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The Year At AGlance

Percent increase

(decrease)
1981 1980 1981-1980
OPpErating TEVEMUES .......ccocecerrermvererenraassrasensessasassonssaess $162,082,000 $161,756,000 2%
OpETating EXPEIMSES ..o.veucreurerreeriereenenriesenreeeressenssesearencs $141,200,000 $138,266,000 2.1
INEL INCOIME .cvvveeveireriarerirseeveernansasesarerasasssnsessessassonsens $ 12,583,000 $ 15,548,000 (19.1)
Earnings on common StoCK.......ccocvueereeceenreeerevecrnncnnenenns $ 9,542,000 $ 12,399,000 (23.0)
Earnings per common share outstanding ........cccccccoeun. $1.66 $2.21 (24.9)
Cash dividends paid per common share ...........c.ccoeee. $1.76 $1.66 6.0
Weighted average number of shares outstanding ....... 5,756,254 5,607,319 2.7
Book value—year end.........ccocorereemnencnnnnienienvenennens $17.97 $18.19 (1.2)
Electric sales tO CONSUMETS......ccocirireeeereeresnnreessirnsnssnns 1,686,000 mwh 1,664,000 mwh 1.3
Electric customers in service—year end.............c........ 99,173 97,248 2.0
Average use per residential customer..........c.ccccvcerencn. 6,073 kwh 6,120 kwh (.8)
Electric system one-hour net peak demand................. 372,000 kw 372,000 kw —
Gas 5ales tO CONSUMETS ....ccrrrrerrerrsenssansanssneassensraenseeseans 149,997,000 therms 177,912,000 therms (15.7)
Gas customers in service—year end .........cccveccevvaercnns 67,727 66,224 2.3
Gas system peak day .....ccoccevieiviioinrinecceeiicnniraiineene 1,346,000 therms 1,360,000 therms (1.0)
Investment in plant.......cccccceeeevererenennnncnrenenssenseeinsenanne $380,303,000 $362,235,000 5.0
Total capitalization (incl. interim loans)..........c......... $244,969,000 $240,590,000 1.8
Number of employees—year end.......c..ccoeevereeverrnnnn 643 578 11.2

Business Description

Madison Gas and Electric Company generates, trans-
mits, and distributes electric power, and purchases and
distributes natural gas in the Madison trading area. The
electric service area covers about 250 square miles, and
naturai gas is distributed throughout a 750-square-mile
area. While its service area is compact, it is a growing
community with a population of about 250,000 in the
cities of Madison, Middleton, Monona, two adjoining
villages, surrounding areas including ten outlying vil-
lages, and the cities of Lodi and Verona.

Front Cover—Capitol Centre, a two city block complex that will
include senior citizen low-income apartments and senior center,
market-rate housing, commercial space, and a parking ramp.
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To Our Shareholders

The year 1981 has to be looked upon as one with both
good and bad aspects. The effects of continued inflation
and increased expenses resulted in a decline in earnings
on common stock.

Total revenues were $162 million, the same as 1980.
But operating expenses went up to $141 million in 1981,
from $138 million in 1980.

Positive aspects of the year are the continued growth
in number of customers we serve, including those added
with the acquisition of the Cross Plains Electric Company
property, and the continued improvement in supplies of
natural gas available to MGE.

Dividends Grow

To maintain MGE’s competitive position among inves-
tors, the quarterly dividend was increased on Sept. 15,
1981, from $.43 to $.45 per share of common stock. This
raised the annual dividend rate to $1.80 per share. We
feel a continuing commitment to a dividend policy that
will sustain the loyalty of shareowners and maintain the
Company’s ability to attract and hold required capital.
Through Dec. 31, 1981, the Company has paid 276 con-
secutive dividends on a regularly scheduled basis.

Request New Rate Increases

On Sept. 11, 1981, we filed an application with the
Public Service Commission of Wisconsin (PSCW) for
increases in electric and gas rates to cover increasing costs
due to continuing inflation.

The total increases requested are $16,749,000 in electric
service revenues and $7,191,000 in gas service revenues
per year, or 19.3% in retail electric revenues and 8.6%
in retail gas revenues. Based on information furnished by
the staff of the PSCW, hearings on the request will not
be held until some time during Spring 1982, and an order
then would be issued close to mid-1982.

On Nov. 17, the Company filed a motion with the
PSCW for temporary rate increases. This was in ac-
cordance with the application made in September, which
included a request that the Company be authorized an
interim surcharge on electric and natural gas rates if the
rate case was not concluded promptly. This interim sur-
charge would have increased revenues enough to permit
earning a return on common stock equity of at least 13%,
the previously authorized level, and would have been sub-
ject to refund. The motion was denied by the PSCW on
Dec. 2.

MGE is requesting a 16% return on equity at this time.
The present return authorized is 13%; in spite of diligent
efforts to control and reduce expenses, it has never been
reached. Lack of adequate return, ironically, increases
the Company’s cost of doing business because we then
must pay more for the capital we need than we would if
earnings were more competitive.

Ruling on Previous Rate Matter

We have previously reported to you on two aspects of
our 1979 rate increase request that had been the subject
of a court challenge by MGE. The Company’s position
on both matters—one involving a $1.27-million revenue
reduction and the other involving application of residential
time-of-use electric rates—had been upheld by a Wis-
consin Circuit Court. The PSCW had appealed only the
ruling on the revenue matter; on Nov. 3, 1981, this appeal
was denied by the Appellate Court. The PSCW is seeking

further review by the Wisconsin Supreme Court. The
1.746% electric rate surcharge authorized by the PSCW
as a result of the Circuit Court ruling continues in effect.

Acquisition of Cross Plains Electric

In July, 1981, we acquired the property of the Cross
Plains Electric Company, a small investor-owned company
whose service area abutted MGE’s. Many of its customers
were already receiving gas service from MGE. The pur-
chase added about 1,100 electric customers to the 97,000
we already served and increased the physical area that
MGE serves with electricity by about 13%. This increases
our potential for growth as the area is developed.

Future Funding Plans

The Company does not face any extraordinarily large
construction requirements for the next several years: We
are making every effort to control construction expend-
itures during this period of high interest rates. We expect
to spend about $25 million per year for the next five years,
with internally generated funds covering about 90% of
this requirement. We are considering, however, some ex-
ternal financing during the last half of 1982 depending
on prevailing market conditions. This will be new long-
term debt to reduce some short-term debt and to replace
some other outstanding securities.

New Office Construction

Construction of our new General Office Facility, which
will consolidate in one place employees who now are scat-
tered around in several locations, began last fall with _
work on the parking ramp. With the ramp completed in
February, activity now focuses on the office building part
of the project.

The new building basically is a three-story structure
connecting with our existing System Operations Center.
A smaller three-story tower, which will include solar en-
ergy collectors and other innovative design features, will
extend part of the new building to a height of six floors.
With completion of the project scheduled for mid-1983,
we look forward to improving overall efficiency.

Architect’s mode! of the new MGE Gen-
eral Office Facility now under construc-
tion, which will preserve an old railroad
freight office (front, ieft) and the Com-
pany’s System Operations Center in a
former railroad passenger depot (front,
right).




Prepared to Serve an Area of Growth
and Economic Vitality

Corporate Objectives

Elsewhere in this report, you will see a brief statement
of MGE’s corporate objectives. This statement summa-
rizes more-detailed definitions of our objectives with re-
spect to our overall performance and our responsibilities
to the owners, customers, and employees of the Company
as well as to the communities we serve. These newly cod-
ified statements of objectives are part of our continuing

effort to improve our corporate performance in both fiscal

and human terms.

Future Outlook Bright

We take an optimistic view of the future. We detail
our growth prospects later in this report, especially in
terms of new customer additions. With a general overall
improvement in the economy anticipated for the latter
half of 1982, we expect growth to continue.

We also see very desirable growth as loads substantially
increase in central Madison, the heart of our service area.
The large commercial projects under way in this part of
our territory are tapping electric and gas facilities that
are already in place. So we are adding load with limited
additional investment.

Rate Relief Still Needed

Inflation will continue to seriously impact on our costs.
.To offset these increases, we must continue to seek rate
increases.

We expect that the inflation rate will decline during
the second half of the year, as many predict. The sharply
colder-than-normal weather at the beginning of 1982,
something not experienced during the past two years, is
a positive factor affecting our revenue.

Natural gas supplies and electric service capacity con-
tinue to be adequate with reasonable reserves. We will
be able to get all the gas needed to satisfy our customers’
needs for the next several years. The adequacy of our gas
supplies is due mainly to the effect of the Natural Gas
Policy Act of 1978 that permitted gradual phase-out of
federal price regulation and the aggressive acquisition
policy of our pipeline supplier. The gradual deregulation
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of gas is scheduled to continue through 1985. We favor
this gradual approach, which has achieved an equitable
balance between supply and price.

We have adequate electrical generating capacity to
serve our system needs and expect that we will continue
to be a seller to other systems through power pool and

other agreements. .
continued
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Employees

The experience and knowledge of employees are a
major asset of any organization. This is especially true

at MGE. Good customer relations practices are continually

emphasized through training of both long-term and new
employees. Our work force grew in all Company divisions,
but especially so in the consumer advisory, data processing,
information management, and system design and engi-
neering areas.

A two-year agreement with the Office and Professional
Employees International Union, Local No. 39, expires
April 30, 1982. Discussions concerning renewal will begin
in March. Local 39 represents 139 clerical employees. A
two-year agreement effective May 1, 1981, with the In-
ternational Brotherhood of Electrical Workers, Local No.
2304, representing 266 operating employees, continues
until April 30, 1983.

Changes in Directors

On Oct. 23, 1981, Donald D. Haselhorst was elected
to the Company’s board of directors. Mr. Haselhorst is
president and chief executive officer of Nicolet Instru-
ments Corp., Madison, a manufacturer of computerized
instrumentation equipment. He replaced Stanley V.
Kubly who retired from the board after 21 years of loyal
and dedicated service. Mr. Kubly’s wisdom and balanced
thinking were of great assistance to the management of
the Company.

Frank C. Vondrasek, Jr., was elected to the board
effective Jan. 1, 1982. Mr. Vondrasek is executive vice
president of the Company in charge of operations. He

replaced Leo E. Brodzeller, executive vice president in
charge of administrative activities. Mr. Brodzeller resigned
from the board to reduce his involvement in the man-
agement of the Company in anticipation of his retirement
from MGE in March, 1982. His years of service as a
director since 1977 and as an employee for 42 years are
worthy of special note. The knowledge and expertise he
developed were extremely valuable in the counsel he
brought to his management and board responsibilities.
His dedication and service indeed have been outstanding.

Management Change

During 1981, Gerald A. Wilson was appointed to the
position of senior vice president—administration, reporting
to Mr. Brodzeller. Mr. Wilson had been group vice pres-
ident—energy supply.

We appreciate your confidence and support and hope
that you will review the rest of this report to learn more
about your Company’s operations and future.

For the Board of Directors:

ey B T Jarpnta
William A. McNamara
Chairman of the Board

Donald J. Helfrecht
President

Feb. 18, 1982

Corporate Objectives

o]

A formal statement of MGE’s corporate
objectives was issued this year. These ob-
jectives are summarized as follows:

» To effectively and fairly serve all the
Company’s constituencies — customers,
investors, employees, governmental bodies,
and suppliers—to best balance the mutual
interests of all.

s Tofurnishreiiabie’serviceTinasafe;cour- -

teous, competent, and timely manner and at
a reasonable cost to customers that also will
provide sufficient earnings to adequately

compensate our investors for use of their
money.

« To recognize our social responsibilities
as a corporation as an integral part of dealing
with our various constituencies.

» To encourage and reward employee
initiative, career development productnv:ty

-and-responsible_performance S

e To encourage prudent growth in the use
of our energy services, including the devel-
opment of new technologies and applications.




Electric Operations

Prepared to Serve
an Area of Growth and
Economic Vitality

During 1981, MGE added 1,925
electric customers within its 250-square-
mile electric service area, reaching a total
of 99,173 customers served at year end.
The acquisition of Cross Plains Electric
Company accounted for 1,054 of these
new customers.

Electric sales were 2.0 billion kilo-
watt-hours (kwh), down 9% from the 2.2
billion in 1980. Electric revenues were
$92.8 million in 1981, down 2% from
the $94.9 million last year.

Generating Capacity Sufficient

MGE’s 597,000-kilowatt (kw) gen-
erating capability is adequate to meet
the foreseeable growing demand in its
service area. This capability is 15% base-
load nuclear fueled, 70% base-load and
intermediate-load coal fired, and 15% oil-
or gas-fired combustion turbines for peak
loads.

Of the total electricity generated by
wholly or partially owned Company
facilities during 1981, the Kewaunee
Nuclear Plant supplied 34%, coal at the
Columbia Energy Center and at the
Blount Plant provided 63%, and natural
gas and oil-fueled equipment contributed
3%. The Blount Plant burned 11,155 tons
of local refuse mixed with coal, replacing
5,590 tons of coal.

On July 13, 1981, MGE’s electric

peak demand reached 372,000 kw, which .

matched the previous peak reached in
1980.

RDF Gains National Attention

During the past two years, MGE has
been recovering energy from a previously
discarded resource —garbage — by
burning a mixture of city refuse and coal
to generate electricity at its Blount Plant.

Two boilers at Blount were modified

to burn the maximum amount of com-
bustible refuse the City can deliver
daily—about 120 tons. MGE reimburses
the City for the refuse based on its heat-
ing value as fuel.

As one of the few successful refuse
derived fuel (RDF) operations in the
country, the Company’s facility has
attracted the attention of other com-
munities and utilities seeking alternatives
to the environmental problems and
escalating costs associated with providing
landfills. During 1981, visitors from as
far away as Hawaii, California, Virginia,
and the United Kingdom toured the
Madison facility. Video-taping crews
from Iowa and Illinois also filmed the
operation. :

Wind Energy Project
Breezes Along

A wind energy research program was
established in 1981, consisting of five
major phases: assembling a wind energy
library, developing wind energy com-
puter programs, assessing the wind
energy potential in the MGE service
area, monitoring customer-owned small
wind energy conversion systems
(SWECS), and installing and monitor-
ing MGE-owned SWECS. The first
three phases of this program were started
during 1981.

Five customer-owned SWECS con-
nected with the MGE power system will
be monitored for performance and
safety. In addition, three Company-
owned and operated SWECS will be
erected during 1982 and monitored for
two years. By monitoring these eight
installations, MGE will gain important
data on the performance of such alter-
native energy sources.

TMI Incident Impacts Kewaunee

As a result of lessons learned follow-
ing the incident at the Three Mile Island
nuclear facility in Pennsylvania, various
safety projects have been initiated at the
Kewaunee Plant to prevent the possi-
bility of a similar occurrence there. A
Technical Support Center Building has
been erected adjacent to the main plant.
If an accident occurred, plant personnel
could safely monitor and remedy the
problem using controls in this facility.
The center is scheduled for completion
in late 1982.

A training simulator for prospective
nuclear plant operators and for retrain-
ing current operators is on order. This
simulator will be installed within the re-
cently completed Emergency Response
Center, also located near the power

plant, and will be fully operational by -

the end of 1984. Although the plant is

operated by Wisconsin Public Service
Corp., the cost of these projects is being
shared by the three utilities who own the
plant in proportion to their percentages
of ownership.

MGE Hosts Load
Management Test

As part of the Electric Distribution
Engineering Department’s plan to eval-
uate and establish a direct load man-
agement system, MGE served as upper-
midwest host and participating utility
for a demonstration of a sophisticated,
two-way power line communication sys-
tem. This system is designed to reduce
peak demand and operating costs.

It can control water heaters and other
electric loads. It can monitor voltage
regulators, line switches, and substation
breakers as well as read meters, detect
meter tampering, and determine indi-
vidual customer energy use. MGE is
evaluating the system to the point of
considering bids.

Undergrounding, Substation
Work Completed

A three-year project to improve ser-
vice and system reliability in the far-
west Madison area moved nearer to
completion in 1981. More than five miles
of aluminum conductor was installed
underground and connected to the
recently completed addition to the West
Towne Substation.

Improvements and additions made at
the North Madison and Sycamore Sub-
stations in 1981 prepared the way for a
13 mile-long 138-kv transmission line
between them. Work on the line began
early in 1982. When completed in the
third quarter of 1982, this line will
increase the reliability of power supply
from the Kewaunee and Columbia gen-
erating plants to the northeast .side of
the Company’s distribution system.

With the acquisition of the Cross
Plains Electric Company system, MGE’s
electric distribution staff began an
extensive evaluation of that system—
including meters, transformers, and
overhead and underground services.
Equipment will be installed at the West
Middleton Substation to tie into the
Cross Plains distribution system to help
meet that demand for electricity.

ARernatives in Metering, Rates

Besides offering standard residential
and commercial rates, MGE provides
electric time-of-use and electric and gas
lifeline rates for qualifying customers.
The Company has about 450 customers
on time-of-use rates. For the majority of
these customers, the rates are mandatory



because they have large electrical loads. 1981 Capacity (kw) 1981 Generation (kwh)
Optional time-of-use rates are available

for residential, commercial, and indus- . . Qil&Gas. | 3%
trial customers also. These optional rates ~ 15% Oil & Gas
provide lower electric rates during off-
peak periods than during on-peak periods
(10 a.m. through 9 p.m. Monday through
Friday).

Optional electric and gas lifeline rates
are available to qualifying low-income
households and recipients of Supple-
mental Security Income who apply to
MGE for them. At year-end 1981, some
605 customers were on electric lifeline o
rates and 483 customers were on gas 70%
lifeline rates. For qualifying gas cus-
tomers, these rates will result in lower
bills than standard rates, regardless of
the amount of gas consumed. For these
electric customers, bills will be lower if
monthly electric consumption is less than

1,655 l.(WII]]m wllnte( z.md'93 Lin summer. Generation concentrates on drawing kilowatt-hours from the most energy-efficient units on the
MGE is the only utility in the state with  gystem. Nuclear was 34% of generation in 1981 compared to 29% in 1980 while oil and gas

15% Nuclear Nuclear 34%

63%

lifeline rates. dropped from 7% of generation in 1980 to 3% in 1981.
Electric service 1981 1980 1979 1978 1977 1976 1971
Sales (Megawatt-hours)
Residential 518,994 513,508 485,745 503,767 492,397 485,951 435,668
Commercial power & lighting 859,766 849,982 789,811 766,355 724,977 691,947 526,207
Industrial power & lighting 116,918 111,069 124,854 114,311 104,743 100,219 115,839
Street & highway lighting &
public authorities 189,975 189,661 209,115 215,069 214,769 217,662 174,782
Other utilities 275,655 582,561 690,656 537,616 189,494 148,134 111,091
Total 1,961,308 2,246,781 2,300,181 2,137,118 1,726,380 1,643,913 1,363,587
Revenues (000)
Residential $27,083 $25,221 $22,429 $22,130 $20,974 $17,585 $ 8,924
Commercial power & lighting 41,688 38,716 32,739 30,157 27,802 23,043 10,070
Industrial power & lighting 4,959 4,536 4,547 3,983 3,598 2,905 1,646
Street & highway lighting &
public authorities 7,580 7,079 6,704 6,447 6,223 5,176 2,054
Other utilities 11,530 19,380 22,383 15,488 6,426 3,950 1,085
Total $92,840 $94,932 $88,802 $78,205 $65,023 $52,659 $23,779
Customers at Year End
Residential 86,640 85,068 83,264 81,671 79,788 78,042 67,570
Commercial power & lighting 12,389 12,037 11,808 11,609 11,228 11,061 9,654
Industrial power & lighting 98 102 122 139 127 141 196
Street & highway lighting &
public authorities 43 38 40 36 38 35 38
Other utilities 3 3 3 3 3 3 3
Total 99,173 97,248 95,237 93,458 91,184 89,282 77,461
Residential (Averages)
Kilowatt-hours per customer 6,073 6,120 5,897 6,241 6,262 6,299 6,554
Rate per kilowatt-hour 5.22¢ 491¢ 4.62¢ 4.39¢ 4.26¢ 3.62¢ 2.05¢




Gas Operations

Prepared to Serve
an Area of Growth and
Economic Vitality

During 1981, MGE added 1,503 new
residential and small commercial gas
customers, reaching a total of 67,727
customers served at year-end within its
750-square-mile gas service area. A sig-
nificant Company milestone was reached
at mid-year with the purchase and
installation of MGE’s 100,000th gas
meter.

Gas sales were 150 million therms,
down 16% from the 178 million therms
sold in 1980. Revenues rose $2 million
over 1980, to $69 million, an increase of
3%.

Supply Forecast Favorable

The Company has been assured by
Michigan Wisconsin Pipe Line Company
(Mich-Wis), its sole natural gas supplier,
that MGE can depend on receiving its
full annual gas requirements plus over-
run quantities through 1985. With sup-
plemental sources of gas expected to be
added in the 1980s, supplies will be suf-
ficient well into the 1990s.

Two major projects contribute to the
favorable long-range gas supply outlook.

One is the Great Plains Coal Gasification
facility and the other is the Alaska-
Canada natural gas pipeline.

One of the four companies making up
the consortium building the coal gas-
ification facility is American Natural
Resources Company, parent company of
Mich-Wis. Full-scale construction of the
plant, at Beulah, N.D., began in 1981.
Completion is scheduled for 1984. When
completed, this will be the first com-
mercial-scale, pipeline-quality coal gas-
ification plant in the nation. It will pro-
duce 125 million cubic feet of gas daily,
the energy equivalent of 20,000 barrels
of oil.

The second project, the 4,800-mile
Alaska-Canada natural gas pipeline, is
at the stage of arranging financing and
other pre-construction matters. Ameri-
can Natural is a member also of the
consortium of energy companies plan-
ning to move the 26 trillion cubic feet
of gas under Alaska’s North Slope
through this pipeline. These reserves are
equal to 13% of the country’s proven re-
serves and could reduce foreign oil im-
ports by at least 400,000 barrels a day.

Gary Sanders, Electric Meter Shop

Mich-Wis has a contract to purchase
one-third of Exxon-U.S.A.s Alaskan
reserve, or about 1.6 trillion cubic feet

Gas Service

Sales (Thonsands of Therms)
Residential

Commercial

Interruptible boiler fuel
Industrial

Total

Revenues (000)
Residential
Commercial
Interruptible boiler fuel
Industrial

Total

Customers at Year End
Residential
Commercial
Interruptible boiler fuel
Industrial

Total

Residential (Averages)

Therms per space-
heating customer

Rate per therm—
space heating

1981 1980 1979 1978 1977 1976 1971
62,080 68,499 68,599 68,145 64,562 66,709 58,088
70,806 74,842 90,953 88,929 79,433 88,639 72,123
7,152 24,344 17,354 5,134 5,445 14,929 10,524
9,959 10,227 15,844 16,302 14,194 15,259 13,389
149,997 177,912 192,750 178,510 163,634 185,536 154,124
$30,238 $27,759 $21,677 $19,135 $16,856 $14,494 $ 6,610
31,624 27,963 24,994 22,134 18,345 16,186 6,200
2,647 7,394 4,200 1,026 920 1,795 434
4,047 3,524 4,002 3,802 3,006 2,479 787
568,556 $66,640 $54,873 $46,097 $39,127 $34,954 $14,031
58,450 57,231 54,822 52,574 50,655 48,709 40,869
9,201 8,916 8,566 8,338 8,016 7,854 6,389
3 4 5 4 3 3 4
73 73 73 73 78 65 47
67,727 66,224 63,466 60,989 58,752 56,631 47,309
1,186 1,370 1,471 1,527 1,524 1,652 1,843
48.4¢ 40.2¢ 31.3¢ 27.8¢ 25.8¢ 21.5¢ 11.2¢




over a 20-year period. By the last half
of this decade, Alaskan gas should
account for about 10% of the total gas
supply of Mich-Wis.

System
Improvements
Completed

More than nine miles of new gas main
was installed and placed in service during
1981 by MGE, four miles less than in
the preceding year.

A five-year program to install sec-
tionalizing valves throughout the Com-
pany’s gas system was completed during
1981. These valves allow rapid shut-
down of gas service in emergency situ-
ations to safely isolate specific, possibly
hazardous, situations.

A major project under way is up-
grading all low-pressure gas distribution

Stanley Wirth, Gas Meter Shop

main to intermediate-pressure main.
This should be completed in 1983.
More than one mile of 4- and 12-inch
gas main was laid during October and
November to strengthen the natural gas
supply to MGE’s customers in Verona

. and the southwest side of Madison. This

line ties into existing main in the area
and stabilizes gas pressure. In conjunc-
tion with this project, a special pressure-
regulating facility was constructed at the
Fitchburg Substation to reduce the gas
pressure from 350 pounds-per-square-
inch gauge (psig) at the inlet side to 150
psig at the outlet.

Replacing the old cast-iron main con-
tinued in 1981. About 17 of the original
150 miles of the main are yet to be up-
graded to conform to federal and state
safety codes. This project is slated to be
completed early in 1983.

Solar Advances with
MGE Grants

During 1981, five MGE-funded solar
energy and conservation projects were
completed in the Madison community.
The MGE grants were applied toward
two active solar space-heating and water
heating systems, an alternative energy
festival, a neighborhood energy project,
and a mobile energy conservation center.
Grants for similar energy projects are
planned for 1982.

A solar hot water heating system was
installed at one of the Company’s office
buildings in May. The 82-gallon system
provides most of the hot water needs of
that facility. The Company also has solar
hot water heating equipment on display
at its Consumer Energy Center.




Corporate Operations

Prepared to Serve
an Area of Growth and
Economic Vitality

Diana Lepine, Rates Department

Corporate Operations, an area that
encompasses and supports both Electric
and Gas Operations, concentrated on
upgrading customer and consumer ser-
vice-oriented programs during 1981.

New Computer Increases
Speed, Capacity

In mid-April, MGE installed a new
main computer with four times the in-
ternal speed and memory capacity of the
unit it replaced. The new machine makes
staff more efficient by handling tedious,
time-consuming tasks and also makes
new functions possible.

Major areas where new computer ap-
plications have boosted productivity or
where computer programs soon will be
introduced are records management,
word processing, management reporting,
payroll, accounting, materials manage-
ment, and rates. Other advantages of
the new computer include reduced en-
ergy, maintenance, and air conditioning
requirements.

Information Management Systems
will be operated in a dual processor
environment by 1983, when the new
General Office Facility is occupied.
This system, using two separate com-
puters rather than one large unit, will
greatly improve information reliability
and security.

New Consumer Energy
Center Opens

The MGE Consumer Energy Center,
a new facility across from the present
General Office Building, opened at mid-
year. It carries an extensive line of energy
conservation equipment, devices, and

materials ranging from a solar water
heater to caulking compound to pipe
insulation. Several displays show the
workings of automatic vent dampers,
intermittent ignition devices, and
automatic setback thermostats. Other
displays show where to insulate and
weatherize a home for the greatest en-
ergy savings for the money invested. Free
energy conservation literature is avail-
able also. This Center will become an
integral part of the new General Office
Facility upon its completion in 1983.

Energy Audit Program Expands

The Company’s Residential Conser-
vation Service (RCS) program went into
full operation during August, 1981, with
a mailing of announcements to MGE
customers. RCS is a federal-state pro-
gram to promote energy-efficient living.

This in-depth program is carried out
by 17 MGE energy auditors who suggest
energy-saving and renewable resource
measures after inspecting a customer’s
home. The auditors suggest conservation
practices and offer detailed information
on estimated costs of making recom-
mended changes and the related prob-
able energy savings that could result.
Auditors also take into consideration
solar and wind alternatives.

Another audit program begun at mid-
year was the Rental Living Unit Con-
servation Program. This new program

provides a Life-style Audit for renters
to identify low-cost and no-cost energy
conservation practices. It also provides
a building Rental-property Audit for
owners of rental units and indicates areas
where additional weatherization mea-
sures would reduce energy costs. Owners
making the recommended improvements
are issued an “Energy Efficiency Cer-
tificate,” making their properties more
attractive to prospective renters or
buyers.

During 1981, the Energy Utilization
Department conducted 1,612 free Res-
idential Conservation Service Audits,
263 Life-style Audits for renters, 440
Rental-property Audits for owners, 60
Commercial-building Audits, and 777
Fuel Conversion Audits (required by the
PSCW of homeowners who want natural
gas for heating).

Communications Amplify

During 1981, MGE expanded its
Speakers Bureau and provided brochures
to senior citizens groups and university
student customers to better inform them
about special services available to them.

Outreach to ethnic-minority cus-
tomers was extended through an
aggressive community relations effort
that included a customer energy survey
of members of the Madison Urban
League and participation in Black His-
tory Week activities.

Maxine Harris, Customer Information and Applications Department
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Prepared

to serve an area
of growth and
economic
vitality

MGE’s service territory is experiencing vis-
ible signs of growth and economic vitality during
a time when a sluggish economy and a downturn
in construction starts typify the national scene.
A number of major expansion and rejuvenation
projects have been completed recently, are in
progress, or are about to begin. Many of these
developments are located in the central area of
Madison where major electric and gas service
facilities are already in place.

The types of construction projects commis-
sioned span the residential, commercial, med-
ical, educational, governmental, and small in-
dustrial sectors of the community. New housing
units and business establishments are sprouting
on real estate in the heart of the service area
that previously had been low-density or vacant
property. The Capitol Centre project shown on
the cover of this report is representative of these.
A large hospital addition was recently occupied,
and a federal court building soon will rise in
downtown Madison as well. The Company’s new
General Office Facility now under construction
is part of the growth in this area.

continued
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When these facilities are com-
pleted, they will greatly improve the
Company’s load density within the
center of its service area where ex-
isting electric lines and gas mains can
be readily tapped. That means added
load with minimal investment.

This positive load growth assess-
ment is good news, especially since
continued energy conservation by
MGE’s customers has gradually re-
duced their individual consumption.
While MGE recognizes the wisdom
of conservation, the Company also is
encouraged by the steady develop-
ment in Madison that will mean in-
creases in electric and gas loads.
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Summary of Selected Financial Data

(Thousands of Dollars Except Per-Share Amounts)

1981 1980 1979 1978 1977
Operating Revenues
EIECIIIC .ouvoveiiieectiiiecereee et $ 93,232 $ 95317 $ 89,211 $ 78,588 § 65,256
GS.iieirieiiicire ettt sa ettt 68,850 66,439 55,169 46,390 39,140
TOtalecveeieeieiecee e $162,082 $161,756  $144,380  $124978  $104,396
Income, Earnings, and Dividends
Net INCOME.......coveierircrererr e $ 12,583 $ 15,548 $ 12,822 $ 13,359 § 12,771
Earnings on common StocK........c.ccoovvvrrvruverennnn. $ 9,542 $ 12,399 $ 9,628 $ 10,558 $ 10,158
Earnings per average common share...... $ 166 $ 221 § 176 § 196 § 213
Cash dividends paid per common share $§ 176 §$§ 166 § 148 § 144 § 136
Assets
EIECLIIC .ottt $210,931  $209,949  $207,806  $204,999  $195,072
GBS .ottt ettt s 69,341 65,308 60,732 57,071 49,966
Assets not allocated ........ooovvveveeiieeiiiieiiineeirnn, 23,720 17,975 17,545 16,223 17,296
Totalo i $303,992  $293,232  $286,083  $278,293  $262,334
Long-term Debt and Redeemable Preferred Stock
(net of sinking funds and unamortized
discounts and premiums on bonds)...................... $126,296  $129,641 $132,054  $133,692 $130,984
Internal Generation of Funds
Net funds generated internally...........coccveevnenn, $ 17,392 $ 20,896 $ 17,262  § 22,288 $ 19,395
Total funds used for construction
expenditures and nuclear fuel ..............c.c........ $ 23,956 $ 21,520 $ 21,015 $ 26,261 $ 36,437
Percent generated internally .......c.ccocoevvvveenvnnnnns 72.6% 97.1% 82.1% 84.9% 53.2%
Capitalization Ratios (end of year)*
Common shareholders’ equity......c.ccccovrrevnrennnnns 42.9% 43.0% 42.0% 40.9% 40.4%
Redeemable preferred stock® ............cccoveveeeeneenne, 12.6 13.7 14.2 14.5 11.9
Debt '
Long-term debt* .......ccccoovevvvenreciiriiicieieeeees 39.4 40.7 42.2 43.8 46.4
Short-term debt.....ccvcviviceeiniiiiiiiciiierereinns, 5.1 2.6 1.6 0.8 1.3

*Includes current sinking fund requirements and current redemptions.

Management’s Discussion and Analysis
of Operations and Financial Condition

Results of Operations

The Company’s ability to provide and maintain ade-
quate earnings levels is largely determined by the securing
of reasonable and timely rate increases. The effects of
the March, 1980, rate increase have not been sufficient
to provide an adequate level of earnings for 1981. An
application for increases in electric and gas rates was filed
on September 11, 1981. See Note 6 in Notes to Consol-

Sales to other utilities
Sales to consumers—
Due to formal rate increases (1980), fuel and purchased
gas adjustments, respectively, and other factors.......
Due to sales increases (decreases)

Total Increases (Decreases)

idated Financial Statements for further particulars re-
lating to the pending rate application.

A comparison of operating revenues for each of the
years 1981, 1980, and 1979 with the immediately pre-
ceeding year reflects increases and decreases (in millions
of dollars) which can be segregated by the following prin-
cipal factors:

Gas Revennes
1981 1980 1979
Not applicable

Electric Revenues
1981 1980 1979
$(79) $(3.0) %69

48 68 - 33  $129 $152 853
1.0 23 4 (10.5) (3.9 35
$(2.1) $61 8106 $ 2.4 S$I11.3 $88




Electric sales to consumers increased 1.3 percent in 1981,
3.4 percent in 1980, and 0.6 percent in 1979, while gas
therm sales to consumers decreased 15.6 percent, de-
creased 7.5 percent, and increased 7.9 percent, respec-
tively. Revenues from sales to other utilities amounted to
$11.5 million in 1981, $19.4 million in 1980, and $22.4
million in 1979.

Fuel for electric generation and natural gas purchases
comprise a large segment of the Company’s total operating
expenses. Also, during the three-year period 1979-81, fuel
used for electric generation and purchased power costs
were 35 percent of electric operating revenues, and the
costs of natural gas purchased amounted to nearly 75
percent of gas operating revenues. These costs have ac-
celerated rapidly over the past several years, and further
increases can be expected. However, the Company’s elec-
tric rate schedules are permitted to be adjusted (after
notice to the PSCW) from month to month to reflect
changes in the costs of fuel and purchased energy. Gas
rate schedules may be adjusted from time to time, upon
approval of the PSCW, to reflect changes in the cost of
purchased gas. In general, both types of such adjustments
are effective immediately (at the time of cost changes)
and provide for refinements to assure that cost changes
are fully reflected.

Other operation and maintenance expenses reflect in-
creasing material and labor costs of both the electric and
gas systems, together with increasing administrative and
general expenses, all of which generally reflect the infla-
tionary trends experienced in the past.

Variations in income tax expenses during the periods
are largely attributable to changes in pre-tax net income,
Property, payroll, and other taxes have been relatively
constant during the periods because generally increasing
tax rates have been offset by declining property assessment
values.

Reference is made to the “Supplementary Information
to Disclose the Effects of Changing Prices” following the
Notes to Consolidated Financial Statements, for discussion
of the effects of inflation on the Company.

Liquidity and Capital Resources

As indicated in the above Selected Financial Data, the
internally generated percentage of funds used for con-
struction was a significant 75 percent on a weighted av-
erage basis for the five-year period 1977-81. Construction
expenditures for 1982 are expected to increase to ap-
proximately $27.6 million, or about $3.9 million over 1981
expenditures (but only $.5 million over the 1976-1980
average construction expenditures of $27.1 million). This
projected increase includes major expenditures for trans-
mission lines, new electric and gas distribution projects,
and the construction of the new general office facility. As
a result, the Company does not expect a significant change
in the percentage of internally generated funds.

At December 31, 1981, the Company had unused lines
of credit of $4.6 million with four local banks and $16
million with five other banks in Chicago and Milwaukee.
The Company normally uses dealer-issued commercial
paper for its short-term financial needs.

The Company’s capitalization ratios at the end of the
last five years are shown in the Selected Financial Data
above.

The Company believes that trust indenture restrictions
will not operate to prevent the issuance of additional long-
term debt in the foreseeable future.

The Company’s bonds are rated Aa by Moody’s Inves-
tors Service, Inc., and AA by Standard & Poor’s Cor-
poration.

Common Stock Price Range and Dividends

The common stock of the Company is traded in the over-the-counter market. The range of bid and asked prices, as
quoted by the National Association of Securities Dealers, and the dividends paid for the years 1981 and 1980 are as

follows:
Bid Asked  Dividends
High Low High Low  Paid
1981

First Quarter....... 14 12%  14% 12% 43¢
Second Quarter... 14% 12 14% 12% 43¢
Third Quarter ..... 14% 13% 15% 13% 45¢
Fourth Quarter... 15% 14% 16 14% 45¢

Bid Asked  Dividends
High Low High Low Paid
1980
First Quarter....... 13% 11% 14% 11% 41¢
Second Quarter... 15% 11% 16% 12% 41¢
Third Quarter ..... 15% 13% 15% 13% 41¢
Fourth Quarter... 14% 11% 14% 12 43¢

There were 17,102 shareholders of record as of February 5, 1982. There currently 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 has no reason to expect that it will not continue to do so in the future.
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Consolidated Statement of Income

For the years ended December 31, 1981, 1980, and 1979

Operating Revenues (Notes le & 6)
ELECITIC ..veeueevcrcreeectei ettt sttt eeseses st bes b esesesasseseaseesen
GBS eeeeerrererenrerrtente et e e st e et ae e n st ne e et s seres
Total Operating Revenues. ....o.eveveeecrereevererenveenereesenenns
Operating Expenses
Fuel used for electric generation.........coccevevvereveeveveeveerenernenen
Purchased power.........coccvieeveeruernnnne.
Natural gas purchased for resale....
Other OPErations .......ccouveverveerurereereeerenessenesesrseesesasssssssnenns
MaINLENANCE .....cceeriireircrcireerecrtcr e veeraesesrser s sssesasranas
Depreciation and amortization (Note 1d)—
Straight-line depreciation and amortization ............ serneeeene
Additional depreciation (equivalent to
estimated reduction in income taxes)...........cccerererrnnnne
Taxes (Note 1h)—
Current federal inCOmMe .......coceveeveecimieenirnererieereresererreens
Investment tax credit deferred.........cceccevevecierirveneceerennene
Investment tax credit restored (credit) ........cccovevvieererennnns
Current State INCOME ...cccovvvervvereerrrerererernerereereesereeeseesnanes

Total Operating EXPEnses ........cccovevecurerecreeererereseseeseens
Net Operating INCOME o......oooeoeeeeeeeer e
Other Income, Net* ...........oocvvioiiriecieceniiee v enne
Income Before Interest Expense .........c.ccccoevvveevevevveecinnenene

Interest Expense*
Interest on long-term debt ......cccooveeiviivieeceee e
Other INtETESt. ccvurrireeeiieeeieceercree et e e e ree e e e

Total Interest EXpense.....c..ccccouveeemvreennecnrenecrneerenrennnnes
Net INCOME........covvireeeeieeirieertrccrccerete e s et nnne
Preferred Stock Cash Dividend Requirements (Note 3b) .....
Earnings on Common StocK.........c.ccooevveeievnieccrcnnenreeeenenes
Earnings Per Share of Common Stock (Based on 5,756,254,

5,607,319 and 5,477,541 average shares outstanding,
TESPECHIVELY) ettt

*No allowance for funds used during construction has been recorded during the three years (Note 1c).

1981 1980 1979

$ 93,231,809  § 95316716  $ 89,210,891
68,850,602 66,439,171 55,168,999
162,082,411 161,755,887 144,379,890
29,482,704 32,097,978 31,760,588
1,995,901 1,967,328 766,442
52,650,228 49,295,995 39,702,101
21,713,570 17,958,314 15,159,627
6,489,572 6,224,455 5,096,175
12,083,120 11,031,685 11,628,954
2,706,503 3,879,579 3,768,763
5,453,285 7,768,081 7,562,160-
2,509,322 2,075,824 1,681,826
(850,889) (744,692) (671,155)
1,449,842 1,682,543 1,773,856
5,516,842 5,029,349 5,422,117
141,200,000 138,266,439 123,651,454
20,882,411 23,489,448 20,728,436
694,424 444,456 299,558
21,576,835 23,933,904 21,027,994
7,781,538 7,904,336 8,018,671
1,212,592 481,095 186,832
8,994,130 8,385,431 8,205,503
12,582,705 15,548,473 12,822,491
3,041,144 3,149,682 3,194,401

$ 9,541,561

$ 12,398,791

§ 9,628,090

$1.66

$2.21

Consolidated Statement of Retained Income

For the years ended December 31, 1981, 1980, and 1979

1981 1980 1979
Balance Beginning of Year..........cccoccooivvniivnininsrcnvee s $ 28,021,178 $ 24,995,557 $ 23,521,863
Add—Net income.......ccoeuneuen. 12,582,705 15,548,473 12,822,491
Total Before Deductions.........ccceevvveveerieeveescvennisnecveencnnnnne 40,603,883 40,544,030 36,344,354
Deduct
Cash dividends ‘on common Stock..........ccoovvevcininicrennininnns 10,128,804 9,302,814 8,107,004
Preferred stock’cash dividend requirements ..........cccceevrvvneeenn 3,041,144 3,149,682 3,194,401
Expense of issuing common Stock .......ccccevevvvrerenenvennenennenae 86,984 70,356 47,392
B Total DedUCtionS.........ucvonirereninrienciiiereeseeesrensreeereersesons 13,256,932 12,522,852 11,348,797
a Balance End of Year .. .......0 oo e $-27;346;951— —5-28;021;198—5-24;995;557 — -

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




Consolidated Balance Sheet

December 31, 1981 and 1980

Assets

Utility Plant, at original cost (Note 1a)

In service—

Electric (Note 1b)
S oottt te ettt a et et a e see shesee st et bt e e e et e et st e sne e e sasaastasrane

Gross Plant in Service
Less—Accumulated provision for deprematlon (Note 1d)

Net Plant in Service
Construction work in progress (Note 1b)
Nuclear fuel, net (Note 1f)

Total Utility Plant

Investments

Investment in future nuclear fuel (Note 1i)
Pollution control construction fund

Total Investments

Current Assets

Deposits for jointly owned electric power production facilities

Temporary cash investments, at cost, which approximates market

Accounts receivable, less reserves of $303,128 and $262,922,

TESPECHIVELY ettt bbb
Unbilled revenue (Note 1e)
Materials and supplies, at average cost...
Fossil fuel, at cost (Note 1g) .......ccecveuueene
Prepayments ......c.coceevieiiieneieinticntniccrcecctcet ettt sas s sraeaen

Total Current Assets
Deferred Charges (Note 2)
Total Assets

Capitalization and Liabilities

Capitalization (see statement) (Note 3)
Common shareholders’ equity—

Common stock
Amount received in excess of par value
Retained income

Otber Credits

Contributions in aid of construction
Investment tax credit deferred(Note 1h)
Unamortized unbilled revenue (Note le)
(011113 SO USRS U U RO S U U UUU U UURIUUUUS SRR

Total Other Credits

Total Common Shareholders’ Equity
Redeemable preferred stoek
Long-term debt

Total Capitalization
Current Liabilities
Preferred stock sinking fund requirements (Note 3b)
Interim loans—commercial paper (Note 5)

Sinking Fund Requirements and Short-term Debt
Accounts payable

Gas refunds payable to customers
Accrued interest

Construction Commitmeuts (Note 4)

Total Capitalization and Liabilities

The accompanying notes are an integral part of the above statement.
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1981

$278,716,197

. 91,166,762

369,882,959
(140,623,563)
229,259,396
10,419,894
7,553,914

247,233,204

4,105,674
617,522

4,723,196

1,490,503
1,609,589
4,043,242

17,685,673
8,687,374
4,994,401
8,198,044

500,735 .
47,209,561

4,825,611

$303,991,572

$ 46,755,816
30,894,694

27,346,951

104,997,461
29,825,000

96,471,205
231,293,666

1,175,000

12,500,000

13,675,000
14,841,396
3,694,463
1,859,990
5,760,785
3,774,477

43,606,111

8,299,134
16,678,796
3,083,452

1,030,413

29,091,795

$303,991,572

1980

$268,953,526

85,537,506

354,491,032

(125,432,310)

229,058,722
7,743,574
7,698,116

244,500,412

3,232,541
556,761

3,789,302

1,289,924
1,682,319

16,251,594
7,905,101
4,858,133
8,373,987

433,237

40,794,295

4,148,489

$293,232,498

$ 45,508,312
29,944,710

28,021,178

103,474,200
31,650,000

97,990,662
233,114,862

1,175,000

6,300,000

7,475,000
13,567,976
49,754

. 1,889,335
5, 449 ,534
3,656,738

32,088,337

7,999,826
15,376,228
3,597,352
1,055,893

28,029,299

$293,232,498




Consolidated Statoment of Capitalization

December 31, 1981 and 1980

Common Sbareholders’ Eqmity (Note 3a)
Common stock—Par value $8 per share—

Authorized 7,000,000 shares

Outstanding 5,844,477 and 5,688,539 shares, respectively ..................
Amount received in excess of par value ........cccccvveevnecenrrreeseeceneeeceenee.
Retained INCOME...........covuirierininiiieiienne et e eeenas

Total Common Shareholders’ EQUity.........coccovuerveruceiueeecirreicrereraene.

Redeemable Preferred Stock, cumulative, $25 par value, authorized

1,540,000 and 1,613,000 shares, respectively (Note 3b)
Series A, 9%%, 158,000 and 164,000 shares

outstanding, resPeCtiVElY.......ccucueerreieeeinreeenierie et enenas
Series B, 7.80%, 170,000 and 176,000 shares

outstanding, TeSPECtIVELY .....cccvvviriiiierirreietcereee et
Series C, 7.90%, 264,000 and 273,000 shares

outstanding, TESPECLIVELY ......ccoeueereeieeereuiieeerertrierererernsssesnstnsessssesessanes
Series D, 12%, 348,000 and 400,000 shares

outstanding, respeCtively ........ccevvrveeriureriieeiereeieesereeere et re e
Series E, 8.70%, 300,000 shares outstanding.............ccccecerevevevercecenennnnn.

Preferred Stock Outstanding............eccceveveveveeecveeereeneeeeeecree oo
Current sinking fund requIirements..........coueceeeeeeerrrveerereresesserereeceenerennes

Total Preferred SLOCK .......ovvivieieieeineeeee et eseeseeeeeseeseesseeseeens

First Mortgage Bonds (Note 3c) _

48T, 1988 SEIIES.....c.ceeeeerirreirererreetsieeresesense s sere e senesssa st ssssss s senssessaons
A%T0, 1991 SETIES...c.eecviceiciereieer ettt eseeresteseesesssmtoteee e esses e e eneeeeseeenens
5.45%, 1996 SEIIES.....cccveiriererieirieneisieressesisseeianse e steseseeseeesessesesessesansnnsseanen
BT, 1999 SEIIES....erveerrerieeiereieriereeeeeeeereeeeseeresestestetestesteseaseseesstesesessessees
7%%, 2001 series
9%%, 2004 series
9%%, 2005 series
6%, 2006 series

First Mortgage Bonds Outstanding ..............ccooeeeeieeiiiecciieeenen.
Unamortized discount and premium on bonds, net...........cccocevevernnnene.

Total First Mortgage Bonds..........ccoocevvmeceneeninieienerceeeeeveeceeeeseee,
Otber Long-term Debt (Note 3d) .......ccooooveeieiiieeecee e

Total Long-term Debt.........coovniiuioieeeiieece e
Total Capitalization........c.cococeeurerieceiereiceeirirereete et e e rs s ens

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

1981

$ 46,755,816
30,894,694
27,346,951

104,997,461

3,950,000
4,250,000
6,600,000

8,700,000
7,500,000

31,000,000

(1,175,000)
29,825,000

7,080,000
4,336,000
8,000,000
11,547,000
13,663,000
19,036,000
23,575,000

8,780,000

96,017,000

(174,862)

95,842,138
629,067

96,471,205
$231,293,666

1980

$ 45,508,312
29,944,710
28,021,178

103,474,200

4,100,000
4,400,000
6,825,000

10,000,000
7,500,000

32,825,000

(1,175,000)

31,650,000

7,259,000
4,341,000
8,000,000
11,616,000
13,757,000
19,403,000
24,297,000
8,780,000
97,453,000
(183,480)
97,269,520
721,142

97,990,662
523,114,862

20




Consolidated Statement of Sources of Funds

Used for Construction

For the years ended December 31, 1981, 1980, and 1979

Fuuds Generated Iuternally

NEL INCOME.......eveerierruereeneraeereienteeseeresaesseesensensessesessessesaeseesasne

Items not affecting current sources and uses of funds—
Depreciation and amortization..........coeceveieveemvreccciciniinene.
Amortization of nuclear fuel...........cccoovveenineinnciinnniinns

Investment tax credit deferred—mnet.......cccoeevervevicnieecinnennns ‘

OBRET ettt e et ve e sesrassessbresanes

Funds Provided from Operations..........cc.cccoeeeerinnieinn
Less—
Cash dividends on common and preferred stock ................
Bond sinking fund retirements (including 1979 maturity)
and other long-term debt repayments ........c...cccoeevecrvennns
Preferred stock sinking fund retirements...........ccccevveenennce.

Net Funds Generated Internally.........ccccoceevceceenenneee

Funds Obtained from QOutside Financiug—Sale of
common stock, less expense of issuance ............ceoe.e... e

Tucrease in Iuterim Loans ...............c.oooovvivmirireeiieeiereeis

Decreases (Increases) in Other Net Curreut Assets
(exclusive of interim loans and sinking fund requirements)
FOSSIL fUel.....ccooiiieiiicceeeee et et enes
Unbilled revenue.......oocovi ittt
Temporary cash investments.........ccceucvveiveennnicnescnnesnnenns
Gas refunds payable to customers...........ccccocvuvcniruennveennnnenes
ACCTUEA AXES ..overueriereieieeraisaerneseereenseeeeseeneeseessesesessssassenes
OLhEr, MEL.....oeoieicieceieeeetiereceecerreeie e e eessasssaeessaeeeseessanssnseassens

Net (INCTEASE) ....coorvvurveririreeieeerereee et esaeeesaeseenes
Other—Net..........cocooveveereeererieieeeeeeesenns bbbt te s aes

Total Funds Used for Construction Expeuditures
aud Nuclear Fuel...............ccoiiiiiiniiniininecene

1981 1980 1979
$12,582,705 $15,548,473 $12,822,491
14,789,623 14,911,264 15,397,717
4,603,109 3,497,885 3,042,415
1,658,433 1,331,132 1,010,671
280,690 (168,328) (242,258)
33,914,560 35,120,426 32,031,036
13,169,948 12,452,496 11,301,405
1,528,075 1,247,264 2,942,822
1,825,000 525,000 525,000
17,391,537 20,895,666 17,261,809
2,110,504 1,630,978 1,803,688
6,200,000 2,400,000 1,900,000
175,943 (2,194,802) (3,880,499)
(782,273) (2,166,716) 304,596
(4,043,242) 1,310,000 (1,310,000)
3,644,709 49,754 —
311,251 321,424 3,314,830
(403,880) (666,935) 1,323,621
(1,097,492) (3,347,275) (247,452)
(648,813) (59,356) 296,822
$23,955,736 $21,520,013 $21,014,867

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

Auditors’ Repert

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

We have examined the consolidated balance sheet and statement of capitalization of MADISON GAS AND
ELECTRIC COMPANY (a Wisconsin corporation) and subsidiaries as of December 31, 1981, and December 31,
1980, and the related consolidated statements of income, retained income and sources of funds used for construction
for each of the three years in the period ended December 31, 1981. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such tests of the accounting records and such other

auditing procedures as we considered necessary in the circumstances.
- In our opinion, the financial statements referred to above present fai

rly the ﬁnanciél position of Madison Gas and

Electric Company and subsidiaries as of December 31, 1981, and December 31, 1980, and the results of their operations
and their sources of funds used for construction for each of the three years in the period ended December 31,1981,

all in conformity with generally accepted accounting principles applied on a consis

Chicago, Illinois,
February 17, 1982
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Notes te Consolidated Financial Statements

December 31, 1981, 1980, and 1979

1 Summary of Significant of December 31, 1981 and 1980, respectively. Pro-

Accounting Policies

The consolidated financial statements reflect the
application of certain accounting policies described
in this note.

a. Utility plant

Utility plant is stated at the original cost of con-
struction, which includes indirect costs consisting of
payroll taxes, pensions and other fringe benefits, ad-
ministrative and general costs, and an allowance for
funds used during construction. a

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

b. Joint plant ownership

The Company and two other Wisconsin utilities,
Wisconsin Power and Light Company (WPL) and
Wisconsin Public Service Corporation (WPSC),
jointly own two electric generating facilities, which
account for 54 percent (325 mw) of the Company’s
net generating capability. Power from the facilities
is shared in proportion to the companies’ ownership
interests. The Company’s interests are 22 percent
(232 mw) of the Columbia Energy Center (Columbia)
and 17.8 percent (93 mw) of the Kewaunee Nuclear
Plant (Kewaunee). Each company provides its own
financing and reflects the respective portion of facil-
ities and operating costs in its financial statements.
The Company’s portions of these facilities were in-
cluded in its utility plant in service as follows:

December 31,

1981 1980
Columbia................... $ 77,098,000 $ 77,024,000
Kewaunee.................. 41,321,000 38,969,000
Total....cccervenenn. $118,419,000 $115,993,000

Expenditures for projects in process at Columbia
and Kewaunee amounted to $1,634,869 and
$1,816,783 at December 31, 1981 and 1980, respec-
tively, and are included in construction work in prog-
ress as of those dates.

c. Allowance for funds used

during construction

Pursuant to rate orders issued by the Public Service
Commission of Wisconsin (the PSCW), the Company
is to capitalize an allowance for funds used during
construction (Allowance), at 7 percent, only on that
portion of construction work in progress which exceeds
10 percent of average net investment rate base for
the respective calendar year. The annual revenue in-
creases provided for in such orders have included
compensation for the reduction in the Allowance at-
tributable to this computation.

d. Depreciation
Depreciation expense includes, in addition to pro-

————-—visions—at—composite~straight:line..rates,_amounts___

equivalent to the estimated reduction in income taxes
(federal—$2,518,000, $3,604,000, and $3,522,000
and state—$189,000, $276,000, and $247,000 for the
years 1981, 1980, and 1979, respectively) due to the
use of liberalized depreciation allowances permitted
for income tax purposes. Such accumulated additional
depreciation totaled $36,852,000 and $33,996,000 as

—(4)._The_Company’s_effective income tax rate,

visions at composite straight-line depreciation rates,
excluding the additional depreciation, approximate
the following percentages of the cost of depreciable
property for each of the years 1981, 1980, and 1979:
electric, 3.5 percent, 3.4 percent, and 3.4 percent;
gas, 3.2 percent for each year. These rates are ap-
proved by the PSCW and are generally based on the
estimated economic lives of property.

The Company’s portion of the estimated costs of
decommissioning Kewaunee is $17,242,000, which is
being recovered through depreciation rates.

e. Revenue recognition

In accordance with a PSCW directive, the Com-
pany records unbilled revenue on the basis of service
rendered. The directive also provides that the esti-
mated amount of unbilled revenue ($5,139,052) as
of January 1, 1978, be recorded as a deferred credit
and amortized to income over a ten-year period be-
ginning with 1978. The directive indicates that the
amounts amortized are to be deemed reductions of
annual revenue requirements in future rate proceed-
ings.
f. Nuclear fuel

The cost of nuclear fuel (Note 1i) is being am-
ortized to fuel expense based on the quantity of heat
produced for the generation of electric energy by Ke-
waunee. Such costs include a provision for estimated
future storage and disposal costs of spent nuclear
fuel. The tax effect of differences between the fuel
cost amortized and that deducted for income tax pur-
poses is included in “Nuclear fuel, net.”

g. Fossil fuel :

The inventory of fossil fuel is recorded at average
cost, except for the Company’s Blount Plant coal
which is recorded on essentially a last-in, first-out
basis. Inventory amounts recorded at average cost
were 97 percent and 77 percent of total fossil fuel

- inventories at December 31, 1981 and 1980, respec-

tively.

h. Income taxes

(1) Depreciation for federal and state income taxes
reflects the use of liberalized depreciation al-
lowances permitted for income tax purposes.
The estimated reductions in income taxes due
to the application of these statutes are provided
as additional depreciation as discussed under
“Depreciation” (Note 1d).

(2) The ten percent basic investment tax credit
is deferred and is amortized over the service
lives of the related property.

(3) Certain capitalized indirect costs and certain
capitalized research and development costs
have been deducted as incurred for federal
and state income tax purposes, and the income
tax provision is reduced as the costs are in-
curred.

=4 . ALAE A4 S el

computed by dividing the total of current fed-
eral and state income tax expense, net in-
vestment tax credit, additional depreciation,
and taxes included in other income by the sum
of such expenses and net income, reconciles
to the statutory federal income tax rate as
follows:




1981

1980 1979

Effective income tax

rate as computed...........
Restoration of investment

tax credit .......cooeevvennnnn. 35 2.4 2.4
State income :taxes and

state additional

477% 48.5% 52.1%

depreciation, net............ 4.1 (39) (@4.6)
Other differences, net ....... (1.n (.09 &5
Statutory federal i 1ncome ’
46.0% 46.0% 46.0%

tAX TALE corveeeeicersereeenn,

i. Subsidiaries

The consolidated. financial statements include the
accounts of the Company and two wholly owned sub-
sidiary companies which were established for the pur-
poses of holding title to properties to be aequired for
future utility plant expansion and holding title to the
Company’s portion of the nuclear fuel for Kewaunee.
All significant inter-company accounts and trans-
actions have been eliminated in consolidation. The
Company also has a wholly owned subsidiary estab-
lished to aequire uranium reserves for Kewaunee and
to support the related mining and production oper-
ations. The investment in® this subsidiary is carried
on the equity basis of accounting, and the uranium
thus obtained is recorded at cost, including the op-
erations of the subsidiary.

j- Pension plans

The Company has contributory retirement annuity
plans for substantially all of its employees. It is the
policy of the Company to fund accrued pension costs.
Pension costs relating to the Company’s pension plans
for the years 1981 through 1979 were $349,000,
$153,000, and $120,000, respectively, of which
$286,000, $126,000, and $99,000, respectively, were
charged to operating expenses. The increased pension
costs for 1981 resulted from changes in actuarial as-

N

sumptions and determinations of future benefits.

" The actuarial present values of aceumulated plan
benefits, all of which were essentially vested, were
$6,192,288 and $4,777,304 as of January 1, 1981
and 1980, respectively. Net assets available for ben-
efits as of the corresponding dates were $9,300,490
and $7,533,615.

The assumed rate of return used in determining
the actuarial present value of accumulated plan ben-
efits was 7 percent and 6 percent compounded an-
nually for the years 1980 and 1979, respectively.

Koshkonong Project

At December 31, 1981, the Company had recorded
deferred charges of $3,135,826 relating to its share
of the abandoned Koshkonong nuclear facility which
was to have been owned jointly with other Wisconsin
investor-owned utilities.

The Company’s share of expenditures, made pri-
marily for engineering design and site selection, total
$2,122,005. Regarding such costs, the PSCW notified
the other participating utilities that they should am-

ortize the remaining expenditures made in connection °

with the project as an operating expense over a three-
year period starting with the completion of their next
rate cases, and that the unamortized balance would
be included in the capital base for return purposes
in rate proceedings. The Company has included sim-
ilar accounting in its current rate application (sce
Note 6). In management’s opinion, this rate-making
treatment will be afforded to the Company for sub-
stantially all of its deferred Koshkonong expenditures.

The remaining Koshkonong deferred charges
(51,013,821) represent payments made in settlement
of a contract dispute concerning uranium for nuclear
fuel. The PSCW has authorized the Company to ac-
count for such charges in the same manner as de-
scribed in the preceding paragraph.

Capltallzatlon Matters
a. Common stock

The following common stock transaetions occurred, and allocations of proceeds were made, as the result.of issues
pursuant to the Company’s Automatic Dividend Reinvestment and Stock Purchase Plan (D1v1dend Reinvestment),
its purchase of the net assets of the Cross Plains Electric Company, and its Tax Reduction Act Employee Stoek

Ownership Plan (TRASOP):

1981

Dividend Remvestment....... orvereereerreersararees
Crpss Plains Purchase..............cccoveveveenneen.

1980

Dividend Reinvestment ...........ccoceevveieennennns
TRASOP .......... Bevsnneeesineessessseassssaseanseesreeranas

1979

Dividend Reinvestment........c.cccoveveevvvennennnn
TRASOP .ottt ceaaens

*Represents expenses of issuing stock.

Common Stock

Par Excess Retained
Shares Value of Par Income
105,714 $ 845,712 $651,779
50,224 401,792 298,205
155,938 $1,247,504. $949,984 $(86,984)*
106,688 $ 853,504 $558,345
20,675 165,400 124,085
127,363 $1,018,904 $682,430 $(70,356)*
71,674 $ 573,392 $514,535
49,636 397,088 366,065
121,310 $ 970,480 $880,600- $(47,392)*
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Notes to COnsoliﬂhted Financial Statements (continued)
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b. Redeemable prefefred stock

The Company, within each 12-month period
commencing with thc 12-month periods ending as
shown below, is obligated to retire a fixed number of
shares of each series of preferred stock by redemption,
at $25 per share plus accrued dividends (totaling
$1,175,000 annually for 1982-1983 and $1,275,000
annually for 1984-1986):

12-Month Number
Period Ending of Shares
Series A November 1, 1975 6,000
Series B May 1, 1977 6,000
Series C November 1, 1978 9,000
Series D August 1, 1981 26,000*
Series E August 1, 1984 4,000**

* An additional 26,000 shares may be retired during
each of any two futurc 12-month periods ending July
31.

** For the 12-month periods ending August 1, 1994-
1998, and August 1, 1999-2008, the Company’s an-
nual redemption obligation is 8,000 and 22,000 shares,
respectively.. The Company may also retire an ad-
ditional number of shares equal to the annual re-
demption obligation during any 12-month period
ending after August 1, 1984.

Prior to August 1, 1983, the Series E preferred
stock may not be redeemed from borrowed funds or
proceeds of other preferred stock (i) having interest
costs or dividend costs to thc Company of less than
its dividend rate (8.70 percent), and (ii) having a
weighted average life less than its remaining weighted
average life. Series D may not be redeemed from
proceeds of borrowed funds maturing earlier than
May 1, 1995, or junior stock.

c. First mortgage bonds

The sinking fund requirements of the outstanding
first mortgage bonds are $980,000 for each of the
years 1982 through 1986. As of December 31, 1981,
the Company had satisfied all of its 1982 and $517,000
of .its 1983 bond sinking fund requirements.

d. Other long-term debt

In February, 1977, the Small Business Adminis-
tration made a $1,000,000 loan to the Company in
connection with the losses incurred in a 1976 ice storm.
The ten-year loan is repayable in equal semi-annual
installments (including interest at 6% percent).

Construction Program

Utility plant construction expenditures for 1982,
including the Company’s proportional share of jointly
owned electric power production facilities, are esti-
mated to be $27,622,000 and substantial commit-
ments have been incurred in connection with such
expenditures.

5. Notes Payable to Banks, Commercial

Paper, and Lines of Credit
Under a Revolving Credit Agreement with five

banks, the Company is entitled to borrow and re-

borrow until August 31, 1982, up to:

a. $16,000,000 from the five banks in the form of
90-day notes which bear interest at the prime rate
in effect at one particular bank three days prior

. to issuance;

b. $15,000,000 of commercial paper promissory
notes; and

c. §5, 000 000 of short-term borrowmgs with other
banks.

Pursuant to an order of the PSCW, which type of
order can be amended upon the request of the Com-
pany, 1982 short-term borrowings may not exceed
$25,000,000. The commercial paper outstanding at
December 31, 1981 and 1980, was supported by un-
used lines of credit totaling $20,600,000, and was
issued at commercial paper discount rates prevailing
at the time of issuance.

In connection with certain lines of eredit, the
Company maintains average compensating balances
ranging from 2% percent of the lines to 15 percent
of the amounts borrowed. There are no legal restric-
tions on withdrawal of these funds.

6. Rate Matters

In 1980, the Company filed an appeal for review
of certain portions of the PSCW’s February 20, 1980,
rate order with the Dane County Circuit Court. The
appeal concerned the order’s treatment of the Com-
pany’s gencrating capacity reserves, resulting in a
$1,274,000 reduction in electric revenues. The Circuit
Court ruled in the Company’s favor and rcmanded
the case to the PSCW. Subsequently, the Company
sought, and, on March 19, 1981, obtained authori-
zation from the PSCW to implement a surcharge of
1.746 percent on all electric bills, subject to refund,
designed to produce additional annual revenues of
$1,274,000. The Wisconsin Court of Appeals affirmed
the Circuit Court Order. An appeal by the PSCW
is currently being considered by the Wisconsin Su-
preme Court. Through December 31, 1981, the Com-
pany has recorded revenue from the surcharge of
approximately $1,050,000.

On September 11, 1981, the Company filed an
application for increases in electrie and gas rates with
the PSCW. The amounts requested, based on the test
year 1982, are $16,749,000 in electric service revenues
and $7,191,000 in gas service revenues. The total
increases are approximately 19.3 percent in retail
electric revenues and 8.6 percent in gas revenues and
represent a 16 percent return on common stock equity.
These rate increases require PSCW approval before
they can take effect. The Company expects thc PSCW
to issue an order on the application in mid-1982.

On November 17, 1981, the Company filed a mo-
tion with the PSCW for temporary rate increases

— whichrwould-have-allowed a-rate of return-on-common- — —
stock equity at the currently authorized 13 percent
level. The motion was denied by the PSCW on
December 2, 1981.




7. Segments of Business
The following table presents information pertaining to the Company’s segments of business for 1981, 1980, and
1979. The data does not necessarily reflect rate-making treatment. The preceding Notes are an integral part of
this footnote.

©

' _1981 _1980 _1979
OPERATING INFORMATION (Year Ended December 31) (Thousands of Dollars)
Electric Operations
Operating TeVETUES.........ceeuevruerercrcncmecreerereaeseserssessssernaes rreeeerenns $ 93,232 $ 95,317 $ 89,211
Revenues from sales to gas Utility c..occoeveervenecvenceceecnccicnnna SR — — —
ToOtal TEVENUES.....coviieiccreeiceeceere e erreeeereeeeesessasesaseeenaaee 93,232 95,317 89,211
Operating expenses:
Operation and MAINENANCE .......cc.ecvevreerrercrrereerreceereereerersssesenns 52,631 52,496 47,636
Depreeiation and amortization, excluding
additional depreciation (a)....... eererseereeraeseressensaeaseesenrassien 9,325 8,454 9,236
Property, payroll, and other taxes......c..ccoeveeresesresionieninsnns 4,051 3,756 4,157
Operating expenses before inCome taxes.......cvwrevrevecrcucenn: 66,007 64,706 61,029
Pre-tax operating inCoOME........c.ccourverineeeienennensiieecsenerieseecsnecneens 27,225 30,611 28,182
Current federal and state income taxes,
net investment tax credit deferred, and
additional depreciation (@)......cc.cocevererinicnennniencenenieeecreennen 9,846 11,654 11,306
Net operating income................... ceree bbb rees $ 17,379 $ 18,957 $ 16,876
Construction and Nuclear Fuel Expenditures (Eléctric)................ $ 16,778 $ 15,724 $ 14,120
Gas Operatious
OPETAtING TEVEMUES. ....ceevereieniieieneeeercereetesesesstessesesssstesesssosasessons $ 68,850 $ 66,439 $ 55,169
Revenues from sales to electric ntility.....co.cooeveneeniiicecinnnnceccnnne 3,694 6,498 7,688
TOtAl TEVENUES...eevvirecreceeereceieteiee ettt te e erve e s s e e s as ) 12,544 72,931 _ 62,857
Operating expenses:
Operation and MAINLENANCE ......ccoerveverereerrercrererereerereereenae 63,395 61,546 52,537
Depreciation and amortization, exeluding
additional depreciation (a).......cccceveeveereneninnienicnnenicrinencaens 2,758 2,578 2,393
Property, payroll, and other taxes.......c.cccoevereceercrcrrnsnnsennnnns 1,466 1,273 . 1,265
Operating expenses before income taxes........cooceovvrununninnn. 67,619 65,397 56,195
Pre-tax operating iNCOME........ecveseerecreriereeeneereeesvesiessossossisissessens 4,925 7,540 6,662
Current federal and state income taxes,
net investment tax credit deferred, and :
additional depreciation (2)......cccverveemrecsremreererresessenieresceconces - 1,422 3,008 2,810
Net operating inCoOmME.......cceeervereerereecrrcnecreercrscnrnssnsrcsseesanses $ 3,503 $ 4,532 $ 3,852
Constructiou Expenditures (Gas).............cocevevierceeeieevecvcenscsierinnins $ 7,178 $ 5,796 $ 6,895
INVESTMENT INFORMATION (at December 31)
Identifiable Assets (b)
EIECITIC .o evrierrererieerresreeesrsinsereesaessernessersesssssesessassaessssssessesasssessasss $210,931 $209,949 $207,806
IS et vttt et et e te et e e s e e e be st be b essesa e ba b e e eba s e aeseraeanes 69,341 65,308 60,732
Assets Not Allocated (C)........cccocveverreiercrinienneneeeneeneereesrreresanens 23,720 17,975 17,545
TOtal ASSELS vovvvvrreieiriieecieeeeeteerteertteeeteeete e s e s ear e s e eraesabeananes $303,992 $293,232 $286,083

(a) Information regarding amounts recorded as additional depreciation in 1981, 1§80, and 1979 is set forth in
Note 1d. :

(b) Includes allocated common plant and is net of the respective accumulated provisions for depreciation.

(c) Primarily includes cash, temporary cash investments, accounts receivable, and prepayments.
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Quarterly Summary of Operations

The following is a summary of consolidated operations (in thousands of dollars except earnings per common share)
for 1981 and 1980:

Net

Operating Operating ~ Net Earnings on Earnings Per
Quarter Ended Revenues Income  Income Common Stock Common Share*
1981
March 31 ..o $49,489 $6,778 $4,545 $3,765 66¢
June 30 .o 31,213 3,612 1,556 778 14
September 30........ccovviiieeeiieeeee e 35,260 6,228 4,306 3,555 61
December 31 .coooiiiieececeeeeee e 46,120 4,264 2,176 1,444 25
1980
March 31 . 50,262 6,935 4,898 4,107 74
June 30 .o 32,604 4,563 2,536 1,747 31
September 30.......ccoeoiiiieieceee e, 34,857 6,452 4,695 3,907 70
December 31 ..coooveiviceeiiieciccceee e 44,033 5,539 3,419 2,638 47

* Because of the mathematical effect of new common stock issues on average shares outstanding during specific periods,
the sum of earnings per share of eommon stock for any four quarterly periods may vary slightly from the earnings
per share for the equivalent 12-month period.

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

Supplementary Infermation to Disclose
the Effects of Changing Prices

proximate effect of changing prices rather than as a precise

The Company’s estimates of the effects of changing
prices (inflation) on its operations for the years 1981,
1980, and 1979, shown below, are presented in response
to the Financial Accounting Standards Board’s Statement
No. 33, “Financial Reporting and Changing Prices”. This

measure. The Constant Dollar and Current Cost infor-
mation for 1979 and 1980 in the Comparison of Selected
Supplementary Financial Data were recalculated before
the restatement to average 1981 dollars.

information should be viewed as an estimate of the ap-

Statement of Income from Operations Adjusted for Changing Prices
for the Year Ended December 31, 1981

(Thousands of Dollars)
Constant Dollars—
Average
1981 Dollars

Current Cost—
Average
1981 Dollars

Income from operations applicable to common

shareholders, as reported ..........cccooviveeiieiie i $ 9,542 $ 9,542
Additional depreciation on plant costs restated

for the effeets of changing Prices.......cceocvevmiimicnreienneeevnnseivnan. 13,026 14,110
Adjusted income (loss) from operations applicable

to common shareholders (exeluding adjustment to

net recoverable AMOUNL) ......c.eieeer ettt (3,484)(1) (4,568)
Other impacts of changing prices
Adjustment to net recoverable amount.........cceveveveriieeneerereieeee, (11,554) 6,788
Excess of the increase in the general level of

prices ($40,583) in the current year over specific

price changes ($23,325)(2) cvciiveiieereeeeeeeee e et (17,258)
Gain from decline in purchasing power of

NEt AMOUNLS OWEW........ooiiiieiieiieieeie et eeee e e e eeeeere e eas 13,501 13,501

INEL Lottt ettt et r st et reeaeasneneas 1,947 3,031

Adjusted income (loss) after all impacts of

ChANGING PrICES ...cuivviitiiiiicieciciete ettt ettt e e e sase e $ (1,537) $ (1,537)

(1) Including the reduction to net recoverable amount, the income (loss) from continuing operations on a constant
dollar basis would have been ($15,038).

(2) At December 31, 1981, current cost of utility plant, net of accumulated depreciation, was $463.5 million, while
historical cost, net of aecumulated depreciation, was $288.2 million.
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Comparison of Selected Supplementary Financial Data
For the Five Years Ended December 31, 1981

(Constant Dollars and Current Cost in Average 1981 Dollars)

Operating revenues (thousands of dollars)
AS TEPOTted ...oconieiieicrceerc e
Constant dollars......ccoocoveriiiiiiieeer e

Constant Dollar Information
Income (loss) from operations applicable to
common shareholders (excluding adjustment
to net recoverable amount)........occeeeveeveeeeinieeneennens
Income (loss) per common share (excluding
adjustment to net recoverable amount)...................
Net assets at year-end at net recoverable amount .....

Current Cost Information
Income (loss) from operations applicable to
eommen shareholders (excluding adjustment
to net recoverable amount)...........ccoeeeieieeieiieiinniene
Income (loss) per common share (excluding
adjustment to net recoverable amount) .................
Excess of inerease in general price level over
increase in specific prices after adjustment to
net recoverable amount.......c.cooeevenicieninieseneen
Net assets at year-end at net recoverable amount .....

General Information
Gain from decline in purchasing power of
net amounts OWEd ...o..eoerveeirenirerieneneseeecre e
Cash dividends declared per common share
AS TePOTted .....coeeeeeeirenireccrece st
Constant dollars.......ccoeoieienieiiiicee e
Market price per commen share at year-end
AS TEPOTLed ..coviueiiiiieeerirecectc e
Constant dollars.......ccccocveveeierinnineicircrcc e
Average Consumer Price Index
(Base year 1967 = 100) ....ccccoviiinriimirciinrncciceeene
End of year Consumer Price Index
(Base year 1967 = 100) .....ccoioiimeieneeieeieeneene

The supplemental information is presented on two bases:
eonstant dollars and current cost. Constant dollar amounts
represent historical costs stated in terms of dollars of
equal purchasing power, as measured by the Consumer
Price 1ndex for All Urban Consumers. Current cost
amounts reflect the changes in specific prices of plant
from the date the plant was acquired to the present, and
differ from constant dollar amounts to the extent that
specific prices have increased more or less rapidly than
prices in general. The current cost amounts represent the
estimated cost of replacing existing plant assets and were
determined principally by indexing the surviving plant
and equipment by use of the Handy-Whitman Index of
Public Utility Construetion Costs.

The current year’s provision for depreciation on the
constant dollar and eurrent cost amounts of utility plant
was determined by applying the Company’s depreciation
rates to the indexed plant amounts. The current eost ac-
cumulated depreciation at December 31, 1981, was de-
termined by applying the rates of aeccumulated deprecia-
tion to historical cost, by existing classes of property, to
the current cost by classes of property.

Fuel inventories, the cost of fuel used for electric gen-
eration, and the cost of natural gas purchased for resale
have not been restated from their historical cost. Regu-
lation limits the recovery of fuel and purchased gas costs

Years Ended December 31

1981 1980 1979 1978 1977
$162,082 $161,756 $144,380 $124,979 $104,396
$162,082 $178,535 $180,907 $174,229  $156,680
$ (3,484) $§ 2319 § 2712
$ (60) § 41§ .50
$101,603  $109,080 $117,002
$ (4568) $ 430 § (160)

§ (79 % 08 § (03)

$ 10,470 $ 23,289 § 30,816

$101,603 $109,080 $117,002

$ 13,501 § 20,073 § 23,972

$ 176 & 166 § 148 § 144 § 136

$ 176 $ 183 § 185 § 201 § 204

$ 1462 § 1388 § 1388 § 1588 § 17.25

$ 1462 § 1512 § 1700 § 2203 § 26.09
272.4 246.8 2174 195.4 181.5
281.5 258.4 229.9 202.9 186.1
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through the operation of adjustment clauses or adjust-
ments in basic rate schedules to historical eosts. For this
reason, fuel inventories are effectively monetary assets.

Since only historical costs are deductible for income
tax purposes, the income tax expense in the historical cost
financial statements is not adjusted.

Under the rate-making prineiples followed by the
PSCW, only the historical cost of plant is recoverable in
revenues as depreciation. Therefore, the excess of the cost
of plant stated in terms of constant dollars over the his-
torical cost of plant is not presently recoverable in rates
as depreciation, and is reflected herein as a “reduction
to net recoverable amount.” Based on past practices, how-
ever, the Company believes it will be allowed to earn on
the increased historieal cost of its facilities when replace-
ment aetually occurs.

To reflect properly the economics of rate regulations,
the purchasing power loss related to the reduction of net
utility plant to net recoverable amount is offset by the
reduction of purchasing power loss resulting from debt
finaneing. During a period of inflation, holders of monetary
assets, such as cash and receivables, suffer a loss of general
purchasing power, while holders of monetary liabilities
are able to satisfy the liability with dollars of lower pur-
chasing power. This unrealized gain, or reduction of pur-
chasing power loss, which is primarily attributable to the



Supplementary Information to Disclose Effects of Changing Prices (continued)

substantial amount of debt which has been used to finance
utility plant, partially offsets the purchasing power loss
because depreciation on this plant is limited to the recovery

of historical costs.

The difference ($11.1 million) between income from
operations applicable to common shareholders, as reported,

shareholders in

and the loss after all impacts of changing prices represents
the loss of purchasing power incurred by the common

1981 because present rate-making prac-

tices do not permit the excess of constant dollar or current

Construction Program

cost depreciation over historical cost depreciation to be
recovered in rates in future years.

(Thousands of Dollars)

Electric Department

Production plant......c.ccccovnineecerenrercnnns
Transmission plant.........ccceceerrnennne.e.
Distribution plant........c.ccimiiveveerrnnna,
General plant........ccooeennenrcecennnnene.
Nuclear fuel ......cccecevvenrrineiecicriirinenns

Gas Department

Distribution plant.......ccoeeveveveveeeennnne.
General and other plant........................

Utility Plant Common to

Botb Departments..............................

Plant Additions (Including Allowance

Goneral Information

Estli?rizted for Funds Used During Construction)
Construction Annual Average
Expenditures 1981 1976-1980
.......... $ 3,084 11% $ 2,594 10% $ 7,321 28%
.......... 3,145 12 1,904 8 5,668 22
.......... 4,763 17 6,207 25 3,378 13
.......... 32 — 59 — 55 —
.......... 4,117 15 4,598 18 3,265 12
.......... 15,141 55 15,362 61 19,687 75
.......... 5,459 20 5,878 24 5,728 22
.......... 9 — 48 — 40 —
.......... 5,518 20 5926 24 5,768 22
.......... 6,963 25 3822 15 662 3
.......... $27,622  100% $25,110 100% $26,117 100%

General Offices

Post Office Box 1231
Madison, Wisconsin 53701
Telephone (608) 252-7000

Transfer Agent

Harris Trust and Savings Bank
111 West Monroe Street
Chicago, lllinois 60603

Registrar

The First National Bank of Chicago
One First National Plaza

Chicago, Illinois 60607

Annual Meeting

The 1982 annual meeting will be
held Tuesday, April 20, 1982, 7:30 p.m.
at the Madison Holiday Inn Southeast,
located near the Interstate 90 and U.S.
Highway 12-18 interchange.
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Reports Available

Upon written request, the Com-
pany will furnish to any shareholder a
copy of its 1981 Annual Report on
Form 10K as filcd with the Securities
and Exchange Commission. A Statis-
tical Supplement to this Annual
Report to Shareholders, containing
additional financial and operating data,
is available to shareholders. Please
address requests for these reports to
G. Howard Phipps, Post Office Box
1231, Madison, Wisconsin 53701.
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Donald J. Helfrecht

Board of Directors

Richard E. Blaney.
Madison, Wisconsin

President and Manager.

Blaney Agri-Research Foundation
Age 45, Director Since 1974

Robert M. Bolz
Madison, Wisconsin

Retired Vice Chairman.
Oscar Mayer & Co.

Age 59, Director Since 1972

Leo E. Brodzeller

Madison, Wisconsin

Executive Vice President

Age 64, Director from 1977 to 1981

Jon J. Gruber

Middieton, Wisconsin
President, Gruber Furniture, Inc.
Owner, Gruber Funeral Homes
Age 41, Director Since 1978

Donald D. Haselhorst
Madison, Wisconsin

President, Nicolet Instrument Corp.
Age 51, Director Since 1981

Donald J. Helfrecht
Madison, Wisconsin
President and

Chief Executive Officer

Age 60, Director Since 1972

Stanley V. Kubly

Madison, Wisconsin

Pre5|dent Kubly Enterprises. Inc
Age 73, Director from 1960 to 1981

Frederick D. Mackie
Madison, Wisconsin

Retired Chairman of the Board
Age 71, Director Since 1964

William A. McNamara
Madison, Wisconsin
Chairman of the Board

Age 73, Director Since 1958

Frederic E. Mohs

Madison, Wisconsin

Partner, Mohs, MacDonald & Widder
Attorneys at Law

Age 44, Director Since 1975

John L. Sonderegger
Madison, Wisconsin

Chairman of the Board,

Central Life Assurance Company
Des Moines, lowa

Age 67, Director Since 1971

Frank C. Vondrasek
Madison, Wisconsin
Executive Vice President
Age 53, Director Since 1982

Louise A. Young

Madison, Wisconsin

Professor Emeritus,

Family and Consumer Economics
University of Wisconsin - Madison
and Financial Consultant

Age 71, Director Since 1973

Audit Committee

Directors Blaney, Bolz, Gruber,
Haselhorst, Mohs, Sonderegger,
and Young
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