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Alliant Energy’s 1998 financial information is in the

pocket that can be found in the inside back cover,

Alliant Energy’s stock price, represented by the LNT
ticker symbol, rolls across the electronic ticker at
the New York Stock Exchange.
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doing business as Alliant Energy, .
is a major energy-services

. ,Inte‘rstate Enérgy Cofporaﬁon, L

- provider with growing national and . .
international diversified operations.

‘Headquartered in Madison, -
Wisconsin, Alliant Energy-provides -

* “electric, natural-gas, water or steam - -
-~ energy to more than one million-

custorners in Iowa, Wisconsin, = -

. Minnesota and Illinois. Alliant - =
+ Enérgy Resources, Inc., the home - .

of the company’s diversified busi-
nesses, has operations and interests -

. inavariety of energy and other .
. . businesses throughout the United

States and in China and New

Zealand.. ) i
" The common stock of Interstate” ,
- Energy Corporation is publicly trad- -~
-~ ed on the New York Stock Exchange - .~ . -
e - ‘underthe symbol”® - 7 " -

¥ " LNT - LNT. Atthe com- -

pany’s May 19,1999
annual meeting, =~

“shareowners will :

o * consider-a proposal

R LT

' to change the company’s legal name ~

from Interstate Energy Corporation

" " to Alliant Energy Corporation. = -
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FINANCIAL HIGHLIGHTS

1997*

Change

(Dollars are in millions except for per-share déta )

1998
Operating Results:

Operating revenues .. ... .. P $2,131
Operating income . ............ovvvvinreiriinnn.. $283
Net income before merger-related charges ............ $131
NEtincome ...........ooooviiiiieeiiiiin.., $97
Return on average common equity

before merger-related charges .................... 8.01%
Return on average common equity . ................. 5.98%
Utility electric sales from ultimate customers

(thousands of MWH) ........................... 24,487
Total utility electric sales (thousands of MWH) ......... 31,834
Utility gas sold and transported (thousands of dekatherms) 104,034
Construction and acquisition expenditures . ........... $372
Total assets atyear-end ........................... $4,959

Per-Share Data:

Earnings per average common share before

merger-related charges (basic and diluted) ......... $1.71
Earnings per average common share (basic and diluted) $1.26
Book value atyearend ........... ... ... .. ... ... $20.69

$2,301
$336
$146
$145

9.52%
9.46%

24,015
30,944
117,972
$328
$4,924

$1.92
$1.90
$21.24

(7%)
(16%)
(10%)
(33%)

(16%)
(37%)

2%
3%
(12%)
13%
1%

(11%)
(34%)
(3%)

* Results have been restated to reflect a change in accounting method for Interstate Energy Corporation’s oil and gas properties in the third quarter

of 1998 from the full cost method to the successful efforts method. The above financial information reflects the consummation of the merger involving

WPL Holdings, Inc., IES Industries Inc. and Interstate Power Co. on April 21, 1998, as a pooling of interests. The financial data should be read in
conjunction with the audited financial statements and related notes of Interstate Energy Corporation, which are included elsewhere in this Annual

Report to shareowners. The data are not necessarily indicative of future operating results or financial position.
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TO OUR SHAREOWNERS:

ot unlike the first year of
Nmarriage or of a child’s life,

the first year of a new
corporation typically brings both its
share of joy and growing pains. For
Alliant Energy, 1998 has proven to

be no exception.

Merger positions
your company
for growth

April 21 was clearly the pinnacle
day in 1998 and in the history of
your company. On that day, after 29
long months of regulatory scrutiny,
our three-way merger was approved
and a new energy-services provider
now doing business as Alliant
Energy was finally created. With a
solid foundation built on more than
100 years of scrvice to customers
across America’s heartland, Alliant
Energy is becoming more efficient
and better positioned to grow than
any of its predecessor companies
were on a stand-alone basis.

Traditionally, of course, regulated
monopoly utilities lacked the busi-
ness incentives to focus on efficiency
or growth. With captive customers,
many utilities historically were suc-
cessful merely by signing customers
up rather than winning them over.

As you probably know, however,
customers have been demanding for
some time that the monopoly era
come to an end. Policymakers at
both the federal and state levels are
beginning to answer these calls,
resulting in a fundamental transfor-
mation of the energy-services indus-
try. And, while many of our com-
petitors continue to resist the

Lee Liv
Chairman
of the Board

inevitability of customer choice,
Alliant Energy knows that competi-
tion can work to the advantage of its
customers and shareowners. As
deregulation sorts the industry into
winners and losers, Alliant Energy
will be implementing a business
strategy focused on succeeding in a
new marketplace. Winning requires
flexibility. It requires fast decisions.
It requires customer-focused think-
ing. And above all, it requires that
we grow, and grow profitably.

1998 Iin review

As we continue to blend three dif-
ferent operating businesses and cul-
tures into one, we are admittedly
still experiencing some of the grow-
ing pains inherent in the first year of
any new organization. Our 1998
earnings per share of $1.26, for
example, reflect some $54 million
(45 cents per share) in one-time
expenses for employee retirements
and separations, services of the com-
pany’s advisors, and other costs to
complete the merger. Excluding

Vice Chairman
of the Board

Wayne Stoppelmoor Erroll B. Davis Jr.
President and Chief

Executive Officer

these one-time expenses, 1998 earn-
ings per share were $1.71, as com-

7 pared with $1.92 in 1997.

While we were pleased by an
increase in electricity sales volume,
1998 earnings were adversely
impacted by delayed rate recognition
for costs associated with purchasing
and obtaining additional electricity
needed to serve Alliant Energy cus-
tomers in Wisconsin during high-
demand periods. Earnings also were
reduced by milder-than-normal win-
ter weather, which reduced customer
demand for natural gas both early
and late in the year.

The company also resolved a
trademark-infringement lawsuit in
1998 filed against us by Aliant
Communications Inc., a Nebraska-
based telecommunications provider.
Aliant Communications had
claimed that our use of the Alliant
name would result in customer and
shareowner confusion. As part of
the settlement that was reached last
fall, we agreed to do business under




.

the name Alliant Energy, rather
than Alliant, as was initially
announced.

We would also be remiss if we did
not highlight the considerable
financial and human capital com-
mitment Alliant Energy has been
devoting to the Year 2000 computer
problem — a technology glitch that
has the potential to seriously disrupt
the flow of information (and ener-
gy) throughout the world. Not only
have we already tested and upgraded
most of our own equipment, we also
have raised awareness of the Year
2000 issue with hundreds of other
firms and organizations with which
we do business. While we expect to
receive Jong-term benefits from our
work, our Year 2000 efforts have
created substantial one-time costs
without any incremental revenues
to date.

Ready to
compete
successfolly

The formation of Alliant
Energy has placed your com-
pany among the 30 largest in
the energy-services industry.
Ultimately, of course, big-
ger will only be better if
our newfound size pro-
duces the products and
services customers will
demand once they have the
right to make their own
energy choices. As shown on the
map at right, 16 states — represent-
ing nearly half of the U.S. popula-
tion — already have decided to allow
for customer choice. Regardless of
when all customers have the right to
choose, Alliant Energy is planning to
be ready with the array of products

As you review our blueprint for
success on the following pages, you
will find that our business strategy
can ultimately be captured in three
simple words: defend and grow.
We defend by aggressively finding
new ways to please customers of our
existing electricity, natural-gas and
other core businesses. In doing so,
Alliant Energy becomes an even
clearer choice for customers once
they have the right to shop around.
We will grow by leveraging our
energy expertise to enter new and
growing markets.

In closing, we are also pleased to
report that your Board of Directors
has taken steps to make sure that
management's interests have been
aligned even more closely with yours
as shareowners. In January 1999,
the Board of Directors approved new
guidelines requiring certain officers
to own a quantity of company shares
that is directly proportional to salary.

On behalf of the Board of
Directors and our more than 6,000
employees, we want to thank you for
your patience and support. Without
the commitment so many of you
have made to this company over the
years, we would not be ready for the

countless opportunities — and great
rewards — that lie ahead.

Sincerely,

A

Chairman of the Board

k//’«/@h

Wayne Stoppelmoor
Vice Chairman of the Board

Erroll B. Davis Jr.
President and Chief Executive Officer
[ |

The power of customer choice is rapidly spreading across the nation.
Already, 16 states (highlighted), representing 47 percent of the U.S.
population, have decided to let customers choose their own energy
supplier.

and services that customers will
demand.



The Denver, Colorado-based
Whiting Petroleum Corp.

_acquires and develops proven,
producing domestic fields with oil
and natural-gas reserves.

Backed by §5 billior inassets, a
 “diversé and talented-workforce, and
- a focus on meeting customer needs, -
Alliant Energy is poised to compete -
in the competitive energy-services
- marketplace of tomorrow.

- Here is-a samphng of Alhant :
e ;Energys business operatlons
- throughout the Umted States

- and abroad.

.~ many other clients, the Madison,
: "Wisconsin-based RMT, Inc. has 18
offices across the United States and
operations in the United Kingdom.

Alliant Energy’s core

utility business provides
electricity, natural-gas, water

or steam service to more than
one million customers throughout
lowa, Wisconsin, Minnesota

and lllinois.




For more than 90 years,

| the Cedar Rapids and
lowa City Railway
Company {(CRANDIC) has
linked many eastern lowa
companies to major rail

centers throughout the
Midwest. '

China is just one
* international market in
which Alliant Energy has
developed partnerships in
the energy generation or
infrastructure businesses.

Since 1988, the Madison,
Wisconsin-based Heartland
Properties, Inc. has played a
pivotal role in the development
of affordable housing
throughout the Midwest.



BUSINESS REVIEW: UTILITY OPERATIONS .

early four generations of customers already have come to depend on the reliable,

competitively-priced electric, natural-gas, water and steam energy supplied by

Alliant Energy. Keeping this proud partnership alive, however, does not mean
taking today’s customer for granted. It means working harder than ever to ensure that
Alliant Energy will always be the customer’s supplier of choice. Accordingly, Alliant
Energy is constantly striving to achieve nothing short of excellence in customer service,
emergency response and operational performance.

= - Nothing puts Alliant Energy’s utility
: Eamlng ﬂ‘e business to the test like Mother Nature.
A Between March and November of 1998,

, privil ege -to Serve five major storms throughout the Alliant

V Energy service territory knocked out electri-
cusmmers cal power to a combined 240,000 cus-
tomers in hundreds of lowa, Wisconsin,
Minnesota and Illinois communities. In
many instances, the damage to homes,
buildings and equipment was truly
unprecedented. Time and again, Alliant

Energy employees worked around the clock
to quickly and safely restore power.

Keeping the
traffic moving.

Seeking fo upgrade
s, t(ofﬁc s:gnols

Customers have come to depend on
Alliant Energy to perform when storms and
other emergencies make life challenging.
As the energy-services industry becomes
more competitive, every moment of cus-
tomer contact is an opportunity to make
good on our promises. From the “smile”

' w"h ‘° valued C‘fs_tomer in the voice of our customer service repre-

H;‘\\ :: : |
LR = e = = 2
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3 L - -
T = o S
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Promoting public safety. This year,
Alliant Energy introduced a new community .
safety program. Here, Nancy Johnson, safety , A -
technical training specialist, explains the f/}ﬁx
importance of electrical safety to school il
children. Other safety programs include
natural-gas and electric demonstrations for 2 N

fire departments, agricultural shows and
civic groups.




sentatives to the manner in which our service
technicians greet you at your door, Alliant
Energy is working harder than ever to culti-
vate customer loyalty. In fact, more than
seven out of 10 residential customers surveyed
already say they would stick with Alliant
Energy if offered a choice today.

Several factors may explain the high
degree of satisfaction on the part of Alliant
Energy customers. These include:

24-hour service

All customers, of course, can reach us any-
time to report an emergency. Most customers
also now have 24-hour access for routine ser-
vice requests such as placing new service
orders or inquiring about their monthly bill.
Moreover, when calling one of our toll-free
numbers, a typical Alliant Energy customer
waits only 16 seconds before being connected
to a customer service representative. By com-
parison, the average wait for all customer-ser-
vice calling centers is 60 seconds, according
to a 1998 study conducted by Purdue
University.

Faster emergency
response

Processes are continually being upgraded
to minimize the length of a power outage or
the time it takes Alliant Energy to respond
when a customer notices the presence of
natural gas. In 1998, for example, customers
who called to report a natural-gas emergency
could, on average, expect a knock on the
door from an Alliant Energy technician
within 28.7 minutes — even faster than the
company’s 30-minute goal.

Accurate, easy-
to-read hilling

Customers expect a mistake-free bill.
Alliant Energy is working to meet these expec-
tations. Moreover, some customers who used
to receive multiple bills — such as a chain of
15 convenience stores — now can receive one
summary bill.

“We had thought big

. companies didn't care
about little customers!
What a nice experience
we had. We will
certainly tell

others all

o about it.”

I
e

o — ﬁon and Joan Milburn
| Grinnell, lowa

Letters ... we get letters! Don and Joan Milburn of Grinnell,
lowa, took a moment to thank us in writing last fall after an Alliant
Energy crew promptly restored electrical service to a family member’s
home just in time for a scheduled open house.
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Because an unhappy customer
today becomes someone else’s cus-
tomer tomorrow, Alliant Energy not
only must do its job better, it must
outshine the rest of the pack. In
some instances, Alliant Energy has
already demonstrated such prowess.
A 1998 international comparison of
31 energy-services providers from
the United States, Australia, the
United Kingdom and New Zealand
ranked Alliant Energy as a “best per-
former” in four categories, includ-
ing overall reliability.

Behind the scenes, electric energy
must be manufactured before it can
be delivered to the customer’s home
or business. With a capacity of
approximately 5,000 megawatts,
Alliant Energy manufactures and
markets electricity from 31 generat-
ing locations across the Midwest.

While Alliant Energy’s plants are
cost effective, the onset of competi-
tion has forced us to take additional
steps to maximize profitability.
Because price is the major consider-
ation for bulk-power customers,
manufacturers such as Alliant
Energy must continuously drive
down costs while driving up volume.
By purchasing lower-cost coal from
western states and efficiently reduc-
ing the length of planned mainte-
nance outages at its power plants,
Alliant Energy seeks to enhance its
competitive position in the bulk-
power marketplace.

Periodic spells of high tempera-
tures during the summers of 1997
and 1998 forced both energy-services
companies and regulators to think
about new ways to ensure a reliable
supply of energy to customers. Two

.

factors — temporary maintenance
shutdowns of several Midwest
nuclear power plants and a lack of
sufficient transmission capacity —
have, in tandem, led to several
recent developments that will pro-
vide a more reliable energy supply
for customers while protecting the
interests of shareowners.

Among these are the replacement
of the Kewaunee (Wisconsin)
Nuclear Power Plant’s two 400-ton
steam generators in the spring of
2000. Alliant Energy and Wisconsin
Public Service Corp., of Green Bay,
Wisconsin, co-owner and operator
of the plant, will together recover the
$90 million replacement cost in
rates over an eight-and-one-half-
year period.

Moreover, Alliant Energy will
soon begin purchasing additional
electricity from a new 450-megawatt
natural-gas fired power plant to be
located in south-central Wisconsin.
This plant, which will be constructed
by Polsky Energy Corp. of North-
brook, Illinois, is scheduled to be
operating by the summer of 2000; it
will manufacture enough energy to
provide light and power to 100,000
homes. Also, the Public Service
Commission of Wisconsin last year
began a study of potential transmis-
sion-system projects in the Upper
Midwest. Within the next year, the
Commission is expected to approve
projects that will enable Alliant
Energy and other companies to pro-
cure more power from the west and
south to better serve their customers.

Finally, Alliant Energy and
Northern States Power Co. of
Minneapolis announced plans to




develop an independent, for-profit,
publicly-traded transmission compa-
ny (ITC) to provide electric trans-
mission services to the Upper Mid-
west. Formation of this new entity,
which requires several regulatory
approvals, would allow Alliant
Energy to better meet the needs of
both customers and shareowners. E

A customer parinership heats up. By actively cultivating stronger
pcrtnershlps with customers, Alliont Energy enhances its oppeal as the
energy-services morketplace becomes more competitive. Seeking to increose its
production of cast iron while reducing its energy bill, Kirsh Foundry of Beaver
Dam, Wisconsin turned to Alliant Energy in 1998. By finoncing the cost ond -
installation of the furnace, Alliont Energy contributed to the expansion of this
family-owned business. At left, Kirsh Executive Vice President Steve Kirsh,

left, President Jim Kirsh, center, and Alliant Energy Key Account Manager

Pat Keenan discuss the impact of the new furnoce, which is olso pictured.
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'BUSINESS REVIEW: DIVERSIFIED OPERATIONS

} Alliant Energy

Resources fuels
future growth

N

will be challenged to grow like never before. And, because consumption

ﬁs competitive forces shape the energy-services industry, energy providers.

of electricity or natural gas is expected to grow only modestly within
the company’s utility service territory, Alliant Energy has entered several
rapidly-growing energy-services markets that provide opportunities for new

- sources of earnings growth.

= Under the Alliant Energy Resources umbrella, the company has launched
four distinct/platfornis designed to meet customer needs throughout the

* Midwest, the nation and the world.

12

ALLIANT ENERGY
Resources

| These platforms include:

Alliant Energy Industrial
Services: A provider of energy and
environmental services designed to
maximize productivity for industrial
and large-commercial customers.

Alliant Energy International:
A partner in developing energy gen-
eration and infrastructure in grow-
ing markets throughout the world.

Alliant Energy Retail Services:
Encompassing a wide array of prod-
ucts and services designed to meet
the comfort, security and productivi-
ty needs of residential and small

~ commercial customers.

Cargill-Alliant Energy: An ener-
gy-trading joint venture that com-

bines the superior risk-management
and commodity trading expertise. of

- Cargill, one of the world’s largest

and most established commodity
trading firms, with Alliant Energy’s
low-cost electric-generation and

transmission business experience.

Each of these four platforms -
provides unique prospects for growth

~ both individually and collectively

%

as the competitive energy-services

. marketplace evolves.

Alliant Energy Industrial
Services was created in 1998 by
cormbining two new units — Energy
Planning and Energy Management
— with two established businesses:
Energy Applications, which provides
facilities-based and commodities-
based energy solutions; and RMT,
Inc., an environmental-manage-
ment and engineering firm with
offices throughout the United States
and the United Kingdom. Together,

Y

_ these four components comprise an

industrial-services company with the
expertise customers find valuable.

Industrial Services succeeded on-
several fronts in 1998. RMT, for
example, was selected as a preferred

~ vendor by clients such as BP Amoco -
- and Weyerhaeuser. Energy Applica-

tions, meanwhile, launched several
electricity generation projects for
new and existing customers. And
Energy Planning provided energy
consulting to a large number of new
clients, including Bowater Incorpo-_
rated, the second-largest manufac-
turer of newsprint in the world.

These units anticipate continued
growth in 1999, -

Alliant Energy International
continued its expansion in 1998,

- making a strategic investment in

Peak Pacific, an energy development
firm based in Singapore and active
in China. Peak Pacific broke ground
on a new power plant in 1999 near
Zhengding, and will work to close
several more projects throughout the

. year. Atthe same time, Alliant

Energy is seeking to expand its New -

~ Zealand investments. Supplement-
ing these developments, Alliant

Energy is also seeking opportunities -
in the South American energy

- marketplace.

(continued on page 14)




A tasty solution; o sotisfied customer. In 1998,
Barilla America, Inc. chose Ames, lowa, as the site for its
only U.S. production facility, a 500,000 square-foot
durum wheat mill, pasta factory and warehouse (shown
at left). An ltalian-based manufacturer of premium dry
pasta, Barilla looked to Alliant Energy Industrial Services-
Energy Applications for a cost-effective package of prod-
ucts and services that provided the new facility with an
uninterrupted fuel supply using natural gas and a
propane-air backup system (shown below).

“The Energy Applications people found a way to
accommodate our fuel-management needs,” said Dave
Bramow, Barilla America plant manager. “They clearly
went the extra mile for us.”
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Alliant Energy Retail
Services continues to pursue
opportunities in a rapidly growing
residential and small commercial
marketplace. From appliance war-
ranty services to power quality prod-
ucts and services, this residential
energy-services market will only
grow by the day. Alliant Energy
launched a two-fold entry into this
marketplace in 1998: (1) a Security
Blanket Appliance Protection Plan;
and (2) a Home Products Catalog,
offering customers a variety of
home-electronics, safety and home-
improvement products — all by
dialing a toll-free number or by
visiting our Internet site at
www.alliantenergycatalog.com.
As this marketplace continues to
grow, Alliant Energy will seek to
acquire the skills and scale
necessary to compete even more
effectively in the future.

Cargill-Alliant Energy offi-
cially began operations in 1998, fol-
lowing completion of the Alliant
Energy merger. This joint venture
was born into a new world, in which
the development of a new electricity-
trading industry and extreme sum-
mer weather created an incredibly
volatile commodity market that
caused major losses for a few com-
panies. Cargill-Alliant Energy also
was impacted by this volatility, but
only incurred a modest loss while
gaining valuable experience in this
rapidly developing marketplace.

An atiractive array of home-
electronics, safety and home-
improvement products is avail-
able from Alliant Energy
Resources. Call us toll-free at
1-877-888-1777 or visit

us on the Internet at
www.dlliantenergycatalog.com

The sole focus of Alliant Energy
Resources is growth. The platforms
the company launched in 1998
benefit from the experience and
profitability of Alliant Energy’s other
diversified companies, including:

Alliant Energy Transporta-
tion and its subsidiaries, which saw
another very profitable year. Alliant
Energy Transportation continues
to seek opportunities for expansion,
to carry its well-known customer
service and responsiveness to other
customers through acquisitions or
joint ventures.

Whiting Petroleum, which
felt the effects in 1998 of extremely
low oil and gas prices, but continued
its strategy of acquiring reserves.

The Denver, Colorado-based Whiting
completed three acquisitions in 1998
totaling approximately $35 million.

Heartland Properties, Inc.
and its sister company, Capital
Square Financial Corp., contin-
ued to provide equity and debt

financing for affordable housing,
developments in the Alliant Energy
utility service territory. These afford-
able housing services complement
Alliant Energy’s utility business and
reinforce the company’s commit-
ment to the many communities it is
privileged to serve. Another property
development entity, 2001 Develop-
ment, in which Alliant Energy is a
major investor, completed the con-
struction of a new office building in
downtown Cedar Rapids, lowa.

Finally, Alliant Energy’s invest-
ment in McLeodUSA Inc., an
independent telecommunications
provider based in Cedar Rapids,
lowa, continues to represent a sig-
nificant asset to our company. This
investment had a market value of
approximately $320 million at the
end of 1998, compared with a cost of
$30 million. Such an investment
provides Alliant Energy with bal-
ance-sheet strength and enhances
the company’s low-cost capital
structure. [

What's New

Wdtorne




ou come home, flip
Ya switch and the lights

go on. You take off your
coat, adjust the thermostat and
soon the house is just as warm or
cool as you like. Every day, the
energy to keep you comfortable,
secure and productive is there —
always there. But will the energy
be there on New Year’s Day —

January 1, 2000? For Alliant Energy

Dr Edword Yordem a nahonolly

recognized ecoriomist and Year 2000 -

expert, applauded Allnont Energy in
a visit with company execuhves and
managers in August 1998 L

“We are not gefting ony globol or even
national leadership on Y2K,” Yardeni
said. “Companies have fo fill this void. .-

and | think your organization hos been

doing that.”

and its cus-
tomers, that is
the essence of
the so-called Year

2000, or Y2K challenge.

Although humans would never
mistake the Year 2000 for the year
1900, certain computers and other

electronic information devices will
not “know” any better because they

—only store the last two digits of the
“year (“99”’15 understood as the year
1999; but"‘OO”~could be interpreted

as’ the year 1900 rather than 2000).

Because the'world is so hrghly

dependent on and connected by

computers and microprocessing
~chips, this seemmgly trivial technol-
ogy'glitch could lead to a worldwide
*recession, according to some

economists. ///r

The Year 2000 challenge is noth-
ing new to Alhant Energy For sever-
al years; the company has been sur-

"veymg, testing and upgradmg its

" - computers and other. mformatron—

“based equrpment that are vital to ™ ~.
serving customers Because Alliant.--
Energy cannot address all of its Year
2000 challenges without the help of

——suppliérs, vendors, customers and

Stickers
such as the
one pictured here
{"Y2K OK") are part of
Alliant Energy’s comprehensive
Year 2000 equipment inventory

and testing process.

other organizations with which we
do business, the company has spent
a considerable amount of time
building greater awareness of the
issue.

Wisconsin Governor Tommy
Thompson is among those who have
acknowledged Alliant Energy’s Y2K-
awareness efforts.

“Alliant Energy has helped build
an effective public/private partner-
ship in Wisconsin to meet the Year
2000 challenge,” said Governor
Thompson. “Alliant Energy officials
have shared insights about Y2K with
business and community leaders
throughout the state and have
helped lay the groundwork for state
government’s own efforts to prepare
its institutions and programs for the
Year 2000.” [
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SIGN OF THE TIMES

Buildilig-r the
Alliant Energy
brand

ince the formation of Alliant

Energy on April 21; 1998, the

company’s new name has been
showing up in a variety of places.
From signs on company buildings to
billboard advertisements at athletic
venues, an integrated marketing-
communications effort is underway
to build awareness and understand-
ing of the Alliant Energy brand.

In addition to print, radio and
television advertising, Alliant Energy
is also sponsoring intercollegiate
athletics at state universities in lowa
and Wisconsin. This program, 4s -
well as other Alliant Energy advertis-
ing initiatives, reflects the company’s
commitment to create energy part-
nerships and solutions that increase
the comfort, security and productivi-
ty of customers around the world. B

i et AR B ek I

-
;?A\a ALLIANT ENERGY
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ALLIANT ENERGY.

wew.alliant-energy.com
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. 'Interstate Energy Corporatron (d01ng busrness as Allrant Energy) had 76 945

‘shareowners -as of: December 51 1998 based on the number of shareowner accounts

o Shareowner records are marntalned 1n the corporate general offrce 1n Madrson Wrsconsrn

L

- MarketinformationExanNGE LISTINGS

AI| other Wlsconsm Power and Light Company preferred series and all preferred series of
IES Ut|I|t|es Inc and Interstate Power Company are- traded on the over- the counter market

P

Street-name accounts S .
Shareowners whose stock is held
by banks or brokerage firms and
- who wish to.receive quarterly reports
drrectly from the company should ; -
. contact Sharéowner Servrces tobé -
placed on the marhng list,

Annual meetmg
‘- ‘The 1999 Annual Meetrng of .

Shareowners will be held at the .
Dubuque Five Flags Center, .

- 405 Main Street, Dubugque, Iowa k

.on Wednesday, May 19, 1999, at .-
1 p.m,; Central ﬁaylight Time.

LIt

Interstate Energy-Corporation-1998 year-end common Stock price: $32 A "
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' Form 10- 'K"‘informati"on"‘ '

Upon request, the company w111
provrde ‘without charge, copies of -

-the Annual Report on Form, . 10-K
“for the year ended Decernber 31,

1998, as filed with the Secuntres and
Exchange Commission. Direct
requests to Shareowner Services. 4/l

. - reports filed with the SEC are also -
' available on the Intemet tbrougb
our. bome page ~

Analyst mqulrles o
+ Inquiries from the f1nanc1al
communrty may be d1rected to:

Robert Rusch R L

TInvestor Relatrons . S

Alliant Energy~ T e
PO.Box192 . ..
Madison, WI 53701-‘0192

Telephone: (608) 252-3470 -

Dividend




1999 record and dividend payment dates

Anticipated record and dividend payment dates are as follows:

Common Stock

Record Dates

Payment Dates

Jan. 29 Feb. 13
Apr. 30 May 15
July 30 Aug. 14
Oct. 29 Nov. 15
Duplicate mailings Highlights of the Plan include:

Annual Reports are mailed to all
shareowners. You will receive dupli-
cate mailings if your shares are reg-
istered in different names, but using
the same address. To eliminate
duplicate annual reports, call or
send your request to Shareowner
Services.

If you receive duplicate mailings
of proxies and dividend checks
because of slight differences in the
registration of your accounts,
please call Shareowner Services for
instructions about combining
your accounts.

Shareownor Direct Plan

The Plan is available to all share-
owners of record, first-time investors,
customers, vendors and employees.
The Plan enables shareowners to
buy common stock directly through
the company without paying any
brokerage commissions, fees or ser-
vice charges. You may obtain a copy
of the Plan Prospectus, detailing the
features of the Plan, by contacting
Shareowner Services.

B Optional cash investments by
check or electronic transfer

B Dividends can be reinvested or
received in cash

I Stock certificate safekeeping
B Sale of shares
B Electronic deposit of dividends.

Direct Doposit

Shareowners who are not rein-
vesting their dividends through the
Plan may choose to have their quar-
terly dividend checks electronically
deposited in their checking or sav-
ings accounts through this service.

Shareowner information

The company keeps its shareown-

ers informed regularly througb the
Annual Report, the Quarterly
Report and other communications.
We encourage shareowners with
questions or concerns to contact
Shareowner Services.

Stock transfer agent
and registrar

For Interstate Energy Corporation
(doing business as Alliant Energy)
common stock and all preferred
stock of Wisconsin Power and Light
Company, IES Utilities Inc. and
Interstate Power Company, contact:

Interstate Energy Corporation
Shareowner Services

PO. Box 2568

Madison, WI 53701-2568

Shareowner Services

The company’s Shareowner
Services representatives are available
to assist you from 8:30 a.m. to
4:30 pm. (Central Standard Time)
each business day.

Madison, Wisconsin area:
(608) 252-3110

Toll-free:
1-800-356-5343

Please direct written inquiries to
Shareowner Services at the above
address.

Internet address:
www.alliant-energy.com
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Key to committee membhership

A = Audit Committee

C = Compensation and Personnel Committee

E = Environmental, Nuclear, Hoalth and
Safety Committee

N = Nominating and Governance Committoe

X = Executive Cemmittee

©- Committeo Chair

Ages are as of December 31, 1998. Dates
in brackets represent first year of board
affiliation with a company that ultimately
became part of the Alliant Energy family.

[1986]

Alliant Energy
Dubugue, lowa
Committees: X

Lee Liu, 65{1981]
Chairman of the Board
Alliant Energy

Cedar Rapids, lowa
Committees: X°

20

Wayhe H. Stoppeimoor, 64

Vice Chairman of the Board

Erroll B. Davis Jr., 54
[1982]

President and Chief
Executive Officer
Alliant Energy
Madison, Wisconsin

Alan B. Arends, 65
[1993]

Chairman of the Board
Alliance Benefit Group
Financial Services Corp.
Albert Lea, Minnesota
Committees: CN

Rockne G. Flowers, 67
[1979]

Chief Executive Officer
Nelson Industries, Inc.

. Stoughton, Wisconsin
Committees: N°X

g SRR

Anthony R. Weiler, 62
[1979]

Senior Vice President
Heilig-Meyers Co.
Richmond, Virginia
Committees: C N




(oyce L. Hanes, 66
1982]

lirector and Chairman

‘f the Board

idwest Wholesale, Inc.
[’Iason City, lowa
ommittees: A° E X

%obert W. Schlutz, 63
‘989]

resident

chlutz Enterprises
olumbus Junction, lowa
ommittees: A E

[1986]

President

University of
Wisconsin System
Madison, Wisconsin
Committees: AE

Katharine C. Lyall, 57

[1991]

Chairman,

President and Chief
Executive Officer
Bowater Incorporated

Greenville, South Carolina

Committees: G° X

Arnold M. Nemirow, 55

Jack R. Newman, 65
[1994]

Partner i
Morgan, Lewis & Bockius
Washington, D.C.
Committees: E°CA X

David Q. Reed, 67
[1967]

Independent
Practitioner of Law
Kansas City, Missouri
Committees: G

Robert D. Ray, 70
[1987]

President

Drake University
Des Moines, lowa
Committees: N

Judith D. Pyle, 55
[1992]-

Vice Chair

The Pyle Group
Madison, Wisconsin
Committees: CN

Milton E. Neshek, 68
[1984]

General Counsel

and Member of the
Board of Directors
Kikkoman Foods, Inc.
Walworth, Wisconsin
Committees: A E
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Ageé are as of December 31, 1998. Dates in brackets represent
the year each person joined a company that ultimately became -

part of the Alliant Energy family.

ALLIANT ENEOOY OFFICERS

Erroll B. Davis Jr., 54 [1978)
President and Chief Executive
Officer

William D. Harvey, 49 [1986]
Executive Vice President-Generation

James E. Hoffman, 45 [1995]
Executive Vice President-Business
Development

Eliot G. Protsch, 45 [1978]
Executive Vice President-Energy
_ Delivery

Barbara J. Swan, 47 [1987]
Executive Vice President and
General Counsel

Thomas M. Walker, 51 [1996]
Executive Vice President
and Chief Financial Officer

Pamela J. Wegner, 51 [1993]
Executive Vice President-Corporate
Services

John E. Ebright, 55 [19%6]
Vice President-Controller

Edward M. Gleason, 58 [1977]
Vice President, Treasurer and
Corporate Secretary .

Susan J. Kosmo, 52 [1986]
Assistant Controller

John E. Kratchmer, 36 [1985]
Assistant Controller

Linda J. Wentzel, 50 [1978]
Assistant Corporate Secretary

Enrique Bacalao, 49 [1998]
~ Assistant Treasﬂreg
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ALLIANT ENEROY CORPORATE SERVICES OFFICERS"

Erroll B. Davis Jr., 54 [1978]
Chief Executive Officer -

Pamela J. Wegner, 51 [1993]
President

William D. Harvey, 49 [1986]
Executive Vice President-Generation

James E. Hoffman, 45 [1995]
Executive Vice President-Business
Development

Eliot G. Protsch, 45 [1978]
Executive Vice President-Energy
Delivery

Barbara J. Swan, 47 [1987]
Executive Vice President
and General Counsel

Thomas M. Walker, 51 [1996]
Executive Vice President
and Chief Financial Officer

Dale R. Sharp, 58 [1964]
Senior Vice President-Engineering
and Operations Support

Daniel A. Doyle, 40 [1992]

Vice President-Manufacturing
and Energy Portfolio Services

John E. Ebright, 55 [1996]
Vice President-Controller

Dean E. Ekstrom, 51 [1985]
Vice President-Sales and Service

John E Franz Jr., 59 [1992]
Vice President-Nuclear

Edward M. Gleason, 58 [1977]
Vice President, Treasurer
and Corporate Secretary

Dundeana K. Langer, 40 [1984]
Vice President-Customer Operations

Daniel L. Mineck, 50 [1970]

Vice President-Performance
Engjneering and Environmental

Kim K. Zuhlke, 45 [1978]
Vice President-Custormer Operations

David L. Wilson, 52 [1966]
Assistant Vice President-Nuclear

Linda J. Wentzel, 50 [1978]
Assistant Corporate Secretary

Kent M. Ragsdale, 49 [1985]
Assistant Corporate Secretary

Enrique Bacalao, 49 [1998]
Assistant Treasurer

Steven E. Price, 46 [1984]
Assistant Treasurer

Robert A. Rusch, 36 [1989]
Assistant Treasurer

*Alliant Energy Corporate Services, Inc.
provides internal support to all business
units within the company.

ALLIRNT ENEROY
RESDORCES OFFICERS™

Erroll B. Davis Jr., 54 [1978]
Chief Executive Officer

James E. Hoffman, 45 [1995)
President

Thomas L. Aller, 49 [1993)
Vice President-Alliant Energy
Investments

Charles Castine, 49 [1998]
Vice President-Industrial Services

John K. Peterson, 46 [1998]
Vice President-International

John E. Ebright, 55 [1996]
Vice President-Controller

Edward M. Gleason, 58 [1977]
Vice President, Treasurer
and Corporate Secretary

Linda J. Wentzel, 50 [1978]
Assistant Corporate Secretary

Enrique Bacalao, 49 [1998]
Assistant Treasurer

-Steven F. Price, 46 [1984]

Assistant Treasurer

Rohert A. Rusch, 36 [1989]
Assistant Treasurer

Daniel L. Siegfried, 38 [1992]
Assistant Corporate Secretary

**Ajliant Energy Resources, Inc. is the
parent of the company’s nonregulated
businesses.

Alliant Energy 7998 Annual Report written,
designed and photographed by Alliant Energy
Corparate Communications.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (MD&A)

MERGER

On Aprd 21, 1998, IES Industries Inc. (IES), WPL Holdings, Inc. (WPLH) and Interstate Power Company
(IPC) completed a three-way merger (Merger) forming Interstate Energy Corporation (IEC). IEC is currently
doing business as Alliant Energy Corporation. As a result of the Merger, the first tier subsidiaries of IEC include:
Wisconsin Power and Light Company (WP&L), IES Utilities Inc. (IESU), IPC, Alliant Energy Resources, Inc.
(Alliant Energy Resources) and Alliant Energy Corporate Services, Inc. (Alliant Energy Corporate Services) (the
subsidiary formed to provide administrative services as required under the Public Utility Holding Company Act of
1935 (PUHCA)). Among various other regulatory constraints, IEC is operating as a registered public utility holding
company subject to the limitations imposed by PUHCA.

AS part of the approval process for the Merger, [EC agreed to various rate freezes and rate caps implemented
in certain jurisdictions for periods not to exceed four years commencing on the effective date of the Merger
(see “Liquidity and Capital Resources — Rates and Regulatory Matters” for a further discussion).

This MD&A includes information relating to IEC, IESU and WP&L (as well as IPC and Alliant Energy
Resources). Where appropriate, information relating to a specific entity has been segregated and labeled as such. The
financial results described below reflect the consummation of the Merger accounted for as a pooling of interests.

FORWARD-LOOKING STATEMENTS

Statements contained in this report (including MD&A) that are not of historical fact are forward-looking
statements intended to qualify for the safe harbors from liability established by the Private Securities Litigation
Reform Act of 1995. From time to time, IEC, IESU or WP&L may make other forward-looking statements within
the meaning of the federal securities laws that involve judgments, assumptions and other uncertainties beyond the
control of such companies. These forward-looking statements may include, among others, statements concerning
revenue and cost trends, cost recovery, cost reduction strategies and anticipated outcomes, pricing strategies, changes
in the utility industry, planned capital expenditures, financing needs and availability, statements of expectations,
beliefs, future plans and strategies, anticipated events or trends and similar comments concerning matters that are not
historical facts. Investors and other users of the forWard-looking statements are cautioned that such statements are
not a guarantee of future performance and that such forward-looking statements are subject to risks and uncertainties
that could cause actual results to differ materially from those expressed in, or implied by, such statements. Some, but
not all, of the risks and uncertainties include weather effects on sales and revenues, competitive factors, general
economic conditions in the relevant service territory, federal and state regulatory or government actions, unantici-
pated construction and acquisition expenditures, issues related to stranded costs and the recovery thereof, the
operations of IEC’s nuclear facilities, unanticipated issues or costs associated with achieving Year 2000 compliance,
the ability of IEC to successfully integrate the operations of the parties to the Merger and unanticipated costs
associated therewith, unanticipated difficulties in achieving expected synergies from the Merger, unanticipated costs
associated with certain environmental remediation efforts being undertaken by 1EC, technological developments,
employee workforce factors, including changes in key executives, collective bargaining agreements or work stoppages,
political, legal and economic conditions in foreign countrics IEC has investments in and changes in the rate of
inflation.

UTILITY INDUSTRY OUTLOOK
IEC competes in an ever-changing utility industry. Set forth below is an overview of this evolving marketplace.

Electric energy generation, transmission and distribution are in a period of fundamental change in the manner in
which customers obtain, and energy suppliers provide, energy services. As legislative, regulatory, economic and
technological changes occur, electric utilities are facing increased numbers of alternative suppliers. Such competitive
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pressures could result in loss of customers and an incurrence of stranded costs (i.e., assets and other costs rcn.dered'
unrecoverable as the result of competitive pricing). To the extent stranded costs cannot be recovered from customers,
they would be borne by security holders.

Legislation which would allow customers to choose their electric energy supplier is expected to be introduced in
lowa and Minnesota in 1999. IEC docs not currently expect similar legislation to be introduced in Wisconsin this
year. Nationwide, 16 states (including 1llinois and Michigan) have decided to provide for customer choice.

IEC realized 56%, 39%, 3% and 2% of its electric utility revenues in 1998, in Iowa, Wisconsin, Minnesota and
Nlinois, respectively. Approximately 87% of the elcctric revenues were regulated by the respective state commissions
while the other 13% were regulated by the Federal Energy Regulatory Commission (FERC). IEC realized 58%, 36%,
3% and 3% of its gas utility revenues in Iowa, Wisconsin, Minnesota and Illinois, respectively, during the same period.

IESU realized 100% of its electric and gas utility retail revenues in 1998 in Iowa. Approximately 93% of the
electric revenues in 1998 were regulated by the Jowa Utilities Board (1UB) while the other 7% were regulated by the
FERC. .

WP&L rcalized 98% of its electric utility revenues in 1998 in Wisconsin and 2% in 1llinois. Approximately 79%
of the electric revenues in 1998 were regulated by the Public Service Commission of Wisconsin (PSCW) or the
Hlinois Commerce Commission (ICC) while the other 21% were regulated by the FERC. WP&L realized 96% of its
gas utility revenues in 1998 in Wisconsin and 4% in Illinois.

Federal Regulation

WP&L, 1ESU and IPC are subject to regulation by the FERC. The National Energy Policy Act of 1992
addresses several matters designed to promote competition in the electric wholesale power generation market.
In 1996, FERC issued final rules (FERC Orders 888 and 889) requiring electric utilities to open their transmission
lines to other wholesale buyers and sellers of electricity. In March 1997, FERC issued orders on rehearing for Orders
888 and 889 (Orders 888-A and 889-A). In response to FERC Orders 888 and 888-A, Alliant Energy Corporate
Services, on behalf of WP&L, IESU and IPC, filed an Open Access Transmission Tariff that complies with the
orders. Upon receiving the final merger-related regulatory order, a compliance tariff was filed by Alliant Energy
Corporate Services with the FERC. This filing was made to comply with the FERC’s merger order. In response to’
FERC Orders 889 and 889-A, WP&L, 1ESU and 1PC are participating in a regional Open Access Same-Time
Information System.

FERC Order 888 permits utilities to seek recovery of legitimate, prudent and verifiable stranded costs associated
with providing open access transmission services. FERC does not have jurisdiction over retail distribution and,
consequently, the final FERC rules do not provide for the recovery of stranded costs resulting from retail competition.
The various states retain jurisdiction over the question of whether to permit retail competition, the terms of such retail
competition, and the recovery of any portion of stranded costs that are ultimately determined to have resulted from
retail competition.

IEC and the utility subsidiaries cannot predict the long-term consequences of these rules on their results of
operations or financial condition.

In November 1998, 1EC and Northern States Power Co. (NSP) announced plans to develop an independent
transmission company (ITC) to provide electric transmission services to the Upper Midwest. The two companies are
developing a relationship by which NSP will create an independent transmission entity that, in turn, will lease the
transmission assets of IEC. The independent entity is expected to be publicly traded and have its own board of
directors, management and employees. In February 1999, the Nebraska Public Power District signed an agreement
with IEC and NSP to share information and discuss how they might participate in the proposed ITC.

IEC expects to file with the PSCW, FERC and Minnesota Public Utilities Commission (MPUC) in the second
quarter of 1999 for permission to lease its transmission assets to the ITC. Filings will also be made at the 1UB and
1CC at a later time. The first FERC filing will also include a tariff designed to allow for open and economical delivery

4




'of tlectric power throughout the region. The tariff will be available to non-ITC participants.as well as ITC members.
Although no assurance can be given, IEC and NSP currently belleve they can have the ITC established in the
year 2000. . : . .

IEC had origfnally filed to participate in-the Midwest Independent System Operator (Midwest ISO) which was
conditionally approved by the FERC on September 16, 1998. However, as a result of the ITC announcement, IEC
has withdrawn its Midwest ISO membership.

State Regulation

Iowa S : P o

IESU and -IPC are subject to regulatlon by the IUB The IUB has-issued an order covenng unbundhng of
natural gas rates for all Iowa customers. In the first quarter of 1999, the IUB:conducted workshops.concerning this
unbundling aswell as allowing choice of the supplier of the natural gas for the small volume natural gas customers.
Inasmuch as gas is-a flow-through cost item in Iowa, and TEC would retain the marglns on the dellvery of the natural
gas, the impact on IEC of these potential changes is not expected to be material. '

The TUB has been reviewing all forms of competition in the electric utility industry for several years. A group
comprised of the IUB, IEC, MidAmerican Energy Company (MAEC), the rural electric cooperatives,.the municipal
utilities and Iowans for Choice in Electricity (a diverse group of industrial customers, marketers, such-as Enron, and a
low income customer representative, among others) has endorsed a bill that was agreed upon in February 1999.
IEC expects the bill to be introduced in the Towa Leglslature in March 1999. The bill is opposed by the Office of
Consumer Advocate which is charged by Iowa law w1th representatlon of all consumers generally

The bill would allow choice of electric supp11ers for all customers on May 1, 2002. It would freeze IESU’s and
IPC’s Towa regulated prices at January 1999 levels The TUB could not order any rate reductions subsequent to the
bllls proposed effective date of June 1, 1999 Tt would ‘allow, however, for 1nvestor—owned ut111t1es to propose
increases due to exogenous factors (for example env1ronmenta1 comphance costs) in ‘the generatlon cost component
Assrgned serv1ce terntones would be mamtalned for the dehvery functlon Dehvery pnces would be regulated With
the option available to propose performance based rate makmg Prices for generation and other retail’ serv1ces would
not be regulated, except for Standard Offer Service (SOS) pricing starting May 2002 for all residential customers and
non-residential- customers. with annual usage of less than 25,000 kilowatt-hours (KWH). «Pricing_for SOS would
initially be at levels equivalent to prices as. they; exist today SOS would continue until, at least December 31, 2005.
The TUB would be able to terminate SOS,if it were to determine several condltlons exist, 1nc1ud1ng, most: 1mportantly,'
that effective competition exists such that regulatlon is no longer necessary. If the IUB continues SOS past
December 31,:2005, then prices would .be based upon competitive bids. There are no price protections  for
non-residential customers with usage greater than 25,000 KWH annually, with the exception of transitional service.
Transitional service would exist for no longer than one year, until May 1, 2003; at prices the IUB determlnes to be

“just and reasonable.” Currently existing automatic fuel adjustment clauses. for ‘recovery "of fuel* casts‘would be
eliminated no later. than May 2002. A “nuclear-only” fuel adjustment would be permitted with 1ncreased pnces'
effective immediately if an electric company’s nuclear plant is-not operational due to exogenous factors. ..

Transition cost is the difference between the revenues that would have been collected pursuant to an electric
company’s revenue requirement existing as of January 1, 1999, and market prices for the period 2002 through 2005.
These differences would be afforded 80% recovery in 2002, 70% in- 2003, 60% in 2004, and 50%-in 2005. Effective
January: 1, 2006, transition cost recovery would end. In lieu of accepting this transition cost recovery mechanism, an
electric utility may elect to divest itself of its generation assets, including power supply contracts. In such case, the
utility would be given an opportunity to be “made whole” for recovery of embedded costs: with the possibility for
shareowners to retain the amount realized from.the sale of the assets beyond the sum of depreciated book value. and
unfunded decommissioning. A divestiture plan would be filed with the [UB no later than-January 1, 2000, with IUB
approval or modification by July 1, 2000. The utility would have until September 30, 2000, to.revoke its election.
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Costs of start-up, including-computer systems and crﬁployée transition costs, would be recoverable-over:g ten-
year period, as approved ‘by thé ‘TUB..The difference between ‘regulatory assets and liabilities would be fully
recoverable as a delivery charge. Nuclear decommissioning costs would be fully recoverable. C

IEC is unable to predict if this legislation will be enacted in 1999 or what modifications, if @any, may be made to
the proposed bill. Soa - R

Wisconsin

WP&L is subject to regulation by the PSCW. The PSCW’s inquiries into the future structure of the natural gas
and electric utility industries are ongoing. The stated goal of the PSCW in the natural gas docket is “to accommodate
competition but not create it.”” The PSCW has followed a measured approach to restructuring the natural gas industry
in Wisconsin. The PSCW has determined that customer classes will be deregulated (i.e., the gas utility would no
longer-have an obligation to procire gas commodity for customers, but would still have a delivery obligation) in a
step-wise manner, after each class has been demonstrated to have a sufficient number of gas.suppliers available.
A number of working groups.have been established by the PSCW and these working groups are addressing numerous
issues which need to be resolved before deregulation may proceed. E SRR

The short-term-goals of the electric restructuring process are to ensure reliability of the state’s electric system
.and development of a robust wholesale electric market. The longer-term goal is to establish prerequisite safeguards to
protect customers prior to allowing retail clstomer choice. : )

The PSCW has issued an order outlining its policies and principles for Public Benefits (low-income assistance,
energy efficiency, renewable. generation gx}d‘e}ivironmental research and development) including funding levels,
administration of the funds and how funds should be collected from customers. The PSCW has proposed increasing
annual funding-levels primarily through utility-rates. by. $50 to $75 million statewide. '

In May 1998, the PSCW reactivated Docket No. 05-BU-101, with the objective of examining the degree of
separation which should be required as a matter of policy between utility and non-utility activities involving the
various state utilities. Hearings were held in the fourth quarter of 1998 but a final decision by the PSCW has not been
issued yet. A future phase of the docket will investigate the standards of conduct that should govern relationships and
transactions between a utility and its affiliates.

It is anticipated that there will be legislative proposals introduced in the 1999-2000 legislative session on issues
dealing with restructuring, including affiliated interest, public benefits, competition and others. 1t is impossible to
predict at this time the scope or the possibility of enactment of such proposals.

Minnesota

- IPC is subject to regulation by the MPUC. The MPUC established an Electric Competition Working Group in
April 1995. On October 28, 1997, the Working Group issued a report and recommendations on retail competition.
The MPUC reviewed the report and directed its staff to develop an electric utility restructuring plan and timeline.
It does not appear that any restructuring legislation will be passed in 1999.

Hlinois

IPC and WP&L are subject to regulation by the ICC. In December 1997, the State of Hllinois passed electric
deregulation legislation requiring customer choice of electric suppliers for non-residential customers with loads of four
megawatts or larger and for approximately one-third of all other non-residential customers starting October 1, 1999.
All remaining non-residential customers will be eligible for customer choice beginning December 31, 2000 and all
residential customers will be eligible for customer choice beginning May 1, 2002. The new legislation is not expected
to have a significant impact on IEC’s results of operations or financial condition given the relatively small size of
IEC’s Illinois operations.
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_Accountmg Impllcatlons N o T e

Each of the utilities complies with the prov1s1ons of Statement of F1nanc1al Accountmg Standards (SFAS) 71
“Accounting for the Effects of Certain Types,of: Regulatlon ” SFAS 71 provides that rate-regulated public utilities.
" record certain costs apd credits allowed'in the rate making process in different penods than for nonregulated entities.

These are deférred as regulatory assets or regulatory liabilities and are recognized in the consolidated statements of
"income at the time they are reflected in rates. If a portion of the utility subsidiaries’ operations becomes no longer
subject to the provisions of SFAS:71 as a result of competitive restructurings or otherwise, a write-down of related
regulatory assets and possibly other charges would be required, unless:some form of: transition cost recovery is
established by the appropriate regulatory body that would meet the requiréments under generally accepted accounting
principles for continued accounting as regulatory assets during such recovery period. In addition, each utility
“subsidiary. would be required to determine any impairment of other assets and write-down any 1mpa1red assets to thelr
fair value. - The utility subsidiaries believe they currently meet the requ1rements of SFAS 71 K

Positioning for a Competitive -Environment L s

IEC and its subs1d1ar1es cannot currently predlct the long- term consequences of the competitive and restructur-
- ing issues described  above. on their results of operations or ﬁnancnal condition. The major objective is to allow thé
company to compete successfully in a competitive, deregulated utility mdustry “The strategy for dealmg with these
emerging issues includes seeking growth opportun1t1es formlng strateglc alliances with other’ energy-related
busmesses continuing to offer quality customer serv1ce 1mt1atmg ongomg cost reductlons and product1v1ty enhance-
A ments and developing new- products and services.

e e

As compet1t1ve forces shape the- energy-serv1ces mdustry, energy prov1ders will face challenges to continued

growth Since consumption of electr1c1ty or natuial gas is expected to grow only modestly within IEC’s ut111ty service:
-‘terntory, IEC has entered several markets that pr0v1de opportumttes for HEW sources of eammgs growth '

Xp g

S In add1tron to Alhant Energy Resources e)glstlng busmesses IEC has launched four drstmct platforms des1gned
. to meet customer needs throughout the Mldwest the natlon and the world These platforms 1nclude

Alllant Energy Industri Se‘ '|ces a pr0v1der of energy and env1ronmental services: des1gned to maxnmlze ,
) product1v1ty for mdustnal ‘and . large commerc1al customers - ’. e ,; T L

f n.,' ,u % q"x"'r"

Alllant Energy Internatlonal a partner in’ developmg energy generatlon and 1nfrastructure in growmg markets
throughout the world;. . Ban o i : : :

7,

Alliant Energy Retall Semces encompassmg a 4w1de array of products and serv1ces des1gned to‘ meet the
comfort, security and product1v1ty needs of res1dent1al and small commercnal customers and | ‘

, -.Carglll Alliant Energy, an energy-trading joint.. venture that,tcombmes,,the ,superior nsk management and
T *commodlty trading €xpertise of,  Cargill Incorporated (Cargtll), one. of . the world’s- largest and most established .
. commodity trad1ng ﬁrms w1th IEC’s low-cost electnc -generation. and transmrssron busmess expenence

'IEC beheves that each of these four platforms provrdes unique prospects for growth both 1nd1v1dually and
collectlvely as: the competitive energy-serv1ces marketplace evolves : ’
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IEC RESULTS OF OPERATIONS R Do

[EC’s net income for each of the last three y’éé\rs‘was‘ as follows:

. : 1998 1997 T 1996
Farnings excluding merger-related charges — R o -
Net income (in thousands) .......t.. ..o, ioateaen. $131,264- $146,169 $159,250
Farnings.per-share . .«........... .. ..ot PRURETT 1 B $1.92 . . $2.11
Pre-tax merger-related charges (in thousands) ............. $ 54045 $ 2,448 $ 5,670
sEarnings as reported -——.- . .. . - ey s T . .
Net-income (in thousands) ............ i $ 96,675 $144,578  $155791 .
Earnings per share .. . t. o oeeoii oo i eie e $126 - $1.90 $2.06,

The above financial information reflects the consummation of the Merger-on April 21, 1998, as a pooling of
interests. The merger-related charges were primarily for employee retirements and separations, the services of IEC’s

“ advisors, costs related to IEC’s name change and other miscellaneous costs. IEC’s utility operations reported net g

income of $109.5 million in 1998, $152.5‘miliioh for 1997 and+$167.9 million in 1996. Excluding merger-related

expenses, the utility earnings were approximately $140.7 million, $153.8 nillion and $170.8 million in 1998, 1997 and L

1996, respectively. The decrease in utility earnings (excluding m‘ergcr—rglégcd expenses) in 1998 resulted primarily
from higher purchased-power and transmission costs:at WP&L, a 15.7 pércent decrease in retail natural gassales
largely due to milder weather conditions in 1998 compared to 1997, a $9 million regulatory asset write-off at 1ESU,
increased expenses for Year 2000 readiness efforts, higher injuries and damages .cXpenses and increased deprccia‘tjoh
expenses. These decreases were partially offset by a 2 percent increase in ‘rctail’gllec'tricity‘salcs volumes, largely due
to continued economic growth within IEC’s, service territory, lower purchased—powen,capacity costs at IESU _afid IPC,
reduced employee pension and benefits costs,-and lower costs in. 1998 due to.merger-related operating efficiencies. A
. loss incurred on the disposition of an investment in 1997 at IESU also enhanced the 1998 earnings compared to 1997.

IEC’s nonregulated operations (Alliziht_Encrgy Resources) reported ne.tllb'Sses of "approximitely $8.9 million,
$4.0 million and $3.1 million in 1998, ‘1997 and 1996, respectively. Excluding merger-related expenses, the
nonregulated operations net losses were approximately $6.3 million, $3.9 million and $2.6 million in 1998, 1997 and
1996, respectively. The decrease in 1998 earnings (excluding merger-rélated expenses) was due to lower oil and gas
prices at Whiting Petroleum Corp. (Whiting), IEC’s Denver-based oil dnd gas subsidiary, continuing expenses for
new business development in international and domiestic markets, higher interest expense to fund IEC’s growth and
the pursuit of other business opportunities, and a modest loss from IEC’s electricity trading joint venture. A tax
benefit realized in 1997 from a donation of securities to IEC’s charitable foundation also contributed to the lower
earnings in 1998 compared to 19‘97.jIncr‘eascd earnings from IEC’s industrial services businesses as well as gains
realized on asset sales partially offset these items. SR . '

The 1997 decrease in utility earnings was primarily due to increased operating expenses, higher interest expense,
rate decreases implemented at WP&L and IPC in 1997, the loss on'thé investment disposition at IESU in 1997 and
the recognition of a gain on the sale of a combustion turbine in 1996 at WP&L. Partially offsetting this decrease were
increased retail. electric sales and costs incurred in 1996 relating to the successful defense of a hostile takeover
attempt of IES by MAEC. ' ’

The decrease in nonregulated earnings in 1997 was primarily due to lower earnings at Whiting, business
development expenses in international and domestic growth areas and a 1996 gain on the sale of an investment in
assisted living properties. Partially offsetting these items were improved performance in the energy marketing
businesses and the 1997 tax benefit resulting from the donation of securities.




‘Electiic Utility Opora't:ioqs'_ s

Electric margins and megaWatt-hour (MWH) sales for IEC for 1998 and 1997 were as follows:

o y L . Revenues and Co?sts
o Sy oo . (in.thousands)
0 oo 1998 . . 1997 . Change
Residential ........0...ccoooroeree $ 519,687 . $ 50, 2075 2%
Commercial .. .. .. e 330,693 . 320,308. - 3%
Industnal ...... ...... PR L 477,241 455912 5%

T 1,327,621 1085427 3%
To199:28 192346, 4%

' 40,693 . 37980 = .7%

v . _ 1,567,442 1,515,753 3%

Electric production fuels” ................ PR 283,866 265,105 7%
Purchased-power R DU S 255332 - 256,306 -

Margin...-'.f'..",.'.'...".‘.“ ........... S $1 028,244 § 9'94,3&’2“”’:"‘ 3%

Electric margms and MWH salcs for IEC for 1997 and 1996 were as follows ‘

Revenues and Costs
_ (in thousands) . . -

FLE T B ! | : | .‘K' S ‘&Z oL % __Ch;mge
Residential ........ e IR .~;—,;',$'-a.sa9,207» $ 494649 3%
Commercial .. .......... R Gy s ,320,308 308,480 4%
Industrial . ........ [ LT 1455912 428,726, 6%.
‘Total from ultlmatc customers e e ; ,1,285,427 Ry ;231,855 4%,
 Sales for resale . . LogetT 1923460 181365 6%
Other. ... ... .ol oo, S A :37,980 27,155 40%
Total ... i Do) CLSISTS3 . 1440375 5%
Eleétric productlon fuels.......... i S 265,105 . 246,638 7% .
Purchased-power . B S L. 17256,306 231,014  11%
Margin. ﬂ . ................ IR **$ 994,342 -§ 962,723 3%
ok N : L

MWHs Sold. - -
(in thonsands)

5 1998 . 1997 Change

6,674 6,699 -
5095 4996 2%

12,718 . 12,320 3% ‘

24487 24015 2%
7,189 6768 6% -
158 161 (2%)

31,834 . .30,944 3%

MWHs Sold
_ (in thousands) .

1997 . 199 ';_Change
6,699 6668 - -
4,99 4878 2%
12,320 11,6665 . 6%

24,015, 23212 3%
6,768 7459 " (9%)

161 j 161 -

30944 30832 -

Electric margln mcreased $33.9 mllhon or 3%, and $31.6 mllllon or 3%, for 1998 and 1997 respcctlvely The
* increase for both -periods was primarily diie to-the recovery of concurrent and previously ‘deferred expendlturcs for
Towa-mandated’ energy efficiency programs, rcduccd purchased-power capacity. costs at IESU and IPC and hlgher
sales volumes ‘to ultimate customers. The recovery for energy.efficiency programs in fowa is in accordance’ w1th IUB_
orders (a portion of these recoveries is also amortized to expense in other - -operation cxpenscs) Elcctrlc revenues
included increased recoveries for energy efficiency. program costs in -fowa of $25.8 million and $16.8 mllhon for 1998
and 1997, respectively. The increased sales volumes were.primarily due to continued economic growth within the IEC
“service territory. Weather normalized sales volumes (cxcludlng off—system sales) increased approx1mately 2.4% in

1998 compared -to an actual increase of 1z 7%
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The 1998 i increase 1n margm was part1ally offset bya lower margln ‘at WP&L and rate decreases implemented: at’
~ WP&L and IPC in 1997 The lower margln at WP&L wh1ch was part1ally offset by an 1ncrease in reta1l sales was .-
also due to R _ ST

a) Purchased ~power and tranismission’ costs —such costs have increased 51gn1ﬁcantly because of strictér
reliability requ1rements and higher transmission costs due to system constraints in Wisconsin. Recovery of
such:increased: costs in "Wisconsin generally involves regulatory lag between the time of the cdst increase
and the time a rate increase is- implemented. Thé PSCW granted WP&L' an annual rate increase of
$15-million in July 1998 related. toithese’ cost'increases. In"addition, WP&L made a filing with the PSCW in
November:1998 seeking another rate increase for higher purchased-power and transmrss1on costs.- (Refer to
“Rates and Regulatory. Matters? :for a further discussion of .this filing). The eﬁ"ect of these 1998 cost
increases was partially offset by WP&L’s rel1ance on, more costly purchased—power in the ﬁrst six months of
-1997 due to various power plant outages part1cularly the Kewaunee Nuclear Power Plant (Kewaunee)

b) Lower off—system sales mcome — due to the transmrssmn constraints, increased nativerdemand, a more
active bulk power market, which ‘Tesulted i in lower bulk power margins, and the 1mplementat1on of a merger-
related joint sales agreement (effective w1th the consummation of the Merger, tbe margins resulting from
IEC’s off-system sales are allocated among IESU, IPC and WP&L). Pursuant to rate making provisions,
bulk power margins at IESUsand IPC are retumed to ratepayers through their fuel adjustment clauses.

An increase in off-system sales at WP&L in 1997 also contributed to the 1997 margin incréase. The impact of
the power plant outages at WP&L in 1997 and the rate decreases 1mplemented at WP&L and IPC in 1997 partially
offset the 1997 marg1n increase.

IESU’s and IPC’s electric tariffs mclude ‘energy adJustment clauses (EAC) that are designed to currently
recover, the .costs .of fuel and the energy portion of pufchased-power billings (see Note 1(k) of the “Notes to
Consolidated Financial Statements” for drscussron of the- EAC)

et

Gas Utility Operations
Gas margrns and dekatherm (Dth) sales for IEC for 1998 and 1997 were as follows:

Revenues and Costs Dekatherms Sold
“*(in thonsands) (in thousands) ]

" 1998 1997  Change 1998 1997~ Change

Residential ..........covoeeeeinnnn. SRR $175,603 $225542 (22%) 28,378 33894 (16%)

Commercial .......... U e 85842 115858 (26%) 17,760 - 21,142 (16%)

Industrial. ... ...ootnei e 20,204 27,393  (26%) 5,507 6217 (11%)

Transportatron and other ..... T 13,941 25,114 (44%) 52,389 56,719 (8%)

Total .................. PR [N 295590 393,907 (25%) 104,034 117,972 (12%)
Cost of gas sold ...........oooiiiiiii . 166,453 259,222 (36%)
© Margin.............. P e L., $129,137 $134,685  (4%)
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" Gas margins and Dth sales for IEC for 1997 and 1996 were as follows:

Revenues and Costs . © . Dekatherms Sold

(in thousands) ’ ] (in thousands) o
. 1997 1996  Change 1997 . 1996 - Change
Residential ... ... PUUTT ST TR ST $225,542 $216268 4% - 33894 - 37,165  (9%)
Commercial ... ... e P 115,858 108,187 7% . 21,142 22,613 (7%)
Industrial. . ................. S 27,393 27,569 (1%) - 6,217 6,856 (9%)
Transportation and other........................ 25,114 .. 23931, 5% . 56,719 55,240 3%
Total ..o U il 393907 375955 5% 117,972 1215874 (3%)
Cost of gas sold ... ...l 259222 240324 8% 1 o

$134,685 $135,631 (1%)?

Gas margin decreased $5.5 million, or 4%, and decreased $0.9 million, or 1%, for 1998 and 1997 _respectively.

Dth sales declined by:12% and 3% for 1998 and 1997, respectively, largely due.to milder weather. A rate, reduction

implemented in April 1997 at WP&L also contributed to the decrease in margin for 1998 .and ,19.97. Partially

offsetting the decline in margin for. 1998 and 1997 were higher revenues from the recovery of concurrent and

previously deferred energy efficiency expenditures for lowa-mandated energy efficiency program costs in accordance

with TUB orders (a portion of these recoveries is also amortized to expense in other-operation expenses)-and gas cost

+ adjustments at IPC. Gas revenues included increased recoveries for energy efficiency program costs in Iowa of
$6.3 million and $4.0 mrlllon for 1998 and 1997, respectlvely _ v

lESU’s and IPC’s gas tarlffs mclude purchased gas adJustment (PGA) clauses that are desrgned to currently
recover the’.cost™ of.utility~ gas sold (see Note l(k) -of the*“Notes to Consolrdated Financial s Statements” for
a drscusslon of the PGA). - Lo T s
Nonregulated and Other Revenues . : E :

R ERET . i, S

Nonregulated and other revenues for 1998 1997 and 1996 were as follows (in mrlllons)

o, .

Sy S _ " . ﬁ " 1998 1997 y
Env1ronmental and englneerlng serv1ces .................... e 08 1308 78 '.
Oil,and gas production™ .. .. . . O e . T es 69
Transportatlon rents and other ........... e T 46 o
Nonregulated CNETZY wfor's vt e g ceee o 40 151 192 '
Steam .............. U R e 2T 029 24
Affordable housing. . ............. L S 12 3T

Water ..... O E 5 _ 5 4
' $ 268§ 391 $ 417

-The revenues for nonregulated energy declmed 51gmﬁcantly in 1998 primarily due to decreased low- -margin gas
marketing activities and the transfer of the electricity trading business to the Cargill joint” ‘venture in,July. 1997, which
markets electricity and risk management services to wholesale customers. IEC’s 1nvestment in the"joint venture is
accounted for under the equ1tv method of accounting. Oil and gas production revenues decllned n 1998 pr1marlly due
to s1gn1ﬁcantly lower oil and gas prlces largelv offset by a significant i 1ncrease 1n gas volumes sold '

In 1997, nonregulated energy revenues declined primarily due to the forma’non of the J01nt venture: w1th Carglll :
as described above. Transportat1on rents and other revenues increased primarily as a result of the acqulsmon of a.gas
gathering system in Texas in 1997. Envrronmental and engineering serv1ces revenues declined due to a softenlng
market. : , SE v

v
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Operating -I‘Er(penses K ‘ o - .. e )
Other operatlon expenses for 1998, 1997 dnd: 1996 were as follows ‘(in millions): -
I 1998 1997 1996
Utlllty WP&L/IESU/IPC : -« ... e $ 421 § 358 § 340

Nonregulated and other ..... ...t A 199 324 _ 357
R ’ ' $ 620 §$ 682 § 697

Otlier operation expenses at the utility subsidiaries increased $63 million in 1998, including $34 million of
: merger—related expenses. The merger-related expenses were primarily for employee ‘retirements, separations and
relocations. In addition, increased energy efﬁc1ency expenses in Iowa, a write-off of $9 million of certain employee
benefits related regulatory assets at IESU which were deemed no longer probable of recovery, higher administrative
and general expenses at WP&L, higher injuries and damages expenses and increased expenses for Year 2000
readiness-efforts also contributed to the increase. The increase was partially offset by reduced employee pension and
benefit expenses, reduced conservation expense at- WP&L, lower costs resulting from merger-related operating
efficiencies and reduced nuclear ‘operation expenses at IESU.'In 1997, other operation expenses at the utility
subsidiaries increased -$18 million primarily due to increased amortization of previously deferred energy efficiency
expenditures in Iowa: These expenses were partially offset by a reduction in conservation expense at WP&L in
accordance with an Apnl 1997 rate order.- ‘

Other operanon expenses at the nonregulated businesses decreased $125 million in 1998 primarily due to the
formation of the Cargill joint venture. These reductions in other operation expenses were partially offset by $3 million
of merger-related costs and continuing expenses for new business development in international-and domestic markets.
Other operation-expenses decreased $33 million in 1997 primarily due. to the joint-venture with Cargill and also
reduced activity in the environmental and engineering services businesses and the energy marketing business. These
decreases were partially offset by higher operating expenses at Whiting.

Maintenance expenses decreased slightly in 1998 primarily due to reduced expenses at fossil-fueled plants, which
was virtually offset by increased maintenance at the nuclear plants. Maintenance expenses increased $11.5 million in
1997 primarily due to increased nuclear maintenance expenses, higher transmission and distribution expenses at
IESU and increased maintenance at fossil-fueled plants.

Depreciation and amortization expense increased $19.8 million and $27.3 million in 1998 and 1997, respectively,
primarily as a result of utility property additions. The increase in 1998 was also due to a Kewaunee surcharge (which
is recorded in depreciation and amortization expense with a corresponding increase in revenues ‘resulting in no impact
on earnings). Higher deprec1anon rates implemented at WP&L in January 1997 and higher depremanon and
amortization expenses at Whiting also contributed to the 1997 increase.

Interest Expense and Other

Interest expense increased $6.8 million in 1998 due to higher utility and nonregulated borrowings during 1998
and an adjustment to decrease interest expense in 1997 relating to a tax audit settiement at WP&L. Interest expense
increased $9.2 million in 1997 primarily due to the change in the amount of debt outstanding.

Mlscellaneous net income decreased $13.2 million in 1998 prlmanly due to $17 million of merger-related
expenses, for the services of IEC’s advisors and costs related to IEC’s name change, and a modest loss from 1EC’s
electricity tradmg joint venture. Gains realized on asset sales in 1998 partially offset these items. The 1997 results
included a loss incurred on the disposition of an investment at IESU. The increase in income in 1997 was due to costs
incurred in 1996 related to the successful defense of the hostile takeover attempt at IES. This was partially offset by
the investment disposition loss at IESU in 1997, a gain on the sale of a combustion turbine at WP&L in 1996 and the
gain on a sale of an investment in assisted living properties in 1996.
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Income Taxes

IEC’s income tax expense decreased $23.6 million and $24.0 million in 1998 and 1997, respectively, primarily
due to lower pre-tax income. See Note 6 of the “Notes to Consolidated Financial Statements” for details on the
effective tax rate changes.

LIQUIDITY AND CAPITAL RESOURCES
Historical IEC Analysis

Cash flows from operating activities at IEC increased $4 million and $12 million for 1998 and 1997, respectively.
The increases were primarily due to changes in working capital and additional depreciation and amortization expense
partially offset by lower net income and lower deferred taxes and investment tax credits. Cash flows used for financing
activities decreased $39 million and increased $55 million in 1998 and 1997, respectively. The changes were primarily
a result of the net changes in the amount of debt outstanding. Cash flows used for investing activities increased
$43 million and decreased $44 million in 1998 and 1997, respectively, primarily due to changes in the levels of
construction and acquisition expenditures. The decrease in 1997 was partially offset by higher proceeds from thc
disposition of assets in 1996.

Future Considerations

The capital requirements of IEC are primarily attributable to its utility subsidiaries’ construction and acquisition
programs, its dcbt maturities and business opportunities of Alliant Energy Resources. 1t is anticipated that future
capital requirements of 1IEC will be met by cash generated from operations and external financing. The level of cash
generated from operations is partially dependent upon economic conditions, legislative activities, environmental
matters and timely regulatory recovery of utility costs. IEC’s liquidity and capital resources will be affected by costs
associated with environmental and regulatory issues. Emerging competition in the utility industry could also impact
1EC’s liquidity and capital resources, as discussed previously in the “Ultility Industry Outlook” section.

At December 31, 1998, Alliant Energy Resources had approximately $69 million of investments in foreign
entities. At December 31, 1998, IESU, WP&L and IPC did not have any foreign investments. IEC continues to
explore additional international investment opportunities. Such investments may carry a hlgher level of risk than
IEC’s traditional domestic utility investments or Alliant Energy Resources’ domestic investments. Such risks could
include foreign government actions, foreign economic and currency risks and others.

IEC is expected to pursue various potential business development opportunities, including international as well
as domestic investments, and is devoting resources to such efforts. It is anticipated that IEC will strive to select
investments where the international and other risks are both understood and manageable. Under PUHCA 1EC’s
investments in exempt wholesale generators (EWG’s) and foreign utility companies (FUCO’s) is limitéd to 50% of
1EC’s consolidated retained earnings. In addition, there are limitations on the amount of non-utility investrnents IEC
can make under the Wisconsin Utility Holding Company Act (WUHCA) as well.

At December 31, 1998, IEC had an investment in the stock of McLeodUSA Inc. (McLeod), a telecommunica-
tions company, valued at $320.3 million (based on a December 31, 1998 closing price of $31.25 per share and
compared to a cost basis of $29.1 million). Pursuant to the applicable accounting rules, the carrying value of the
investments are adjusted to the estimated fair value each quarter based on the closing price at the end of the quarter.
The adjustments do not impact net income as the unrealized gains or losses, net of taxes, are recorded directly to the
common equity section of the balance sheet and are a component of other comprehensive income. In addition, any
such gains or losses are reflected in current earnings only at the time they are realized through a sale. IEC entered
into an agreement in November 1998 with McLeod whereby IEC’s ability to sell the McLeod stock is subject to
various restrictions.

IEC had certain off-balance sheet financial guarantees and commitments outstanding at December 31, 1998.
They generally consist of third-party borrowing arrangements and lending commitments, guarantees of financial
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performance of syndicated affordable housing properties and guarantees relating to IEC’s electricity trading ,joint.
venture. Refer to Note 12(d) of the “Notes to the Consolidated Financial Statements” for additional details.

Financing and Capital Structnre

Access to the long-term and short-term capital and credit markets, and costs of external financing, are dependent
on creditworthiness. The debt ratings of IEC and certain subsidiaries by Moody’s and Standard & Poor’s are as

follows:
Moody’s Standard & Poor’s

IESU.......... e Secured long-term debt A2 A+
Unsecured fong-term debt A3 A
WP&L. ... Secured long-term debt ) Aa2 AA
Unsecured tong-term debt Aa3 A+
IPC ... .. Secured long-term debt Al A+
. Unsecured long-term debt A2 A
Alliant Energy Resources ......... Commercial paper P2 Al
IEC .. Commercial paper (a) P1 Al

(a) IESU, WP&L and IPC participate in a utility money pool which is funded, as needed, through the issuance of
commercial paper by IEC. The PSCW has restricted WP&L from lending money to non-utility affiliates and
-non-Wisconsin utilities. As a result, WP&L is restricted from lending money to the utility money pool but is able
to borrow money from the utility money pool.

Alliant Energy Resources is a party to a 3-Year Credit Agreement with various banking institutions. The
agreement extends through October 2000, with one-year extensions available upon agreement by the parties. Unused
borrowing availability under this agreement is also used to support Alliant Energy Resources’ commercial paper
program. A combined maximum of $450 million of borrowings under this agreement and the commercial paper
program may be outstanding at any one time. Interest rates and maturities are set at the time of borrowing. The rates
are based upon quoted market prices and the maturities are less than one year. At December 31, 1998, Alliant Energy
Resources had $253 million of commercial paper outstanding and backed by this facility with interest rates ranging
from 5.15%-5.85%. (See Note 11(a) of the “Notes to the Consolidated Financial Statements” for a discussion of
interest rate swaps Alliant Energy Resources has entered into relative to $200 million of short-term borrowings
under, or backed by, this agreement.) Alliant Energy Resources intends to continue issuing commercial paper backed
by this facility and no conditions existed at December 31, 1998 that would prevent the issuance of commercial paper
or direct borrowings on its bank lines. Accordingly, this debt is classified as long-term. In addition, Alliant Energy
Resources has in place a $150 million 364-Day Credit Agreement which is described below.

Other than periodic sinking fund requirements, which will not require additional cash expenditures, the following
long-term debt (in millions) will mature prior to December 31, 2003:

TESU . ottt e $187.5
TP C .o e 33
W P& . o o 1.9
Alliant Energy ReSOUTCES ... ..ottt e 279.2
TEC o e $471.9

Depending upon market conditions, it is currently anticipated that a majority of the maturing debt will be
refinanced with the issuance of long-term securities.

WP&L currently has no authority from the PSCW or the Securities and Exchange Commission (SEC) to issue
additional long-term debt. On November 25, 1998, IESU and IPC received authority from the SEC under PUHCA
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' to-issue $200 million and $80 million of long-term debt securities, respectively. The companies continually evaluate
their future financing needs and will make any necessary regulatory filings as needed.

Under the most restrictive terms of their respective indentures, IESU, WP&L and IPC could have issued at
least $241 million, $309 million and $182 million of long-term debt at December 31, 1998, respectively.

On October 30, 1998, WP&L issued $60 million of debentures at a coupon rate of 5.70% maturing on
October 13, 2008. The net proceeds from the debt offering were used to pay down short-term debt, including short-
term debt used to retire maturing long-term debt.

On November 30, 1998, IPC issued $2.65 million and $2.3 million of pollution control revenue bonds due
November 1, 2005 and November 1, 2008, respectively. The proceeds were used to retire at maturity $5.85 million of
5.95% pollution control revenue bonds. The bonds have a fixed interest rate of 4.30% for the first five years.
Thereafter, [IPC will have the option to reset the interest rate at one of three variable short-term interest rates or at a
new long-term interest rate, based on the then prevailing market conditions, provided the rate does not exceed 12%
per annum.

On November 30, 1998, IESU issued $10 million of pollution control revenue bonds due November 1, 2023. The
proceeds were used to refinance $10 million of 5.95% pollution control revenue bonds that were due serially 2000
through 2007. The bonds have a fixed rate of 4.25% for the first five years. Thereafter, IESU will have the option to
reset the interest rate at one of three variable short-term interest rates or at a new long-term interest rate, based on
the then prevailing market conditions, provided the rate does not exceed 12% per annum.

The various charter provisions of the entities identified below authorize and limit the aggregate amount of
additional shares of Cumulative Preferred Stock and Cumulative Preference Stock that may be issued. At
December 31, 1998, the companies could have issued the following additiona] shares of Cumulative Preferred or
Preference Stock:

IESU WP&L E’E
Cumulative Preferred ................................. - 2,700,775 1,238,619
Cumulative Preference ............ ... ... .. ... .. ..... 700,000 - 2,000,000

For interim financing, IESU, WP&L and IPC were authorized by the applicable federal or state regulatory

agency to issue short-term debt as follows (in millions) at December 31, 1998:
IESU WP&L IPC

Regulatory authorization . ...................eeeeueiien ... $150 $i128 $72
Short-term debt outstanding — external parties ....................... - $ 50 -
Short-term debt outstanding — money pool .......................... - $ 27 s$22

In addition to the short-term debt outstanding at its utility subsidiaries, IEC had an additional $66 million of
short-term debt outstanding at December 31, 1998. In addition to providing for ongoing working capital needs, this
availability of short-term financing provides the companies flexibility in the issuance of Jong-term securities. The level
of short-term borrowing fluctuates based on seasonal corporate needs, the timing of long-term financing, and capital
market conditions. To maintain flexibility in its capital structure and to take advantage of favorable short-term rates,
IESU and WP&L also use proceeds from the sale of accounts receivable and unbilled revenues to financé a portion of
their long-term cash needs. IEC anticipates that short-term debt will continue to be available at reasonable costs due
to current ratings by independent utility analysts and rating services.

Alliant Energy Resources is also a party to a 364-Day Credit Agreement with various banking institutions. The
agreement extends through October 18, 1999, with 364 day extensions available upon agreement by the parties. The

' unborrowed portion of this agreement is also used to support Alliant Energy Resources’ commercial paper program.
A combined maximum of $150 million of borrowings under this agreement and commercial paper backed by this
facility may be outstanding at any one time. Interest rates and maturities are set at the time of borrowing. The rates
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are based upon quoted market prices and the maturities are less than one year. There were no borrowings under, this ‘
facility at December 31, 1998. :

In addition to the aforementioned borrowing capability under Alliant Energy Resources Credit Agreements, IEC
has $150 million of bank lines of credit, of which none was utilized at December 31, 1998, available for direct
borrowing or to support commercial paper. Commitment fees are paid to maintain these lines and there are no
conditions which restrict the unused lines of credit.

From time to time, IEC may borrow from banks and other financial institutions on “as-offered” credit lines in
lieu of commercial paper, and has agreements with several financial institutions for such borrowings. There are no
commitment fees associated with these agreements and there were no borrowings outstanding under these agreements
at December 31, 1998.

IEC made a filing with the SEC in February 1999 under PUHCA to provide IEC with, among other things,
broad authorization over the next three years to issue stock and debt, provide guarantees, acquire energy-related
assets and enter into interest rate hedging transactions.

Given the above financing flexibility, including IEC’s access to both the debt and equity securities markets,
management believes it has the necessary financing capabilities in place to adequately finance its capital requirements
for the foreseeable future. '

Capital Requirements
General

Capital expenditure and investment and financing plans are subject to continual review and change. The capital
expenditure and investment programs may be revised significantly as a result of many considerations, including
changes in economic conditions, variations in actual sales and load growth compared to forecasts, requirements of
environmental, nuclear and other regulatory authorities, acquisition and business combination opportunities, the
availability of alternate energy and purchased-power sources, the ability to obtain adequate and timely rate relief,
escalations in construction costs and conservation and energy efficiency programs.

Construction and acquisition expenditures for IEC for the year ended December 31, 1998 were $372 million,
compared with $328 million for the year ended December 31, 1997. IEC’s anticipated construction and acquisition
expenditures for 1999 are estimated to be approximately $495 million, consisting of approximately $275 million in its
utility operations, $100 million for energy-related international investments and $120 million for new business
development initiatives at Alliant Energy Resources. IEC’s anticipated utility construction and acquisition expendi-
tures for 1999 is made up of 53% for electric transmission and distribution, 18% for electric generation, 10% for
information technology and 19% for miscellaneous electric, gas, water and steam projects. The level of 1999 domestic
and international investments could vary significantly from the estimates noted here depending on actual investment
opportunities, timing of the opportunities and the receipt of regulatory approvals to exceed limitations in place under
WUHCA and PUHCA on the amount of IEC’s non-utility investments. It is expected that IEC will spend
approximately $1.3 billion on utility construction and acquisition expenditures during 2000-2003, including expendi-
tures to comply with nitrogen oxides (NOx) emissions reductions in Wisconsin as discussed in “Other Matters —
Environmental.” It is expected that Alliant Encrgy Resources will invest in energy products and services in domestic
and international markets, industrial services initiatives and other strategic initiatives during 2000-2003.

1EC anticipates financing utility construction expenditures during 1999-2003 through internally generated funds
supplemented, when required, by outside financing. Funding of a majority of the Alliant Energy Resources
construction and acquisition expenditures is expected to be completed with external financings.
Nuclear Facilities

IEC owns interests in two nuclear facilities, Kewaunee and the Duane Arnold Energy Center (DAEC). Set

forth below is a discussion of certain matters impacting these facilities.
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.Kewaunee, a 532-megawatt pressurized water reactor plant, is operated by Wisconsin Public Service Corpora-
tion (WPSC) and is jointly owned by WPSC (41.2%), WP&L (41.0%), and Madison Gas and Electric Company
(MG&E) (17.8%). The Kewaunee operating license expires in 2013.

On April 7, 1998, the PSCW approved WPSC’s application for replacement of the two steam generators at
Kewaunee. The total cost of replacing the steam generators would be approximately $90.7 million, with WP&L’s
share of the cost being approximately $37.2 million. The replacement work is tentatively planned for the spring
of 2000 and will take approximately 60 days. On July 2, 1998, the PSCW approved an agreement between the owners
of Kewaunee which provides for WPSC to assume the 17.8% Kewaunee ownership share currently held by MG&E
prior to work beginning on the replacement of steam generators. On September 29, 1998, WPSC and MG&E
finalized an arrangement in which WPSC will acquire MG&E’s 17.8% share of Kewaunee. This agreement, the
closing of which is contingent upon the steam generator replacement, will give WPSC 59.0% ownership in Kewaunee.
After the change in ownership, WPSC and WP&L will be responsible for the decommissioning of the plant. WPSC
and WP&L are discussing revisions to the joint power supply agreement which will govern operation of the plant after
the ownership change takes place.

On October 17, 1998, Kewaunee was shut down for a planned maintenance and refucling outage. Inspection of
the plant’s two steam generators shows that the repairs made in 1997 are holding up well and few additional repairs
were needed. In addition to the inspection and repairs of the steam generator, a major overhaul was performed on the
main turbine generator. The plant was back in operation on November 27, 1998.

Prior to the July 2, 1998 PSCW decision, the PSCW had directed the owners of Kewaunee to record
depreciation and decommissioning cost levels based on an expected plant end-of-life of 2002 versus a license
end-of-life of 2013. This was prompted by the uncertainty regarding the expected useful life of the plant without
steam generator replacement. The revised end-of-life of 2002 resulted in higher depreciation and decommissioning
expense at WP&L beginning in May 1997, in accordance with the PSCW rate order UR-110. This level of
depreciation will remain in effect until the steam generator replacement is completed at which time the entire plant
will be depreciated over 8.5 years using an accelerated method. At December 31, 1998, the net carrymg amount of
WP&L’s investment in Kewaunee was approx1mately $44.9 million. WP&L’s retail customers in Wisconsin are
responsible for approximately 80% of WP&L'’s share of Kewaunee costs (see Note 12(h) of thé “Notes to
Consolidated Financial Statements” for additional.information). et

DAEC, a 535-megawatt boiling water reactor plant, is operated by IESU which has a 70%_0Wne_r_éliip interest in
the plant. The DAEC operating license expires in 2014. Pursuant to the most recent electric rate case order, the IUB
allows IESU to currently recover $6.0 million annually for IESU’s 70% share of the cost to decommission DAEC.
The current recovery figures are based on an assumed cost to decommission DAEC of $252.8 million, which is
IESU’s 70% portion in 1993 dollars, based on the Nuclear Regulatory Commission (NRC) minimum formula
(which exceeds the amount in the site-specific study completed in 1994). At December 31, 1998, IESU had
$91.7 million invested in external decommissioning trust funds and also had an internal decommissioning reserve of
$21.7 million recorded as accumulated depreciation. : :

IESU’s 70% share of the estimated cost to decommission DAEC based on the most recent site-specific study
completed in 1998 is $334.2 million, in 1998 dollars. This study includes the costs to terminate DAEC’s NRC license
and to return the site to a greenfield condition. IESU’s 70% share of the estimated cost to decommission DAEC
based on the most recent NRC minimum formula is $347.0 in 1997 dollars. The NRC minimum formula is intended
to apply only to the cost of terminating DAEC’s NRC license. The additional decommissioning expense funding
requirements which should result from these updated studies are not reflected in IESU’s rates.

In February 1999, IEC, NSP, WPSC and Wisconsin Electric Power Co. announced the formation of a nuclear
management company (NMC) to sustain long-term safety, optimize reliability and improve the operational
performance of their nuclear generating plants. Combined, the four utilities operate seven nuclear generating plants at
five locations. IEC’s participation in the NMC is contingent on approval from the SEC under PUHCA. Each utility
will be required to obtain various other state or federal regulatory approvals prior to its participation in the NMC. In
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addition, NRC approval is required if any utilities choose to transfer their operating license to the new company, As '

presently proposed, the utilities would continue to own their plants, be entitled to energy generated at the plants and
retain the financial obligations for their safe operation, maintenance and decommissioning.

Refer to the “Other Matters — Environmental” section for a discussion of various issues impacting [EC’s future
capital requirements.

Rates and Regulatory Matters

In November 1997, as part of its Merger approval, FERC accepted a proposal by IESU, WP&L, and IPC,
which provides for a four-year freeze on wholesale electric prices beginning with the effective date of the Merger.

In association with the Merger, IESU, WP&L and IPC entered into a System Coordination and Operating
Agreement which became effective with the consummation of the Merger. The agreement, which has been approved
by the FERC, provides a contractual basis for coordinated planning, construction, operation and maintenance of the
interconnected electric generation and transmission systems of the three utility companies. In addition, the agreement
allows the interconnected system to be operated as a single control area with off-system capacity sales and purchases
made to market excess system capability or to meet system capability deficiencies. Such sales and purchases are
allocated among the three utility companies based on procedures included in the agreement. The procedures were
approved by both the FERC and all state regulatory bodies having jurisdiction over these sales.

IESU

In September 1997, IESU agreed with the IUB to provide lowa customers a four-year retail electric and gas
price freeze commencing on the effective date of the Merger. The agreement excluded price changes due to
government-mandated programs (such as energy efficiency cost recovery), the electric fuel adjustment clause and
PGA clause and unforeseen dramatic changes in operations. In addition, the price freeze does not preclude a review
by either the IUB or Office of Consumer Advocate (OCA) into whether IESU is exceeding a reasonable return on
common equity. Refer to the “Utility Industry Outlook™ section for a discussion of possible legislation to be
introduced in Iowa regarding restructuring the electric utility industry.

Under provisions of the IUB rules, IESU is currently recovering the costs it has incurred for its energy efficiency
programs. Generally, the costs incurred through July 1997 are being recovered over various four-year periods.
Statutory changes implemented by the IUB in 1997 allowed IESU to begin concurrent recovery of its prospective
expenditures on August 1, 1997. The implementation of these changes will gradually eliminate the regulatory asset
that was created under the prior rate making mechanism as these costs are recovered.

WP&L

In connection with its approval of the Merger, the PSCW accepted a WP&L proposal to freeze rates for
four years following the date of the Merger. A re-opening of an investigation into WP&L’s rates during the rate freeze
period, for both cost increases and decreases, may occur only for single events that are not merger-retated and have a
revenue requirement impact of $4.5 million or more. In addition, the electric fuel adjustment clause and PGA clause
are not affected by the rate freezes.

In rate order UR-110, the PSCW approved new rates effective April 29, 1997. On average, WP&L’s retail
electric rates under the new rate order declined by 2.4% and retail gas rates declined by 2.2%. In addition, the PSCW
ordered that it must approve the payment of dividends by WP&L to TEC that are in excess of the level forecasted in
the rate order ($58.3 million), if such dividends would reduce WP&L’s average common equity ratio below 52.00% of
total capitalization. The dividends paid by WP&L to IEC since the rate order was issued have not exceeded the level
forecasted in the rate order.

The retail electric rates are based in part on forecasted fuel and purchased-power costs. Under PSCW rules,
Wisconsin utilities can seek emergency rate increases if the annual costs are more than 3% higher than the estimated
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"costs used to establish rates. In March 1998, WP&L requested an electric rate increase to cover purchased-power and
transmission costs that have increased due to transmission constraints and electric reliability concerns in the Midwest.
On July 14, 1998, the PSCW granted a retail electric rate increase of $14.8 million annually that was effective on
July 16, 1998. In November 1998, WP&L requested another electric rate increase to cover additional increases in
purchased-power and transmission costs. In early March 1999, the PSCW granted a retail electric rate increase of
$14.5 million. The additional revenues collected are subject to refund if WP&L’s earnings exceed its authorized
return on equity.

The gas performance incentive includes a sharing mechanism, whereby 40% of all gains and losses relative to
current commodity prices as well as other benchmarks are retained by WP&L rather than refunded to or recovered
from customers.

Rate order UR-110 also provided for the recovery of costs associated with WP&L’s energy efficiency programs,
including the recovery of the cost of capital associated with advances made to customers to install energy-efficient
equipment. '

In May 1998, the PSCW approved the deferral of certain costs associated with the Year 2000 issue and in
November 1998, WP&L filed for rate recovery of $16.1 million related to the Wisconsin retail portion of Year 2000
costs. A pre-hearing conference was held in January 1999 and hearings are scheduled for May 1999. Management
anticipates receiving an order by the end of the second quarter of 1999.

In January 1999, WP&L made a filing with the PSCW proposing to begin deferring, on January 1, 1999, all costs
associated with the United States Environmental Protection Agency’s (EPA) required NOx emission reductions.
WP&L has requested recovery of all the NOx reduction costs through a surcharge mechanism. WP&L anticipates
receiving a final order in this proceeding in late 1999 or early 2000. Refer to the “Other Matters — Environmental”
section for a further discussion of the NOx issue.

Refer to “Nuclear Facilities” for a discussion of several PSCW rulings regarding Kewaunee.

IPC

In September 1997, IPC agreed with the [UB to provide Iowa customers a four-year retail electric and gas price
freeze commencing on the effective date of the Merger. The agreement excluded price changes due to government-
mandated programs (such as energy efficiency cost recovery), the electric fuel adjustment clause and PGA clause
and unforeseen dramatic changes in operations. In addition, the price freeze does not preclude a review by either the
IUB or OCA into whether IPC is exceeding a reasonable return on common equity. IPC also agreed with the MPUC
and ICC to four-year and three-year rate freezes, respectively, commencing on the effective date of the Merger. Refer
to the “Utility Industry Outlook” section for a discussion of possible legislation to be introduced in Iowa regarding
restructuring the electric utility industry. '

On September 30, 1997, the IUB approved a settlement between IPC and the OCA which provided for an
electric rate reduction in annual revenues of approximately $3.2 million. The reduction applied to all bills rendered on
and after October 7, 1997.

IPC is also recovering its energy efficiency costs in Iowa in a similar manner as IESU and began its concurrent
cost recovery in October 1997.

Assuming capture of the merger-related synergies and no significant legislative or regulatory changes negatively
affecting its utility subsidiaries, [EC does not expect the merger-related electric and gas price freezes to have a

material adverse effect on its financial position or results of operations.
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OTHER MATTERS
Year 2000

Overview

IEC utilizes software, embedded systems and related technologies throughout its business that will 'be affected
by the date change in the Year 2000. The Year 2000 problem exists because many computerized operating systems,
applications, databases and embedded systems use a standard two digit year field instead of four digits to reference a
given year. For example, “00” in the date field would actually represent 1900. As a result, information technology and
embedded systems may not properly recognize the Year 2000 or process data correctly, potentially causing data
inaccuracies, operational malfunctions or operational failures.

Following up on earlier work, IEC formally established a company-wide project team in 1997 to assess,
remediate and communicate its Year 2000 issues as well as develop the necessary contingency plans. Expertise on the
team has been drawn from various areas, including, but not limited to, information technology, engineering,
communications, internal audits, legal, facilities, supply chain, finance, and project management. A full-time project
manager heads up a team of approximately 50 employees who are dedicated to the team full-time and another 475
employees are working on the project on a part-time basis. In addition, there are approximately 135 individuals from
external consulting firms who are also providing various Year 2000-related services for the project team. Status
reports are provided to senior management monthly and at every meeting of IEC’s Board of Directors. Auditing of the
Year 2000 inventory, remediation efforts and contingency planning is being done by the Internal Audits Department.
IEC has also retained an outside third party to assess and evaluate its Year 2000 project.

The various phases of and other matters relating to the Year 2000 project are described below.

Assessment

A company-wide inventory has been completed for information technology (hardware, software, databases,
network infrastructure operating systems) and embedded systems (computers or microprocessors that run specialized
software). Inventoried devices and systems have been assessed and prioritized into three categories based on the
relative critical nature of their business function: safety-related; critical-business-continuity-related; and non-critical.

Remediation and Testing

IEC’s approach to remediation is to repair, replace or retire the affected devices and systems. Remediation and
testing of safety-related and critical-business-continuity-related devices and systems is underway in all business units.
In some cases IEC’s ability to meet its target date for remediation is dependent upon the timely provision of necessary
upgrades and modifications by its software vendors. As of December 31, 1998, IEC was expecting upgrades from 48
embedded system vendors and 14 information technology vendors. Should these upgrades be delayed it would impact
IEC’s ability to meet its target date. At this time, IEC does not expect that these upgrades will be delayed. As part of
the testing process, client/server applications are being tested in an isolated test lab on Year 2000 compliant hardware
and software. Also, IEC intends to implement a process to protect the integrity of the data once it is year 2000
compliant.

A. Embedded Systems

The project team is using testing standards and procedures based on those developed in the national electric
utility industry effort led by the Electric Power Research Institute (EPRI). The team is also using information and
testing guidance received from IEC’s vendors. IEC is participating in EPRI’s Year 2000 collaborative effort to share
information about test procedures, test results and vendor information. The project team is also working with
equipment vendors to ascertain Year 2000 compliance with systems and devices. Testing methodology includes a
power on/off test and testing for 13 critical dates ineluding 12/31/99, 1/1/2000 and 2/29/2000. All testing for
assessing Year 2000 compliance has been completed. The only testing remaining is post-remediation testing. The goal
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“is to complete remediation/testing work for the embedded systems by March 31, 1999; approximately 85% of this
remédiation/ testrng work has been completed as of the end of 1998.

: Expenence to. date suggests that Year 2000 problems in embedded systéms are oecurring at a lower rate than
originally anticipated. For-IEC, 1-2%:of embedded systems have been identified as Year 2000 problematic. This rate
is generally consistent in both-volume:and by type of device with other similar sized electric utilities participating in
EPRI’s Year 2000 Embedded System Program.

B. Informatron Technology R
s

IEC’s: 1nformat10n technology Year 2000 readiness project consists of both appl1cat10n and operating systems
and infrastructure (PC, servers, printers, etc.) components. The inventory and assessment of both the systems and the
infrastructure has been completed. IEC’s goal is to complete the remediation and testing of the systems by March 31,
1999 and the infrastructure eomponents by June 30, 1999. At the end of 1998, approxrmately 65% of the systems and
40% of the infrastructure components have been remediated and tested. 4

IEC’s customer 1nformat10n systems and financial systems make up the majority of the remediation and testing
‘eﬂ"ort rema1n1ng ‘The remediation”and testing of the eustomer information systems was 70%: complete at the end of
'1998 with an ant1c1pated completron date of May 31, 1999. The financéial systems have been remedrated with final
roll-forward- testrng scheduled to be completed by mid-year 1999. Therefore, it is anticipated t that IEC will have its
information technology remed1at10n and testrng elforts 90% complete by March 3l 1999 with work completed and
into product1on by mid-year 999,

Costs to Address Year 2000 Compltance » : .
IEC’s historical Year 2000 projeet expendrtures as well as CURRENT ESTIMATES for the remarnrng eosts to

be incurred on the prOJect are as follows (1ncremental costs, n mrllrons) i e
Descnptlon ‘ Total lESU “WP&ﬂ”“’{(')ther ’
# Costs’ 1ncurred from’ l/l/98— 12/31/98 .. e o e $087 $048 77832578707 -
* Currefit’ estrmate of rema1n1ng modlﬁcat1ons .'L'..L'.’ el ;’.‘"i". o832 $ 10 $ 14 $ 8

e TR A e SR W gl“"l K&
In addrtron the company estimates: 1t~1ncurred $3 mrlhon in costs for 1ntemal Iabor and assocrated overheads in
1998 and anticipates expenditures’ of $8 mrllron in 1999. .

While ‘work was done on the Year 2000 project prior to 1998, IEC did not beg1n trackrng the costs separately
until 1998. In accordance with an order received from the PSCW, WP&L began deferring its Year 2000 project costs,
other than internal labor and associated overheads, in May 1998 (approximately $2 7 million of the expendrtures
incurred at WP&L for the 12 months ended December 31 1998 have ‘been, deferred) (Refer to “L1qu1d1ty and
Capital Resources - Rates and Regulatory Matters” for a further drscussron) IEC expects to fund its Year 2000 '
expenditures through internal sources. Other than the costs berng deferred by WP&L pursuant to the PSCW order o
IEC is expensrng all the Year 2000 eosts noted above. " o ‘

SUPES

Communications / Third Party Assessment

IEC is heavily dependent on other utilities (including electric, gas, telecommunlcatrons and water ut111t1es) and
its suppliers.’An effort is underway to communieate with such parties to increase their awareness ‘of -Year 2000-issues_
and monitor and assess, to the extent possible, their Year 2000 readiness. IEC has sought written assurance that third"
parties with significant relationships with IEC will be Year 2000 ready. As part of an extensive awareness effort, IEC
is also eommunieating with its utility eustomers, regulatory agencies, elected and appointed government officials, and -
1ndustry groups. IEC executives and account mianagers are also having discussions with IEC’s largest customers to
review their initiatives for Year 2000 readiness. IEC is also working closely with the North American Electric
Relrabllrty “Council (NERC) and the Natural Gas Council to assist their elforts to make certarn all system
interconnections across regronal areas are Year 2000 compliant. © - ol ey Pt
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‘Risks and. Contingency Planning ;. . . . AT i SR .
The systems which pose the greatest Year 2000 risks for IEC if the Year 2000 project is not successful are the
telecommunications facilities and network. systems-as well as the information technology systems. The potential
problems related to these systems. include serviee interruptions, service order and billing delays and.the result1ng
customer relations and cash flow.issues. TEC is currently unable to quant1fy,the ﬁnanc1al impact of such contingencies

1f in fact they were to occur.

Even though IEC intends to complete the bulk of its Year 2000 remed1at1on and testing activities by the end of
Mareh 1999 and has initiated Year 2000 communications with significant customers, key vendors, suppliers, and
other parties material to IEC’s operation, failutes or délay in achieving Year 2000 compliance could s1gn1ﬁcantly
disrupt IEC’s business. Therefore, IEC has initiated ‘contingency planning to-addréss alternatives in the event of a
Year 2000 failure that occurs within TEC or where IEC is impacted by an external Yeir 2000 failure. The plan will
addréss mission-critical processes, devices and systems and will inelude training; testing and rehearsal of procedures,
and the need for installation of backup equipment as neeessary. The goal is to have the.contingency ‘plan eompleted
by mid-year 1999.-As a member of Mid-America Interconnected Network, Inc. (MAIN), IEC is also working with
the Operating Committee Y2K Task Force which will expand existing emergency operating strategies for. member
company control centers to ensure rapid responses to any Year 2000-related electric system disturbances and will
coordinate those, strategies with other reliability organizations. MAIN is one of the 10.regional coordinating councils
that make up NERC. IEC also- belongs to the Mid-Coritinent Area Power Pool (MAPP), another one of the
10 NERC councils, and will be coordlnatrng Year 2000 contingeney planning w1th,MAPP as well.

As part of its contingency planning process, NERC has scheduled two nation-wide electric utll1ty industry drills
in April 1999 and September 1999. These drills will focus on safe and reliable Eléctrical system operations with the
partial loss of telecommunications. In addition to these NERC. drills, IEC will be conducting three additional internal
drills. These will include a March 1999 table-top. drill,.a June 1999 functional. drill and .an, August 1999 fuli- scale
development drill where key employees will test and critique IEC’s cont1ngency plans.

Since early 1998, IEC has devoted a significant portion of its information technology resources to the Year 2000
project given the importanee of such project to the continued operations of IEC. As.a result, there have been some
delays in implementing other information technology projects. The delays are simply a matter of timing and IEC does
not currently believe that sueh delays will have a material ‘adverse impact on 1ts results of operations or financial
position.

Summary

Based on IEC S current schedule for completlon of its Year 2000 tasks, IEC belleves its plan is adequate to
secure Year 2000 readmess of 1ts critical systems. Nevertheless, achieving Year 2000 readiness is subject to many
risks and uncertainties, as descnbed above If IEC, or third parties, fail to achieve Year 2000 readiness with respect to

- critical systems and as such, there are systematic problems, there could be a material adverse effect on IEC’s results
of operations and financial condition.

Labor Issues
The status of the collective bargaining agreements at each of the utilities is as follows at December 31, 1998:

IESU WP&L IPC

Number of collective bargaining agreements .......................... 6 1
Percentage of workforee covered by agreements . ... .. .. P o6l 92 81

Eight agreements are scheduled to expire in 1999 and represent substantially all employees covered under
colleetive bargaining agreements. These employees represent approximately 50% of all IEC employees. IEC has not
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experienced: any - srgmﬁcant work stoppage -probiems in the past Whlle negot1at1ons have commeneed IEC s
currently unable ‘o predict-the outcome of these negotiations. - to : RIS : C ‘

Market Risk Sensrtlve Instruments and Posrtlons

"IEC, through 1ts consolrdated subs1d1ar1es has h1stor1eally had only limited 1nvolvement with denvat1ve financial
instruments and hashot used them for speculatrve purposes They have been, used- to manage well-defined interest
rate and eommodlty price risks. : RS .fa ; S K

WP&L and Alllant Energy Resources ‘have hlstoneally entered into interest rate swap agreements to réduce the
impact of changes in ‘il nterest rates on its’ ‘variable- Tate debt The -total not1onal amount of interest rate swaps
outstanding at WP&L and All1ant Encrgy Resources at December 31, 1998, was $30 million and $200° million,
respect1vely See Note 11(a) of the “Notes to Consolldated F1nanc1al Statements for add1t1onal ‘information.

~ Whiting is exposed to market nsk in the pr1c1ng of its oil and gas produetion. H1stor1cally, prices received for-oil
and gas production have been volatile because of seasonal weather patterns, supply and demand factors, transporta-
tion availability and price, and general economic conditions. Worldwide, political developments ‘have historically also
had an impact on. oil prices. Inthe past; TEC generally has not utilized derivative instruments designed:to reduee its
exposure to.thesc priee fluctuations - and no such positions were outstanding at December 31,7 1998. However, during
1999, IEC has entered into a hmlted amount of transactrons involving a coliar strategy for .a portion of Wh1t1ng s gas
product10n ce T el captete e RS AT P

As dlscussed 1n Note Il(a) of the “Notes to" Consohdated F1nane1al Statements ? from t1me to t1me ‘WP&L
utilizes gas commodrty swap arrangements to mitigate the impact of” pnee fluctuations on gas purchased and'injected

into storage ‘during the summer months and« w1thdrawn and sold at currentpriees during the,winter months While it

- dsnot WP&L’s, intent to- termmate the; contracts eurrently in place, the impact of a termination’ of all the. agreements
outstandlng at:December 31, 1998 .would have been an estrmated ga1n of $0 §million... - "L, v, g

[N

WP&L has entered into a weather inSurdnde agreement Wthh tennlnate"s;h;larch 31, 1999, for the purpose of

hedging a portion of the risk associated with the ehanges in weather from normal eondltlons “Under this agreement ‘a
. payment will be made or received; ifithe heatrng degree days from' November & 1998 to, March 31,:1999, fall out51de
‘certain pre- determlned heat1ng degree levels ‘The payment is l1m1ted to 2 max1mum of $5 mllllon At December 3l

est1mated $1. 8 m1ll1on URRE

W

the related margin. on the sale.” The risk assoclated ‘with .gas price ﬁuctuatrons is. managed by closely matchrng
purchases from supplrers with the sales commitments to the customers There were no der1vat1ve positions
,outstandmg at December 31,1998, . R R gt ST T R R A

. i

Wh1le IEC 1s exposed to credit risk when it enters into a hedg1ng transactron it ha$ established procedures dnid:

polrcxes des1gned to ‘mitigate such risks' 'due to a eounterparty default IEC utrllzes a lrstrng of approved counterpartles
and mionitors the ereditworthiness on an, ongorng basrs ' oo k A

‘. - .(-~

1EC’s investments in* China and New Zealand are valued in renmmb1 (RMB) and in New Zealand‘

(NZ) dollars respectlvely Asa result, these investments are sibject to* eurrency exehange risk when the investments
are translated into U.S. dollars. Durmg 1998, the RMB remarned stable as compared to the U.S. dollar, however, the
'NZ dollar decreased in valué in relation to the U.S. dollar: At December 31, 1998; IEC had a cumulatlve $7.9 million

foreign currency “translation loss recorded in “Acéumulated other comprehens1ve income” ‘on its Consolldated

Balance Sheets which pr1mar11y related to decreases in the NZ dollai*in relatron 16'the U.S. dollar.

. At December 31, 1998, IEC had an investmént in the stoek of McLeod, a teleeommunlcatlons company, *valued

at! $320 3 million (based on:a December 31, 1998 closing price of $3I 25 per share and compared to 4 eost basis of _ ;

$29.1 million). Pursuant ‘to.the: applrcable accounting rules, the carrying value of the investments are adjusted to the

»._ . N
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“In the coursé, of All1ant Energy Resource s gas marketmg act1v1t1es it enters’ 1nto ﬁxed pr1ce sales commltments S
to customers and purchases the correspondmg physrcal supplies at ﬁxed pricés from a'third party "provider to loek'in",



«

- T

estimated fair value each quarter based on the closmg pr1ce at'the ‘end-of the quarter IEC entered 1nto an- agreement ‘
in November 1998 ‘with McLeod whereby IEC’s ability to sell thé:McLeod stock is subject.to vanous restrictions.

IEC has a 50% interest in an electr1e1ty trading joint venture with Cargill which is accounted for under the equity
method of accounting. The joint venture’s trading act1v1t1es principally eonsist of marketlng and tradlng over-the-
counter contracts for the- purchase and sale of: electricity. The majority of the forward contracts represent
commitments-to purchase or sell‘electricity at fixed*prices in the futiire and require settlement by physical delivery of
eleetricity or are netted out in accordance with industry trading standards. The market risk exposure of the joint
venture for its forward eontracts outstanding at Degember.31, 1998, was not significant. In addition, Cargill has made
. guarantees to_eertain counterpartles regardmg the performance of contracts entered 1nto by the joint venture.
Guarantees of approxlmately $50 million have been issued of whlch approx1mately ‘$5 miilion were outstanding at
December 31,.1998. Under the. terms of the Jornt venture: agreement any payments requlred under the guarantees
would be shared by IEC and Cargill on a 50/50 basis to the extent the joint venture is not able to reimburse the
guarantor for payments made under the guarantee - SRR - ' :

Acconntmg Pronouncements o 4 o - - i
In February 1998, the Amencan Institute of Certlﬁed Public Accountants (AICPA) issued Statement of
Position (SOP) 98-1, “Accounting for the’ Costs of Computer Software Developed or Obtained_for Internal Use.”
SOP 98-1' addresses, among other things, expensing versus capitalization of costs, accounting for the costs incurred in
the upgradmg of the software and amortizing the capitalized eost of software. This statement is effective for fiscal
years beginning after December 15, 1998 IEC adopted the requrrements of this statement 1n 1999 and such adoption

did not have any 51gn1ﬁcant impact on 1ts financial statements.

In Apr11 1998, the AICPA issued SOP 98-5, “Reporting on the Costs’ of Start- up Activities.” ThlS SOP provides
:guidance “on the finaneial-reporting "of -start-up- eosts‘.and. organization. costs.. Costs of start-up activities. .and
organization eosts are required- t6-be -expensed: as ineurred. The statement is-effective for periods beginning after
Deeember 15, 1998. IEC. adopted the requirements of this statement in 1999 and 'such adoption did not have any
.51gn1ﬁcant impact on its financial statements .

* In June 1998, the Financial Aceountlng Standards Board (FASB) 1ssued SFAS 133, “Accounting for Denvatwe
Instruments and Hedging Activities.” The Statement establishes accounting and reporting standards requiring that
every derivative instrument (including certain derivative instruments embedded ‘in other contracts) be recordéd on
the balance sheet as either an asset or liability measured at its fair value. The Statement requires that ehanges in the
derivative’s fair value be recognized currently in earnings unless specific hedge accounting criteria are met. Special
accounting for qualifying hedges allows a.derivative’s gains and losses to offsct related results on the hedged item in
the income statement, and requires that a _company must formally document, designate, and assess the effectiveness
of transactions that receive hedge aceountlng

SFAS 133 is effective for fiscal years beginning after June 15, 1999 SFAS 133'must be apphed to (a) derivative
instruments and (b) certain derivative mstruments embedded in hybrid contracts that were issued, acquired, or
substantively modified after December 31,1997. IEC has not yet quantlﬁed the impacts of SFA'S 133 on the financial
statements and has not determined the timing of or method of adoption of SFAS 133. However, the Statement could
increase volatility in earnings and other comprehensive i income. '

In December 1998 the. Emergmg Issues Task Force reached consensus on Issue No. 98- 10 “Accountlng for
Contracts Involved in Energy Trading and Risk Management Activities” (EITF Issue 98-10). EITF Issue 98-10 is
effective for fiscal years beginning after December 15, 1998 and requires energy trading contracts to be recorded at
fair value on the balance sheet, with the changes in fair value included in earnings. IEC anticipates that the adoption
of EITF Issue 98-10 will not have a significant impact on IEC’s financial statements based on its current operations.

Accounting for Obligations Assoclated with the Retirement of Long-leed Assets

The staff of the SEC has questioned ceftain of the current accounting practices of tbe electric utility industry,
including IESU and WP&L, regarding the recognition, measurement and classification of decommissioning costs for
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_ nuclear generating stations in financial statements of electric utilities. In- ~response to these questions, ‘the: FASB is
‘reviewing the accounting for closure and removal costs; ‘including- decommissioning of nuclear power plants. If current
electric utility industry .accounting practices for nuclear power plant decommissioning are changed the annual provision for
decommissioning could increase relative to 1998, and the estimated cost for decomm1ss1on1ng could be' recorded as
a liability. (rather, than as accumulated deprec1at10n) with recognition of an jncrease in the cost of the related nuclear
power plant., Assuming no significant change in regulatory treatment, IESU and WP&L do not believe that such changes,
if required, would have an adverse effect on’ their financial position or results of operat1ons due to the1r ab1l1ty to recover
decommlss1on1ng costs through rates.
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_ IEC IESU and WP&L do not expect the elfects of 1nﬁat1on at current levels to have a 51gn1ﬁcant effect on the1r
, ﬁnanc1al pos1t1on or results of operat1ons :
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Envrronmental

The pollution abatement programs of IESU, WP&L, IPC and All1ant Energy Resources -are- Sllb_]CCt to continuing
review and are revised from time to time due to changes in environmental regulations, changes in construction plans and
escalation -of construction costs. :While management cannot ‘precisely: forecast the effect, of future environmental
regulations on IEC’s operat1ons it has taken steps to ant1c1pate the future while also meeting the requrrements of current
environmental regulations.. &+ . .. . e e S - Com

The Clean A1r Act Amendments of" l990 (Act) requlre emission reduct1ons of sulfur d1ox1de (SOZ) NOx and
: other air pollutants to ach1eve rediétions of‘atmospheric chemicals bel1eved to'cause acid rain. IESU, WP&L and

IPC have met the'| prov1s1ons "of Phase I of*thé Act and are in the process of meet1ng the- requ1rements of Phase IT of .
the Act (eﬁ'ectwe in the year 2000). The Act also govems SO2 allowances which are defined as an authorization for

an owner to emit one: ton;of SO2 into the atmosphere The compames are reviewing their options‘to ensure they will
have: sufficient, allowances ito,offset their emissions in the future. The companies believe that the potential costs of
complymg with these prov1srons of Title IV of the Act will not‘have a material adverse 1mpact on the1r financial
pos1t10n or results of. operat1ons R . IR :

The Act: and ‘othier federal laws ‘also require the: EPA to-study-and regulate 1f necessary, additional- issues that

potentially alfect the electnc ut1l1ty industry, includifig emissions relatmg’to ozone transport, mercury and part1culate ;

control as well as mod1ﬁcat1ons to'the polychlormated«b1phenyl (PCB) rules. Tri- July’ 1997the EPA 1ssued final rules

that would tighten ‘the’ National- Ambient Air: Qual1ty Standards for ozone and part1culate mattér €missions and'i in i
© June 1998, the EPAtmodified the*PCB rules. IEC cannot pred1ct the long term consequences of these ‘rules on~ its -

results of operations or financial' cond1t1on SRR RO N

In October 1998‘ the EPA. 1ssued afinal rule requiring 22 ‘states, 1nclud1ng Wisconsin;: to mod1fy their, State‘-
. Implementation Plarnis (SIPs) to addressithe’ ozone transport issué: The; 1mplementat1on of the rule will likely-reéquire -

WP&L to reduce its NOx. em1ssmn5‘ at all ofvits plants to..15 Ibs/ mmbtu by 2003. WP&L is" currently evaluating
. various opt10ns to meet the emission levels? These options- 1nclude fuel switching, operational modifications and

capital investments. Baseéd on existing' technology, the preliminary: estimates indicate that capital investments will.be .

' approx1mately $150 million. Refer to the ““‘Rates and Regulatory Matters” sectlon for a discussion of a filing WP&L
made w1th Jthe PSCW regard1ng rate recovery. of these costs. R .

o
R

Rev151ons to the- W1sc0nsm Adm1n1strat1ve Code have been proposed that could have a s1gn1ﬁcant impaction '

WP&L’s operation of the Rock:River Generating Station in Beloit, Wlsconsm The. proposed revisions will affect the
amount of heat that the Generating Station can discharge into the Rock River. WP&L cannot presently predict the
final outcome of the rule, but believes that as the ule is currently : proposed,: the cap1tal 1nvestments and/ or
modifications required to meet the proposed discharge limits could be s1gn1ﬁcant L . Tl g

* Pursuant t6 a routine internal review: of documeiits, TESU determined thét: certain ‘changes undertaken durmg

prévious years at one of its generatipg facilities may- have required &’ federal prevention of significant- detenorat1on
(PSD) permit:1ESU initiated discussions with its regulators oni the matter, resulting in the submittal of a PSD permit
appl1cat1on in February 1997. IESWU-réceived the: perm1t 1n the second quarter of 1998: IESU may be subject to a penalty

T . ’ o Z‘*
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for'not havmg obtained:the permit prev10usly, however; IESUJ; beheves that any likely actions resultmg from thls matter
willinot have a material advérse effect: on'its f'mancral position’ or. fesults of operation...

“Pitsuant to Aa. separate routme mtemal review ‘of plant operatrons 'TESU determined that certain perm1t limits

s
PO,
R

were exceeded in 1997 at one of its generatmg facilities in Cedar Raprds TIowa. IESU has initiated discussions with its ’

regulators on’ the ‘mdtter and has proposed a compliance plan whrch ‘includes equlpment modifications and’

contemplates operatlonal changes 'On May '13; 1998, IESU recelved a citation ‘from the “Linn County Health
Department alleging v1olatrons at-the facility. IESU has negotiated a settlement agreement with the Linn'County
Health Department; resolvmg the matter for $30,000. The scttlement was reviewed. and approved by a local couit
with appropriate Junsdlctwn during the third quarter of’ 1998 On February 16, 1999, IESU received a-letter from the

Iowa Department of Natural Resources (IDNR) statmg ‘that IDNR will require the IESU customer’ served by this -

facility to obtain'a PSD" permit for the facility. IESU is currentIy evaluat1ng the, ramifications of this* TDNR dec1sron

“and formulating a response. However management believes that any likely actions resulting from tliis matter wrll not,

have a matenal adverse elfect on IESU’s ﬁnan01al position or results of operations.

::In"March. 1998-and"J: anuary 1999, IPC rece1ved Notices.of Intent 1o Sue from an env1ronmental group allegmg
certain violations of effluent limits, established pursuant to the Clean Water Act, at IPC’s generating facility in

Clinton, Iowa. On'May 14,1998, IPC received from the IDNR an inspection report and notice of violation addressing

the same and ‘other concerrisias were raised by the environmental group. IPC responded to the environmental.group
on May 19, 1998, providing an evaluation of the alleged violations. IPC responded to the IDNR on June 26, 1998
with a planof action addressing the. IDNR’s concerns.. IPC responded to the environmental group again on
February-22, 1999, stating, that all.of. the alleged vrolatlons were either a1ready resolved or invalid. While IPC believes
_ that it has satisfied IDNR’s concerns, it may be subject to a penalty for: exceedlng permit limits established for this
_,fac1l1ty, however, management believes that any hkely actrons resultmg from: this matter will not Have a material
- adverse, elfect on IPC’s financial posmon or, results of operat1ons ‘ '

. . s
sl s SRR

Pursuant to an mtemal Teview of’ operatlons TPC- discovéred that -Unit No. 6 -at-its generatmg fac1llty in
Dubuque, Iowa, may requirc_a Clean ‘Air Act Acid Rain permit and continuous' emissions monitoring system
(CEMS). IPC has initiated discussions with the regulators has discontinued operation of the unit pénding resoliition

of the issues, and.will be installing 2 CEMS on-the unit andwill be applying for-an Acid Rain permit. Pursuant to its .

internal rev1ew IPC also- identified and disclosed to regulators a potentially .similar situation at its Lansing, Iowa
generating facility, and will potentially be installing CEMS and applying for. Acid Rain permits for these units as well,
. pending-the outcome of regulatory review. IPC may be subject to a penalty for not having installed the CEMS and for
not having obtained the permit previously. However, IPC believes that any likely actions resulting from this matter
will not have a material adverse effect on its financial position or results of operations.

" A global treaty.has been negotiated that could require reductions of greenhouse gas emissions from utility plants.

In Noveinbei 1998, the United States signed-thé treaty and agreed with. the other countries to resolve all remaining
issues by the end of 2000. At this time, management is unable to predict whether the United States Congress will
ratify the treaty. Given the uncertainty of the treaty ratification and the ultimate terms of the final regulations,
management cannot currently estimate the 1mpact the 1mplementatlon of the treaty would have on IEC’s operations.

The Low-Level Radloactlve Waste POlle Amendments Act of 1985 mandates that each state must take
responsibility for the storage of low-level radioactive waste produced within its borders. The States of Iowa and
Wisconsin are members of the six state Midwest' Interstate Low-Level Radioactive: Waste: Compact (Compact)
which is responsible for development of ‘any new disposal capability within the Compact member states. In June
1997, the Compact commissioners voted to discontinue work on a proposed waste disposal facility in the State of
Ohio because the expected cost of such a facility was comparably higher than other options currently available.
Dwindling waste volumes and continued access to existing disposal facilities were also reasons cited for the decision.
A disposal facility -located near Barnwell, South Carolina continues to accept the low-level waste.and IESU and
WP&L currently ship.the waste each produces to such site, thereby minimizing:the amount of low-level waste stored
on-site. In addition, given teclnological advances, waste compaction and the reduction in the amount of waste
generated, DAEC and Kewaunee. each have on-site storage capability sufficient to store low-level waste expected to
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- be generated over at least the next ten years, with continuing access to the Barnwell disposal facility extending that
on-site storage capability indefinitely.

See Notes 12(f) and 12(g) of the “Notes to Consolldated F1nanc1al Statements” for a further discussion .of
IEC’s env1ronmental issues. :

Power Supply

The power supply concerns of 1997 have raised awareness of the electric system rellab111ty challenges facing
Wisconsin and the. Midwest region. As a result, Wisconsin enacted electric reliability legislation in April 1998
(Wisconsin Reliability Act). The legislation has the goal of assuring reliable electric energy for Wisconsin. The new
law, effective May 12, 1998, requires Wisconsin utilities to join a regional independent system operator for
transmission by the year 2000, allows the construction of merchant-power plants in the state and streamlines the
regulatory approval process for building new generation and transmission facilities.” As a requirement of tle
legislation, the PSCW completed a regional transmission constraint study. The PSCW is authorized to order
construction of new transmission facilities, based on the findings of its constraint study, through December 31, 2004.

On September 24, 1997, the PSCW ordered WP&L and two other Wisconsin utilities to arrange for additional
electric capacity to help maintain reliable service for their customers. In July 1998, IEC and Polsky Energy Corp.
(Polsky) announced an agreement whereby Polsky would build, own and operate a power plant-in-sputheastern
Wisconsin capable of producing up to 450 megawatts (MW) of electricity (reduced from earlier estimates of
525 MW due to NOx emissions limitations imposed by the Wisconsin Department of Natural Resources (WDNRY)).
Under the agreement, IEC will purchase the capacity to meet the electric needs of its utility customers ‘as outlined by
the Wisconsin Reliability Act. It is expected that this new power plant will be operatlonal in Jurie 2000. The PSCW
issued an order dated December 18, 1998 approv1ng the project.

Utility officials noted that it will take time for new transmission and power plant projects to be approved and
built. While utility officials fully expect to meet: customer demands in 1999, problems still could arise,if there are
unexpected power plant outages, transmission system outages or extended periods of extremely hot weather
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INTERSTATE.ENERGY CORPORATION REPORT ON THE FINANCIAL INFORMATION

Interstate Energy Corporation management is responsible for the information and representations contained in
the financial statements and-in certain other sections of this Annual Report. The consolidated financial statements
that follow have been prepared in accordance with generally accepted accounting principles. In addition to'selecting
appropriate accounting principles, management is responsible for the manner of presentation and for the reliability of
the financial information. In fulfilling that responsibility, it is necessary for management to make estimates based on
currently available information and judgments of current conditions and circumstances.

.. Through a well- developed’ system of internal controls, management seeks to-ensure the integrity and objeétivity
of the financial information presented in this report. This system of internal controls is designed to provide reasonable
assurance that the assets of the company are safeguarded and that the transactions are executed according to
management’s authonzatlons and are recorded in accordance with the appropnate accounting principles.

The Board of Directors participates in thc financial information repqmng process through its ‘Audit Committee.

Erroll B. Davis Jr. '

Presidcnt‘and' Chief Executive Officer
Interstate Energy Corporation

-_ DDM
Thomas M. Walker

Executive Vice President and Chief Financial Officer
Interstate Energy Corporation

John E. Ehright '

Vice President — Controller
Interstate Energy Corporation

January 29, 1999
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

.

To the Shareowners of Interstate Energy Corporation:

We have audited the accompanying consolidated balance sheets and statements of capitalization of Interstate
Energy Corporation (a Wisconsin corporation) and subsidiaries as of December 31, 1998 and 1997, and the related
consolidated statements of income, cash flows and changes in common equity for each of the three years in the period
ended December 31, 1998. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform tlie audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. 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 Interstate Energy Corporation and subsidiaries as of December 31, 1998 and 1997, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 1998, in conformity with
generally accepted accounting principles.

ARTHUR ANDERSEN LLP

MilWaukee, Wisconsin ,
January 29, 1999 e
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INTERSTATE ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,
1998 1997 ) 1996
(in thousands, except per share amounts)

Operating revenues:

Electric utility. ........oooii e $1,567,442 $1,515,753 $1,440,375
Gas Utility . ... 295,590 393,907 375,955
Nonregulated and other. ...... ... ... .. ... i i 267,842 390,967 416,510

2,130,874 2,300,627 2,232,840

Operating expenses:

Electric and steam production fuels............................. 297,685 280,558 256,609

Purchased power .. ...... ... i i 255,332 256,306 231,014

Costof utility gassold. . ...... ... ... .. i i 166,453 259,222 240,324

Other operation ... ....... ... iiiiiuiiiiiiiiie i 620,234 681,977 696,596

Maintenance . . ... .. e 122,737 123,121 111,657

Depreciation and amortization ...............c.euineiiernnaon.n. 279,505 259,663 232,363

Taxes other than income taxes .. ........ ... ... iineann. 105,626 103,397 98,838

1,847,572 1,964,244 1,867,401
Operating income. ... ... ... . ... .. i 283,302 336,383 365,439
Interest expense and other:

INterest €XPense ... .. ov ittt e 129,363 122,563 113,321

Allowance for funds used during construction .................... (6,812) (5,274) (5,574)

Preferred dividend requirements of subsidiaries ................... 6,699 6,693 6,687

Miscellaneous, net . .. ..ottt (736) (13,910) (11,843)

128,514 110,072 102,591
Income before income taxes .. ................ ... . iiiiiian.. 154,788 226,311 262,848
INCOme taXeS . . ... o 58,113 81,733 105,760
Income from continuing operations. . ............................. 96,675 144,578 157,088
Discontinued operations:

Loss on disposal of subsidiary, net of applicable tax benefit of $575.. - - (1,297)
Net iNCOME . . . .. oo $ 96,675 $ 144,578 $ 155,791
Average number of common sbares outstanding .. .................. 76,912 76,210 75,481
Earnings per average common share (basic and diluted):

Income from continuing operations .. ....................uuen .. $ 1.26 $ 1.90 $ 2.08

Discontinued Operations . ................c.oiiiiiiiiiiaiiia. - - (0.02)

Net INCOME . .« oottt e e $ 1.26 $ 1.90 $ 2.06

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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INTERSTATE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS
Property, plant and equipment:
Utility
Plant in service
BleCtriC .o i e e e e e

Less — Accumulated depreciation. ............ ... ... ... . i

Construction Work in Progress. ... ... ..ot e ettt et
Nuclear fuel, net of amortization . ............ .t

Other property, plant and equipment, net of accumulated depreciation and
amortization of $178,248 and $139,920, respectively .. ............. ... . ... ..

Current assets:
Cash and temporary cash investments ... ......... ... ... ... . i,
Accounts receivable:
Customer, less allowance for doubtful accounts of $2,518 and $2,400, respectively
Other, less allowance for doubtful accounts of $490 and $224, respectively .......
Notes receivable . ..................... e e
Production fuel, at average cost . ......... ...
Materials and supplies, at average Cost ...........iuiinr i
Gas stored underground, at average cost .......... ...t
Regulatory assets . ... ...ttt et et et e e
Prepaid gross receipts tax ...... ... i e
Other .......... e

Investments:
Investment in McLeodUSA Inc. ... ... . . i i
Nuclear decommissioning trust funds ......... ... ... ... .. . i,

Investment in foreign entities ... ... . ... ... .
OtheT .

Other assets:
Regulatory assets ... ..ottt e
Deferred charges and other....... ... ... . i

Total ASSelS. . .. ..

December 31,

1998

1997

(in thousands)

$4,866,152  $4,733,222
515074 495,155
409,711 366,395
5790937 5,594,772
2852605 2,631,582
2,938,332 2,963,190
119,032 86,511
44,316 55,777
3,101,680 3,105,478
355,100 329,264
3,456,780 3,434,742
31,827 27,329
102,966 123,545
26,054 20,824
13,392 23,410
54,140 40,656
53,490 49,845
26,013 32,364
27,089 36,330
22,222 22,153
30,767 35,786
387,960 412242
320,280 328,022
225,803 190,238
68,882 57,072
54,776 49,319
669,741 624,651
341,684 352,365
103,172 99,550
444856 451915
$4,959,337  $4,923,550

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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INTERSTATE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS (Continued)
Decembher 31,
1998 1997
* (in thousands)

CAPITALIZATION AND LIABILITIES
Capitalization (See Consolidated Statements of Capitalization):

Common StOCK . ... .o $ 776 $ 765
Additional paid-in capital ....... ... 905,130 868,903
Retained earnings . . . ... . ... e 537,372 581,376
Accumulated other comprehensive income . ................. ... .. .0 . 163,017 173,512

Total common equity ... ... i 1,606,295 1,624,556
Cumulative preferred stock of subsidiaries, net ....... ... ... ... ... . ... .. ... 113,498 113,369
Long-term debt (excluding current portion) ............ ... ... i, 1,543,131 1,467,903

3,262,924 3,205,828

Current liabilities:

Current maturities and sinking funds . . ........ ... ... ... ... 63,414 18,329
Variable rate demand bonds .. ....... ... . ... e 56,975 56,975
Commercial paper . ... ... ... e 64,500 114,500
Notes payable . ... ... o 51,784 42,000

. Capital lease obligations ................ . ... .. i 11,978 13,197
CAccounts Payable L. ... .. 204,297 192,634
ACCTUEA 1aXES . .ottt e e 84,921 78,923
Other ...... e . 111,685 133,233

649,554 649,791

Other long-term liabilities and deferred credits:

Accumulated deferred income taxes ........... .. .. 691,624 719,899
Accumulated deferred investment tax credits ........... ... ... ... ... ... . ... .. 77,313 82,862
Environmental labilities . ......... ... ... ... ... .. .. e 68,399 70,955
Customer advances. .. ......... ... 37,171 36,619
Capital lease obligations . ........ ... . .. ... 13,755 23,634
Other ..o e 158,597 133,962

1,046,859 1,067,931

Commitments and Contingencies (Note 12)
Total capitalization and Liabilities. . .. ....... ... ... ... ... .. .................. $4,959.337 $4,923,550

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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INTERSTATE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

1998 1997 199
. (in thousands)
Cash flows from operating activities:
NEtINCOME . ..ottt ettt e e e e e e $ 96,675 $ 144578 $ 155,791
Adjustments to reconcile net income to net cash flows
‘ from operating activities:
| Depreciation and amortization . ............... ... .. .. ... 279,505 259,663 232,363
Amortization of nuclear fuel . ..... ... .. ... .. ... ... .. 17,869 18,308 21,336
Amortization of deferred energy efficiency expenditures .................... 27,083 15,786 6,669
Deferred taxes and investment tax credits ............ ... ..... ... ........ (27,720) (11,661) 14,715
Refueling outage provision ... ......... ...t e (4,001) 9,290 (6,374)
Impairment of oil and gas properties ............ ... ... ... ... ...... ... 9,678 9,902 -
Impairment of regulatory assets. ........ ...t 8,969 - -
Other ..o (3,616) 5,468 (6,777)
Other changes in assets and liabilities:
Accounts receivable ... ... .. 15,349 18,638 (13,935)
Notes receivable ... ... ... 10,018 (3,621) 14,663
Production fuel . ...... ... ... (13,484) 2,814 271
Materials and supplies . ... ... ... ... (3,645) (874) 5,615
Gas stored underground .. ... ... L 6,351 (6,603) (4,170)
Accounts payable ...... ... 11,663 (27,726) 33,505
ACCIUEd taXES . ottt e e e 5,998 13,375 (11,676)
Benefit obligations and other ....... ... ... ... ... 31,070 16,152 9,280
Net cash flows from operating activities. . .............................. 467,762 463,489 451,276
Cash flows used for financing activities:
Common stock dividends declared ............ ... ... ... .. .. ... ... ... (140,679) (145,631) (143,344)
Dividends payable .. ... ... ... .. . . (15,458) 285 310
Proceeds from issuance of common stock ............... ... ... ..., 33,832 15,535 17,393
Net change in Alliant Energy Resources, Inc. credit facility. . ............... 70,492 9,908 47,860
Proceeds from issuance of other long-termdebt ................... ... .... 77,544 295,000 61,370
Reductions in other long-term debt ....... ... ... ... ... ... ... .. ... (27,663) (146,590) (20,679)
Net change in short-term borrowings . .............. ... ..., (40,216) (109,884) 16,654
Principal payments under capital lease obligations ......................... (13,250) (12,964) (19,108)
Other .. e e (2,333) (2,410) (2,336)
Net cash flows used for financing activities ............................. (57,731) (96,751) (41,880)
Cash flows used for investing activities: S :
Construction and acquisition expenditures:
Uy .« oo (269,133) (256,760) (297,196)
Other L (102,925) (71,280) (115,078)
Deferred energy efficiency expenditures ............. ... ... ... ... ..., — (13,344) (24,792)
Nuclear decommissioning trust funds . . ............ ..................... (20,305) (17,435) (15,994)
Proceeds from disposition of assets ........... ... .. . ..., 16,677 15,993 69,838
Shared savings expenditures......... e (27,780) (17,610) . (5,196)
O ReT e (2,067) (1,790) (18,026)
Net cash flows used for investing activities ............................. (405,533) (362,226) (406,444)
Net increase in cash and temporary cash iuvestments .......................... 4,498 4,512 2,952
Cash and temporary cash investments at beginning of period .......... e 27,329 22,817 19,865
Casb and temporary casb investments at end of period. . ....................... $ 31,827 $ 27329 $ 22,817
Supplemental cash flow information:
Cash paid during the period for: .
R3¢ 1 $ 126,376 $ 117,255 $ 107,970
INCOME tAXES . . ...ttt ettt e e $ 84916 $ 69,272 $ 111,006
Noncash investing and financing activities:
Capital lease obligations incurred . ...... ... ... ... . . L. $ 142 $ 16,781
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The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.




INTERSTATE ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CAPITALIZATION

Common equity:

Common stock - $.01 par value ~ authorized 200,000,000 shares; outstanding 77,630,043 and

76,481,102 shares, respectively
Additional paid-in capital

Retained €ammings . . ... ...ttt e e e e

Accumulated other comprehensive income

Cumulative preferred stock of subsidiaries:

Par/Stated Authorized Shares
Value Shares Outstanding
$100 * 449,765
$ 25 * 599,460
$ 50 466,406 366,406
$ 50 ** 216,381
$ 50 ** 545,000

Less: unamortized expenses

*  3750,000 authorized shares in total
** 2,000,000 authorized shares in total
*** $53.20 mandatory redemption price
Long-term debt:
IES Utilities 1nc. ~
Collateral Trust Bonds:

7.65% series; due 2000 . ... ... . e
T7.25% series, due 2006 . .. .. ... e,

6%% series, due 2007

7% series, due 2023

First Mortgage Bonds:

Series Y, 8%%, due 2001 . .. .. ... e
Series Z, 7.6%, due 1990 . . ... e
W% series, due 2000 ... .. e
T%% series, due 2007 . ... s

Pollution control obligations:

5.75%, due serially 1999 t0 2003 . .. ... ...

5.95%, retired in 1998

Subordinated Deferrable Interest Debentures, 7%%, due 2025
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Series

4.40% - 6.20%
6.50%
4.30% ~ 6.10%
4.36% - 7.76%
6.40%

Mandatory
Redemption

No

6% series, due 2008 .. ... .. s

5.5% series, due 2023 L L

Variable rate (4.20% at December 31, 1998), due 2000 to 2010
Variable/fixed rate series 1998 (4.25% through 2003), due 2023

Senior Debentures, 6%%, due 2000 . . . ... ... e
Total IES Utilities InC. .. ... o o

December 31,

1998

1997

(in thousands
except share amounts)

$ 776 $ 765
905,130 868,903
537,372 581,376
163,017 173,512

1,606,295 1,624,556
44,977 44,977
14,986 14,986
18,320 18,320
10,819 10,819
27,250 27,250

116,352 116,352
(2,854)  (2.983)
113,498 113,369
50,000 50,000
60,000 60,000
55,000 55,000
50,000 50,000
50,000 50,000
19,400 19,400
284,400 284,400
60,000 60,000
50,000 50,000
21,000 21,000
30,000 30,000
161,000 161,000
3,136 3276
- 10,000
11,100 11,100
10,000 -
24,236 24,376
50,000 50,000
135000 135000
654,636 654,776




INTERSTATE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CAPITALIZATION (Continued)

December 31,

1998

1997

(in thousands)

Wisconsin Power and Light Company -
First Mortgage Bonds:

Series L, 6.25%, retired in 1998 .. ................ e $ - $ 8899
1984 Series A, variable rate (3.85% at December 31, 1998), due 2014 ... ... ... ... ... .. ...l 8,500 8,500
1988 Series A, variable rate (4.20% at December 31, 1998), due 2015 ... ... ... il 14,600 14,600
1990 Series V, 9.3%, due 2025 ... .. e 27,000 27,000
1991 Series A-D, variable rate (5.15% at December 31, 1998), due 2000 to 2015 ........................ 33,875 33,875
1992 Series W, 8.6%, due 2027 .. ... .. ..ot e 90,000 90,000
1992 Series X, 7.75%, due 2004 . . .. ... . e 62,000 62,000
1992 Series Y, 7.6%, due 2005 . . . ... . 72,000 72,000
307,975 316,874
Unsecured Debt:
" Debentures, 7%, dUe 2007 ... ... e e e e e e e 105,000 105,000
Debentures, 5.7%, due 2008 ... ... i e e 60,000 -
Total Wisconsin Power and Light Company......... ... i i i 472,975 421,874
Interstate Power Company -
First Mortgage Bonds:
8% Series, AUE 2007 ... i e e e e e 25,000 25,000
8%% series, due 2021 . ... e 25,000 25,000
THh% series, due 2023 .. ... i e e e e e e 94,000 94,000
144,000 144,000
Pollution Control Revenue Bonds: : .
5.95%, retired In 1998 . ... . e e e e - 5,850
6%%, due serially 1999 10 2007 . ... ... .. .. 10,950 11,400
5.75%, due 2003 .. ... P 1,000 1,000
6.25%, AUE 2000 . . ... L 1,000 1,000
6.30%, due 2000 ... e e ‘ 5,600 5,600
6.35%, dUE 2012 L. e e e : 5,650 5,650
Variable/fixed rate series 1998 (4.30% through 2003), due 2005 t0 2008....... ... ... ... ..ot 4,950 -
29150 30,500
Total Interstate Power Company . ... ..... ..ottt et 173,150 174,500
Alliant Energy Resources, Inc. ~
Credit facility (5.15% - 5.85% at December 31, 1998) ........ ... it iiiiiiinn, - e 252,505 182,013
Multifamily Housing Revenue Bonds issued by various housing and community development authorities, ’
4.20% ~ 7.55%, due 2004 10 2024 . .. .. .. e e 35,494 36,503
Other subsidiaries’ debt, 0% - 10.75%, due 1999 t0 2042 . . .. ... . ittt e 57,579 56,795
Total Alliant Energy Resources, Inc. . .......................... e e 345,578 275,311
Interstate Energy Corporation -
8.59% Senior notes, due 2004 .. ... .. e e i 24,000 24,000
1,670,339 1,550,461
Less:
CUITENt M UT IS ...t . .ottt ettt ettt ettt e e e et e ettt e e e et et tiean et an e eeneeaeenns (63,414) (18,329)
Variable rate demand bonds . . ... ... e (56,975) (56,975)
Unamortized debt premium and (discount), net ............ o oitruniii i (6,819) (7,254)
Total long-term debt . .. ... ... 1,543,131 1,467,903
Total capitalization . . ... ... .. e e $3,262,924 $3,205,828

The accompanying Notes to Consolidatcd Financial Statements are an integral part of these statements.
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INTERSTATE ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN COMMON EQUITY ‘
Accumulated
Otber -~ .
Additional Comprebensive Total
Common Paid-1n Retained Income Common
Stock Capital Earnings (Loss) Equity

1996:
Beginning balance
Comprehensive income:
Net income......... A
Other comprehensive loss net of tax:
Minimum pension liability adjustment(a)

Total comprehensive income
Common stock dividends
Common stock issued
Treasury stock

Ending balance
1997:
Comprehensive income:
Netincome. . .......... it ..
Other comprehensive income (loss):
Unrealized gain on securities, net of tax(b).....
Foreign currency translation adjustment . .......
-Minimum pension liability adjustment, net of
tax(a)
Total comprehensive income
Common stock dividends
Common stock issued
Treasury stock

Ending balance
1998:
Comprehensive income:
Netincome.............. ... ... ...l
Other comprehensive income (loss):
Unrealized loss on securities, net of tax(b)
Foreign currency translation adjustment ........
Minimum pension liability adjustment, net of
tax(a)
Total comprehensive income
Common stock dividends
Common stock issued
Treasury stock

Ending balance

$750

(in thousands)

'$832,670 $ 569,982

155,791

(143,344)
18,447
(269)

$ - $1,403,402

155,791

(809) - (809)
154,982

(143,344)
18,455

(269)

850,848 582,429

144,578

(145,631)
18,138
(83)

(809) 1,433,226

144,578

174,688
(20)

174,688
(20)

(347) (347)

318,899
(145,631)

18,145
(83)

11

868,903 581,376

96,675

(140,679)
36,263
(36)

173,512 1,624,556

96,675

(4,589)
(7,062)

(4,589)
(7,062)

1,156 1,156

86,180
(140,679)

36,274
(36)

$776

$905,130 $ 537,372

$163,017  $1,606,295

(a) Net of tax expense (benefit) of $(565), $(243) and $808 in 1996, 1997 and 1998, respectively.

(b) Net of tax expense (benefit) of $124,271 and $(3,218) in 1997 and 1998, respectively.

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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. INTERSTATE ENERGY CORPORATION .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) General

The Consolidated Financial - Statements include- the accounts of Interstate Energy Corporatlon (IEC) and its
consolidated subsrdlanes IEC resulted from the April 1998 merger between WPL Holdings, Inc. (WPLH),
IES Industries Inc. (IES) and Interstate Power Company: (IPC) (refer to Note 2 for a discussion of the merger).
IEC is an investor-owned holding company currently doing business as Alliant Energy Corporation whose subsidiaries
are [ES Utilities Inc. (IESU), Wisconsin Power and Light Company (WP&L), IPC, Alliant Energy Resources, Inc.
(Alliant Energy Resources) and Alliant Energy Corporate Services, Inc. (Alliant Energy Corporate Services).
IESU, WP&L and IPC are engaged prlnCIpally in the generation, transmission, distribution and sale of electric
energy; the purchase, distribution, transportation and sale of natural gas; and water and steam services in selective
markets. The principal markets of IESU, WP&L and IPC are located in Iowa, Wisconsin, Minnesota and Illinois.
Alliant. Energy Resources (through its numerous direct and indirect subsidiaries) provides energy products and
services to domestic and international markets; provides industrial services including environmental, engineering and
transportation services; invests in affordable housing initiatives; and invests in various other strategic.initiatives.
Alliant Energy Corporate Services is the subsidiary formed to provide administrative serv1ces to IEC and its
subsidiaries as requrred under the Publrc Utllrty Holdmg Company Act of 1935 (PUHCA) ' :

“The consolldated financial statements reﬂect 1nvestments in controlled subsidiaries on a consolrdated basrs All A
significant intercompany balancesrand transactions, ‘other than certain energy-related transactions affecting IESU,

"WP&L and IPC, have been eliminated from the Consolidated Financial Statements. Such ienergy-related transac-

tions” are made at prices: that approximate market value and the associated costs are recoverable from ‘customers -
through .the rate ‘making process. The financial statements are prepared in conformity with generally accepted -

accounting principles, which give. recognition to the rate making and accounting practices of the Federal’ Energy
‘Regulatory- Commission. (FERC) and state.cominissions, havmg regulatory ]unsdlctron o :

Unconsolldated 1nvestments for whrch IEC hias at least a 20% voting’ 1nterest are gencrally accounted for under

the equity method: of accountrng These mvestments are Statéd at acquisition ‘Cost, increased of decreased for IEC’s
equity in net income or loss, which is 1ncluded in “‘Miscellaneous, net” in the Consolidated Statements of Iicomé and

decreased for any dividends received. Invéstments.that-do not; meet the.criteria for consolidation or the equlty method -

of accountrng are accounted for undcr the:cost method S 5 s . e

The preparation. of the ﬁnancral statements requrres managcmcnt to, make estlmates and assumptrons that alTect
l) the reported amounts of assets and 11ab111t1es and the drsclosure of contmgent assets and lrabrlrtres at the. date of the
financial statements and 2) the reported amounts of revenues and expenscs dunng the Teporting penod Actual
results could differ from those estlmates

:, g ., T 3 . : KB AXALE
Certarn pnor, penod amounts have been reclassrﬁed on a bas1s cons1stent w1th the current year presentanon
L P . .

), Regulation . - ¢ ot at

ixt

IEC is a reglstered pubhc utility holdlng company ‘Subject to rcgulat1on by the Securities and Exchange

» ‘Commission (SEC) under the PUHCA. IESU, WP&L and TPC are subject to regulatton by the’ FERC and their

respective state regulatory commissions (Iowa Utilities Board (IUB), Public Service Commission of Wisconsin
(PSCW) Mrnnesota Public Utilities Commlssron (MPUC) and Illinois Commerce Commission (ICC)).,
(c) Regulatory Assets R e SR "_ . .

e R N Ty :
-~ HIESU, WP&L and IPC are subject to the provisions of Statement of F1nanc1a1 -Accounting - Standards
“Accountrng for the Effects of Certain Types of Regulation” (SFAS 71). SFAS 71 provides that rate-regulated
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public utilitics record certain costs and credits allowed in the rate making+process in different periods than for -
unregulated entities. These -are ‘deferred as regulatory assets or regulatory liabilities and are recognized ih the
Consolidated Statements of Incomeé at the time they are reflected in rates. At December 31, 1998 and 1997,
regulatory assets of $368.8 million and $388.7 million, respectively, wefe comprised:.of.the following items
(in millions):

IESU . . .  WP&L . . . IPC

P , . 1998 1997 . 1998 1997 . 1% 1997

Tax-related (Note 1(d)) .. ...\ovoovon . $814 - $8031 :$493 § 555  $298 - $297
Energy efficiency program costs ............. . 398+ 594 535 295 ¢ 259 30.0
Environmental habllmes'(Note 12(6)) .00 v 0 382 047429 2 195 .. 0 222 175 - 6.2
Other............. 0 i i, PR 5.0 17.0 11.2: 43.6 . 0.7 2.4
Total ... ...t '. $1614 $199.6 - $1335 $12”0'8_ §73.9  $68.3

Refer to the individual notes refereneed above for a furthcr discussion of cértain iteins reflected in’regulatory
assets. Regulators allow IESU and IPC to earn a‘return on energy efficiency program costs*but not on the other
regulatory assets. In Wisconsin, WP&L is allowed to earn a return on all regulatory asséts‘other than those assomated
with manufactured gas plants (MGP).

If a portion of IESU’S WP&L’s or IPC’s operatlons become no longer subject to the prov1srons of SFAS 71 as
a result of competitive restructurmg or otherwise, a write-down of related regulatory assets would be requlred unless
some form of transition cost recovery is-established by the appropriate regulatory body that would meet the
requir‘cments ‘under generally accepted accounting principles for continued accounting as regulatory assets during
such recovery period. In-addition; IESU, WP&L or IPC would be rcqulred to dctermlne any 1mpa1rment to other
assets and write- down such assets to their fair value.

(d) Income Taxes

IEC follows the liability method of accounting for deferred income taxes, which' requires the establishment of
deferred tax assets and liabilities, as appropriate, for all temporary differences between the tax basis of assets and
liabilities and the amounts reported in the financial statements. Defeired taxes are recordcd using currently enacted
tax rates as shown in Note 6

Except as noted below, income tax expense mcludes prov1srons for deferred taxes to reflect the tax effects of
temporary differences between the time when certain costs are recorded in the accounts and when they are deducted
for tax returu purposes. As temporary differences reverse, the related aceumulated deferred income taxes are reversed
to income. Investment tax credits have been deferred and are subsequently credited to income over the average lives
of the related property. As part of the affordable housmg business, IEC is eligible to claim affordable housing credits.
These tax credits reduce current federal taxes to the extent IEC has consolidated taxes payable.

Consistent with Jowa rate making practices for IESU and IPC, deferred tax expense is not recorded for certain
temporary differences (primarily related to utility property, plant and equipment). As the deferred taxes become
payable (over periods exceeding 30 years for some generating plant differences) they are recovered through rates.
Accordingly, IESU and IPC have recorded deferred tax liabilities and regulatory assets for certain temporary
differences, as identified in Note 1(c). In Wisconsin, the PSCW has allowed rate recovery of deferred taxes on all
temporary differences since August 1991. WP&L established a regulatory. asset associated with temporary differences
occurring prior to August 1991, which is recovered through rates.

(¢) Common Sbares Outstanding

The weighted average common shares outstanding used in the calculation of basic earnings per share for IEC
were 76,912,219; 76,209,935 and 75,480,539 for 1998, 1997 and 1996, respectively. The common stock shares used for
calculating diluted earnings per share for IEC were 76,928,631; 76,212,073 and 75,484,281 for 1998, 1997 and 1996,

respectively.
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(l') Temporary Casb Investments ;.. . ... . T _.‘,;;-’

P J;’l ot APV

Temporary cash investments are’ statcd at’ cost, wh1ch approximates market value, and are consrdcrcd cash
equivalents for the Consolidated Statcmcnts of Cash Flows. These investments consist of short-term 11qu1d
1nvcstments that haye matunt1cs of les than 90 days from the date of” acqu1s1t1on G

EVRER SN

(2) Depreclatlon of Utlllty Property, Plant and Equlpment )

L

IESU WP&L and TPC use a comb1nat1on of rcma1n1ng life and straight- l1nc dcprcclatlon mcthods as approved

by their respective regulatory commissions. The remaining life of the Duane Arnold:Energy Center (DAEC), IESU*s

‘nuclear generating facility, is based:on the Nuclear Regulatory Commission (NRC) license life- 6f. 2014.. The
" remaining life of the Kewaunee Nuclear. Power Plant. (Kewauncc) of which- WP&L: is a.co-owner, is:based on the
PSCW approved, revised end-of-life of 2002 (prior to May 1997 the ‘calculation was based on the NRC license life
of 2013). Dcpreclatlon expense related to the decommiissioning of DAEC and Kewaunee is discussed-in. Note 12(h).
WP&L implemented higher depreciation rates clTecnve January I, 1997 The average rates of dcprccnanon for
electric and gas propcrtlcs of IESU WP&L and IPC consrstcnt with currcnt rate rnaklng practlccs were as follows

IESU' WP&L IPC . :

Electric. ... ... .. 0 35% 35% 35% 3.6% 3.6% 33% 3.6% 3.6% 3.6%

Gas .. it Lo 35% 35% 35% 38% '38% 3.7% 34% 3.4% 3.4%

(b) Property, Plant and Equlpment , . T

Ut111ty plant (othcr than acquisition ad]ustmcnts at IESU of $26 8 mllllon, net of accumulated amiortization,
recorded at-cost) is recorded at original.cost,. which’ 1ncludcs ovcrhcad and- administrative costs: and anallowance for

funds used dunng construction’. (AFUDC) The AFUDC wh1ch represents the cost ‘during the’ constructlon period of
“funds .used"fér construction purposes,. is caprtallzed as.a component of the cost of utility plant. Thev~amount of -

- AFUDC applicable to debt funds and to other (cqunty) funds, a non-cash Jitem, is ,computed in accordance withthe

prescribed; FERC. formula. These .capitalized costs are rccovercd in rates as the cost of thc utrlny plant.1s dcprccratcd R

Thc aggrcgatc gross ratcs uscd were as follows R S G

Vo st s . ~:'l.-‘ I

Other property, plant and equrpmcnt is recorded at ong1nal cost. Upon retirement or sale of othcr propcrty and
équipment, the cost and related accumulated depreciationare removed from the: accounts and: any galn or loss is -

- included in “Miscellaneous; net” in the Consolidated Statements of Incomc Normal repairs, malntcnancc and minor

items of utility plarit and other property, plant and equipment- are cxpcnsed Ordinary rctlrcments of ut111ty plant, - .
1nclud1ng removal costs Iess sal¥age value, are, charged to accumulated dcprcc1at1on upon removal from ut1l1ty plant

accounts and no gam or loss.is, rccognrzed S e
i oYL
AN

(l) Restatement of Consolldated ‘Financial Statements/Oll and Gas Propertles

.During the third quartcr of 1998, IEC’s 011 and gas subsidiary, Whiting Petroleum Corporatlon (Whltlng)

changed its accounting method for oil and gas propertiés from the full cost method to the successful .efforts method.
-While both methods are acccptablc under generally accepted accountrng pnnc1ples successful efforts.is the prcferrcd '

method. Management believes that the. successful, efforts method more accurately presents the results of Whiting’s

_ exploration, development and production activities and minimizes asset impairments caused by tcmporary declines in_

oil and gas prices, which may not be representative of overall or long-term markets or management’s estrmatc of fair
market value. As.a result, impairments will only be recogn1zcd under the successful efforts mcthod whcn therc has
been a permanent decl1nc in the fair value of thc 011 and gas propcmcs As rcqu1red by gencrally acccptcd accountrng

RS
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pnncrples all prior penod ﬁnancral statements of IEC presented here1n have been restated to reﬁect the change 1n
accounting method - T T ST 's

“ Under the ‘successful efforts method of accounting, 'Whiting capitalizes all costs related to property acquisitions - .
and successful exploratory wells, all development costs and the costs’ of siipport equipment and, facilities. Unproved
leasehold costs are capitalized and are reviewed penodlcally for 1mpa1rment All costs related to unsuccessful
exploratory -wells are expensed when such wells are determlned to be non- productlve and other’ exploratlon costs,
including geologlcal and geophysical costs, are experised: as incurred. Depreciation, depletion and*amortization of
proved oil and gas properties is-determined on a field-by-field: basis using the unit-of-production method over the life
of ‘the remalmng proved reserves: Estimated- costs (net of salvage value)' of .site remediation, 1nclud1ng offshore’
platform dismantlement, are included in the depreciation and depletion calculation. Proved-oil:and gas properties are -
reviewed on a field-by-field basis whenever events or cncumstances 1ndrcate that the carryrng value of such propemes
may be 1mpa1red - e ! - T : '

The cumulative effect of the restatement at January 1,1994, was an after-tax reductlon in retamed earmngs of
$2.7 million. The restated net income amounts for 1994 through 1997 are as follows (in thousands)

. : 1997 1996 1995 1994
Net income prior to restatement ................. $l54,290 $158,675 $l47,80§ $lSQ,28l
Adjustment for change in accounting method for oil _ ‘ S
_and gas properties from the full cost method to L o
" the successful efforts method . ................. (9,712) (2,334) . (1,835) . :(4_,39,1)

Restated net income e e $l44 578 $155, 79l $145,971 ,$l45 890

The restated eamrngs per average common share (basrc and drluted) for 1994 through 1997 are as follows:

1997 1996 1995 1994

Earnings per average common share prior to - ' - o Ce
restatement (basic and diluted) ................. $ 2.02 $210 $197 $204
Adjustment for change in accounting ‘method for oil o S R

-and gas properties from the full cost method to the B o
successful efforts method . ........ ... ... ... ..., (0.12) (0.04) (0.02) " (0.06)

Restated earnings per average common share (basic N .
canddiluted) ..o $ 1.90 $§206 §$195 $ 1.98

(i) Operating Revenues

IEC accrues revenues for services rendered but unbrlled at month-end in order to more properly match revenues
with expenses, -

In accordance with an order from the PSCW, effective January 1, 1998, off-system gas sales for WP&L are
included in the Consolidated Statements of Income as a reduction of the cost of gas sold rather than as gas revenues.
In 1997, off-system gas sales were included in the Consolidated Statements of Income as gas revenue.

(k) Utility Fuel Cost Recovery

IESU’s and IPC’s tariffs provide for subsequent adjustments to its electric and natural gas rates for changes in
the cost of fuel and purchased energy and in the cost of natural gas purchased for resale. Changes in the under/over
collection of these costs are reflected in “Electric and steam production fuels” and “Cost of utility gas sold” in the

. Consolidated Statements of Income. The cumulative effects are reflected on the Consolidated Balance Sheets as
a current asset or current liability, pending automatic reflection in future billings to customers. At TESU and IPC,
purchased capacity costs are not recovered from electric customers through energy adjustment clauses. Recovery of
these costs must be addressed in base rates in a formal rate proceeding.
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WP&L’s retail electric rates are based in part on forecasted fuel and purchased-power costs. Under PSCW rules,
Wisconsin utilities can seek emergency: 'rate increases if the annual costs are more than 3% higher.than the estimated
costs used to establish rates. WP&L has a gas performance incentive which includes a sharing mechanlsm whereby
40% of all gains and losses relative to current commodity pnces as well as other benchmarks are retained by WP&L

rather than refunded to or recovered from customers.

iy
PN

(l) Nuclear Refuelmg Outage Costs Co —" S

s

The TUB allows IESU to collect, as part of its base revenues, funds to offset other: operatrng and maintenance

~ éxpenditures incurred during refuellng outages at DAEC. As these revenues:are collected, an equivalent amount is

charged to other operating and maintenance expenses with a corresponding credit to-a reserve. During a refueling

outage, the reserve is reversed to offset the refueling outage expendltures Operatrng expenses incurred during
refueling outages at Kewaunee are expensed by WP&L as incurred.

(m) Nuclear Fuel

Nuclear fuel for DAEC is leased. Annual nuclear fuel lease expenses mclude the' cost of fuel based on-the

quantity of heat produced for the generation of electric energy, plus the lessor’s interest costs reldted to fuel i 1n the,

reactor and administrative expenses Nuclear fuel for Kewaunee is recorded at its original cost and is amortlzed to
expense based upon the quantity of heat produced for the ‘generation of electricity. This accumulated” athortization

assumes spent nuclear fuel will have no residual value Estlmated future disposal costs of such fuel are expensed» -

based on kilowatt-hours generated

PR E

(n) Translatlon of Forelgn Cnrrency

Assets and liabilities of international rnvestments where the local currency is the functlonal*currencyt -have been

translated at ‘y€ar-end exchange: rates and’ related Jincome statement :results have. been. transldted using average
exc¢hange rates prevailing’ dunng the year Adjustments resultrng from translation have been recorded in other
comprehensrve income. ' o o :

(o) Comprehensrve Income o

On January 1, l998 -1IEC adopted SFAS 130 “Reporting Comprehensrve Income » SFAS 130 estabhshes 4

standards for reporting of comprehensrve Yihcome and its components in- a full set’ "of general purpose ﬁnancral
_statements. SFAS 130 requires’ reportmg a total for comprehensive income-which’ mcludes in'addition to‘fiet income:

(1) unrealized“holding gains/losses* on securities classified as available-for-salé ‘under SFAS 115; -(2) foreign.
currency translation adjustments accounted. for under SFAS 52; and (3) mmlmum pension lrabrhty a”djustments
" made pursuant to SFAS 87. Refer to the “Consohdated Statements -of Changes 1n Common Equrty for addrtronal

. mformatron regardrng comprehensrve mcome , T,

(p) Denvatlve Fmancral Instruments —",‘ ’7’ “_. - ' Do ‘7;" R

From time to t1me IEC enters mto 1nterest rate swaps to reduce exposure to lnterest rate ﬂuctuatlons in

A
connectlon with. short and vanable rate long-term debt issues. The swap’s cash flows correspond w1th those of’ the
- 'underlyrng exposures. The felated costs assocrated with these agreements are amortrzed over their respectlve hves as
components of ‘interest expense. :

IEC through its consolidated subs1d1ar1es _currently utilizes denvatrve ﬁnancral and commodity rnstruments to
reduce price risk inherent in its gas and electric activities on a very limited basis and such instruments may not be
“used for trading purposes. The costs or benefits associated with any such hedging actrvrtres are recognized when the
related purchase or sale transactions are completed.

(2) MERGER: ~~ " *

>

On April 21, 1998 IES WPLH and IPC completed a three-way . merger (Merger) form1ng IEC. Each
outstanding share of common stock of IES, WPLH and IPC was exchanged for 1.14, 1.0 and 1.11- -shares,

-respectively, of IEC; common stock resulting in the issuance of approximately 77 million shares of IEC common.

4]




‘ stock i$. 01 par value per share The outstandlng debt:and preferred stock.securities of IEC and its. subsrdlanes were
“not affécted by the' Merger. In connection w1th the Merger the number of authonzed shares of IEC common stock
was 1ncreased to 200,000,000. - R R ' : i

The Merger was accounted for as a poohng of 1nterests and te,accompanylng Consohdated F1nancral

Statements, along with the related notes, are presented as if the companies were combined as of the earliest period .

presented. As part of the pooling, the accrued pension liability (and offsetting regulatory asset), of IES was
recomputed using the method used by WPLH and IPC to recognize deferred asset gains: In addition, IPC adopted
unbilled revenues as part of the -pooling te conform to-the révenue accounting, method used by WPLH and IES.
Nerther of these adjustments had: any income statement Jimpact for the penods presented in this report..

Operatlng revenues and net income for the three months. ended March 31, 1998 and for the years ended
December 31, 1997, and December 31, 1996, were as follows (ln mllhons)

WPLH IES  CIRC IEC
e . 4 B '

Three months ended March 31 1998 _ L P * L " ‘ L
Operating revenues O e R -+ $2295 $241.7 $ 851 § 5563
Netincome .................... e e, 80158 08 818 508 289

Year ended Decemher 31, 1997 | : ’ o o o . ' o
Operating TEeVEIMUES « « . .« vt v ettt et e it e L $978.7 $990.1° $331.8 $2,300.6
Netincome ......................... T J $ 61 3 $356.6 . %267 $ 1446

Year ended-December 31, 1996~ -~ - @ oo L Mo e S .

. Operating revenues. . . ... e S $932.8 $9739 $326.1 $2,232:8

- Net-income . ..... S e S T $ 71 9§ 58. 0 $259 § 1558

The ﬁnanmal results of IES have been restated for all periods presented to reﬂect a change in accountlng method
for Whiting’s oil and -gas properties implemented in the third quarter of 1998 from thé full cost method to the

- successful efforts method. See. Note 1 (i) for additional information. In addition, the operating revenues of WPLH

and IES for the 1998 and 1997 periods presented have been: adjusted to reflect.the ﬁnancral results of a joint venture
between the two companles as a consolidated subsidiary.

(3) LEASES:

" IESU has a capital lease covenng 1ts 70% undivided interest in nuclear fuel purchased for DAEC Future
purchases of fuel may also be added to the fuel lease. This lease provides for annual one- year extensions and [ESU
intends to continue exercising such extensions. Interest costs under the lease are based on commercial paper costs
incurred by the lessor. IESU is responsible for the payment of taxes, maintenance, operatmg cost, risk of loss and
insurance relating to the leased fuel. The lessor has a $45 million credit agreement with a bank supporting the nuclear
fuel lease. The agreement continues on a year-to-year basis, unless either party provrdes at least a three- -year notice of
termination; no such notice of termination has been provided by either party. Annual nuclear fuel lease expenses
(included in “Electric and steam production fuels” in the Consolidated Statements of Income) for 1998, 1997 and
1996 were $14 2 million, $16.6 mrlhon and $18 2 mrlllon, respectively. = "
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i IEC’s operating lease: rental,expenses for 1998, 1997 and 1996 were $21.6 million, $20.3 million and
$20n0 million, respectively. IEC’s future minimum lease payments by year are as follows (in thousands):

‘Capital Operating

Year Leases Leases
1999 ... r e S PP FEETTR I e $12,293 § 23,075
2000 . .o 8,051 ° 19,743
2001 .. e P . 4,338 14,183 .
2002 . ... e e e e 2,674 9,649
2003 ............ e e e e 561 7,333
Thereafter .. ............. e e e e - 141 29,961

‘ 28,058 $103,944 . ..
Less: Amount representing interest . . . .. TR 2,325 L
Present value of net minimum capital lease payments................... $25,733

@) UTILITY ACCOUNTS RECEIVABLE:

Utility customer accounts receivable, including unbilled revenues, arise primarily from the sale of electncuy and :
natural gas. At December 31, 1998, IEC was serving a diversified base of residential, commercial and 1ndusmal
customers and did not have any significant concentrations of credit risk. o

Separate accounts receivable financing arrangements exist for two of IEC’s utility subsidiaries;' IESU and
WP&L, which are sirnilar in most important aspects. In both cases, the utility subsidiaries sell up to a pre-determined
maximum amount of accounts receivable to a financial institution on a limited recourse basis, including sales, to
customers and to other public, municipal and cooperative utilities, as well as billings to the .co-owners of -the
Jomtly-owned electrict generating plants that the utility subsidiaries operate. The amounts are’ discounted at the
then- prevalhng market.rate and additional administrative fees are payable according to the activity levels undertaken.
All billing and collectlon functlons remain the respons1b1hty of the respective utilities. Spcmﬁcs of the two agreements T
include (dollars in mllllons) ‘

IESU . i wP&L

Year agrcement expires ... ........ . . S ' 1999 1999

Maximum amount of receivables that.can besold ... $6 $150

Effective 1998 allincost .. ...l e e 602%, 5.95%

Average, monthly sale of receivables - 1998 ........ .00 . ... ... $06 $ 83
99T ‘ $65' $ 92

) Recelvables sold at December 31, 1998 ........ SRR e ceeees $ 55 C$75

(5) INVESTMENTS: , S
"(4) McLeodUSA Inc. (McLeod) '~ . . . D

At December 31 1993; IEC. had the following: investment in McLeod, a. teleécommunications company
(in millions): - S : '

Shares Cost Fair Market Value

Class A common stock . . ............... e .90 $291 $282.0

Unexercised vested optlons net of cost to exercise......... L3 - 38.3.
: ) 103 $29.1 $320.3

Pursuant to the provisions of SFAS 115, IEC’s investment in McLeod is considered an available-for-sale
security thus the carrying value of the investment is adjusted to the estimated. fair value each quarter based on the
closing price at the ead of the quarter. The adjustment does not impact earnings as the unrealized gains or losses, net
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‘of taxes; are recorded directly to the common equity section of thé Consolidated Balance Sheets. In addition, any -
such gains or Idsses are reflected in current ‘earnings-only at the fime they are realized-thfough a.sale. IEC enttred
into an agreement in November 1998 with McLeod whereby IEC’s ability to sell the McLeod stock is subject to
various restrictions. .

(b) Foreign Entities . A

At December 31, 1998, IEC had $68.9 million of investments in foreign entities on its Consolidated Balance
Sheets that included: 1) investments in several gencratiori facilities in China; 2) investments in several New Zealand
utility entities; and 3) an investment in an international venture capital fund. IEC accounts for the China investments
under the equity method and the other investments under the cost method. The geographic concentration of IEC’s
investments in foreign entities at December 31, 1998, included investments of approximately $36.1 million in China,
$32.3 million in New Zealand and $0.5 million in other countries.

(6) INCOME TAXES:

The corﬁponents of federal and state income taxes for IEC for the years ended December 31 were as follows
~ (in millions): , ey

Current tax expense ..................... . TR -~ $92.5 >4'$'9?9.6 $ 96.9
Deferred tax’expense :..................... [ EIP R (22.2) (6.1) . 203
‘Amortization of“investment tax credits: +. ¢ .. ... .o [ (5.6) (5.6) (5.6)

Affordable housing tax credits.. .. ... S . (6.6) (6.2).- (5.8)
‘ » o | ' $58.01  $81.7  $10538

[

" The overall effective income tax rates shown below for the years ended December 31 were computed by dividing
total income tax expense by income before income taxes and preferred ‘'dividend requirements of subsidiaries.

1998 1997 1996

Statntory federal income tax rate. .. ... ... ... ... .. i i i 35.0% 35.0% 35.0%
State income taxes, net of federal benefits. ... ... .. ...t " 80 6.4 6.5
Affordable housing tax credits . . .........ooorrtiriir it AT @ Q27D 22
Amortization of investment tax credits..................... J Lo G 4 21
Adjustment of prior period taxes............0 . ...... ... . ;_ ..................... 04) (22) 10
MEIZET EXPEIISES . . . vttt et e et e et et e e e 24 0.5 1.2
Oil and gas production credits . . . ......ooutvntt i e P © (1.6) (0.6) (0.5)
Other IemMS, MEt . ... o e e e e 01 1.1 03

Overall effective income tax rate. . .............. ... ... ... i, e 36.0% 35.1% 39.2%

The accumulated deferred income taxes (assets) and liabilities as set forth below on the Consolidated Balance
Sheets at December 31 arise from the following temporary differences (in millions):

998 1997
Property related . .. ... uu e e - $677.7  $654.7
McLeod InVeStment . ... ... ... et e 121.1 124.3
Investment tax credit related . . ........ . ... ... ... ool (43.0) (46.1)
Decommissioning related ... ... ... .. oo e (334) (31.7)
Other ............. AU e (30.8) 18.7

$691.6 - $719.9
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" (1) ,BENEFIT PLANS:
(a) Pension Plans and Other Postretirement Benefits

IEC adopted SFAS 132, “Employers’ Disclosures about Pensions and Other Postretirement Benefits” in 1998.
1EC has several non-contributory defined benefit pension plans that cover substantially all of its employees who are
subject to a collective bargaining agreement. Plan benefits are generally based on years of service and compensation
during the employees’ latter years of employment. Eligible employees of IEC that are not subject to a collective
bargaining agreement are covered by the Alliant Energy Cash Balance Pension Plan, a non-contributory defined
benefit pension plan. During each year of service, IEC credits each participant’s account with a benefit credit equal
to 5% of base pay as well as a guaranteed minimum interest credit equal to 4%. The projected unit credit actuarial
cost method was used to compute pension cost and the accumulated and projected benefit obligations. IEC’s policy is
to fund all of the pension plans at an amount that is at least equal to the minimum funding requirements mandated by
the Employee Retirement Income Security Act of 1974, as amended (ERISA), and that does not exceed the
maximum tax deductible amount for the year.

[EC also provides certain other postretirement benefits to retirees, including medical benefits for retirees and
their spouses (and Medicare Part B reimbursement for certain retirees) and, in some cases, retiree life insurance.
IESU’s and IPC’s funding of other postretirement benefits generally approximates the annual rate recovery of such
costs, while WP&L’s funding generally approximates the maximum tax deductible amount on an annual basis.

The weighted-average assumptions as of the measurement date of September 30 are as follows:

Qualified Pension Benefits Other Postretirement Benefits
1998 1997 1996 1998 1997 1996

Discountrate ......................... 6.75% 7.25% 7.50% 6.75% 7.25% 7.50%
Expected return on plan assets .......... 9% 8-9% 8-9% 9% 8-9% 8-9%
Rate of compensation increase. .......... 3.5-45% 3.5-50%  3.5-5.0% 3.5% 35%  3.5-4.5%
Medical cost trend on covered charges: _

Initial trend range ................... - N/A N/A N/A 8% 8% . 8-9%

Ultimate trend range................. N/A N/A N/A  5.0-60% 5.0-6.5% . 5.0-6.5%

The components of 1IEC’s qualified pension benefits and other postretirement benefits costs are as follows
(in millions): SR

Qualified Pension Benefits Other Postretirement Beneﬁts
1998 1997 1996 1998 1997 1996
Service Cost ....... . $ 138 $ 13.1 $ 134 $ 5.1 $ 4.7 $ 49
Interest cost . ........ ... ... ... ....... 354 322 30.0 9.7 9.8 . 96
Expected return on plan assets ........... 47.2) (39.0) (36.8) 3.7 (2.6) . {1.9).
Amortization of: ' »
Transition obligation (asset) ........... 24) (2.4) (2.4) 4.7 49 5.0
Prior service cost . .................... 2.8 2.5 1.7 0.3) 0.3) 0.3)
Actuarial (gain)/loss ................. (0.9) - . 04 (1.2) (0.2) (0.1)
Total ... .. .. .. .. . $ 15 $ 64 $ 63 $14.3 $16.3 $17.2

During 1998, 1997 and 1996, IEC recognized an additional $10.3 million, $5.1 million and $4.7 million,
respectively, of costs in accordance with SFAS 88. The charges were for severance and early retirement programs in
the respective years. In addition, during 1998 and 1997, 1EC recognized $10.2 million and $1.7 million, respectively,
of curtailment charges relating to TEC’s other postretirement benefits. The amounts include a December 1998 early
retirement program.

The measurement date for accounting purposes is September 30 for IEC as disclosed above. Prior to the Merger,
WPLH, IPC and IES used December 31, November 1 and September 30 measurement dates, respectively.
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The assumed medical trend rates are critical assumptions in determining the service and interest‘cost,.and ’
accumulated postretirement benefit obligation related to postretirement benefit costs. A one percent change in the
medical trend rates for 1998, holding ali other assumptions constant, would have the following effects (in millions):

1 Percent Increase 1 Percent Decrease

Effect on total of service and interest cost components . ................... $ 23 $ 1.3)
Effect on postretirement benefit obligation ...................... ... . ... $15.6 ($13.0)

A reconciliation of the funded status of IEC’s plans to the amounts recognized on IEC’s Consolidated Balance
Sheets at December 31 is presented below (in millions):

Qualified Pension Other Postretirement
Benefits Benefits
1998 1997 1998 1997
Change in benefit obligation:
Net benefit obligation at beginning of year ................... $ 4742 $§ 4266 $ 1464 §$ 1365
SeIVICE COSt .ottt 13.8 13.1 5.1 4.7
INterest CoSt. ... vv it e 354 32.2 9.7 9.8
Plan participants’ contributions .. .......... ... .. ... . ... - - 1.3 1.4
Plan amendments . ....... ... i 2.5) 11.8 - -
Actuarial (gain) /loss......... ... i i 24.8 13.7 3.6) 1.0
Curtailments . ... ... . . i 3.0) 2.5 1.9 0.7
Special termination benefits............. ... . ... . 10.7 5.1 - -
Gross benefits paid .............. ... i (25.0) (30.8) (7.5) (7.7)
Net benefit obligation at end of year ...................... 528.4 474.2 153.3 146.4
Change in plan assets:
Fair value of plan assets at beginning of year .. ............... 529.1 482.6 50.7 37.2
Actual returnon plan assets ........... ... .. . L 2.2 72.5 2.5 3.7
Employer contributions ............ .. . ... . L - 4.8 7.0 16.1
Plan participants’ contributions . . ......... ... ... ... L - - 1.3 1.4
401(h) assets recognized ...... ... ... . ... i - - 1.1 -
Gross benefits paid .. ........ ... . i (25.0) (30.8) (7.5) (7.7)
Fair value of plan assets atend of year .................... 506.3 529.1 55.1 50.7
Funded status atend of year....... ... ... ... ... ... ..., (22.1) 54.9 (98.2) (95.7)
Unrecognized net actuarial (gain) / loss ....................... 303 (56.9) (7.5) (4.0)
Unrecognized prior service cost..................coiooui... 25.8 321 (1.7) (2.3)
Unrecognized net transition obligation (asset) .................. (10.6) (13.0) 60.6 73.2
Net amount recognized at end of year....................... $ 234 § 171 $ (46.8) $ (28.8)
Amounts recognized on the Consolidated
Balance Sheets consist of:
Prepaid benefit cost ........ ... .. . . L. $ 389 $§ 427 $ 09 $ 0.9
Accrued benefit cost....... ... ... (15.5) (25.6) 47.7) (29.7)
Additional minimum liability ........... ... ... ... ... ... (1.7 - - -
Intangible asset .. ... ... 7.7 -~ - -
Net amount recognized at measurement date ................. 23.4 17.1 (46.8) (28.8)
Contributions paid after 9/30 and prior to 12/31 ................ - - . 6.8 -
Net amount recognized at 12/31/98 ........................ $ 234 $ 171 $ (40.0) $ (28.8)




..

The benefit obligation and fair value of plan assets for the postretirement welfare plans with benefit obligations in
excess of plan assets were $146.5 million and $45.3 million, respectively, as of September 30, 1998 and $139.8 million
and $46.3 million, respectively, as of the prior measurement date. The projected benefit obligation, accumulated
benefit obligation and fair value of plan assets for the pension plans with benefit obligations in excess of plan assets
were $250.5  million;” $241.1 million and $217.9 million, respectively, as of September 30, 1998.

IEC also sponsors several non-qualified pension plans which cover certain current and former officers. Funding
of such plans at December 31, 1998, totaled approximately $4 million. IEC’s pension benefit obligation under these
plans was $25.8 million and $18.7 million at December 31, 1998 and 1997, respectively. IEC’s pension expense under
these plans was $4.5 million, $3.7 million, and $2.0 million in 1998, 1997 and 1996, respectively.

A significant number of IEC employees also participate in defined contribution pension plans (401 (k) plans).
IEC’s contributions to the plans, which are based on the participants’ level of contribution, were $7.7 million,
$5.5 million and $4.9 million in 1998, 1997 and 1996, respectively.

(h) Long-Term Equity Incentive Plan

IEC has a long-term equity incentive plan which permits the grant of non-qualified stock options, incentive stock
options, restricted stock, performance shares and performance units to key employees. As of December 31, 1998, only
non-qualified stock options and performance units had been granted to key employees. The maximum number of
shares of IEC common stock that may be issued under the plan may not exceed one million. Options are granted at
the fair market value of the shares on the date of grant and vest over three years. Options outstanding will expire no
later than 10 years after the grant date. The first options were granted in 1995 and became exercisable in January
1998. All options granted prior to the consummation of the Merger were issued by WPLH. A summary of the stock
option activity for 1998, 1997 and 1996 is as follows:

1998 1997 1996

Weighted .Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares . Price |

Outstanding at beginning of year . . . 191,800 $ 28.98 114,150 $ 29.56 41,900 $ 27.50 ) \
Options granted ............... .. 636,451 31.32 77,650 28.12 © 72,250 30.75
Options exercised . ............... (8,900) 28.59 - - .- - \
Options forfeited ................ (68,267) 30.49 - - - - )
Outstanding at end of year........ 751,084 $ 30.83 191,800 $ 28.98 114,150 $ 29.56
Exercisable at end of year......... 38,250 $ 27.50 - - - -

The range of exercise prices for the options outstanding at December 31, 1998 was $27.50 to $31.56.

The value of the options at the grant date using the Black-Scholes pricing method is as follows:

1998 1997 1996
Value of options based on Black-Scholes model .................... $4.93 $3.30 $3.47
Volatility . ... ... ) 21% 15% 16%
Risk free interest rate ........... .. ... ... ... . .. .. ... .. ’ 5.75% 6.43% 5.56%
Expected life. . ... ... ... . . 10 years 10 years 10 years
Expected dividend yield............ .. ... . .. .. . . ... 7.0% 7.0% 7.0%
IEC follows Accounting Principles Board (APB) Opinion 25, “Accounting for Stock Issued to Employees,” to \
account for stock options. No compensation cost is recognized because the option exercise price is equal to the

market price of the underlying stock on the date of grant. Had compensation cost for the plan been determined based
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on the Black-Scholes value at'the grant-dates for awards as prescribed by SFAS 123 “Accounting for Stock-Based
Compensation,” -pro forma net income and earnings per share would have been:

1998 1997 1996
Net income (in miliONS) ... vvveeeeeneanneeeneene. $93.5  $1443  $155.5
Earnings per share (basic and diluted) ... ... e $1.22 $ 1.89 $ 2.06

. The performance units represent accumulated dividends on the shares underlying the non-qualified stock options
and are expensed over a three-year vesting period based on'the annual dividend rate at the grant date. The
performance unit payout is contingent upon three-year performance criteria. The cost of this program in 1998, 1997
and 1996 was not significant.

(8) COMMON, PREFERRED AND PREFERENCE STOCK:
(a) Common Stock

During 1998, 1997 and 1996, 1EC issued 890,035; 687,962 and 777,649 shares of common stock under its various
stock plans, respectively. Shares issued prior to the Merger consummation by IES and IPC have been adjusted for
the applicable conversion ratios. In addition, 260,039 shares were issued in 1998 in connection with the acquisition of
oil and gas properties. At December 31, 1998, IEC had a total of 4.0 million shares available for issuance pursuant
to its Shareowner Direct Plan, Long-Term Equity Incentive Plan and 401 (k) Savings Plan. IEC has declared
a quarterly dividend of 50 cents per share each quarter since the consummation of the Merger.

During 1998, 1997 and 1996, IEC reacquired 1,133 shares, 3,278 shares and 10,771 shares, respectively, of its
common stock on the open market. Such shares were reacquired by IES prior to the consummation of the Merger
and have been adjusted for the IES conversion ratio. These shares were subsequently issued to various IEC directors
and employees. At December 31, 1998, no shares remained held as treasury stock.

In October 1998, the Board of Directors of IEC adopted a new Shareowner Rights Plan (new plan) to replace
IEC’s former plan that expired on February 22, 1999. The new plan was approved on January 15, 1999 by the SEC.
On January 20, 1999, the Board of Directors declared a dividend of one common share purchase right (right) on each
outstanding share of IEC’s common stock which was issued on February 22, 1999 to coincide with the expiration of
the former plan. Rights under the new plan will be exercisable only if a person or group acquires, or announces
a tender offer to acquire, 15% or more of [EC’s common stock. Each right will initially entitle shareowners to buy
one-half of one share of IEC’s common stock. The rights will only be exercisable in multiples of two at an initial price
of $95.00 per full share, subject to adjustment. If any shareowner acquires 15% or more of the outstanding common
stock of IEC, each right (subject to limitations) will entitle its holder to purchase, at the right’s then current exercise
price, a number of common shares of IEC or of the acquirer having a market value at the time of twice the right’s per
full share exercise price. The Board of Directors is also authorized to reduce the 15% thresholds to not less than 10%.

In rate order UR-110, the PSCW ordered that it must approve the payment of dividends by WP&L to IEC that
are in excess of the level forecasted in the rate order ($58.3 million), if such dividends would reduce WP&L’s average
common equity ratio below 52.00% of total capitalization. The dividends paid by WP&L to IEC since the rate order
was issued have not exceeded the level forecasted in the rate order.

(b) Preferred and Preference Stock

In 1993, IPC issued 545,000 shares of 6.40%, $50 par value preferred stock with a final redemption date of
May 1, 2022. Under the provisions of the mandatory sinking fund, beginning in 2003, IPC is required to redeem
annually $1.4 million of 6.40% preferred stock (27,250 shares).

(9) DEBT:
(a) Short-Term Deht

IEC maintains committed bank lines of credit, most of which are at the bank prime rates, to obtain short-term
borrowing flexibility, including pledging lines of credit as security for any commercial paper outstanding. Amounts

48



available under these lines of credit totaled $150 million as of December 31, 1998. Commitment fees are paid to
malntain these lines and there are no conditions which restrict the unused lines of credit. Alliant Energy Resources
also maintains a credit agreement with various banking institutions. The unborrowed portion of this agreement is also
used to support Alliant Energy Resources’ commercial paper program. The amount available under this agreement as
of December 31, 1998, was $150 million. Information regarding short-term debt and lines of credit is as follows
(in millions):

1998 1997 1996

As of year end — : :
Commercial paper outstanding .. ................ i, $64.5 $114.5 $198.2
Notes payable outstanding .. ....... ... ... i $51.8  $420 $ 68.3
Discount rates on commercial paper............. P 5.10-6.55% 5.82-5.90% 5.35-6.05%
Interest rates on notes payable .......... ... ... ... .. ... ... ..., 5.44-7.00% 5.00-590% 5.28-6.59%

For the year ended — '

Average amount of short-term debt (based on daily outstanding :
balances) . ... ... $126.6 $211.0 $207.9
Average interest rate on short-term debt ....... .. ... .. .. ... L. 5.55% 561%  557%

(b) Long-Term Debt

IESU'’s Indentures and Deeds of Trust securing its First Mortgage Bonds constitute direct first mortgage liens
'upon substantially all tangible public utility property. IESU’s Indenture and Deed of Trust securing its Collateral
Trust Bonds constitutes a second lien on substantially all tangible public utility property while First Mortgage Bonds
remain outstanding. Substantially all of WP&L’s and IPC’s utility plant is secured by its First Mortgage Bonds.
WP&L also maintains an unsecured indenture relating to the issuance of debt securities. In addition, IEC’s long-term
debt includes unsecured debentures, notes payable and revenue bonds related to its affordable housing properties.

Alliant Energy Resources is a party to a 3-Year Credit Agreement with various bankinginstitutions. The
agreement extends through October 2000, with one-year-extensions available upon agreenient by the parties. Unused
borrowing avallablllty under thls -agreement is also used to support Alliant Energy Resources’ ‘commercial paper
program. A combinéd maximum of $450 million of borrowings under this agreement and the commercial paper
program may be outstanding at any one time. Interest rates and maturities are set at the time of borrowing. The rates
are based upon quoted market prices and the maturities are less than one year. At December 31, 1998, Alliant Energy
Resources had $253 million of commercial paper outstanding backed by this facility with interest rates.ranging from
5.15%-5.85%. (See Note 11(a) for a discussion of several interest rate swaps Alliant Energy Resources has entered
into relative to $200 million of short-term borrowings under, or backed by, this agreement). Alliant Energy Resources
intends to continue issuing commercial paper backed by this facility and no conditions existed at December 31 1998
that would prevent the issuance of commercial paper or direct borrowings on its bank lines. Accordmgly, this debt is
classified as long-term. L : . e

Debt maturities (excluding periodic sinking fund requirements, which will not require additional cash
expenditures) for 1999 to 2003 are $318.1 million, $56.0 million, $84.7 million, $3.8 million and $9.3 million, -
respectively. Depending upon market conditions, it is currently anticipated that a majority of the maturmg debt will
be refinanced with the issuance of long-term securities. :

Refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations” (MD&A)

for a further discussion of IEC’s debt.

i
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(10) ESTIMATED FAIR VALUE OF FINANCIAL INSTRUMENTS:

.

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments: '

» Curreut Assets and Current Liabilities — The carrying amount approximates fair value because ef the short
maturity of such financial instruments.

* Nuclear Decommissioning Trust Funds — The carrying amount represents the fair value of these trust
funds, as reported by the trustee. The balance of the “Nuclear decommissioning trust funds” as shown on the
Consolidated Balance Sheets included $43.0 million and $35.7 million of net unrealized gains at Decem-
ber 31, 1998 and December 31, 1997, respectively, on the investments held in the trust funds. The accumu-
lated reserve for decommissioning costs was adjusted by a corresponding amount.

» Cumulative Preferred Stock — Based upon the market yield of similar securities and quoted market prices.
* Long-Term Debt — Based upon the market yield of similar securities and quoted market prices.

* Investment in McLeod — Pursuant to the provisions of SFAS 115, the carrying value of the McLeod
investment is adjusted to estimated fair value based on the closing price at the end of the quarter.

* Investments iu New Zealand — Fair value of the New Zealand investments are generally based on quoted
market prices.

The following table presents the carrying amount and estimated fair value of certain financial instruments for
IEC as of December 31 (in millions):

1998 1997
Carrying Fair Carrying Fair
Value Value Value Value
Nuclear decommissioning trust funds................................. $ 226 $ 226 $ 190 $ 190
Cumulative preferred stock ......... .. ... ... ... I13 109 113 105
Long-term debt, including current portion ............................. 1,664 1,753 1,543 1,600
Investment in McLeod (Note 5(a)) ........ ... ..o .. 320 320 328 328
Investments in New Zealand (Note 5(b)) ............. . ... ......... 32 44 34 33

Since IESU, WP&L and IPC are subject to regulation, any gains or losses related to the difference between the
carrying amount and the fair value of its financial instruments may not be realized by IEC’s shareowners.

(II) DERIVATIVE FINANCIAL INSTRUMENTS:

IEC, through its consolidated subsidiaries, has historically had only limited involvement with derivative financial
instruments and has not used them for speculative purposes. They have been used to manage well-defined interest
rate and commodity price risks.

(a) Intgrest Rate Swaps and Forward Contracts —

At December 31, 1998, Alliant Energy Resources had two interest rate swap agreements outstanding (both
expiring in April 2000 with the bank having a 1-year extension option for one of the agreements) each with a notional
amount of $100 million. WP&L also had two interest rate swap agreements outstanding (both expiring in 2000) at
December 31, 1998, and the combined notional amount of the two agreements was $30 million. These agreements
were entered into in order to reduce the impact of changes in variable interest rates by converting variable rate
borrowings into fixed rate borrowings thus all agreements require Alliant Energy Resources and WP&L to pay a fixed
rate and receive a variable rate. Had Alliant Energy Resources and WP&L terminated the agreements at
December 31, 1998, they would have had to make payments of $2.9 million and $0.3 million, respectively.
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-, On September 14, 1998, WP&L entered into an interest rate forward contract related to the anticipated issuance

of $60 million of debentures. The securities were issued on October 30, 1998, and the forward contract was settled,
which resulted in a cash payment of $1.5 million by WP&L.

(b) Gas Commodities Instruments —

WP&L uses gas commodity swaps to reduce the impact of price fluctuations on gas purchased and injected into
storage during the summer months and withdrawn and sold at current market prices during the winter months. The
notional amount of gas commodity swaps outstanding as of December 31, 1998, was 5.8 million dekatherms. Had
WP&L terminated all of the agreements existing at December 31, 1998, it would have realized an estimated gain of
$0.8 million.

(¢) Electricity Trading Joint Venture —

IEC has a 50% interest in an electricity trading joint venture with Cargill Incorporated (Cargill) which is
accounted for under the equity method of accounting. The joint venture’s trading activities principally consist of
marketing and trading over-the-counter contracts for the purchase and sale of electricity. The majority of the forward
contracts represent commitments to purchase or sell electricity at fixed prices in the future and require settlement by
physical delivery of electricity or are netted out in accordance with industry trading standards. The value-at-risk of the
joint venture for its forward contracts outstanding at December 31, 1998, was not significant.

(12) COMMITMENTS AND CONTINGENCIES:
(a) Construction and Acquisition Program

Plans for IEC’s construction and acquisition program can be found elsewhere in this report in the “Liquidity and
Capital Resources — Capital Requirements” section of MD&A.

(b) Purcbased-Power, Coal and Natural Gas Contracts

IEC has entered into purchased-power capacity and coal contracts and its minimum commitments are as follows
(dollars in millions, megawatt-hours (MWHs) and tons in thousands): '

Coal _

(including
Purchased-Power transportation costs)
Dollars MWHs Dollars Tons
1999 .. $104.0 1,691 $49.2 11,560
2000 . ... 102.4 1,571 24.6 4,457
2001 ... 71.0 925 15.7 2,695
2002 ... 43.5 280 54 1,036
2003 ... 36.2 280 0.3 95

IEC is in the process of negotiating several new coal contracts. In addition, it expects to supplement its coal
contracts with spot market purchases to fulfill its future fossil fuel needs.

IEC also has various natural gas supply, transportation and storage contracts outstanding. The minimum
dekatherm commitments, in millions, for 1999-2003 are 194.8, 162.8, 146.8, 122.3 and 95.1, respectively. The
minimum dollar commitments for 1999-2003, in millions, are $158.7, $95.9, $83.5, $58.8 and $46.1, respectively. The
gas supply commitments are all index-based. IEC expects to supplement its natural gas supply with spot market
purchases as needed.
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(c) Information Tecbnology Services

.

In May 1998, IEC entered into an agreement, expiring in 2004, with Electronic Data Systems Corporation
(EDS) for information technology services. IEC’s anticipated operating and capital expenditures under the
agreement for 1999 are estimated to total approximately $21 million. Future costs under the agreement are variable
and are dependent upon 1EC’s level of usage of technological services from EDS.

(d) Financial Guarantees and Commitments

IEC has financial guarantees, which were generally issued to support third-party borrowing arrangements and
similar transactions, amounting to $18.1 million outstanding at December 31, 1998. Such guarantees are not reflected
in the consolidated financial statements. Management believes that the likelihood of IEC having to make any
material cash payments under these agreements is remote.

In addition, as part of IEC’s electricity trading joint venture with Cargill, Cargill has made guarantees to certain
counterparties regarding the performance of contracts entered into by the joint venture. Guarantees of approximately
$50 million have been issued of which approximately $5 million were outstanding at December 31, 1998. Under the
terms of the joint venture agreement, any payments required under the guarantees would be shared by IEC and
Cargill on a 50/50 basis to the extent the joint venture is not able to reimburse the guarantor for payments made
under the guarantee.

As of December 31, 1998, Alliant Energy Resources had extended commitments to provide $7.2 million in
nonrecourse, fixed rate, permanent financing to developers which are secured by affordable housing properties. IEC
anticipates other lenders will ultimately finance these properties.

(e) Nuclear lusurance Programs

Public Hability for nuclear accidents is governed by the Price Anderson Act of 1988, which sets a statutory limit
of $9.8 billion for liability to the public for a single nuclear power plant incident and requires nuclear power plant
operators to provide financial protection for this amount. As required, IESU provides this financial protection for
a nuclear incident at DAEC through a combination of lability insurance ($200 million) and industry-wide
retrospective payment plans ($9.6 billion). Under the industry-wide plan, each operating licensed nuclear reactor in
the United States is subject to an assessment in the event of a nuclear incident at any nuclear plant in the
United States. The owners of DAEC could be assessed a maximum of $88.1 million per nuclear incident, with
a maximum of $10 million per incident per year (of which IESU’s 70% ownership portion would be approximately
$61.7 million and $7 million, respectively) if losses relating to the incident exceeded $200 million. These limits are
subject to adjustments for changes in the number of participants and inflation in future years. On a similar note,
WP&L, as a 41% owner of Kewaunee, is subject to an overall assessment of approximately $36.1 million per incident,
not to exceed $4.1 million payable in any given year.

IESU and WP&L are members of Nuclear Electric Insurance Limited (NEIL). NEIL provides $1.9 billion of
insurance coverage for IESU and $1.8 billion for WP&L on certain property losses for property damage,
decontamination and premature decommissioning. The proceeds from such insurance, however, must first be used for
reactor stabilization and site decontamination before they can be used for plant repair and premature decommission-
ing. NEIL also provides separate coverage for additional expense incurred during certain outages. Owners of nuclear
generating stations insured through NEIL are subject to retroactive premium adjustments if losses exceed
accumulated reserve funds. NEIL’s accumulated reserve funds are currently sufficient to more than cover its
exposure in the event of a single incident under the primary and excess property damage or additional expense
coverages. However, IESU could be assessed annually a maximum of $1.9 million for NEIL primary property,
$3.5 million for NEIL excess property and $0.7 million for NEIL additional expenses if losses exceed the
accumulated reserve funds. WP&L could be assessed annually a maximum of $1.1 million for NEIL primary
property, $2.0 million for NEIL excess property and $0.6 million for NEIL additional expense coverage. 1ESU and
WP&L are not aware of any losses that they believe are likely to result in an assessment.
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«In the unlikely event of a catastrophic loss at Kewaunee or DAEC, the amount of insurance available may not be
adequate to cover property damage, decontamination and premature decommissioning. Uninsured losses, to.the
extent not recovered through rates, would be borne by IEC and could have a material adverse effect on 1EC’s
financial position and results of operations.

(f) Environmental Liabilities . ‘ ' Lo C A

IEC has recorded environmental liabilities of approximately $78.4.million on its Consolidated Balance Sheets at
December 31, 1998.. IEC s significant env1ronmental liabilities are.discussed below ¥

H i e, T oaely

Manufactured Gas PIant Sites

IESU, WP&L and IPC all have current or prevrous ownership mterests in properties previously associated w1th
the production of gas at MGP sites for which they may be l1able for investigation; remediation and monrtonng costs
relating to the sites. A summary of information’ relatmg to the sites is as follows:

IESU  WP&L  IPC

Number of known sites for which liability. may exist ........... e 34 14 .9

Liability recorded at-December 31, 1998 (millions) ........ e ... - 8266 $ 7.7 .$17.5
Regulatory asset recorded at December 31,.1998 (millions) ........... $26.6 $t4.1  $17.5

The companies are working-pursuant to the requirements of various fedéral and state agencies to investigate,

mitigate, prevent and remediate, where necessary, the environmental impacts to property, including natural resources,
at and around the'sites in order to protect public health and the environment. The companies each believe that they

have completed the remediation at various sites, although they are still in the process of obtaining final approval from e

the appllcable env1ronmental agenc1es for some of these sites. L S ,(:,_,g,.

Each company records env1ronmental liabilities based upon penodlc studles ‘most recently updated in the fourth
quarter of 1998, related to the MGP sites!’ Such amounts are based on"the best’ current estimate ‘of the’ rema1n1ng
< amount to be 1ncurred for investigation, remediation” "and Thonitoring ¢osts for those :sites where the invesfigation’
© process 5 has beeh or'is substant1ally completed, and the minimum of the estimated cost range for-those sites where the_

investigation is inits- earller stages. It is poss1ble ‘that fiifure’ cost ‘estirhates will be greater than current estimates as

the 1nvest1gat10n process proceeds and as additional facts become’ known. Thé amounts recognized s liabilities are
adjusted as further information develops or circumstances change Costs of future expendrtures ‘for env1ronmental

remediation dbligations are not discounted to their fa1r value ’ e ',,
P . s

Management currently estimates the range of remam1ng costs to be incurred for the 1nvest1gat1on remedlatlon
and monitoring of all IEC sites to be approximately $35°milliori to $66 million. IESU, "WP&L and IPC currently

estimate their share of the remaining costs to be incurred to be’ approx1mately $l7 million to $36 mllhon $5 m1lhon to

$9 million and $l3 million'to $21 ‘million, respectlvely =

- Under the current rate making treatment approved by the, PSCW the MGP expendltures of WP&L net of any
insurance. proceeds, are. deferred and collected from gas customers over a five-year period after new rates are
implemented. The MPUC also allows the deferral of MGP-related costs applicable to the, Minnesota sites, and IPC
has béen successful in obtaining approval to recover, such costs in rates in Minnesota. While the IUB does not allow,
for the deferral of MGP-related costs, it has perm1tted utilities to recover, prudently incurred costs. As a result,
regulatory assets. have .been_recorded by each company which reflect the. probable future rate recovery, where

- applicable. Considering the current rate treatment, and assuming no material change therein, IESU, WP&L and IPC
believe that the clean- -up costs incurred for these MGP sites w1ll not have a material adverse effect on their respective
financial positions or results of operations. :

‘In April 1996, IESU filed a lawsuit against certain of its insurance carriers seeléing reimbifsement for its
MGP_—related costs. Settlement has been reached with all its carriers and all issues have been resolved. In 1994, IPC
filed a. lawsuit against certain: of its insurance carriers,to recover its MGP-related costs. Settlements have been
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reached w1th eight carriers: IPC is contmumg its pursuit of additional recoverlcs but-is unable to _predict the amount
of any additional recoveries they may realize. Amoiints received: from i insiirarice ‘carfiers ‘are being deferred by IESU
and IPC pending a dctermmatlon of the regulatory treatment of such recoveries. WP&L has settled with all of
its carriers. = o .

National Energy Policy Act of 1 992

* The National Energy Policy Act of 1992 requires owners'of nuclear power plants to pay a special assessment into
a “Uranium Enrichment Decontamination and Decommissioning Fund.” The assessment is based upon prior nuclear
fuel purchases. IESU is recovering the costs associated with this assessment through its clectric fuel adjustment
clauses over the period the costs dre assessed. IESU’s 70% share of the future assessment:at December 31, 1998 was -
$7.8 million and has been recorded as a liability with a related regulatory asset for the unrecovered amount. WP&L
had a regulatory asset and a liability of $5.4 million and $4.6 million recordcd at December 31, 1998, respectlvely
IEC continues to pursuc relief from this assessment through htlgatlon

1
it

Oil and Gas Properties Dismantlement and Abandonment Costs

Whiting is responsible for certain dismantlement and abandonment costs related to various off-shore oil and gas
platforms (and related on-shore plants and equipment), the meost significant of which is located off the coast of
California. Whiting estimates the total costs for these properties to ‘be ‘approximately $13 million and the most
significant expenditures are not expected to be incurred until 2004. In accordance with applicable accounting
requii"ements Whiting has accrued these costs resulting in a recorded liability of $13 million at December 31, 1998.

(g) Spent N uclear Fuel

The Nuclear Waste Pohcy Act of 1982 assigned respon51b111ty to the U.S: Department of Energy (DOE) to
establish a facility for the ultimate disposition of high level waste and spent nuclear fuel and authorized the DOE to
enter into contracts with parties for the disposal of such material bcgmnmg in January 1998. IESU and WP&L
entered into such contracts and have made the agreed payments to the Nuclear Waste Fund held by the
U.S. Treasury. The companies were subsequently notified by the DOE that it was not able to bcgm acceptance of .
spent nuclear fuel by the January 31, 1998 deadline. Furthermore, the DOE has experienced significant delays in its
efforts and material acceptance is now expected to occur no earlier than 2010 with the possibility of further delay
being likely. IEC has participated in several litigation proceedings against the DOE on this issue and the respective
courts have affirmed the DOE’s responsibility for spent nuclear fuel acceptance. IEC is evaluatmg its options, for
recovery of damages due to the DOE’s delay in accepting spent nuclear fuel.

The Nuclear Waste Policy Act of 1982 assigns responsibility for interim storage of spent nuclear fuel to
generators of such spent nuclear fuel, such as IESU and WP&L. In accordance with this responsibility, IESU and
WP&L have been storing spent nuclear fuel on site at DAEC and Kewaunee, respectively, since plant operations
began. IESU will have to increase its spent fuel storage capacity at DAEC to store all of the spent fuel that will be
produced before the current license expires in 2014, To provide assurance that both the operating and post-shutdown
storage needs are satisfied, construction of a dry cask modular facility is being contemplated. With minor
modifications, Kewaunee would have sufficient fuel storage capacity to store all of the fuel it will generate through the
end of the license life in 2013. No decisions have been made concerning post-shutdown storage needs. Legislation is
being considered on the federal level that would, among other provisions, expand the DOE’s permanent spent nuclear
fuel storage to include interim storage for spent nuclear fuel as early as 2002. This legislation has been submitted in
the U.S. House. The prospects for passage by the U.S. Congress, and subsequent successful implementation by
the DOE, are uncertain at this time.

(b) Decommissioning of DAEC and Kewaunee

Pursuant to the most recent electric rate case order, the IUB and PSCW allow IESU and WP&L to recover
$6 million and $16 million annually for their share of the cost to decommission DAEC and Kewaunee, respectively.
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: D}e‘comm;issioning expense is included in “Depreciation and amortization” in the Consolidated Statements of Income
and the cumulative amount is included in““Accumulated depreciation” on the Consolidated Balance Sheets to the
extent recovered throu'gh rates. :

Addmonal mformatIon relatmg to the decommlsslonmg of DAEC and Kewaunee Includes (dollars in millions):

. .
i

z . DAEC ‘ Kewaunee
Assumptions relating to current rate recovery ﬁgures . "
IEC’s share of estimated decomm1ss10nmg cost e ‘ $2528 - : $189.7
Year dollars in. .. ..:. 0. PR ; e T 1993 ©+ 1998
Method to develop estimate L Sl NRC minimum formula Site-specific ‘study
Annual inflation rate........ o 491% , 5.83%
‘Decommissioning method . . ...~ ...:..... e e * Prompt dismantling . Prompt dismantling
S o : o and removal and removal
Year decommrssromng 10 COMMENCE . ..\l eeeennn.. ‘ . 2014 - 2013
Average after-tax return on external investments .......... L 6.82% : O 6.21%
External trust fund balance at December 31, 1998 .......... N $ 917 $134.1
“Internal reserve at December 31,1998 .................... o $217 T -
After-tax earnings on.external trust funds in 1998 IRAERRE R . 852

The rate recovery figures for DAEC only’ Included an inflation estimate through 1997. Both IESU and WP&L

.are funding all rate recoveries for decommrssmnmg into external trust funds and fundmg on a tax-quahﬁed basis to
~ the extent possible. All of the rate, recovery assumptlons are sub]ect to change Aan future regulatory proceedmgs In
accordance with their Tespective regulatory requirements, IESU and WP&L record the ‘earnings-on the’ éxternal trust
funds' as interest: income with a correspondmg entry to interest expense at-IESU. and to deprec1atron expense
at WP&L The eammgs accumulate;m the external trust fund balances and in: accumulated deprec1at10n on utllIty
plant.

IESU’ *70% share of the estrmated cost to- decommrssron DAEC based on the most recent s1te—spec1ﬁc study
completed in 1998 is $3342 ‘million, in 1998 dollars “This study. includes the costs to: termmate DAEC’s NRC license -;, '
and to return the site to.a greenﬁeld condItIon IESU’s 70% share of the estImated ‘cost to decommIssmn DAEC .
based on thie most recent NRC m1n1mum formula is $347 0in 1997 dollars. The NRC, minimum, formula is. Intended
to apply only to- the cost of terminating DAEC’s NRC llcense The additional’ decomm1ss10nmg expense fundmg
requrrements wh1ch should result from these updated—studles are not reﬂected inJESU’s rates TR e

gt
VA . ) : \r’m.“‘r -

(i) Legal Proceedmgs o _‘.z

T Y . U . ~f‘“'l ‘. .
IEC is involved in legal and’ admrmstratrve proceedings before various courts and agencies with respect to »‘ :
matters arising in the ordinary course- of. business.: Although*unable 'to predict the outcome of these matters, IEC *
beliéves that appropriate reserves have been establIshed and final drsposmon of' these actlons will not’ have a materIal £
adverse effect on its financial posrtron or results of operatrons S . S
a3y, JOINTLY OWNED ELECTRIC UTILITY PLANT: o T e e el
Under joint ownershlp agreements with other: Iowa and Wlsconsm utilities, IESU, WP&L and IPC have '
undivided ownership interests in jointly-owned electric generating stations and reldtéd transmission facilities. Each of
the respectrve owners is responsible for the financing of i its portion of the construction costs. Kilowatt- hour generatron
and operating expenses are drvrded on the same basis as ownershIp w1th each owner reflecting its respectlve costs in’

[ . - \_.-
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its-Consolidated’ Statements of ; Incomc Information relatlvc to IESU’ WP&L’s and IPC’s owncrshlp mterest in -

these facilities at December 31, 1998 is as follows (dollars in: mllhons) ' K C e
R b i
1998 : 1997
) : Plant . Accumulated , . . " | Accumulated
‘Ownership In-service ~ MW ~ Plantin  Provision for & °° Plant in  Provision for

Interest % Date . Capacity = Service Depreciation ~ CWIP  Service " Depreciation CWIP

IESU ,,
Coal: BN - e N ’.';.:. . o ) ‘
< Ottumwa Unit 1 ... .. f. 48.0 1981 716 $ 1931 $1027 $08'$ 1916 $ 96 § -
"Neal Unit 3 ...........;c.., 280 . 1975 515 . 590 324 01 . 608 . 306 - 0.l
~ Nuclear: ' : : ‘ L . eyt .
. DAEC............ Ceeeeso. 700 1974 520 507.1 2472 14 5006 2308 28
Total IESU .......... e . $ 7592 $3823 $23 § 753.0 $3580  $2.9
WP&L ' '
Coal: ]
, o 1975 & ; o
Columbia Energy Center . .. .. 46.2 1978 1,023 $ 1615 $938 ~$ 14 $ 1614 ‘$'892  $08 .
" Edgewater Unit4 ........... 68,2 1969 330 524 © 308 04 - 515 295 1.0
Edgewater Unit 5 .. ... .0 150 1985 380 - 229.0 85.9- 02 2294 798 0.1
Nuc]ear » .
" Kewaunee Nuclear Power ce . : C
Plant ...\ ........... c... (410 1974 535 1322 93.7 64 1320 866 03
Total WP&L ........ o ' $ 5751 $3042 $'84 $ 5743  $285.1  $22
IPC . AR : o i R \ . B B o ‘ '
* Coal: o S o ' o R N
Neal Unit4 ............ oo 2157 197907 640 $ 821 C$ 484  $ 158 822 $458 77§ -
CLouisa Unit I............... 40 1983 738 247 117 - 24.7 109 -
Total IPC ............. U o $ 1068 "$601 $158 1069 $567 § -

Total IEC.................. $L44L1  $746.6  $12.2 $14342  $699.8  $5.1

(I4) SEGMENTS OF BUSINESS

In 1998, IEC adopted SFAS 131, “Disclosures About Segments of an Enterpnse and Related Informatlon
1EC’s principal business segments are:

+ Regulated domestic utilities — consists of IEC’s three regulated utility operating companies (IESU,
WP&L, and IPC) serving customers-in Iowa, Wisconsin, Minnesota and Illinois. The regulated domestic
utility business is broken down into three segments which are: 1) electric operations; 2) gas operations; and

. 3)- other, which.includes the ‘water and steam businesses as well as the unallocated portions of the utility
business. ‘

+ Nonregulated businesses — represents the operations of Alliant Energy Resources and its subsidiaries. This
includes the company’s domestic and international energy products and services businesses; industrial
services, which includes environmental, engineering and transportation services; investments in affordable
housing initiatives; and investments in various other strategic initiatives.

. " Otber — includes the operatlons of IEC’s parent company and Alliant Energy Corporate Services, as well as
any reconciling/eliminating entries. :

Intersegment revenues were not material to IEC’s operations and there was no single customer whose revenues
exceeded 10% or more of IEC’s consolidated revenues. Refer to Note 5(b) for a breakdown of IEC’s international
investments by country.
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Certam ﬁnan01al 1nformat10n relating to 1EC’s significant business segments and prodnicts’r' and: -services is

pi'esented below

‘ Regulated Domestic Utilities . '_ “Nonregulated B ; - IEC
Electric Gas - Other Total " Bnsiuesses Other Consolidated
.. ‘ ‘ , (in thousands) - : C
1998 : ' -t “
Operating revenues.. . . . . . .. e -.$1,567, 442 $295, 590 $ 31,235 $1,894,267 $238 676 $ @2, 069) $2 130,874
Deprecnatlon and amortlzatlon , e B
EXPeNSe . .. ... ..., ‘219,364 23,683 2,623 245 670 33,835 . ,, - 279,505
Operating income (loss) ......... - - 271,511 16,027 5,598 - 293,136 - (8,608) (1;226) 283,302
Interest expense, net ............ n 96,951 96,951 23,298 .. 2,302 . 122,551
Preferred and preference dividends; - 6,699 6,699 o= = .. 6,699
Net (income) loss from equity ) ' . e
metbod subsidiaries ........... ' (858) - (858) 2,197 j - 1,339
Miscellaneous, net (otber than 4 ' o '
eqnity income/loss) ... ...... .. : 3,545 3,545 (7,973) E 2 353 (2,075)
Income tax expense (benefit) ..... o 77,257 77,257 (17,232) (4, 912) . 58,113
Net income (loss) ...... PRI S 109,542 109,542 (8,898) - (3,969) . "96,675
Total assets. ......... s . -3;202,837 458,832 469, 822 4,131,491‘ 869,261 - (41,415) 4 959,337
Investments in.equity metbod: P _". D ' o : Lol ’
subsndlarles B U L L 5 189' "5, 189 49,446 R 54,635
Constructlon and acqulsmon ERSEEE PPt | K o L
expenditures . e I 233,638 33,200‘ 2,295' 269, 133 102,925 - 372,058
1997 : , ' ) y
Operating revenues . . ....... . $1, 51‘5 753 $393,907 $ 30,882 $1,940,542 $361,961 $ (1,876) $2,300,627
. Deprecmtlon and amortlzatlon . R ' SR
C expense B L IR 201 742 21 553 2 432 225,727 . -33,936 - 259,663
B ',Qperanng income- (loss). LA T 3I6 880 " ‘9”'330 «:22,169 - 348379  (6,818) - (5,178) 1 336,383
" Intefest e expense net: oo . ; o ) o 95 734 95 7344 23:4977 7 (1,642) 117,289
Preferred and. preference d1v1dends e 1 " l‘6 693 6 693 - el T e 6,693
Net (income)! loss. from SQUity e oo el ' AR L A
method subsidiaries ™~ . A" T, LT L TR T (32) (32) 8497 T LT g1
Miscellaneous, net (other than _ . o
equity income/loss) ........... _ : (8,257)‘ (8,257) (8,282) 1,812 (14,727)
Incomie tax expense (benefit) ... .. . e 101,739 101,739 (18,616)  (1,390) 81,733
Net income (loss) e ] 152,502 152,502 (3,966)  (3,958) 144,578
; Total assets,. ... AR 3,142,910, 448,845 485,225 4,Q_76;98,0; ;. 838,504 8,066 . 4,923,550
‘-4-:_-,Investments in equlty method RS AL S ) - L ,
" - subsididriest .. ... hnn 5,694 5 694 39,175 . T - 44869
Construction and acqulsmon A e S e, . o
expenditures ................. 217,023 - _33,984 5,753 ,256;76_0 e 71,2800 s S 328,040
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LR "a et e 407 =0 Regulated Domestic Utilities " g T -N;éui'éyg'hlh.ted u i lE(;
e : ... Electric Gas . . .Other Total -  Businesses Other -~ . Consolldated*;
S ' : ' . (in thonsands) - B "

1996 ' UL

Operatlng revcnues.. .............. $1 440 375 $375 955 $ 24,008 $l 840 338 $393,963 ($ 1,461).$2,232,840
Deprecmtlon and amortlzatlon - - T
éxpense ... ML il o 180,989 - 18, 124" 13891 201;004 31,359 ST 232,363
. Opcratmg income (loss) ......... 326,370 40, 521 - 7,001 373,892 (6,666): ~ (1,787)* 365,439
Interest expense,’ nct. . g 86 084 86 084 17,859 . - 3,804 107,747
) Preferrcd and prcfercncc dividends o 126,687 - j"' 6 687 o= =T 6,687
Net (income)-loss-from equity c - " - T
"method subsidiaries.. /......... ' -(372) (372) 18 , - - (354)
Miscellaneous; net (other than ‘ , : ’ ' ,
equity income/loss) ..%..... .. . RS (1,390) - (1390) (9,968) .~ (131) © (11,489)
Income tax expense (bcneﬁt) ..... . : o 115,033 115,033 . '(1,2,7;24,‘)'*_ i 3451 - --105 760
Net income (Ioss) from contmumg R ) e e
operations 1", L L =y S 167.’850 167,850 - (1,851) " (8,911) %157, 088
Dlscontlnued operations:. P e T ) . -+ (1,297) - (] 297)
Net income (loss) ....%..... [ ’ ) 167 850 T 167.850  (3,148)  (8911) 155,791
Totalassets .................... 33122,761 511 110 452 885 4,086,756 546,690 - 6,380 4, 639 826
Investments in equity method ' . o
subsidiaries . . ... T, , 6110_ 6,110 15163 0 - = 17,273
Construction -and acquisition . . - - . .
expenditures ................. 247,323 . 34,738 15 135 297,196 115,078 ) - 412,274

Products and Services '

w0

5 ) Revenues . I
Regulated Domestic, Utilities L Nouregulated Businesses
B Environmenta[ . Transportation, Total
‘and Engineering Oil and Gas Nonregulated Rents and = Nonregulated
Year Electric Gas Other Services Production Energy . Other- Businesses
L : ' (in thousands) - :

1998 $1,567,442 $295,590 $31,235 - $72,616 $64,622 $40,536 $60,902 $238,676
1997 1,515,753 393,907 30,882 78,105 . 68,922 - 151,128 63,806 361,961

1996 1,440,375 375955 24,008 84,859 . 65724 192,217 51,163 393,963

(15) DISCONTINUED OPERATIONS: -
IEC’s financial statements reflect the discontinuance of operations of its utility energy and marketing consulting

business in 1995. During 1996, IEC recogmzcd a loss of $1.3 million, net of applicable income tax benefit, assoc1atcd
with the final disposition of the business.
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" (16) SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA (Unandited):

 Quarter Ended *

March 31
1998**
Operating revenues . ..................c..oviion... $556,283
Operating-income . ....... ... ..... ... ... .. ..., 73,880
Net income (loss) .......................... P 28,875
Earnings per average common share (basic and
diluted) . ......... .. ... ... 0.38
1997 .
Operating TeVEeNUES . . ... verrneeineeennannns $663,650 -
Operating income . ...........ccouiinirnineeennnn.. 92,319
Netincome ................. P P L 40,688
Earnings per average common share (basic and diluted) 0.54

r .
T

June 30 Septemher 30 Decemher 31
(iu thousauds, excep(-per share data)

$491,012 $555,313 $528,266
32,627 122,196 54,599
(9,098) 51,704 25,194
(0.12) 0.67 0.33
$493,842 $556,858 $586,277
56,987 120,297 66,780
19,799 54,969 29,122
0.38

0.26

- 072

*  Financial results have been restated for 'a‘ll quarters presented with the exception of the third and fourth quaﬁer
of 1998 to reflect a change in accounting method for IEC’s oil and gas properties implemented in the third
quarter of 1998 from the full cost method to the successful efforts method. See Note 1(i) for additional

information.

**  Net income for 1998 was impacted by the recording of approximately $10 million, $35 million, $6 million and
$3 million of pre-tax merger-related expenses in the first, second, third and fourth quarters, respectively.

T
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INTERSTATE ENERGY CORPORATION

Financial Information

. 3

Income Statement Data:

Operating revenues ... .. PO
Operating €Xpenses .....................
Operating income . . .....................
Income from continuing operations .. ......
Discontinued operations .................
Netincome............cccoviiiuninnnn.,

Common Stock Data:

Weighted average common shares
outstanding (000s) ....................

Return on average common equity(l) .....

Per Share Data:
Income from continuing operations . .. ...
Discontinued operations ...............
Earnings per average common share

(basic and diluted) .................

Dividends declared per common share(2)
Book value at year-end(1) .............
Market value at year-end(2) ...........

Other Selected Financial Data:

k%

(1) In the third quarter of 1997, IEC began adjusting the carrying value of its investments in McLeodUSA Inc. to its

estimated fair value, pursuant to the applicable accounting rules. At December 31, 1998, the adjustment

Construction ‘and acquisition expenditures . .
Total assets at year-end(1)...............
Long-term obligations, net ...... e .
Times interest earned before income taxes . .
Capitalization Ratios: '
Common stock(1) ....................
Preferred and preference stock ..........
Long-term debt ............... e

Total ...\ TR o

1998*
$2,130,874
1,847,572
283,302
96,675
96,675
76,912
6.0%

$ 126
$ 1.26
$ 200
$ 2069
$ 3225
$ 372,058
$4,959,337
$1,713,649
225X
49%
4%
4%
100%

1997**

1996**

1995%*

(Dollars in thousands except for per share data)

$2,300,627

© B B B

$

1,964,244
336,383
144,578

144,578

76,210
9.5%

1.90

1.90
2.00
21.24
33.13

328,040

$4,923,550

$

1,604,305
2.90X

51%
3%
_46%

100%

$2,232,840
1,867,401
365,439
157,088
(1,297)
155,791

75,481
11.0%

2.08
(0.02)

© &

2.06
1.97
18.91
28.13

© A o

$ 412,274

$4,639,826

$1,444,355
3.38X

52%
4%
_a4%

1 00%

$1,976,807
1,611,875
364,932
159,157
(13,186)
145,971

74,680
10.5%

$ 213
$  (0.18)

1.95
1.94
18.70
30.63

© ¥ A B

$ 375,184

$4,476,406

$1,357,755
3.36X

- 51%
4%
Z45%

100%

The 1998 financial results reflect the recording of $54 million of pre-tax merger -related charges.
:‘Fmanmal results have been restated to reflect a change in accounting methéd for IEC’s oil. and gas. propertles
implemented in the third quarter of 1998 from the full cost method to the successful efforts method. Refer to
IEC’s Note 1(i) of the “Notes to Consolidated Financial Statements” for addmonal 1nformat10n regardmg the

. restatement.

$

$

B A B o

$

199 *®%

1,889,231
1,575,723
313,508
147,064
(1,174)
145,890

73,751
10.7%

1.99
(0.01)

1.98
1.92
18.60
27.38

390,875

$4,269,637

$

1,358,258
3.43X

51%
4%
_45%

100%

reflected an unrealized gain of approximately $291 million with a net of tax increase to ‘commion equity of

$170 million.

(2) Represents data for WPL Holdings, Inc. for periods prior to the consummation of the Merger.
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INTERSTATE ENERGY CORPORATION )
Electric Operating Information (Utility Only)
1998 1997 199 95, 199
Operating Revennes (000s):
Residential . ............ ... ... .. ... ....... $ 519,687 $ 509,207 $ 494,649 $ 498,071 $ 469,217
Commercial ........... .. . .0iiiiiinnnn.. 330,693 320,308 308,480 302,889 296,329
Industrial ........ ... .. ... .. .. ... ... ..., 477,241 455912 428,726 412,711 401,097
Total from ultimate customers ............. 1,327,621 1,285,427 1,231,855 1,213,671 1,166,643
Salesforresale .............. ... ... ... ... 199,128 192,346 181,365 143,726 136,839
Other ... ... . 40,693 37,980 27,155 24,271 27,322
Total ... ... .. . $1,567,442 $1,515,753 $1,440,375 $1,381,668 $1,330,804
Electric Sales (000s MWH):
Residential .......... ... ... ... . ..., 6,674 6,699 6,668 6,705 6,276
Commercial ....... ... i 5,095 4,996 4,878 4,816 4,578
Industrial ........ ... .. ... .. . . . 12,718 12,320 11,666 11,360 10,870
Total from ultimate customers ............. 24,487 24,015 23,212 22,881 21,724
Sales forresale ............................ 7,189 6,768 7,459 5,001 4,757
Other ... .. e 158 161 161 163 182
Total ... ... 31,834 30,944 30,832 28,045 26,663
Customers (End of Period):
Residential . .......... ... .. ... ... ......... 773,724 764,604 755,085 744,440 733,866
Commercial . ... .. .. 128,430 126,959 125,426 123,786 122,217
Industrial ........ .. ... ... ... . ... 2,618 2,555 2,472 2,418 2,362
Other ... ... 3,267 3,281 3,207 2,749 2,734
Total ... . e 908,039 897,399 886,190 873,393 861,179
Other Selected Electric Data:
System capacity at time of peak
demand (MW):
Company-owned ........... ... ..o, 5,231 5,257 5,192 5,077 4,960
Firm purchases and sales (net) ............. 618 660 583 547 603
Total(1) .. ... 5,849 5917 5,775 5,624 5,563
Maximum peak hour demand (MW) (1) ...... 5,228 5,045 4,953 5,032 4714
Sources of electric energy (000s MWH):
Steam ... .. 19,119 17,423 17,014 17,606 16,739
Nuclear. ... ... it 4,201 3,874 4,054 4,166 4,501
Purchases ......... ... ... .. .ot 10,033 10,660 10,895 7,416 6,454
Other ... ... ... . 504 565 392 349 289
Total ... .. . e 33,857 32,522 32,355 29,537 27,983
Revenue per KWH from ultimate customers
(incents) ... .. ..o i 542 5.35 5.31 5.30 5.37

(1) Figures represent a summation of the individual peak demands of IESU, WP&L and IPC thus they do not
represent the coincident peak of the entire IEC system.
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INTERSTATE ENERGY CORPORATION

Gas Operating Information (Utility Only)

.. 198 1997 1996 1995 1994
Operating Revenues (000s):
Residential ............. .. ... .................. $175,603 $225,542 $216,268 $179,761 $179,694
Commercial ......... .. .. . ... 85,842 115,858 108,187 87,951 92,082
Industrial ...... .. ... 20,204 27,393 27,569 30,462 40,427 |
Transportation and other ........................ 13,941 25,114 23,931 21,952 12,396 ‘
Total ... . $295,590 $393,907 $375,955 $320,126  $324,599 |
|
Gas Sales (000s Dekatherms):
Residential ......... ... . ... .. ... .. ... ..... 28,378 33,894 37,165 33,827 32,447
Commercial ........... ... ... ... ... ... 17,760 21,142 22,613 20,599 20,219
Industrial ...... .. ... ... ... 5,507 6,217 6,856 6,381 8,709
Transportation and other ........................ 52,389 56,719 55,240 54,267 42,730
Total ... . 104,034 117972 121,874 115,074 104,105
Customers at End of Period (Excluding
Transportation and Other):
Residential ........... .. ... .. ... ... ... ..., 342,586 337,956 331,919 326,005 319,628 }
Commercial ........ ... .. .. . . .. 43,825 43,316 42,658 42,095 41,496 |
Industrial ......... . .. .. 982 963 1,022 1,059 1,058
Total ... 387,393 382,235 375,599 369,159  362,182"
Other Selected Gas Data: |
Revenue per dekatherm sold :
(excluding transportation and other) ............ $ 545 § 602 $ 528 $§ 490 $ - 5.09¢
Purchased gas costs per dekatherm sold
{excluding transportation and other) ............ $ 322 § 423 § 361 $ 331 § 370
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