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For more than a century, Wisconsin Public Service
Corporation has been serving customers in Northeastern
Wisconsin and part of the Upper Peninsula of Michigan.

During that time, we have developed a deep sense of
caring for our customers, shareholders, employees, the
communities we serve, the various governments and
ageneies%habregulate_our_acti.v.itiesﬁand our
environment.

The foundation of our corporate activities is based on
o '6’0r’goal’to*providesafe:—reliablerelectrficfand,natural,gas,,,‘ .

service at the lowest reasonable cost.

We recognize, however, our business has some i
negative impacts on the quality of life in our territory. '
Thus, we are working constantly to balance the interests 1
of .our customers, shareholders and community
neighbors in addressing the environmental impact of our
products and services.

This company will continue its search for the best
ways to operate in a committed, cost-conscious and
environmentally concerned way.

Our customers can rely upon our being responsive to
their needs and problems so we can provide them with
the highest possible levels of satisfaction.

" Our shareholders can look to management for careful - -

stewardship of their investment. This includes taking ‘
prudent risks to maximize return while maintaining our
commitments to our customers and employees. ‘

Our employees can count on our managers to
maintain. an open door policy, to encourage creativity
and cultivate professional development. 1

. _._.___Community-neighbors can depend upon us 1o
continue our long-standing history of civic participation
ranging from corporate sponsorship of major events and |
projects to the individual involvement of our employees. )

Governments and their agencies can be confident
that we will comply with not only the letter of the law, but
with the spirit of the law because our company is
managed according to the highest ethical standards.

“The environment is our source of life and-beauty, and - ——
we pledge to do our best to protect our land, air and
water supplies, as well as the creatures they support.
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- To Our Shareholders

We recorded another year of

: orogress in 1985 with earnings per

-~ share increasing to $4.45 as -
“compared with $4:27 per share in

- 1984. A surge of Arctic air in the
latter part of November and in
December helped increase our
~earnings. This, along with a lower
inflation rate, a reduction in the
number of common stock shares
outstanding and successful cost

_ control efforts, accounted for the
increase in earnings.

Our quarterly dividend was
increased from 64 cents:to 71%
cents per share effective with the
September payment. Last year was
the 27th consecutive year we
increased the d|v1dends pald

- per share.

Compared with 1984 our saies
of electricity -decreased .3%.

Sales of natural gas decreased
4.1%. A dramatic change occurred

+in our.gas business when many .of
our large industrial customers took
advantage of a new federal rule
~which permits them to buy gas
directly from producers using

. existing pipeline systems-and our
own system to transport the gas to
their plants. This lowers our
customers’ operating costs and
does not penalize us because in
most cases we recover our normal
margin through a transportation
charge. ,

Our Kewaunee nuclear plant,
which went into service in 1974,
continued its excellent operating
performance. For the past four
years, it recorded an average
availability factor of 84.9%. Qur
newest generating station, Weston
3, recorded an availability factor of
83.9% last year.

stable.

We expect that our annual -

kilowatt-hour firm sales growth will

increase about 2:5% per year-
through 1995 and our peak toad

_ will grow at an average annual rate
- of 2%: These numbers are slightly  ~

Iower than the 10-year projections
reported last year. Because of the

‘continuing slow growth in demand, -

we do not see the need for any
new.generating capacity until the
year 1999. Our annual load factor
in 1985 was 74%. 1t continues to
be one of the highest in the nation.
During the next decade, we do

not anticipate any increase in the

sales of natural gas because

continuing conservation efforts wili
offset any new customer and load |
additions. We believe that some of

. our large industrial customers will

continue to buy gas directly from
producers as long as federal

- regulations permit it and as long as

our pipeline supplier offers
transportation services. Contrary to

" the prediction of some politicians,

gas rates did not increase with

~ federal deregulation which became -

effective January 1 last year. We
expect that for the next several
years our rates will be relatively

Our five-year construction
program for the years 1986

. through 1990 is estimated to be

$324 million assuming an annual
inflation rate of 5%. This is about

© $26 million less than the previous

five-year period. This estimate does

- not include. any expenditures for

sulfur dioxide controls at our
generating stations.

It may become necessary to sell
more debt later this year to help
finance our portion of anticipated
decommissioning expenses of our
Kewaunee nuclear plant. This is a
result of. a Public Service

i decommissmning be set up in-

" program and customer satisfaction

" the most efficient use of gas and

" program compensated- for’ some of

conservation.

" our'employees. Standards of

Commission of Wisconsm (PSCW)
ruling which requires that
previous funds coliected for-.

a separate’ external fund
Our Wise Use of Energy

continue to dominate our overall
marketing’ strategy In working with -
customers, our marketing people
use their expertise. to help, develop : -

electricity in customer equipment
applications. Our Energy- Efficient
Gas Upgrade and Retention

the gas sales losses due to

‘To reinforce our commitment to
maintaining customer satisfaction,
we contracted with an inspirational
speaker to conduct a series of
training sessions for about half of

service for various customer work
functions were established and
methods to track the results of our
expanded customer satisfaction
program are being implemented.

We are committed to a strong
economic development program
which we believe is absolutely g
essential for the growth of our . - .
service area and the state of Lo
Wisconsin. Consequently, we are !
committing more personnel and = - .-
money to the already significant
program carried out last year.

Part of our efforts to encourage
development is dedicated to
keeping our electric and gas rates .- o
competitive. Our rates are below i
the national average. To our -
knowledge, our rates have not
been a deterrent to business
expansion.




Last year, the Wisconsin
Legislature passed a law allowing
utilities to form holding-companies.
While we were very supportive of
this legislation, we have no present
plans to change our corporate
structure.

For the past several years we
have been brokering coal resulting
in sales of $7.7 million for 1985.
The net income from this operation
has been used as an offset in our
electric fuel operating cost. We
also realized a small profit from
sales of a computer software
program that was developed within
the company. The benefit from
these sales accrued to our
ratepayers.

Our subsidiary along with four
other utility companies have
established a fiber optics company
which we believe will be extremely
beneficial for the state of
Wisconsin as well as for our
own companies. Any future
diversification efforts which we
might undertake will be ciosely
related to our business and to the

* economic development of our

service area.

Our participation in the
legislative arena never ceases.
Acid rain is being addressed at the
state and national levels. We have
been extremely active in reducing
emissions at our wholly-owned
plants in Green Bay and Wausau.
Since 1979, emissions have been
reduced about 50% despite an
increase of 12% in electric sales.

We, three other U.S. utilities
and one in Canada, are involved in
a $5 million research program to
develop a burner that burns coal
without producing significant sulfur
dioxide and nitrogen oxide
emissions. A full-scale
demonstration burner is scheduled

for completion in 1986. We
continue to support sound
emission reduction programs when
they are based on complete
research and when the benefits
outweigh the costs to our
customers.

We continue to lobby members
of Congress to restore equity to the
federal hydroelectric relicensing
process by excluding the clause
from the Federal Power Act of
1920 which gives municipalities
preference in the relicensing of
hydro plants. We hope that
corrective legislation will be passed
this year. 2

An emerging national issue is
mandatory electric wheeling and
transmission access, which is the
forced transmission of bulk power
owned by others. This is being
closely watched in pending federal
bills and regulations that may
include provisions which would
require such wheeling.

There are dramatic changes
occurring in the utility industry; our
business is becoming more
complex. Nevertheless, we are
optimistic and are working hard to
provide quality service and a
reasonable return to our
shareholders.

St T

Paul D. Ziemer

President and
Chief Executive Officer

February 25, 1986
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Customers deserve the best service we can provide, and our duty is to supply
them with superior energy services, responsive special programs and caring per-
sonal service. We will continue to provide services to meet the ever-growing
needs of customers.

(a) A customer assistance advisor visits a customer at the new job he helped her find. The advisor
learned of the woman's need for employment while helping her design a bill payment plan.

(b) An industrial application engineer, left, meets with an engineer of a major Green Bay paper com-
pany to check natural gas meter readings.

(c) The safety and efficiency of a natural gas furnace is checked by one of our service technicians.
(d) Hmong customers in Oshkosh learn the fine points of weatherization at a special company
workshop.

(e) Visitors at the grand opening of our new Energy Information Center in Green Bay share an amus-
ing moment with an employee dressed as Louie the Lightning Bug, a children’'s energy conservation
and safety character.
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Rate Proceedings
A PSCW rate order, which was

issued in February 1985 following

legislative action, eliminated the

automatic fuel clause adjustment
for electric rates. Based on lower
than expected electric fuel costs,
we received PSCW permission to

decrease electric rates $4.8 million

(1.4%) effective June 1 and $4.7
million (1.3%) December 1. The
lower costs result from the
excellent performance of our
nuclear and fossil plants, abnormal
rainfall which boosted hydroelectric
generation, and the ability to buy
power at favorable rates. In
addition to these rate reductions,

a decrease of $11.6 million for
electricity occurred in February
1985 in response to an April 1984
rate increase application.

, An application was filed with the
PSCW in: April 1985 to increase
rates by $20.1 million (5.8%) for
electricity and $1.7 million (.7%)
for gas. This request was
necessary to recover some of the
costs deferred by the PSCW in its
last February order and other costs
rising faster than sales. Additional
hearings will be required.

In December we filed to
increase Michigan electric rates
by $845,000 (8.7%). The last
increase was in May 1984,
Hearings have been scheduled -
in March.

Financial

A sale of $45 million of first
mortgage bonds, 11.50% Series
Due October 1, 2015 occurred in
October. The proceeds were used
for construction expenditures and
to repay temporary funding.

Under the sinking fund
provisions of the issue, the
company retired 15,000 shares of
its 10.50% preferred stock during
1985. The entire issue of 150,000
shares must be redeemed by
November 1, 1998. To date,
83,532 shares have been
purchased.

An investment commitment of
$2.5 million was made in Utech
Venture Capital Corporation during
the year. Utech will be financed by
eight utilities for investing in
projects or services of potential
benefit to the utility industry.

Standard & Poor’s Corporation
has assigned a rating of AA+ to
our first mortgage bonds. This
rating is just below the highest
rating and indicates a very strong
capacity to pay principal and
interest. Moody's rating is Aaa,
which is its highest rating, and
indicates that interest payments are
protected by a large or by an
exceptionally stable margin and
principal is secure. A security
rating is not a recommendation to
buy, seil, or hold securities and
may be subject to revision or
withdrawal at any time by the
assigning rating organization.

A program was initiated to
purchase and retire 500,000
shares of common stock during the
12-month period beginning March
1985 to alleviate an excessive
common equity build-up. A total of
221,930 shares, worth $7.6
million, was repurchased. The
significant rise in market price per
share relative to book value and the
need to sell first mortgage bonds in
1985 and possibly in 1986, along
with the PSCW policies reducing
internal cash generation, change
the benefits of and need for
repurchasing additional stock in
1986. Also, proposed acid rain
legislation:could result in-more
debt financing.

Coal Power .

Coal continues to be our
primary source of fuel. Our focus
has been on assurance of long-

" term supplies, permitting us to

meet environmental guidelines, and
maintenance of competitive
transportation rates.

During the past year we bought
out of one long-term coal contract
and replaced it with a new long-

term agreement which gives us

(44
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We value our shareholders and commit ourselves to responsible concern for their
interests. In addition to carefully managing their investment and striving to con-
tinue to maintain a proper return, we will provide the administrative services
needed to serve them in a prompt businesslike manner.

(a) A series of checks on our check printer is examined by a scheduling specialist. Some 153,000
common and preferred stock dividend checks are printed each year.

(b) George and Grace Mc Millan of Wausau, Wisconsin receive another common stock dividend
check and report of company operations, as they have every three months for over 25 years.

(c) In addition to telephone and written communications, a shareholder services supervisor, left,
meets personally with shareholders at our Green Bay office.

(d) Immediate access to detailed shareholder account information allows this shareholder services
representative to respond promptly to telephone inquiries.




. contract arrangement at.prices:
o ,comparable to the open market.,
. The remaining requrrements cam :
- from Iong -term commltments we

7"~"‘,,';operat|ng in 1981, had its first -

‘acid rain tegrslatron which

. "‘f'can burn.
. Atour Weston plant near
. 'Wausau we stabmzed fuel costs t

buying approxrmately one-fourth of-

~ our coal under a renegotlated

' ;':»were requrred to makein 1977 in-

Weston 3 whrch began

" major overhaul and was found tof‘
“bein very?good condmon Smcer
-t started producrng power the .

i f'plant has: been avallable 81 % of

~the time.

At our’ Pulham plant ineo

‘;Green Bay we began burldmg a.
coal. unloading: facility with :
completion scheduled for

September 1986. This $6.5 rnrlhon o
~project will aIIow dellvery of coal by

rail-in addition to the present ,
method' of lake carrier shrpments
- This new facility is expected to
- reduce our transportation costs.
~and our coal inventory level
because year- -round dehvenes W|II
- be possmte

Electrrc System
2 The hlghest gross electrlcal
- 'demand in 1985 was 1,268, OOO
- kilowatt-hours on- December 17
“exceeding the prior peak of

1,256,000 kilowatt-hours set in

July 1984, The recent. peak

k . resulted from very cold weather
- while’ the pnor record reflected alr

: }condrtromng .use. Thls record -
~ follows past experience of

and results in better utllrzatlon of

. generatrng facilities: o
Our Energy Management
o System which monitors our -

- electric productron enables us to :

' buy and sell e|ectncal energy at

- favorable prlces We were able: to

reduce energy charges toour -

;more flexrbrhty in the event of new :

‘would drctate the type of coal we expected rn the future.

. . purchase of large amounts of
- hydroelectric power from Manitoba -

~ continued slow load growth, thrs is

u modlfrcatlons to our older
generatlng units that would extend.
" their useful lives.

, ,order to get an operatlng permlt for S
the ptant ‘ ; - market, extending the life of our
- older units and the possibility of
fbuymg power from Canada may -
- help delay new power plant -
- construction and make good use of -
" resources now available.

" with manufacturers to develop-

“lightning and high voltage

. for 1985, again being among the

 industry. : L

- having the training programs for
- most of our technical positions
- accredited by INPO. -~
balanced winter and simmer. peaks\ ‘

B good rating.

g ~»customers by approxrmately $2 4 the new NRC *“‘backfit'"-rule. It

million through such transactions
last year, with even better results

Study continues of the p088|ble

Hydro in Canada. ‘However, with

not a hrgh pnonty item.
- Weare evaluatmg poss:ble

Purchasmg energy on the open

- To maintain our electrical
service relrabrlrty, we are workrng

transformers better resistant to

problems. We are one of the few
utilities performing tests of the -
quality and service life of -

underground cable. '

Nuclear Power : P ,;@ o
Our Kewaunee nuclear power %

plant continued its long record of

high availability, attaining 82.4%

leaders in the U. S. nuclear

The Institute of Nuclear Power L
Operations (INPO), of which'we
“are a' member, is working to o
standardize and upgrade nuctear L
plant training at all U. S. nuclear -
power facilities. We strongly .-
endorse this program and are

k Our success at employee:
training to date was: manifested late
in 1985 when we partrcrpated in

" our biennial full-scale nuclear

emergency drill. Observers from’
the Nuclear Regulatory
Commlssron (NRC) gave us a very

We expect positive’ resutts from
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The company encourages and supports employees’ professional and educa-
tional development with a wide range of programs including communications, on-
the-job training and college-accredited programs.

(a) Two employees, left, learn how to join a natural gas main. .
(b) Employees are kept informed about company news events and important issues through a variety
of house publications, including ‘‘Contact,’’ the magazine being read by this employee.

(c) Poised in an observation room, a System Operating employee trains on a computer terminal to
monitor the operation of company power plants, electrical transmission systems and natural gas
distribution lines.

(d) Two apprentices are taught power pole repair and installation techniques under the direction of an’
electric line coordinator, lower right.

(e) To obtain new perspectives on customer satisfaction, the company sponsored several employee
presentations by Jack Jackson, center, an expert in customer psychology.

(f) College-level degree programs for employees are sponsored by the company at on and off-campus
locations.
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Community neighbors can depend upon company people to participate in their
programs and can expect continuing support of their activities from the company.
We care about the people we serve and want to respond to their needs.

8

[ A

(a) Two employees flank a visitor to the overhead ladder at the wheelchair exercise course they
helped design and build for their local Lions Club.

(b) Alice in Dairyland greets a young guest and his dad at Public Service's 25th anniversary Farm
Materials Handling Exposition. The annual event draws thousands of people interested in seeing
innovations in farm services and equipment.

(c) After decades as a softball player and Little League coach, a retired employee and one of his

players show he’s still deeply involved in the sport. Retired Public Service employees have proven to
be great community resources.
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“Govcrnrmend

Governments and their agencies can rely on us to follow all laws and regulations.
We operate our business according to the highest ethical standards, and believe
a spirit of cooperation must exist between us and government.

(a) One of our employees, left, meets with representatives of state and local emergency goverﬁment
agencies as they participate in the annual emergency preparedness drill for the Kewaunee nuclear
plant.

(b) Communication with our elected officials is critical as politics has an ever-increasing impact on our
industry. Before Wisconsin’s capitol in Madison, state Representative Richard Matty, left, talks with
our governmental affairs director.

(c) Our environmental director, center, testifies at a state Assembly environmental hearing in
Madison. Employees regularly testify before a wide range of legislative committees communicating
the company’s stance on issues.

i
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The environment must be protected for us and for those who will follow us. That is
why we closely manage our hydroelectric watershed lands and work to minimize
the environmental impact of our power plants and energy transmission systems.

(a) News reporters observe a lake acidity experiment conducted by two of our chemists in Northern
Wisconsin. The demonstration showed that natural bog vegetation can have a critical impact on lake
acidity. )

(b) A crew delivers a new tree to the parkway along a Stevens Point street. To protect our power lines
from tree damage, which can cause power outages, we replace overgrown trees with smaller, attrac-
tive plantings. ‘







contract carriage gas, accounted
for the decrease in gas purchases.
Total income tax provision was
: lower primarily due to a lower pre-
i tax operating income.
i The most significant items to
I increase in operating expenses
were purchased power as a result
| of fewer capacity sales in 1985 and
| higher employee benefit and
injuries and damages costs.
See the ''Notes to Financial
Statements’’ explaining the
- changes regarding allowance for
. funds used during construction
il (AFUDQ).

: The impact on earnings per
share as a result of the
repurchase of common stock was
: approximately 6 cents per share.
s Interest expense decreased
' primarily due to less short-term
debt outstanding and lower short-
“term interest rates in 1985.

1984 Compared to 1983 .

. - Electric operating revenues
increased in 1984 primarily as a
result of increased sales. Gas
operating revenues decreased
—-slightly due to a lower purchased

- gas cost which is reflected in
revenues.

;; ‘Operating expenses increased

~only 2% in 1984. The more -

- significant items that increased

- were total income tax provision due

to a higher pre-tax operating

income, other operation expense

benefit costs, and straight-line
depreciation expense because of
higher estimated nuclear
decommissioning costs reflected in
the depreciation rates in effect all
of 1984 and an increased plant
base. In addition, maintenance
expense increased primarily due to
work performed at the company’s
fossil and peaker plants and
purchased power increased as a
result of more energy purchases in
1984. The cost of gas purchased
for resale decreased due to a lower
average price for gas during 1984.
Less long-term debt outstanding

due to higher payroll and employee

during 1984 primarily caused tyhe
decrease in total interest expense.

Financial Condition

The company has maintained
good liquidity levels and follows
conservative accounting practices.
The company’s financial position is
considered to be strong by utility
analysts and rating services. No
funding difficulties are anticipated
in the near or long-term future.
Commercial paper ratings of A-1 +
(Standard & Poor’s) and P-1
(Moody's) have resulted in a low
cost for short-term debt. The
company has also maintained
adequate unused bank credit lines
and has maintained an acceptable
ratio of short-term debt to total
capitalization.

In recent years the company
has used short-term debt and
internal funds to finance
construction and long-term debt
maturities as well as to retire
preferred and common stocks.
Funds generated internally during
1984 and 1983 exceeded
construction expenditures. For the
year 1985 internal funds were less
than construction. Several recent
non-recurring developments were
responsible, including payment of
$11 million for spent nuclear fuel
reprocessing by the U.S.
Department of Energy, $16 m|II|on
for restructuring of certain coal
contracts and a legislative act
which accelerated the timing of
$7 million of Wisconsin Gross
Receipts Tax payments. For the
period 1986-1990, internal funds
generation is expected to exceed
construction requirements. The
next major generating plant is net
expected to be operational until the
late 1990’s and significant
expenditures for that plant are not
pianned to start until the
mid-1990’s.

During October 1985, the
company sold $45 million of
11.50% first mortgage bonds to
fund the major cash requirements
noted above and to reduce
temporary borrowing. The company

&

“the impact of inflation. Note 10 of

" precise measurement of these
- effects.

may selylf add
1986 to establ

plant decommissionin “cor

with a recent PSCW order. :
Although there are n further plans
for security sales through 1990,
several contmgencres could f
change this, including major acid

‘rain legislation, the possible

repurchase of company common
stock and inadequate rate relief.

The company’s high bond
ratings are due in part to strong
pre-tax interest coverage of 6.1
times for the year ended ‘December
31, 1985. This favorable ratio
resulted from low construction
requirements, low AFUDC, periodic
rate relief, low embedded cost of
debt, favorabie earnings and strong
equity ratios. .

In May 19886, the company may *
exercise its right to call the
remaining $13.5 million of 10 75%
preferred stock outstanding.

The company seeks rate.
increases as necessary to
preserve earmngs levels and
provide-a com ive return for
shareholders Ev nts whrch affect
future earnings k ash flows :
are discusse
Proceedings’”
Review’’ sectio
Impact of Inflation

Current fmancnal statements are
prepared in accordance wrth
generally accepted accountlng
principles and report operating
results in terms of historic cost.
They provide a reasonable,
objective, quantifiable statement of
financial results but do not evaluate

~~Year;p|n;' o

“Notes to Financial Statements™’
discusses the effects of inflation on
the company’s operating results.
These supplemental data are not
intended as a substitute for
earnings reported on a historical
cost basis but do offer some
perspective of the approximate
effects of inflation rather than a




. Years Ended December 31
1985 1984 ~ 1983
‘ . (Thousands)

Operating Revenues: ; : . : ) o :
Electric. . ... PR s e e ia i oo, $403,801  $405,420  $389,197
Gas ... e e ek e e 284,708 0 288,771 240,694

- ; : - s 638,504 644,181 629,801

Operating Expenses: ” ‘

Operation — : - ) ‘ ; ’ T s
Electric production fuels .............. e e e 125,179 125,457 127,055
Gas purchasedforresale. .......... e e e R A 190,195 198,172 202,770
Purchasedpower,net ........ S e a e g Rt e 10,070 6,276 4,597
Other .......... e e e - 89,399 83,404 78,859

Maintenance . ... ... ... T S T PR 36,166 34,634 32,112

Depreciation — o : Lo ‘ T
Straight-line provision ............... B A TSN . 47,486 45,634 41,873
Additional depreciation .............. AP A 8,843 7,933 17,322

Taxes — , . ;

Current federal i mcome ................................... 32,198 34,364 24,851
Investment creditdeferral, net . ... .. e e e s , 1,325 . 2,966 501
Currentstateincome . . ....................coovvieeae... 6,696 7,672 6,862
© Other ........... e PR e e ..o 14,908 20,313 18,569
‘ V , ‘ 562,465 566,825 _ 555,371

Operating ncome . .............. S e i 76,039 77,366 74,520

Other Income and Deductions: ~ \ ‘

‘Gainsonbondsreacquired .. ... ......... P A 195 449 221
Incometaxes ................ R 125 1,212 535
AFUDC, otherfunds ........ .. PN T ceee 717 - N
Other,net............. P e e e b e e @218 (2,405) ____ (665
: ‘ _ A _ 762 »(744) , a1

Income Before Interest Expense . ... . ....... e e - __ 76,801 _ 76,622 74,611

Interest Expense: - _ o : , ‘ :

Interest on long-term debt . B IR N e - 16,834 16,205 19,517
AFUDC, borrowed funds . . . . . S P P W (350) (154) (263)
Otherinterest .. .......:.......viii e 2902 - 4,301 3,763

, ' ” ' 19,386 20,352 23,017

Net Income .. ............. A S U R | 57415 56,270 51,594 .

Preferred Stock Dividend Requirements . . ... ................. iaea - 5,519 5,789 5,974

Earnings On Common Stock . . .+ .o o. PR S T $ 51,896 $ 50481 § 45620 .

Earnings Per ShareOnCommonStock . . . ............ ..o . $4.45 $4.27 $3.89

Dividends Per Share On Common Stock . . . . . magary e e $2.71 $2.44  $2.22 i

! (37:75

The accompanying notes to financial statements are an integral part of these statements.
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The accompanying notes to financial statements are an integral part of these statements.

o

/5 |
___December 31 ;
. 1985 1984 1983 !
Assets , ‘ (Thousands) @
Utility Plant (at original cost): « : o o - :
Inservice — Electric . ... ........ PR e e, $1,082,632 § 988,018 $§ 953,706
: GaS. . ... e .. 126,361 122,352 116,992
R R ) 1 158,993 1,110,370 . 1,070,698 ;
Less — Accumulated provision for depreciation . .. ............. 544,319 = 494,931 445,823 .
A o o . 614,674 _ 615,439 _ 624,875
Construction in progress .. . . . . .. T SO S AP S S 6,590 - 12,968 10,398
Nuclearfuel ... ... ..o e ...l 0 093,689 88,667 . 78,949 §
Less — Accumulated provaszon for amort:zat:on e Cieesde... 78,832 75862 68,255 ;
: C v ~19,867 12,805 10,694 - ;
Netutility plant . ........... e ieniei . ..e.i..l 641,121 641,212 645,967
Investments (atcostorless) .. ........ R V;.‘ e IO o 13,464 . 1Q 012 10,290 - $
Current Assets: 1 o o , R o S , :
Cash and special deposits .. . ... ... T A 5,604 4,299) 69 g
Customer and other receivables (net of uncollectuble reserves) S 57,505 - 55844 52,265 vl
Accrued utility revenues .. ........... PRI e e a 38,177 29,420 33,534 s
Fossilfuel, ataveragecost ............ .0 ..... T L. 43,063 44,416 34,255 ;
Materials and supplies, at average cost. . . . . et D L 12,444 11,213 10,294 :
Prepayments . . ... e R e e s - 15,218 1,811 - 1,359
Totalcurrentassets . .. ... ... e e e .. . 167,011 137,906 - 131,776
‘Deferred Charges. . ........ e ereras e R P R < -1 4,167 4,587 |
| '$ 835471 § 79:3 ?95 $_792,620
Capitalization and Liabilities _ |
Capitalization: - R ‘ . o : . |
Commonstockequity . .........c........ e “..d..... $ 334,278 $ 321,609 $ 300,093 :
Preferred stock with no mandatory redemptuon L P 51,200 ' 51,200 51,200
Preferred stock with mandatory redemption . . .. . .. et e 20,147 - 21,684 24,750
Long-termdebt . . ............ e S iie.i..... 244362 - 210,481 _ 222,092 ' |
Total capitalization. . . ... ......... s e U 649,987 604,974 598,135
Current Liabilities: ‘ B / o o o S : :
Notepayable . .......... P, e eie.oi....i 10,000 - 10,000 10,000 -
Commercialpaper. . ............. e e e e . 18,995 26,470 - 29,500
Maturing first mortgage bonds, not to be refmanced R S T - - 9125
Preferred stock sinking fund requirements. .. ... ...... R, L 743 -
Accountspayable .. ...............u.n., . e.a..i . 52,898 - 54,498 48,982 -
Accruedtaxes ....................... PR ke . 6,105 4,87_8 7,372
Accruedinterest . .. ... ... R e e e . 5,827 4,549 4,226
Accrued contributions to beneﬁt plans e w0 6,960 6,455 6,742 .
OtEr ..ot i 3,586 2,749 2465
Total current liabilities . . . . . . P S S ety 104871 109 099 119,155
Other Credits: T S A SR e
Accumulated deferred investment credlt e R e, . ©B3,188 - . 51 ,8’72; T 49,231 .
OtNEr - oo e e e, 27,8256 - 27,361 . 26,099
. o 81,113 . 79,223 75,330
coe T s 835”471, $ 793 296 $ 792,620
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'COMMON STOCK EQUITY:
Common stock, $8 par value, 186, 000,000 shares authorized;

- 11,600,276, 11,822, 206 and 11 822 206 shares. outstandmg,‘

__December 31

s s g so e . N

respectively ... ... . L e e e i e
Premium on capital stock R
Retainedearnings. .. ........... S
Total common stockequuty. eas ey J
* PREFERRED STOCK: o

Cumulative, $100 par value, 1 OOO OOO shares authonzed

With no mandatory redemptlon _—
: Series

Sharesf outstandmg

- 5.00% 132,000......:...

R 5.04% .30,000..........

oo B.08% 50,000, ..., .. ...

. . B.76% 150,000..........
7.72% .

o Wlth mandatory redemption —

?50000.;.....,,.‘

10.50% Series, 66,468, 81,841 and 104 926 shares

‘outstanding, respectlveiy B e
10.75% Series, 135,000, 135, QOO and 150 OOO shares

outstanding, respectively .. ... e e e e
Sinking fund requnrements ...... B A A e e e

 LONG-TERM DEBT:

First mortgage bonds — - Series

“8%% 1984 , . ‘
790%. 1984 :
o 8%% 1984, .. ... 0u, ’
A% . . 1987..
43,0 - 1993 ... ..o
4% 1994,
6%% 1997 . ..
%% 1999 . .
TB8Y%% 0 2001 ........ Cean
8%% 0 2003..............
77%% 2005 ... .
8.20% 20012 .. o e
©9.70% D014 L
“10%% 2014,
111% 2015 .. i
Maturmgflrst mortgage boRdS. ...
Unamortized discount and premium on bonds net e
Total firstmortgage bonds. . . ... J.. .. e
Other long-term debt......... Ak e G e e x A e
First mortgage bonds to be refmanced R R .
‘Totallong-termdebt. . ...............
Total capitalization. . ... . ..o i e e

¥ ;W/

Year due

The accompanying néie;s’ to financiat statements are an integral part of these statements.

‘1985 1984 1983 V
(Thousands) &
$ 92,802 §$ 94578 §$ 04578 ||
. 50,385 51,345 51,331
191,091 175,686 154,184 b
334,278 321,609 _ 300,093
13,200 13,200 13,200
3,000 8,000 3,000 iy
5,000 5,000 5,000
15,000 15,000 15,000
15,000 __ 15,000 - 15,000
51,200 _ 51,200 _ 51,200 |
6647 8184 10493
13,500 13,500 15000 .
= S 743
20,147 21,684 24,750 -
o — v9,125
- - 22,000
- - 1,000
5062 5082 5062 s
8,726 8,726 9,086
10,944 11,744 12,544 |
. 23,482 23,482 23,482
' 24,039 24,039 24,039
. 25,000 25,000 25,000 e
25,000 25,000 25,000
11,000 11,000 11,000 o
45,000 45,000 45,000
22,000 22,000 = — ‘
1,000 1,000 -
_45.000" = _ =
246,253 202,053 212,338
- - @128
4,891 (1,572 _ d,121)
244,362 200,481 179,092 2
- 10,000 20,000 i
e - 23,000
244,362 210,481 ' 222,092
' 3649,987 $604,974 $598,135

i Mo A ALY e, 65 s s s s 4
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Years Ended December 31 ‘
1985 1984 1983
B (Thcusands)
Funds Generated internally: S )
~ Netincome . ..................... S S ,.',..‘,$5?415 $ 56,270 $ 51,594
Depreciation. . ..., ......... e e e v ... 56,3290 53,567 59,195
Amortization of nuclear fuel T IR S T AU ... ... 9879 8,897 11,622
Investment credit deferral,net. .. ............... e Lo.ve 1,825 0 2966 - 50t
AFUDC.................. e [ T (1,067 £154) (263)
O Ner . o e e el eeiiie....._ 9,882 1,021 3,709
Funds provided from operatlons e e . 133,063 122,567 126,358
Less - Cash dividends on common and preferred stock B _. 87,174 _ 34,703 _ 32,013
Net funds gerieratedinternally ............................. 95889 87,864 _ 94,345
External Funds: I - ' : t . ;
Sale of firstmortgage bonds . ... ... i e s 45,000 23,000 L ‘
Redemption and maturities of first mortgage bonds and Other Iong-term debt . (10,0000 (42,125). (40,000 o
Bond sinking fund retirements .. . ... ......... e e e e (800) (1,160 (535) :
Redemption of preferredstock ................... e o (1,887 0 (3,809) .(318) o
Sale of common stock-. . .. .... .. T e L — 4,639 -
Repurchase of commonstock . .. ... .. .. O e AT BT - — ‘
Net change in commercialpaper ... ..............:. e i e e +__ (7,475 - (3,030) __ (6,500) :
Totalexternal funds .. ... i e 17,616 ~ (27,124) _ (42,711)
" Changes In Net Current Assets: ( ) ST o
- Cashand special deposits. . .. ... .. e e e (9,903) 4,368 3,205
Customer and other receivables... . . . . i e e (1,661) 0 {3,579) €7,281)
Accrued utility revenues . . .. ..., PP e e .. 3,757 4,114 (5,939 3
Fossilfuel........ e rrw Ao nnann e N 1,853 (10,161 6,632 =
Prepayments . . .......... e, (13,907 48 a7rn :
Accounts payable . . .. .. T e . e e e e s (1,600) 5,516 5,758 ;
‘Accruedtaxes ......... A T L7270 (2,994) 6,134
Other,net.................. R e L. 1,863 (2,163) _ (3,728) .
Total changesm netcurrentassets. i e, (25,885)  (4,851)  (7,664)
Changes In Other Assets: ’ ‘ o ' P . ,
Nuclear fuel disposalpayment. . . ... ............... Ce e (10,960) - — :
Contractsettlement ... ... ... ... . ... i i (16,218) R _— i
Other,net. . ............c....... i iieiiiiiiiaa..._ (B799) 2,001 1,692 ¢
Total changes in other BSSENS ..o e ..., (32978, . 2,091 1,692
Total funds used for construction expenditures ' _ ' : ’
and nuclear fuel, excludmg AFUDC ...... .. ..o ii s aae. . - 54,642 57,980 45,662
U o O P N 112 : L A -7 263
Total funds used for construction expendltures . R ce o _
-and nuclear fuel, including AFUDG .. .. .-.... oo oviieiiatn oo, . $.55709 § 58,134 $ 45925
H ¢
The accompanying notes to financial statements are an integral part of the'se statements. :




Years Ended December 31

1985 1984 1983
(Thousands)
Balance at BeginningofYear . ............. NN .... $175686 $154,184 $134,767
Add — Netincome. .................. . 57,4156 _ 56,270 51,594
' ‘ 233,101 210,454 186,361
Deduct —
Cash dividends declared on preferred stock: : ’
5.00% Series ($5.00 per share). ... ... PR e 660 660 660
5.04% Series ($5.04 pershare). . . ... . ... i s ‘ 151 151 1561
5.08% Series ($5.08 pershare) . . .. ........ ek re e . 254 254 254
6.76% Series ($6.76 pershare}. . ... ... ........ e ; 1,014 1,014 1,014
7.72% Series ($7.72 pershare). . .. .. ..ot 1,158 1,158 1,158
10.50% Series ($10.50 per share). . . .. ... .. e . 858 - 1,082 1,130 .
10.75% Series ($10.75 per share). ... ... .. e e 1,451 1,668 1,613
Cash dividends declared oncommonstock .. ........c........... 31,628 28,846 26,033
Premium paid for repurchase of common stock. . ... ... e 4,836 o’ —
Other .« oo e e e e [, R, —_ B85 _ 164
: , : 42,010 34,768 32,177
BalanceatEndofYear ........... P E $191,091 $175,686

The accompanying notes to financial statements are an integral part of these statements.

*®

To the Board of Directors and Shareholders, Wisconsin Public Service Corporation:

$154,184

We have examined the balance sheets and statements of capitalization of WISCONSIN PUBLIC SERVICE
CORPORATION (a Wisconsin corporation) as of December 31, 1985, 1984 and 1983, and the related statements
of income, retained earnings and sources of construction funds for the years then ended. 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 fairly the financial position of Wisconsin
Public Service Corporation as of December 31, 1985, 1984 and 1983, and the results of its operations and the
sources of its construction funds for the years then ended, in conformity with generally accepted accounting

principles applied on a consistent basis.

Milwaukee, Wisconsin, , | ARTHUR ANDERSEN & CO. -

" January 31, 1986.
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(1) SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES: The financial statements reflect the

(a) Jurisdictional Accounting — The company uses
jurisdictional accounting which reflgcts the effects .
of the different ratemaking principles followed by the .
various jurisdictions regulating the company. These
include the Public Service Commission of Wisconsin
(PSCW), the Michigan Public Service Commission
(MPSC) and the Federal Energy Régulatory

(b) Utility Plant — Utility plant is sfated at the original
cost of construction, which includes an allowance for.
funds used during construction (AFUDC). Effective in
1985, the PSCW determined that all retail jurisdictional
construction work in progress (CWIP) should be
subject to AFUDC using a rate based on the
company's overall cost of capital (approxnmately

11%). Prior to 1985, retail AFUDC was recorded at
7% only on a portion of electric CWIP,

(c) Property Additions, Maintenance and Retirements —

‘The cost of renewals and betterments of units of
-property (as distinguished from minor items of

property) is charged to utility plant accounts. The cost

of units of property retired, sold or otherwise disposed
of, plus removal costs, less salvage, is charged to

(d)-Nuclear Fuel — The cost of nuclear fuel is bemg
amortized to fuel expense based on the guantity of *
heat produced for the generation of electric energy by
the Kewaunee plant. The tax effect of using a
"liberalized method of depreciating the fuel for income -
tax.purposes is recorded as additional depreciation as

discussed in *‘Depreciation’’ below. Amortization and .

additional depreciation are included in the
accumuiated provision ‘for amortization of nuclear fuel..
The costs amortized to fuel expense (which assume
no salvage values for uranium or plutonium) include
an amount for ultimate disposal which is being *
recovered through current rates. As required by the

Nuclear Waste Policy Act of 1982 (the AcB, a contract. -
with the Department of Energy (DOE) has been signed

-and quarterly payments are being made to the DOE -

Acc:umulated amortization . ...,

Accumulated additional deprec;ahon R

Accumulated provision for amortization of nuciear fuel
Investment in subsgdlary

) ‘apphcatton of certain accounting pohc;es which
‘ are descnbed in this note.

) Gommiés‘s‘ion (FERC).

The retail portion of the business is regulated by the

PSCW and MPSC which make up approximate!y 90%

and 2%, respectively, of the company’s revenues. The
- FERC regulates the electric wholesale portion which is
- approxmately 8% of the revenues.

FE’RC AFUDC is recorded on wholesale jurisdictional

_electric construction work in progress at debt and

equuty percentages specified in the FERC Umform
System of Accounts. For 1985, the.rate was
approx:mately 8%.

| Su‘bstantnaliiy aﬁll of the company’s utility plant is

subject to a first mortgage lien.

- accumulated provision for depreciation. No profit or

loss is recognized in connection with ordinary

- retirements of property units. Maintenance and repair
_costs and replacement and renewal of items less than
‘units of property are charged to operating expenses.

for the fee related to generation after April 6, 1983.
For the nuclear generation prior to April.7, 1983, the

. company paid in 1985, $10,961,000 as required by

the Act for ultimate disposal costs of spent nuclear
fuel. Interim storage space for spent nuclear fuet is

‘provided at the Kewaunee plant, and expenses
associated with this storage are recognized as current
‘operating costs.

The cbm:pany has a wholly-owned subsidiary which

engages in various mining operations relating to
procuring a reliable supply of uranium for the

- Kewaunee plant. The investment in this subsidiary is

carried on thev.equ%;ty basis of accounting. The uranium
obtained through this subsidiary is carried at cost,

_including the operation costs of the subsidiary.

December 31

1985 - - 1984 - - - 1983

N (Thousands) '
$78,123 . .$811003 $73,754
201 (5,141 (5,499)

$3,011 - $2,722 $3,602

i e+ i ¢




(&) Deferred Charges — The company has"boughtiout

of a partial requirements coal contract which had an
unexpired term of 17 years. A payment of
$15,968,000 was made in exchange for releases with
all interested parties. In a related transaction, the

mines, leases and certain equipment of the terminated - - -

contractor were purchased by another contractor with
whom the company has contracted for a long-term
coal supply. The company also agreed to indemnify
the new contractor in certain respects for liabilities or
costs that could result from the condition of the assets
and a $1,250,000 reserve was established for this
indemnification. The after-tax effect of these amounts
($8,693,000) is included as a deferred charge as of

-

December 31, 1985. An accounting order has been

 received from the PSCW which authorizes an
amortization of the nét amount over ten years and
-“ recovery in rates to the extent that the cost of coal

in each year (including this amortization) does not
exceed what the cost of coal would have been under

 the original contract. While the application of the

accounting order and the company’s coal

-procurement practices as they relate to the contract

buy-out are currently under review by the PSCW in a

_rate proceeding, under the formula, management

believes the company will recover a substantial portion

- of its costs in rates..

(7 Prepayments — As of December 31, 1985, prepayments

include $13,516,000 of gross receipts-tax.

(@) Revenue — The company‘ accrues revenues
related to electric and gas service through the end of
_the month.

Automatic fuel adjustment clauses are ased for the
FERC wholesale electric and MPSC retail electric

portions of the company’s business. The PSCW retail -

electric portion of the business uses a ‘‘cost variance
range approach.”” This range is based on a specific
estimated fuel cost for the upcoming year. if the
company's actual fuel costs vary outside this range, a

hearing may be held and a rate mcrease or decrease

- may result.

In 1985, some of the company’s larger gas customers
- began purchasing gas directly from the pipeline

supplier. This gas continued to be transported over

the company’s distribution facilities for which the

company was paid a transportation fee. Since normal

“gas revenues include a component to cover the cost
- of buying gas, this change resulted in a decrease in

gas revenues of approximately $10,000,000.
However, there was also a corresponding decrease in
purchased gas expense which resulted in a minimal

* change in net income. -

& -

(h) Employee Benefit Plans — The company has non-
contributory retirement plans covering substantially all
employees under which annual contributions are made
to an 1rrevocab|e trust estabhshed to :pro'vnde retired I

relatmg to age and length of service have been met.
It is the company's policy to fund retirement
contributions to meet current costs of the plans and
to amortize the unfunded prior service costs over
approximately 10 years. The weighted average
assumed rate of return used in determining the .
actuarial present value of accumulated . pian beneﬁts
was 5% %.

The company also has a self-insured medical plan .
which provides benefits to employees retirees and
their dependents. The medical expenses for active
employees are expensed as incurred. Anhc:pated :
post-retirement medical benefits are funded to an

The 'cdmpahy“also has a survivor benefits plan for its
employees and retirees. This plan includes a Survivor

- Income Benefits (8IB) Plan, which provides benefits to

survivors of employees and retirees over a period of
time, and a Group Life Insurance Plan for those not

- covered by SIB. The SIB benefits are paid partially

“through an ingurance contract and partially from a

trust. Al of the Group Life Insurance benefits are paid
through the insurance contract. The insurance .
contract which covers both plans provides that the
company will reimburse the insurance company for all
claims up to a specific threshold and ari administrative

. fee. Prior to 1984, all benefits for these plans were

expensed by the company as benefit claims were
paid. In 1984, the company began funding expected

N SIB benefits to an irrevocable trust. This funded

irrevocable trust. This funded amount is recognized as '

expense currently. The unfunded past service costs
associated with post-retirement medical benefits are
being amortized over approx!mateiy 30 years

“amount is recognized as expense currently. The
‘company is amortizing the unfunded SIB cost for
" pre-1984 benefits incurred over approximately 10

years. Group Life insurance costs other than those

' covered by the SIB plan are expensed as benefit

c!atms are paid,

5/
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Retirement Plans:
. Retirement plans funding (for the year)
Capitalized retirement plan costs

Retirement plan costs expensed

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

- Actuarially computed value of vested benefits *
Actuarially computed value of non-vested benefits *
Net assets available for benefits* .

Medical Plan:
Post-retirement medical plan funding expense
Survivor Benefits: ’
SIB funding and group life insurance expense
Number of active participants
Number of retired participants

- *As of January 1 of each year.

..........
-------

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

.........

() Research, Development and-Environmental Costs —
These costs are normally charged to the appropriate
operating expense on a current basis. However, such
costs which are related to a construction project are
capitalized as part of the cost of utility plant. Total

- —

(j) Depreciation — The company reports depreciation
‘expense on the income statement as a current cost of
doing business to reflect an allocation for the use of
property. Straight-line depreciation expense is
reported in equal amounts over the estimated useful
life of the property as ‘approved by the PSCW. Based
on an order of the PSCW, the company also reports
the deferred taxes applicable to plant and nuclear fuel
as additional depreciation expense. For a more
complete explanation of additional depreciation, see .
- “Income Taxes" below. ' :

The PSCW issued an accounting order on December
5, 1986 as a result of a generic hearing regarding

Composite depreciation rates (for the year)
Electric
Gas

Additional deprecnatlon expense (for the year)
Federal
State

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

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

T I T S T TR S
......................................

......

. -

(k) Income Taxes — Depreciation expense used for .
federal and state income tax purposes is different from
the amounts recorded on the books as straight-line
depreciation. There are two major reasons for the
differences. First, the period of time over which the
taxing authorities allow the cost of assets to be )

1985 1984 1983
i (Thousands)
$6,886 $6,458 $6,749
616 589 686
‘ $6 270 ; ’$5,869 $6,063
$98,667 $87,868 $82,276
$9,687 $10,731 $10,008
$129,512 $119,060 $98,222
$4,569 $4,297 $3,722
$1,272 $1,057 “$116
2,271 2,195 2,204
528 4956 371

@

costs were $2,679,000, $2,723,000 and $1,978,000
for the years 1985, 1984 and 1983, respectively, of
which insignificant amounts were charged to
construction.

nuclear plant decommissioning. The order takes effect
in 1986 and specifies the use of an external fund for
all prior and future expensed decommissioning costs.
Through 1985, nuclear depreciation rates for the retail
portion of the company business reflected a negative
salvage factor to recover expected decommissioning
costs resulting in an accumulated provision of
$19,143,000 at December 31, 1985. For the
company’s wholesale customers, decommissioning
costs are continuing to be recovered using an internal

- sinking fund. The company's 41.2% ownership share .

of future decommissioning costs of the Kewaunee
nuclear plant is estimated to be $171,460,000.

1985 1984 1983
4.38% 4.35% - 4.18%
4.19% 4.12% 4.08%

‘ (Thousands) ‘
$9,538 $10,044 $15,375
$695) $2,111) $1,947
$134,996 . $127,003 . $119,380

depreciated is shorter than the lives used for straight-
line depreciation purposes. Second, the IRS allows
some of the depreciation the company would be

. entitled to in later years to be deducted earlier, a

practice known as accelerated depreciation. The

- estimated reductions incurrent federal income taxes

@&
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‘paid as a result of these differences are recorded as
additional depreciation. The deferral of additional
depreciation and the related allocation of such tax
benefits over plant life is referred to as normalization.
Beginning in 1985, as a result of a PSCW order, the
estimated reduction in state income taxes resulting
from the utilization of accelerated tax depreciation for
state income tax purposes is no longer being ‘
normalized for retail jurisdictional purposes. These
benefits are now being flowed through to the ,
current retail customers. The accumulated additional
depreciation related to state income taxes as of .
December 31, 1984, which amounted to $8,155,000,
is being amortized to mcome over 17 years for the -
retail jurisdiction.

Certéin book-tax depreciation differences have not

been normalized; the cumulative tax effect of such
differences as of December 31, 1985 is $24,687,000.
The ratemaking policies of the jurisdictions which

" -regulate the company provide for recovery of the

related future taxes that have not been normalized.

e When plant is added, the IRS allows a gredit (known
-:@8 investment tax credit) against income tax due for

10% of the cost of the asset. The company
recognizes the tax benefit from this credit over the life

- of the property involved through a procedure called
, normahza"hon

-The effective income tax rates are computed by

dividing total income tax expense, including net
investment credit deferral and additional depreciation,
by the sum of such expense and net income.

1985 1984 1983
" (Thousands except for percentages) o
Amount Rate Amount Rate Amount Rate

Statutory federalincometax. ... . ... ......... .... $48,922 46.0%  $49,677 46.0% = $46,274 46.0%
State income taxes and state addltlonal deprecnatmn net. 3,214 3.0 1,965 1.8 4,576 4.5
Investment creditrestored . .. .................... {3,323 3.1 (3,150) (2.9 (2,942) (2.9
Other differences,net .. ................ e 124 1 3,231 _3.0 1,094 1.1
Effectiveincometax................... IR $48 937 46. O% $51 723 47.9%  $49,002 48.7%
A —

. (D Leases — The company has numerous lease
agreements, most of which are for terms of less than
3 years. Unit train leases have various terms of up ~

to 16 years Wlth renewat prowsaons of up to 6 years

when the lease expires. None of these leases are

- material.

(m) Earnings Per Share —-—'Earningé per share on
common stock are computed on the basis of the
weighted average number of shares outstanding

11 673 757 11,822,206 and 11 727 ,031 shares for
1985, 1984 and 1983, respectlvely)

(2) JOINTLY-OWNED FACILITIES AND CONSTRUCTION COMMITMENTS:
Information with respect to the company’s share of ;omilyaowned eiecfnc generating facilities in service at
December 31, 1985 is as follows:

CoiumbiaA Energy Center Edgewater Unit No. 4 Kewaunee

(Thousands except for percentages)

Ownership. .. ... ... e e 31.8% , - 31.8% . 41.2%
Utility plantinservice . . ............ e $104,722 $16,495 $110,759
Accumulated provus&on for deprecsatuon ...... $46,097 $9,148 $72,502

_ The company’s share of direct expenses for these
plants is included in the corresponding operating S
expenses in the income statements and the company
supplies its own financing for all jointly-owned '
projects. -

The company is not currenﬂy engaged in any major
construction projects. Utility plant construction .
‘expenditures for 1986 are estimated to be about
$65, OOO 000.




26

Nbtes o Fonancial Liatorments

(3) OTHER DEBT AND LINES OF CREDIT: To support
outstanding commercial paper, the company maintains
unused bank lines of credit. Most of these lines of
credit require payment of fees. Some lines of credit
are supported by compensating balances.

Many of these lines may be withdrawn at the
discretion of the lenders. Substantially all cash
balances represent compensating balances for credit
lines and bank services, however, there are no legal
restrictions as to withdrawal of these funds.

The following information relates to short-term borrowings and lines of credit for the years indicated:.

As of end of year —
Discount rate on outstanding commercial paper . .
Interestrateonnotepayable . ...............
Unusedlinesofcredit .....................
Compensating balance requirements . . ... ... ..
For the year —
Maximum amount of borrowings . . . .. .. .......
Average amountof borrowings . . .. ........ ...
Weighted average intérest rate on borrowings . . . .

The company has financing agreements with
commercial banks that permit the company to borrow
up to $24,600,000 at any time provided compliance
with certain financial covenants is maintained. These

1985 1984

(Thousands except for percentages)

1983

7.9% 8.2% t0 8.7% 9.7% t0 9.9%
7.5% 7.6% 9.1%
$49,365 $39,325 $39,105
$418 $426 $505
$52,000 $58,000 $53,560
$33,106 - $39,541 $39,863
8.1% 10.4% 9.1%

agreements extend for thirteen months or more. Fees

~ are payable on any unused portion of these

commitments. As of December 31, 1985, there were
no borrowings under these agreements.

{4) FIRST MORTGAGE BONDS: Sinking fund
requirements on first mortgage bonds may be
satisfied by the deposit of cash or reacquired bonds
with the trustee and for certain series by the

application of net expenditures for bondable property
in an amount equal to 166%,% of the annual
requirements.

The following information relates to sinking fund and maturity requirements on long-term debt outstanding as of

December 31, 1985:

Sinking fund requirements not satisfied .......... T
Maturing first mortgagebonds .. .......... ... . ... .

As of December ‘31, 1985, the company had
reacquired enough bonds to satisfy all of its sinking

1987 1988 1989 1990
(Thousands) .

$1,570 $2,230 $2,230 $2,230

5,062 e —_ —

$6,632 $2,230 $2,230 $2,230

fund requirements due in 1986 and $210,000 of those
due in 1987.

(5) PREFERRED STOCK: The 10.50% Series
Preferred Stock has a mandatory 5% annual sinking
fund requirement and an additional 5% is redeemable
annually at the company’s option at a price of $100
per share plus accrued dividends. In each of the years
1985 and 1984, the company redeemed 15,000
shares to meet the sinking fund requirements, as well
as 373 and 8,085 shares, respectively, to meet future
sinking fund requirements. In 1983, 7,500 shares of

this Series were retired to meet the mandatory sinking
fund requirements. .

In 1984, the company also repurchased 15,000
shares of its 10.75% Series Preferred Stock, which
has a mandatory redemption date of May 1, 1991. The
company tentatively plans on repurchasing the
remaining 135,000 shares of this Series in May 1986.

{6) COMMON STOCK: In 1983, outstanding common
stock and premium on common stock increased
$4,639,000 due to the issuance of 186,121 shares
under the Automatic Dividend Reinvestment and Stock
Purchase Plan which was discontinued January 1,
1984. There were no new issues in 1984.

In 1985, the company repurchased 221,930 shares of
common stock for $7,572,000. The stock was retired
using the average issuance price method which
reduces the common stock balance by the par value
($8 per share) and reduces premium on capital stock
by the average premium ($4.33 per share). For the
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'shares repurchased in 1985, this amounted to - earnings as premium paid for repurchase of common

$1,776,000 and $960,000, respectively. The - stock. The company does not plan on repurchasing
difference between the purchase price and the: - any additional common stock in 19886.

average issuance price is ¢charged to retained

(7) COMMITMENTS AND CONTINGENT LIABILITIES: years, even if it is unable to fully utilize all contracted

To ensure a long-term, reliable, low-cost supply of quantities of coal under future emission limits and .

. coal for the jointly-owned Edgewater 4 unit, the - . proposed acid rain legislation. In the opinion of
company is a party to a coal contract that contains management, any such costs incurred to meet
demand charges totaling approximately $35,000,000 mandatory emission limits would be considered a
for the company’s share through .1994. The company legitimate cost of service expense subject to recovery

is required to pay these demand charges in future . inrates. .

(8) SEGMENTS OF BUSINESS

The following table presents mformatxon for the respectlve years pertaining to the company 5 operanons
segmented by lines of business. The following information does not represent ratemaking ’treatment since the
company is regulated by three jurisdictions W|th differing ratemaking practices.

1985 1984 : 1983
(Thousands) T
Electnc Gas Tota! , Electnc Gas Total  Electric Gas Total

Operating revenues . .$403,801 $234,703 $688 504 $405,420 $238, 771 $644,191 $389,197 $240,694 $629,891 .

Operating expenses—
Operation and

maintenance . ... 235,774 215,235 451,009 12'29,383 218,560 447,943 223,373 222,020 445,393 .

Straight-line . ‘ ‘ ‘
depreciation . ... 42,541 4,945 47,486 40,877 4,757 45,634 37,386 4,487 41,873
Other taxes......._ 1 2,673 2,235 14908 17,733 _ 2,580 20,313 16,367 2,202 18,569

Operating income
before income = B ‘ , » ‘
taxes.......... 112;813 12,288 125,101 117,427 12,874 130,301 112,071 11,985 124,056

Total AFUDC....... 1,036 31 1,067 154 — 154 . 263 - . 283
* Provisions for income : o , R . .
tax @..........._ 44,208 4,854 49,062 47,738 5,197 52,935 44,897 4,639 49,536

Operating income’ :
mcludmg AFUDC $ 69 641 $ 7 465 771086 $ 69” 843$ 7 677 77, 520$ 67, 437$ 7, 348 74,783

"Other income, net. A o 45 744y - 91,
Interest expense. . . .. 19,736 20,506 : - 23,280
Net income. .. ... ... $ 57,415 o . §56,270 $ 51,694
Identifiable assets (b) . .$701,938$114, 818$816 756 $685 754 $103, 461 $789,21 5$678 859 $1 08 682 $787,541
Assets not allocated () ' ' 4,081 ‘ ‘ 5,079

Total assets. . . .. $793,296 : $792 620

Construction and -
“nuclear fuel
expenditures
including AFUDC. . .8 48 689$ 7 020$ 55 Y09$ 52 432$ 5, 702$ 58 134$ 41 173$ 4, 752$ 45,925

(a} lncome taxes include amounts recorded as addxtlonai depreciation representmg the estimated
reduction in income taxes due to using liberalized depreclatlon for income tax purposes. See Note 1(k).

(b At December 31 and net of the respective accumulated provisions for deprematnon
(c) Primarily includes cash; nonutility property and other receivables. S 5

290,988 220,415 513,403 287,993 225,897 513,890 277,126 228 709 505,835 -
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(9) QUARTERLY FINANGIAL INFORMATION (Unaudited):

Operatingrevenues ........ N e
Netincome.............
Earnings oncommonstock . .. ... .. e e
Average number of shares of common stock outstanding . .
Earnings per average share oncommonstock . . . ..... ..

Operatmgrevenues A S
NetinCOMEB . . o o et e e a et
Earnings oncommon stock . . . . . . f e e ma sy e

Average number of shares of common stock outstandmg

Earnings per average share on common stock . ...on.n

Operating revenues .. ... .. e AN
Netincome............... e e
Earningsoncommonstock . ... ...t v o SN
Average number of shares of common stock outstanding . .
Earnings per average shareoncommonstock . . . .. .....

Three Months Ended

) (Thousands except for per share data)

; n 1985
. Mar. June Sept. Dec.
$198,276 $139,117 $130,920 $170,191
$19,452 $11,657 $10,685 $15,621
$18,065  $10,271 $9,299 $14,261 -
11,818 11,680 11,600 11,600
$1.53 $.88 - $.81 $1.23
1984 °
Mar. June Sept. Dec.
$202,784 $142, 1 36 $131,308 $167,963
$21,195 $11,194 $11,345 $12,536
$19,707 $9,719 $9,918 $11,187
11,822 11,822 11,822 11,822
$1.67 $.82 $.84 %94
: 1983
Mar. June Sept. ~_Dec.
$1 77, 484 $144,054 $134,386 $173,967
$13,378 $13,077 $11,939 $13,200
$11,883  $11,582 $10,445 - $11,710
11,638, 11,702 = 11,766 11,800
$1.02 $.99 $.89 $.99

Becapse of various factors which affect the utility business, the quarterly results of operations are not

necessarily comparable.

(10) CONSTANT DOLLAR INFORMATION (Unaudited): .

The following supplementary information is presented
in response to FASB Statement No. 33, Financial
 Reporting and Changing Prices, which was amended
by FASB Statement No. 82 providing certain
information on the effects of inflation on the company.
In issuing these Statements, the FASB stated that the

“measurement and use of information on changing
prices will require a-substantial learning process on
the part of all concerried.”” The company cautions the
readers of the inherent imprecision of this data and of
the many subjective judgments required in the
estimation of inflationary data which could produce
substantial variations in the results.

Constant dollar amounts below represent historical
cost stated in terms of dollars of equal purchasing
power, as measured by the Consumers Price Index for
ali Urban Consumers (CPI-U). Current cast was not .

used to report the effects of inflation since there is no

- difference in earnings on common stock as adjusted
.under the two methods because of the affects of the

regulatory process.

Fuel inventories, the cost of electric production fuels -
and gas purchased for resale have not been restated

"from their historical cost, The income tax expense in

the historical cost financial statements is not adjusted,
since only historical costs are deductible for income
tax purposes. ‘

Under the ratemaking prescribed by the commissions
regulating the company, only the historical cost of
plant is recoverable in revenues as depreciation,
Therefore, the change in the cost of plant stated in

~terms of constant dollars from the historical cost of

plant is reflected as an adjustment to recoverable
costs. The effects of inflation on utility plant are offset
by the holding gain resulting from the use of debt to

. finance utility plant construction. .



Hlstoncal cost
As adjusted




ar ‘ﬁngs On Common Stock

OMESTATISTICS
Common. Stock::

iShares outstandmg* Dec. 31 ) .'

;::Shares outstanding Avg..
Earnings. persharet . . .
Duvudends paid per share

i les Interest Earned

,762_1:‘ 3
78801

';1’6,8}344“ 16,205

(3500 (154) ¢

© 2,902, 4301

19 51 7
(063
13,763

19,386 20,352 .
415 56,270

Y 5519 .0 5789

$ 51,896 $ 50,481

$ 45620 $

AT

11.600 576 11,822,206 11 8'22'r206) f 636,0¢

11,673,757 11,822,206 11, 727 031

$4.45 $4.27:

$2.71 $2.44 -

6.12  627%
377 7 U ara

292 .

: *AFUDC is spht between debt and equnty portlons beglnmng |n 1977
‘tBased on welghted average shares outstandlng

$3.89
$2.22

i 532

256

23,017 -. /283
51,594 - 41,90

5,974 . E



. mortgage bonds
Other habllltles and credl

5 325
53 654
(1 713

26, 250‘
272 283

e 123 771 50 466

:-_Capntallzatlon Rat|os
Common stock and prem|um
‘Retauned earnlngs e
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