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THE AREA WE SERVE

MGE is an investor-owned public

utility headquartered in Madison, Wis.

The company generates, transmits and
distributes electricity to 122,000 customers
in a 250-square-mile area of Dane County.
MGE also transports and distributes natural
gas to 105,000 customers in 1,325 square
miles of service territory in seven counties.

MGE’s diversified operations include:

- National Energy Management, L.L.C.,,
a joint venture of National Gas and
Electric L.P. and MGE’s subsidiaries
American Energy Management Inc.
and Great Lakes Energy Corp.

« Gentral Wisconsin Development Corp.
+ Crawford Gas Division

« Elroy Gas Division

- Viroqua Gas Division

ELECTRIC SERVICE

MGE provides electric service in

Madison, Monona, Fitchburg, Middleton,
Cross Plains and other Dane County com-
munities. The population totals 259,000.
Generating facilities include the Blount
Generating Station and several combustion
turbines at Madison, the Columbia Energy
Center at Portage and the Kewaunee
Nuclear Power Plant at Kewaunee.

NATURAL GAS SERVICE

MGE provides natural gas service in
Columbia, Crawford, Dane, Iowa, Juneau,
Monroe and Vernon counties. The popu-
lation is 342,000. Gas is transported via
ANR Pipeline Co., Northern Natural

Gas Co. and others.
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~ABOUT THE COVER

MGE began serving the Madison area

n 1896. We have changed our fleet of
trucks over the years, but not our forward-
fﬁbking approach to business. Today, MGE
i5 -Positioned for the Next Century, just
as‘'we were 100 years ago.




1o our shareholders.

PERSONAL SERVICE. Our

MGE marked 100 years of outstanding
service to our customers, investors and
communities in 1996.

MGE is well-positioned for the next
century. We will continue our rich
tradition of superior service and solid
results. We will build on our strengths.

THRIVING ECONOMY. MGE proudly

. serves the #1 city in the country.
Money magazine named

, Madison the best place to live

strong economy, excellent
job opportunities and superb
health care and cultural activities.

COMPETITIVE RATES. A Dillon Read
study shows that MGE’s commercial and
industrial rates rank second lowest among
nine Midwestern utilities, including all
other investor-owned Wisconsin utilities.

FINANCIAL STRENGTH. MGE

ranks as one of the top four utilities

in the nation for credit quality, according
to Bear Stearns.

INVESTOR BASE. The number of MGE
shareholders increased a record 14% in
1996 with the introduction of our Inves-
tors Plus Plan. MGE was one of the first
companies in the nation to offer a direct
purchase stock plan.

COMMUNITY SUPPORT. MGE ranks
among the country’s 100 best corporate
citizens according to the national maga-
zine, Business Ethics. MGE was recognized
for demonstrating “a true devotion to
social responsibility.”

Utlity Earnings
s1.80, PerShare

employees are committed to
exceed customers’ expectations 150}
and provide exceptional service.

120
FINANCIAL RESULTS $
MGE'’s core utility business 00y
produced strong results last year. g4
Earnings from our core utility
operations were $1.48 per share in 3030
1996 compared to $1.42 per share ¢ o |

92 93 94 % 9%

in 1995. Ulity earnings were
higher despite a $900,000 after-tax charge
for added costs due to an extended outage
at the Kewaunee Nuclear Power Plant.

The fourth quarter, however, included the
following extraordinary after-tax charges:
1) a one-time $10.4 million charge for re-
structuring our unregulated gas marketing
subsidiaries and 2) a one-time $1.6 million
charge for a gas customer refund.

The combined impact of one-time expenses
significantly reduced earnings for the year.
MGE earned $0.40 per share in 1996 com-
pared to $1.49 per share in 1995.

DIVIDEND GROWTH

Your board of directors increased
the quarterly dividend paid on

Dividends Paid
s1.50 ¢ PerShare

common stock to 32 cents per share
in September. MGE has increased ~ s1.20]
dividends each year since 1980 and |
paid cash dividends annually since ~ %09
1909. Our financial strength and
excellent market position allow us 3060
to continue producing solid finan-
cial results and strong dividends. 3030
3000 5765 04795 96

|
1896
Madison Gas and Electric Company

is formed with offices on East Main Street.
It serves a population of 17,000.

Blount Street Generating Station
Zoes inlo service.

’
1920
New MGE office building 15 constructed
at corner of Mifflin and Fairchild Streess.
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JOINT VENTURE

MGE’s unregulated gas marketing busi-
ness has joined forces with National Gas
and Electric (NG&E), a Houston-based
marketing company. The new company,
National Energy Management, L.L.C.,

serves more than 1,000 industrial
and commercial customers
in the Great Lakes region.

This joint venture
strengthens our gas market:
ing team, expands our customer
base and builds on our national reputa-
tion for providing highly reliable service.
We are positioned for future success.
NG&E is one of the few companies in the
nation that has made a profit in the gas
marketing business every year since the
gas industry was deregulated.

RATE INCREASE

The Public Service Commission of Wiscon-
sin (PSCW) 1s expected to decide MGE’s
request to increase electric and natural gas
rates in the second quarter of 1997.

We are seeking an electric rate increase
of $7.7 million, or 5.1% annually, and a
gas rate increase of $3.7 million, or 3.8%
annually. The electric rate increase is pri-
marily needed to cover accelerated costs
for eventually retiring the Kewaunee
Nuclear Power Plant. Higher operating
and construction costs are also driving
these increases.

Even with the proposed increases, MGE
rates will remain well below the national

average — and lower than the rates our
customers paid in 1990. Natural gas rates
have been reduced or frozen each of the
last six vears. Electric rates have remained
steady or decreased each year since 1991.

KEWAUNEE REPAIRS

The PSCW approved a temporary electric
rate surcharge of 0.507 cents per kilowatt-
hour to cover higher costs in 1997 due to
an extended outage at the Kewaunee
Nuclear Power Plant. Steam generator
tubes required repairs before the plant
could return to service. The unexpected
length of this outage also increased costs
in the fourth quarter of 1996. MGE owns
17.8% of the plant.

FAIR COMPETITION

MGE will be at a competitive advantage
in a deregulated electric industry, based
on a Dillon Read study of 131 electric
utilities. We are ready to compete
in an open marketplace - if there

is a fair and level playing field 5%
for all utilities.

MGE has joined forces with
a broad-based statewide coali-
tion to advocate fair competition.
No utility, by virtue of its size,
should be allowed to control regional
power markets. We have participated in
state and federal regulatory reviews of
utility mergers and electric industry re-

= structuring. Several decisions and recom-

mendations have favored MGE’s position.

T
|
MGE is divested from American Light and

Traction and becomes publicly owned by
employees and local investors.

1960's

MGE expands its gas
service territory in Dane
and Columbia counties.

1970’

Two new power plants go into
service to meet the growing demand
of MGE’s customers.



Outstanding support for business growth.

Major elements of MGE’s position are:

« Transmisston lines must be independently
operated and open to all.

- Existing utility merger laws do not
adequately protect consumers in an
era of deregulation.

- Utility mergers must not violate
antitrust guidelines.

MGE will continue to fight for what is
right — fair access to transmission lines,
fair prices for Wisconsin customers and
a fair return for our investors.

BUSINESS GROWTH

In 1996, Entrepreneur magazine ranked
Madison among the three best cities in
the country for small business. Our area
ranked well based on business perform-
ance, economic growth, quality of life, risk
and the state’s positive attitude toward
small business.

MGE actively supports business growth.
We are one of three utilities in the
nation to recetve a 1996 Economic
Development Achievement Award
from Business Facilities magazine for
our successful incentive programs.

- Customers typically save up to 15% on
annual energy costs after MGE analyzes
their major processes and energy use
through our Business Efficiency
Consultation Services.

- MGE’s Shared Savings Program has
committed nearly $5 million in loans
for energy-saving improvements at more
than 80 businesses over the past four years.

 MGE subsidiary Central Wisconsin
Development Corp. has committed
more than $1.7 million to finance
business parks, buildings and
growing companies in our ser-
vice territory over the past
five years.

MANAGEMENT CHANGES

The board of directors elected several
people to new positions: Terry A. Hanson,
vice president and treasurer; Lynn K.
Hobbie, vice president — marketing;
Thomas R. Krull, vice president — electric
transmission and distribution; and Peter J.
Waldron, assistant vice president — power
supply operations and engineering.

COMPETITIVE POSITION

MGE is well-positioned for the next
century. We are financially strong and
offer competitive rates. We know our
customers’ needs and continue devel-
oping innovative ways to add value
to their service. We understand the
importance of producing solid results
for our investors.

Thank you for your confidence
and support.

Ol ( Wl

David C. Mebane
Chairman, President and
Chief Executive Officer

February 7, 1997

|
1980’
MGE purchases Cross Plains Electric

Company, extends gas service to lowa County
and builds new headguarters on Blair Street.

Gas systems in Virogua and Elroy are acquired
by MGE. The company expands gas service
to Crawford, Monroe, and Vernon Counties.

|

|
MGE celebrates 100 years
of providing quality service
to customers.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND OPERATIONS

GENERAL

Certain matters that are discussed in the Management’s
Discussion and Analysis of Financial Condition and
Results of Operations are forward-looking statements
and can generally be identified as such because the con-
tent includes statements like the Company “believes,”
“anticipates,” or “expects.” Such forward-looking state-
ments are subject to certain risks and uncertainties which
could cause actual results to differ materially from those
currently anticipated.

RESULTS OF OPERATIONS

Earnings Overview

Earnings from Madison Gas and Electric Company’s
(the Company) core utility operations increased to $1.48
per share in 1996, compared to $1.42 in 1995. Earnings
from utility operations were higher despite $0.9 million
(after tax) of additional costs for 1996 related to the
extended outage of the Kewaunee Nuclear Power Plant
(Kewaunee). The Company’s consolidated earnings per
share were negatively impacted by the following items:

- a one-time charge of $10.4 million (after tax) to reflect
the current value of the Company’s investments in its
gas marketing subsidiaries,

» 2 one-time charge of $1.6 million (after tax) resulting
from a refund to natural gas customers under a sharing

mechanism between Great Lakes Energy Corp.
(GLENCO) and the Company,

+ and operating losses of the Company’s gas marketing
subsidiaries of $5.4 million (after tax).

Consolidated earnings per share of the Company’s common
stock decreased to $0.40 in 1996, compared to $1.49 in
1995. The Company earned $1.0 million or $0.07 per share
on its gas marketing subsidiaries in 1995.

The consolidated earnings in 1995 of $1.49 per share were
lower than the $1.53 earned in 1994 due to the costs asso-
ciated with industry restructuring, various regulatory filings
in relation to the proposed utility mergers within the state,
and a lower authorized return on common stock equity,
which became effective in January 1995.

Electric Sales and Revenues

Electric retail sales for 1996 increased slightly from 1995,
despite the cold summer experienced in 1996 compared
to 1995. The increase can be attributable to an increase
of 1.2 percent in the number of electric customers. The

electric sales breakdown by customer class is shown in the
table below:

Electric Sales 9%
Megawatt Hours 1996 1995 Change
Residential....co.vucoeeeveerreenans 725471 735442 (1.4)
Commercial ...ocucoeveeevenen. 1,381,043 1,347,947 2.5
Industrial ..o 289,903 292,649 (0.9)
(0141151 SO 305,962 320,869 (4.6)
Total Retail.......ovnrvnecee. 2,702,379 2,696,907 0.2

Resale - Utilities........ou...... 26,815 26,344 1.8
Total Sales.....ovveenunn. 2,729,194 2723251 0.2

Electric revenues decreased slightly in 1996 compared to
1995. The Company’s electric margin decreased $3.1 mil-
lion or 2.6 percent during 1996 compared to 1995. The
primary factor for the decrease in the electric margin is the
increase in replacement purchased power costs due to the
extended outage at Kewaunee.

Electric retail sales for 1995 increased 7.1 percent from
1994. This increase is attributable to the hot and humid
weather experienced in the summer of 1995. As a result

of the increase in electric sales, electric revenues increased
$3.9 million or 2.6 percent in 1995 compared to 1994. The
increase in electric revenues occurred despite a 3.3 percent
reduction to electric rates effective January 1, 1995.

Gas Sales and Revenues

Total gas therms delivered by the Company increased
3.3 percent in 1996 compared to 1995, largely reflecting
the colder weather experienced during the first quarter
of 1996. Gas therms delivered during the first quarter of
1996 increased 12.7 percent over the same 1995 period.
The table below shows total gas deliveries for 1996 by
customer class:

Therms Delivered %
Thousands 1996 1995 Change
Residential.....eeecevverrenrennn, 96,062 89,099 7.8
Commercial
and Industrial................... 93,723 94,729 (1.1)
Total Retail System....... 189,785 183,828 32
Transporte ..o reeeeceeenenee. 37,707 36,502 33

Total Gas Deliveries ..... 227492 220,330 33

Gas revenues increased $5.5 million or 5.8 percent in 1996
when compared to the same period a year ago. This was
mainly attributable to the increase in gas deliveries due

to the cold weather experienced in the first quarter as
well as the increase in the number of gas customers of

2.2 percent. The Company’s gas margin (revenues less
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natural gas purchased) decreased $3.0 million or 8.1 per-
cent in 1996 compared to 1995. The main reason for the
decreased margin is the Company’s return of $2.5 million
of revenue to gas customers under a prior sharing mech-
anism between GLENCO and the Company (see Note 5).

Gas delivered to customers in 1995 increased 6.3 percent
from 1994. Despite the increase in gas delivered in 1995,
gas revenues remained constant when compared to 1994.
A shift in customers from retail system rates to transporta-
tion rates is the main reason gas revenues did not increase
in proportion to gas deliveries. Gas transport customer rev-
enue is recorded on a margin basis, whereas retail system
customer revenue is recorded on a total revenue basis.

Electric Fuel and Natural Gas Costs

Electric fuel costs and purchased power costs increased
$2.3 million or 6.4 percent in 1996 compared to 1995. As
previously mentioned, the increase is mainly attributable
to the increased purchased power costs associated with
replacing power caused by the extended outage at Kewaunee.
Purchased power costs increased $3.6 million or 45.2 per-
cent for 1996 over 1995. This was offset somewhat by a
$1.3 million or 4.8 percent decrease in fuel used for electric
generation for the same comparable periods. Kewaunee
normally provides over 25 percent of the generation require-
ments of the Company. Electric fuel costs and purchased
power costs remained constant in 1995 compared to 1994.

Natural gas costs increased $8.5 million or 14.8 percent
during 1996 compared to 1995. Due to the cold first
quarter experienced in 1996, the demand for natural gas
increased significantly causing the cost per therm to rise
accordingly. The cost per therm in 1996 increased $0.04
or 13.4 percent over 1995.

Natural gas costs decreased $2.2 million or approximately
3.7 percent during 1995 compared to 1994. This was

due to a decrease in the cost per therm of approximately
3.0 percent from the previous year.

Other Operating Expenses

Operations and maintenance (O&M) expenses decreased
$2.8 million or 3.8 percent during 1996 compared to 1995.
Management’s continued effort to control O&M expenses
is the primary reason for the decrease. Depreciation expense
increased $0.7 million or 2.8 percent in 1996 compared to
1995. Depreciation expense related to decommissioning
costs contributed $0.4 million of the increase in total
depreciation expense.

Other operations increased $4.7 million or 8.3 percent
during 1995 compared to 1994. This is due in part to an
increase in industry restructuring costs and costs associated
with participation in proposed utility merger filings.

Other Nonoperating Expenses

The Company’s gas marketing subsidiaries had an after-tax
operating loss of $5.4 million in 1996, compared to $1.0
million in after-tax operating income in 1995. The main
reason for the operating losses this year is due to the
increase in the cost of gas, specifically in the first quarter
when the demand was the highest. In the first quarter of
1996, extremely cold weather caused natural gas supply
prices to rise substantially. Gas marketing companies are
severely impacted by the volatility in natural gas supply
prices because they work on a margin basis (revenues less
cost of gas). Therefore, when gas costs increase, profit
margins are reduced.

The Company recorded a one-time write down in 1996
of $10.4 million (after tax) to properly reflect the current
value of the Company’s investments in its gas marketing
subsidiaries and reorganizing these activities for the future
(see Note 4).

Total interest expense decreased $0.6 million or 5.4 percent
in 1996 compared to 1995. This is mainly due to lower inter-
est rates in 1996 than in 1995. Also, in November 1995, the
Company replaced its 7¥%%, 2001 Series, First Mortgage
Bonds, with lower cost short-term debt.

Electric and Gas Operations Outlook

The Company anticipates electric and gas sales to each
grow at a compound annual rate of 1.5 percent over the
next five-year period ending December 31, 2001. The
service territory remains well-insulated against economic
downturns. The Company’s service area is one of America’s
most economically vibrant. The Company expects to
remain at a competitive advantage in a disaggregated
electric utility market because of its low generation costs,
competitive rates, and low percentage of industrial cus-
tomers. The Company continues to respond with rates
and services to meet the needs of its customers as the
gas industry proceeds toward deregulation.

Joint Venture

To strengthen its position in the gas marketing business,
the Company’s gas marketing subsidiaries entered into a
joint venture with another gas marketing firm in January
1997. GLENCO and American Energy Management Inc.
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(AEM), the Company’s two gas marketing subsidiaries,
formed a joint venture with National Gas & Electric L.P.
(NG&E) to market gas and energy services to industrial
and commercial customers in the Great Lakes region.
The joint venture is called National Energy Management,
L.L.C. and is based in Chicago. NG&E, a unit of
PanCanadian Energy, Inc., is a Houston-based gas mar-
keting company. NG&E has a proven track record of
profitability providing gas to a growing commercial and
industrial customer base.

LIQUIDITY AND CAPITAL RESOURCES
Cash Provided by Operating Activities

Cash provided by operating activities decreased $2.5 million
or 4.9 percent in 1996 compared to a year ago. A portion of
the decrease is attributable to an increase in the Company’s
net working capital. Accounts receivable increased $2.3
million or 6.3 percent in 1996 compared to a year ago.
Also, stored natural gas and prepaid taxes combined
increased $2.4 million or 19.9 percent over last year.

Capital Requirements and Investing Activities

The Company’s liquidity is primarily affected by the
requirement of its ongoing construction program. In 1996,
capital expenditures increased $2.7 million or 14.3 percent,
as compared to 1995, mainly due to an increase in nuclear
fuel expenditures. It is anticipated that capital expendi-
tures will be in the range of $25 to $35 million for the
years 1997 through 2001. For the five-year period ending
December 31, 2001, the Company estimates that internally
generated cash will provide, on average, more than 100
percent of the utility plant and nuclear fuel expenditures.

Expenditures for construction and nuclear fuel estimated
for 1997, actual for 1996, and the average for the three-
year period 1993 to 1995 are shown below.

Financing Activities and Capitalization Matters

On June 1, 1996, the Company’s 5.45%, 1996 Series,
First Mortgage Bonds matured. The Company was able
to satisfy this $7.8 million maturity with short-term debt.

At December 31, 1996, bank lines of credit available to
the Company were $55 million which included $10 million
for GLENCO, a wholly owned subsidiary of the Company,
and AEM, a subsidiary of GLENCO. Credit requirements
for GLENCO and AEM are being transferred to NG&E
and the joint venture as part of the joint venture agree-
ment. The bank lines are generally used to support com-
mercial paper issued, which represents a primary source
of short-term financing. The Company’s dealer-issued
commercial paper carries the highest ratings assigned

by Moody’s Investors Service and Standard & Poor’s
Corporation,

The Company’s existing bonds are rated AA by Standard &
Poor’s and AaZ by Moody’s Investors Service. Capitalization
ratios are shown in the Summary of Selected Financial and
Operating Data on page 23.

The Company anticipates it will be able to meet its con-
struction requirements and sinking fund debt requirements
with internally generated funds over the next three years.

Kewaunee Nuclear Power Plant

Kewaunee is operated by Wisconsin Public Service Corpora-
tion. The Company has a [7.8 percent ownership interest
in Kewaunee, which it owns jointly with two other utilities.
Kewaunee is operating with a license that expires in 2013.

EXPENDITURES FOR CONSTRUCTION AND NUCLEAR FUEL

1997 Annual Average
For the years ended December 31: Estimated 1996 1993 to 1995
(Thousands of dollars)
Electric
Production ........oeeeeeeevveereerecerierenas $ 6,012 19.5% $ 1,472 6.8% $ 2,563 11.1%
TranSmission ......cceeveveeeeecererivererenns 3,042 9.9 1,051 4.8 1,040 4.5
Distribution and General................... 9,146 29.7 9,058 413 8,958 38.8
Nuclear Fuel i 4,600 14.9 4,304 19.6 2,288 9.9
Total E1ECtric covmvvvveeereeierreeene, 22,800 74.0 15,885 725 14,849 64.3
G5 et eees e 5,200 16.9 4,431 20.2 5,877 25.5
COMMON cvervrieeretrieteeeesresenenerre s enenas 2,800 9.1 1,590 7.3 2,354 10.2
TOAL oo $30,800 100.0% $21,906  100.0% $23,080 100.0%
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Kewaunee was removed from service on September 21,
1996, for scheduled refueling and maintenance. Inspection
of previously repaired steam generator tubes disclosed
more extensive tube damage than had been anticipated.
Repair of the tubes using laser welding was undertaken.
As of December 31, 1996, it was anticipated that repairs
would be completed sometime during the first quarter of
1997. Welding was completed late in January 1997. Subse-
quent testing indicated that the repair of a number of the
tubes was not effective. The return of Kewaunee to ser-
vice will be delayed indefinitely while additional repair
requirements are being investigated. Nuclear Regulatory
Commission (NRC) approval is needed for these repairs
and to restart the plant.

If for any reason the steam generators cannot be repaired,
the Kewaunee owners would need to decide on alterna-
tives ranging from replacing the existing steam generators
to early plant closure with replacement power options.
Replacement of steam generators must also be approved
by the Public Service Commission of Wisconsin (PSCW)
and is estimated to cost $89.0 million (the Company’s
share would be 17.8 percent or $15.8 million), excluding
additional replacement purchased power costs associated
with an extended shutdown.

Even if the repairs are successful and the plant restarts,
the tube repairs are expected to last only a few years.
Therefore, Kewaunee would be retired prior to the
expiration of the operating license in 2013 unless the
steam generators are replaced.

The PSCW approved the accelerated recovery of the
current undepreciated Kewaunee plant balance and the
unfunded estimated costs to decommission the plant
through 2002.

If Kewaunee returns to service, it will be shut down at
midcycle (within one vyear after being returned to service)
for tube inspection. If significant further tube damage is
discovered during the midcycle shutdown, the NRC may
not permit Kewaunee to continue to operate without
replacement of the steam generators. Since the earliest
date by which the steam generators could be replaced is
sometime in 1999, a mideycle shutdown and subsequent
requirement that the steam generators be replaced before
startup could result in an extended outage.

An extended Kewaunee outage subjects the Company to
increased purchased power costs and increased fuel costs
and operating and maintenance costs at other generating
units. Since most Kewaunee costs are incurred whether or

not the plant generates electricity, an extended outage

of the plant results in significant incremental costs for
replacement electricity. The cost to use other generating
units and to purchase replacement power is expected to
cost on average $38,000 a day or approximately $3.4 mil-
lion if the plant remains down through the end of the first
quarter of 1997. The Company received an interim rate
order from the PSCW in March 1997. The order provides
for a $0.507 per kilowatt-hour surcharge on customers’ bills
to cover the continuing costs that will be incurred by the
Company while Kewaunee remains out of service. The
interim electric rate order is scheduled to remain in effect
until either Kewaunee returns to service or the Company
receives its final rate order. The Company anticipates it
will have sufficient sources to meet its customers’ energy
requirements during the outage.

If Kewaunee is retired early, the Company believes it
would be granted regulatory approval to recover from its
customers the net plant carrying amount and the esti-
mated costs to decommission Kewaunee in excess of the
decommissioning trust assets. At December 31, 1996,
the net plant carrying amount was approximately $21.7
million. The Company’s share of the current estimated
costs to decommission Kewaunee, assuming early retire-
ment, exceeds the fair market value of decommissioning
trust assets at December 31, 1996, by $26.2 million. If
Kewaunee is retired early, the Company believes it will
be able to meet its commitments to supply energy to its
customers through either (1) possible investments in
new generating units, and/or (2) contracting for additional
purchased power. The Company is considering various
options with respect to Kewaunee, including divestiture
or early closure of the nuclear plant.

Electric Industry Trend

During the past several vears, the trend in the electric
utility industry has been toward increased competition
caused by a changing regulatory environment. In December
1995, the PSCW outlined its plan for the restructuring of
the electric utility industry in Wisconsin. The PSCW’s
plan generally followed a plan proposed by the Company
and a broad coalition of customers, public interest groups,
cooperative associations, municipal power entities, orga-
nized labor, and others. Under the proposed PSCW plan,
the Company is developing plans illustrating how it intends
to separate generation, transmission, distribution, and energy
services into separate business units. The PSCW would
continue distribution and transmission regulation. To limit
the market power of curtent transmission owners, the PSCW

.
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proposes moving either to appointment of an independent
system operator or to organization of a single statewide
transmission system. Additional proceedings and presenta-
tion to the state legislature on the PSCW’s electric utility
restructuring proposal are planned prior to the target imple-
mentation date. The targeted date under the PSCW pro-
posal is the year 2001, at which time consumers will be
able to choose their electricity provider. The Company
cannot predict what impact future PSCW actions may have
on its future financial condition, cash flows, or results of
operations. However, the Company believes it is well-
positioned to compete in a deregulated market.

Regulatory and Accounting Issues

The Company operates under electric and natural gas
utility rates that are approved by the PSCW. These rates
are designed to recover the cost of service and provide a
reasonable return to investors. The increasing trend toward
deregulation and increased competition is causing the
electric utility industry to restructure. The restructuring
could affect the eligibility of the Company to continue
applying Statement of Financial Accounting Standard (SFAS)
No. 71, “Accounting for the Effects of Certain Types of
Regulation.” Under this situation, continued deferral of
certain regulatory asset and liability amounts on the Com-
pany’s books may no longer be appropriate as allowed
under SFAS 71. The Company is unable to predict whether
any adjustments to regulatory assets and liabilities will
occur in the future. The PSCW’s restructuring plan specif-
ically recognizes the need to allow recovery for commit-
ments made under prior regulatory regimes.

The PSCW completed its generic investigation of the nat-
ural gas industry and made a determination as to whether
or not traditional regulation should be replaced with a dif-
ferent approach. Currently, the Company has the ability
through the Purchased Gas Adjustment Clause (PGAC) to
recover from its customers the cost of gas purchased by
the Company on behalf of its customers. The PGAC 1s
often referred to as a one-for-one recovery mechanism. On
November 8, 1996, the PSCW issued an order stating that
the Company must file a modified one-for-one recovery
mechanism or an incentive mechanism. On February 7,
1997, the Company filed a modified one-for-one recovery
mechanism and supporting testimony. Approval of a mech-
anism from the PSCW is expected by July 1, 1997. The
proposed implementation date 1s November 1, 1997. The
proposed modified one-for-one recovery mechanism provides
appropriate price signals to the Company’s customers while
minimizing the risk to shareholders.

SFAS 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed Of,” is
effective for fiscal years beginning on or after December 15,
1995. SFAS 121 requires that long-lived assets be reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.
SFAS 121 also amends SFAS 71 to require the write-off of
a regulatory asset if it is no longer probable that future
revenues will recover the asset. The adoption of SFAS 121
did not have an impact on the Company’s financial position,
cash flows, or results of operations. However, the Company
cannot predict what effect a competitive marketplace or
future regulatory actions will have on the outcome of the
application of SFAS 121.

Mergers

On May 1, 1995, Northern States Power Company and
Wisconsin Energy Corporation announced a proposed
merger. If approved, the two companies would form a
holding company called Primergy Corporation (Primergy),
creating the tenth largest utility company in the United
States. The merger has been approved by the shareholders
of both companies. Various regulatory agency approval is
required including the Securities and Exchange Commis-
sion, NRC, Federal Energy Regulatory Commission
(FERQC), and state regulatory agencies.

The Company and a broad coalition of customer groups
are opposing approval of the merger on the grounds that
the merger would violate antitrust laws and principles by
increasing the exercise of anticompetitive market power
by Primergy. Studies show Primergy could significantly
raise prices for electric customers in Wisconsin by exercis-
ing anticompetitive market power. Hearings on the pro-
posed merger have been concluded before the FERC and
PSCW. The Company believes that the proposed merger
would have a detrimental impact on the Wisconsin econ-
omy and that approval of the merger should be denied or
strongly conditioned to prevent the significant anticom-
petitive effects.

Inflation

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

a certain extent, may not be adequate to provide replace-
ment of plant investment.

Environmental Issues

Phase 11 of the Federal Clean Air Act amendments of 1990
sets stringent SOz and nitrogen oxide emission limitations,
which generally take effect January 1, 2000. These may
result in increased capital and operating and maintenance
expenditures. Phase II emission compliance strategies

for the Company include the following: fuel switching,
emission trading, purchased power agreements, new emis-
sion control devices, or installation of new fuel-burning
technologies and clean coal technologics. Phase 11 emis-
sion compliance strategies and their costs are currently
being evaluated. The Company expects no major capital
expenditures as a result of Phase 1.

MGE SERVICE TERRITORIES

From 1980 to 1984, the Company disposed of fly-ash
sludge at the Refuse Hideaway Landfill in Middleton,
Wisconsin, In October 1992, the Environmental Protection
Agency (EPA) placed the Refuse Hideaway Landfill on
the national priorities Superfund list of sites requiring
clean up under the Comprehensive Environmental
Response, Compensation and Liability Act (CERCLA).
The scope of liability under CERCLA is very broad.

'The Company is listed as a potentially responsible party
on the roster of generators for the Refuse Hideaway
Landfill. A group of approximately 45 companies is cur-
rently negotiating with EPA on the cleanup of the site.
In the opinion of management and legal counsel, the
Company’s share of the final cleanup costs will not result
in any materially adverse effects on the operations, cash
flows, or financial position of the Company. Significant
insurance recovery may also be available for the cleanup.
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CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31 1996 1995 1994

(Thousands of dollars, except per share amounts)
Operating Revenues

ELECUIIC et evscbte s ts s a s $152,747 $153,554 $149,665
G5 (INOLE 5) cerveeeeeeereeenser s esessensssesssssasssenss s ssssasssessessosassens 100,544 95,036 95,307
Total Operating REVENUES .........ccuervmrmmcierecrnccnenenans 253,291 248,590 244,972
Operating Expenses
Fuel for electric generation.....c..vevreconercicrenensnersnisns 26,676 28,017 26,167
PUTChSEd POWET c.vuvveceeriacireceierierenerereni i saseseees 11,687 8,048 10,015
Natural gas purchased.........ooccovecvecnecnernnrinenecencecreiisriens 66,021 57,488 59,693
Other OPEratioNS.........eveereerirriierserirecsensessere s siesenreensensiseses 58,178 61,499 56,795
MEINEENANCE .ot es sttt st b s 12,414 11,858 12,416
Depreciation and amortization............c.oeveeeeeeerceeccrererenesinens 25,510 24,815 22,383
Other general taXes.......ovvverumrrcrmericriereriesescricersseessasenes 8:736 8,709 8,619
INCOME tAX TEEMS..c..vevereereviteirsiieerceesesesisesesessereseressesnrsseseresenes 12,553 14,285 14,822
Total Operating EXpenses.......ccvevemeieerersisennecnens 221,775 214,719 210,910
Net Operating INCOME ... vvvvvvrecrcrieirerrnesecneecenrcsecreeees 31,516 33,871 34,062
AFUDC = equity funds....c.cveeeemevcermeemionrcemercenrecnicessssinns 40 57 132
Other INCOME, NEL...vviveirereiererese e sesses et sss e sesss s ssaseses 1,517 549 1,535
Writedown of nonregulated gas subsidiaries, net (Note 4)... (10,400) — —
Non-utility operating (10s5)/income, NET......c.cevvervcrrivnnnans (5,355) 1,000 404
Income Before Interest EXpense........ocvvecrcerncmeccen. 17,318 35,477 36,133
Interest Expense
Interest on long-term debtu.... .. 9,815 10,331 10,558
Other INterest (NOLE 5).uuiiriiriiierierrieensescrerrrsesssssesesesnsens 1,097 1,205 639
AFUDC - borrowed funds.......ccceeeeeveeveeecniserereesneenns (21) (29) (75)
Net Interest EXpense .....oooeeecvrineenrinnecneenecensenns 10,891 11,507 11,122
INEEINCOME .ottt ne 6,427 23,970 25,011
Preferred stock dividends........ovieceieeviireecnescensesesenens — 64 471
Earnings on Common StocK.........cc.veererrerniieeiminscrenssenninens $ 6427 $ 23,906 $ 24,540
Earnings Per Share of Common Stock :
(Average shares outstanding - 16,079,718 for all years) ............. $0.40 $1.49 $1.53

CONSOLIDATED STATEMENTS OF RETAINED INCOME

For the years ended December 31 1996 1995 1994

(Thousands of dollars)

Balance — Beginning of YEar.....cooocervvoevivorensionesiioinnssessseesenes $ 64,499 $ 60,851 $ 56,357

Add = NETINCOME ..vovveeeeeeeeeeeeeveereev e eesess s rere e se e tes 6,427 23,970 25,011

Deduct — Cash dividends on common stocK..........ccoervcerrereneens (20,475) (20,258) (20,046)
Preferred stock dividend.......o.ooeivvvevciiniecicen — (64) (471)

Balance—End of Year ..., $ 50,451 $ 64,499 $ 60,851

The accompanying notes are an integral part of the above statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31 1996 1995 1994
(Thousands of dollars)
Operating Activities
INEE INCOIME covvevevevriecrersiseeerseserstsssetseseesesserseresnseesssvasosssesersessons $ 6,427 $23.970 $25,011
Items not affecting cash:
Depreciation and amortization..........eceveeverureeeeceseerienens 25,510 24,815 22,383
Deferred iNCOME tAXES ...v.veereveeereeeeeeeeeeeseeeserere e renens (7,181) (2,442) 2,428
Amortization of nuclear fuel ...o.oovvveveoinieeeenee, 2,098 2,740 2,803
Amortization of investment tax credits.....ovvvveververevrnens (792) (768) (783)
AFUDC - equity funds.......ccoveveveeeenerenneineessiesenscsserienens (40) (57) (132)
Writedown of nonregulated gas subsidiaries .........c.c....... 15,741 — —
OLRET oottt 1,146 1,729 994
Net Funds Prov1dcd from Operations ..........cccoeevncenee. 42,909 49,987 52,704
Changes in working capital, excluding
cash equivalents, sinking funds, maturities,
and interim loans:
Increase in CUITENT ASSELS vovvviimirevvecreireceecrcrevereeeennnes (3,445) (12,168) (10,789)
Increase/(decrease) in current liabilities ..o.ovovcviveinene. 2,458 11,287 (2,127)
Other NONCUITENT TEEMS, NET ..vvivererevererrirerrerireririresessresserenns 6 386 1,716 1,171
Cash Provided by Operating Activities.........oovrrvenrrenes 48 308 50,822 40,959
Financing Activities
Cash dividends on common and preferred stock.........c......... (20,475) (20,322) (20,517)
Maturities/redemptions of First Mortgage Bonds.................. (7,840) (13,263) —
Increase in long-term debt......vecicmerccniereeecricerieane. — 11,000 —
Other decreases in First Mortgage Bonds ......ocovceevvineincinncen. (162) (199) (58)
Decrease in preferred Stock ..o — (5,300) (200)
Decrease in bond construction funds, n€t........occceervicvrnnennn. — 8,090 10,892
Increase/(decrease) in INterim 10aNS.....vevecriverrrerisiresiensnans 9250 (8 100) 5100
Cash Used for Financing ACUVILES.....cvereerrrenrenrenens (19 227) (28 094) (4 783)
Investing Activities
Acquisition of nonregulated subsidiary.........ccovevonevverrevenenne. — (8,036)
Additions to utility plant and nuclear fuel ..........ooovvrvence. (21,906) (19,162) (26, 429)
AFUDC - borrowed funds.......ccoocvvveervmenineercrereseeeenrnn, 1) (29) (75)
Increase in nuclear decommissioning fund ..........coeeeeerevennene. (4,710) (4,191) (2,316)
Cash Used for Investing ACUVILIES.....cocuererreererrerernns (26 637) (31 418) (28 820)
Change in Cash and Cash Equivalents........ceconerrenerecvecvcnnenne. 2,444 (8,690) 7,356
Cash and cash equivalents at beginning of period ................ 2 8§44 11534 4178
Cash and cash equivalents at end of period.......ccoceonnccenceen. $ 5,288 $ 2,844 $11,534

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

At December 31 1996 1995
(Thousands of dollars)
ASSETS
Utility Plant, at original cost, in service:
FLECEIIC oot ee s st es st smseasesssenasesoessraereanensssesenesnnensns s senses s $500,690 $489,399
S oottt ettt et s st e et s 178,312 173,890
Gr0$S PIANT 1N SEIVICE ovvviviriiiviiriretctiieie s sass s ssessastossnses 679,002 663,289
Less accumulated provision for depreciation.............oveeereenrersnrvessissressrensenns (374,315) (348,254)
INEt PlANE iN SETVICE covvvveivreveercreteetc ettt sae e 304,687 315,035
CoNSLrUCtION WOTK I PIOZIESS..vuuveerurersrcirriseriercriersssereesissesssneressessesesssssesssanes 7,517 9,061
Nuclear decommissioning fUnd.......c.e.eeeeeviererecncncrineniineceree e sesesesesesiens 44,617 36,965
INUCIEAT fUEL NEL..cuereiieietiriers ettt ss st ta e sessss s sesrens 8,378 6,172
Total Uty PANT..ccciieeecereee e sassase oo 365,199 367,233
Other Property and Investments...........oovevvevenriiminniieieeecce e 7,118 17,176
Current Assets
Cash and cash eqUIVAIENTS ....c.ovvereeeecrecsre et e 5,288 2,844
Accounts receivable, less reserves of $1,220 and $1,379, respectively............. 39,145 36,817
UNDIHLEA TEVETUE ..ottt ettt ne e e eranen e s sesaens 13,852 13,529
Materials and supplies, AL AVETAZE COST ...uuvuvumrerrerrerremrremerseressenmeeresesesseseseeseenes 5,740 5,987
Fossil fuel, al aVETage COST....u.vrrrrnrrrrrrersirerensrsrinnienisesssssesssssssenssss o sasssssssnrasnss 1,808 2,986
Stored natural gas, at AVETAZE COST..uuuveerncrrurrenreeieecrneerecisseisesreesesesesseeeseeeseenes 7,189 6,203
PIEPAIA tAXES ..vvrvirveerresirreeisiresissisnrias s ss st srss s s st b s b st s sassssestesensens 7,258 5,846
Other PIEPAYMENIS......vveneeerunrecererieereeerseteeteeseme et seesseasessesesesssssesassssesssessnnsnes 1,429 1,608
TOtA] CUITENE ASSELSu.ruinririieiiicre et sre s ssaees 81,709 75,820
Deferred CRarges..........oviiviieeess s s arssasssssasssssessons 30,146 33,647
TTOTAL ASSEES ..ottt s se s e st oeasa e nees $484,169 $493.876
CAPITALIZATION AND LIABILITIES
CapitaliZation (SEE SLALEMENT) ..ve.erveeeeeesvesevrtesieereesereseseseessressseseneessesesssessssesaeees $307,975 $322,185
Current Liabilities
Long-term debt sinking fund requir€ments ..........cocceceeevenecnerrsennncrinneeene 200 200
Maturity of 5.45%, 1996 SEIIES......ovrireerieirrere ettt seseenes — 7,840
Interim loans — commercial paper outstanding............veveeervervrvererivseinreenriensenne 29,750 20,500
ACCOUNTS PAYADIE ...ttt e ens 30,094 25,928
ACCTUEA TAXES cvuvverevvecrcecee ettt sttt sss b bes b saesseaessssarastens 79 1,500
ACCIUCH INTETESE ..ttt ese s s seae b e eararsssesessens 2,322 2,359
Accrued nonregulated items (NOTE 4) ....cieeiireenrnererrnsssssessessssssesnssnsenns 7,923 —
OERCT ettt s bt s st s s st rasents et ba 7,653 7,903
Total Current LIaDIHEIES vvevveeereeereveecee et e seetee e eeeresssessseessseeen 78,021 66,230
Other Credits
Deferred INCOME tAXES . ovvieeeeeieeeeeeeteereeesersseseseresssresestemesessessesesserasseneressntesnessen 46,972 54,153
Regulatory liability = SFAS 109 ...ttt 23,914 25,177
Investment tax credit — deferred ... 11,439 12,231
Other regulatory Habilities........c.vvecercrmrenescnecscne s 15,848 13 900
Total Other Credits .ottt ssestse st eseotamserereseseseae 98,173 105,461
COMMUIIMENES........oviieerieiicieieieies st sssessessestersssnese s ss s s sssss st ss s s seses — —
Total Capitalization and Liabilities.........oo.ooevvverioinsiinsrionnrsesrensenns $484,169 $493,876

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




CONSOLIDATED STATEMENTS OF CAPITALIZATION

At December 31
(Thousands of dollars)
Common Shareholders’ Equity
Common stock— par value $1 per share:
Authorized 50,000,000 shares
Outstanding 16,079,718 shares........coccoveevvvereennc.
Amount received in excess of par value...................
Retained INCOME.......cvvvrreerrrrenrrrecserierissesseesssseesnens
Total Common Shareholders” Equity ..................

First Mortgage Bonds
5.45%, 1996 SEIIES ......oovereemererereeeeeeeeeeeeseievesseenns
6Y2%, 2006 Series:

Pollution Control Revenue Bonds.......................
8.5090, 2022 SEIIES c.eveeetereeeeereererereserestreesessnenneene
6.75%, 2027A Series:

Industrial Development Revenue Bonds............
6.70%, 2027B Series:

Industrial Development Revenue Bonds............
7.70%, 2028 SEIIES ..ovvvvvoveveeeeeieeeeis e

First Mortgage Bonds Outstanding......................
Unamortized discount and premium on bonds, net
Long-term debt sinking fund requirements............
Maturity of 5.45%, 1996 Series........coccvrerrvreeerrerrennens

Total First Mortgage Bonds........oc.coovevrecreerrinncnn.

Other Long-Term Debt

6.01%, due 2000........c.covvreieerierererseesirrens
Total Capitalization ......c..cccovcovvvvreeieerernirnnienirennn.

mcOe.

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

1996 1995
$ 16,080 $ 16,080
112,558 112,558
_ 50451 64,499
179 089 193,137
— 7,840
6,875 7,075
40,000 40,000
28,000 28,000
19,300 19,300
25 000 25,000
119,175 127,215
(1,089) (1,127)
(200) (200)
_ (7,840)
117 886 118,048
11,000 11,000
$307,975 $322,185
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1996, 1995, and 1994

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

a. General

Madison Gas and Electric Company (the Company) is an
investor-owned public utility headquartered in Madison,
Wisconsin. The Company generates, transmits, and distrib-
utes electricity to about 122,000 customers in a 250-square-
mile area of Dane County. The Company also transports
and distributes natural gas to over 105,000 customers in
1,325 square miles of service territories in seven counties.
The Company has served the Madison area since 1896.

The consolidated financial statements reflect the applica-
tion of certain accounting policies described in this note.
The financial statements include the accounts of the
Company and its subsidiaries. All significant intercompany
accounts and transactions have been eliminated in con-
solidation. The Company records unbilled revenue on

the basis of service rendered. Gas revenues are subject

to an adjustment clause related to periodic changes in

the cost of gas.

Preparation of the consolidated financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities
at the dates of the financial statements and the reported
amounts of revenues and expenses during the reporting
periods. Actual results could differ from those estimates.

b. Utility Plant

Utility plant is stated at the original cost of construction,
which includes indirect costs consisting of payroll taxes,
pensions, postretitement benefits, other fringe benefits,
administrative and general costs, and an allowance for
funds used during construction (AFUDC).

AFUDC represents the approximate cost of debt and equity
capital devoted to plant under construction. The Company
presently capitalizes AFUDC at a rate of 10.62 percent on
50 percent of construction work in progress. The AFUDC
rate approximates the Company’s cost of capital. The portion
of the allowance applicable to borrowed funds is presented
in the Consolidated Statements of Income as a reduction of
interest expense, while the portion of the allowance appli-
cable 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 moregage lien.

c. 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 genera-
tion 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 net nuclear generation. The Company has recov-
ered through rates and satisfied its known fuel disposal
liability for past nuclear generation.

The National Energy Policy Act enacted in 1992 contains
a provision for all utilities that have used federal enrichment
facilities to pay a special assessment for decontamination
and decommissioning for these facilities. This special
assessment will be based on past enrichment, and the Com-
pany has accrued and deferred an estimate of $2.4 million
for the Company’s portion of the special assessment. The
Company believes all costs will be recovered in future rates.

d. 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 facilicies is shared

in proportion to the companies’ ownership interests. The
Company’s interests are 22 percent (232 mw) of the coal-
fired 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:

Columbia Kewaunee
(Thousands of dollars) 1996 1995 1996 1995
Uulity plant........coeeees $85,377 $85,075 $57,929 $57,853

Accumulated
depreciation ............. (46,704) (44,366) (36,271) (34,263)
Net plant.....coecveceanec $38,673  $40,709 $21,658 $23,590

e. Depreciation

Provisions at composite straight-line depreciation rates,
excluding decommissioning costs discussed as follows,
approximate the following percentages of the cost of depre-
ciable property: electric, 3.3 percent in 1996 through 1994;
gas, 3.4 percent in 1996 and 3.5 percent in 1995 and 1994.
Depreciation rates are approved by the Public Service
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Commission of Wisconsin (PSCW) and are generally based
on the estimated economic lives of property.

Nuclear decommissioning costs are accrued over the esti-
mated service life of Kewaunee, which is through the year
2013. These costs are currently recovered from customers
in rates and are deposited in external trusts. For 1996, the
decommissioning costs recovered in rates were $3.1 million.

Decommissioning costs are recovered through depreciation
expense, excluding earnings on the trusts. Net earnings on
the trusts are included in other income. The long-term, after-
tax earnings assumption on these trusts is 6.2 percent. As of
December 31, 1996, the decommissioning trusts, totaling
$45 million, are shown on the balance sheet in the utility
plant section and offset by an equal amount under accu-
mulated provision for depreciation.

The Company’s share of Kewaunee decommissioning

costs is estimated to be $70.8 million in current dollars
based on a site-specific study performed in 1992 using
immediate dismantlement as the method of decommis-
sioning. Decommissioning costs as studied are assumed

to inflate at an average rate of 6.1 percent. Physical decom-
missioning is expected to occur during the period 2014
through 2021, with additional expenditures being incurred
during the period 2022 through 2050 related to the storage
of spent nuclear fuel at the plant site.

f. Income Taxes

Total income taxes in the Consolidated Statements of
Income are as follows:

(Thousands of dollars) 1996 1995 1994
Income taxes charged

10 OPETALIONS vovvecrrerenrereennns $12,553 $14,285 $14,822
Income taxes charged

t0 other INCOME ......evvuvreeens (7,942) 786 612

Total income taxes $ 4,611 $15,071 $15,434

Total income taxes consist of the following provision
(benefit) components for the years ended December 31:

(Thousands of dollars) 1996 1995 1994
Currently payable

| 1S ) $ 9,317 $14,602 $10,985

StALE oo 3,267 3,679 2,804
Net deferred

Federal ... (7,079) (2,217) 1,756

StALE v, (102) (225) 672
Amortized investment

X CIEAItS cvvvunrreenrrerrerireens (792) (768) (783)
Total incOmME tAXES ....oovnnren. $ 4,611 $15,071 $15,434

Deferred income taxes are provided to reflect the
expected tax consequences of temporary differences
between the tax basis of assets and liabilities and their
reported amounts in the financial statements. Investment
tax credits from regulated operations are amortized over
the service lives of the property to which they relate.

The differences between the federal statutory income tax
rate and the Company’s effective rate are as follows:

1996 1995 1994

Statutory federal

INCOME [AX TALE..rvvrreerrecrensrennens 35.0% 35.0% 35.0%
Amortized investment

(701 (514 - T (7.2) (2.0) (1.9)
State income taxes,

net of federal benefit............... 73 5.8 5.6
Valuation allowance ..o, 10.9 — —
Other, individually

INSINIACANT .ovvvonvveerreanrienreens 4.2) 0.2) 0.5)
Effective income tax rate........... 41.8% 38.6% 38.2%

The significant components of deferred tax liabilities
(assets) that appear on the Consolidated Balance Sheets
as of December 31 are as follows:

(Thousands of dollars) 1996 1995
Property-related . $59,522 $59,767
OUhET.coutreerreiesssseresessessesssseasrsens 6,788 8,062
Gross deferred income tax liabilities... 66,310 67,829
ACCrUed EXPERNSES....vveererrearrrresnresssnseasens (7,629) (3,571)
L0111 SO 3,311) —
Deferred tax regulatory account............. (9,598) (10,105)
Gross deferred income
[AX ASSETS.errvrererernrsrssiarersareaens (20,538) (13,676)
Less valuation allowance 1,200 —
Net deferred income
BAX ASSELS..ervrnrenreemnensnaceseesereressssssessenes (19,338) (13,676)
Deferred inCome taxes .....veveieenvenennee $ 46,972 $54,153

Excess deferred income taxes, resulting chiefly from
taxes provided at rates higher than current rates, have
been recorded as a net regulatory liability ($23.9 million
and $25.2 million at December 31, 1996 and 1995, respec-
tively), refundable through future rates.

As discussed in Note 4, the Company’s nonregulated gas
marketing subsidiaries have entered into a joint venture
with an unrelated third party. Realization of state deferred
tax assets including net operating loss carryforwards of these
subsidiaries is dependent on future income of the joint
venture in states where the subsidiaries file separate tax
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returns. Due to the circumstances associated with these
temporary differences, a valuation allowance was estab-
lished at December 31, 1996, for these deferred tax assets.

For tax purposes, these subsidiaries, as of December 31, 1996,
had approximately $8.8 million of state tax net operating loss
carryforwards which expire, if unused, in the year 2011.

g. Pension Plans

The Company maintains two defined benefic plans for its
employees. The pension benefit formula used in the deter-
mination of pension costs is based on the average compen-
sation earned during the last five years of employment for
the salaried plan and career earnings for the nonsalaried
plan subject to a monthly maximum.

Effective January 1, 1995, the Company began recovering
pension costs in customer rates under Statement of Finan-
cial Accounting Standard (SFAS) No. 87, “Emplovers’
Accounting for Pensions.” Prior to this date, pension costs
were recovered in rates as funded. Of these funded pen-
sion costs, $0.8 million was charged to operating expenses
in 1994. The plans’ assets are in a master trust with a bank.

The funded status of the plans at December 31 is as follows:

(Thousands of dollars) 1996 1995
Fair value of plan assets.....coooeerecrrcennee $58,010 $50,152
Actuarial present value of benefits

rendered to date —Accumulated

benefits based on compensation

to date, including vested benefits of

$40,840 and $44,554, respectively........ 46,019 45,574
Additional benefits based on

estimated future salary levels................ 9,093 9,943
Projected benefit obligation..........owevveene. $55,112 $55,517
Plan assets greater/(less) than

projected benefit obligation................... 2,898 (5,365)
Unrecognized net (gain)/loss .........c......... (4,621) 1,586
Unrecognized prior SEIVice COSt .............. 1,004 1,130
Net HaDIIEY oo $ (719 $(2,649)

Components of net pension costs for the years ended
December 31 are:

(Thousands of dollars) 1996 1995 1994
Service costs {benefits

earned during the period)....... $1,715
Interest costs on projected

benefit obligation..........c........... 4,090 3,724 3,462
Actual (return)/loss

0N plan asSets ........ccovvrrererreenne (6,542)  (10,033) 412
Net amortization and deferral... 1,793 6,466 (4,056)

$ 1416  $1462

Regulatory effect based
on funding .....co...cevvervreernceenernnns — — (186)
Net pension CoSES ....eeenurrevesnnnens $105 $1573 $109%

The assumed rates for calculations used in the above
tables were:

1996 1995 1994
Expected long-term rate of
return on plan assets............... 9.50% 9.50% 9.00%
Average rate of
Increase in salares.............. 5.00% 5.00% 5.00%
Weighted average
diSCOUNL TALE covvecorreccrreermrencaees 1.75% 7.25% 8.25%

In addition to the noted plans, the Company also main-
tains two defined-contribution 401(k) benefit plans for
its emplovyees. The Company’s costs of the 401(k) plan
for the years 1996 through 1994 were $0.2 million for
each year.

h. Postretirement Benefits Other than Pensions

The Company provides health care and life insurance
benefits for its retired employees, and substantially all
of the Company’s employees may become eligible for
these benefits upon retirement. These benefits are
accrued over the period in which employees provide
services to the Company.

The Company has elected to recognize the cost of its
transition obligation (the accumulated postretirement
benefit obligation as of January 1, 1993) by amortizing
it on a straight-line basis over 20 years. The Company’s
obligation and costs are based on a discount rate of 7.75
percent in 1996, 7.25 percent in 1995, and 8.25 percent
in 1994. The assumed rate of increase in health care
costs (health-care-cost trend rate) is 11 percent in 1996,
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decreasing gradually to 5 percent in 2003 and remaining
constant thereafter. Increasing the health-care-cost trend rates
of future years by one percentage point would increase the
accumulated postretirement benefit obligation by $2.5 mil-
lion and would increase annual aggregate service and inter-
est costs by $0.3 million.

The Company’s policy is to fund the obligation to the yearly
maximum through tax-advantaged vehicles. The plan’s assets
are in trust or on reserve with an insurance company.

The funded status of the plan at December 31 is as follows:

(Thousands of dollars) 1996 1995
Accumulated postretirement
benefit obligation (APBO):

REUICES ..ovomeeeereree et $(4,192) $ (4,054)
Fully eligible active
plan Participants ... ceeeeerrceeneuereces (1,662) (1,701)
Other active plan participants............... (8,526) (7,986)
TOEA] covveereeeerecrrerre s rese s seeessssenees (14,380) (13,741)
Plan assets at fair value ......cocoveverevernnnee. 3,581 2,666
APBO in excess of plan assets................. (10,799) (11,075)
Unrecognized transition obligation.......... 6,945 7,379
Unrecognized prior SErvice Costs............. 2,000 2,166
Unrecognized gain ..ovceoreceonreeccersecrncenes (1,804) (1,129)
Accrued postretirement
benefit 1ability ...ovvcrveereerereensenriorsnnenns $ (3,658) $ (2,659

Components of net periodic benefit costs for the years
ended December 31 are as follows:

(Thousands of dollars) 1996 1995 1994
SEIVICE COSE.vvvvrvvurirmnrrenrererrrnnns. $ 546 $ 429 $ 402
Interest cost on APBO.............. 1,062 989 172
Actual return on plan assets..... (266) (177) 91
Net amortization and deferral.. 601 606 427
Regulatory effect

based on phase in....c..cccconeeeee. 402 95 (115)

Net periodic benefit cost......... $2,345 $1,942 $1,395

1. Fair Value of Financial Instruments

At December 31, 1996, the carrying amount of cash and
cash equivalents approximates fair value. The estimated
fair market value of the Company’s First Mortgage Bonds
and other long-term debt, based on quoted market prices
at December 31, is as follows:

(Thousands of dollars) 1996 1995
Carrying amount

(includes sinking funds)..........oc..ocomn. $130,175  $138215
Fair market value ..o eeeeeoeeeeereerecnenns $136,332  $149,469

2. CAPITALIZATION MATTERS
a. First Mortgage Bonds and Other Long-Term Debt

The annual sinking fund requirements of the outstanding
first mortgage bonds is $0.2 million in 1997 through 2001.
In June 1996, the $7.8 million, 5.45%, 1996 Series, First
Mortgage Bonds were retired.

b. Preferred Stock

The Company has 1,175,000 shares of $25 par value re-
deemable preferred stock, cumulative, that is authorized
but unissued at December 31, 1996.

c. Notes Payable to Banks, Commercial Paper,
and Lines of Credit

For short-term borrowings, the Company generally issues
commercial paper (issued at the prevailing discount rate

at the time of issuance) which is supported by unused bank
lines of credit. Through negotiations with several banks,
the Company had $55 million in bank lines of credit,

which included $10 million for Great Lakes Energy Corp.
(GLENCO) and American Energy Management Inc. (AEM).

Information concerning short-term borrowings for the years
is set forth below:

(Thousands of dollars) 1996 1995 1994
December 31:
Available lines

of credit (MGE)................. $45,000 $35,000  $32,000

Available lines
of credit (GLENCO)......... $10,000 $ 5,000 —
Commercial paper

OULSEANAING covvvevrrnreensnrrnreeres $29,750 $20,500  $28,600
Weighted average

INLETESE TALE covnrrerrerrerrerreens 5.63% 5.86% 6.06%
During the year:
Maximum short-term

DOITOWIRES «..vvvvevereesrreernrnnes $29,750 $28,600  $29,500
Average short-term

DOFTOWINES .vvvvereevererrensannnes $13,805 $16,091  $16,549
Weighted average

INTETEST TALE vevvvrrrerrerrernaerenns 5.53% 6.03% 4.57%
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3. RATE MATTERS

In September 1996, the Company announced its inten-
tion to increase electric rates for the test period beginning
July 1, 1997, by $7.7 million or 5.1 percent annually and
increase natural gas rates by $3.7 million or 3.8 percent
annually for the same time period. The proposed changes
are based on a requested return on common equity of
12.0 percent and would remain in effect through 1998.
The proposed early recovery of the Kewaunee investment
and accelerated decommissioning collections are the pri-
mary reasons for the increase in electric rates. Hearings
will be held during April 1997 with a decision expected by
the end of the second quarter of 1997.

The Company filed an application with the PSCW in
December 1996 for interim electric rate relief for the first
half of 1997. The reason for the interim request is a pro-
longed outage at Kewaunee, increasing maintenance costs
and replacement power normally supplied by Kewaunee.
The Company received an interim rate order from the
PSCW in March 1997. The order provides for a $0.507 per
kilowatt-hour surcharge on customers’ bills to cover the
continuing costs that will be incurred by the Company
while Kewaunee remains out of service. The interim elec-
tric rate order is scheduled to remain in effect until either
Kewaunee returns to service or the Company receives its
final rate order.

4. GAS MARKETING SUBSIDIARIES

The Company continually evaluates its asset base, includ-
ing certain intangible assets such as goodwill, for events or
changes in circumstances that indicate the carrying amount
of the assets may not be recoverable. Throughout 1996,
the Company experienced a decline in operating margins
and continuing operating losses at the Company’s gas mar-
keting subsidiaries. This prompted the Company to evaluate
the assets of the two companies for potential impairment.
In the Company’s evaluation, it found that some of the assets
would not be recoverable. Thus, in December 1996, the
Company wrote down its assets in both GLENCO and AEM
to properly reflect the current value. The write down
resulted in an after-tax charge to income of $10.4 million.

GLENCO and AEM, two unregulated gas marketing sub-
sidiaries, formed a joint venture, effective Januaty 1, 1997,
with National Gas & Electric L.P. (NG&E) to market nat-
ural gas and energy services to industrial and commercial
customers in the Great Lakes region. The joint venture is
called National Energy Management, L.L.C. and is based
in Chicago. NG&E, a unit of PanCanadian Energy, Inc., is
a Houston-based gas marketing company. The partnership
gives GLENCO and AEM customers additional services to
strengthen their competitive edge while at the same time
joining forces with a gas marketing firm with a proven
record. NG&E will actively manage the joint venture.

5. GLENCO ECONOMIC BENEFIT

In the fourth quarter of 1996, the Company had a one-time
charge resulting from a refund to its natural gas customers.
Under a sharing mechanism with GLENCO, an economic
benefit based on GLENCO’s net income was to be passed
back to the Company’s natural gas utility customers.

GLENCO'’s economic benefit was $2.5 million plus an
additional $0.2 million in interest, which was added to
compensate the natural gas uclity customers for the time
funds were retained, for a total refund of $2.7 million.
This had an after-tax impact of $1.6 million on net income.
The refund was properly credited to customers through
the Purchased Gas Adjustment Clause.

6. COMMITMENTS

Utility plant construction expenditures for 1997, including
the Company’s proportional share of jointly owned elec-
tric power production facilities and purchases of fuel for

Kewaunee, are estimated to be $31 million, and substantial
commitments have been incurred in connection with such
expenditures. Significant commitments have also been
made for fuel for Columbia.
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7. SEGMENTS OF BUSINESS

The table below presents information pertaining to the Company’s segments of business. Information regarding the distri-
bution of net assets between electric and gas for the years ended December 31 is set forth on page 23.

(Thousands of dollars)
Electric Operations

TOtAl TEVENUES.....ceeirrererr et er e seneen
Operation and Maintenance EXPENSES ...c.eeerreeeeererrerseeseresecscens
Depreciation and amoOrtiZation ..........ceeceveerevereeresseseesenseseeseeeseene
Other general TaXes.....ccoc.rvereecereissernerseeseceserseeseeseseeneesesssesesenns

Pre-tax Operating INCOME........cuueereerernrereecrecnecnerneireeensenaes
INCOME LAXES cvueunereevreeeeieeeset et en e eseassaees

Net Operating INCOME .......ccovevveeecieivsnmnieeiiisinsnsissinins

Construction and Nuclear Fuel Expenditures (Electric)...........

Gas Operations

OPEratING [EVEIUES ...eueuureerarecereesecisersensresessessrsessessesesesssmsesesssees
Revenues from sales to electric ULHLY «..cveeeeenerrecenrerrceccnnennes
Total REVENUES .....oeuueeeeeeee e
Operation and MAINteNance EXPENSES .......ocreeremeerreersereesereenenes
Depreciation and amortization ...........cceeeereceerrerserecsressesecnennes
Other Zeneral taAXeS.......ceereemereeirecserseecesermecsereesseseessessesecrenns
Pre-tax Operating INCOME......cvcvvemnreeeceremeccerriniceeecnecneanns
INCOME LAXES «.eovuvenieureererimcmee et sees s ee s eaees
Net Operating INCOME .....cuuvvreerevereeeceeenereneeineeseesressesecssenne

Construction Expenditures (Gas).......ocvivimrinsiniiisnniiinns

1996 1995 1994
$152,747 $153,554 $149,665
90,862 89,994 87,748
20,094 19,503 17,337
7,000 6,908 6,907
34,791 37,149 37,673
10221 11193 11 717
$ 24,570 $ 25,956 $ 25,956
$ 16855 $ 14,006 $ 16,804
$100,544 $ 95,036 $ 95,307
2304 3,100 1671
102,848 98,136 96,978
86,418 80,017 79,009
5,416 5312 5,046
1,736 1801 1,712
9,278 11,006 11,211
2,332 3,091 3,105
$ 6,946 $ 7915 $ 8,106
$ 5051 $ 5156 $ 9625

8. SUPPLEMENTAL CASH FLOW INFORMATION
For purposes of the Consolidated Statements of Cash
Flows, the Company considers cash equivalents to be
those investments that are highly liquid with maturity
dates of less than three months.

Cash payments for interest and income taxes for the years
ended December 31 were as follows:

(Thousands of dollars) 1996 1995 1994
Interest paid, net of

9. REGULATORY ASSETS AND LIABILITIES
Pursuant to SFAS 71, the Company capitalizes, as deferred
charges, incurred costs that are expected to be recovered
in future electric and natural gas rates. The Company also
records as other credits, obligations to customers to refund
previously collected revenue or to spend revenue collected
from customers on future costs. The Company’s regulatory
assets and liabilities consisted of the following as of
December 31:

amounts capitalized .......... $10,932 $11,894  $11,235

Income taxes paid...c.......ee. $16,041 $18,016  $13,602
1996 1995

(Thousands of dollars) Assets/Liabilities Assets/Liabilities
Demand-side

management............ $12284 § 728 $14169 $ 213
Decommissioning &

decontamination...... 2,403 2,403 2,569 2,569
Unamortized

debt expense............ 5,260 — 5,448 —
Other postretirement

benefits.....oeernnnnens e 3481 — 2,516
1077117 S 10,199 9,236 11,461 8,602
Other regulatory

assets/liabilities........ $30,146 $15,848  $33,647 $13,900
Regulatory liabiliry ~

SFAS 109........ovn...... — 23914 — 251717

Total.oueeeeerrecenne $30,146  $39,762  $33,647 $39,077
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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 estimates and
informed judgments as required.

To fulfili these responsibilities, management has devel-
oped and maintains a comprehensive system of internal
operating, accounting, and financial controls. These con-
trols provide reasonable assurance that the Company’s
assets are safeguarded, transactions are properly recorded,
and the resulting financial statements are reliable. An
internal audit function assists management in monitoring
the effectiveness of the controls.

The Report of Independent Accountants on the financial
statements by Coopers & Lybrand L.L.P. appears below.
The responsibility of the independent accountants is lim-
ited 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
accountants. The Audit Committee, comprised of all Board
members who are not employees or officers of the Com-
pany, also meets periodically with the independent account-
ants and the Company’s internal audit staff who 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.

Ohl (Wt

David C. Mebane
Chairman, President and
Chief Executive Officer

NooephT. By

Joseph T. Krzos
Vice President — Finance

REPORT OF INDEPENDENT ACCOUNTANTS

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 and subsidiaries

as of December 31, 1996 and 1995, and the related con-
solidated statements of income and retained income and
cash flows for the years ended December 31, 1996, 1995,
and 1994. These financial statements are the responsibility
of the Company’s management. Our responsihility is to
express an opinion on these financial statements based

on our audit.

We conducted our audit 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 examining,
on a test basis, evidence supporting the amounts and disclo-
sures 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, 1996 and 1995, and the consolidated
resules of their operations and their cash flows for the years
ended December 31, 1996, 1995, and 1994, in conformity
with generally accepted accounting principles.

Eapin’ oylald 416

Milwaukee, Wisconsin
February 7, 1997
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QUARTERLY SUMMARY OF OPERATIONS AND STOCK PRICES

Quarters Ended (Unaudited)

(Thousands of dollars, except per share amounts) March 31 June 30 Sept. 30 Dec. 31
1996
Operating Revenues:
ELECUIC oot $36,078 $35,996 $44,547 $36,126
GBS ettt e 43,977 14,378 8,345 33,844
TOTAL ettt st ese e 80,055 50,374 52,892 69,970
Operating EXpenses........ovrverrenereerennsssneiessnssssessnan, 68,311 44,059 43,851 65,554
Net Operating INCOME......ueevrrvvrrerreereriecerenieeraan 11,744 6,315 9,041 4,416
Interest, Preferred Dividends, and Other.................... 4378 3274 3,559 13,878
Earnings on Common Stock..........coovvervveverveonnrenenne. $ 7,366 $ 3,041 $ 5,482 $ (9,462)
Earnings per Common Share..........ccooovveuvinernenreeeennne 46.0¢ 19.0¢ 34.0¢ (59.0)¢
Dividends Paid per Common Share.........cco.ooevvrivnnes 31.7¢ 31.7¢ 32.0¢ 32.0¢
Price per Common Share — High....ooooovovvvimereerrrreroveees $271 $25% $23% $2234
— LOWoee e, $23% $211 $211% $19%
1995
Operating Revenues:
ELECIIIC ettt $ 34,612 $ 35,980 $ 47,316 $ 35,646
GS ettt sttt 39840 12 540 7,407 35,249
TOTAL e seeneresesesenssen 74,452 48,520 54,723 70,895
Operating EXpenses........oc.eeeeereersrernrennrssnsssssssnnnnnn. 64,323 43752 44709 61,935
Net Operating INCOME......covveervirvrivrrireceserneeenne. 10,129 4,768 10,014 8,960
Interest, Preferred Dividends, and Other.................... 1, 566 1 986 2489 3,924
Earnings on Common StocK...........o..evvvervvrcvvnnnnn. $ 8,563 $ 2782 $ 7,525 $ 5,036
Earnings per Common Share ..........coovvvvverrvvirnnnee. 53.0¢ 17.0¢ 47.0¢ 32.0¢
Dividends Paid per Common Share..........cooovurence... 31.3¢ 31.3¢ 3L.7¢ 317¢
Price per Common Share — High..........cccooeesmmsreensrecnce. $21% $21% $22% $23%
— LOWaee e $20% $201 $20% $21%
Notes: (3) There were 18,245 shareholders as of January 31, 1997.

(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.

Currently, there are no restrictions on the Company’s abil-
ity to pay dividends and none are expected in the foresee-
able future. The Company has regularly paid dividends to
its shareholders and expects that it will continue to do so
in the future.

(4) The Company’s common stock trades on The Nasdaq
National Stock Market under the symbol MDSN.

o
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1996 1995 1994 1993 1992 1986
ELECTRIC
Operating Revenues ($000s)
Residential........ocoervereeeeveevnrrecenieinennns $ 53971 $ 54928 $ 51,751 $ 51,718 $ 49479 § 41,460
Commercial power and lighting............ 74,291 72,885 79,295 78,085 76,042 65,736
Industrial power and lighting................ 10,095 10,245 9,022 7,999 7,930 5,818
Street and highway lighting
and public authorities........cccceereeeunes 13,236 13,855 7,684 8,076 7,692 9,537
Other utilities....ooovevreeererereeeeeeeeee e 466 1,092 1,584 367 602 2,284
Miscellaneous.......ccoevvvveueeverrecreneiernneennes 688 549 329 956 901 548
Total Operating Revenues........... 152,747 $ 153,554 149,665 147,201 142,646 125,383
Kilowatt-hour Sales (000s)
Residential........oooveeeeeeeereeeereereisiseiennns . 725,471 735,442 679,211 666,991 625,231 569,747
Commercial power and lighting............. 1,381,043 1,347,947 1448474 1405857 1,345,730 1,084,219
Industrial power and lighting................ 289,903 292,649 221,384 173,266 166,807 107,582
Street and highway lighting
and public authorities......cccc.cceeeenenee. 305,962 320,869 169,755 176,389 166,419 198,366
Other ULHTES o.u.veevevveeiveeeeernseeresesesesenens 26,815 26,344 34,990 12,510 30,765 62,087
Total Sales ......vvovemereeererererirerenens 2,729,194 2723251 2553814 2435013 2334952 2,022,001
Average Number of Customers -
Residential........ocoeviveeeneeeceesceineveeeennas 104,778 103,624 102,255 100,721 99,244 91,577
Commercial power and lighting............. 15,841 15,581 15,348 15,037 14,840 13,414
Industrial power and lighting................. 74 75 75 77 80 87
Street and highway lighting
and public authorities..........ocovveenenee. S3 52 51 53 51 51
Other UtIHtES vovverereererrnrerereeeereeeeeens 5 5 4 3 3 4
Total Average Customers............. 120,751 119,337 117,733 115,891 114,218 105,133
GAS
Operating Revenues ($000s) . :
Residential......oovereecrcereeeercereeeennees $ 57486 $ 53,021 $ 51812 § 52598 § 48263 § 44,349
Commercial .....o.ovoerveierieeereeeerisererenns 36,917 33,550 33,436 35,757 29,730 33,700
Industrial ..o 1,105 2,361 2,547 2,088 1,900 3,481
Best efforts (includes
interruptible boiler fuel) ................... 3,849 4147 5,782 5,723 4,949 2,665
Gas transport, NEL c...e.eeceeereeereeeremmnsnenns 2,360 1,540 968 151 488 470
Miscellaneous.......c.vvevvvereeeeceereenereveenns (1,173) 417 762 615 26 299
Total Operating Revenues........... 100,544 95,036 95,307 96,932 85,356 84,964
Therms Sold and Transported (000s)
Residential.........oooeiveereererecririnereensannn, 96,062 89,099 84,326 84,713 79,031 69,512
Commercial ......c.oovevieveeeereereeeeesiesserennns 79,381 73,307 73,752 83,807 65,285 64,023
Industrial ..o, 2,653 6,279 8,056 6,651 4,587 7,725
Best efforts (includes
interruptible boiler fuel) ................. 11,689 15,143 18,633 18,079 15,860 7,074
(A4S LrANSPOIT, NEL w.veuvreeeerecmncrirsensiininas 37707 36502 22 463 1678 10 104 8,107
Total Sold and 'Transported ......... 227 492 220,330 207,230 194,928 174,867 156,441
Average Number of Customers
Residential......coocvcveceecconnessssrinnriecns 91,918 89,952 87,194 83,129 80,508 66,647
Commercial ....oeveeviveiveriiereeciereeeriens 11,799 11,483 11,053 10,477 10,184 8,126
Industrial oo 76 74 68 71 71 69
Best efforts (includes
interruptible boiler fuel) ................... 52 60 64 53 49 5

Total Average Customers............. 103,845 101,569 98,379 93,730 90,812 74,847
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1996 1995 1994 1993 1992 1986
(Thousands of dollars, except per share amounts)
Income, Earnings, and Dividends
NEL INCOME ...t ee e $ 6427 $ 23970 $ 25011 $ 24675 $ 23,807 $ 19,796
Earnings on common stock.................... $ 6427 $23906 $ 24540 $ 24186 $ 23301 $ 18,696
Earnings per average
common Share .....ovevevveereveveierenen, $0.40 $ 1.49 $ 1.53 $ 1.51 $ 145 $ 1.28
Cash dividends paid per
COMMON SHATE «...ceveereeveerresreerrrernans $1.273 $1.260 $1.247 $1.227 $1.193 $1.033
Assets (year end)
EleCtriC. e $315,022  $327,053  $323,870 $328,048  $325510 $279,098
GaS.ovreeeceeeeere e 116,723 119,968 118,210 114,626 106,837 92,695
Assets not allocated.....ooeeeeeeveeeeeenen. 52,424 46,855 45,679 22,690 20,390 30,462
TOtal oo 484,169 493 876 487,759 465,364 452,737 402,255
Internal Generation of Cash
Total cash used for construction
expenditures and nuclear fuel.......... $ 21906 $ 19162 $ 26429 $ 23648 $ 16,364 $ 29,670
Percent generated internally.................. 101.6% 126.0% 120.8% 128.3% 180.6% 93.2%
Long-term Debt and Redeemable
Preferred Stock, Net (year end)............ $128886  $129,048  $135900 $125796  $127963 $129,116
Capiralization Ratios (year end)
Common shareholders’ equity............... 53.0% 55.1% 53.4% 55.3% 55.4% 50.3%
Redeemable preferred stock.................. 0.0 0.0 1.5 1.7 1.8 4.9
Long-term debt........cocvvrvrrrecrririrecrnnnn. 38.2 39.1 37.0 36.0 37.6 44.0
Short-term debt (interim loans)............. 8.8 5.8 8.1 7.0 5.2 0.8
Common Stock Data (year end)
Per share — ClOS€ ceovuvvreeeeeveeereee s $ 20 $ % 0§ 2% $ 2% $ 2% $ 124
Per share — Book value......oooeeveeveevennne.. $ 114 $ 1200 $ 1179 0§ 151 0§ 1125 $ 910
Shares (000s) — Outstanding.................. 16,080 16,080 16,080 16,055 16,046 14,637
— Authorized................... 50,000 28,000 28,000 28,000 28,000 14,000
Interest Coverages
(excludes AFUDC)
Pre-taX oo 2.73 431 4.54 4.30 3.72 4.98
AFCICaX oo - 1.58 3.07 3.22 3.10 2.77 2.99
Sources of Energy Generated
and Purchased Power
Coaloaereeeeeeee e 63.4% 61.3% 55.6% 47.1% 56.1%  59.1%
INUCIEAT oot 19.6 23.5 26.2 26.6 27.4 31.2
Purchased Power........ccccocovvnvicevvnnnn. 14.9 11.6 16.4 23.1 12.5 7.5
GBS s ee e 1.8 34 1.6 32 36 1.8
Other.. s 0.3 0.2 0.2 — 0.4 0.4
Cooling Degree Days
(Normal = 619).....cooveeeeeieceereeeeeeenn, 408 982 637 630 342 496
Heating Degree Days
(Normal - 7,483) 8,124 7,431 7,170 7,351 7,050 7821
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Gary J. Wolter

Senior Vice President -
Administration and Secretary
Age 42

Years of Service, 12

-+ " Board of Directors

Regina M. Millner
President,

RMM Enterprises, Inc.
Age 52

Director Since 1996

Frederic E. Mohs
Partner,

Mohs, MacDonald,
Widder & Paradise,
Attorneys at Law
Age 59

Director Since 1975

Phillip C. Stark
Chairman of the Board,
The Stark Company
Age 71

Director Since 1985

Offcers of the Company

James C. Boll

Vice President -

Law and Corporate Communications
Age 61

Years of Service, 6

Terry A. Hanson

Vice President and Treasurer
Age 45

Years of Service, 15

Lynn K. Hobbie

Vice President - Marketing
Age 38

Years of Service, 11

Thomas R. Krull
Vice President -
Electric Transmission
and Distribution

Age 47

Years of Service, 24
Joseph T. Krzos

Vice President - Finance
Age 52

Years of Service, 14

H. Lee Swanson
Chief Executive Officer,
President and Director,
State Bank of Cross Plains
Age 58

Director Since 1988

Frank C. Vondrasek
Vice Chairman

Age 68

Director Since 1982

Richard H. Thies
Vice President -

Gas Systems Operation
Age 55

Years of Service, 33

Deborah L. Burgess
Assistant Vice President -
Gas Rates and Fuels

Age 37

Years of Service, 8

Peter J. Waldron
Assistant Vice President -
Power Supply Operations
and Engineering

Age 39

Years of Service, 16

Carol A. Wiskowski
Assistant Vice President -
Administration and
Assistant Secretary

Age 57

Years of Service, 30

Audit Committee

Directors: Biddick, Blaney, Millner,
Mohs, Stark, Swanson and
Vondrasek

Compensation Committee
Directors: Blaney, Mohs and Stark

Executive Committee
Directors: Biddick, Blaney, Mebane,
Mohs and Vondrasek

Personnel Committee
Directors: Biddick, Mebane, Millner,
Mohs, Swanson and Vondrasek

Note: Ages and years of service
as of December 31, 1996.




Shareholder Information

SHAREHOLDER SERVICES

We welcome calls from shareholders. Please
use the toll-free telephone numbers below for
questions about your account, dividend pay-
ments, dividend reinvestment, lost certificates
and stock transfers:

Madison calling area, (608) 252-4744
Other Wisconsin areas, 1-800-362-6423
Outside Wisconsin, 1-800-356-6423
(Continental U.S.)

If you prefer to write to us, address correspon-
dence to:

MGE Shareholder Services
Post Office Box 1231
Madison, WI 53701-1231

Be sure to notify us in writing when a stock
certificate is lost or stolen. Also notify us if
you do not receive a dividend check within
10 days of the scheduled payment date.
Please report name and address changes

to us promptly.

DIVIDEND PAYMENT DATES

Dividends on the company’s common stock
in 1997 are expected to be paid quarterly on
the 15th of March, June, September and
December. The record date for dividend pay-
ments 1s the first day of the payment month.

TRANSFER AGENT & REGISTRAR

Harris Trust and Savings Bank
Post Office Box 755
Chicago, 1L 60690

INVESTORS PLUS PLAN

MGE?’s Investors Plus Plan offers investors
the opportunity to purchase company stock
directly from MGE. Investors can make cash
payments of $25 to $25,000 per quarter per
account. A minimum of $50 is required for

a first-time investment.

Shares can be purchased each month by auto-
matic deductions from checking or savings
accounts.

Shareholders may reinvest all or a portion of
cash dividends received on any or all shares
of common stock in their account. Cash divi-
dends can be paid by check or electronic
deposit.

For more information or to recetve the
plan prospectus, contact MGE Shareholder
Services.

STOCK LISTING

The company’s common stock trades on

the Nasdaq National Stock Market under the
symbol MDSN. It is listed in most newspaper
stock tables as MadsnGas or MadGE.

1997 ANNUAL MEETING

The annual meeting of shareholders will be
held Monday, May 5, 1997, at 11 a.m.

Holiday Inn-Madison West
1313 John Q. Hammons Drive
Greenway Center, Middleton, W1

REPORTS AVAILABLE

Upon request, we will provide you with a
copy of Form 10-K, our 1996 Annual Report
to the Securities and Exchange Commission.
A Statistical Supplement to this Annual
Report to shareholders also is available. It
contains additional financial and operating
data. Please address requests for these
Ieports to:

Joseph T. Krzos, Vice President - Finance
Madison Gas and Electric Company

Post Office Box 1231

Madison, WI 53701-1231

MGE General Offices

133 S. Blair St.

Post Office Box 1231
Madison, WI 53701-1231
Telephone (608) 252-7000
Internet: http://www.mge.com

Business hours: 8 a.m. to 4:30 p.m.
Central Time, Monday through Friday
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