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Madison Gas and Electric Company 
MGE is an investor-owned public utility headquartered in 
Madison, Wisconsin. The company generates, transmits 
and distributes electricity to more than 124,000 customers 
in a 250-square-mile area of Dane County.  

MGE also transports and distributes natural gas to nearly 
110,000 customers in 1,325 square miles of service ter
ritory in seven counties. MGE has served the Madison 
area since 1896.  

About the Cover 
MGE is building the largest wind farm east of the 
Mississippi River. (more on page 9)

MGE developed a unique program so customers can 
afford on-site generation. .(more on page 5)

PanVera, which started at the MGE Innovation Center in 
1992, ranked 107 on the Inc. 500 list of fastest-growing 
companies in 1998. A new, larger MGE Innovation 
Center will help more high-tech firms get a solid start.  
(mare on page 5) 

Demand for new MGE residential electric services 
jumped 28% over 1997. New equipment helps MGE 
crews keep pace with customer growth. (more on page 3)
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To Our 
Shareholders 

Innovative Solutions. Our innovative solutions help 
customers succeed and provide investors with competitive 
returns. MGE employees "go the extra mile" to achieve 
positive results for investors and customers.  

Financial Results. MGE earned $1.38 per share in 1998.  
We maintained solid performance - despite having the 
warmest heating season since 1931. Buying weather 
"insurance" helped offset lost gas revenue. We increased 
income by selling National Energy Management, an 
unregulated gas marketing joint venture. Our employees 
also controlled costs without sacrificing service.  

Dividends. In September, your board of directors increased 
David C. Mebane the quarterly dividend paid on MGE common stock to 
Chairman, President and 32.58 cents per share.  
Chief Executive Officer MGE's 1998 dividend yield of 5.7% was among the highest 

in the utility industry. A $100 investment in MGE common 
stock in 1988 grew to $301 in 10 years, assuming dividends 
were reinvested. This represents a compounded annual 
return of 11.65%.  

Electric Reliability. Under Governor Tommy Thompson's 
strong leadership, the Wisconsin Electric Reliability Act 
was signed into law in April. MGE, along with a broad 
coalition of consumers, labor groups and businesses, played 
a significant role in shaping this new legislation.  

The Act streamlines the process for building new gen
erating plants and transmission lines in Wisconsin. The 
new law helped MGE obtain timely approval of an 83
megawatt combustion turbine. This gas-fired unit will 
be built at West Marinette, in northeastern Wisconsin.  
It will be ready to help meet our growing customer 
demand byJune 2000.



Rate Increase. The Public Service Commission of 
Wisconsin (Commission) approved higher rates that will 
be in effect from January 1999 through December 2000.  
MGE's natural gas rates increased less than 1% overall 
to help cover higher operating costs. MGE's electric rates 
rose 5.1% overall, primarily to cover costs for: 

* building a new combustion turbine; 

* upgrading Blount Generating Station; and 

* constructing a wind energy farm in Kewaunee County.  

Our custorners and investors will benefit for many years 
from these timely investments.  

The rate increase also covers higher costs for testing and 
upgrading equipment to avert Year 2000 (Y2K) problems.  
MGE expects to be Y2K-ready by June 30, 1999.  

Return on Equity. The Commission also approved a 
competitive 12.2% return on common stock equity. This 
return, along with a vibrant economy, allows us to offer 
competitive rates to customers and produce strong finan
cial results for investors.  

Natural Gas. We negotiated a new, major contract with 
ANR Pipeline Co. that will save our customers millions of 
dollars over the next 10 years. We also plan to invest in new 
gas mains to meet growing customer demand and access 
new gas supplies. If approved by the Commission, we will 
start construction this fall.  

Financial Strength. Our financial performance earns 
high marks from rating agencies and financial analysts.  
MGE is one of only three utilities in the nation that 
received Bear Stearns' highest rating for credit quality.  

The financial community responded very favorably to 
MGE's plans to sell its share (17.8%) of the Kewaunee 
Nuclear Power Plant. Our projections show that other 
lower-cost electricity will be available to meet customers' 
needs. Selling our share of Kewaunee will minimize the 
long-term financial risks associated with an aging nuclear 
plant. It also gives us more flexibility to choose options 
that make sense for our customers and shareholders.

Economic Growth. A study of more than 300 cities ranks 
Madison ninth in the nation for economic strength.  
The study shows Dane County has "one of the most con
sistent growth patterns" in the United States. Over the 
past five years, commercial and industrial customers 
have invested more than $1.4 billion in new facilities 
in Dane County.  

In 1998, record low interest rates and a long construction 
season led to phenomenal growth in new housing. Demand 
for new MGE residential electric services jumped 28% over 
1997. New residential gas services were up 14% com
pared to the previous year.  

New Officer and Directors. Your board of directors 
elected Gregory A. Bollom assistant vice president 
electric marketing. John R. Nevin and F. Curtis Hastings 
were elected to the board of directors. Mr. Nevin is 
director of the Grainger Center for Distribution 
Management and Grainger Wisconsin Distinguished 
Professor in the School of Business at the University 
of Wisconsin-Madison. Mr. Hastings is president of 
J.H. Findorff & Son, Inc.  

Competitive Position. Our employees have the skills, 
flexibility and commitment to customers that are 
needed to succeed. MGE will maintain its position as 
a national leader in quality innovative services and 
financial performance.  

Thank you for your confidence in MGE.  

David C. Mebane 
Chairman, President and Chief Executive Officer 
February 8, 1999

I This information is provided under the Year 
2000 Information and Readiness Disclosure Act.
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Business 
Solutions

Above: MGE Sales Services Director 
Cathy Berkhund and Fritz Kroncke, 
recreation services supervisor for the 
City of Madison, teamed up to reduce 
energy costs for the M'adison Ice Arena.  

Technical Expertise. When new 

equipment at the Madison Ice 

Arena didn't produce expected 

energy savings, MGE worked with 

the Energy Center of Wisconsin to 

find a solution. Significant equip

ment changes should save the ice 

arena up to $15,000 each year in 

energy costs.  

Left: MGE's new Backup Generation 
Service provides cost-effective support 
for the Dane County Regional Airport.  
A new backup generator will help 
operations run smoothly in case of 
electric interruptions.

Backup Generation Service. MGE was one of the first utilities in the nation 
to offer customers on-site backup generators that are utility-owned, oper
ated and maintained. Customers pay MGE a monthly fee to have this 
generation available if power is interrupted. A total of 20 megawatts of 
backup generation will be installed at customer sites by the end of 1999.  
All customers will benefit from this program because MGE can use these 
units to boost system reliability during an emergency.  

Customer Choice. MGE offers customers the maximum choices allowed with
in the new rules of a changing industry. MGE was one of the first utilities 
in Wisconsin to offer medium-sized commercial customers a cost-effective 
way to buy gas on the open market. Large commercial and industrial 
customers have been able to buy gas on the open market for many years.  
MGE collects a fee for managing these programs.  

Energy Savings. Our Shared Savings Program offers competitive financing to 
help customers install energy-efficient equipment. Over the past five years, 
we have financed more than 135 projects totaling $8.8 million. Customers 
repay their loans from energy savings.  

MGE Innovation Center. For nearly a decade, the MGE Innovation Center 
has played a key role in helping new high-tech firms grow in Dane County.  
Innovation Center businesses have achieved a 90% success rate - investing 
millions of dollars in new facilities and creating hundreds of good-paying 
jobs in our service area. In 1998, we committed $1 million to build a new 
MGE Innovation Center that will more than double the space available 
for start-up firms.

In 1998, more than 370 
high-tech businesses employed 
20,000 people and added 
more than $2 billion to the 
Dane Countv economy.  
MGE's $1 million commit
ment for a new MGE 
Innovation Center supports 
this fast-growing industry.
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Community 
Solutions

Neighborhood Revitalization.  

Our business is only as healthy 

as the customers we serve. In 1998, 

the company created a Neighbor

hood Revitalization Grant Program 

which supports community efforts 

to redevelop blighted areas. MGE 

committed more than $180,000 

to Monona Shores, a neighbor

hood on Madison's southeast side.  

The Madison Community Devel

opment Authority plans to invest 

$10 million in developing afford

able, owner-occupied housing in 

this neighborhood. MGE's grant 

will be used to maximize energy 

efficiency in the housing units.  

Left: Paul Knight, a subcontractor 
for Argonne National Laboratories, 
tests the energy efficiency of a Monona 
Shores apartment.

MGE developed the first in
store retail market in the 
nation for safe; efficient 
compact fluorescent lamps.  
Robert "Bo"Fergerson, 
American TVAppliance & 
Furniture, and MGE Senior 
Marketing Representative 
Ruth Miller discuss store 
discounts offered on the new 
energy-saving floor lamps.

Conservation and Safety. MGE conducted an extensive education campaign 
urging customers to replace halogen floor lamps, which rapidly reach 
high temperatures and may cause fires. Customer demand for new, energy
efficient lamps was so great that Madison retailers were first in the nation 
to offer these lamps in their stores.  

Customer Education. MGE reached more than 79,000 customers with energy
and business-related information through trade shows and special events 
last year. As competition increases, it's important that customers know 
they can depend on MGE to solve problems and provide reliable, innova
tive services.  

Electronic Access. Customers who have Internet access can benefit from 
more than energy-saving information on MGE's Web site (www.mge.com).  
Residential customers can now e-mail applications to start gas or electric 
service at new addresses. Customers can also download money-saving 
coupons from the site.  

Corporate Responsibility. MGE employees are active in their communities.  
Last year, employee and retiree contributions to the United Way increased 
14% over 1997. MGE's combined employee, retiree and corporate United 
Way donations totaled nearly $145,000. MGE and its Foundation provide 
significant funding each year for special projects that improve the quality 
of life for residents and support numerous charitable and educational 
institutions.
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So utions 
Science Education. The MGE Foundation contributed $100,000 to Edgewood 

College in Madison for a state-of-the-art McNamara Environmental 
Chamber, located in the new $10 million Sonderegger Science Center.  
The Chamber will be used to develop experiments that require precise 
light, temperature and air measurements. It is named in honor of former 
MGE Chairman William McNamara, who served on Edgewood College's 
first advisory board.  

The Sonderegger Science Center is the first in the nation to integrate 
science education for students of all ages - from kindergarten through 
college. Stimulating young people's interest in science will help develop 
more skilled workers for Dane County's growing high-tech and biotech 
industries.  

Tree Management. MGE received the Tree Line USA award from the 
National Arbor Day Foundation. MGE is one of only 27 utilities in the 
United States to earn this award. The company received this distinction 
for: 1) training workers in quality tree-care practices, 2) educating cus
tomers about the best places to plant trees and 3) investing annually 
in tree-planting programs.  

Power Plant Upgrade. MGE is investing $5.2 million in the Blount Generat
ing Station in Madison to modernize equipment and minimize environ
mental impacts. A 34-foot-high wall will be built around the coal yard 
and a new conveyor system installed to reduce airborne coal dust. Other 
improvements include a new ash-unloading system and electronic boiler 
controls that will help improve the plant's efficiency.  

The Blount plant burned more than 6,800 tons of alternate fuels in 1998, 
up 17% from the previous year. Waste film, paper and plastic are burned 
at the plant - reducing emissions and saving substantial landfill space.

Right: Scott Nelson (right), 
MGE electric operations super
visor and Ed Holmes (left), 
Wight Middle School pinci
pal, plant trees on Earth Day 
with students Ntau Yang 
and Laura Banuelos. MGE 
donated the trees.  

Left: Edgewood College 
students Tracy Hellenbrand 
and Mike Webster work in 
the new McNamara Environ
mental Chamber created with 
MGE's support.

MGE customers may buy renewable 
energy through a new "green rate" 
when 17 wind turbines start producing 
electricity this summer Residential 
customers who buy about 20% of 
their power from wind energy will 
pay $5 more each month.  

Renewable Energy. MGE is build

ing the largest wind farm east of 

the Mississippi River. The $15 mil

lion project will be located near 

Rosiere, in Kewaunee County.  

Seventeen wind turbines at this 

site will be capable of producing 

enough electricity annually to 

meet the needs of 4,400 homes.  

MGE developed this project in 

response to customer demand 

for renewable energy.
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Innovative 
Solutions

Business Growth. MGE's coopera

don helped a major customer expand 

its facilities in our service territory.  

Sub-Zero Freezer Co. added 60,000 

square feet to its Madison facility 

after purchasing an adjacent lot 

from MGE. Working under a tight 

schedule, we relocated a substation, 

rerouted several hundred feet of 

steel gas main and buried electric 

lines. We also replaced an employee 

reporting station with a new 31,000

square-foot facility in Fitchburg.  

Sub-Zero also will open a new 

200,000-square-foot distribution 

center in Fitchburg this summer.  

Left: Don McClain, MGE senior 
engineei; and Ron Knapwurst, MGE 
manager - substations, review expan
sion plans with Greg Schmitt, Sub-Zero 
Feezer Co. maintenance supervisor 

Below: Business owner Donna Antonie 
started investing in MGE stock in 
1988 to build financial security for 
her retirement.

MGE accelerated repairs at 
Blount Generating Station 
in Madison last spring to 
increase the plant's reliability 
during high-demand summer 
months. MGE customers 
used a record 606 megawatts 
(MW4) of electricity on fuly 14, 
topping the previous record 
of 598 MW set in July 1995.  
MGE provided reliable service 
for customers when electric 
supplies were tight through 
out the region.

Customer Service. In February 1999, MGE crews moved into a 31,000-square
foot reporting station in Fitchburg. The size and location of this facility will 
help improve MGE's response time in emergencies. Crews have easier access 
to equipment and materials. There is ample indoor space to load trucks 
more efficiently and store vehicles, ultimately reducing maintenance costs.  

Gas Costs. Starting November 1999, MGE can earn extra value for investors by 
its aggressive management of natural gas costs. The Public Service Commis
sion will set a target gas price. When the company buys gas below that price, 
MGE can return part of the savings to investors. The balance of the savings 
will go to customers.  

Pipeline Capacity. A portion of MGE's pipeline capacity is used only a few days 
each year when customer demand is very high. We market this unused 
capacity to enhance our bottom line and reduce customers' costs.  

Shareholder Value. Over the past three years, MGE experienced an impres
sive 18% increase in the number of shareholders directly registered with 
the company. Individuals, like Donna Antonie (left), recognize the long
term value of investing in MGE. As owner of The Curve restaurant in Madison, 
Antonie needed to create her own retirement plan. She started buying 
MGE stock and reinvesting dividends in 1988. Antonie retired at the end 
of 1998, knowing she invested wisely to achieve her retirement goals.



Responsibility for Financial Statements

The management of Madison Gas and Electric Company 
is responsible for preparing and presenting the financial 
information in this Annual Report. The following financial 
statements have been prepared in accordance with gener
ally accepted accounting principles consistently applied 
and reflect management's best estimates and informed 
judgments as required.  

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

The Report of Independent Accountants on the financial 
statements by PricewaterhouseCoopers LLP appears below.  
The responsibility of the independent accountants is lim
ited to the audit of the financial statements presented and 
the expression of an opinion as to their fairness.  

The Board of Directors maintains oversight of the Com
pany's financial situation through its monthly review of

Report of Independent Accountants 
To the Board of Directors and Shareholders 
of Madison Gas and Electric Company: 

In our opinion, the accompanying consolidated balance 
sheets and statements of capitalization and the related 
consolidated statements of income, retained income and 
cash flows present fairly, in all material respects, the finan
cial position of MADISON GAS AND ELECTRIC COMPANY 
and subsidiaries at 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.  
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 of these statements in accordance 
with generally accepted auditing standards which require 
that we plan and perform the audit to obtain reasonable

operations and financial condition and its selection of 
the independent accountants. The Audit Committee is 
comprised of all Board members who are not employees 
or officers of the Company. The Audit Committee meets 
periodically with the independent accountants and the 
Company's internal audit staff - without management 
representatives present - to review accounting, auditing 
and financial matters. Pertinent items discussed at the 
meetings are reviewed with the full Board of Directors.  

David C. Mebane 
Chairman, President and Chief Executive Officer 

Terry A. Hanson 
Vice President - Finance

assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures 
in the financial statements, assessing the accounting princi
ples used and significant estimates made by management, 
and evaluating the overall financial statement presentation.  
We believe that our audits provide a reasonable basis for 
the opinion expressed above.  

Philadelphia, Pennsylvania 
February 8, 1999
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Management's Discussion and Analysis of 
Financial Condition and Results of Operations

General 
The following discussion and analysis provides information 
which management believes is relevant to an assessment 
and understanding of Madison Gas and Electric Company's 
(MGE) consolidated results of operations and financial 
condition. This discussion should be read in conjunction 
with the consolidated financial statements and notes.  

This report, and certain other MGE public documents, 
contain forward-looking statements that reflect manage
ment's current assumptions and estimates of future 
performance and economic conditions, especially as they 
relate to future revenues, expenses, financial resources and 
regulatory matters. These forward-looking statements are 
made pursuant to the Safe Harbor provisions of the Private 
Securities Litigation Reform Act of 1995. MGE cautions 
investors that forward-looking statements are subject to 
known and unknown risks and uncertainties that may 
cause MGE's actual results to differ materially from those 
projected, expressed or implied. Some of those risks and 
uncertainties include the following: 

* economic and market conditions in MGE's 
service territory; 

* magnitude and timing of capital expenditures; 

* regulatory environment (including restructuring 
the electric utility industry in Wisconsin); 

* availability and cost of power supplies; and 
* MGE's ability to become Year 2000 (Y2K) compliant 

at a reasonable cost.  

Results of Operations 
Earnings Overview 
In 1998, MGE produced consolidated earnings of $1.38 
per share, despite having the warmest heating season since 
1931. Management's actions to control costs helped mini
mize the impact of weather on earnings. MGE increased 
nonutility income by: 1) selling its remaining assets in 
National Energy Management and 2) buying weather 
"insurance" to manage the risk of lost gas revenue due 
to abnormal weather conditions.  

In 1997, MGE earned $1.40 per share despite an extended 
outage at the Kewaunee Nuclear Power Plant (Kewaunee).  
MGE's expenses were higher for: 1) replacement power 
while Kewaunee was out of service and prior to the interim 
rate surcharge and 2) actions taken to prevent outages 
when regional power supplies were tight in the summer.  

In 1996, earnings from core utility operations were $1.48 
per share. Earnings were negatively impacted by one-time 
charges totaling $12.0 million (after tax), which reflected: 
1) the current value of MGE's investment in its gas market
ing subsidiaries at that time and 2) a refund to natural gas 
customers under a sharing mechanism between Great 
Lakes Energy Corp. (GLENCO) and MGE. Operating

losses of $5.4 million (after tax) from MGE's gas marketing 
subsidiaries also impacted consolidated earnings. MGE's 
consolidated earnings totaled $0.40 per share.  

Electric Sales and Revenues 
In 1998, warm summer weather contributed to a 2.5% 
increase in electric retail sales. Electric revenues were up 
$6.4 million or 3.9% mainly due to sales growth and a 
customer surcharge for deferred expenses on the 1997 
Kewaunee repairs (see Footnote No. 3 - Rate Matters). The 
electric sales breakdown by customer class is shown in 
the table below:

Electric Sales 
(Megawatt Hours) 
Residential.....................  
Commercial...................  
Industrial .......................  
O th er..............................  

Total Retail.............  
Resale - Utilities............  

Total Sales ............

1998 1997 
750,831 720,576 

1,481,315 1,420,347 
306,022 307,485 
312,684 332,995 

2,850.852 2,781,403 
76,889 64,914 

2,927,741 2,846,317

Change 
4.2 
4.3 

(0.5) 
(6.1) 
2.5 

18.4 
2.9

In 1997, electric revenues rose $10.4 million or 6.8% due 
to growth in electric sales, a 3.1% increase in electric rates 
effective August 20, 1997, and an interim rate surcharge 
of 0.507 cents per kilowatt-hour effective March through 
June 1997. The interim rate surcharge covered higher 
costs incurred during the extended outage at Kewaunee.  

Gas Sales and Revenues 
In 1998, one of the warmest winters on record, total gas 
therms delivered by MGE dropped 14.8%. As a result, gas 
revenues were down $21.3 million or 21.0%. Total heating 
degree days (as measured by the number of degrees that the mean 
daily temperature is below 65 degrees Fahrenheit) fell 19.3%. The 
table below shows total gas deliveries by customer class.

Therms Delivered 
(Thousands) 
Residential........................  
Commercial 

and Industrial ................  
Total Retail System.....  

Transport................  
Total Gas Deliveries....

1998 
75,283

1997 Change 
87,664 (14.1)

68,109 87,717 
143,392 175,381 
40,926 40,947 

184,318 216,328

(22.4) 
(18.2) 

(0.1) 
(14.8)

In 1997, mild winter weather resulted in a 4.9% decrease 
in total gas therms delivered by MGE, compared to 1996.  
However, gas revenues were up 1.0%. A 3.5% gas rate 
increase, effective in August, contributed to higher revenues.  

Electric Fuel and Natural Gas Costs 
In 1998, lower purchased power costs due to the availability 
of Kewaunee, contributed to a $2.9 million or 6.4% decrease 
in electric fuel and purchased power costs. MGE's electric 
margin (revenues less fuel and purchased power) for 1998 was 
up $9.3 million or 7.9%. However, the increase in margin 
was due in part to the interim rate surcharge.

13
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Management's Discussion and Analysis of 
Financial Condition and Results of Operations

In 1997, electric fuel and purchased power costs increased 
$6.4 million or 16.7%. MGE incurred higher costs to replace 
power normally produced at Kewaunee. A regional electric 
supply shortage also drove up purchased power costs in 
July 1997.  

In 1998, an unusually warm winter resulted in a $19.6 
million or 30.1% decrease in natural gas costs. Lower gas 
deliveries reduced MGE's gas margin (revenues less natural 
gas purchased) by $1.7 million or 4.7%. The impact of the 
lower deliveries was offset somewhat by continued cus
tomer growth and a gas rate increase of 3.5%.  

In 1997, a mild winter also caused natural gas costs to drop 
$0.9 million or 1.4%, compared to 1996.  

Other Operating Expenses 
In 1998, operating and maintenance (O&M) expenses 
increased $4.6 million or 6.2% over 1997. Factors contrib
uting to this increase include: 

* Amortization of deferred 1997 expenses for repairing 
the steam generator at Kewaunee (offset by the customer 
surcharge MGE collected in 1998).  

* Amortization of deferred costs associated with industry 
restructuring and regional power shortages.  

In 1997, O&M expenses increased $4.2 million or 5.9%.  
MGE incurred higher costs for accelerating repairs at 
other generating plants because of the extended outage 
at Kewaunee.  

In 1998, depreciation and amortization expenses increased 
$4.9 million. Accelerating both the depreciation and the 
collection of decommissioning funds for the Kewaunee 
plant accounted for $3.4 million of this total increase.  

Other Nonoperating Items 
In 1998, MGE's nonutility operating income increased 
$1.0 million. MGE sold its remaining assets in National 
Energy Management, L.L.C. (NEM) for $1.8 million. NEM 
was formed in January 1997 as ajoint venture between MGE's 
gas marketing subsidiaries, GLENCO and American Energy 

Expenditures for Construction and Nuclear Fuel 
1999 

For the years ended December 31: Estimated 
(Thouosands of dollars)

Management Inc. (AEM), and another gas marketing com
pany (see Footnote 4 - Gas Marketing Subsidiaries).  

MGE's 1997 nonttility income was $0.8 million compared 
to operating losses of $5.4 million in 1996. MGE recorded 
a one-time charge in 1996 of $10.4 million (after tax) to 
reflect the current value of MGE's investment in its gas 
marketing subsidiaries.  

Electric and Gas Operations Outlook 
MGE anticipates electric and gas sales will grow at a com
pounded rate of 1% to 2% through December 31, 2003.  
MGE expects its: 

* Service territory will remain well insulated against 
economic downturns.  

* Low percentage of industrial customers, competitive 
distribution costs and lower risk of stranded investments 
will allow MGE to maintain a competitive advantage in 
a deregulated electric industry.  

* Size to be an asset, allowing employees to respond 
more quickly and offer more flexibility in meeting 
customers' needs.  

MGE entered into an agreement with Wisconsin Public 
Service Corp. (WPSC) to sell its ownership (17.8%) in 
Kewaunee to help eliminate future risk of stranded invest
ment (seefurther discussion on page 15). MGE continues to 
offer competitive rates and services to meet the needs 
of its customers in a deregulated natural gas market.  

Liquidity and Capital Resources 
Capital Requirements and Investing Activities 
MGE's liquidity is primarily affected by its construction 
requirements. 1998 capital expenditures were $30.8 mil
lion. It is anticipated that 1999 capital expenditures will 
be $62.5 million. Major projects include: 

* a wind energy farm; 

* improvements at MGE's Blount Generating Station; 

* a gas pipeline expansion; and 

* MGE-owned backup generators, located at customers' 
sites, to help meet their energy needs.

1998
Annual Average 

1995 to 1997

Electric 
Production .................................................  
Transm ission..............................................  
Distribution and General ....................  
N uclear Fuel ..............................................  

Total Electric ........................................  
G a s ....................................................................  
Com mnion..........................................................  

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

$ 32,446 
2,133 

10,709 
4,134 

49,422 
8,536 
4,542

51.9% 
3.4 

17.1 
6.6 

79.0 
13.7 
7.3

$ 10,938 
1,256 

10,358 
2,70 
24,704 

4,046 
2 079

35.5% 
4.1 

33.6 
7.0 

80.2 
13.1 
6 7

$ 2,987 
1,003 
8,834 
2,075 

14,899 
5,836 
2.172

13.0% 

4.4 
38.6 
9.0 

65.0 
25.5 

9.5

3 62.500 100.0% S 30.829 100.0% S 22,907 100.0~~
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Management's Discussion and Analysis of 
Financial Condition and Results of Operations

These projects either comply with new legislation or help 
maintain the reliability of MGE's distribution system. Capital 
expenditures for the years 2000 through 2003 will average 
an estimated $40 million per year.  

Capital expenditures and nuclear fuel estimates for 1999, 
actual for 1998 and an average for the three-year period 
1995 to 1997, are shown in the table on page 14.  

Cash Provided by Operating Activities 
In 1998, cash provided by operating activities increased 
to $70.5 million, up from $40.8 million. Cash increased 
mainly due to collecting (through rates) the continued amor
tization of demand-side management programs and the 
acceleration of both depreciation and the collection of 
decommissioning funds for Kewaunee.  

In 1997, cash provided by operating activities decreased 
$7.5 million or 15.5%, after reducing current payables 
for GLENCO and AEM.  

Financing Activities and Capitalization Matters 
In 1998, cash used for financing activities increased 
$8.6 million or 54.3%. In September 1998, MGE issued 
$30 million in unsecured Medium Term Notes to reduce 
short-term debt and to finance capital spending.  

In 1998, MGE's internally generated funds exceeded the 
funds used for construction and nuclear fuel expendi
tures. MGE increased its cash used in investing activities 
by $12.7 million or 45.1%. This is due to plant additions 
increasing by $9.2 million and accelerating the collection 
of decommissioning funds ($3.4 million) for the Kewaunee 
plant, which assumes an end-of-service life of 2002.  

Kewaunee Nuclear Power Plant 
Kewaunee has been operated since 1974 by WPSC. The 

plant's license will expire in 2013. Kewaunee is jointly 
owned by MGE (17.8%), WPSC and Wisconsin Power 
and Light Company (a subsidiary ofAlliant Energy).  

On April 7, 1998, the Public Service Commission of 
Wisconsin (PSCW) approved WPSC's application to 
replace two steam generators at Kewaunee for a total 
cost of approximately $90.7 million (MGE's share would be 
17.8% or $16.1 million). The replacement work, scheduled 
for the spring of 2000, will take approximately 60 days.  

On September 29, 1998, MGE finalized an agreement to 
sell its ownership of Kewaunee to WPSC. MGE believes it 
can secure electric capacity and energy more cost effectively 
from other sources than its Kewaunee investment as well as 
eliminate future stranded costs. This agreement is sched
uled to close pending regulatory approval and the replace
ment of the steam generators at Kewaunee.

MGE's decommissioning liability has been limited to the 
current ftnd balances plus all decommissioning collections 
through 2002. For up to two years after the closure of the 
agreement, MGE will have an option to buy from WPSC 
electric capacity and energy up to MGE's current capacity 
in Kewaunee.  

Additionally, WPSC has agreed to build for MGE an 
83-megawatt natural gas-fired combustion turbine near 
Marinette, Wisconsin. MGE will own this unit upon com

pletion. WPSC has agreed to credit the book value of 
MGE's share of Kewaunee against the purchase price of 
the combustion turbine. If, for some reason, the Marinette 
unit is not completed, WPSC will pay MGE for its book 
value of Kewaunee.  

On October 17, 1998, Kewaunee was shut down for a 
planned maintenance and refueling outage. Inspection of 
the plant's two steam generators showed that 1997 repairs 
are holding up well and few additional repairs were needed.  
A major overhaul was also performed on the main turbine 
generator. The plant was back on line November 27, 1998.  

Business and Regulatory Environment 
In February 1996, the PSCW submitted a report to the State 
Legislature on electric utility restructuring in Wisconsin.  
The report included a 32-step work plan and time line 
summarizing expected restructuring activities. During the 
summer of 1997, Wisconsin and Illinois experienced elec
tric supply shortages due to a number of nuclear plant 
outages in the region (including Kewaunee). The electric 
reliability crisis caused the PSCW to revise its plans for 
restructuring the electric industry. In October 1997, the 
PSCW developed a seven-step plan and stated that retail 
competition could not occur until reliability concerns were 
addressed and all safeguards were in place to protect con
sumers. The PSCW's revised position was consistent with 
plans proposed by MGE and a broad coalition of customers.  

The PSCW's new plan: 

* Focuses on all Wisconsin utilities building new power 
plants and transmission lines to increase generating 
capacity in the state and improve the state's ability to 
import electricity from other regions.  

* Removes current barriers to open transmission access 
and moves forward in developing a strong state and 
regional Independent System Operator (ISO). This 
would assure the transmission system is operated safely, 
reliably and with open/nondiscriminatory access.  

* Explores new ways to promote the development of 
renewable energy sources.
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Management's Discussion and Analysis of 
Financial Condition and Results of Operations

The PSCW will decide in the future if and when it is appro
priate for retail competition to proceed in the electric 
industry. MGE cannot predict what impact future PSCW 
actions may have on its future financial condition, cash 
flows, or results of operations. However, MGE believes it 
is well positioned to compete in a deregulated market.  

Restructuring the electric industry could affect MGE's ability 
to continue to establish certain regulatory asset and liability 
amounts allowed under Statement of Financial Accounting 
Standard (SFAS) No. 71, "Accounting for the Effects of 
Certain Types of Regulation." MGE is unable to predict 
whether any adjustments to regulatory assets and liabilities 
will occur in the future. However, the PSCW's restructuring 
plan specifically recognizes the need to allow recovery for 
commitments made under prior regulatory regimes.  

On April 28, 1998, Governor Tommy Thompson signed 
into law Wisconsin Act 204 - the Wisconsin Electric 
Reliability Act (the Act). The Act seeks to guarantee a 
reliable electric supply in Wisconsin for future generations.  
It received widespread support from consumer groups, 
legislators, and utilities (including MGE). The Act: 

* Streamlines the regulatory process, requiring the 
PSCW and the Department of Natural Resources to 
expedite the review process and permitting necessary 
to construct electric generating facilities and trans
mission lines.  

* Requires utilities to voluntarily transfer transmission 
operations by June 30, 2000, to an ISO approved by 
the Federal Energy Regulatory Commission (FERC).  

* Allows construction of "merchant" power plants that 
would sell electricity to utilities. A merchant plant can 
be built without prior commitments from utilities or 
customers to buy the power it will produce.  

* Requires 50 megawatts (MW) of new generation to be 
built using renewable energy sources such as wind or 
solar. MGE is building a $15 million wind project that 
helps fulfill this requirement. The Act allows MGE to 
recover costs for this project through customers' rates.  

* Directed the PSCW to study constraints in the intrastate 
and interstate transmission system that have hurt elec
tric reliability in Wisconsin. The PSCW reported the 
results to the State Legislature on September 1, 1998.  

The Act allowed MGE to receive timely approval on an 
83-MW gas combustion turbine that will start operating 
June 1, 2000. This turbine will cost approximately 
$33 million. WPSC will build this unit for MGE near 
Marinette, Wisconsin.  

A gas cost recovery mechanism (GCRM) allows MGE to 
recover appropriate pipeline capacity costs, commodity

costs, and FERC-approved/mandated charges. Under the 
GCRM, gas commodity costs are compared to a monthly 
benchmark. If actual costs are below the benchmark, full 
recovery is allowed. If actual costs are above the bench
mark, they are reviewed by the PSCW. Starting November 1, 
1999, any savings or increases in gas commodity costs, up to 
$1.5 million, will be shared 50% with customers and 50% 
with shareholders. Any additional savings or costs will be 
passed on to customers.  

The PSCW also sets a target for capacity release. Starting 
November 1, 1999, capacity release above or below the 
target amount will be shared 50% with customers and 
50% with shareholders.  

On June 15, 1998, the Financial Accounting Standards 
Board (FASB) issued SFAS No. 133, Accounting for Deriva
tive Instruments and Hedging Activities, which takes effect 
for MGE starting January 1, 2000. SFAS 133 requires that 
all derivative instruments be recorded on the balance sheet 
at their fair value. Due to its limited use of derivative instru
ments, SFAS 133 is not expected to have a significant effect 
on MGE's results of operations or its financial position.  

In November 1998, the FASB's Emerging Issues Task Force 
(EITF) issued 98-10, "Accounting for Contracts Involved 
in Energy Trading and Risk Management Activities." EITF 
98-10 outlines attributes that may be indicative of an en
ergy trading operation and gives further guidance on the 
accounting for contracts entered into by an energy trading 
operation. This accounting guidance requires mark-to
market accounting for contracts considered to be a trad
ing activity, and is applicable for fiscal years beginning 
after December 15, 1998. The adoption of EITF 98-10 will 
not have a material impact on MGE's financial position or 
results of operation. MGE will continue to evaluate the 
impacts of EITF 98-10.  

Inflation 
The current financial statements report operating results 
in terms of historical cost, but they do not evaluate the 
impact of inflation. Since utilities can depreciate only the 
historical cost of utility plant, there may not be adequate 
cash flows from the existing plant to replace this invest
ment. Projected operating costs include the impacts of 
inflation, which are recovered in revenues through the 
ratemaking process.  

Environmental Issues 
Phase I of the 1990 Federal Clean Air Act amendments 
sets limits for allowable emissions of sulfur dioxides (SO 2 ) 
and nitrogen oxides (Nox) that will take effectJanuary 1, 
2000. MGE's generating units have already been modified 
to meet year 2000 Nox requirements. Early modifications
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at Blount will allow MGE to delay meeting more stringent 
Nox requirements at this plant until 2007.  

In addition to these requirements, the Environmental 
Protection Agency (EPA) issued new Nox emission limits 
which are even more stringent than Phase II and will likely 
take effect in May 2003. MGE is considering the following 
options to comply with more stringent Nox requirements: 
fuel switching, emissions trading, purchased power agree
ments, new emission control devices or installing new fuel
burning and clean-coal technologies. MGE is evaluating 
compliance strategies and their costs. Implementing new 
measures will likely increase capital, operating and mainte
nance expenditures.  

MGE is listed as a potentially responsible party for two sites 
that the EPA has placed on the national priorities Super
fund list: 1) the Refuse Hideaway Landfill in Middleton, 
Wisconsin, where MGE disposed of fly ash sludge from 
1980 to 1984; and 2) the Lenz Oil site in Lemont, Illinois, 
which was used for storing and processing waste oil for 
several years. These sites require cleanup under the Com
prehensive Environmental Response, Compensation and 
Liability Act (CERCLA). A group of companies is currently 
negotiating with the EPA on the cleanup of these two sites.  

In addition, MGE is negotiating with the City of Madison 
for cleanup costs at the Demetral Landfill. MGE used this 
site for coal ash disposal from 1954-1959.  

MGE's management believes that the Company's share 
of the final cleanup costs will not result in any materially 
adverse effects on the operations, cash flows or financial 
position of MGE. Insurance may cover a significant amount 
of the cleanup costs. Management believes that the cleanup 
costs not covered by insurance will be recovered in current 
and future rates.  

Year 2000 
The Year 2000 (Y2K) issue is the result of computer pro
grams that were written using two digits rather than four 
to define the applicable year. A failure due to the Y2K 
issue could cause disruptions in normal business opera
tions. MGE is making system modifications to reduce the 
risk of a material impact on MGE.  

Although MGE has not experienced any significant Y2K 
failure to date, the most conscientious efforts cannot guar
antee that every problem will be found and corrected prior 
toJanuary 1, 2000. MGE expects to have contingency plans 
in place byJune 30, 1999, for its critical operating and 
business systems.  

MGE estimates its total Y2K costs to be $4.3 million, of which 
approximately $2.6 million has been spent. These costs are 
being expensed as incurred and funded through operating 
cash flow. Costs incurred for the replacement of computer
ized systems, if any, will be capitalized.

Y2K Approach and Status 
MGE's Y2K project team, created in 1997, developed a 
work plan that includes the following phases: 

Information Embedded 
(Percentage complete as of 12/31/98) Systems Systems 

Project organization 
and awareness............................. 100% 100% 

Assessm ent .................................... 99 99 
Rem ediation.................................. 75 90 
Verification and testing............... 75 90 
Auditing..................... 5 5 
Contingency planning 

and preparedness....................... 10 25 

MGE has completed its assessment of the Y2K impact on 
its business. MGE prioritized critical systems and developed 
action plans accordingly. Approximately 80% of MGE's 
Y2K work is in the information systems area. MGE expects 
testing and auditing of all critical systems to be completed 
by June 30, 1999. Independent consultants have reviewed 
MGE's guidelines, project methodology and project organi
zation to become Y2K ready.  

MGE has identified its major suppliers and is assessing 
their Y2K readiness through surveys and interviews. Our 
two most critical vendors are operators of our jointly owned 
power plants. Kewaunee is following the Y2K readiness 
guidelines and methods that have been established by the 
Nuclear Energy Institute (NEI). An evaluation of Kewaunee's 
Y2K readiness plans, processes, and progress was made by 
an independent consultant. It is expected that Columbia 
will be Y2K ready by June 30, 1999. MGE will follow up with 
its critical suppliers in early 1999, as needed.  

The failure of vendors or other utilities to properly address 
Y2K issues could impact MGE. While MGE cannot predict 
the full impact of Y2K, the Company believes its efforts 
minimize the risk of any significant impact on operations.  
The most likely worst case scenario for MGE is a short-term 
loss of electric or gas service to its customers.  

Y2K operational contingency planning is under way. MGE's 
contingency plans follow guidelines issued by the North 
American Electric Reliability Council (NERC). These plans 
are being coordinated with other electric and gas utilities 
in the region as well as local emergency management agen
cies. Through the Mid-America Interconnected Network 
(MAIN), MGE is participating in NERC's industry-wide Y2K 
preparedness and contingency planning efforts. This effort 
includes monthly readiness assessments and two industry
wide Y2K drills scheduled for April and September 1999.  

MGE participates in quarterly assessments of the gas utility 
industry coordinated by the American Gas Association to 
communicate Y2K readiness of the industry.  

MGE subsidiaries are being assessed for Y2K issues, but 
those systems are not critical and therefore will not have 
a material effect on normal operations.
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For the years ended December 31 
(Thousands of dollars, except per share amounts) 

Operating Revenues 
E le c tric .......................................................................................................................  
G a s.............................................................................................................................  

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

Fuel for electric generation..............................................  
P u rch ased p ow er .....................................................................................................  
N atu ral gas p urch ased ............................................................................................  
O th er o p eratio n s .....................................................................................................  
M ain te n an ce .............................................................................................................  
Depreciation and amortization..........................................................................  
O th er gen eral taxes.................................................................................................  
In co m e tax item s .....................................................................................................  

Total Operating Expenses.........................................................................  
N et O p eratin g In com e ................................................................................................  

A FU D C - equity fin ds............................................................................................  
O th er in co m e, n et...................................................................................................  
Write down of nonregulated gas subsidiaries, net...............................................  
Non-utility operating income/ (loss), net..............................................................  

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

Interest on long-term debt.................................................................................  
O th er in terest...................................................................... ............................... ...  
A FU D C - borrow ed funds......................................................................................  

N et In terest E xp en se .....................................................................................  
N e t In co m e ...................................................................................................................  

Earnings Per Share of Common Stock (basic and diluted) 
(Average shares outstanding -16,079,718 for all years) .....................  

Consolidated Statements of Retained Income 
For the years ended December 31 
(Thousands of dollars) 

Balance - Beginning of Year ..... .. . .. .. . .................  
Add - Net income....................................... ...........  
Deduct - Cash dividends on common stock.......... ....................  

(Dividends per share were $1.30, $1.29, and $1.27, respectively) 

Balance - End of Year ...............................................

1998 1997 1996 

$169,563 $163,123 $152,747 
80,189 101,525 100,544 

249,752 264,648 253,291

32,289 
9,624 

45,458 
64,231 
15,167 
33,185 
9,263 

10,723 
219,940 
29,812 

122 
1,413 

1,738 
33,085 

10,234 
687 
(66) 

10,855

30,764 
14,008 
65,079 
62,018 
12,735 
28,317 
8,797 

11,940 
233,658 

30,990 
28 

1,445 

784 
33,247 

9,641 
1,098 

(15) 
10,724

26,676 
11,687 
66,021 
58,178 
12,414 
25,510 

8,736 
12,553 

221,775 
31,516 

40 
1,517 

(10,400) 
(5,355) 
17,318 

9,815 
1,097 

(21) 
10,891

$ 22,230 $ 22,523 $ 6,427 

$ 1.38 $ 1.40 $ 0.40 

1998 1997 1996 

$ 52,285 $ 50,451 $ 64,499 
22,230 22,523 6,427 

(20,878) (20,689) (20,475) 

$ 53,637 $ 52,285 $ 50,451

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



Consolidated Statements of Cash Flows

For the years ended December 31 
(Thousands of dollars) 

Operating Activities 
Net income .....................................................  
Items not affecting cash: 

Depreciation and amortization ...................................  
Deferred income taxes..........................................  
Amortization of nuclear fuel.....................................  
Amortization of investment tax credits.............................  
AFUDC - equity funds................. ........................  
Write down of nonregulated gas subsidiaries ........................  
Othe.........................................................  

Net Funds Provided from Operations ............................  
Changes in working capital, excluding cash equivalents, 

sinking funds, maturities, and interim loans: 
Decrease/ (increase) in current assets. ............................  
(Decrease) /increase in current liabilities. .......................  

Other noncurrent items, net.......................................  
Cash Provided by Operating Activities ...........................  

Financing Activities 
Cash dividends on com m on stock..........................................................................  
Maturities/redemptions of First Mortgage Bonds................................................  
Increase in long-term deb t......................................................................................  
O ther decreases in First M ortgage Bonds .............................................................  
Increase/(decrease) in interim loans.....................................................................  

Cash U sed for Financing Activities ...............................................................  

Investing Activities 
Additions to utility plant and nuclear fuel............................................................  
A FU D C - borrow ed fmnds......................................................................................  
Increase in nuclear decom m issioning fund .........................................................  

Cash U sed for Investing Activities................................................................  

Change in Cash and Cash Equivalents ..................................  
Cash and cash equivalents at beginning of period ....................  
Cash and cash equivalents at end of period... ...................... ...

1998 1997 1996 

$ 22,230 $ 22,523 $ 6,427 

33,185 28,317 25,510 
(1,229) (1,400) (7,181) 
2,321 1,517 2,098 
(747) (753) (792) 
(122) (28) (40) 

- 15,741 

(562) 431 1,146 
55,076 50,607 42,909 

3,577 6,162 (3,445) 
(783) (21,174) 2,458 

12,617 5,244 6,386 
70,487 40,839 48,308 

(20,878) (20,689) (20,475) 
- (3,800) (7,840) 

30,000 5,000 
(162) (163) (162) 

(33,500) 3,750 9,250 
(24,540) (15,902) (19,227) 

(30,829) (21,635) (21,906) 
(66) (15) (21) 

(9,910) (6,467) (4,710) 
(40,805) (28,117) (26,637) 

5,142 (3,180) 2,444 
2,108 5,288 2,844 

$ 7,250 $ 2,108 $ 5,288

The acconpanying notes are an integral part of the above statenents.
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Consolidated Balance Sheets

At December 31 
(Thousands of dollars) 

Assets 
Utility Plant, at original cost, in service: 

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

Gross Plant in Service..................... ........................  
Less accumulated provision for depreciation .................................  

Net Plant in Service..................... .........................  
Construction work in progress ............................................  
Nuclear decommissioning fund.................... ....................  
Nuclear fuel, net.......................................................................  

Total Utility Plant......................... .....................  
Other Property and Investments ............................................  
Current Assets 

Cash and cash equivalents ...............................................  
Accounts receivable, less reserves of $1,281 and $1,235, respectively ................  
Unbilled revenue.....................................................  
Materials and supplies, at lower of average cost or market ........................  
Fossil fuel, at lower of average cost or market..................................  
Stored natural gas, at lower of average cost or market ...........................  
Prepaid taxes ........................................................  
Other prepayments ....................................................  

Total Current Assets ...............................................  
Deferred Charges .......................................................  

Total Assets .....................................................  

Capitalization and Liabilities 
Capitalization (see statement) ..............................................  
Current Liabilities 

Long-term debt sinking fund requirements ..................................  
Interim loans - commercial paper outstanding.................................  
Accounts payable .....................................................  
Accrued taxes ........................................................  
Accrued interest......................................................  
Accrued nonregulated items..............................................  
Other................................................................  

Total Current Liabilities ............................................  
Other Credits 

Deferred income taxes........................ ........................  
Regulatory liability - SFAS 109 ...................... ...................  
Investment tax credit - deferred ............................... ...........  
Other regulatory liabilities ..............................................  

Total Other Credits..................... .........................  
Commitments..........................................................  

Total Capitalization and Liabilities ....................................

1998 1997 

$ 520,753 $ 510,405 
184,868 181,861 
705,621 692,266 

(446,984) (407,602) 
258,637 284,664 

21,490 10,995 
79,089 59,179 

8,086 8,255 
367,302 363,093 

6,700 8,252 

7,250 2,108 
26,812 28,395 
13,113 13,580 
5,936 5,557 
3,509 3,605 
9,709 9,851 
6,573 7,190 
1,030 2,081 

73,932 72,367 
18,331 28,078 

$ 466,265 $ 471,790 

$ 342,036 $ 310,846 

200 200 
- 33,500 

15,364 14,528 
549 

2,734 2,206 
2,771 4,837 
4,696 5,326 

26,314 60,597 

44,343 45,572 
23,745 24,875 

9,938 10,685 
19,889 19,215 
97,915 100,347 

$ 466,265 $ 471,790

The accompanying notes are an integral part of the above statements.
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mG6e Consolidated Statements of Capitalization

At December 31 
(Thousands of dollars) 

Common Shareholders' Equity 
Common stock - par value $1 per share: 

Authorized 50,000,000 shares 
Outstanding 16,079,718 shares..................... ..................  

Amount received in excess of par value................. ..................  
Retained income.......................................................  

Total Common Shareholders' Equity................ ....................  

First Mortgage Bonds 
6Y%, 2006 Series: 

Pollution C ontrol Revenue Bonds........................................................................................  
8 .5 0 % , 2022 Series...................................................................................... . . ...............................  
6.75%, 2027A Series: 

Industrial Developm ent Revenue Bonds.............................................................................  
6.70%, 2027B Series: 

Industrial Developm ent Revenue Bonds.............................................................................  
7 .70 % , 2028 Series...................................................................................... . . ...............................  

First M ortgage Bonds O utstanding............................................ ............................................  
Unamortized discount and premium on bonds, net...............................................................  
Long-term debt sinking fund requirem ents.............................................................................  

Total First Mortgage Bonds ............................................  
Other Long Term Debt 

6 .0 1% , d u e 2000 .................................................................................... . . ................................  
6 .9 1% , d u e 2004 .................................................................................... . .................................  
6 .0 2 % , d u e 20 0 8 ................................................................................. .....................................  
To tal C ap italization ............................................................................................................

1998 1997 

$ 16,080 $ 16,080 
112,558 112,558 
53,637 52,285 

182,275 180,923

6,475 
40,000 

28,000

6,675 
40,000 

28,000

19,300 19,300 
21,200 21,200 

114,975 115,175 
(1,014) (1,052) 

(200) (200) 
113,761 113,923 

11,000 11,000 
5,000 5,000 

30,000 
$342,036 $310,846

The accompanying notes are an integral part of the above statements.
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Notes to Consolidated Financial Statements

December 31, 1998, 1997, and 1996 

1. Summary of Significant Accounting Policies 
a. General 
Madison Gas and Electric Company (MGE) is an investor
owned public utility headquartered in Madison, Wisconsin.  
The Company generates, transmits and distributes electric
ity to more than 124,000 customers in a 250-square-mile 
area of Dane County. MGE also transports and distributes 
natural gas to nearly 110,000 customers in 1,325 square 
miles of service territory in seven counties.  

The consolidated financial statements reflect the applica
tion of certain accounting policies described in this note.  
The financial statements include the accounts of MGE and 
its subsidiaries. All significant intercompany accounts and 
transactions have been eliminated in consolidation.  
Revenues are recorded based on services rendered or 
energy delivered to customers. MGE accrues an estimate 
on a monthly basis for unbilled revenue on the same 
basis. Gas revenues are subject to an adjustment clause 
related to periodic changes in the cost of gas.  

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

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

AFUDC represents the approximate cost of debt and 
equity capital devoted to plant under construction. MGE 

presently capitalizes AFUDC at a rate of 10.52% on 50.0% 
of construction work in progress. The AFUDC rate approx
imates MGE's cost of capital. The portion of the allowance 
applicable to borrowed funds is presented in the Consoli
dated Statements of Income as a reduction of interest 
expense, while the portion of the allowance applicable to 
equity funds is presented as other income. Although the 
allowance does not represent current cash income, it is 
recovered under the ratemaking process over the service 
lives of the related properties.  

c. Nuclear Fuel 
The cost of nuclear fuel used for electric generation is 
being amortized to fuel expense and recovered in rates 
based on the quantity of heat produced for generating 
electricity at Kewaunee Nuclear Power Plant (Kewaunee).

Such cost includes a provision for estimated future disposal 
costs of spent nuclear fuel. MGE currently pays disposal 
fees to the Department of Energy based on net nuclear 
generation. MGE has recovered through rates and satisfied 
its known fuel disposal liability for past nuclear generation.  

The 1992 National Energy Policy Act contains a provision 
for all utilities that have used federal enrichment facilities 
to pay a special assessment for decontamination and 
decommissioning for these facilities. This special assessment 
will be based on past enrichment. MGE has accrued and 
deferred an estimate of $2.0 million for its portion of the 
special assessment. MGE believes all costs will be recovered 
in future rates.  

d. Joint Plant Ownership 
MGE and two other utilities jointly own two electric gener
ating facilities, which account for 54% (325 MW) of MGE's 
net generating capability. Power from these facilities is 
shared in proportion to the companies' ownership inter
ests. MGE's interests are 22% (232 MW) of the coal-fired 
Columbia Energy Center (Columbia) and 17.8% (93 MW) 
of Kewaunee. On September 29, 1998, MGE finalized an 
agreement to sell its ownership of Kewaunee to the operat
ing partner, Wisconsin Public Service Corp. (WPSC). Each 
owner provides its own financing and reflects its respective 
portion of facilities and operating costs in its financial state
ments. MGE's portions of these facilities, included in its 
gross utility plant in service, and the related accumulated 
depreciation reserves at December 31, were as follows:

(Thousands ofdolars) 

Utility plant...........  
Accumulated 

depreciation.......  
N et Plant...............

Columbia Kewaunee 
1998 1997 1998 1997 

$86,175 $85,183 $58,364 $57,883 

(51,108) (48.762) (42,520) (38,799) 
$35,067 $36,421 $15,844 $19,084

e. Depreciation 
Provisions at composite straight-line depreciation rates, 
excluding decommissioning costs discussed as follows, 
approximate the following percentages of the cost of 
depreciable property: electric - 3.6% in 1998, 3.4% in 
1997 and 3.3% in 1996: gas - 3.4% in 1998,1997 and 
1996. Depreciation rates are approved by the Public 
Service Commission of Wisconsin (PSCW) and are 
generally based on the estimated economic lives 
of propert.  

Nuclear decommissioning costs are being accrued to 
an end-of-service life of 2002 for Kewaunee. These costs 
are currently recovered from customers in rates and are 
deposited in external trusts. For 1998, the decommission
ing costs recovered in rates were $8.1 million.
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Decommissioning costs are recovered through depreci
ation expense. Net earnings on the trusts are included in 
other income. The long-term, after-tax earnings assumption 
on the assets held by the trusts is 5.6%. As of December 31, 
1998, the decommissioning trusts, totaling $79.1 million, 
are shown on the balance sheet in the utility plant section 
and are offset by an equal amount under accumulated 
provision for depreciation.  

MGE's share of Kewaunee decommissioning costs is an 
estimated $83.2 million in current dollars based on a 
site-specific study performed in 1992 using immediate 
dismantlement as the method of decommissioning. In 
accordance with the agreement between WPSC and MGE 
regarding the sale of Kewaunee, MGE's decommissioning 
liability has been limited to the current fund balances plus 
all decommissioning contributions through 2002. Decom
missioning costs as studied are assumed to inflate at an 
average rate of 6.0% per year. Physical decommissioning is 
expected to occur from 2014 through 2021. It is expected 
that additional expenditures will be incurred from 2022 
through 2039 related to the storage of spent nuclear fuel 
at the plant site.  

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

(Thousands of dollars) 

Income taxes charged 
to operations.................  

Income taxes charged 
to other income............  

Total income taxes..........

1998 1997 1996 

$10,723 $11,940 $12,553 

2,384 1,571 (7,942) 
$13,107 $13,511 $ 4,611

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

(Thousands of dollars) 

Currently payable 
Fed eral...........................  
S tate ...............................  

Net deferred 
Federal...........................  
S tate ...............................  

Amortized investment 
tax credits ......................  

Total income taxes..........

1998 1997 1996 

$11,832 $12,229 $ 9,317 
3,251 3,435 3,267 

(1,092) (1,308) (7,079) 
(137) (92) (102) 

(747) (753) (792) 
$13,107 $13,511 $ 4,611

Deferred income taxes are provided to reflect the expected 
tax consequences of temporary differences between the tax 
basis of assets and liabilities and their reported amounts in 
the financial statements. Investment tax credits from regu
lated operations are amortized over the related service life 
of each property.

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

1998
Statutory federal 

income tax rate ....................  
Amortized investment 

tax credits..............................  
State income taxes, net 

of federal benefit .................  
Valuation allowance................  
Other, individually 

insignificant..........................  
Effective income tax rate.......

1997

35.0% 35.0%

(2.1) 

5.7 
(0.4)

(2.1) 

5.9 
(0.2)

1996

35.0% 

(7.2) 

7.3 
10.9

(1.1) (1.1) (4.2) 
37.1% 37.5% 41.8%

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

(Thousands of dollars) 

Property-related... ............  
Other.............. ...............  

Gross deferred income 
tax liabilities ................  

Accrued expenses...................  
O th e r.....................................................  
Deferred tax regulatory account........  

Gross deferred income 
tax assets ..........................................  

Less valuation allowance...................  
Net deferred income 

tax assets ..........................................  
Deferred income taxes ...................

1998 1997 
$ 55,560 $ 57,951 

5,598 6,026 

61,158 63,977 

(5,339) (6,344) 
(2,896) (3,166) 
(9,530) (9,983) 

(17,765) (19,493) 
950 1,088 

(16,815) (18,405) 
$ 44,343 $ 45,572

Excess deferred income taxes, resulting chiefly from taxes 
provided at rates higher than current rates, have been 
recorded as a net regulatory liability ($23.7 million and 
$24.9 million at December31, 1998 and 1997, respectively), 
refundable through future rates.  

As discussed in Note 4, MGE has sold its remaining assets in 
the gas marketing joint venture formerly owned by its two 
subsidiaries. Realization of state deferred tax assets includ
ing net operating loss carryforwards of these subsidiaries is 
dependent on future income in states where the subsidiaries 
file separate tax returns. Due to the circumstances associ
ated with these temporary differences, a valuation allowance 
was established at December 31, 1998 and 1997, for these 
deferred tax assets.  

For tax purposes, these subsidiaries, as of December 31, 
1998, had approximately $9.3 million of state tax net 
operating loss carryforwards which expire, if unused, 
beginning in the year 2012.
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g. Pension Plans 
MGE maintains two defined benefit plans. MGE also 
provides health care and life insurance benefits for its 
retired employees. Substantially all of MGE's employees

may become eligible for these benefits upon retirement.  
The following provides a reconciliation of benefit obliga
tions, plan assets and funded status of the plans.

(Thousands of dollars) 

Change in Benefit Obligation 
Net benefit obligation at beginning of year ..........  
Service co st................................................................  
Interest cost ..........................................................  
Plan participants' contributions..............................  
Plan amendments...........................  
A ctuarial (gain)/loss.................................................  
G ross benefits paid ...................................................  
Net benefit obligation at end of year .....................  

Change in Plan Assets 
Fair value of plan assets at beginning of year........  
Actual return on plan assets.....................  
Employer contributions ...........................................  
Plan participants' contributions...........................  
G ross benefits paid ...................................................  
Fair value of plan assets at end of year...................  

Funded status at end of year ...................................  
Unrecognized net actuarial gain.............................  
Unrecognized prior service cost.............................  
Unrecognized net transition obligation (asset).....  
Net amount recognized at end of year...................  

Amounts recognized in the 
balance sheet consist of: 

Prepaid benefit cost...........................  
Accrued benefit liability.............................  

Components of net periodic benefit cost 
Service cost ...............................................................  
In terest co st...............................................................  
Expected return on assets.......................................  
Amortization of: 

Transition obligation (asset)..............................  
Prior service cost.................................................  
A ctu arial gain ......................................................  
Regulatory effect based on phase in ................  

N et periodic benefit cost.........................................

Pension Benefits 

1998 1997 

$65,110 $55,112 
1,655 1,616 
4,750 4,421 

- 279 

5,211 5,704 
(2,288) (2,022) 

$74,438 $65,110 

$70,298 $58,770 
11,508 12,243 
1,600 1,307 

(2,288) (2,022) 
$81,118 $70,298 

$ 6,680 $ 5,188 
(6,156) (6,466) 

997 1,140 
114 76 

$ 1,635 $ (62) 

$ 1,635 $ 
- (62)

1998 1997 1996_ 

$ 1,655 $ 1,616 S 1,715 
4,750 4,421 4,090 

(6,580) (5,493) (4,837) 

(39) (39) (39) 
143 144 127 
(28) -

103 -

$ 4 $ 649 $ 1,056

Postretirement Benefits 

1998 1997

$ 15,783 
510 

1,035 
129

$ 14,380 
490 

1,062 
118

(531) 253 
(494) (520) 

$ 16,432 $ 15,783 

$ 4,467 $ 3,602 
555 388 
836 879 
129 118 

(494) (520) 
$ 5,493 $ 4,467 

$(10,939) $(11,316) 
(2,414) (1,893) 
1,921 2,111 
6,078 6,511 

$ (5,354) $ (4,587)

$ - 5 

(5,354) (4,587)

1998 1997 1996 

$ 510 $ 490 $ 546 
1,035 1,062 1,062 
(434) (336) (264) 

434 434 434 
190 189 165 

(132) (92) 
- - 402 

$ 1,603 S 1,747 $2,345

Weighted-average assumptions 
as of December 31 

D iscount rate ............................................................. 6.75% 
Expected return on plan assets............................... 9.50% 
Rate of compensation increase .............................. 5.00% 
Health care cost trend on covered charges........... N/A 

'Decreasing gradually to 5% in 2003 and remaining constant thereafter

mc36e.
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7.25% 
9.50% 
5.00% 
N/A

7.75% 
9.50% 
5.00% 
N/A

6.75% 
9.50% 
5.00% 
9.00%'

7.25% 
9.50% 
5.00% 

10.00%,

7.75% 
9.50% 
5.00% 

11.00%,
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Sensitivity of retiree welfare results: The following table 
shows how an assumed 1% increase or 1% decrease in 
health care cost trends could impact postretirement 
benefits in 1998 dollars.

(Thousands of dollars) 

Effect on: 
- total service and interest 

cost components 
- postretirement benefit obligation

1% 1% 
Increase Decrease

$ 313 
$2,874

$ (246) 
$(2,295)

MGE maintains two defined contribution 401 (k) benefit 
plans for its employees. MGE's costs of the 401(k) plans 
were $0.5 million in 1998, $0.3 million in 1997 and $0.2 
million in 1996.  

h. Fair Value of Financial Instruments 
At December 31, 1998, the carrying amount of cash and 
cash equivalents approximates fair value. The estimated 
fair market value of MGE's First Mortgage Bonds and 
other long-term debt, based on quoted market prices 
at December 31, is as follows:

MGE has elected to recognize the cost of its transition 
obligation (the accumulated postretirement benefit obligation as 
ofJanuary 1, 1993) by amortizing it on a straight-line basis 
over 20 years.

(Thousands of dollan) 

Carrying amount 
(includes sinking funds)...................  

Fair m arket value.................................

1998 1997 

$160,975 $131,175 
$173,236 $137,611

2. Capitalization Matters 
a. First Mortgage Bonds and Other Long-Term Debt 
On September 14, 1998, MGE issued on the open market 
$30 million in unsecured Medium Term Notes at 6.02%, 
maturing September 15, 2008. Interest on these notes will 
be paid semi-annually on March 1 and September 1. The 
proceeds from the issuance of these notes were used to 
reduce short-term debt and to finance capital spending.  

MGE's utility plant is subject to the lien of its First Mort
gage Bonds.  

Long-term debt maturities, including mandatory sinking 
fund requirements relating to the 6%%, 2006 Series, First 
Mortgage Bonds are: $0.2 million in 1999; $11.2 million 
in 2000; $0.2 million in 2001 and 2002; and $0.5 million 
in 2003.  

b. Preferred Stock 
MGE has 1,175,000 shares of $25 par value redeemable 
preferred stock, cumulative, that is authorized but 
unissued at December 31, 1998.

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

For short-term borrowings, MGE generally issues com
mercial paper (issued at the prevailing discount rate at the 
time of issuance) which is supported by unused bank lines 
of credit. Through negotiations with several banks, MGE 
had $45 million in bank lines of credit.  

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

(Thousands of dollars) 

As of December 31: 
Available lines 

of credit (MGE) ............  
Available lines of 

credit (GLENCO).........  
Commercial paper 

outstanding ...................  
Weighted average 

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

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

borrowings ....................  
Weighted average 

interest rate...................

1998 1997 1996

$45,000 $52,000 $45,000 

$ - $ - $10,000 

$ - $33,500 $29,750 

- 6.06% 5.63% 

$33,500 $33,500 $29,750 

$ 9,223 $16,816 $13,805 

5.70% 5.68% 5.53%

3. Rate Matters 
In January 1999, the PSCW's rate order became effective 
increasing annual electric rates $8.4 million or 5.1% and 
natural gas rates $0.7 million or 0.7%. These rates will 
remain in place until the next test year, which is scheduled 
to begin January 1, 2001. These current rates are based on 
an authorized return on common stock equity of 12.2%.

The electric rate increase is needed to cover higher fuel 
costs and new investments in transmission and generation 
projects that will improve electric reliability. Gas rates rose 
slightly to help offset the impact of inflation on operat
ing costs. Both rate increases include costs to implement 
technology needed to ensure system compatibility with the 
"Year 2000" issue.
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MGE received approval from the PSCW on March 19, 1998, 
to recover approximately $1.8 million (excluding carrying 
costs) of deferred expenses related to the 1997 repairs 

4. Gas Marketing Subsidiaries 
In December 1998, MGE's gas marketing subsidiaries, 
Great Lakes Energy Corp. (GLENCO) and American 
Energy Management Inc. (AEM), sold their remaining 
assets in National Energy Management, L.L.C. (NEM) 
for $1.8 million. NEM was formed inJanuary 1997 as a 
joint venture between GLENCO, AEM and a Houston
based gas marketing company.  

5. Commitments 
Coal Contracts: MGE does not have any long-term coal 
contracts that contain certain demand obligations for 
Blount Generating Station (Blount) because this plant 
is a "system" gas customer. Fuel procurement for MGE's 
ownership interest in the Columbia Plant is handled by 
Wisconsin Power and Light Company. If any amounts must 
be paid under the demand obligations of these contracts, 
management believes these would be considered costs of 
service and recoverable in customer rates.  

Purchased Power Contract: MGE has several firm pur
chased power contracts for capacity. Purchase obligations 
on these contracts over the next five years are estimated 
to be: $8.9 million in 1999, $9.5 million in 2000, $3.7 mil
lion in 2001, $3.8 million in 2002 and $3.9 million in 2003.  
Management expects to recover these costs in future cus
tomer rates.  

Purchased Gas Contracts: MGE has several natural gas 
supply and transportation contracts that will require esti
mated demand payments of $75 million through 2003.  
Management expects to recover these costs in future cus
tomer rates.  

Environmental: MGE has been listed as a potentially respon
sible party for environmental cleanup at three waste sites: 
Refuse Hideaway Landfill, Demetral Landfill and Lenz Oil.  

6. Supplemental Cash Flow Information 
For purposes of the Consolidated Statements of Cash 
Flows, MGE considers cash equivalents to be those 
investments that are highly liquid with maturity dates 
of less than three months.

to the Kewaunee steam generator. The deferred expenses 
were recovered through a customer surcharge effective 
April through July 1998.  

In December 1996, MGE wrote down its investment in 
both GLENCO and AEM to reflect current value. As of 
December 31, 1998, a $2.8 million liability remains to 
account for the remaining contingencies related to this 
write down.

These sites were used by MGE for disposing of fly ash sludge 
and coal ash, and storing and processing waste oil. It is 
estimated that MGE's future exposure to clean up these 
sites could range from $250,000 to $750,000. A liability for 
cleanup of these sites has been established with an offset
ting regulatory asset. Management believes that cleanup 
costs not covered by insurance will be recovered in current 
and future customer rates.  

MGE is in compliance with both Phase I and Phase II of 
the 1990 Federal Clean Air Act amendments. The EPA has 
recently issued new nitrogen oxide (Nox) emission limits 
which are even more stringent than the Phase II limits.  
These new limits will most likely go into effect in May 2003.  
MGE is evaluating compliance strategies and their costs.  
Implementing new measures will likely increase capital, 
operating and maintenance expenditures. Management 
believes that all costs incurred for additional No compli
ance will be recoverable in future customer rates.  

Capital Commitments: 1999 utility plant construction 
expenditures will be an estimated $62.5 million, which 
includes MGE's share ofjointly owned electric power 
production facilities and purchase of fuel for Kewaunee 
and Columbia. Substantial commitments have been 
incurred in connection with these expenditures.  

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

(Thousands of dollars) 

Interest paid, net of 
amounts capitalized.  

Income taxes paid, net...

1998 1997 1996

S10,227 $10,841 $10,932 
$14,188 $15,365 $16,041
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7. Segments of Business 
MGE has two main business segments - electric and gas 
which are both regulated. The electric business generates, 
transmits and distributes electricity. The gas business trans
ports and distributes natural gas. The following table shows 
key information about MGE's electric and gas operations.

Information regarding the distribution of net assets 
between electric and gas for the years ended December 31 
is presented on page 29.

(Thousands of dollars) 

Electric Operations 
Total revenues ......................................................  
Operation and maintenance expenses .............................................  
Depreciation and amortization ...........................................  
Other general taxes............................ .......................  

Pre-tax Operating Income........................... ..... ...............  
Income taxes ..............................................................  

Net Operating Income - Electriic... ................. ........................  

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

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

Total Revenues ..........................................................  
Operation and maintenance expenses...........................................  
Depreciation and amortization .....................................................  
Other general taxes........................................... .. .. .....................  

Pre-tax Operating Income... ........................... .............................  
Income taxes ........................................................  

Net Operating Income - Gas........................... ......................  

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

1998

$169,563 
102,006 

27,586 
7,378

1997

$163,123 
100,854 
22,799 
6,937

1996

$152,747 
90,862 
20,094 

7,000
$ 32,593 $ 32,533 $ 34,791 

8,883 9,106 10,221 

$ 23,710 $ 23,427 $ 24,570 

$ 25,970 $ 16,849 $ 16,855 

$ 80,189 $101,525 $100,544 
6,362 6,()38 2,304 

86,551 107,563 102,848 
71,125 89,788 86,418 
5,599 5,518 5,416 
1,885 1,860 1,736 
7,942 10,397 9,278 
1,840 2,834 2,332 

$ 6,102 $ 7,563 $ 6,946 

$ 4,859 $ 4,786 $ 5,051

8. Regulatory Assets and Liabilities 
Pursuant to SFAS No. 71 "Accounting for the Effects 
of Certain Types of Regulation," MGE capitalizes, as 
deferred charges, incurred costs that are expected to 
be recovered in future electric and natural gas rates. MGE 
also records as other credits, obligations to customers to 

(Thousands of dollars) 

Dem and-side m anagem ent................................................... ...........  
Decommissioning and decontamination...................................................  
U nam ortized debt expense.........................................................................  
Pension and other postretirement benefits ..............................................  
Kew aunee outage/repairs...........................................................................  
Sum m er pow er shortages............................................................................  
Subtotal regulatory assets/liabilities..........................................................  
O th er d eferred item s...................................................................................  
Subtotal deferred item s...............................................................................  
Regulatory liability - SEA S 109 ...................................................................

refund previously collected revenue or to spend revenue 
collected from customers on future costs. MGE's regula
tory assets and liabilities, included in deferred charges and 
credits on the balance sheet, consisted of the following as 
of December 31:

1998 1997
Assets/Liabilities Assets/ Liabilities 

$ 7,820 $ 998 $10,052 $ 759 
2,333 1,997 2,300 2,211 
5,294 - 5,072 
2,607 5,467 58 4,567 

- - 2,052 933 

90 - 1,704 
18,144 8,462 21,238 8,470 

187 11,427 6,840 10,745 
18,331 19,889 28,078 19,215 

- 23,745 - 24,875
T o ta l .................................................................................................................. $ 18 ,3 3 1
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Electric 
Operating Revenues ($000s) 

R esiden tial........................................  
Commercial power and lighting ....  
Industrial power and lighting.........  
Street and highway lighting 
and public authorities ...................  

O ther utilities ...................................  
M iscellaneous ...................................  

Total Operating Revenues......  

Kilowatt-hour Sales (000s) 
R esidential........................................  
Commercial power and lighting ....  
Industrial power and lighting.........  
Street and highway lighting 
and public authorities ...................  

Other utilities ...................................  
Total Sales.................................  

Average Number of Customers 
R esidential........................................  
Commercial power and lighting ....  
Industrial power and lighting.........  
Street and highway lighting 
and public authorities ...................  

O ther utilities ...................................  
Total Average Customers ........  

Gas 
Operating Revenues ($000s) 

R esiden tial........................................  
C om m ercial......................................  
In d u strial...........................................  
Best efforts (includes 
interruptible boiler fuel) ..............  

Gas transport, net ............................  
M iscellaneous ...................................  

Total Operating Revenues ......  

Therms Sold and Transported (000s) 
R esid en tial........................................  
C om m ercial......................................  
In du strial...........................................  
Best efforts (includes 
interruptible boiler fuel) ..............  

G as transport, net ............................  
Total Sold and Transported....  

Average Number of Customers 
R esid en tial........................................  
C om m ercial......................................  
In du strial...........................................  
Best efforts (includes 
interruptible boiler fuel) ..............  

Total Average Customers ........

1998 1997 1996 1995 1994 1988 

$ 58,654 $ 55,506 $ 53,971 $ 54,928 $ 51,751 $ 45,338 
82,359 79,004 74,291 72,885 79,295 66,028 
11,572 11,261 10,095 10,245 9,022 6,116 

14,005 14,808 13,236 13,855 7,684 8,644 
1,866 1,566 466 1,092 1,584 1,574 
1,107 978 688 549 329 379 

$ 169,563 $ 163,123 $ 152,747 $ 153,554 $ 149,665 $ 128,079 

750,831 720,576 725,471 735,442 679,211 639,264 
1,481,315 1,420,347 1,381,043 1,347,947 1,448,474 1,219,595 

306,022 307,485 289,903 292,649 221,384 132,995 

312,684 332,995 305,962 320,869 169,755 197,836 
76,889 64,914 26,815 26,344 34,990 16,090 

2,927,741 2,846,317 2,729,194 2,723,251 2,553,814 2,205,780 

106,709 105,787 104,778 103,624 102,255 94,456 
16,428 16,144 15,841 15,581 15,348 14,040 

75 76 74 75 75 73 

51 52 52 52 51 50 
6 5 5 5 4 4 

123,269 122,064 120,750 119,337 117,733 108,623 

$ 46,604 $ 55,652 $ 57,486 $ 53,021 $ 51,812 $ 46,248 
27,115 37,530 36,917 33,550 33,436 31,374 

3,592 1,582 1,105 2,361 2,547 2,125 

- 2,554 3,849 4,147 5,782 6,163 
2,573 2,035 2,360 1,540 968 290 

305 2,172 (1,173) 417 762 44 
$ 80,189 $ 101,525 $ 100,544 $ 95,036 $ 95,307 $ 86,244 

75,283 87,664 96,062 89,099 84,326 75,604 
57,842 75,822 79,381 73,307 73,752 63,110 
10,267 5,057 2,653 6,279 8,056 4,705 

- 6,838 11,689 15,143 18,633 21,499 
40,926 40,947 37,707 36,502 22,463 4,002 

184,318 216,328 227,492 220,330 207,230 168,920 

95,988 93,847 91,918 89,952 87,194 71,456 
12,255 12,104 11,799 11,483 11,053 8,782 

61 69 76 74 68 67 

- 21 54 60 64 32 
108,304 106,041 103,847 101,569 98,379 80,337
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1998
(Thousands of dollars, except per share amounts) 

Income, Earnings, and Dividends 
N et incom e..........................................  
Earnings on common stock...............  
Earnings per average 

com m on share ..................................  
Cash dividends paid per 

com m on share ..................................  

Assets (year end) 
E lectric .................................................  
G as........................................................  
Assets not allocated.............................  

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

Internal Generation of Cash 
Total cash used for construction 
expenditures and nuclear fuel........  

Percent generated internally.............  

Long-term Debt and Redeemable 
Preferred Stock, Net (year end) .......  

Capitalization Ratios (year end) 
Common shareholders' equity..........  
Redeemable preferred stock .............  
Long-term debt.....................  
Short-term debt (interim loans) .......  

Common Stock Data (year end) 
Per share - Close ................................  

- Book value.......................  

Shares (000s) - Outstanding .............  
- Authorized ...............  

Interest Coverages (excludes AFUDC) 
Pre-tax .. ......................  
After-tax .......................  

Sources of Energy Generated 
and Purchased Power 
C o al......................................................  
N u clear ................................................  
Purchased Power.................................  
G a s ........................................................  
O th er....................................................  

Cooling Degree Days 
(Normal - 604) ...............  

Heating Degree Days 
(Normal - 7,490) ..............

1997

$ 22,230 $ 22,523 $ 
$ 22,230 $ 22,523 $

1996 

6,427 
6,427

1995 1994 1988

$ 23,970 $ 25,011 $ 20,538 
$ 23,906 $ 24,540 $ 19,962

$ 1.38 $ 1.40 $ 0.40 $ 1.49 $ 1.53 $ 1.33 

$ 1.298 $ 1.286 $ 1.273 $ 1.260 $ 1.247 $ 1.088

$311,563 
111,762 
42,940

$313,855 
118,339 

39,596

$315,022 
116,723 
52,424

$327,053 
119,968 

46,855

$323,870 
118,210 
45,679

$307,080 
102,360 

35,603
$466,265 $471,790 $484,169 $493,876 $487,759 $445,043

$ 30,829 $ 21,635 $ 21,906 $ 19,162 $ 26,429 $ 36,984 
103.1% 137.5% 101.6% 126.0% 120.8% 64.7%

$159,761 $129,923

53.3% 
0.0 

46.7 
0.0

$ 

$
22Y4 

11.34 
16,080 
50,000 

4.00 
3.02 

60.8% 
21.4 
12.1 
5.2 
0.5 

654 

6,069

52.5% 
0.0 

37.8 
9.7

$ 
$

23 
11.25 

16,080 
50,000 

4.21 
3.09 

63.2% 
14.2 
17.7 
4.5 
0.4 

410 

7,522

$128,886 $129,048 $135,900 $148,206

53.0% 
0.0 

38.2 
8.8

$ 
$

20% 
11.14 

16,080 
50,000 

2.73 
1.58 

63.4% 
19.6 
14.9 

1.8 
0.3 

408 

8,124

55.1% 
0.0 

39.1 
5.8

$ 
$

23% 
12.01 

16,080 
28,000 

4.31 
3.07 

61.3% 
23.5 
11.6 
3.4 
0.2 

982 

7,431

53.4% 
1.5 

37.0 
8.1

$ 
$

21% 
11.79 

16,080 
28,000 

4.54 
3.22 

55.6% 
26.2 
16.4 
1.6 
0.2 

637 

7,170

$ 
$

47.4% 
2.0 

43.9 
6.7

13% 
10.01 

15,282 
14,000 

3.14 
2.40 

58.3% 
29.9 
9.6 
1.4 
0.8 

902 

7,505

29
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mGr6e. Quarterly Summary of Operations and Stock Prices

(Thousands of dollars, except per-share amounts) 

1998 
Operating Revenues: 

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

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

Net Operating Income..................................  
Interest and Other.......................................  

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

Earnings per Common Share .... ...........................  
Dividends Paid per Common Share...... ....................  

Price per Common Share - High ............................  
- Low.... ........................  

1997 
Operating Revenues: 

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

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

Net Operating Income. ..................................  
Interest and Other............... .......................  

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

Earnings per Common Share ...... .........................  
Dividends Paid per Common Share..... .....................  

Price per Common Share - High ............................  
- Low.... ........................

Quarters Ended (Unaudited) 

March 31 June 30 Sept. 30 Dec. 31 

$38,393 $42,444 $50,458 $38,268 
36,722 12,118 7,321 24,028 
75,115 54,562 57,779 62,296 
64,881 50,001 49,258 55,800 
10,234 4,561 8,521 6,496 

1,819 2,108 2,683 972 
$ 8,415 $ 2,453 $ 5,838 $ 5,524 

52.00 15.00 36.00 35.0 
32.30 32.3 32.60 32.64 

$ 23Y $ 22Y $ 23V, $ 23%1b 
$ 21% $ 20X $ 22V $ 22Y 

$37,431 $40,653 $45,502 $39,537 
47,482 12,599 7,655 33,789 
84,913 53,252 53,157 73,326 
75,560 48,511 45,328 64,259 

9,353 4,741 7,829 9,067 
1,317 2,175 2,182 2,793 

$ 8,036 $ 2,566 $ 5,647 $ 6,274

50.0(L 
32.0(

16.0V 
32.00

35.04 
32.3

39.0c 
32.3c

$ 214 $ 21V $ 21X $ 23% 
$ 18V, $ 19Y2 $ 19% $ 19%.

Notes: 

(1) The quarterly results of operations within a year are 
not comparable because of seasonal and other factors.  

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

(3) There were 18,513 shareholders as of January 31, 1999.  
Currently, there are no restrictions on the Company's 
ability to pay dividends and none are expected in the 
foreseeable future. The Company has regularly paid 
dividends to its shareholders and expects that it will 
continue to do so in the futfire.  

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



ma6e. Board of Directors 

Jean Manchester Biddick 
Retired Chief Executive Officer 
Neesvig's Inc.  
Age 72 
Director Since 1982 

Richard E. Blaney 
Retired President 
Richard Blaney Seeds Inc.  
Age 62 
Director Since 1974 

F. Curtis Hastings 
President 
J.H. Findorff & Son, Inc.  
Age 53 
Director Since January 1999 

David C. Mebane 
Chairman, President and 
Chief Executive Officer 
Age 65 
Director Since 1984 

Regina M. Millner 
President 
The RMillner Co., S.C.  
Age 54 
Director Since 1996 

Frederic E. Mohs 
Partner 
Mohs, MacDonald, Widder 
& Paradise, Attorneys at Law 
Age 61 
Director Since 1975

31
Note: Ages as ofjanuary 1, 1999.

John R. Nevin 
Director, Grainger Center for 
Distribution Management, and 
Professor, School of Business, 
University of Wisconsin - Madison 
Age 55 
Director Since December 1998 

Phillip C. Stark 
Chairman of the Board 
The Stark Company 
Age 73 
Director Since 1985 

H. Lee Swanson 
Chief Executive Officer, 
President and Director 
State Bank of Cross Plains 
Age 60 
Director Since 1988 

Frank C. Vondrasek 
Vice Chairman 
Age 70 
Director Since 1982 

Audit Committee 
Directors Biddick, Blaney, Hastings, Millner, 
Mohs, Nevin, Stark, Swanson and Vondrasek 

Compensation Committee 
Directors Blaney, Mohs and Stark 

Executive Committee 
Directors Biddick, Blaney, Mebane, 
Mobs and Vondrasek 

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



mG 6e Officers of the Company 

David C. Mebane 
Chairman, President and 
Chief Executive Officer 
Age 65 
Years of Service, 21 

Mark C. Williamson 
Senior Vice President 
Energy Services 
Age 45 
Years of Service, 12 

GaryJ. Wolter 
Senior Vice President 
Administration and Secretary 
Age 44 
Years of Service, 14 

James C. Boll 
Group Vice President 
Age 63 
Years of Service, 8 

Ronald L. Semmann 
Group Vice President 
Age 63 
Years of Service, 1 

Terry A. Hanson 
Vice President - Finance 
Age 47 
Years of Service, 17 

Lynn K. Hobbie 
Vice President - Marketing 
Age 40 
Years of Service, 13

Note: Ages, years of service and positions as ofJanuary 1, 1999.

Thomas R. Krull 
Vice President 
Gas and Electric Operations 
Age 49 
Years of Service, 26 

Peter J. Waldron 
Vice President 
Power Supply 
Age 41 
Years of Service, 18 

Jeffrey C. Newman 
Treasurer 
Age 36 
Years of Service, 14 

Gregory A. Bollom 
Assistant Vice President 
Electric Marketing 
Age 38 
Years of Service, 16 

Scott A. Neitzel 
Assistant Vice President 
Gas Rates and Fuels 
Age 38 
Years of Service, 1 

Joe R. Trueblood 
Assistant Vice President 
Gas Operations 
Age 64 
Years of Service, 24 

Carol A. Wiskowski 
Assistant Vice President 
Administration and 
Assistant Secretary 
Age 59 
Years of Service, 32
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Shareholder Information
1999 Annual Shareholder Meeting 

Tuesday, May 4, 1999 
Exhibition Hall 
Dane County Expo Center 
1919 Expo Way 
Madison, Wisconsin

Stock Listing 
MGE stock trades on the: 

* Nasdaq National Stock Market 
under the ticker symbol MDSN.  

MGE stock listing in newspapers: 

* MadsnGas or MadGE.  

Shareholder Services 
We welcome calls from shareholders.  
Please notify us promptly if: 

* a stock certificate is lost or stolen.  

* a dividend check or statement is not 
received within 10 days of the scheduled 
payment date.  

* your name or address changes.  

Reports Available 
More financial information is available upon 
request, including: 

* Form 10-K (filed with the Securities 
and Exchange Commission); and 

* A Statistical Supplement to this 
annual report.

1999 Dividend Payment Dates 
Quarterly dividends on MGE common stock 
are expected to be paid on: 

* March 15 

* June 15 

* September 15 

* December 15 

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

Transfer Agent & Registrar 
Harris Trust and Savings Bank 
P.O. Box 755 
Chicago, IL 60690 

For Assistance 
Contact MGE Shareholder Services by phone, 
mail or e-mail.

Madison Area: 608-2524744

Continental U.S.: 1-800-356-6423

Mailing Address:

E-mail: 

Business Hours: 

MGE Location:

MGE Shareholder Services 
P.O. Box 1231 
Madison, WI 53701-1231 

shareservices@mge.com 

8:00 a.m. to 4:30 p.m.  
(Central Time) 
Monday through Friday 

133 South Blair Street 
Madison, WI 53701-1231

Phone:

Web Address:

608-252-7000 

www.imge.com

This entire report is printed on recycled paper
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