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MGE generates, transmits and distributes 
electric power to about 111,000 customers in a 
250-square-mile area, and purchases, trans

ports and distributes natural gas to 85,000 
customers in a 962-square-mile area in 

and around Madison, Wis, 

(From Front Cover) 

Accurate, detailed electric and gas system maps are essential tools for providing 
prompt, reliable energy service to the fast-growing MGE service area. MGE is 

upgrading its maps by installing an Automated Mapping and Facilities 
Management (AM/FM) system that will replace paper maps and records. When 
completed in 1991, the AM/FM system will contain maps for the nearly 1,000

square-mile service area. It will contain land and records for every piece of equip
ment in the electric and gas systems. MGE is the first utility in the United States to 

merge the Intergraph software for electric and gas systems using one land base.  
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Year aD a Blast.

Percent increase 
(decrease)

1989 1988 1989-1988 

Earnings per common share .............. .... $ 2.92 $ 2.98 (2.0)% 
Cash dividends paid per common share ..... $ 2.52 $ 2.45 2.9 
Market value per common share-year end. . $ 35.50 $ 31.00 14.5 
Book value per common share-year end . .. $ 23.18 $ 22.52 2.9 
Average number of common shares 

outstanding ......................... 6,860,067 6,687,741 2.6 

Operating revenues ..................... $217,588,000 $214,323,000 1.5 
Operating expenses ..................... $183,982,000 $182,992,000 0.5 
Net operating income .................... $ 33,606,000 $ 31,331,000 7.3 
Earnings on common stock ............... $ 20,038,000 $ 19,962,000 0.4 

Electric sales to consumers ............... .. 2,202,000 mwh 2,190,000 mwh 0.5 
Electric customers in service-year end ..... 111,054 109,487 1.4 
Average use per residential customer ....... 6,474 kwh 6,768 kwh (4.3) 
Cooling degree-days (Normal = 467) ...... 524 902 (41.9) 
Electric system one-hour net peak demand . . 513,000 kw 517,000 kw (0.8) 

Gas sales to consumers and transported ..... 171,716,000 therms 168,920,000 therms 1.7 
Gas customers in service-year end ........ 84,556 82,015 3.1 
Average use per residential heating customer. 1,162 therms 1,134 therms 2.5 
Heating degree-days (Normal = 7,642) ..... 7,784 7,505 3.7 
Gas system peak day .................... 1,475,000 therms 1,445,000 therms 2.1 

Investment in plant ..................... $594,138,000 $568,681,000 4.5 
Total capitalization (including interim loans) . $336,095,000 $323,018,000 4.0

Employees-year end .................. 812 807 0.6
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Shareholders

Although 1989 was anything but a routine year 
for your company, we had many accomplish
ments. These include taking the lead in "Making 
Growth Happen" in our service area, strengthen
ing our electricity and gas supplies to serve our 
growing economy, and controlling our operating 
and construction costs.  

After careful study with the assistance of out
side financial and legal counsel, your board of 
directors rejected a merger proposal from another 
utility. We concluded that the proposal was in
adequate and not in the best interests of MGE 
shareholders, customers, communities and em
ployees. WPL Holdings withdrew its offer in June.  

FinancialResuls 
Per-share earnings on MGE common stock 

decreased in 1989 to $2.92, compared to the 
$2.98 earned in 1988. Earnings for 1989 
reflected overall normal weather patterns.  
The colder-than-normal weather in December 
offset milder weather earlier in the year.  

Earnings in 1989 also were affected by a one
time downward revenue adjustment of $1.4 mil
lion, or 12 cents per share. This resulted from a 
court-authorized surcharge collected in the 
second half of 1987 to reflect expected federal 
income taxes. The action was later reversed 
through an appeals court decision and funds 
collected earlier were refunded to customers.  

Earnings were also adversely affected by the 
costs associated with the merger defense.  

Dividend Increased 
The board of directors increased the quarterly 

dividend on your common stock by 2 cents per 
share in September, raising the annual dividend 
rate to $2.56 per share. This was the ninth con
secutive year in which the dividend has been 
increased in September.  

Bond Rating Changed 
Our long-term bond rating was lowered from 

AA to AA- by two rating agencies, Standard & 
Poor's Corp. and Duff & Phelps Inc. Moody's

Investors Services Inc. continues to rate our long
term bonds at Aa2. Despite the downgrading by 
two of the agencies, the AA- rating still con
stitutes high credit quality.  

All three rating agencies give MGE's short-term 
commercial paper the highest ratings available.  

Cost-Containment ferts Succeeding 
We are strongly committed to controlling costs 

in a manner that will maintain the quality, relia
bility and safety of the services we provide.  

We have set a primary goal to reduce operating 
and maintenance expenses to approximate the 
level authorized by the Public Service Commis
sion of Wisconsin (PSCW) in our June 1988 rate 
order. This involves careful evaluation of all 
requested expenditures, large or small. In addi
tion, we have reduced our work force 5% by elim
inating the equivalent of 52 full-time positions.  

Cost controls affect all areas of operations
from upgrading electronic meter-reading equi 
ment to save $30,000 a year through purchase-4 
order efficiencies to save $500,000 annually.  

Making Growth Happen 
Cost control is vital to keep our rates competi

tive if our area's economy is to flourish. A strong 
economy contributes to attractive financial 
returns for shareholders.  

Remaining competitive also includes improv
ing the availability and reducing the cost of the 
energy we supply our customers. We took several 
significant steps in this regard in 1989.  

First, we contracted for the exchange of power 
with two out-of-state electric utilities.  

Second is an agreement with Northern Natural 
Gas Co. in which they are to construct a pipeline 
to supply MGE with competitive gas from addi
tional producing areas in the United States and 
Canada. This project is subject to regulatory 
approval.  

And, third, in 1989, we purchased and stored 
natural gas underground during the summer 
when prices were lower to distribute to cus
tomers in the winter. This is a reapplication off
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program used many years ago in our industry.  
In earlier times it was used to assure supply; in 
today's world, it is being used to assure supply 
and to achieve lower costs for our customers.  

MGE employees continued their leadership 
roles in economic development throughout the 
service area. We are especially pleased with the 
progress made by the MGE Innovation Center, 
which we announced late in 1988. Our center, 
which is located in the University of Wisconsin
Madison Research Park, is an incubator for 
high-technology businesses. It currently houses 
four tenants.  

Our economic development activities are 
covered in more detail later in this report.  

Management and Organizational Changes 
Dale W. St. John, who served as corporate 

secretary and director - risk management, retired 
m the company on Nov. 30, 1989, after nearly 

wears of dedicated service. One of his signifi
accomplishments was helping establish the 

MGE Shareholder Services Department in 1984 to 
serve your needs more directly and promptly.  

Gary J. Wolter was elected secretary and cor
porate attorney on Dec. 1, 1989, and has assumed 
all corporate secretary duties held by Mr. St.John.  
Mr. Wolter also continues to represent the com
pany in major matters before regulatory agencies 
and the courts. He joined MGE in 1984.  

Robert E. Domek, a 20-year employee, was 
elected assistant vice president - human resources 
and began serving in that capacity on Oct. 1, 1989.  
He heads a newly created Human Resources 
Department that combines employee personnel, 
benefits, safety, training and development func
tions. Previously, he was director of personnel.  

Promising Future for MOE 
The accomplishments of 1989, when added 

to those of previous years, give your company a 
solid base upon which to enter the 1990s. While 
the merger proposal was a major attack on our 

b re, it is evident that MGE came through the 
od stronger and more united than ever.

Donaldj Helfrecht Frank C. Vondrasek

We wish to express our appreciation to the 
many shareholders who voiced their opinions in 
connection with the merger attempt early last 
year. Your expressions of support by oral and 
written communication were especially helpful 
and strengthened the resolve of the employees, 
management and directors.  

We thank you for your support and encour
agement. We pledge to do our best to justify 
your confidence in the future.  

DonaldJ. Helfrecht 
Chairman and Chief Executive Officer 

Frank C. Vondrasek 
President and Chief Operating Officer 

Feb. 9, 1990
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in Re view

Several firsts highlight MGE's 1989 operations.  
Energy supply options were enhanced through 
new agreements with other utilities, wintertime 
electric and natural gas demands reached record 
levels, and MGE performed well in a unique 
competitive energy conservation pilot program.  

Natural Gas: Second Pipeline to Serve MOE 
An agreement with Northern Natural Gas Co.  

(NNG) was signed in 1989 to provide a new com
petitive gas source for MGE customers. Subject 
to approval by the Federal Energy Regulatory 
Commission, the agreement calls for NNG to 
construct a new 25-mile pipeline from its facili
ties southwest of Madison to the MGE gas system.  

Currently, ANR Pipeline Co. is the only gas 
pipeline directly connected to MGE's system. In 
1989, the company bought about half of its firm 
gas requirements from ANR and half on the 
open market, all of which ANR transported.  

The NNG pipeline would give MGE access to 
gas supplies in additional producing areas of the 
United States and Canada, allowing the company 
more options to "shop" for the best prices.  

If approved as expected, the new pipeline 
could be completed as early as November 1990 
and operating at full capacity late in 1992.  

Gasserwge: About 28% of the gas MGE pur
chased on the open market in 1989, or 2 million 
dekatherms, was stored underground in Michigan 
during the summer and fall for use during the 
1989-90 heating season.  

Storage benefits MGE customers three ways: 
* Improves availability because of the shorter 

distance between the supply site and the MGE 
gas system; 

* Increases reliability because transportation 
constraints can be avoided in the high
demand winter months; 

* Lowers costs because the gas is purchased in 
the summer months when prices are lowest 
and then is withdrawn during the heating 
season when prices are highest.  

Recorddishibutlon: MGE achieved a new gas win
ter peak, with 141,038 dekatherms distributed to 
firm (non-interruptible) customers in the 24
hour period beginning at noon Dec. 21, during

one of the coldest periods in six years. This 
surpasses the 134,660 dekatherms distributed 
Dec. 23-24,1983.  

Settlement reached: In December, MGE received 
a $4.3 million settlement of a contested federal 
rate case with ANR Pipeline Co. The amount was 
refunded to eligible customers early this year.  

Constrten: MGE installed 32.5 miles of gas 
main to serve new customers in 1989, down 
about 22% from 1988 when several large rural 
installations were completed. New 1989 service 
installations totaled 2,057, about 7% less 
than 1988.  

Three construction projects were completed: 
the last phase of a reinforcement project in the 
Roxbury-Okee area and system loops near Lodi 
and Middleton. The company combined these 
projects for bidding, resulting in a more favorable 
cost than if they had been bid separately.  

Electdcity: Supply Options Increase 
July 20,1989, was the first time that MGE bouo 

electricity from a non-adjacent utility and had it 
"wheeled" to the MGE system for distribution to 
its customers. This occurred through an agree
ment to exchange economic power with Com
monwealth Edison Co., Chicago. MGE has a 
similar agreement with Northern States Power 
Co., Minneapolis. The contracts give MGE direct 
access to these additional sources of economic 
electricity.  

Newwinterpeak: A new winter electric one-hour 
net peak demand of 396,000 kw was set Dec. 21, 
concurrently with the gas peak. The previous 
winter high of 362,000 kw, reached Dec. 12, 1988, 
was surpassed several times in December 1989 
before the new high was reached.  

Reflecting more normal temperatures, the 1989 
summer peak demand was 513,000 kw on July 10, 
slightly less than the record 517,000 kw reached 
in the hot summer of 1988.  

Newservice center: Six electric distribution em
ployees now work out of an MGE service center 
in the village of Cross Plains, 16 miles west of 
main Madison service facility. This saves both 
time and travel costs while providing immediate 
service to one of the fastest growing parts of the 
service territory. The new service headquarters 

(Continued on page 6)
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MGE began replacing and upgradingsome ofitsfirst direct-buried underground electric 
cable installed in a residential area more than 20 years ago. This two-year project, 

which is in the Meadowood area on the southwest side of Madison, was undertaken 

to improve reliability by reducing service interruptions, increasing capacity and 
reducing losses by converting the system from 4 kv to 14 kv supply.
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building was a facility of the Cross Plains Electric 
Co. purchased in 1981 and was readily adapted 
for expanded use.  

Construcion: In 1989, MGE constructed 38 miles 
of new underground electric line, about 9 miles 
less than the previous year. The 3.5 miles of new 
overhead line installed was about the same as 
in 1988.  

MGE continues to improve the efficiency of 
older distribution lines by upgrading them from 
4 kv to 14 kv operation. Twenty-five miles of lines 
were converted in four locations in Madison and 
one near Middleton in 1989.  

Additions were begun at the Pflaum Road and 
Cross Plains substations, and 14-ky feeder ad
ditions were put into service at the West Middle
ton, Pheasant Branch and Fitchburg substations.  

The most severe storm in several years occurred 
Aug. 4, causing system-wide damage and inter
rupting service to about 35,000 customers. Most 
customers were back in service within 12 to 14 
hours. MGE crews were assisted by crews from 
another utility, contractors and local electricians.  

Corpowte: Ref. Matters 
The PSCW requires MGE and other major 

public utilities in the state to file for rate review 
annually. MGE files its rate application in early 
fall and receives an order the followingJune.  

The June 1989 order authorized a total annual 
revenue increase of $8.7 million, or about 90% 
of the amount asked for. The PSCW allowed an 
increase in annual electric revenues of $7.3 mil
lion, or 5.7%, and an increase in annual gas 
revenues of $1.4 million, or 1.5%. MGE's 13.5% 
authorized return on common stock equity was 
not changed, but the PSCW did authorize a cur
rent return on half of the construction work in 
progress (CWIP), enhancing cash flow.  

The currently pending rate case was filed 
Sept. 29,1989, and amended Feb. 19,1990. MGE is 
asking authorization to decrease overall annual 
natural gas rates by 0.9%, or $0.9 million less 
than the current revenue level. On the electric 
side, the company proposes a 1.4% overall annual 
increase in electricity rates, or $2 million more 
than the current revenue level. MGE is asking a

13.25% return on common equity but no change 
in CWIP. The revenue changes are for the test 
yearJune 1, 1990, to May 31,1991.  

As a result of the requested revenue changes, 
average residential customers using both electric
ity and natural gas will see no increase and likely 
a decrease in their monthly bill. MGE was able 
to reduce its rate request because of successful 
short-term and long-term internal cost-cutting 
measures.  

Compelltlenenuswon: MGE won the small com
mercial/industrial sector of a unique competitive 
conservation pilot program, earning a $117,750 
bonus, and made a strong showing in the large 
commercial/industrial sector. The program, 
developed jointly with the PSCW staff, involved 
competition between MGE and independent 
contractors.  

Results were based on the amount of conser
vation value to MGE in relation to the money 
spent to achieve it. Conservation value represen 
benefits due to electric peak-demand reduction 
and energy savings.  

Marketingctiviiles: Incentive and promotional 
efforts, such as those developed for the conser
vation competition, are part of the company's 
Power Plus marketing campaign. This campaign 
was judged fourth best in a national electric util
ity marketing achievement contest that attracted 
more than 400 entries.  

In June, the company adopted a five-year 
marketing plan with specific goals and strategies 
for achieving these objectives: Meet customer 
energy-service needs at minimum cost; expand 
customer base, energy services and marginal 
revenues to increase profitability; and provide 
services to customers that, over time, contribute 
to minimizing rate increases and total customer 
energy costs.  

Imployeerelaies: The company entered into 
new three-year labor agreements with employees 
who are members of the International Brother
hood of Electrical Workers Local No. 2304 and 
of the Office and Professional Employees Inter 
national Union Local No. 39. Both contracts 
which were the first of this duration, went into 
effect May 1, 1989.



The Madison Water Utility is the first customer in MGE's natural gas vehicle 

program. One of its trucks is equipped to operate on either compressed natural gas or 

gasoline. Typically, such a vehicle would use about 1,300 therms a year, slightly 

more than the average residential customer. Since 1984, MGE has converted 60 of 

its own vehicles to dual-fuel use.



Gvwl Happen

Diversified, steady economic growth charac
terizes the Greater Madison Area. Madison Gas 
and Electric Company is playing a significant part 
in making that growth happen. For six consecu
tive years, from 1982 to 1988, the MGE service 
area outpaced both state and national rates of 
employment growth.  

Since 1980, one in every five new jobs in 
Wisconsin was created in the Madison Metro
politan Area (Dane County).  

MGE makes growth happen in the communi
ties it serves by successfully addressing these 
objectives: 

* Taking an aggressive role in economic devel
opment. Working with the leadership in each 
community it serves, MGE helps foster eco
nomic growth for the communities and the 
businesses they support.  

* Fostering diversified economic develop
ment. MGE helps create stable economies.  
Diversified growth helps even out energy 
demand, resulting in more efficient use of 
MGE facilities and resources.  

* Pursuing growth opportunities related to 
energy services. Growth also must profitably 
enhance the company's ability to continually 
improve service to a growing number of cus
tomers and help them use this energy more 
productively and efficiently.  

USA Today recently cited the Madison/Dane 
County area as one of the nation's leading growth 
centers for the 1990s. Long recognizing the many 
resources that create this potential, MGE takes a 
hands-on approach to make growth happen. The 
company is actively involved in cooperative 
efforts with the University of Wisconsin (UW), 
local government bodies, chambers of commerce 
and area growth corporations. These efforts 
extend to providing staff and financial support 
for entrepreneurial ventures and targeted 
economic initiatives in the service area.  

MOE Innovoien Center Opens 
Among the area's most visible entrepreneurial 

achievements in 1989 was the opening of the 
MGE Innovation Center at the UW Research Park.  
Establishing the Innovation Center as an incu-
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bator for promising technology-based firms, 
MGE created a new resource center for carefully 
selected entrepreneurial tenants and a new gen
eration of high-growth firms for the community.  

Venture Investors of Wisconsin (VIW) man
ages and leases space in the center. VIW is invest
ing about $6 million from its 19 shareholders to 
promote entrepreneurial growth throughout 
the state. MGE is a charter investor in this ven
ture firm and continues to support its efforts.  
G. Howard Phipps, MGE senior vice president 
finance, serves on the VIW board.  

Other companies based at the center include 
Novagen, which produces specialized gene libraries 
for research, and Sevrain-Tech, a research and 
product development company involved in sen
sory substitution systems.  

Also located at the MGE Innovation Center 
is the recently created Wisconsin Center for 
Demand-Side Research. This non-profit organ
ization is a cooperative effort of the UW-Madis 
the Public Service Commission of Wisconsin, M 
and four other Wisconsin utilities. Its purpose is 
to encourage more efficient use of energy re
sources in the state. It researches public policy 
issues, planning and forecasting practices, energy 
pricing, new technologies and marketing issues.  

Kent Barlow, MGE senior vice president 
electric systems, has been named treasurer for the 
demand-side center.  

Including the Innovation Center, the UW 
Research Park is now home to 17 companies and 
more than 650 employees.  

Other Technology-Based Initiatives 
MGE also has provided funding to the Wisconsin 

Biotechnology Center, which helps promote bio
technology growth in the state by facilitating 
technology transfer between university researchers 
and private enterprise. The center and MGE 
continue to be active partners in maintaining a 
strong biotech presence in the area.  

A key example is MGE's role in helping retain 
the Madison research facility for Agrigenetics, 
which specializes in biotechnology for agricul
ture. Working with researchers from the firm's 
Madison office, MGE brought leaders from 
Agrigenetics' Cleveland-based parent company, 

(Continued on page 10)
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MGE and the UW
Madison recognize the 
significant economic 
potential of small, tech
nology-based ventures.  
The MGE Innovation 
Center, established to 
develop this potential, 
opened in May 1989.  

By the end of the year, 
more than half of the 
10,000-square-foot 
facility was leased.  

Businesses at the center 
benefit from sharing cler
ical services, management 

expertise and a partial cost 
subsidy from MGE that 
results in below-market 
lease rates. These initial 
subsidies will amount to 
$400,000 for the center's 
first three years. The sub
sidies will be recovered 
as successful companies 
become established and 
return a percentage of 
their future profits to 
the center.

Robert Mierendorf general manager of Novagen, shows Mike Mathews, MGE 

manager - economic development, a new autoclave used in creating genetic cultures for 

scientists. The biotech start-up company was the first research firm to lease 

space in the new MGE Innovation Center in the UW Research Park (inset photo).

9
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Lubrizol, to Madison to meet with key university 
and government leaders and to tour the area's 
many biotech-related resources. The effort was 
effective and has helped strengthen the presence 
of Agrigenetics and Lubrizol in the Madison area.  
In 1989, Lubrizol relocated another biotech sub
sidiary, Sungene, from SanJose, Calif., to Madison.  

An advocate for increased state support for 
biotech concerns, MGE also played a key role in 
helping form the Wisconsin Biotechnology 
Association. Biotechnology is an ideal commercial 
enterprise for the MGE service area, for reasons 
beyond its logical ties to the university research 
community. With Dane County's consistently low 
unemployment rate (2.9% as of Dec. 31,1989), the 
area can best benefit from and serve businesses 
that are not labor-intensive but which need a 
specialized labor force. Such is the biotech in
dustry, which also provides a fairly constant 
demand for 24-hour, year-round energy use.  
This helps favorably shape MGE energy load 
and improve off-peak demand.  

Helping Position Are As Ore wth Market 
For the third straight year, MGE and the city 

of Madison together compiled and published a 
directory of area high-tech businesses. For 1989, 
the directory lists and describes each of the 260 
high-tech companies that altogether employ more 
than 10,000 area people. This represents more 
than a 100% increase in the number of high-tech 
companies in the area since 1980 and a doubling 
in the growth of their employment base as well.  

The directory serves to further present the 
Greater Madison Area to prospective businesses 
as a growth center of diversified high-tech devel
opment. The directory also was recognized in 
1989 as "Best of Class" by the Mid-America 
Economic Development Council and received 
special state-wide honors from the Wisconsin 
Economic Development Association.  

The increasing presence of high-tech firms is 
just one of the factors behind the area's growth.  
The economy overall continues to be strong, with 
407 commercial construction projects costing 
more than $140 million started in Dane County 
during 1989. During the past three years, more 
than 1,200 construction projects were begun
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county-wide, with a combined value of more 
than $560 million.  

Among the new construction begun in 1989 
is the Park West commercial building in the Uni
versity Research Park. Valued at $5 million, it will 
house a financial institution for area businesses, 
as well as various consulting and other professional 
services. Other significant area construction in
cludes the $6.5 million AT&T Corporate Office 
Center on Capitol Square and a $5 million 
addition to Meriter Hospital.  

Downtewn Development Initiatives 
As a major presence in Downtown Madison, 

MGE continues its commitment to central city re
development. MGE helped convert what was once 
an empty downtown foundry into the Madison 
Enterprise Center. This business incubator oper
ates under a dollar-a-year lease from MGE, pro
viding low-cost space to a variety of small start-up 
enterprises. At the end of 1989, all 37,000 squarel 
feet of this center was fully leased.  

Nearby is Raised Dot Computing, another 
example of this commitment to maintaining a 
healthy central city. By assisting with private 
money through its development subsidiary, MGE 
helped this small developer of computerized 
Braille-translation devices secure a National 
Science Foundation Innovation Research Award.  

MGE also located its new, larger Energy Center 
in a previously vacant retail building on Capitol 
Square. As the anchor tenant at this site, MGE 
helped the developer attract other commercial 
tenants, ensuring the success of the project.  

Dwcking Vitality In MOE's Service Area 
MGE is acting on its commitment to all the 

communities it serves as well. For example, 
leaders of the village of DeForest and the neigh
boring towns of Vienna and Windsor were divided 
on how best to develop the area tax base. With 
Phyllis Wilhelm, MGE community development 
specialist, on the board of the area's chamber of 
commerce and its industrial development com
mittee, MGE was able to promote dialogue and 
negotiations between the communities. Ulti
mately, MGE helped them establish the DeForest
Vienna-Windsor Growth Corp., which provides a 

(Continued on page 12)



Bill Kalscheur (far left), MGE market services engineer, reviews plans for 

two more additions to the new WT Rogers shipping center (inset photo) with 
Rogers company management (left to right)Jerry Kuypers,Jonathan Barry 

and founder WT "Bill" Graham.
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cooperative approach to economic development 
for the area.  

MGE also maintains a data base of unused 
commercial buildings in the Greater Madison 
Area, which provides current comparative data 
to firms interested in available sites. Because 
such buildings have utility hook-ups in place, 
MGE can provide immediate service and improve 
its load in the affected area.  

leading Development Through TFergted Orwth 
In cooperation with the University of 

Wisconsin-Extension, MGE helped conduct a 
community economic analysis for the village of 
Mount Horeb. The process brought community 
and business leaders together to take a critical 
look at their local economy. The results were 
compiled and published by MGE as a case study, 
which was distributed by the UW-Extension 
throughout the state. Several communities have 
requested information on how they can produce 
similar analyses for themselves.  

During 1989, MGE worked with community 
leaders in Waunakee and Fitchburg to produce 
economic profiles of each community. These 
profiles are key elements in economic and busi
ness development binders that include other area 
brochures, business climate and employment data, 
site maps, photos and other relevant materials.  

MGE also helped the Middleton Chamber of 
Commerce conduct a seminar series for area 
businesses and produce a marketing video. The 
company also coordinated and published a 
community resources guide for the village of 
Cross Plains.  

MGE coordinated an Enterprise Forum at the 
MGE Innovation Center during 1989 to help 
community leaders increase their understand
ing of business development issues and focus 
their business efforts.  

To further help its communities develop leaders, 
MGE also funds Rural Leadership Scholarships 
each year, in conjunction with a program spon
sored by the UW-Extension.  

Prometing Area Procurement Efforts 
To help the Madison area successfully compete

for its share of the estimated $170 billion in 
government contracts available annually, MGE 
helped Madison Area Technical College start its 
Small Business Training and Assistance Center 
in 1989.  

MGE's Larry Russell, director - corporate plan
ning, serves on the center's advisory board and 
helps channel business inquiries to its services.  

During 1989, its first year of operation, the 
center helped Wisconsin businesses obtain $8.6 
million in government contracts. This translates 
into $54 in contracts for every dollar invested to 
fund the center.  

Government funding for research on the 
Superconducting Magnetic Energy Storage 
(SMES) project continues; it has received line
item status in the 1990 federal budget. MGE, 
through its Central Wisconsin Development Corp.  
subsidiary, and the UW are serving in a con
sortium led by EBASCO Services Inc., one of twi 
teams competing to design a SMES prototype 
model for this promising energy-storage and 
distribution technology. Final site selection for 
building an operational SMES model is expected 
in November 1990, pending completion of an 
Environmental Impact Statement of the final two 
potential sites. One of these sites is the former 
Badger Ammunition Plant near Baraboo, Wis.  

Aniipaing and Sheping Demand 
By making growth happen, MGE is helping 

meet the needs and wishes of the communities it 
serves. By taking an active role in the process, 
MGE also is better able to anticipate and shape 
energy demand, thereby ensuring the capacity 
for MGE to adequately serve its growing 
customer base.  

Success in this endeavor helps enhance the 
productivity of area businesses while postpon
ing the need to build costly new generation and 
transmission facilities.  

In making growth happen in its service area, 
MGE is helping guarantee the continued success 
of its overall mission: to provide reliable, com
petitively priced energy service to customers 
while ensuring continued profitability and a 
fair return on shareholders' investment.

12
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The Greenway Center 
in MiddIleton is an exam
ple of the economic 
development and growth 
that continue within 
MGE's service area.  

MGE has been a work
ing partner in the center's 
development, which fea
tures the Holiday Inn
Madison West Hotel 
and Conference Center 
and the M&I BankTower.  

The Holiday Inn, a 
$14 million project of 
Missouri hotel developer 
John Q. Hammons, is 
scheduled to open in 
March 1990 as the largest 
Hammons-built Holiday 
Inn in the country.  
Among the first activities 
at the new facility will 
be the 1990 MGE annual 
shareholders meeting.  

The M&I banking 
complex is a $3.2 million 
facility for financial and 
other business tenants, 
Other Greenway Center 
plans include a 12-story 
business complex, with 
construction to begin 
during Spring 1990, and, 
a retail center.  

Mike Powers (left), MGE manager - business development, views new 
development at Middleton's Greenway Center from the Holiday Inn-Madison 

West Hotel and Conference Center. With him arejeffStraubel (center), properties investor 

for the Greenway Center, and John Q Hammons, Holiday Inn developer.  

MGE provides a broad range of economic development services, including materials 

(inset photo) to help inform prospective new businesses about the service area.  

13



Responsibility for Financial Statements

The management of Madison Gas and Electric Company 
is responsible for the preparation and presentation of 
the financial information in this Annual Report. The 
following financial statements have been prepared in 
accordance with generally accepted accounting principles 
consistently applied and reflect management's best esti
mates and informed judgments as required.  

To fulfill these responsibilities, management has 
developed and maintains a comprehensive system of 
internal operating, accounting, and financial controls.  
These controls provide reasonable assurance that the 
Company's assets are safeguarded, transactions are prop
erly recorded, and the resulting financial statements are 
reliable. An internal audit function assists management 
in monitoring the effectiveness of the controls.  

The Independent Auditors' Report on the financial state
ments by Arthur Andersen & Co. appears below. The 
responsibility of the independent auditors is limited 
to the audit of the financial statements presented and 
the expression of an opinion as to their fairness.

The Board of Directors maintains oversight of the 
Company's financial situation through its monthly review 
of operations and financial condition and its selection 
of the independent auditors. The Audit Committee, com
prised of all Board members who are not employees 
or officers of the Company, also meets periodically with 
the independent auditors and the Company's internal 
audit staff. The auditors have complete access to and 
meet with the Audit Committee, without management 
representatives present, to review accounting, auditing, 
and financial matters. Pertinent items discussed at the 
meetings are reviewed with the full Board of Directors.  

Donald J. Helfrecht 
Chairman and Chief Executive Officer 

G. Howard Phipps 
Senior Vice President - Finance A

Independent Auditors' Report

To the Shareholders and Board of Directors, 
Madison Gas and Electric Company: 

We have audited the accompanying consolidated balance 
sheets and statements of capitalization of MADISON GAS 
AND ELECTRIC COMPANY (a Wisconsin corporation) 
and subsidiaries as of December 31, 1989 and 1988, and 
the related consolidated statements of income, retained 
income, and cash flows for each of the three years in the 
period ended December 31,1989. These financial state
ments are the responsibility of the Company's management.  
Our responsibility is to express an opinion on these finan
cial statements based on our audits.  

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are 
free of material misstatement. An audit includes examin
ing, on a test basis, evidence supporting the amounts and

disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and 
significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  
We believe that our audits provide a reasonable basis 
for our opinion.  

In our opinion, the financial statements referred to 
above present fairly, in all material respects, the financial 
position of Madison Gas and Electric Company and 
subsidiaries as of December 31, 1989 and 1988, and the 
results of their operations and their cash flows for each of 
the three years in the period ended December 31, 1989, in 
conformity with generally accepted accounting principles.

Chicago, Illinois 
February 9,1990

ARTHUR ANDERSEN &
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Megement's Discussion and Analysis 
WFinencial Condition and Operaoins

liquidity and Capital Resources 
The Company's liquidity is primarily affected by the 

requirements of its ongoing construction program. Dur
ing 1989, about 84 percent of the Company's construction 
expenditures were provided for by internally generated 
cash. Construction expenditures declined $6 million 
during 1989 as compared to 1988, while cash generated 
internally rose $2.1 million. It is anticipated that con
struction expenditures will average $31 million over the 
next three years, with internal generation expected to be 
above the 80 percent level.  

The current financial statements report operating 
results in terms of historic cost. Even though the state
ments provide a reasonable, objective, quantifiable state
ment of financial results, they do not evaluate the impact 
of inflation. For ratemaking purposes, projected normal 
operating costs include impacts of inflation and are re
coverable in revenues. However, electric and gas utilities, 
in general, are adversely impacted by inflation because 
depreciation of utility plant is limited to the recovery of . orical costs. Thus, cash flows from the recovery of 

ting utility plant may, to a certain extent, not be 
equate to provide replacement of plant investment.  

At December 31,1989, bank lines of credit available to 
the Company were $30 million, including a $15 million 
revolving credit agreement with five banks. These lines

are generally used to support commercial paper issued, 
which represents a primary source of short-term financ
ing. The Company's dealer-issued commercial paper 
carries the highest ratings of Duff and Phelps, Inc., 
Moody's Investors Service, Inc., and Standard & Poor's 
Corporation.  

The Company believes that trust indenture restrictions 
will not prevent the issuance of additional long-term debt 
in the foreseeable future. The Company's bonds are rated 
AA- by Duff and Phelps and by Standard & Poor's, and 
Aa2 by Moody's.  

Capitalization ratios are shown at the bottom of the 
Summary of Selected Financial Data on page 27. The 
Company's long-term goal is to achieve and maintain 
a common equity level of 50 to 55 percent. The Auto
matic Dividend Reinvestment and Stock Purchase Plan 
was modified in 1988 to help achieve this goal. The Plan 
now permits employees and customers of the Company 
to participate by purchasing shares, including first-time 
purchases. In addition, shareholders may place any por
tion of their shares into the Plan, and shares are being 
issued monthly for optional cash payments. Finally, the 
Company has the option to issue new shares of stock or 
purchase the shares on the open market.

Results of Operations 
Ileddc Results 

Electric retail sales for 1989 rose 0.5 percent over 1988.  
The increase in 1989 sales is mainly due to customer 
growth and an extremely cold December, 1989. That 
weather contributed to a new winter peak of 396,000 kw 
for the Company. Temperatures during the summer of 
1989 were rather normal as compared to the very hot 
weather experienced during the summer of 1988.  
Cooling degree days (as measured by the number of 
degrees the mean daily temperature is above 65 degrees 
Fahrenheit) were 42 percent lower than in 1988.  

Total electric revenues increased 3.0 percent in 1989, as 
compared to 1988. The increase in electric revenues can 

ttributed to greater sales and an increase in electric 

Ws of 5.7 percent granted by the Public Service Com-

mission of Wisconsin (PSCW) inJune, 1989. Retail 
revenues per kilowatt-hour were 2.5 percent higher in 
1989 than in 1988. In June 1989, the Company reduced 
electric revenues $950,000 and subsequently refunded 
that amount to customers. The reduction related to an 
issue in the June, 1987 PSCW rate order regarding the 
proper federal income tax rate to be used. The amount 
had been collected in the second half of 1987 through a 
surcharge, which ultimately was determined by the courts 
to be inappropriate.  

In 1988, electric retail sales were up over 6 percent 
from 1987 while total electric revenues were up over 
2 percent for the same time period. In June, 1988, the 
PSCW granted an increase of 0.9 percent in electric rates.

i5 mr.,6e
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Management's Discussion and Analysis 
of Finencial Condilien and Operations

s Results 
Changes in gas sold, transported, and delivered, as 

compared to the previous year, were as follows:

Retail Gas Total Gas 
Gas Sales Transported Delivered 

Increase (Decrease)
1989 
Million therms ......  
Percentage .........  

1988 
Million therms ......  
Percentage .........  

1987 
Million therms ......  
Percentage .........

0.9 
1%

32.6 
25% 

(16.0) 
(11)%

1.9 
48%

(15.1) 
(79)% 

11.0 
135%

2.8 
2%

17.5 
12% 

(5.0) 
(3)%

Gas retail sales for 1989 increased slightly from 1988.  
The increase was due to customer growth and the cold 
weather during December, 1989, offset in large part by 
the University of Wisconsin using coal instead of gas at its 
heating station, starting during the third quarter of 1989.  
Heating degree days (as measured by the number of degrees 
the mean daily temperature is below 65 degrees Fahren
heit) for December, 1989, were up 19 percent from normal 
and up 26 percent from December, 1988. For the year 
1989, the heating degree days were up 2 percent and 4 
percent over normal and 1988, respectively.  

Gas revenues decreased about 1 percent for 1989, despite 
an increase in retail gas rates of 1.5 percent in June, 1989, 
granted by the PSCW. Gas revenues were affected by 
negative adjustments of $300,000 made in June, 1989 (see 
electric results) and the $4.3 million refund from ANR 
Pipeline Company recorded in December (see Note 1.h.).  

Transport revenues and therms increased during 1989.  
An interruptible customer switched to having the Company 
transport natural gas versus using a "best efforts" option, 
starting in the third quarter of 1989. The increase in 
transport therms of natural gas and the slight increase in 
therm sales contributed to an increase of almost 2 percent 
in total gas delivered to the system during 1989.

Natural gas costs decreased 6 percent in 1989 compared 
to 1988. This decrease is the result of the $4.3 million adjust
ment mentioned previously. If the adjustment had not been 
made, the cost of natural gas would have been 1.7 percent 
higher than in 1988. Total gas revenues increased 12 per
cent in 1988 with a 25 percent increase in therm sales.  
Natural gas costs increased 14 percent in 1988, far less than 
the therm sales increase, due to the Company's success 
in buying gas on the open market at lower prices which 
are passed along to customers.  

In order to achieve savings for customers, the Company 
purchased approximately 20 million therms of gas during 
June, July, and August, 1989 and arranged to have it 
placed in storage. The gas is being used during the 
1989-90 winter heating season. The savings, estimated 
at $500,000, are being passed along to the Company's 
customers.  

Operfing xpenses 
Electric fuel and purchased power expenses, in total, 

were up less than 1 percent in 1989 compared to 1988.  
slight increase in electric sales volume contributed to the 
low increase in these expenses. Purchased power costs in
creased due to a 39 percent increase in power purchases; 
however, on a per-unit basis, costs decreased over 9 percent 
for 1989.  

The increases in other operations and maintenance 
expense reflect, in part, increases in material and labor 
costs, customer growth, and to a lesser extent, inflation.  

Otherlfems 
Interest on long-term debt increased during 1989 due 

to the $10 million of 9.65% first mortgage bonds issued 
in October, 1988. Higher levels of commercial paper out
standing and a significant increase in short-term interest 
rates during 1989 contributed to higher other interest ex
pense for the year (see Note 2.d.).  

The allowance for funds used during construction 
has declined in 1989 because the Company was allowed 
to earn a return on 50 percent of its construction work 
in progress (CWIP). The return on CWIP was allowed in 
the June, 1989, rate order from the PSCW (see Note 4).
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Essolidated Statements of Income

For the years ended December 31 

OpermfingRevenues (Notes lb and 4) 
E lectric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
G as (N ote lh ) ....................................................  

Total Operating Revenues ....................................

Operaling Impenses 
Fuel used for electric generation (Note Id) ...........  
Purchased power ...............................  
Natural gas purchased for resale (Note 1h) ...........  

O ther operations ...............................  
M aintenance ...................................  

Depreciation and amortization (Note If) 
Straight-line depreciation and amortization ........  
Additional depreciation ......................

Taxes (Note Ig) 
Current federal income ...................  

mortization of investment tax credits ........  
rrent state income .....................  

er general..........................

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

Net Opeating Income .......................................  

Allowance for funds used during construction-equity funds (Note Ic) ......  
Other income (expense), net .....................................  

Income Before Interest Expense ...............................  

Interest Expense 
Interest on long-term debt .......................................  
Other interest ................................................  
Allowance for funds used during construction-borrowed funds (Note c) ....  

Net Interest Expense .........................................  

Net Income ...............................................  

Preferred stock cash dividend requirements ..........................  

IEmings on Common Stock .....................................  

Earnings Per Share of Common Stock (6,860,067, 
6,687,741, and 6,559,250 average shares outstanding) .................  

. accompanying notes are an integral part of the above statements.

1989 

$131,961 
85,627 

217,588

29,126 
5,608 

53,073 

47,934 
12,588 

19,878 
2,720

4,998 
(924) 

1,674 
7,307 

183,982 

33,606 

731 
812 

35,149 

12,757 
2,280 
(484) 

14,553 

20,596 

558 

$ 20,038 

$2.92

1988 
(Thousands of Dollars) 

$128,079 
86,244 

214,323

30,175 
4,437 

56,465 

45,666 
10,954 

18,231 
3,629

5,424 
(1,019) 
1,755 
7,275 

182,992 

31,331 

1,218 
446 

32,995 

12,312 
934 

(789) 
12,457 

20,538 

576 

$ 19,962 

$2.98

17

1987 

$125,328 
76,805 

202,133 

28,789 
4,070 

49,496 

43,633 
9,943 

17,018 
3,989 

7,159 
(1,152) 
1,906 
7,025 

171,876 

30,257 

1,267 
(148) 

31,376 

12,262 
255 

(768) 
11,749 

19,627 

593 

$ 19,034 

$2.90

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

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

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

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

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



Consolidated Balance Sheets

At December 31 

Assets 

UtlityPlast, at original cost (Note Ic) 
In service- Electric (Note le).....................................  

G a s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
G ross Plant in Service ......................................  

Less-Accumulated provision for depreciation (Note If) ......  
N et Plant in Service ..........................................  

Construction work in progress....................................  
Nuclear decommissioning fund (Note 1f) ...........................  
N uclear fuel, net (N ote Id).......................................  

Total U tility Plant ..........................................  

Other Propedy and Investments ...............................  

CurrentAssets 
Cash .....................................................  
Deposits for jointly owned electric power production facilities ...........  
Accounts receivable, less reserves of $679 and $708, respectively .........  
Unbilled revenue (Note 1b)....................................  
Materials and supplies, at average cost ............................  
Fossil fuel, at average cost .....................................  
Stored natural gas, at average cost...............................  
Prepaid taxes..............................................  
Other prepayments ..........................................  

Total Current Assets.......................................  

Deferred Charges (Note 1g).....................................  

olelAssels . ..........................................  

Capitalization and liebilities 

Capitalizellen (see statement on next page) (Note 2) ..................  

Current Liahilltes 
Preferred stock sinking fund requirements (Note 2b) .................  
Interim loans-commercial paper outstanding (Note 2d) ..............  
Accounts payable ...........................................  
Accrued taxes ..............................................  
Other (Note Ih ............................................  

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

Other Credits 
Contributions in aid of construction .............................  
Investment tax credit deferred (Note Ig) ..........................

OtalOther . C.redi .......................................................  
Total O ther Credits ... . ..... . . . . . . . . . . . .. . . . . . . . . . . . .  

Commitments and Contingencies (Note 5) 

To el Capielizatlean nd LiabIItIes.................................................  

The accompanying notes are an integral part of the above balance sheets.

1989 1988 
(Thousands of Dollars)

$428,105 
143,880 
571,985 

(279,515) 
292,470 

5,618 
16,535 
10,805 

325,428 

5,559 

1,429 
2,535 

22,972 
12,447 
9,174 
5,047 
3,532 
5,177 
1,371 

63,684 

12,654 

$407,325 

$307,995 

100 
28,000 
20,069 
6,160 

13,845 
68,174 

10,783 
17,395 

31,156 

$407,325 $388,4

18

$399,685 
138,159 
537,844 

(261,315) 
276,529 

15,745 
15,092 
9,655 

317,021 

5,685 

866 
2,207 

21,119 
10,231 

8, 

6,076 
1,334 

53,568 

12,175 

$388,449 

$301,168 

100 
21,750 
19,294 
5,304 
9,116 

55,564 

10,417 
18,339
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onsoidatedSiatements of Capitalization 

At December 31 1989 1988 

(Thousands of Dollars) 
CommenShareholders'Iquity (Note 2a) 
Common stock-Par value $8 per share 

Authorized 14,000,000 shares 
Outstanding 6,943,403 and 6,792,095 shares, respectively ............................. $ 55,547 $ 54,337 

Amount received in excess of par value ............................................. 50,196 46,174 
Retained income ............................................................... 55,210 52,451 

Total Common Shareholders' Equity ........................................... 160,953 152,962 

Redeemable PreferredStock, cumulative, $25 par value, authorized 
1,231,000 and 1,239,000 shares, respectively (Note 2b) 

Series E, 8.70%, 252,000 and 260,000 shares outstanding, respectively, 
less current sinking fund requirements of $100 ...................................... 6,200 6,400 

First Mortgage Bonds (Note 2c) 
43/4% , 1991 Series .............................................................. 4,012 4,012 
9.65% , 1992 Series.............................................................. 10,000 10,000 
5.45% , 1996 Series.............................................................. 8,000 8,000 
8% , 1999 Series................................................................ 9,987 10,240 

,2001 Series .............................................................. 11,971 12,151 
,2004 Series .............................................................. 17,379 17,743 

2005 Series .............................................................. 22,314 22,397 
6 %, 2006 Series, Pollution Control Revenue Bonds, principal amount 

$8,780, less construction fund of $1,266 and $1,167, respectively ........................ 7,514 7,613 
10.60%, 2012 Series, Industrial Development Revenue Bonds ............................ 25,000 25,000 
91/4% , 2016 Series .............................................................. 25,000 25,000 

First M ortgage Bonds Outstanding............................................... 141,177 142,156 
Unamortized discount and premium on bonds, net ................................... (335) (350) 

Total First M ortgage Bonds................................................... 140,842 141,806 

Te0a0 capitaliza ......................................................... $307 995 $301,168 

ConsolidatedStatements of RetainedIncome 

For the years ended December 31 1989 1988 1987 

(Thousands of Dollars) 
Balance Beginning .f Year........................................... $52,451 $48,865 $45,495 
Add- Net incom e ................................................ 20,596 20,538 19,627 

Deduct-Cash dividends on common stock ............................ (17,279) (16,376) (15,664) 
Preferred stock cash dividend requirements .................... ... (558) (576) (593) 

Balance End ef Year................................................ $55,210 $52,451 $48,865 

The accompanying notes are an integral part of the above statements.



Consolidated Statements of Cash Flows 

For the years ended December 31 1989 1988 1987 
(Thousands of Dollars) 

Operwing Advies 
N et incom e...................................................... $20,596 $20,538 $19,627 
Income items not affecting working capital 

Depreciation and amortization .................................... 22,598 21,860 21,007 
Amortization of nuclear fuel ...................................... 3,222 2,652 2,337 
Amortization of investment tax credits .............................. . (924) (1,019) (1,152) 
Allowance for funds used during construction-equity funds ............ ... (731) (1,218) (1,267) 
O ther ........................................................ 683 (62) 768 

Net Funds Provided from Operations ............................. . 45,444 42,751 41,320 

Changes in working capital, excluding cash 
Special deposits ................................................ (328) 226 76 
Accounts receivable ............................................. (1,853) (151) (156) 
U nbilled revenue ............................................... (2,216) (593) 417 
M aterials and supplies ........................................... (972) (996) (1,101) 
Fossil fuel ..................................................... (1,514) 720 1,777 
Stored natural gas ............................................... (3,532) -
Prepaid taxes .................................................. 899 (423) (1,062) 
O ther prepaym ents ............................................. (37) 82 (404) 
A ccounts payable ............................................... 775 1,214 
A ccrued taxes.................................................. 856 436 
O ther current liabilities .......................................... 4,729 1,293 

Other noncurrent items, net ........................................ (1,346) (6,743) 1,051 

Cash Provided by Operating Activities ............................ 40,905 37,816 36,535 

FInancing Adiviles 
Com m on stock issued ............................................. 5,232 5,123 4,104 
Cash dividends on common and preferred stock ........................ (17,837) (16,952) (16,257) 
Sale of first mortgage bonds ........................................ . - 10,000 
Maturity of 46/8% First Mortgage Bonds, 1988 Series ..................... - (6,503) 
Decrease in preferred stock and bonds ................................ (1,179) (1,149) (1,206) 
Increase in interim loans ........................................... 6,250 10,750 11,000 

Cash Provided by (Used for) Financing Activities .................... (7,534) 1,269 (2,359) 

Investing Activities 
Additions to utility plant and nuclear fuel ............................. (30,881) (36,984) (32,644) 
Allowance for funds used during construction-borrowed funds ........... (484) (789) (768) 
Increase in nuclear decommissioning funds ............................ (1,443) (1,577) (2,172) 

Cash Used for Investing Activities ............................... (32,808) (39,350) (35,584) 

Change In Cah (Note 6)............................................. 563 (265) (1,408) 
Cash at Beginning of Period ........................................ 866 1,131 2,539 
Cash atEnd ofPeriod ........................................ ..... $ 1,429 $ 866 $ 1,131 

The accompanying notes are an integral part of the above statements.
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MIes to Consolidated Finandal Statements

December 31, 1989, 1988, and 1987 

1. Summary of Signifcant Accounting Policies 
The consolidated financial statements reflect the appli

cation of certain accounting policies described in this note.  

a. Basis of consolidation 
The financial statements include the accounts of the 

Company and its subsidiaries. All significant intercom
pany accounts and transactions have been eliminated in 
consolidation.  

b. Revenue recognilon 
The Company records unbilled revenue on the basis 

of service rendered.  

c. IIlIty plant 
Utility plant is stated at the original cost of construc

tion, which includes indirect costs consisting of payroll 
taxes, pensions and other fringe benefits, administrative 
and general costs, and an allowance for funds used dur.Sonstruction (AFUDC).  

UDC represents the approximate cost of debt and 
equity capital devoted to plant under construction. The 
Company presently capitalizes AFUDC at a rate of 11.64 
percent on 50 percent of construction work in progress.  
The portion of the allowance applicable to borrowed 
funds is presented in the Consolidated Statements 
of Income as a reduction of interest charges, while the 
portion of the allowance applicable to equity funds is 
presented as other income. Although the allowance does 
not represent current cash income, it is recovered under 
the ratemaking process over the service lives of the 
related properties.  

Substantially, all of the Company's utility plant is subject 
to a first mortgage lien.  

d. Nuclear fuel 
The cost of nuclear fuel used for electric generation 

is being amortized to fuel expense and recovered in 
rates based on the quantity of heat produced for the 
generation of electric energy by the Kewaunee Nuclear 
Plant (Kewaunee). Such cost includes a provision for 
estimated future disposal costs of spent nuclear fuel.  
The Company currently pays disposal fees to the 
Department of Energy based on nuclear generation.  

Company has recovered through rates and satisfied 
tire fuel disposal liability for past nuclear generation.

e. JoInt plant ownership 
The Company and two other Wisconsin investor-owned 

utilities jointly own two electric generating facilities, which 
account for 54 percent (325 mw) of the Company's net 
generating capability. Power from the facilities is shared 
in proportion to the companies' ownership interests.  
The Company's interests are 22 percent (232 mw) of 
the Columbia Energy Center (Columbia) and 17.8 per
cent (93 mw) of Kewaunee. Each owner provides its own 
financing and reflects its respective portion of facilities 
and operating costs in its financial statements. The 
Company's portions of these facilities, included in its 
gross utility plant in service, and the related accumulated 
depreciation reserves at December 31, were as follows 
(in thousands of dollars):

Utility Plant 
Accumulated 

Depreciation 

Net Plant ....

Columbia 

1989 1988 
$84,784 $84,967 

(46,447) (44,560) 

$38,337 $40,407

Kewaunee 

1989 1988 

$52,853 $52,452 

(33,410) (32,137) 
$19,443 $20,315

. Depreciation 
Depreciation expense includes, in addition to pro

visions at composite straight-line rates, amounts equiv
alent to estimated net reductions in income taxes. Such 
reductions are due to the use of liberalized deprecia
tion allowances permitted for income tax purposes.  
They are also due to differences between amortization 
of nuclear fuel for book purposes and depreciation for 
income tax purposes. At December 31, such accumu
lated additional depreciation is classified as follows 
(in thousands of dollars): 

1989 1988

Accumulated provision for 
additional depreciation ........ $64,283 

Nuclear fuel, net ................ 504 
Total ......................... $64,787

$61,884 
183 

$62,067

Cumulative income tax timing differences, on which 
the Company has not provided an amount equivalent 
to the estimated reduction in income taxes, approx
imate $14.6 million at December 31, 1989. The income 
taxes payable in the future due to the reversal of such 
timing differences will be recovered in future rates.
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Provisions at composite straight-line depreciation 
rates, excluding the additional depreciation and decom
missioning costs, approximate the following percentages 
of the cost of depreciable property: electric, 3.2 percent 
in 1989, 3.2 percent in 1988, and 3.1 percent in 1987; 
gas, 3.5 percent in 1989, 1988, and 1987. Depreciation 
rates are approved by the Public Service Commission 
of Wisconsin (PSCW) and are generally based on the 
estimated economic lives of property.  

External trust funds have been established for costs 
associated with the future decommissioning of 
Kewaunee. It is estimated that the Company's share 
of decommissioning costs will be $118.6 million at the 
time of future decommissioning. As of December 31, 
1989, approximately $15.2 million of these costs have 
been recovered through depreciation rates. Decommis
sioning costs are $1.3 million annually.  

g. Income taxes 
(1) The eligible investment tax credit is amortized 

over the service lives of the related property.  
(2) The Company's effective income tax rates are 

computed by dividing the total of current federal and 
state income tax expense, additional depreciation, and 
taxes included in other income, less the amortization of 
investment tax credits, by the sum of such expenses and 
net income. The total provision for income taxes was 
$7,159,000, $9,949,000 and $11,913,000 in 1989, 1988, 
and 1987, respectively. The reconciliation to the statutory 
federal income tax rate is as follows for the years
ended December 31:

Effective income tax 
rate as computed ...........  

Restoration of investment 
tax credit ..................  

State income taxes and 
state additional 
depreciation, net...........  

Benefit of tax rate differential . .  

Adjustment to non-operating 
taxes ....................  

Other differences, net ..........  
Statutory federal income 

tax rate ....................

After 1991 the Company will be required to adopt the 
accounting and reporting standards set forth in the 
Statement of Financial Accounting Standards (SFAS) 
No. 96 relating to the effects of income taxes. The 
Company believes that the effect of adopting SFAS No.  
96 will be primarily limited to certain balance sheet 
reclassifications, including the presentation of the 
accumulated provision for additional depreciation 
(see Note 1.f.).  

(3) During 1989 the Company received a refund of 
$2.8 million from the Internal Revenue Service to settle 
the tax years 1978 and 1979. During 1988, the Com
pany made a payment of $4.4 million to the Internal 
Revenue Service to settle tax years 1974 through 1977.  
These amounts have been recorded as a net deferred 
charge and are being recovered in rates as allowed 
by the PSCW over a three-year period beginning 
June 1, 1989.  

b. Gas refunds 
In December, 1989 the Company received a $4.3 mil

lion refund from ANR Pipeline Company, relating tA 
an ANR rate case settlement. The Company recorded 
refund as a current liability and made corresponding 
refunds to its customers beginning in February, 1990.  
Also, gas revenues and natural gas costs were both 
reduced by $4.3 million in December, 1989.  

I. Penslen plans 
The Company has maintained a contributory defined

benefit plan and a noncontributory defined benefit 
plan for substantially all nonsalaried and salaried 

1989 1988 1987 employees, respectively. The pension benefit formula 
used in the determination of pension costs is based 

25.8% 32.9% 38.6% upon the average compensation earned during the last 
five years of employment for the salaried plan and 

3.3 3.4 3.7 career earnings for the nonsalaried plan subject to a 
monthly maximum.  

The Company's funding policy is to make such con

(3.2) (3.4) (3.2) tributions as are necessary to finance the benefits pro
3.3 1.6 0.7 vided under the plans. The Company's contributions 

meet the funding standards set forth in the Employee 
3.0 - - Retirement Income Security Act of 1974 (ERISA). Rate
1.8 (0.5) 0.2 making practice has historically allowed the accrued 

pension funding amount in rates. The Company has 

34.0% 34.0% 40.0% recorded 1989 pension costs equal to the funding 
yamount. The funding amounts were $684,000 in 198
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$785,000 in 1988, and $649,000 in 1987. Of these 
amounts, $573,000, $689,000, and $565,000 were 
charged to operating expenses for the years 1989 
through 1987, respectively. The plans' assets consist 
primarily of pooled funds invested with the Prudential 
Asset Management Group.  

The funded status of the plans under SFAS No. 87 is 
as follows (in thousands of dollars):

Fair value of plan assets .........  
Actuarial present value of benefits 

rendered to date-Accumulated 
benefits based on compensation 
to date, including vested benefits 
of $24,081 and $18,819, 
respectively.................  

Additional benefits based on 
estimated future salary levels ....  

jected benefit obligation .......  
assets less than projected 

W nefit obligation .............  
Unrecognized net asset at date of 

initial application............  
Unrecognized net loss (gain) ......  
Unrecognized prior service cost ...  

Net (liability) prepayment ........

December 31 
1989 1988 

$28,865 $25,034 

24,254 19,223

6,141 
30,395

6,383 
25,606

(1,530) (572)

(232) 
4 

$ (102)

(271) 
(399) 

1,377 
$ 135

Components of net pension costs for the years ended 
December 31 (in thousands of dollars):

Service costs (benefits 
earned during period) ...  

Interest costs on projected 
benefit obligation .......  

Actual return 
on plan assets ..........  

Net amortization 
and deferral ...........  

Regulatory effect based 
on funding ............  

Net pension costs .........

1989 1988 1987 

$ 842 $ 670 $ 672 

2,028 1,899 1,640 

(3,636) (2,341) (843) 

1,450 355 (1,085)

- 202 

$ 684 $ 785
265 

$ 649

The net pension costs at December 31, 1989, 1988, 
and 1987, were based on an assumed long-term rate of 
return on plan assets of 9.0 percent, a weighted average 
discount rate of 8.25 percent in 1989 and 1988 and 7.5 
percent in 1987, and an assumed rate of increase in 
future compensation levels of 6.0 percent in 1989 and 
1988 and 5.5 percent in 1987.  

In addition to the noted plans, the Company also 
maintains a defined contribution 401(k) benefit plan for 
salaried employees. The Company's costs of the 401(k) 
plan for the years 1989, 1988, and 1987 were $158,000, 
$144,000, and $135,000, respectively.

2. Capitalizaion Matters

a. Common stock 
Pursuant to the Company's Automatic Dividend 

Reinvestment and Stock Purchase Plan, 151,308 shares 
of common stock were issued in 1989 and 163,218 
shares were issued in 1988. Allocations of proceeds were 
$1,210,000 in 1989 and $1,306,000 in 1988 to common 
stock par value and $4,022,000 in 1989 and $3,817,000 
in 1988 to amounts received in excess of par value.  

b. Redeemable preferred stock 
We Company has an obligation to retire 4,000 Series 
Wnres for $100,000 during each 12-month period 

Wng August 1 through 1993. For the 12-month period 
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ending August 1, 1994, the Company has an obligation 
to retire 8,000 shares for $200,000. Additional Series E 
shares equal to the annual retirement obligations may 
be retired during any 12-month period ending August 1.  

c. First mortgage bends 
The annual sinking fund requirements of the out

standing first mortgage bonds are $870,000 for 1990 
and $800,000 in 1991-1994. In addition, $4 million and 
$10 million will be required to retire at maturity the 
1991 and 1992 Series First Mortgage Bonds, respectively.  
As of December 31, 1989, the Company had satisfied 
its 1990 bond sinking fund requirements.
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d. Notes payble t banks, commerial paper, 
and Ises of c:edi 
For short term borrowings, the Company generally 

issues commercial paper (issued at the prevailing 
discount rate at the time of issuance) which is sup
ported by unused bank lines of credit. Included in the 
lines of credit is a Revolving Credit Agreement with 
five banks. Under this agreement, the Company is 
entitled to borrow and reborrow until August 31, 1990, 
up to $15 million from the banks in the iform of 90-day 
notes that bear interest at the prime rate in effect at 
the time of issuance. The agreement also sets a max
imum outstanding limit of $30 million of commercial 
paper. Information concerning short-term borrowings 
is set forth as follows (in thousands of dollars):

At December 31: 
Available lines of credit.  
Commercial paper 

outstanding .........  
Bank loans outstanding..  
Weighted average 

interest rate .........  
During the year: 
Maximum short-term 

borrowings (includes 
bank loans)..........  

Average short-term 
borrowings.........  

Weighted average 
interest rate .........

1989 1988 1987 

$30,000 $27,000 $21,500 

$28,000 $21,750 $11,000 
$ -$ -$ 

8.52% 9.37% 7.90% 

$32,000 $24,250 $15,000 

$23,845 $10,868 $ 2,958 

9.18% 7.92% 7.03%

3. Segments of Business 
The table below presents information pertaining to 

the Company's segments of business.

For the years ended December 31

Ilecidc Opealons 
Total revenues ............................  
Operation and maintenance expenses ..........  
Straight-line depreciation and amortization .......  
Other general taxes ........................  

Pre-tax Operating Income .................  
Income tax items, including additional depreciation 

Net Operating Income ......................

Construction and Nuclear fuel Ixpendiures (Electdc) ..................  

Gas Operalons 
Operating revenues ............................................  
Revenues from sales to electric utility ...............................  

Total Revenues ..............................................  
Operation and maintenance expenses ..............................  
Straight-line depreciation and amortization ..........................  
Other general taxes ............................................  

Pre-tax Operating Income .....................................  
Income tax items, including additional depreciation ....................  

Net Operating Income ..........................................  

Constructlen xpenditures (fas) ..............................

Information regarding the distribution of net asset 
between electric and gas is set forth on page 27. A

1989 

$131,961 
79,643 
14,967 
5,777 

31,574 
6,321 

$ 25,253 

$ 24,249 

$ 85,627 
805 

86,432 
69,491 

4,911 
1,530 

10,500 
2,147 

$ 8,353 

$ 6,632

1988 
(Thousands of Dollars) 

$128,079 
76,888 
13,697 

5,798 
31,696 

7,789 

$ 23,907 

$ 28,602 

$ 86,244 
1,327 

87,571 
72,136 

4,534 
1,477 
9,424 
2,000 

$ 7,424 

$ 8,382

lw 
1987 

$125,328 
72,600 
12,753 

5,589 
34,386 
10,125 

$ 24,261 

$ 24,785 

$ 76,805 
2,362 

79,167 
65,693 

4,265 
1,436 
7,773 
1,777
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4. Refe Matters 
In June, 1989 the PSCW authorized increases of 5.7 

percent for electric service and 1.5 percent for gas service.  
The new rates are designed to increase annual revenues by 
$7.3 million for electricity and $1.4 million for gas. The 
changes were based on estimated operations for the test 
year ending May 31, 1990, and an authorized return on 
common stock equity of 13.5 percent. In addition, the 
PSCW allowed a current return on 50 percent of con
struction work in progress.

In September, 1989 the Company filed its annual 
rate application with the PSCW. In February, 1990 the 
Company updated its application. The current request 
would increase retail electric rates 1.4 percent and 
electric revenues $2.0 million annually. Retail gas rates 
would decrease 0.9 percent with gas revenues declining 
$0.9 million annually. The proposed rates are based on 
a test year beginning June 1, 1990, a return on common 
stock equity of 13.25 percent, and a return on 50 per
cent of construction work in progress.

5. Commitments and Contingences 
Utility plant construction expenditures for 1990, 

including the Company's proportional share of jointly 
owned electric power production facilities, are estimated 

e $26.7 million and substantial commitments have 
incurred in connection with such expenditures.  

ificant commitments have also been made for fuel 
for Kewaunee and Columbia.  

ANR Pipeline Company (ANR) and Northern Natural 
Gas Company (NNG) are both entering into settlements 
with their gas suppliers concerning provisions of take
or-pay contracts that are not being met or the con
tracts are being cancelled. An initial filing with the 
Federal Energy Regulatory Commission (FERC) was 
made by ANR in December, 1988. ANR made addi
tional 1989 take-or-pay filings with FERC in March, 
June, October, and November. Charges applicable to 
the Company in association with these take-or-pay 
filings are currently estimated to be $7.0 million. The 
charges are to be billed to the Company over a period

of five years. NNG made a rate case settlement regard
ing the take-or-pay issue versus making a filing with 
FERC. NNG agreed to a volumetric surcharge on the fee 
paid for transportation gas. The surcharge will be effec
tive over a period of five years. The total cost of the 
surcharge to the Company is not currently known. The 
PSCW has approved procedures whereby the Company 
will be allowed the opportunity to recover take-or-pay 
charges in rates.  

The PSCW has assessed a $9 million penalty to 
Wisconsin Power and Light Company (WPL), the operator 
of Columbia (see Note i.e.). The penalty relates to the 
alleged imprudent administration and mishandling of 
a coal contract for Columbia. WPL has appealed the 
PSCW decision. In the opinion of Company manage
ment, the ultimate resolution of this matter will not 
result in any material adverse effect on the Company's 
results of operations or financial position.

6. Supplemental Cash Flow Infsrmation 
For purposes of the Statements of Cash Flows, the 

Company considers cash equivalents to be cash on hand.  
Cash payments for interest and income taxes were as 

1 ws for the years ended December 31 (in thousands

1989 1988 1987
Interest paid, net of 

amounts capitalized ...  
Income taxes paid ......

$14,576 
$ 1,655

$12,430 $11,792 
$ 9,160 $14,550
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Quartedy Summary of Opeations and Stock Prices

Quarters Ended (Unaudited) (1)

March 31 June 30 

(Thousands
1989 
Operating Revenues: 

Electric ........................................  
Gas ...........................................  

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

Net Operating Income.............................  
Interest, Preferred Dividends, and Other.................  

Earnings on Common Stock........................  

Earnings per Common Share (2) .......................  
Dividends Paid per Common Share (3) ..................  

Bid Price per Common Share (4)-High .................  
Low ..................  

1988 
Operating Revenues: 

E lectric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
G a s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

T o tal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
O perating Expenses...................................  

Net Operating Incom e ...............................  
Interest, Preferred Dividends, and Other ..................  

Earnings on Common Stock ..........................  

Earnings per Common Share (2) .......................  
Dividends Paid per Common Share (3) ..................  

Bid Price per Common Share (4)-High...................  
L ow ...................  

Notes: 
(1) The quarterly results of operations within a year are not 

comparable because of seasonal and other factors.  
(2) The sum of earnings per share of common stock for any 

four quarterly periods may vary slightly from the earnings 
per share of common stock for the equivalent 12-month 
period due to the effect of rounding each quarterly period 
separately.  

(3) There were 15,361 shareholders as of February 1, 1990.  
There currently are no restrictions on the Company's

$29,655 
40,667 
70,322 
60,947 

9,375 
3,230 

$ 6,145 

904 
624 

$35% 

29% 

$29,318 
40,422 
69,740 
60,985 

8,755 
2,836 

$ 5919 

89 
60% q 

$32% 
30%

$29,661 
11,814 
41,475 
36,600 

4,875 
3,519 

$_1,356 

20,t 
621t 

$37% 

33 

$29,989 
10,464 
40,453 
35,733 

4,720 
2,896 

$ 1,824 

27 
60% 4 

$32% 
30%

Sept. 30 

of Dollars) 

$40,023 
7,057 

47,080 
37,917 

9,163 
3,364 

$ 5,799

844P 
644t

$36 
34% 

$39,408 
7,223 

46,631 
38,052 

8,579 
2,659 

$ 5,920

88 
62

$32% 
30%

Dec. 31 

$32,622 
26,089 
58,711 
48,518 
10,193 
3,455 

$ 6,738

974 
644

$35% 
34%

$2q 
28,135 
57,499 
48,222 

9,277 
2,978 

$ 6,299

93 q 
62 4

$32% 
30

ability to pay dividends and none are expected in the 
foreseeable future. The Company has regularly paid 
dividends to its shareholders and expects that it will 
continue to do so in the future.  

(4) The common stock of the Company is traded in the 
over-the-counter market and is included in the National 
Association of Securities Dealers, Inc. (NASD), National 
Market System. The range of bid prices is as quoted 
the NASD Automated Quotation System.
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y of Selected Financial Data

(Thousands of Dollars Except Per-Share Amounts) 
Eledsic Opemllng Revenues 
R esiden tial ...................................  
Commercial power and lighting ..................  
Industrial power and lighting ....................  
Street and highway lighting and public authorities ....  
O ther utilities .................................  
M iscellaneous .................................  

Total Electric Revenues .......................  

Gas Operating Revenues 
R esidential ...................................  
C om m ercial ..................................  
In du strial ....................................  
Interruptible boiler fuel (includes "Best Efforts") .....  
G as transport, net..............................  
M iscellaneous. ................................  

Total Gas Revenues ..........................  

Income, Earnings, and Dividends 
N et incom e ...................................  

ings on common stock ......................  
ings per average common share ...............  

sh dividends paid per common share ............  

Assets (year end) 
E lectric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
G a s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets not allocated ............................  

T o tal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Internal Generatlon of Cash 
Total cash used for construction 

expenditures and nuclear fuel ..................  
Percent generated internally .....................  

Leng-term Debt and Redeemable 
PrefernedStock, Net (year end) ....................  

Capitalizatlen Ratles (year end) 
Common shareholders' equity ....................  
Redeemable preferred stock* ....................  
Long-term debt* ..............................  
Short-term debt (interim loans) ..................

1989 1988

$ 46,152 
68,076 

6,937 
8,853 
1,825 

118 
$131,961 

$ 47,666 
30,630 

1,833 
5,017 

445 
36 

$ 85,627 

$ 20,596 
$ 20,038 

$2.92 
$2.52 

$278,360 
96,373 
32,592 

$407,325

$ 45,338 
66,028 

6,116 
8,644 
1,574 

379 
$128,079 

$ 46,248 
31,374 

2,125 
6,163 

290 
44 

$ 86,244

$ 
$

1987 1986

$ 42,987 
65,934 

5,627 
8,992 
1,299 

489 

$125,328 

$ 41,788 
29,942 

2,623 
883 

1,286 
283 

$ 76,805

$ 
$

20,538 
19,962 

$2.98 
$2.45

$ 268,216 
88,898 
31,335 

$388,449

$ 41,460 
65,736 

5,818 
9,537 
2,284 

548 

$125,383 

$ 44,349 
33,700 

3,481 
2,665 

470 
299 

$ 84,964

$ 
$

19,627 
19,034 
$2.90 
$2.39

$249,878 
84,096 
30,741 

$364,715

1985 

$ 40,640 
63,336 

5,663 
9,718 
4,046 

337 
$123,740 

$ 49,320 
39,518 

3,966 
7,026 

294 

$100,124

$ 
$

19,796 
18,696 

$2.87 
$2.32

$240,809 
81,858 
30,462 

$353,129

21,321 
19,515 

$3.04 
$2.24

$221,577 
80,950 
33,846 

$336,373

$ 30,881 $ 36,984 $ 32,644 $ 31,409 $ 29,670 
84.3% 64.7% 70.9% 71.9% 93.2% 

$147,042 $148,206 $139,338 $147,032 $129,116

47.9% 
1.9 

41.9 
8.3

47.4% 
2.0 

43.9 
6.7

47.9% 
2.2 

46.2 
3.7

48.2% 
2.4 

49.4

50.3% 
4.9 

44.0 
.8

*Includes current maturities and current sinking fund requirements.
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Future Financial Outlook NM

An Independent MOE 
As mentioned in the Letter to Shareholders, the 

Company spent part of 1989 analyzing whether an 
independent MGE is in the best interests of all of our 
constituencies. It was concluded that it is. This Future 
Financial Outlook section discusses several positive 
trends. First, the Company will be able to continue pro
viding reliable electric and gas service through the 1990s 
and beyond. Second, our recession-proof service territory 
continues to be one of steady growth. Finally, our finan
cial measurements are expected to remain strong into 
the future.  

lectdic Opemllons 
The stable economic environment in Madison, due 

mainly to the concentration of governmental, educational, 
and medical activities, has provided years of steady growth 
in sales of electricity for Madison Gas and Electric Company.  
This is a trend we expect to continue into the future. Based 
partly on this trend, the Company anticipates it will 
contract to purchase power and/or add gas combustion 
turbines in the mid and late 1990s to provide additional 
"peak demand" capacity. This will allow the Company to 
have sufficient electric capacity through the 1990s. A 
peak electricity demand of 513,000 kw was reached this 
past summer. This peak load served was nearly the same 
as our all-time peak of 517,000 kw set during the summer 
of 1988.  

We expect the rate of new electric customer additions to 
be about 1.7 percent per year during the next three years.  
Retail electricity sales are expected to increase at an annual 
rate of about 3.5 percent through 1992.  

Our electricity generation mix should continue much the 
same as in the past few years. Production at the highly 
efficient Kewaunee Nuclear Plant will provide about one
third of our electric needs, with slightly more than 60 per
cent of our requirements coming from our coal-fired plants.  
This will allow us to limit use of oil and natural gas, which 
are our most expensive sources of energy for generation.  

Gas operalions 
A variety of customer growth opportunities exist in our 

natural gas service territory as the demand for this clean 
and efficient fuel source grows. We will continue to capital
ize on these new opportunities.  

Despite customer growth of 3.0 percent and the colder
than-normal December this year, total delivered therms 
remained about the same as in 1988. This is mostly due to 
the University of Wisconsin using coal at its heating station

instead of gas. This switch had been anticipated by the 
Company for several years. We forecast that annual in
creases in customers and sales over the next three years 
will be about 3.0 percent annually.  

The Year in Review section of this report discusses two 
significant changes in the gas operations area which will 
allow the Company to provide lower cost natural gas to 
its customers. The arrangements to store natural gas are 
expected to continue as long as savings to our customers 
will be realized. Also, a second pipeline will allow com
petitive pricing to lower costs while adding assurance that 
adequate supplies of natural gas will be available to meet 
the long-term needs of our customers.  

Eamings 
Earnings in 1989 were $2.92 per share compared to the 

$2.98 reported in 1988. However, 1989 earnings were re
duced 124 in June as discussed in the Letter to Share
holders. We anticipate that earnings should return to 
normal levels over the next few years for a number of 
reasons. Our continuing efforts to minimize costs, con 
sistent with providing quality service, will make us m 
efficient. Cost control, as always, is a major part of the 
Company's planning process. The expected growth in 
customers, sales, and revenues, as set forth above, will 
strengthen our base. We also anticipate that future Public 
Service Commission of Wisconsin (PSCW) rate orders will 
meet the Company's needs.  

The Company intends to continue the practice, adopted 
by the PSCW a number of years ago, of filing for annual 
rate reviews which reflect current costs of operation.  

Dividends 
The trend of increasing dividends paid per share has 

continued. The Company has raised the dividend in Sep
tember for nine consecutive years to provide its investors 
a fair return on their investment. We will continue to 
maintain a dividend policy which provides a return to 
shareholders while maintaining the value of their invest
ment, consistent with the Company's capitalization and 
financing needs.  

Reguleien 
Regulation in Wisconsin by the PSCW has historically 

been progressive in nature and has balanced the needs of 
both the consumer and investor. We believe that the 
PSCW will pursue policies in the future which will 
maintain the financial health of the Company.
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Capitalization 
The Company's current capital structure continues to 

remain strong. During 1989, our Automatic Dividend 
Reinvestment and Stock Purchase Plan added over $5 
million to common stock equity. The Plan will continue 
into the future as long as it remains consistent with the 
Company's capitalization and financing needs. During 
1990, the Company will closely monitor its short-term 
debt levels. It is anticipated that the internal generation, 
as mentioned below (see Construction Program), will limit 
the growth in short-term debt due to operations. However, 
plans to continue storing natural gas may cause short
term debt to vary more widely from current levels. At year

end, the Company had about $3.5 million of natural gas 
in storage. The Company's goal is to achieve and main
tain a capital structure of about 50 to 55 percent common 
equity, up to 5 percent preferred stock, and 40 to 50 
percent debt.  

Divers/fctllen 
The Company currently has no plans to significantly 

diversify its operations. However, we will continue to 
explore opportunities related to energy services which 
will profitably enhance the Company's ability to improve 
service to its customers.

ructien Pr.gram 
tal construction expenditures over the next several 

s are expected to average about $31 million annually, 
a decline of 7.5 percent from the average expenditures 
for the years 1987 through 1989. The annual construction 
expenditures should continue to be less than 10 percent 
of our gross plant in service and our total assets. The 
Company expects that, on average, over 80 percent of 
these future expenditures will be financed using inter-

For the years ended December 31 

leOMk Department 
Production plant ....................................  
Transmission plant...................................  
Distribution plant ....................................  
Nuclear fuel ........................................  

Total Electric ......................................  
Oss Department ..................................  
UtIlity Plant Commen to Both Departments ..................  

Total ............................................

nally generated cash. For 1990, between 90 and 100 per
cent is expected to be financed internally. Through these 
expenditures the Company will have efficient, up-to-date 
facilities for providing reliable service to customers and 
for meeting their future energy needs.  

Expenditures for construction and nuclear fuel estimated 
for 1990, actual for 1989, and the average for the three
year period 1986 to 1988, are shown below.

1990 
Estimated

$ 3,724 
4,755 
7,598 
3,950 

20,027 
5,276 
1,397 

$26,700

1989 
(Thousands of Dollars)

14% 
18 
28 
15 
75 
20 
5 

100%

$ 3,342 
3,371 

12,372 
3,947 

23,032 
5,887 
1,962 

$30,881

11% 
11 
40 
13 
75 
19 
6 

100%

Annual 
Average 

1986-1988

$ 6,135 
4,051 

10,863 
2,918 

23,967 
7,149 
2,563 

$33,679

18% 
12 
32 
9 

71 
21 
8 

100%
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Seated (from left), Helfrecht, Vondrasek, Mebane, Lawrence, Blaney. Standing (from left), Bolz, Manchester, Rennebohm, Stark, Mohs, Swans

Berd ofDirectors

Richard E. Blaney 
President and Manager, 
Richard Blaney Seeds Inc.  
Age 53, Director Since 1974 

Robert M. Bolz 
Retired Vice Chairman, 
Oscar Mayer Foods Corp.  
Age 67, Director Since 1972 

Donaldj Helfrecht 
Chairman and Chief Executive Officer 
Age 68, Director Since 1972 

Richard M. Lawrence 
Vice President - Public Affairs 
Age 63, Director Since 1988 

Jean N. Manchester 
Advisor to the Chairman, 
Neesvig's Inc.  
Age 63, Director Since 1982 

David C. Mebane 
Senior Vice President and General Counsel 
Age 56, Director Since 1984 

Frederic E. Mohs 
Partner, 
Mohs, MacDonald & Widder, 

Attorneys at Law 
Age 52, Director Since 1975 30

Robert B. Rennebohm 
Consultant and Former President of the 

University of Wisconsin Foundation 
Age 67, Director Since 1983 

Phillip C. Stark 
Chairman of the Board, 
The Stark Company 
Age 64, Director Since 1985 

H. Lee Swanson 
President, 
State Bank of Cross Plains 
Age 51, Director Since 1988 

Frank C. Vondrasek 
President and Chief Operating Officer 
Age 61, Director Since 1982 

Audit Commitee 
Directors Blaney, Bolz, Manchester, 
Mohs, Rennebohm, Stark and Swanson 

CompeNSelleN Comminee 
Directors Blaney, Bolz, Helfrecht, Mohs 
and Vondrasek 

Executive Commiftee 
Directors Blaney, Helfrecht, Manchester, 
Mebane, Mohs, Rennebohm and Vondrasek



Seated (from left), Schuh, Phipps, Duncan, Thies. Standing (from left), Domek, Bethke, Krzos, Wolter, Barlow.

Officers of the Company
Donaldj Helfrecht 
Chairman and Chief Executive Officer 
Age 68, Years of Service, 43 

Frank C. Vondrasek 
President and Chief Operating Officer 
Age 61, Years of Service, 19 

Kent M. Barlow 
Senior Vice President -Electric Systems 
Age 55, Years of Service, 28 

David C. Mebane 
Senior Vice President and General Counsel 
Age 56, Years of Service, 12 

G. Howard Phipps 
Senior Vice President - Finance 
Age 46, Years of Service, 17 

Terrencef Schuh 
Senior Vice President - Gas Systems 
Age 47, Years of Service, 21 

Richard M. Lawrence 
Vice President - Public Affairs 
Age 63, Years of Service, 39

Richard H. Thies 
Vice President - Gas Systems Operation 
Age 48, Years of Service, 26 

Robert E. Domek 
Assistant Vice President - Human Resources 
Age 59, Years of Service, 21 

Garyj Wolter 
Secretary and Corporate Attorney 
Age 35, Years of Service, 6 

Joseph T Krzos 
Treasurer 
Age 46, Years of Service, 7 

Carol A. Bethke 
Assistant Secretary -Administration 

and Investor Relations 
Age 50, Years of Service, 23 

Beverly R. Duncan 
Assistant Secretary - Corporate Affairs 
Age 58, Years of Service, 39
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Ve We Serve

Electic Service 
MGE provides electric service in Madison 

and surrounding communities in Dane 
County. The population in the electric ser
vice area is about 234,000. Electricity is 
supplied primarily by the Kewaunee Nuclear 
Plant, northeast of Madison on Lake Michi
gan; the Columbia Energy Center, near 
Portage, Wis.; and the Blount Station and 
several combustion turbines located in 
Madison.

WISCONSIN

NUCLEAR PLAN 
OLUMBIA 

PLANT 

M A IIMLW.

Natural Gas Service 
MGE provides natural gas service in 

Dane, Columbia and Iowa counties. The 
population in the gas service area is about 
290,000. MGE purchases gas from ANR 
Pipeline Co. and from other sources for 
distribution to customers. The company 
also contracts with some customers to 
purchase and transport gas for them.
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Shareholder Services 
MGE welcomes calls for information from 

its shareholders. Please use the toll-free 
telephone numbers below for questions 
about shareholder accounts, dividend pay
ments, dividend reinvestment, lost certifi
cates and stock transfers: 

Madison calling area. . . . (608) 252-4744 
Other Wisconsin 

locations .......... 1-800-362-6423 
Outside Wisconsin . . .. 1-800-356-6423 

(Continental U.S.) 
Be sure to notify MGE immediately, in 

writing, when a stock certificate is lost or 
stolen. Also notify MGE when a dividend 
check is not received within 10 days of the 
scheduled payment date and promptly when 
a name or address change occurs.  

If you prefer to write, address correspon
dence to: 

MGE Shareholder Services 
Post Office Box 1231 
Madison, Wis. 53701-1231 

General Offices 
133 S. Blair St.  
Madison, Wis. 53701-1231 
(Use this address for messenger services.) 
Telephone-(608) 252-7000 
Business hours-8 a.m. to 4:30 p.m., 
Central Time, Monday through Friday 

Maling Address 
Post Office Box 1231 
Madison, Wis. 53701-1231 

fransferAgent & Registrar 
Harris Trust and Savings Bank 
111 W. Monroe St.  
Chicago, Ill. 60603 

1990 AnnualMeeting 
The annual meeting of shareholders will 

be held Monday, April 23, 1990, at 2 p.m. at 
the Holiday Inn-Madison West, 1313John Q.  
Hammons Drive, Greenway Center, 
Middleton, Wis.  
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Stock listing 
The common stock of MGE is traded over

the-counter (OTC), is reported through 
NASD National Market System (symbol: 
MDSN) and is quoted in the NASD Auto
mated Quotation System. It is listed in most 
newspaper stock tables as MadGE.  

Dividend Payment Dates 
Dividends on the company's common stock 

in 1990 are expected to be paid quarterly on 
or about the 15th of March, June, September 
and December.  

The record date for dividend payments is 
usually the first day of the payment month.  

DividendReinvestmentandSteckPuhase Plan 
The MGE Automatic Dividend Reinvest

ment and Stock Purchase Plan is available to 

all shareholders, employees and customers 
of MGE.  

Quarterly dividends are automatically 
reinvested in shares of MGE common stock.  
Participants may make optional cash pay
ments of $10 to $3,000 each quarter to 
purchase shares of MGE common stock.  

For more information, contact MGE 
Shareholder Services to receive the plan 
prospectus. An offer to sell common stock 
can only be made through the prospectus.  

Reports Avalable 
Upon request, the company will furnish to 

any shareholder a copy of its 1989 annual 
report on Form 10-K as filed with the 
Securities and Exchange Commission.  

A Statistical Supplement to this annual 
report to shareholders, containing additional 
financial and operating data, also is available 
to shareholders.
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