
Oct 10.376 1.795 | 8.581

Nov 10.836 1.928 | 8.908

Dec 11.276 2055 | 9.221

11.001 1.976  9.025

COULD YOU BRIEFLY EXPLAIN HOW THE NATURAL GAS BASIS
ADJUSTMENT WAS DETERMINED?

NYMEX natural gas prices are based on a standard contract point at the Henry Hub in
Louisiana. Since Empire takes gas delivery from the Southern Star Central Gas Pipeline
(Southern Star), formerly known as Williams Gas Pipeline, NYMEX prices have been
adjusted to reflect the cost from Southern Star, This basis adjustment was calculated with the
FUTRAK software tool. FUTRAK 1s a leading risk and hedge management tool that uses
regression analysis based on comparing three years of natural gas settlement data from
NYMEX versus Southern Star. From this analysis, the software predicts the difference in
Southern Star prices given NYMEX prices. The NYMEX prices adjusted for Southern Star
delivery point were used in the model.

WHAT WAS THE WEIGHTED AVERAGE NATURAL GAS PRICE FROM THE
MODEL RUN?

[n the PROSYM run for this case, with the model utilizing the hedged and spot market

natural gas fuel types, the weighted average of the natural gas consumed was about 7.18
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$/MMBtu.

HOW MUCH NATURAL GAS WAS BURNED IN THE MODEL RUN, AND HOW
DOES THIS COMPARE TO HISTORY?

[n the model run, 8,688,300 MMBtu of natural gas was used. In 2004, a mild weather vear,
Empire bumed 7,778,910 MMBtu. In the filed test year (TME Sep-05), which contains a
warm summer, Empire burned *---—----—--* MMBtu. In 2005, Empire burned *-----meneeee-®
MMBtu. The primary reason that the model run reflects a lower natural gas burn than the

calendar year 2005 level is due to the new wind purchase.

VII. PURCHASED POWER DATA IN THE MODEL

Q.

Al

BRIEFLY OUTLINE THE PURCHASES THAT WERE MODELED.

[n the model, purchased power can be grouped into three categories: (1) 162 MW Westar —
Jeffrey contract purchase; (2) 150 MW Elk River Wind Farm contract purchase; and (3)
the wholesale power market also referred to as non-contract purchases.

PLEASE DESCRIBE HOW THE WESTAR - JEFFREY PURCHASE WAS
MODELED.

The energy and capacity for this 162 MW contract purchase comes from the three different
coal units at the Jeffrey Energy Center (54 MW each). The purchase is represented as
three units in PROSYM, all with the same energy costs, but each with separate scheduled
maintenance outages. The test year a\'rerage energy price with losses from this purchase
was *----* $/MWh. In 2005, the average energy price with losses was *----* $/MWh. In
the model, the filed test year (TME Sep-05) average of *----* $/MWh was used. This
purchase also has a fixed demand charge which will be discussed in Section VIII, Other

Fuel Related Costs.
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Q.

Q.

A.

A.

WAS THE ELK RIVER WIND FARM PURCHASE INCLUDED IN THIS RATE
CASE COMPUTER SIMULATION EVEN THOUGH IT WAS NOT OPERATING
IN THE TEST YEAR?

Yes. This was done to be consistent with using 2006 natural gas prices and other 2006 fuel
costs. The wind purchase began full commercial operation on December 15, 2005. In fact,
the Company began receiving some energy from this site beginning in October 2005. This
purchase is expected to save the Company several million dollars per year in fuel and
;ﬁurchased power costs depending on the prices of and amount of natural gas and purchased
power that it offsets.

PLEASE DESCRIBE THE ELK RIVER WIND CONTRACT.

Empire has signed a 20-year contract with PPM Energy, a US subsidiary of Scottish .Power, to
purchase the energy generated at the 150-megawatt Elk River Windfarm located in Butler
County, Kansas near the town of Beaumont. Empire recently received Green-e™
certification from the Green-e™ Program of the Center for Resoﬁrce Solutions. Green-e™ is
the leading renewable energy certification and verification program in the United States. This
program provides independent, third party certification to ensure certified renewable energy
meets strict environmental and consumer protection standards.

PLEASE DESCRIBE HOW THE ELK RIVER WIND FARM PURCHASE WAS
MODELED.

Based on wind data collected at the wind farm site, this purchase was modeled as a must
take purchase with an hourly load profile. In the model run, the annual energy purchased
was 565,100 MWh or about a 43% capacity factor. The energy price used in the model is

based on the agreed to contract price for 2006.
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Q.
A.

VIIL

WHAT PRICE WAS USED FOR THE NON-CONTRACT PURCHASED ENERGY?
The non-contract purchase data in the model represents the wholesale power market. The
data is comprised of 8,760 hourly prices. The prices were developed by Global Ene:gy
Decisions using regional models for the Southwest Power Pool North region. The prices
are forecasted for year 2006, utilizing the same spot natural gas forecast with basis
adjustments described in this testimony. The average non-contract purchase price in the
model run is 60.42 $/MWh. The test year average (TME Sep-05) was *----* $/MWh. In
2005, the average price was *----* §/MWh. Since the IEC period began on March 27,

20035 through December 2005, the average price has been *----* $/MWh.

OTHER FUEL RELATED COSTS

A,

BRIEFLY OUTLINE THE OTHER FUEL RELATED COSTS THAT ARE
INCLUDED IN THE TOTAL COMPANY ON-SYSTEM FUEL AND PURCHASED
POWER EXPENSES OF $162,888,204.

The other fuel related costs are: (1) Purchased power demand charge; (2) natural gas
demand charges; and (3) unit train and undistributed and other costs.

PLEASE DESCRIBE THE PURCHASED POWER DEMAND CHARGE.

There is a monthly demand charge for the 162 MW Westar — Jeffrey purchase. By contract
this is 8.33 $/Kw/month which is $1,349,460 monthly and $16,193,520 annually. This
contract expires May 31, 2010.

PLEASE DESCRIBE THE NATURAL GAS DEMAND CHARGES.

The natural gas demand charges are based on three components (1) fixed cost for firm
transportation service; (2) commodity charge; and (3) losses.

The contract fixed costs for firm transportation service 18 *-----=---- * (2006 expected level).
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The commodity charge is based on *------ * $/MMBHu for a total of *-mmecemcemmme -

--------------------------------------------- *. The losses are based on a natural gas loss rate of

gas demand cost of *----------- *.

Q. PLEASE DESCRIBE THE OTHER FUEL RELATED EXPENSES.

A. The Other fuel related expenses include undistributed and other costs, unit train lease, unit
train maintenance, unit train debreciation and unit train property taxes. A five-year
average (adjusted for nonrecurring expenses and * - e m————————— *
of approximately $1,454,344 was used in this rate filing. These are shown in Schedule
TWT-13. |

Q. HAVE YOU DESCRIBED IN GENERAL, THE OPERATIONS OF THE
COMPUTER MODEL AND THE DATA INPUTS FOR THE SIMULATION THAT
WAS PERFORMED?

A.  Yes. And I have reviewed all of the inputs and outputs and compared them to actual
situations such that I am confident that the result is accurate and reasonable for the use to
which we are putting it in this case.

IX. SUMMARY

Q. PLEASE PROVIDE A SUMMARY OF YOUR DIRECT TESTIMONY.

A.  When determining the proper amount of fuel and purchased power expense for Empire, the

natural gas price is a significant variable. Because of natural gas price volatility, natural
gas prices can not be predicted with any degree of certainty. Non-contract purchase power

prices, which have some correlation to natural gas prices, are also very difficult if not
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impossible to predict with great accuracy. Fuel and purchased power costs have risen
dramatically recently, seriously challenging—if not compleiely decimating—Empire’s
ability to recover all of its prudently incurred fuel and purchased power costs. An electric
utility needs a realistic, timely and reasonable opportunity to recover prudently incurred
fuel and purchased power costs in order to remain financially stable, a topic that will be
addressed by other Empire witnesses. For these reasons, Empire has requested the
authority to implement an ECR in this case as permitted by section 386.266 RSMo.

If an ECR is not approved, Empire requests that an annual total company fuel and
purchased power expense including demand charges of $162,888,204 to be used to establish
its base electric rates in this case,

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, at this time.
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Schedule TWT-1

5 125,000,000
$ 10,000,000

&

Tols Company Alngstor MC Jurdsdiciional
Totl On-System F&FP $ 135,000,000
Purchase Demand (Fixed) $ 16,193,520
(3as Damand (Fixsd) 5 £,685,044
Variable F&PP . g 113,121,438 B248% § 53,313,873
Sales MWH 3,871,067.822
$MWH 24.41
Total Company Alocator MO Jurisdictional
Tots! On-Systen; F&PP ¥ 125,000,000
Purchase Demand (Foced) $ 16,193,520
Gas Demand (Fixed) 3 £,685,044 .
Variable F&PP $ 103,121,435 BZ48% % 85,084,873
Salas MWH 3,871,067.822
$AANVH 2187
$ 135,000,000 $ 53,313,873

3 85,064,872

§ 8,249,000
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425,000,000
Total Compaty Base
Variabla FEPP Price $/MWH - NSI 20,36
MWH - NSI 5,064,857
Variable Charge . 103,121,436
Purchased Power Damand (Fixed) 16,193,520
Natural Gas Resarvation Charges (Flxed) 5,685,044
Total F&PP Expense for NS 125,009,000
Total F&PP Price $/MWH 24.58
0 or Missouri Ret

8249 Yariable Fuel & PP 85,064,873
8185 Fixed Fue! & PP 17,829,483
Total MO Fust & PP 102,994,356
Total MO Retail KWh Sales $kWh 0.0266065
MO Retzll KWh Sales 3.871,0687,822
Variable MO Retall KWh Sales $/KWh 0.021875

Proof .
8249 Variabla Fuel & PP [EC Ranga

(10,000,000 *.8248) 8,245,000
MO Retall kWh Sales 3,874,067,822
- 0.0021

Schedule TWT-1

135,000,000
Forecast Incremental
22.34
5,064,657
113,121,438 40,000,000
16,193,520
5,685,044
135,000,000 40,000,000
26.68
93,313,873 8,249,000
—17,928483
111,243,356 8,248,000
0.028737 . 0.002131
3,871,087,822
0.0241085 0.002131
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The Empire District Electric Company
Revenue Recognition for Interim Energy Charge {JEC) Subject to Refund

Schedule TWT-2

Current Period To Date
MO Retail MO Variable MO Variable MO Retail Mo Retail MO Retail MQ Variable MO Variable MO Retail Mo Retail IEC Provision Provision Provision For
Calendar Sales F&PP Cost F&PP Cost Calendar IEC Acl Billed Rev Calendar Sales  F&PP Cost  FE&PP Cost Calendar IEC Act Billed Rev To Keep For Refund For Interest Int + Refund
Mwh 3 S/MWh 5 3 MwWh $ $/MWh 3 5 3 3 3

0 Mar‘os - - - - - - - - - - - L] ) - - - - - - - - - - - -
1 Apr_os - - L] - - - - - - - - - - - L] - L3 - » - - Ll - - - - -
2 May'os - - - - - L} - - - Ll - - - L - - - - - - - - - - -
9 Jungs . . = - - . . . B . . . - - . . . . . _ . . -
4 Julos . . w PN . . . - . . . B - P . e . . _ R _ -
5 Aug-0S . . . s .. P . . . . o . e ' . . _ _ _ -
6 Sep0s . . . P P P . . . . P . a . . . - N _ N .
7 Oct-05 - - - - . . - - - * - - . L] L3 L] - - - - . - . -
8 Nov-05 . - .o PR . = . - - . . oa . s . . . " _ . _ .
9 Dec.05 . PR . P . e » B . . - . . " . . N _ R .

10  Jan-06 - - - - - - - - - - - - - -

1 Feb-06 - - - - - - - - - - - - - -

12  Mar-06 - - - - - - - - - - - - - -

13 Apr06 - - - - - - - - - - . - - -

14 May-05 - - - - - - - - - - - - - -

15  Jun.08 - - - - - - - - - - - - - -

16 Jul-06 - - - - - - - - - - - - - -

17  Aug-06 - - - - - - - - - - - - - -

18 Sep-06 - - - - - - - - - - - - - -

19  Oct-06 - - - B - - - - - - - - - -

20 Nov-06 - - - - - - - - - - - - - -

21 Dec-DB - - - - - - - - - - - - - -

22 Jan-Q7 - - - - - - - - - - - - - -

23 Feb-07 - - - - - - - - - - - - - -

24  Mard7 - - - - - - - - - - - - - -

25  AprO7 - - - - - - - - - - - - - -

26 May-07 - - - - - - - - - - - - - -

27  Jun-07 - - - - - - - - - - - - - -

26 Jul-07 - - . - - - - - - . - - - -

29 Aug-07 - - - - - - - - - - - - - .

30 Sep07 - - - - - - - - - - - - - -

31 Oct-07 - - - - - - - - - - - - - -

32 Nov-07 - - - - - - - - - - - - - -

33 Dec-07 - - - - - - - - - - - - - -

34 Jan}8 - - - - - - - - - - - - - -

35 Feb-08 - - - - - - - - - - - - R .

36 Mar-08 - - - - - - - - : - - - - - -

NP



Interim Energy Charge (iEC)

Period 0 1 2 3 4 5 6 7 8 9
Current Current Current Curront Current Current Currsnt Curment Cusrent Current
Mar-05 Apr0% May-05 Jun-05 Jul-05 Aug-05 Sep05 Oct-05 Nov-05 Dec 05
IEC Ceiling $MWh . . . . . . B . . . . . . . . . . . . .
1EC Floos SAMWh . . - . . - . . . . . - . . . . . . . .
Prime Interest Rale {Annual . . - - " . . - . . - - . - . * - - . .
MO Residential Calendar Saies Kvwh . . . . . . - . . . . . . . . . . - . -
MC Commercial Calendar Sales KWh . . . . . . . . . . B . N . - ., . [ -
MO Cther Ind Calendar Sates K\Wh - - - . . . . - . . a . . . . - . - . .
MO Praxsir Calengar Sales Kiwh —_ R . . . - . . - et . . . . . . - .
MO OPP Calendar Sales KVW'I . - " » . 0 - - . - - - - - . - - - -
MO Public Auth Calendar Sales KWh - . . . . . . + . . . - . . - - - . * .
MO SEH ugmm Cakmr sales vah - - . - . - . - . - . - - - - - - 0 - -
MO mempan Cﬂmlr Bales Kwh - . . - L] - - - - a - - - - - - L3 - L] .
“D Remll Calendar Sahs KWh - . - - - - L] * - . . * - - - - - = - -
MO Ceiling $ - . . . - - . . . . D . - - - - . - - -
MO Floor $ . . . . . . - . . . . - B . . - . . . .
|EC Posslue s - - - 0 - o - - . - » - - * ] - - - - -
Total On-System FAPP § - . . . - . . . . . . - - - - - . - . -
Surehase Demand | Fixed) . - . . . . . . . . . . . . . . . . . -
Gas Demand (Fixed! § B . . . B - . . . . - . . . N - . - B -
Vatiable FAPP § . - . . B . . . . . . . . . - . . . . .
MO Srisdictional Alocator —_— - - — b . - . - . - . . . - . . .
MO Variabie FAPP $ . . . . . . . . . . .— . . . - - B - - .
MO Verizble FAPP $/Wh —— - - 4 . g . . ; g . . - . - - . . .
EC Rele S10Wh . < . . . . - . . . . . . - . - . . . .
~glendar {EC § B - - - . . - . . . . . - . - - . . -
|EC Ackual Revenue Bocksd § . . . . . . . . . . . . . . . : : . . .
Curent Period - - . . . - . . . . . . . . . . - -
To Date To Data To Date To Date To Date To Pate To Date To Oute To Date To Date
HMars Apr05 May-05 Jun-0% Jul-05 Aug-05 Sep05 Oct-05 Nov-05 Dec-0%
C Ceting Shav _— e e
IEC Floor /MW . . . . . . . . . . - :
MO Refedl Calendar Sakes KA . . . . . . . . N . . . N - . . - .
VO Ceiing $ - I B . . . ‘ . . . : : . : : : : : :
WO Flool § . . . . - - . . . : : : : : : : . :
EG Possible § - - . . . . . . . . .
Total On-System FAPP § - . . . - . - . . . . . B . . : : : . .
Purehase Demand (Fixed) S . . . . . . . . . . : : : : : . : . - .
Sas Demand (Fixed} § K ‘ f—t K * - * K - \ . : . ; - : ; . : .
varisble FAFP § . . ) . : . ) . . . . - . - * -, * -, i
MO Jwisdictional Alocator o k . - * - : " : . . N . . . . . . X
MO Variatie FAPP $ — b * K . . . K . . . i i . ) K . .
MO Variable FAPF SMWh - . . . . . . . - . . : A
G ot S50 _— = = = = I = = =
umr IEC s : . : - * - - - - - ] - - - - - - - "
|EC Actual Revenue Booked § Fmt K . .
Provision for Refund - k . - - - - - - - -
Provision for interest - A - - - - - - - -
Totel Provision for Rlefund wih interest - - - - - - - - -
IEC W Koeg ' - - - . - - - . - - - ., . . - ., . - -
To Duie . - . . . . . . - . - - . . - - . . . B
R To Dsta . . . . . . . . - - . . . . . . . . - .
Dver Recover To Dale

Schedule TWT-2
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Schedule TWT-3

The Empire District Electric Company
Load and Capability Forecast
Based on Load Forecast 2006-2008

: Year  vuuipoooim|aioiw2008) 0 v 2007 s s
* * - L o * * -

Net Peak L A, L] i_________i *_________* *_____-_-_*
Total Ashury 210 210 210 210
latan 80 80 80 80
Riverton 7 38 38 38 38
Riverton 8 54 54 54 54
Riverton 8 12 12 12 12
Riverton 10 18 16 16 16
Riverton 11 16 16 16 16
Riverton 12 185] . 155 185
Energy Center 1 86 86 : 86 86
Energy Center 2 85 85 85 85
Energy Center 3 50 50 50 50
Energy Center 4 50 50 50 50
State Line 1 89 89 89 89
State Line Combined Cycle 300 300 300 300
Ozark Beach (hydro unit) 16 16 16 16
WRI Jeffrey contract purchase 162 162 162 162
Total Capacity - = .- 7 .} - 1,264 1,419

Capacity Resp. (12%) 1,254 1,282

12% Capacity Responsibility
Current Capacily Ratings

150 MW Elk River Wind Purchase is not counted as firm capacity in this report
Riverton 12 is a 155 MW VB84 combustion turbine scheduled to be on-line in 2007

1 NP



Schedule TWT-4

Expected Generation (MWh)

2006-2009

2008 2007 2008 2009
ASBURY 1 * * o » - -
ASBURY 2 ¥, L LR ) -
TOTAL ASBURY hd LA * W _— *
IATAN - * L w -
RIVERTON 7 * > * * o« " -
RIVERTON 8 * * * x . -
RIVERTON 9 . - . . )
RIVERTON 10 * * ¥ * - S
RIVERTON 11 * * ¥ * - -
RIVERTON 12 . * * = * .
TOTAL RIVERTON * o * ¥ * w "
ENERGY CENTER 1 - - - - .
ENERGY CENTER 2 *, * ow L *  * *
ENERGY CENTER 3 . . . . .
ENERGY CENTER 4 * o= LI * *
TOTAL ENERGY CENTER * * L " *
STATELINE 1 e nen==® . *  x * % r
SLCC 1X1 * L * x " x
SLCC 2X1 * LI * * W »
TOTAL STATE LINE W menmm———— * % LA * »
TOTAL THERMAL * o o o *
TOTAL COMBUSTION TURBINE * 2 * o * % *
OZARK BE.ACH * * " * * > " w
PURCHASES:
WRI (JEFFREY) PURCHASE * o .o NC I *
SPOT PURCHASE - . . < .
WIND PURCHASE * *o» * x o »
TOTAL PURGHASE . ‘e . - .
TOTAL NSI » ® W L P *

* % 4 =

* % % »

1 NP



ASBURY 1
ASBURY 2
TOT ASBURY

IATAN

RIVERTON 7
RIVERTON 8
RIVERTON 8
RIVERTON 10
RIVERTON 11
RIVERTON 12
TOT RIVERTON

ENERGY CENTER 1
ENERGY CENTER 2
ENERGY CENTER 3
ENERGY CENTER 4
TOTAL ENERGY CENTER

STATELINE 1
SLCC 1X1

SLCC 2X1

TOT SL.CC

TOT STATE LINE

TOTAL THERMAL

Expected Heat Rates (Btu/KWh)
2006-2009

2008

2007

»

*

* % * * *
*

*» & * * %

= % % *
*

» * % * ]

s % e e s

2008

2008

*

»*

- *

»

* w

*
*

* * * ¥

*  *  *  *  F
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Fuel Types For Each Supply Side Resource

Additional

Primary Fuel Secondary Fuel Start Fuel Fuel
Asbury 1 Asbury PRB Coal (~75%) Asbury Blend Coal {(~25%) Qil Tire derived Fuel
Asbury 2 Asbury PRB Coal (~75%) Asbury Blend Coal (~25%) - Tire derived Fuel
latan latan Western Coal Qil
Riverton 7 Riverton PRB Coal (~71%) | Riverton Petroleum Coke (~29%); Natural Gas Natural Gas *
Riverton 8 Riverton PRB Coal (~71%) | Riverton Petroleum Coke (~29%})| Natural Gas Natural GGas **
Riverton 9 Natural Gas Natural Gas Qil
Riverton 10 Natural Gas Natural Gas
Riverton 11 Natura! Gas Natural Gas
Riverton 12 Natural Gas Natural Gas
Energy Center 1 Natural Gas Natural Gas Oil
Energy Center 2 Natural Gas Natural Gas Oil
Energy Center 3 Natural Gas - Qil
Energy Center 4 Natural Gas - Qil
State Line 1 ‘Natural Gas Natural Gas Qil
SLCC 1x1 Natural Gas Natural Gas
SLCC 2x1 MNatural Gas Natural Gas

Approximate % blends are on an MMBtu basis

PRB is an abbreviation for Powder River Basin
* Riverton 7 has a rated capacity of 38 MW but a modeled max of 23 MW on coal & petroleum coke. Over firing with natural gas needed to reach 38 MW,
** Riverton 8 has a rated capacity of 54 MW but a modeled max of 45 MW on ceal & petroleumn coke. Over firing with natural gas needed to reach 54 MW,
CTs with oil as an additional fuel can burn oil if natural gas is unavailable or if oil is more economical

Schedule TWT-6
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Long-Term Resource Planning Process in Missouri

Since October 1999 Empire has been meeting with the Missouri Commission Staff
(Staff), Missouri Office of Public Counsel (OPC) and Missouri Department of Natural
Resources (MDNR) twice each year as an alternative to electric utility resource plan
filings. Empire hired Black and Veatch to perform a generation expansion plan in
September 2003 which was presented at a semiannual meeting. As part of the stipulation
and agreement (S&A) in the experimental regulatory plan Case No. EQ-2005-0263,
Empire is required to file a new resource plan in Missouri in July 2006. The details of
this filing can be found in the S&A. The S& A states that Empire will continue to hold
Integrated Resource Plan (IRP) presentations semiannually, and invite all interested non-
10U Signatory Parties (Parties). Empire issued a request for proposal (RFP) for baseload
capacity and energy for the 2010 timeframe. In accordance with the S& A, the proposals
were evaluated with the MIDAS capacity expansion module and the MIDAS Gold
integrated resource planning tool. Emptre hired the consulting firm that developed and
maintains the models—Global Energy Decisions—to assist with the evaluation. The
results of this RFP evaluation were presented to the Parties in September 2005. Empire
has recently issued an additional RFP for electric generation resources that would be put
in service after June 2014. The evaluation of these RFP responses will be included in the
July 2006 resource plan filing. The S&A also established the Empire Customer Programs
Collaborative (CPC). This group comprised of the Parties, will serve as a collaborative
that will make decisions pertaining to the development, implementation, monitoring and
evaluation of Empire’s Affordability, Energy Efficiency and Demand Response

Programs,
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STANDARDS OF OVERALL COMPANY PROGRAM

INTRODUCTION

The purpose of the Energy Risk Management Policy (RMP)} document is to
define the approach and intemal rules that The Empire District Electric Company
(EDE) will utilize to manage its power and natural gas commodity risk. The
content of this document establishes and describes the EDE policy in assuming,
assessing, and controlling the level of natural gas commodity risk exposure
involved in the normal course of serving EDE'’s native load energy requirements.

OBJECTIVES

It is the policy of EDE NOT to engage in financial or commodity transactions
unless they are related to underlying exposures related to supplying EDE's native
load or to hedge back-to-back off-system transactions. It is the express intention
of EDE to prohibit financial or physical commodity transactions that would
reasonably be considered outside of EDE’s cotre business activities.

The following are specific RMP objectives for EDE that represent a balanced
fimancial and operational focus:

OBJECTIVE #1

Provide an organizational structure to support management goals and budget
serformance by mitigaling energy price volatility and; hence, fimiting fluctuations
n the cost of supplying power to retail customers.

The RMP provides an organizational structure for effectively assessing and
managing risk associated with EDE's natural gas supply and wholesale power
activities. It provides a framework for effective control, audit, and reporting. The
procedures set forth allow for the management of operational risks without
placing undue restrictions on the operations of EDE.

DBJECTIVE #2

Allow utilization of physical and financial tools to provide a predictably priced
reasonable cost gas-supply.

lzDE's cost to generate, purchase, and supply power is greatly impacted by
fluctuations in the market price of energy sources such as coal, natural gas, oil,
and wholesale electricity. This RMP outlines procedures on how hedge positions
will be employed to limit these market fluctuations in the price of natural gas and;
hence, provide EDE with tools to manage expenses to generate, purchase, and
supply power for its customer base.
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RESPONSIBILITY FOR ENERGY RISK MANAGEMENT POLICY

The Officer Group as listed below is responsible for maintaining and overseeing
th= RMP:

The Officer Group is comprised as follows:

President and CEO

Vice Prasident - Finance and CFO

Vice President - Energy Supply

Vice President - Regulatory and General Services
Vice President - Strategic Development

Vice President - Commerciat Operations

From time to time, the Officer Group will report to the Board of Directors on the
risk management activities surrounding natural gas risk. Officer Group activities
shall include:

» Providing the Risk Management Oversight Committee (RMOC) authorization
to engage in those activities consistent with prudent risk management and
related trading practices which correlate with the native load requirements of
EDE; ' _

¢ Recognizing financial instruments such as futures, swaps, options, as well as
physical market position management, can be effective transaction tools; and

» Providing sufficient management involvement, financial controls, and systems
to monitor, report, and ensure the integrity of the RMP at all levels.

RISK MANAGEMENT OVERSIGHT COMMITTEE

The RMOC is charged to monitor aggregate risks and ensure they are managed
in accordance with the RMP. The RMOC will meet periodically to assess
avgregate risks and review EDE’s market positions and exposures and strategy.

The RMOC is comprised as follows:

Chaiman
Vice President - Finance and CFO

Members:
Vice President - Energy Supply
Vice President - Regulatory and General Services
Vice President - Strategic Development
Controller and Assistant Treasurer and Secretary
Director of System Operations

Non-Voting Internal Control Members:
President and CEO (see exceptions at Appendix 12)
Director of Internal Audit
Fuel Accounting Manager
Wholesale Energy Trader(s)
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RMOC RESPONSIBILITIES

« Approve Hedging Strategies - Develop and approve strategies that achieve
risk management objectives.

¢ Individual Trading Authorization - Approve a list of individuals authorized to
establish trading relationships and execute trades. The hierarchy of oversight
will include opening futures accounts, executing International Swap Dealer
Association (J1SDA) master agreements, placing futures orders, and entering
into transactions per a master swap agreernent.

+ Set Transaction Exposure Limits - Approve fimits on volumes and length of
coverage of all outstanding physical, futures, options, and Over-the-Counter
(OTC) positions.

» Ensure_ Credit Approval and Documentation - The credit approval /
monitoring process is described in Appendix 12: Trader Authorization and
Appendix 1: Credit Risk / Procedures Policy.

o Establish Procedures and Develop Reporting Systems - Ascertain
appropriate checks and balances are in place and financial reporting is
correct.

» Establish Approved Counterparty List - Establish an approved counterparty
trading checklist to be used by the Wholesale Energy Group.

Any member of the RMOC has authority to call committee meetings and the
r2sponsibility to ensure that all activities are in accordance with this program. The
‘committee may meet in person, through telephone conference calls, andfor
electronic mail. The RMOC secretary {who is not a member of the RMOC) wili
keep regular minutes and records of meetings and actions.

A: any time a RMOC member believes the committee has failed to adequately
eddress a situation in which the member believes price or credit speculation is
taking place, that member shall submit a written statement describing the
concem to the President and CEO or the Director of internal Audit.
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RMOC CYCLE
| Risk Management Cycle I
‘ - Board of Directors
" Officer Growp *
Define Philosophy for
i Managing Exposures
’ |
Specify Corporata
| Ofjectives
v
Identify and Quantify
Business Rigk Exposures as Re-Access Strategy &
They Retate to Objectives Implement Changes As
4 Appropriate
Specify Roles, Authorities, Report Qutcomes

Limits and Controls

|2

IS

N

Crrervee Strategy Execution

/

CDOMPANY EXPOSURE

Evaluate Performance

EDE's exposure spans activity in both the physical fuels market and the financia!
derivative markets that have developed to accommodate natural gas and power.
Without risk management, EDE will be subject to cost and pricing uncertainty, as
wall as uncertainty in meeting budgeted earnings and cash flow.

The primary components of EDE's risk exposure are operations risk, market risk,
and credit risk. The RMP is designed to address the management of these risks
in the aggregate.

OPERATIONS RISK
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Irvolves the potential increased cost for items such as providing replacement
power to serve customers due to the unscheduled outage of generation plants,
interruptions of power purchases from other parties, or interruption of gas supply.

MARKET RISK

—

Involves the potential change in value of a commodity contract, liability, or cash
flow caused by adverse fluctuations in market factors over a pre-defined holding
period. Types of market risk include:

+ Price Risk - Uncertainty associated with changes in the price leve! of
commodity fuei costs.

o Liquidity Risk - Risk associated with the diminished market activity of a fuel
commodity.

« Volume Risk - Supply or demand deviation from forecast (for example, the
risk of not having enough or having too much natural gas to meet forecasted
obligations). Volume risk is highly correlated with price risk because availability
of wholesale electricity is high and price low when the weather is mild causing
reduced volume need. Conversely, when weather is extreme causing an
increase in our underlying needs, the price of wholesale electricity may
increase exponentially.

« Calendar Risk - Exposure due to time differential in commodity value between
actual physical delivery and financial position expiration.

« Basis Risk - Exposure due to a difference in commodity value betweén
different delivery points or between cash market prices and the pricing points
used in the financial markets.

COUNTERPARTIES/CREDIT RISK

A component of the overall RMP is the management of credit exposure. EDE's
exposure is different when transacting on the New York Mercantile Exchange
(MYMEX) versus when transacting OTC,

The creditworthiness of trading partners or clearinghouses is a function of both
qualitative and quantitative factors. Such factors are centered on the credit rating
assigned to a company by major credit rating services and an evaluation of the
company’s ability to financially meet its obligations to EDE. Typical sources of
credit-related information are credit rating reports (published by one or more of
the commonly recognized rating agencies, such as Dunn & Bradstreet, Standard
& Poor's, or Moody's), general market intelligence, electronic news releases, and
other pubiic information sources. Based on these resources, the RMOC will
provide oversight as to each approved counterparty's credit exposure limit.

Credit risk associated with maintaining an account with a futures clearinghouse is
considerably less than that with OTC counterparts. This distinction exists
bocause the collective clearinghouse members of NYMEX, which includes
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virtually every major energy company and financial institution in the country,

guarantee the performance on all positions placed on the exchange. Requiring
margin deposits and daily mark-to-market by clearinghouse members allows for
incremental monitoring and control of transactions and eliminates the potential

for sudden defauits on contracts.

ESTABLISHING CREDIT RESPONSIBILITIES

As defined in Appendix 1 - Credit Risk / Procedures Policy, establishing limits
and creditworthiness monitoring will be done independent of the trading function
and will be performed by the Fuel Accounting Manager in Finance (with oversight
by the RMOC), in order to guarantee appropriate segregation of duties within
EDE. All trading activity with a particular counterpart who no longer meets EDE's
cradit standards will be halted. A Counterparty Credit Exposure Report will be
included as part of the weekly Position Report described later. The report will
summarize the total amount of exposure by counterparty by hedging instrument
based on current mark-to-market amounts.

HEDGE STRATEGY

EDE's Missouri retail rates are not subject to a fuel cost adjustment clause.
Missouri legislators did pass a fuel adjustment clause in the summer of 2005.
However, at this time EDE is stipulated to operating under a three year Interim
Energy Credit mechanism that began March 27, 2005. As such, the only time
EDE's rates are adjusted for changes in fuel costs is during a rate proceeding.
The regulatory schedule for a rate proceeding in Missouri requires 11 months
fram the date of filing before new rates come into effect. Adding preparation time
for a rate case, this period could stretch to 12 or 13 months. This reguiatory
schedule combined with the volatility of natural gas necessitates that EDE focus
o procuring fuel over penods longer than 18 months to help prevent EDE's
revenues from lagging its costs. The Kansas Corporation Commission has
approved a fuel adjustment clause that will become effective January 1, 2006.
EDE’s strategic focus addresses both the regulatory structure and volatility by
a'tempting to protect against volatile natural gas costs for EDE planis. To best
utilize the economic trade-offs between generating with on-system resources
versus buying non-firm wholesale power, EDE will apply risk management
sirategies. EDE will attempt o lessen the risks associated with variances in the
veiume of fuel consumed relative to budgeted fuel consumption volume.

EDE’s specific hedge strategy goals are to provide for predictable fuel and
purchased power costs over a multi-year period and to provide a framework to
aliow EDE to manage its risk positions.

EDE's RMP is designed to provide the Wholesale Energy Group with a more
comprehensive set of tools to mitigate the adverse impacts associated with
cl'anging natural gas or wholesale electricity prices.
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ENE's risk management strategies involve an active and continual "mark-to-
market” assessment of market conditions to match its supply portfolio to its
portfolio of retail and wholesale obligations.

In effect, these strategies set out to determine how much market risk is
reasonable to best minimize costs and volatility, while stilt providing EDE’s
. customers with reasonabie fuel costs.

An overview of the hedging targets for natural gas is outlined below.

NATURAL GAS

Al least yearly, EDE will model its electric system with a production cost model to
establish an expected gas bum for retail load for each of the next four years. This
budgeted gas bumn will be the same as that utilized in EDE's financial projections.

From time to time as conditions change (i.e. unit outages, gas commitments,
purchase power commitments), the Wholesale Energy Group shail re-model
EDE's system to establish a new "expected” gas burn for native load.

EDE will utilize the following procurement guidelines:

e Hedge a minimum of 10% of year four expected gas bum
e Hedge a minimum of 20% of year three expected gas bumn
e Hedge a minimum of 40% of year two expected gas burn
» Hedge a minimum of 60% of year one expected gas bum

The Wholesale Energy Group will have the flexibility to hedge up to 80% of any
year's expected requirements while being cognizant of volume risk. For years
bayond year four, additional factors of long term uncertainty in required volumes,
counterparty credit, etc. should also be considered.

{By December 31 of current year we should have a minimum of 60% of the next years
projected gas burn hedged.)

This progressive dollar cost averaging approach is intended to protect our
customers and shareholders from volatility in the marketplace. In addition, the
progressive approach allows for increasing uncertainty of gas needs inherent in
forecasting events occurring further in the future.

If changes in expected gas burns occur that make us more than 100% hedged in
ary given month, immediate steps will be taken to reduce our hedged position to
1(10% or less.

INTERNAL CONTROLS

internal controls are essential in ensuring adherence to the RMP and include the
authorization of acceptable instruments, limits, and credit standards. Additional
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checks and balances including segregation of departmental duties, market
pusition monitoring, and a management reporting structure should be in place to
verify and reconcile the integrity of EDE's risk management activity results.
EDE's accounting policies and key controls relating to our hedging program are
detailed in the Power & Fuel Cycle section of our Sarbanes/Oxley
documentation.

SEGREGATION OF DEPARTMENTAL RESPONSIBILITIES

A1 appropriate segregation of duties is fundamental in controling EDE’s risk
management operations and includes activities such as approvals, verifications,
and reconciliations. A clear separation between transacting, credit review and
approval, margining and cash settlements, and accounting has been established
with respect to the RMP.

Wholesale Energy Group, Finance, and Intemal Audit are the departments most
directly impacted by energy supply risk management activities.

AUTHORIZATION PARAMETERS

IMNSTRUMENTS

A primary responsibility of the RMOC is the review and approval of tools
acceptable for impiementation of the risk management strategy.

The various hedging instruments that EDE is authorized to use by this RMP is
described as follows:

+ Physical Forward Contract - Contract for future physical delivery of a
designated quantity of a fuel source or power supply at a designated price,
time, and location. Physical forward contracts obligate both the buyer and
seller to accept the agreed-upon price, regardiess of the market price when
the delivery takes place.

« Futures Contract - Standardized binding agreement to buy or sell a specified
quantity or grade of a commodity at a later date. Futures contracts are freely
transferable, can be traded exclusively on reguiated exchanges, and are
settied daily based on their current value in the marketplace.

o Put Option / Call Option - Contract giving the holder the right, but not the
obligation, to purchase or sell the underlying futures contract at a specified
price within a specified period of time in exchange for a one-time premium
payment. The contract also requires the writer, who receives the premium, to
meet these obligations. (Use of these instruments in a manner that precludes
them from falling under hedge accounting treatment is prohibited.)

« OTC Instrument - Any financial or physical instrument that is customized and
created by a counterpart to replicate the risk profile associated with a
commodity. The OTC swap is a contractual agreement between two parties to

10
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exchange a series of cash flows, for a stipulated period of time, based on
agreed-upon parameters and price fluctuations in some underiying commodity
or market index. There is a monthly settlement price, which is the difference
between the fixed price of the contract and the index price in the publication
for that month's date. If the index price for the defivery period is higher than
the fixed price of the OTC contract, then the seller pays the buyer the
difference. If the index price is lower, the buyer pays the seller the difference.
This policy approves the use of OTC forwards and options for
natural gas and power. Power examples include: 5x16, 7x24, 5x8, 2x24, 7x8,
1x16, etc. (Use of these instruments in a manner that precludes them from
fatling under hedge accounting treatment is prohibited.)

LIMITS

AUTHORIZED TRADERS AND TRADING LIMITS

e "Round Trip" Trades Prohibited - "Round trip" transactions shall be strictly
prohibited. Round trip transactions, as used herein, refer to simultaneous (or
nearly simultaneous) energy purchases and sales of equal duration, price and
volume. Employees engaging in such transaction shall be subject to
progressive discipline up to and including termination of employment.

+ Off-Premise Trading - Off-premise trading is not allowed. One-time trades
may be done with the approval of a senior officer.

Authorized traders, along with approval and transaction limits, are listed in
Appendix 12.

RIZPORTING POSITION REPORT

The Position Report contains a list of all open and recently closed transactions
for EDE trade-based activity and serves as a crucial element of RMP conirol and

management. The Position Report has multiple applications for risk management
review that includes account transaction tracking and evaluation as well as

o-erall performance evaluation.

Tne Position Report is updated as transactions occur and distributed weekly by
th= Wholesale Energy Group (WEG). its primary objectives are:

¢ Allow for marking individual transactions to market;

» Provide data for transactions as weli as porifolio analysis; and

o Simplify accounting and program results evaluation through analysis of the
closed positions list.

MARK-TO-MARKET

1
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All positions will be mark-to-market (using the appropriate NYMEX prices or other
suitable market indicator as defined by the underlying contract) weekly or as
determined by the RMOC on the Position Report by Wholesale Energy Group.
This analysis is performed to appropriately reflect the current value and cash
fiuws associated with open positions and to provide timely information regarding
EDE's market risk and exposure.

The Wholesale Energy Group is responsible for verifying the validity of the
market data used in mark-to-market calculations through the Position Report,
with Finance performing a subsequent review as a check on this report's
accuracy. On certain OTC positions, it may be difficult to obtain an accurate
mark-to-market value. In these instances, Wholesale Energy Group will provide
tha most precise estimate of values and will identify the source and reliability of
th2 data. ‘

ADDITIONAL MANAGEMENT REPORTING

Management reports are to be based on the principles of adequate compliance
limit monitoring, accuracy of data sources, and frequency and quality of
in‘ermation. All reports should communicate the price risks assumed by EDE.
Information pertaining to performance measurement and program evaluation will
be: included in required reports and will be used as a basis for RMOC discussions
and future strategy setting.

MINIMUM REPORTING REQUIREMENTS

The foliowing table identifies the various reports to be generated by different
departments or management leveis, the normal regularity, and circulation of the
document.

' - L 4 Normal
Report - | Distribution Froquency Originator
WEG
. Fuel Accounting Weekly and Quarter-
~Position Report Manager End WEG
RMOC

Man Financial

Account WEG
' Statements Vi Fuel Accounting Daily — Others RMI

>Mments via Manager.

emaii

Minutes of As soon as possible

RMOC RMOC after RMOC meeting | RMOC Secretary

Meetings (5-7 business days)
' RMOC

Counterparty | e WEG (as reviewed
~ Credit .

E Fuel Accounting Weekiy by Fuel

Xposure Manager AccountingMgr.)

: Report

12
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DISCIPLINE

Aay violation by an employee of the RMP will be subject to the Progressive
Discipline Policy as outlined in the Personnel Policy Manual of EDE.

POLICY REVIEW

On a periodic basis, the RMOC will review and mutually make a recommendation
tc the Officer Group on the acequacy of the RMP and any necessary changes.

CONFLICTS OF INTEREST

Parsonnel responsible for executing and managing EDE's trading activity will not
be authorized to enter into energy-related commodity transactions on behalf of
others or themselves unless specifically approved by the RMOC.

DUTIES AND WORK FLOW

Appendices are listed as follows:

Credit Risk and Procedures Policy - Appendix 1

Duties for Wholesale Energy Group - Appendix 2

Duties for Finance - Appendix 3

Duties for Auditing - Appendix 4

Work Flow to Execute Trade - Appendix 5

Procedure for Hedge Transactions and Reconciliation - Appendix 6
Trade Ticket - Appendix 7

Confirmation Procedure - Appendix 8

Position Report - Appendix 9

Mark to Market Report - Appendix 10

Broker Account Statement - Appendix 11

Authorized Traders - Appendix 12

Wholesale Energy Group — Purchase and/or Sale Pre-Approval Form -
Appendix 13

13
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APPENDIX 1

THE EMPIRE DISTRICT ELECTRIC
COMPANY

CREDIT RISK/PROCEDURES POLICY

January 11, 2005

Services You Count On

14
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I: INTRODUCTION

The purpose of this policy is to establish a consistent process whereby the credit
risk of future financial loss due to counterparty physical or financial non-
parformance is significantly diminished for energy purchases and / or sales. This
Credit Risk/Procedures Policy will govern any energy transactions relating to
natural gas and / or purchased power conducted by Empire District Electric
Company.

Ii: POLICY OVERVIEW

Ir. general, all energy suppliers and / or purchasers will be subject to a financial
review in accordance with Empire District Electric standards for determination of
creditworthiness. Evaluation of a company’s financial strength and its ability to
dzliver its product or to pay is crucial.

A credit review cannot be viewed as the mechanism to prevent any and all
Icsses, but it can help identify those companies where performance has been a
problem in the past or may present a problem in the future. Established limits
combined with proper monitoring oversight will help Empire District Electric to
e‘fectively mitigate possible losses due to counterparty insolvency.

I'I: RESPONSIBILTIES
Risk Management Oversight Committee

The Risk Management Oversight Committee (RMOC) shall give final approval for
a:| credit policies and procedures. In today's business environment, a
formularized credit rating approach for rating counterparties may not be
piactical. The RMOC will provide oversight by reviewing weekly Position Reports
produced by the Wholesale Energy Group {WEG) and by formal discussions of
counterparty credit limits, credit risk, credit exposure, etc. at the RMOC
meetings. The Fuel Accounting Manager will provide monthly credit rating status
reports of counterparties. WEG will report on credit exposure by counterparties
ir the weekly Position Report.

AMOC Committee Members

15
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This group is defined in the Energy Risk Management Policy.

Fuel Accounting Manager

The Fuel Accounting Manager shall monitor the credit exposures created through
the trading of energy and derivative products, and ensure that the RMOC is
aware of any inappropriate credit exposure.

Primary Responsibilities include the following:

On-going monitoring of existing counterparty credit/financial strength, see
On-Going Financial/Credit Strength Monitoring Procedures section below
Monitor credit exposures created by the trading of energy and / or
derivative products, see On-Going Financial/Credit Strength Monitoring
Procedures section below

Oversee the development and administration of systems necessary to
support the above activities

Monitoring trade activity with each counterparty

Wholesale Energy Group

The Wholesale Energy Group optimizes the use of generation, purchased power
and natural gas as outlined in the Energy Risk Management Policy.

Primary Responsibilities include the following:

| ]

Keeping abreast of market trade talk and communicate knowledge to the
Fuel Accounting Manager

Coordination of legal documentation appropriate for each counterparty
such as Master Agreements, International Swaps Derivative Agreements
(ISDA), etc.

Monitoring trade activity with each counterparty

Legal Services

16
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An outsourced legal services group shall be used by the Wholesale Energy Group
in counterparty agreement negotiations. While it is not always possible to
achieve, the Wholesale Energy Group will work with legal services to seek netting
and/or set-off agreements with counterparties on all contracts.

Natting provisions allow counterparties to settie with each other the net of all
transactions for a given period rather than gross amounts involved in a series of
transactions. If a company buys power from 2 counterparty and also sells them
power, the final transaction will take both aspects into consideration and pay the
difference between the two. The non-defaulting party may also perform a
claseout of any existing positions and include this balance in the netting
calculation. This provision can eliminate a large amount of downside potential
associated with counterparties that default.

Set-Off can be viewed in simple terms as netting among different governing
ajreements. For instance, Empire District Electric may be transacting both
electricity and natural gas with the same counterparty under two different
governing agreements. Set-Offs aliow for amounts owed or received uncer both
ajreements to be netted against each other.

On-Going Financial/Credit Strength Monitoring Procedures

The Fuel Accounting Manager shail be responsible for reviewing on an on-going
busis the credit rating status of counterparties. In addition, the Fuel Accounting
Manager will follow business news reports on counterparties for any potential
information that may indicate a change in creditworthiness. The Fuel Accounting
Manager will also work in close contact with WEG to stay abreast of any current
nagative supplemental information gained from direct contact within the energy
industry.

I any declining creditworthiness information develops on a counterparty, such as
their credit rating is downgraded by Moody’s or Standard and Poar's, the Fuel
Ar:counting Manager wil! notify the RMOC of such development by email.

Furthermore, if a counterparty’s credit rating is downgraded to below investment
grade (Ba by Moody's, BB by Standard and Poor’s) or below, the Fuel Accounting
Manager will additionally notify the Chief Financial Officer, Controller and Vice-
President of Energy Supply by phone of the dawngrade. The Fuel Accounting
Manager would also notify the Wholesale Energy Group to halt any further trades
with this counterparty untii further notice. Any member of the RMOC couid then
call a special meeting of the RMOC for discussion or add this information to the
ajenda of the next regularly scheduled RMOC meeting.

17



APPENDIX 2

WI-OLESALE ENERGY GROUP

Schedule TWT-8

Responsible for analyzing the market and developing appropriate strategies and tactics

in line with the RMP.,

Responsibilities include the following:

Wholesale EnergyG ou

Develop risk management -
strategles in accordance with.
approved RMOC program

:

Identify areas where hedping can
be used to meet RMP objectives
and present them to the RMOC for
approval. Make decisions -

suppocted by moded runs.

‘

Initate and execute physical,
NYMEX (futures and options) and
OTC (Swaps) trades at neaded
volumes and calendar lengths
within set mits

h 4

Maintain mark-to-market reports
with data provided from the
Position Report
]

|

Dally and monthily, rack the
detalls of the trades |n updated
pasition tracking reports that
shows overall exposure of hedged
positions agalnst volume limét
requirements

18
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APPENDIX 3

FINANCE

Responsibie for the provision of financing Wholesale Energy Group hedge transactions.
In acldition, Finance will crosscheck hedge positions placed by Wholesale Energy Group
in phvsicals, swaps, futures, and options for accuiracy and accordance with EDE's RMP.
Accountable for review of account balances for any associated margin requirements
with day-to-day activity and also responsible for the following:

" Finance .

Perform credit-analysis, approvat, ;\a'nd,'@mit' monﬁonng
v

Reconcile dally actMty repons from Wholesale: Emrgy
Group and dally statements from brokers and banks

independent of l:he Position report -

3

Approve, send and verify wire transfers in of out of
trading accourts’

x

Dedde whether or not to put trading funds into m‘nerest
beanng treasury bﬂlsorcash e

Review accuracy of monthly actount statements fmm
broker. pertalning to margln acmunt ba}anc&s

Alert RMOC when transactions taken exceed the limits
and standards of the RMP on any discrepancies from this
policy as well as any cther irregularity, which could
expose EDE to finandal or legal lability

]
v
Develop and apply acoounting policies to financiat:

transactions {compllant with FASB B0 or FASB 133 (as
amended by FASB 149) to the extent applicable) - -
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APPENDIX 4

INTERNAL AUDIT
Revizw documentation as needed to verify the RMP defined limits of EDE hedge

transactions and operations and will periodically confirm the internal controls in piace
are efective in protecting the objectives of EDE's risk management program.
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APPENDIX 5

FOR ANY HEDGE TRANSACTION

{(Physical, Exchange-Traded or OTC)
*Pigase reference Appendix 6 for a graphical representation of this process

DAILY

1. Monitor Market Prices/identify Need for a Hedge in line with Hedging Strategy
Objectives

v Wholesale Energy Group will monitor prices for opportunities to meet RMP hedge
goals and objectives.

Datermine Best Strategy within Limits to Achieve Hedging Objective
Within the RMOC approved limits, Wholesale Energy Group wilt determine the best
hedge strategies to implement in line with objectives.

v For any chosen strategies that exceed a specified time period or dollar limit, the Vice
Fresident — Energy Supply must verify that the chosen hedge transaction meets

chjectives.

b

Confirm Counterparty Meets Credit Requirements

For an OTC transaction, the prospective counterparty must be crosschecked with
t12 Approved Counterparty Credit List for credit verification,

A o

4. Implement Transaction .
v \Wholesale Energy Group prepares internal documentation for current order.

Communicate Order

\Wholesale Energy Group executes a hedge with broker and/or counterpart by
picking up the phone and caliing in information that is simultaneously recorded via a
trading ticket (reference example in Appendix 7 in next section) which is date/time
stamped and entered into a position tracking report and FUTRAK software.

>

6. Brroker Documents and Executes Transaction

v’ In addition, the broker and the NYMEX fioor representatives keep their own trading
tickets to document the transaction.

7. Yerify Transaction (Verbal and Written)

v’ Broker and/or counterpart verifies hedge fill via phone initially to Wholesale Energy
{Sroup.

v’ Written confirmations will be sent to Wholesale Energy Group and Finance the
following business day via e-mait or fax. The confirmation/contract is examined by
th2 WEG Energy Trader for accuracy by crosschecking to the input on the trading
licket. if everything is in agreement, the appropriate WEG representative (as
defined in Appendix 12, Trading Authorities) will sign the confirmation/contract and
fax back to the counterparty. If there are disagreements, these will be resolved and
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then the corfirmation/contract will be signed and faxed to the counterparty. A copy
cf the trading ticket is sent to the Fuel Accounting Manager to be matched up with
the confirmation/contract.

Confirm Accuracy of Transaction

Wholesale Energy Group crosschecks daily broker Account Statement confirmations
against internal Position Report for accuracy

Wholesale Energy Group provides mark-to-market reports that tracks the value of
the hedge based on current market price.

Track Positions

“his Wholesale Energy Group Position Report is forwarded to Finance as a check
for accuracy on market value and is compared 1o the broker daily Account Statement
report.

10). Reconcile Positions Daily with Broker via Finance
v" On a daily basis, Finance will determine and verify cash flow receipts and

obligations. If EDE is on margin call, funds will be wired to the broker to keep the
hedge account equity in line with the current market value.

MONTHLY AND ON-GOING

1

«’

2.

V/

Reconcile Monthly Account Statements

IFinance reconciles broker andfor counterpart statements with intermal Position
Report and FUTRAK software.

Review of Transaction/Reporting

On a monthly basis, Wholesale Energy Group will review with the RMOC the
strategy and positions taken. On at least a semi-annual basis, the results of the RMP
hedge strategy will be reported to the Board of Directors by the RMOC.
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APPENDIX 6

‘PROCEDURAL FLOW
FOR
HEDGE TRANSACTIONS & RECONCILIATION

Hrdrs . i D ar o :
3 =1 3 & k] Sa
i Yrading
1 Monor market prices ’ 2 Verify hedpe metts sirategy
tor hedging snd s within authonzed bmms
opportunbies within
RMOL approved

orooram Confirm counterpart

meets credd
requIrements

4 Prepare acuon request
stating purpose of

necge, related physicat

powtion, st of heage,

and ather relatec info

Documents
order/ communcaben and
executes lrade

[ Communicate order for
approved hedge with
Broker via a trading
tckel that 15 datejume
samped & entered into
1 position tepoMt

CERS AR S

Verrfies transbcion
verbally day of trade and
& report the following
morrung 1 accessible g

Onte accuracy 1s

7 the Internet to Wholesaje
detarmaned on Energy Group and Raance
& confimmymntrac,
sgned copy 1 sent to
8 broker/counterpart and
Finance [nput hedge market” report and
results imo Postion compare with broker
Redort, and develop slatenents
rnark-to-mariet repor
[+] Venty margin
Send position repont FRGHr ETenT,
9 and mark-to-market 3pprove, and wire
repart to Finance & funds to or request
recontile exgess from
POSILONLMATHNS wath clernnghouse ag

broker - If on margn
call, then commumicate
to Finance and gain

theu approval
- - At end of manth, prepare
At and of month, At end of monch, mstruct manghiy tgpon.sprand
prepare monthly traders of upcoming communicate hedged postions
reports financial hedge to CFO and RMOC
AEpIUDNS AN [reDRTE venfy cash fiow obliganions
monthly repers and receips
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APPENDIX 7

TRADE TICKET
The ability to internally track hedge transactions is crucial to providing an audit trail
whereby all parties involved in the decision-making process are notified of a hedge
position. This notification of a transaction is also the primary document in tracking a
hecige and providing information for the Position Report. Included in the document will
be the volumes hedged, the price or instrument used, the length of time for the hedge,
aricl the counterpart to the transaction. Internal Trade Transaction Tickel(s) are included
on the following pages.
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Eneryy Trade Confirmation Sheet A
Trader: Greg PSE; EDE
Trade Ticket Number G082203SA Path: EDEMWRI
Datiz 8/22/2003 ) Sale
[_. Cost
HE MW S/IMWH $ $/MWH Cost §
0100 0 0.00
0200 0 0.00
0300 H 0.00
0400 0 0.00
0500 0 0.00
i 0800 0 0.00
0700 0 0.00
0800 0 0.00
0900 0 0.00
1000 o 0.00
1100 0 0.00
1200 0 0.00
1300 0 0.00
1400 0 0.00
1500 0 0.00
1600 0 0.00
1700 30 75.00 2250 64.73 1,841.90
1800 50 70.00 3500 6473 3,236.50
1900 0 0.00
2000 0 0.00
2100 0 0.00
| 2200 0 0.00
2300 0 0.00
2400 ] 0.00
___D2AA
Totals 80 5,750.00 5,178.40
Comments: Net Margin: 571.60
Solel to Westar.
Avg cost 64.73
Avg
revenwe 71.88
Dezl tvpe:
WS=P
Ecoromy Sale
Fax or Voice
Confirmation voice
Margin: ' 7.15
Source Unit Cost:
Source Unit; £C unit 2 SMWH 64.73
Supervisor's
Incentive amount: initials:
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a2

Emgire District Electric Company Trade
internal Trade Transaction Ticket Trade Date 9-Sep-
Trade Time 11:50
Euy:Sell Instrument Type Strike Price Market
Euy Futures Normal NYMEX
Premium
Location Quality Dalivery Start Date Exercise
keny Hub Firm 01-Jul-05
Delivery End Date Settlement Date
31-Aug-05 31-Jul-05
01-Aug-05
Frize Type Price Differential / Volumetric Quantity
Flxe3 458 Jul-05 Ratg
458  Aug-05 Total Qty 200,000 Juk0%
200,000 Aug-05
Trarsmission/Transport Charges Scheduling
Ceunter Party Mark-to-iarket Broker Commigsion
NYMEX Henry Hub
Generaj
Erergy Trader: Greg
Ereigy Trader's
Trarsaction Objective Based on Empire's Risk Management Policy
FLrchased gas futures to financially lock in a portion of Calendar 2005 gas
L
Midcite Office - Risk Management Doug Gallemore
Ezch Office - Accounting Doug Gallemore
Jay
Eack Office - Tax Accounting Williams This Transaction complies with:
Ordinary Property Obligations
(IRC Section 1221
Identification
{Treas. Rags. Section 1.1221-2(e))
Cistribution: Energy Trading
Risk Management
Tax Accounting
Treasury
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~ONFIRMATION PROCEDURE

Exchange Traded Confirmations

Wholesale Energy Group will verbally confirm every transaction with broker and/or counterpart on the trade
date. Trade confirmations on the daily open position statements will be sent by the broker (on the following
business dziy) to Wholesale Energy Group and Finance. Wholesale Energy Group must check for accuracy
on the following business day, input updates into the position report, maintain a mark-to-market report, and
forward said report to Finance. Finance is responsible for verifying the confiration against the transacting
records anc 2ntering the transaction into FUTRAK,

Physical and OTC Financial Confirmations

Wholesale Erergy Group must verbally confirn every transaction with the broker/counterpart on the trade
date. For phvsical and financially settied OTC transactions, written or email confirmations of the applicable
business terrie and conditions will be completed by Wholesale Energy Group and forwarded to Finance by
the end of the second business day following the trade day. Finance is responsible for verifying the
confirmation against the transacting records.

The foliowing procedures will be adhered to at all times:

» The tradar will review a copy of the confirmation for completeness and initial the confirmation.

« The trader will enter the trade into the Position Report. The Fuel Accounting Manager will enter the
trade into FUTRAK.

1 Confirmations will be completed, signed, and sent to the counterpart by WEG within two business days.

« Original trace tickets and confirmations will be kept by Finance until after the transaction has settled.
Once the transactions have settled, the confirmations and tickets will be maintained.

27



Schedule TWT-8

APPENDIX 9
POSITION REPORY EXAMPLE
Thi Empire Districl Elactric Company
Gas Position Sumraary as of October 6, 2003
November | Decamber | Nov-Dec | Year 2004 | Year 2005 | Year 2006 | Year 2007 Nat
2003 2003 2003 B0% min 40Y% rin 20% min 10% min_| AlUYears

Budoet TTH 304,656 | 882500 [ 1,277,248 | 10,497,844 | 10,261,182 | 12232134 | 12,884,706 | 48,148.111
Expacted OTh 510.900 | 877,800 | 4,388,700 | 10,492,844 § 11,261,182 | 12,232,134 | 12,884,705 [ 48,250,568
Podicy Mirirum hadgud DTN (2} 408,720 | 702240 ) 1.110.980 | 6,205,706 | 4504473 | 2446427 0 [ 14,357.568
Policy maximum bexlgec DTh 510,900 | 677.800 | 1.33R,700 | 8,334,275 | 6,756,709 | 4882834 | 2,370,991 | 24,005,479
Amcart Haoged Focn Uniide Volatdily 395,000 | ars.000 [ 1.070.000 | 6.620,000 | 3,800,000 | 1.300.000 800,000 | 13.300.000
“percaniage TV ™ % 2% % 1% % )
Atnourd Hedgad from Dnwnaida Volatiity 395,000 675,000 | 1,070,000 | 6,620.000 [ 3,800,000 | 1.300.000 800,000 | 13,39C.000
pecAnEge IT% 7% % 3% Y% 1% 3% aT%
Bookou! Der physicnl 10, Al poslions -3.650 4,718 «4.188 -10.091 as4g 3.088 4203 1870
Avarage Cos\ per Dty Nudged 2.288 1384 2981 3312 4410 4488 4.203 3813
Nat &% Positions Marks| 10 Merket § (1) 818,435 950,095 | 1,768,530 | B.844.225 | 1,478,350 211,800 45,800 | 12,348,308
PHYSICAL HEDGES

Purchasad Dth 100,000 100,000 | 200,000 500,000 | 2,400,000 | 1,000,000 800,000 | 4,800,000
Purchased 3 325,500 325,500 651,000 | 2,256.000 | 9,636,000 { 4,050,000 | 2,521,500 | 19,114,500
Purchased $0Th 3258 32585 3.25% 3.T60 A0 4,983 4203 1982
Memet $ 452,500 478.500 | 931000 | 2789475 | 10,955400 | 4.199.500 | 2,567,100 | 21,442,476
Madcat 3/70¢n (oh Wik.arni Pigallne) 4,525 4TS 4.85% 4. 649 4.585% 4.200 4279 A AST
GalV{Lods) VMALE SUTar | market 127,000 153,000 | 280,000 533475 | 1,319,400 140,500 45,600 | 2327975
FINANCLAL HEDGIES

SwpFutures Dth Pul thased 375,000 375,000 750,000 | 6,300,080 | 1,400,000 300,600 0! 8750000
Nat Coal. KDt 3.093 1033 3.093 3.307 4.8 4848 0.000

Larcet $0th (81 Hare s Hub or Swap 4,296 4.652 4524 4.052 4411 [§.LT) 0.000

Swap Setvoment - 124 / (Peyment) 438,475 584,575 8,474,350 158,950 62,100 -| 9,768,650
Svag/Putures Dth Bold or Bettie 280,000 0| 280000 280,000 0 0 0 560,000
Net Coxt. 3D1h 4918 0.000 4935 4.550 0.000 0.000 0.000

Hlarket S0 2l Henc/ HuD o Swap 4767 0.000 4767 4738 0.000 0.600 £.000

Sump Sotlament «|lac & ¢ / (Paymany) 42,040 - 47.040 | (163,800) . - =} (118,760}
Call Dth (Buy a Call) 0 [} 0 a ] 0 0 0
Ca¥ Stoe $/Dth 0.000 G.000 ¢.000 0.000 0.000 0.000 0.000

Market &Oth (al Hunry Hub of Swap ©.000 0.000 £.000 £.000 0.000 0.000 0.000

Cosl of Cal #7000 0.000 6.000 0.000 0.060 0.000 0.000 0,000

Value § of Cali Pos ban - - . - - - . 0
[Cost) § of Call Pot iticr, . . - - - - 0
Collas Dth 200,000 200,000 | 400,000 . . - . 400,000
Figar $Tth 1.350 3.350 1.330 Q.000 3.600 4.000 0.000

Lailing 3O 4.000 4,000 4.000 0.000 0.000 a.0a0 0.000

Markal /0t (a1 Hasr/ HUD of Suap 487 5.0H 4.901 0.000 0.000 0.000 0.000

Cosl of Floor 3/Dth 0.000 0.000 0.000 0.000 ©0.000 £.000 0.000

Vaiue of Calleg $/0th 0.780 1.063 0.521 0.63 0.000 0.000 0.000

{Cout} i Value 3 of Sokw Toshilon 155,920 212,520 368,440 - - - . 388 440
P DN (Sek 4 Puy Q ¢ 0 a 0 hY 0 1)
Pul Stike 30 6.000 0.000 0.000 0.000 0.000 0.000 0.000

Morkat £t (at Henry Hub or Swop 0.000 D0.000 0.000 0,000 0.000 0.000 0.000

Reverwe from Put /0 1A 0.000 0.200 0.000 0.000 2.000 0.000 ©.000

Vaiud § of Pt Paritien - - - . - - - 0
[Casi) ¥ of Frd Posior . . - - - 0

Nole 1: 3askal detu ui ng NYMEX Closs Prices a5 of Qclobar 3, 2003,

Kot 2. Policy funlivu i 0d maximume we 1 203 12903 argwa
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VARK-TO-VIARKET REPORTING

As mentioned previously, all positions will be "mark-to-market” (using the appropriate NYMEX prices as
defined by th2 underlying contract) weekly. This analysis is performed by Wholesale Energy Group to
appropriatety reflect the current value and cash flows associated with open positions and to provide timely
information recarding EDE market risk and exposure. Wholesale Energy Group is responsible for verifying
the validity and accuracy of the market data used in mark-to-market calculations through the position report
on a weekly basis. All positions will be “marked-to-market” (using the appropriate NYMEX prices as
defined by the underlying contract) at the end of each month using FUTRAK accounting software by the
Fuel Accounting Manager. The resulting entries will then be recorded in EDE’s general ledger.

M
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DAILY BROKER ACCOUNT STATEMENT

The RMI Acceunt Statement shown below is an illustration of the daily report that Wholesale Energy Group
and Finance can access on the Internet daily to confirm the previous day's trading activities:

1 0T XY WAL CAS .. s
LIRTYIE L1 L 02 BT MATUOAL CAS 4.300 us *30_00
2Tl Fi z TAR 07 NY NATURAL GAY 5.034 us 740, JODR
AL " 1 MAR 07 WY WATURAL GAS L. uz 510. 50Dk N
EI =2 LI 1 RAL 02 ¥T MAYUMAL CaS 5.040 UE 410. 00 .
FU I P CLOSF PRICT 4.9%9 - 127,580,400 = -
AYG LONEG 2,717 ATG SNORY 5.040 -
ERLTYIY L1 H CALL WAk 02 BY WAT GAf &350 -430 ue 1t
2o ATE R 7z . LT RO . TI0 b CLOS PRICK -im - .0p ¢ LI
AVG LORG 430 2
- A HS ] | 4% H APR 07 NY NATUDLL GAS 2,115 X US 44, 040,00 T
[RS¥ ] rL 1 A7F 0Z WY NATULAL CAS L.d4l xus 20.560. 00 -
92809 r 1 APR 02 WY MATURAL CAB 2.57% X m 19,620.00 .-'
.- * CLosy PIICT 4.5837 - 84 820.00 *~ L
AVC LONG z.42) -
sy L 1 FAT 02 WY ENIUBAL CAs 2400 X U5 10,226.00
[25 3940 ) L3} 1 TAT 07 MY MATURAL GAS 2.4l xUus 20,120. 00 Ty
ar v CLasl PRICE LY " 40,540.00 -
AVG LONG 2.408
5/2: 499 n 1 JUN 02 MY MATURAL Cas Z.4720 X U ?0,070.00
1 * TLOSK FaICX 4.4 had 19,0%.00 -
AVG LONG Z.420
" R n 1 SEF O WY MATURLL ¢AS 2478 xR 19,760,060 -
1. i cLOST PRICE 4451 - 19,7600 v T
AYG LDHG z.47L
¥rasy " 2 OCT 0Z HY EATURAL GAR s xum 37, 64006
z * CLo3% PRICT 4. 452 . 37,640.00 *
: AVG LONG 2. 579
| . IR r: 1 WOV D2 WY RATURAL GAE 1 s70 v 470,00
2T LH i WOV 0F NY MATURAL GO .. 550 i) 17000
z . . cLosk PRICE 1.567 e &40.00
AVE LUNG 1.535
2:2:70 r 1 DIC 02 FY MATURAL cad 4.6ZC us 450.00
izn n 1 DIC 02 NY MATURAL Cis 4.630 us 150. 00
2 T CLO3R PRICE ¢ LS -~ #06.00 ¢
VG LONE 4,635

FFOVIAI(N TO US 161,415 45DF ACH 1,646 £00.C0 aTE -og Lo 1.534,074.58
364,827 5% n/r 364,827,858 ur -0 T< ¥2.0%0.00
-aa 134, 15, 54D, 00D% SEM 15,840 00bk I 1.16%,247.00
-oa Uy .0a usv 181,415, 460% T2 .00
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£

TRADING AUTHORIZATION

Physical Power Other Physical and
Purchases and Sales Financial Transactions

Rick McCord Up to $5 million Up to $5 million
Brian Berkstresser  Up to $5 million *Up to $5 million
Katie Barton Next 7 days and up to $1 miliion ~ *Next 7 days and up to $1 million
Greg Swest Next 7 days and up to $1 million  *Next 7 days and up to $1 million
Jay Haralson Next 7 days and up to $1 million  *Next 7 days and up to $1 million
Matthew Howatd Next 7 days and up to $1 milion  *Next 7 days and up to $1 million
Michael Kidwell Next 7 days and up to $1 million  *Next 7 days and up to $1 million
Tim Wilson Next 7 days and up to $1 million  *Next 7 days and up to $1 million
Kristy Tacket Next 7 days and up to $1 million  *Next 7 day s and up to $1 million
Brad Beecher Up to $10 million Up to $10 Million
John Deffentaugh  Next 3 days None
Jim Graham Next 3 days None
Denny Fales Next 3 days None
Kenny Myers Next 3 days None

. Todd Murray Next 3 days None

! Don Kimrey Next 3 days None

*Denotes onty physical transactions
trading authorization

s« The persons listed above are authorized only to engage in the types of transactions specifically
approved by the RMOC and the Energy Risk Management Policy.

« Although system dispatchers should do whatever is necessary to ensure system reliability, they should
immediatelv notify the Director of System Operations or a Senior Officer in the event they enter into a
single transaction exceeding $250,000 in a calendar day

+ Transactiors greater than $5 million must be pre-approved by at least two-thirds (2/3) of the Senior
Officers apoointed to the RMOC by completing a Wholesale Energy Group Purchase and/or Sale Pre-
Approval Form (see attached). If 2/3 of the Senior Officers appointed to the RMOC are not available, the
President and CEO will pre-approve in their place.

+ In Rick McCord’s absence, any single VP on the RMOC can approve any transaction up to $5 million.

« Transactiors beyond the limits set forth above require the completion of a Pre-Approval Form (see
APPENDIX 13} prior to the execution of the sale and/or purchase.

s In the event a market opportunity arises and no other approved trader is available, the VP-Energy

Supply has the authority to execute the trade. In this situation, if the trade is less than $5 million, one

“ additional Senior Officer appointed to the RMOC must approve the trade. [f the trade is greater than $5

million, then 1he two additional Senior Officers appointed to the RMOC or the President and CEO must
pre-approve the trade as defined in Appendix 13 of this policy. '
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Wholesale Energy Group
Purchase and/or Sale Pre-Approval Form

This form is to convey pre-approval of the Officers or RMOC for purchases and/or sales
that are beyor« the approval limits of the members of the Wholesale Energy Group
as set forth in Appendix 12 - Trading Authorization of the Energy Risk Management Policy.

(circle one) (circle one}
Approval for: Purchase Nat Gas
Sale Power
Quantity | Minimum
Maximum
Price Minimum
Maximum
Timeframe Months
Years
Total § Value
Minimum $ -
Maximum $ -
Other Comra:nts:
Approval is. valid until; Filled
Date
Signatures Name: Name:
Title: Title:
Date: Date:
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GWH
ASbUry 4 - -«
Asbury 2 -
Total Asbury Femee®
latan ¥
Riverton 7 | SR *
Riverton 8 S, *
Riverton 8 L
Riverton 10 e
Riverton 11 S *
Total Riverton LA
Energy Center 1 |
Energy Center 2 e —— *
-Energy Center 3 e
Energy Center 4 S
Total EC ™
State Line 1 LI -
State Line CC | S
jtal SL S
Gas Turbines L
Total Thermal U
Ozark Beach b

Total EDE (less fixed) *--—m-"

WR-JP e
Spot Purch L S,
Total Purch less Wind  *~reee—
Wind Energy S

Total Modej P *

Purch Powegr Demand Charge
Undist-Oth-Train

Gas Fixed FT

Gas Dmd Commoedity Chg
Gas Dmd Losses Chg

Total Gas DMD

jal FPP NSI |

On-System F&PP Summary
2006 MO Rate Case Run

F &PP Cost
($000}
In¢l Start $/MWH Starts Hours

i____.____t i_____.__’i * * L3

- ___I- i___'__-t i_-____“ *______

*__‘___i t__‘—i l'___ *____.

‘__* *__-__' *____i *_'___-
- _x *_ w__ - L] -
S, ‘____t *_—__' ——
e *._.-«-....__* i-“__‘___'* ___“&
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Thermal Unit Model Inputs

Schedule TWT-10

Heat Rate Curve Start
Forced Mean
Rated Madeld Max] Modeld Min Dutage Repalr Vatiabis
Capacity Capacity Capacity Capacity  Heat Rate |Ramp Rate] Hotmallzed Outage Rate Time Min Down Time | Min Up Time Fuel Ratio Fuel Cost O&AM
(MW) (MA) (MW) (MW) {Btu/kWh) (MWihr) (Days) {%) {Hours) (Hours) (Hours) {MMBtu) {MMBtu) {$) ($/MWh}
170 ~ 17485
140 11230
Asbury 1 193 183 105 162 11135 a0 30 7% 60 90 75% 125% | 1200{cil) 2500 0.60
188 11180
191 11210
Asbury 2 17 16 4 240 s 8 30 20% 60 80 75% { 25% 0 Q 500
latan 80 80 40 o iooss 30 8% | 60 60 100% | 1200(i) 2500 | 0.60
: e o] 12700
Riverton 7 38 23 20 %g :gggg 40 25 6% 48 90 71% /29% | 600 (gas) 1000 1.00
30 T2080
Riverton 8 54 45 32 gG 11580 25 6% 72 a0 71% /29% | 600 (gas) 1000 1.00
4 21610
Riverton 9 12 12 4 e Jheined 6 16 10% | 60 24 8 50(gas) 1500 | 3.75
Riverton 10 16 16 6 Il B 16 10% | 60 24 8 50(gas) 1500 | 3.75
Riverton 11 16 16 10 IS el B 16 10% | 60 24 8 s0(gas) 1500 | 3.75
30 17950
50 15800
Energy Center 1 86 76 20 70 14750 60 25 10% 72 24 12 150 (gas) 5000 3.00
a5 14200
50 14000
30 17850
50 15800
Energy Center 2 85 75 30 70 14750 60 25 10% 72 24 12 150 (gas) 5000 3.00
85 14200
50 14000
25 12400
Energy Center 3 50 50 25 38 11200 40 16 10% |. 60 2 2 0 300 3.00
50 10600
25 12400
Energy Center 4 50 50 25 38 11200 40 16 10% 60 2 2 0 300 3.00
50 10800
- €0 14750 o
State Line 1 8s 86 80 a5 13425 60 25 10% 120 24 24 150 (gas) 5000 3.00
150 5000
175 7700
SLCC 1x1 250 250 150 ggtsa ;}% 90 30 7% 72 36 48 300 (gas} 13,000 | 3.50
250 B850
—0 7500
20 7250
SLCC 2x1 500 50 10 zg g% 20 30 14% 72 36 72 300 (gas) 2500 3.00
50 6850




THE EMPIRE DISTRICT ELECTRIC COMPANY - SCHEDULED CUTAGES FOR THERMAL UNITS

Average Average GADS 1998-2002 | Modeled
2000 2001 2002 2003 2004 Hours Days Days Days
Asbury 1 8083 23569 5646 6585 6541 1008 42 30 30
Asbury 2 8083 23569 6546 6585 4494 986 41 30 30
latan 59.8 4629 1897.9 8261 2236 694 29 32 30
Riverton 7 14458 1537 219.1 2881 58738 539 22 34 25
Riverton 8 8550 3793 4220 10841 5670 661 28 34 25
Riverton 9 4015 0.0 0.0 2881 0.0 138 6 18 16
Riverton 10 39124 25 2679 0.0 9.0 838 35 18 16
Riverton 11 149.2 25 2296.8 0.0 9.0 491 20 18 16
Energy Center 1 365.8 7988 35465 357 848.3 1119 47 25 25
Energy Center 2 109.7 199.7 10907 55.4 4399 379 16 25 25
Energy Center 3 NIS NIS NIS 0.0 G.0 0 0 25 16
Energy Center 4 NIS NIS NIS 00 00 0 0 25 16
State Line 1 4608 6169 9254 11686 4224 508 21 25 25
sLccC NIS 7356 14735 7987  387.0 849 35 28 30
JEC 1 N/A N/A N/A N/A N/A N/A N/A 32 30
JEC 2 N/A N/A N/A N/A N/A N/A N/A 32 30
JEC 3 N/A N/A N/A N/A N/A N/A N/A 32 30

NIS - NOT IN SERVICE

{
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Schedule TWT-11

Normalized Outage Schedule
The Empire District Electric Company

Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06 Aug-06 Sep-06 Oct-06 Nov-D6 Dec-06

Week 14 2 37 4] &] 65 7] 8] &|s0f11}12] 13} 14] 15[ 16] 17] 18] 19] 20] 21} 22| 23] 24] 25[ 26| 27] 28] 28] 30| 31 32] 33] 34 35| 36 37| 38] 39| 40[ 41 42] 43] 44| 45] 46] 47] 48] 49] 50] 51] 52
Date 1 8| 15[ 2z2129] 5[12[19]/26] 5{12]19}26] 2| 916} 23[30] 7{1a]| 21} 28] 4af11[18]25] 2] of16[23| 30| &3] 20| 27| 3|10 17]24] 31| B[ 15| 22| 29| 5|12| 19| 26| 3| 10[ 17] 34

Jni Days

Asbury 30 IR 30 Mar 15-Apr 13

atan 1 30 I :C Feb 15-Mar 16

iverton 7 25 RN o5 Mar 29-Apr 22

Riverton 8 25 —25 Apr 26-May 20

Riverton 9 16 BN 16 Mar 15-30

Riverlon 10 16 H 5 Apr19-May4a

Riverton 11 16 I 16 Sep 20-Oct 5

Energy Center 1| 25 PR 25 1viar B- Apr 1

Energy Center2 | 25 N = Ao 529

Energy Center 3 16 M s Moy 3-18

Energy Center 4 | 16 ’ I 16 Oct 4-19

Stale Line 1 25 B o5 Oci 25-Nov 18

SLCC 30 I :o Ot 11-Nov S

WRI JEC 1 30 R ¢ Mar 15-Apr 13

WRI JEC 2 30 DT =0 Apr 19-Mey 18

WRIJEC 3 30 I ;0 Sep 27-Oct 26
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Schedule TWT-12

Capacity
YEAR JAN FEB MAR APR  MAY JUN JUL AUG SEP OCT NOV  DEC Total Factor
1975 8,266 8,548 7,608 6,938 8455 5135 5899 6,233 2635 3,029 2,322 4,154 69,226 49.4%
1976 4,184 2492 2,819 6,771 8,599 6,033 8651 4987 2843 3,398 6,338 6,407 63,5622 45.2%
1977 8,481 3,139 3,265 1,661 700 2,811 3,334 1,784 4330 4576 6,338 6,677 47,096 33.6%
1978 6,309 5,938 6,177 8495 9,359 8,385 7473 3800 5270 5959 4413 2927 74,506 53.2%
1979 5,591 3,484 7,601 6,534 3450 850 2,095 6,284 7,179 2,865 4,702 5,988 56,633 40.4%
1980 2,494 3,581 6119 4,997 5132 7,752 8203 5522 3279 1,163 3,208 1,391 52,841 37.6%
1981 1,530 2,182 2,046 803 1,382 2137 2625 2537 1,772 1306 2372 3,238 23,930 17.1%
1982 7,881 8,784 9468 448 1695 7,036 4,775 3950 2,759 2,912 4459 4,770 62,975 44 9%
1983 1,215 8,097 9,186 9,066 7,463 4,227 7933 7644 3,324 1234 4512 9,189 73,060 52.1%
1984 2,689 3,187 8,764 9,338 7,725 5286 4203 6,326 2,720 4,402 5816 5065 65,521 46.6%
1985 352 3,270 5,781 2,831 840 516 903 2,450 5504 4,765 5938 8,081 41,231 29.4%
1986 7,537 6,842 8644 9923 8226 5732 775 5463 5126 5484 8602 6,143 85,478 61.0%
1987 2,114 5969 11,330 10469 6,860 3,422 3902 3296 2,379 1471 6,061 10,255 67,528 48.2%
1988 10,605 9,533 11647 9268 6440 4306 3283 7,010 4375 3,429 3,360 3,847 77,103 54.9%
1989 4,860 7,442 7671 8439 6,325 6,409 4499 4824 3226 5909 3,219 1,049 63,873 45.6%
1990 1,526 8,451 10,173 8,770 2,966 -13 464 3,240 7,540 5292 2,372 8991 59,772 42.6%
1991 10,249 9,226 7,348 9338 6,189 2852 3979 5252 3389 5199 8,201 8,889 80,111 57.2%
1992 6,810 7,576 6,541 3675 1,876 7,335 5124 5684 6,968 8527 6676 11,079 77,871 55.4%
1893 9,701 9,900 11,285 10,84t 9,000 10,060 10832 7,029 5459 6415 6,903 5,483 102,908 73.4%
1994 9,680 9,062 10,772 9,834 3,836 2727 6008 9355 5060 2690 6958 7,801 83,783 59.8%
1995 9,981 9,716 10,582 8692 7,148 4,545 2743 6,208 4,834 2934 3,077 841 71,302 50.9%
1996* 2,717 4,822 3636 3,450 6,212 2,952 2666 6,329 5076 6,706 9,088 9,205 62,860 44 7%
1997* 10,149 7,255 10,246 9,531 4,351 2,856 8387 6,731 5869 6,031 3,406 2766 77,578 55.3%
1998* 8,187 9,626 10524 6,874 4,895 6,166 6,980 8171 4,908 2049 1,407 a1 69,879 49.9%
1998* 4032 7,854 11966 10694 7,729 8,210 10,769 9,442 4815 3489 1,928 5427 86,355 61.6%
2000 4,584 2,221 761 423 574 3,511 10,858 11,824 3,894 1,182 4,586 6,732 51,150 36.4%
2001 4372 6,707 7,578 3024 148 2520 7267 7,001 1,788 3174 3,932 4861 53,710 38.3%
2002 4,811 7455 78630 5910 1,415 0 171 1,050 4,212 3624 5518 3,789 45,585 32.4%
2003* 6,274 5554 4879 2640 4,802 4302 7962 9,149 3443 2466 2970 3,739 58,180 41.5%
2004* 5265 2614 6,718 7626 3,076 2097 8236 7099 3226 2,133 6,174 8,772 63,036 45.0%

30 year -

Average 5,748 6351 7626 6,711 4940 4,339 5599 585 4,240 3,794 4829 5587 65,620 46 .8%

*Net Generation values are presented starting in 1995.

1



THE EMPIRE DISTRICT ELECTRIC COMPANY

HISTORICAL UNLiISTRIBUTED AND OTHER COSTS

Schedule TWT-13

2000 2001 2002 2003 2004 5-YR AVERAGE

Asbury 606,120.01 585,054.74 613,783.51 569,227.05 662,735.60 607,384.18
Riverton 7 & 8 120,557 .31 132,242.09 126,809.25 133,382.32 185,705.99 139,739.39
latan 699,058.12 788,642.06 798,278 .48 487 BQB.64 223,060.83 602,369.63

Total Coal 1,425,735.44 1,505,938.89 1,538,871.24 1,200418.01 1,076,502.42 1,349,493.20
sLCC . - 2,195,355.86 8,240.35 869,744.44 18,108.04 618,289.74
Riverton CT's - - - 27,332.21 1,145.22 5,685.49
State Line1 & 2 (61.80) 201.33 1,027.26 53,272.99 1,004.05 11,088.77
Energy Center CT's {17.40} 398.42 881.13 59,300.54 1,923.67 12,497.27

Total Gas {79.20) 2,195,955.61 10,148.74 1,009,650.18 22,160.98 647,571.26

Total 1,425,656.24 3,701,854.50 1,549,019.98 2,210,068.19 1,098,683 .40 1,997,064 .46
Adjustments

Enron {Gas) {1,000,000.00)

SLCC Test Fuel (Gas) (2,195,103,51)

Adjusted Total 1,425,656.24 1,506,790.9% 1,549,019.98 1,210,068.19 1,098,683.40 1,358,043.76

Total

L L]

1,454,343.76

NP



