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Business Description 

Madison Gas and Electric Company generates, transmits and 
distributes electric power to more than 106,000 customers in a 
250-square-mile area, and purchases, transports and distributes 
natural gas to more than 76,000 customers in a 900-square-mile area.

The Area We Serve
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Year at a Glance

Percent increase 
(decrease) 

1986 1985 1986-1985 

Operating revenues.......................... $210,347,000 $223,864,000 (6.0)% 
Operating expenses .......................... $181,340,000 $192,949,000 (6.0) 
Net income ................................ $ 19,796,000 $ 21,321,000 (7.2) 
Earnings on common stock .................... $ 18,696,000 $ 19,515,000 (4.2) 
Earnings per common share outstanding ....... $ 2.87 $ 3.04 (5.6) 
Cash dividends paid per common share ........ $ 2.32 $ 2.24 3.6 
Year end market value per common share ...... $ 34 34 $ 27/, 25.8 
Book value per common share-year end ....... $ 21.03 $ 20.47 2.7 

Electric sales to consumers ..................... 1,960,000 mwh 1,890,000 mwh 3.7 
Electric customers in service-year end ......... 106,250 104,445 1.7 
Average use per residential customer 6,222 kwh 6,192 kwh 0.5 
Electric system one-hour net peak demand ..... 447,000 kw 410,000 kw 9.0 

Gas sales to consumers and transported ........ 156,441,000 therms 169,008,000 therms (7.4) 
Gas customers in service-year end ............ ... 76,559 73,725 3.8 
Average use per residential heating customer . .. 1,124 therms 1,232 therms (8.8) 
Gas system peak day ......................... 1,359,000 therms 1,514,000 therms (10.2) 

Investment in plant ......................... $504,997,000 $466,243,000 8.3 
Total capitalization (including interim loans) ... . $283,911,000 $264,640,000 7.3

Employees-year end .....................  

Highlights of the Past Year 

* We maintained our strong financial condition.  
* We increased the common stock dividend.  
* We stepped up our economic development 

efforts.  
* We expanded our service area.  
* We achieved a new electric peak demand.  
* We began gas transport.
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Letter to Shareholders

Madison Gas and Electric Company achieved 
another year of progress in 1986, increasing the 
company's potential for continuing growth and 
profitability. Our compact and economically stable 
service area provides a sound base for reliable 
earnings and investment enhancement.  

As an active participant in the community we 
are uniquely positioned to understand the needs 
of our customers. We recognize that a healthy 
economic environment throughout our service 
area is the best way to ensure our company's 
continuing financial strength. With this in mind, 
economic development continued as a top priority 
throughout the year.  

During 1986, we initiated or participated in 
activities ranging from agreeing to house a new 
business incubator in currently vacant property 
that we own... to committing capital support 
for an expanding small business in the Madison 
area... to helping several communities in our 
service area research and analyze their business 
and economic growth potential. We're commit
ted to constantly searching out and aggressively 
responding to new opportunities to promote the 
growth and financial strength of our service area.  

An indication of the growth taking place is the 
fact that nonresidential commercial and industrial 
projects with a value of over $120 million were 
started in our area during 1986. The emphasis on 
high-tech development is shown by the fact that 
more than 170 such companies in this category 
are operating here now.  

Earnings Dip Slightly 
As expected, 1986 earnings fell, to $2.87 per 

share of common stock from the $3.04 earned 
in 1985. This decrease is due mainly to the more
normal temperatures experienced this last fall 
compared to the exceptionally cold weather in 
November and December 1985.  

In September, the annual dividend rate on 
our common stock was raised to $2.36 per share 
from $2.28. This increase reflects our continuing 
commitment to have our shareholders participate 
in our performance.  

Rate Matters 
The Public Service Commission of Wisconsin 

(PSCW) authorized a $1.9 million decrease in elec
tricity service rates and a $1.4 million increase in

Donald J. Helfrecht 

gas service rates effective June 1. These changes 
are based on an authorized rate of return on 
common stock equity of 13.9%.  

We filed our annual application with the PSCW 
in October, proposing no change in gas rates 
and a $3.8 million (3%) annual increase in retail 
electricity revenues. A decision is expected on 
this request in the second quarter of 1987.  

Service Extended, Increasing Demand Met 
A 9.5-mile natural gas service extension to the 

village of Arena in Iowa County was completed 
and placed in service in 1986. In addition to ini
tially adding about 120 new gas users by year's 
end, this action expands our potential for future 
growth while providing a boost to the economic 
development of the Arena area.  

An indication of the steady growth in the 
electricity part of our business was the all-time, 
one-hour peak demand of 447,000 kilowatts

2



reached on a hot day in July. This peak is nearly 
5% higher than the previous record reached in 
August 1984. And, we expect that it, too, soon 
will be surpassed as our service territory exper
iences ongoing growth.  

Focus on Wise Energy Use 
Along with economic growth and develop

ment, efforts to increase customer conservation 
and efficient use of energy also remain a top 
priority for us.  

In 1986, we began serving the new home con
struction market through the Good Cents Home 
Program, an innovative conservation program 
used by many progressive utilities. It involves 
providing energy conservation design and appli
cation assistance to builders who agree to meet 
the program's conservation standards.  

We're stepping up our efforts to encourage 
responsible load growth with efficient energy 
use in all areas of our service, too. We believe 
that this is a tangible commitment to improving 
the future of the communities we serve. More
over, we believe encouraging energy conserva
tion is an obligation for us that overrides the 
simple responsibility of delivering gas and 
electricity services.  

Pioneer Gas Transport 
As a result of a ruling last year by the Federal 

Energy Regulatory Commission, our customers 
are permitted to purchase gas from suppliers 
other than our traditional pipeline source. During 
1986, we worked closely with our larger cus
tomers to help them find lower-cost sources of 
gas. As of now, we're transporting gas for six 
of them.  

This is a very important capability because 
transporting gas allows us to recapture these 
six users as natural gas customers, rather 
than losing them to oil fuel. Our ability to sell 
gas transport capability at attractive rates, there
fore, makes us more effective against compe
tition from other fuels while it also earns us 
a return on investments already in place. We 
expect more of this to happen, as there is a 
potential for other large users to look at the 
attractive economics of transport gas.  

Our foresight in anticipating this opportunity 
now puts us on the leading edge in the new

realm of gas transport. We are also exploring 
the possibilities of securing alternate facilities 
for the supply of natural gas. These pioneering 
efforts to competitively accommodate the needs 
of our present and future customers while 
maintaining attractive revenues for this service 
will help us assure an adequate return on our 
capital investment.  

Prepared for Expected Growth 
At the end of 1986, MGE had more than 

106,000 retail electricity and over 76,000 natural 
gas customers.  

We have the electric service capacity and gas 
supplies-as well as modern, efficient distribu
tion systems in place-needed to serve the anti
cipated growth in and expansion of our service 
area into the mid-1990s.  

Management Team Strengthened 
In midyear, Joseph T. Krzos was promoted 

to the position of assistant treasurer; he is a 
CPA and had been our director of accounting.  

Also, we elected Richard H. Thies, formerly 
director of gas operations, to the position of 
vice president - gas operations.  

These actions will help us to meet the challenges 
of the future more effectively by increasing the 
depth of our officer staff.  

I thank all those whose support is contribu
ting to our company's continuing well-being.  
We look forward to growing with those we 
serve, with whom we work and with those 
whose confidence is represented by their 
investment in MGE.  

On behalf of the Board of Directors: 

Donald J. Helfrecht 
Chairman, President and 
Chief Executive Officer 

February 27, 1987

3



ffn6e.

1986 in Review

Setting a new high electric peak demand and 
installing a record number of new natural gas 
services highlighted 1986 electricity and gas oper
ations. See "Year at a Glance" on page 1 and 
the financial section beginning on page 14 for 
operations statistics.  

Electricity Operations Grow 
The highest peak electric load the company has 

served occurred July 18, 1986, when demand 
reached 447,000 kilowatts. This exceeds by 
nearly 5% the previous record high reached 
in August 1984.  

MGE's total electric generation capacity of 
about 600,000 kilowatts is about 65% coal-fired, 
15% uranium-fueled and 20% oil- or gas-fired.  
Although nuclear represents only 15% of total 
capacity, actual energy generation was nearly 
37% nuclear and about 61% coal in 1986.  
The company continues to keep to a mini
mum the use of oil and gas, its most costly 
fuel sources.  

In 1986, Blount Station burned 6,683 tons of 
refuse-derived fuel piirchased from the city of 
Madison, replacing 3,145 tons of coal.  

Kewaunee Sets Performance Marks 
Besides being the most efficient and econom

ical source of energy, nuclear generation continues 
to be the most reliable source available to MGE 
customers.  

Nuclear energy is produced by the Kewaunee 
Nuclear Plant, a 525-megawatt pressurized water 
reactor, which the company owns jointly with 
two other utilities. The plant, which is located north
east of Madison on Lake Michigan, achieved several 
new performance marks last year.  

Kewaunee set a national nuclear industry reli
ability record last December when it exceeded 
200 continuous days of operation for the fifth 
time in its 12-year history. Only one other plant 
has achieved more than three 200-consecutive
day runs and only two plants have more than 
two 200-day runs. Kewaunee's longest continu
ous run was 306 days in 1981-82.  

During the last five years, Kewaunee's record 
of being out of service under unplanned con
ditions was slightly more than one day per year.

The industry average is more than 30 days a 
year. The plant was available to produce power 
85% of the time, as compared to the industry 
average of 65%.  

Because of its continued superior performance 
record, the Nuclear Regulatory Commission has 
reduced the number of required inspections at 
Kewaunee. It is one of the first plants in the country 
to earn this distinction.  

Sulfur Dioxide Emission Control Imposed 
By using lower-sulfur coal at its wholly owned 

Blount Station in Madison and jointly owned 
Columbia Energy Center near Portage, MGE 
will be able to meet stricter state sulfur dioxide 
(SO 2 ) emission levels. The new levels were set 
by the acid rain law enacted by the Wisconsin 
Legislature in 1986. Although coal costs will 
be higher, it will not be necessary at this time 
to install high cost scrubbing equipment to 
comply with the new law.  

Make Improvements at Blount Station 
MGE installed a $1.1 million water-purifying 

system at Blount Station to protect equipment 
from corrosion caused by minerals in the water 
used to generate electricity. The new system 
greatly reduces water purification costs and is 
expected to pay for itself through savings in 
three to four years.  

Electric System Performs Reliably 
The electric system continued its reliable per

formance in 1986. An ice storm in February affected 
10,400 customers, primarily in the western part 
of the service area, at various times during a 
three-day period. The company was able to re
store service quickly to most of those customers 
using MGE crews with help from contractors 
and other utilities. MGE's ongoing tree-trimming 
program helped to reduce the effects of the storm.  
Ice-laden branches falling on power lines are 
the main cause of such outages.  

More electric system projects were undertaken 
in 1986 than in recent years. In total, 23.5 miles 
of new and rebuilt line was constructed in 1986, 

Continued on page 7
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Generators and other equipment at Blount Station undergo scheduled inspections to 
maintain their reliability and extend their life.  
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MGE constructed 47 miles of new natural gas main last year, the most since 1968, 
and installed 2,622 new gas services, a record number.
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14 miles underground and 9.5 miles overhead.  
The company installed 620 new residential 
underground services. Another 360 services 
were converted from overhead to underground.  

Other projects included upgrading and relo
cating electric facilities in conjunction with major 
highway construction projects and conversion 
to higher distribution voltages. Several substation
related projects were completed including con
struction of a new 69-ky line from the Middleton 
Substation to Cross Plains, improving electric 
reliability for Cross Plains customers.  

Gas Service Installation Record Set 
A very ambitious gas system construction 

program was accomplished in 1986, surpassing 
1985 activities. A total of 2,622 new gas services 
were installed, 36% more than in 1985 and a 
new one-year record.  

Just over 47 miles of new main was constructed, 
7% more than the previous year. This figure 
has only been exceeded once, in 1968, since the 
1963-65 period when gas service was extended 
to area communities.  

Major Gas Projects Completed 
Major 1986 projects included extending natural 

gas service west from Mazomanie to the town 
and village of Arena in Iowa County; installing 
350 new gas services at a mobile home park 
in Madison that converted to natural gas; and 
rebuilding the Windsor Gate Station.  

The Arena project added 80 square miles to 
the gas service territory. The first 5 miles of 
the new main was installed in record time
just two weeks-resulting from ideal ground 
conditions and use of an innovative, efficient 
construction technique.  

The Windsor project, in cooperation with the 
ANR Pipeline Co., was the second phase of a 
three-phase program to reinforce the gas system 
in northern Dane County. It included rebuilding 
the Windsor Gate Station and installing 5.5 miles 
of new main in the Windsor-Morrisonville area 
to provide a second source of gas supply into 
the North Side of the system. This improves 
service reliability to about 20,000 customers in 
an area where considerable growth is occurring.

Other major gas system construction projects 
were on the growing West Side of Madison and 
Middleton where an office and research park is 
being developed and at the U.S. Highway 51 and 
Interstate 90-94 interchange north of Madison 
where considerable commercial development is 
taking place.  

MGE began a significant new activity in 1986 
when it started transporting natural gas for sev
eral commercial and industrial customers. This 
activity is described on page 3.  

MGE continues to convert its fleet to operate 
on both gasoline and compressed natural gas 
(CNG). Fifty-three vehicles had been converted 
to dual fuel CNG/gasoline operation at the end 
of 1986.  

Customer Service Upgraded 
Response time for answering inquiries from 

customers was improved when MGE's compu
terized customer information system was up
graded in the spring of 1986. The new system 
expands the amount of customer and account 
information available to Customer Service 
employees.  

Another new initiative to improve customer 
relations was the formation of a Customer 
Advisory Council. The 15-member group rep
resents a cross section of MGE customers and 
meets quarterly with company representatives.  

MGE's strong commitment to safety was 
recognized last year when the Madison Area 
Safety Council honored MGE for its long-time 
support.  

Twelve operations employees were honored 
in 1986 for achieving 25 years or more on the 
job without reporting an injury or accident.  

MGE began a public safety program, Radio 
Watch, last August. Employees who use radio
dispatched vehicles report emergencies, accidents, 
crimes and suspicious activities to authorities.  

Diggers Hotline, an area-wide one-call service 
for builders and the public that MGE participates 
in, expanded its services in 1986. Besides mark
ing the location of underground lines, mains and 
cables, Diggers Hotline participants now also 
provide safe clearance information for people 
working near overhead lines.

7
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Planning and Marketing for Growth 

MGE expanded its marketing efforts significantly in 1986, reaffirm
ing that it must be an aggressive energy service company as well as 
an energy provider to compete successfully. Sensitivity to customer 
needs underlies the company's diverse marketing efforts, whether 
the customer is an individual, a small business, a large corporation 
or an entire community.  

To MGE, marketing means determining what services the cus
tomer or potential customer might possibly want and then identi
fying how the company can offer those services profitably.  

Marketing programs are designed to help more customers find 
innovative and efficient ways to use the company's products and 
services while providing them with an increasing number of options 
to control their energy bills.  

Energy efficiency-both in production by MGE and in use by 
customers-allows the company to add new customers to its existing 
electricity and gas systems while postponing the need to build new 

Natural Gas Conversion Program 

Customers who converted to natural gas for water heating received $50 cash rebates after -_ -
they installed high efficiency water heaters.
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facilities. This helps keep rates low and competitive with other energy 
sources and utilities.  

All customer marketing programs recently were consolidated into 
the new Market and Energy Utilization Services Department within 
the Customer Services Division. This restructuring strengthens 
marketing program administration and improves coordination of 
marketing and energy conservation activities.  

The company continues to extend natural gas service to new areas.  
New service to the town and village of Arena in 1986 has added 
more than 120 customers and an estimated 250,000 therms per 
year to the gas load, with further growth anticipated.  

Gas conversion programs also are adding new customers. In 
one instance, 350 new customers were added when a mobile home 
park in Madison switched from propane to natural gas. At the 
same time, the park's outdoor electric lighting was upgraded.  

The company's successful gas heating conversion promotion has 
been expanded to include water heaters. Last year, 500 people 
received $150 cash rebates for installing energy-efficient gas fur
naces, and 300 earned $50 water heater installation rebates. MGE 

Continued

Good Cents Program

The 1986 Madison Parade of Homes featured energy-efficient Good Cents homes. MGE's 
first year in the program was highly successful.
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worked with ANR Pipeline Co. as well as equipment distributors 
and dealers.  

Another venture being carried out with cooperation from allies 
in the building trades is the Good Cents Program, a national pro
gram that sets high energy efficiency standards for new homes.  
MGE began participating in the Good Cents Program in 1986 with 
builders submitting 166 plans for certification. Overall, MGE's first 
year in the Good Cents Program resulted in a market penetration 
rate greater than that achieved by any other utility launching the 
program.  

Hand-in-hand with these efforts are several new programs that 
address the special energy needs of commercial and industrial cus
tomers. Natural gas transport, reported on page 3, is an example.  

A new MGE Major Accounts Program begun in late summer estab
lishes or strengthens working relationships with large commercial 
and industrial customers. An MGE engineer contacts these customers 
to analyze their energy use, offer suggestions to improve energy 
efficiency and explain rates charged.  

Because MGE believes that a prosperous and growing Madison 

1986 Farm Progress Days 

----_ Some 20,000 rural people visited MGE's exhibit featuring compressed natural gas for vehicle 
fuel and other farm uses.
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area serves the best interests of customers, employees and share
holders, the company has been extending its economic develop
ment efforts.  

MGE is continuing to work with public and private organizations 
supporting development in Madison. As an example, on behalf of 
Downtown Madison Partners Inc., the company provided a compre
hensive analysis of 14 potential sites for a proposed new convention 
center in downtown Madison.  

MGE tracks nonhousing commercial/industrial construction proj
ects in the service territory so that current information is readily 
available. In 1986, 162 projects costing an estimated $122 million 
were started. Fifty-five of these projects were estimated at $500,000 
or more, totaling $109 million. Projects in Madison accounted for 
72% of the total number and nearly 90% of the total cost.  

Besides working with organizations in Madison, the company 
provides direct assistance to leaders in smaller communities in its 
service area, including De Forest, Mazomanie, Waunakee, Fitchburg, 
Mount Horeb and Verona. Coordinated efforts are aimed at attract
ing new businesses and industries as well as encouraging existing 

Continued 

Area Technical College

MATC, which occupies a new $50 million, 708,000-square-foot facility, trains technicians 
for high-technology businesses.
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ones to expand. Studies show that 75% of the area's economic growth 
results from expansion of existing businesses and industries.  

As part of a technical assistance network, MGE puts community 
leaders in touch with other resources available to them. Among 
such resources are the Dane County Extension Service, various 
University of Wisconsin departments and the Dane County 
Regional Planning Commission.  

Working with the Dane County Extension Service, for example, 
MGE has conducted a trade area survey for the De Forest Chamber 
of Commerce and is now helping the Chamber develop an action 
plan to attract new business to this strategic area in the gas service 
territory.  

The company also is helping the villages of Waunakee and 
Mazomanie with surveys and projects designed for their individual 
business development and community needs.  

The company has taken the lead in compiling a complete directory 
of high-technology businesses in the Madison area after discovering 
that several major companies had not been listed in certain national 
publications. This directory of more than 170 such businesses will 

Economic Development

Mazomanie is one of several communities that MGE helped conduct surveys to aid in 
planning economic development activities.
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be updated periodically and distributed nationally. Other groups 
also will use the information, including the University of Wisconsin 
to market its new University Research Park.  

MGE also has developed a series of ads using the theme "The 
Future Is Here" for regional business publications. Featured are six 
Dane County executives who praise the area's business climate.  
They represent CUNA Mutual Insurance, Webcrafters (printing), 
Promega Biotech, Oscar Mayer Foods Corp., Traex Corp. (food 
industry utensils) and Maschio of America (rotary cultivators).  

To further support economic development, MGE has formed a 
new subsidiary, the Central Wisconsin Development Corp. This 
organization will assist new and expanding businesses throughout 
central Wisconsin by participating in planning, financing, property 
acquisition, joint ventures and associated activities.  

The many new marketing initiatives begun or expanded by MGE 
in the past year will be intensified in the future. Strong marketing 
efforts, consistent with regulatory constraints, are essential in today's 
competitive environment to ensure the economic well-being of the 
Madison area and the financial health of MGE.  

University of Wisconsin Research Park 

The Research Park receives promotional and advertising assistance from MGE to help 
develop a high-technology incubator facility.
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Management's Discussion and Analysis of 
Operations and Financial Condition

Results of Operations 
Electric retail sales increased by 3.7 percent for the year 

1986 compared to 1985. Electric retail revenues increased 
at a slightly lower rate, 2.7 percent, due to a decrease 
in retail rates effective June 1, 1986. The increase in sales 
can be attributed to a 1.7 percent increase in customers, 
along with slightly warmer weather. Cooling degree days 
(as measured by the number of degrees the mean daily 
temperature is above 65 degrees Fahrenheit) were up 4.6 
percent from one year ago, and 11 percent above normal.  

Gas sales declined 12 percent in 1986 compared to 1985, 
while revenues dropped by 15 percent. The decline in 
sales can be attributed to milder weather and the trans
porting of natural gas (see Note 8). Heating degree days 
(as measured by the number of degrees the mean daily 
temperature is below 65 degrees Fahrenheit) declined 
over 7 percent in 1986 compared to 1985. The decrease 
in gas revenues is primarily a result of the foregoing 
factors and a decline in natural gas costs in general. The 
costs of natural gas purchased for resale decreased by 
18 percent in 1986, compared to 1985.  

Electric fuel expenses (including purchased power) 
decreased by 6 percent in 1986, and by 9 percent in 
1985. These decreases were primarily a result of lower 
coal costs and reduced nuclear fuel expense due to a 
lower provision for disposal costs.  

The increases in other operations expenses reflect, 
in part, increases in material and labor costs, customer 
growth, and, to a lesser extent, inflation.  

Other general taxes rose in 1986 after dropping in 1985 
due to Wisconsin legislative action that effectively replaced 
ad valorem (property) taxes with a gross receipts tax in 
1985. The 1985 gross receipts tax expense was recorded 
at a lower, phased-in rate, while the 1986 expense was 
recorded at the current higher rate.

Liquidity and Capital Resources 
The Company's liquidity is primarily affected by the 

requirements of its ongoing construction program. During 
1986, nearly 72 percent of the Company's construction 
expenditures were provided for by internally generated 
funds. During the past five years, the Company has, on 
average, funded about 90 percent of its construction pro
gram with funds generated internally. The elimination of 
the investment tax credit in 1986 contributed to the lower 
percent internal generation level in 1986. It is expected 
that 80 to 85 percent of the construction program expen
ditures will be generated internally in 1987.  

Electric and gas utilities, in general, have been adversely 
impacted by inflation because depreciation of utility 
plant is limited to the recovery of historical costs. During 
periods of high inflation, cash flows are inadequate to 
provide replacement of plant investment.  

At December 31, 1986, the Company had unused lines 
of credit of $15 million, including a $10 million revolving 
credit agreement with five banks. These lines are gen
erally used to support commercial paper issued, which 
represents a primary source of short-term financing.  
The Company's dealer-issued commercial paper carries 
the highest ratings of Moody's Investors Service, Inc., 
Standard & Poor's Corporation, and Duff and Phelps, Inc.  

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

Capitalization ratios are shown in the Summary of 
Selected Financial Data on page 27. Also, see Note 2. The 
Company's bonds continue to be rated D&P-3 by Duff 
and Phelps and AA by Standard & Poor's. In October, 
1986, the rating assigned to the Company's bonds by 
Moody's was changed to Aa2.

Electric Revenues 
Increase (Decrease) from prior year 1986 1985 1984 

(Millions 
Sales to other utilities .. ................................... $(1.8) $(4.6) $(1.2) 
Gas transported (Note 8) .................................  
Revenues from consumers 

Due to formal rate changes, 
purchased gas adjustments, 
and other factors ........................................ (1.1) (1.7) 5.3 

Due to sales increases (decreases) ............................ 4.5 4.7 .6 
Total Increases (Decreases) .............................. $ 1.6 $(1.6) $ 4.7

Gas Revenues 
1986 1985 1984 

of Dollars)

$ (2.0) $ -

(3.4) 
(9.8) 

$(15.2)

1.5 
4.1 

$5.6

$

(3.0) 
4.1 

$1.1
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Consolidated Statements of Income 

For the years ended December 31 1986 1985 1984 

(Thousands of Dollars) 
Operating Revenues (Note le) 
Electric .......................................................... $125,383 $123,740 $125,340 
G as (N ote 8)..................................................... 84,964 100,124 94,522 

Total Operating Revenues ...................................... 210,34 223,864 219,862 
Operating Expenses 
Fuel used for electric generation (Note 1f) .......................... . .27,348 31,515 36,585 
Purchased power................................................. 5,862 3,812 2,223 
Natural gas purchased for resale (Note 8) ............................. 58,761 72,069 68,161 
Other operations ................................................. 38,367 34,150 32,271 
M aintenance ..................................................... 10,164 9,598 8,538 
Depreciation and amortization (Note 1d) 

Straight-line depreciation and amortization ........................ . 16,454 17,067 16,025 
Additional depreciation ......................................... 4,263 3,586 3,494 

Taxes (Note 1g) 
Current federal income.......................................... 11,596 12,611 11,684 
Investment tax credit deferred ................................... 327 2,426 3,079 
Investment tax credit restored (credit) ............................ (1,273) (1,184) (1,096) 
Current state incom e ........................................... 2,484 2,909 2,712 
O ther general.................................................. 6,987 4,390 7,154 

Total Operating Expenses ...................................... 181,340 192,949 190,830 
Net Operating Income............................................ 29,007 30,915 29,032 
Allowance for funds used during construction-equity funds (Note 3) . 939 581 528 
Other income (expense), net ...................................... (168) (218) 1,266 
Income Before Interest Expense ................................... 29,778 31,278 30,826 
Interest Expense 
Interest on long-term debt ........................................ 10,276 10,111 10,206 
O ther interest.................................................... 199 146 530 
Allowance for funds used during construction-borrowed funds (Note 3) (493) (300) (292) 

Total Interest Expense.......................................... 9,982 9,957 10,444 
Net Incom e...................................................... 19,796 21,321 20,382 
Preferred Stock Cash Dividend Requirements ...................... 1,10 1,806 2,468 
Earnings on Common Stock ...................................... $ 18,696 $ 19,515 $ 17,914 

Earnings Per Share of Common Stock (6,505,211, 
6,418,000, and 6,253,973 average shares outstanding) ............... ... $2.87 $3.04 $2.86 

Consolidated Statements of Retained Income 

For the years ended December 31 1986 1985 1984 
(Thousands of Dollars) 

Balance Beginning of Year ........................................ $ 41,891 $ 36,738 $ 32,193 
Add-Net income ................................................ 19,796 21,321 20,382 

Deduct-Cash dividends on common stock ......................... (15,092) (14,362) (13,369) 
Preferred stock cash dividend requirements ................ (1,100) (1,806) (2,468) 

Balance End of Year ............................................. $ 45,495 $ 41,891 $ 36,738 

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

At December 31 1986 1985 
(Thousands of Dollars) 

Assets 

Utility Plant, at original cost (Note 1b) 
In service-Electric (Note 1c)..................................................... $354,422 $340,560 

G as ................................................................. 122,562 115,524 
Gross Plant in Service ..................................................... 476,984 456,084 

Less-Accumulated provision for depreciation (Note ld) .................. . (226,779) (209,033) 
Net Plant in Service........................................................... 250,205 247,051 

Construction work in progress ................................................... 16,670 10,159 
Decommissioning fund (Note ld) ................................................ 11,343 
N uclear fuel, net (Note 1f)....................................................... 9,950 10,087 

Total U tility Plant ............................................................ 288,168 267,297 

Other Property and Investments ................................................. 5,478 5,343 

Current Assets 
Cash ........................................................................ 2,539 1,417 
Deposits for jointly owned electric power production facilities ....................... 2,509 2,344 
Accounts receivable, less reserves of $684 and $450, respectively ..................... 20,812 25,245 
Unbilled revenue (Note le) ...................................................... 10,055 12,355 
Materials and supplies, at average cost ........................................... 6,097 6,153 
Fossil fuel, at average cost ....................................................... 6,030 4,944 
Prepaid taxes................................................................. 4,591 4,564 
Other prepayments ............................................................. 1,012 670 

Total Current Assets 53,645......................................................... 57,692 

D eferred Charges............................................................... 5,838 6,041 
Total A ssets ................................................................. $353,129 $336,373 

Capitalization and Liabilities 

Capitalization (see statement) (Note 2) ....................................... $283,811 $262,291 

Current Liabilities 
Preferred stock sinking fund requirements (Note 2b) ............................... 100 349 
Interim loans-commercial paper outstanding (Note 5) .............................. - 2,000 
Accounts payable ............................................................. 18,944 22,127 
Accrued taxes ................................................................. 9,290 8,266 
Other ....................................................................... 7,920 7,018 

Total Current Liabilities...................................................... 36,254 39,760 

Other Credits 
Contributions in aid of construction .............................................. 10,299 9,898 
Investment tax credit deferred (Note 1g) .......................................... 20,323 21,240 
O ther ......................................................................... 2,442 3,184 

Total Other Credits .......................................................... 33,064 34,322 
Construction Commitments (Note 4) 

Total Capitalization and Liabilities ....................................... $353,129 $336,373 

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

At December 31 1986 1985 
(Thousands of Dollars) 

Common Shareholders' Equity (Note 2a) 
Common stock-Par value $8 per share 

Authorized 14,000,000 shares 
Outstanding 6,505,211 shares .................................................. $ 52,042 $ 52,042 

Amount received in excess of par value........................................... 39,242 39,242 
Retained incom e................................................................ 45,495 41,891 

Total Common Shareholders' Equity 136,779.......................................... 133,175 

Redeemable Preferred Stock, cumulative, $25 par value, authorized 
1,255,000 and 1,284,000 shares, respectively (Note 2b) 

Series A, 93/8%, 101,840 shares outstanding at December 31, 1985 .... - 2,546 
Series B, 7.80%, 73,000 shares outstanding at December 31, 1985 - 1,825 
Series C, 7.90%, 60,800 shares outstanding at December 31, 1985 .... . - 1,520 
Series E, 8.70%, 276,000 and 284,000 shares outstanding, respectively ................ 6,900 7,100 

Preferred Stock Outstanding ................................................... 6,900 12,991 
Current sinking fund requirements ............................................... (100) (349) 

Total Preferred Stock 6,800........................................................ 12,642 

First Mortgage Bonds (Note 2c) 
41/8% , 1988 series ............................................................... 6,553 6,553 
43/4% , 1991 series ............................................................... 4,196 4,206 
5.45% , 1996 series .............................................................. 8,000 8,000 
8% , 1999 series ................................................................. 10,415 10,922 
73/4% , 2001 series ............................................................... 12,465 12,884 
93/4% , 2004 series ............................................................... 18,551 18,551 
93/4% , 2005 series ............................................................... 22,685 22,685 
61/2%, 2006 series, Pollution Control Revenue Bonds, principal amount 

$8,780, less construction fund of $1,031 and $966, respectively .................... 7,749 7,814 
10.60%, 2012 series, Industrial Development Revenue Bonds ........................ 25,000 25,000 
9'14% , 2016 series ............................................................... 25,000 

First Mortgage Bonds Outstanding ............................................. 140,614 116,615 
Unamortized discount and premium on bonds, net ..................................... (382) (141) 

Total First M ortgage Bonds .................................................. 140,232 116,474 

Total Capitalization .......................................................... $283,811 $262,291 

The accompanying notes are an integral part of the above statements.
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Consolidated Statements of Sources of 
Funds Used for Construction 

For the years ended December 31 1986 1985 1984 

(Thousands of Dollars) 
Funds Generated Internally 
N et incom e ......................................................... $19,796 $21,321 $20,382 
Items not affecting current sources of funds 

Depreciation and amortization ...................................... 20,717 20,653 19,519 
Amortization of nuclear fuel ........................................ 2,416 3,299 3,353 
Investment tax credit deferred (restored), net ......................... (946) 1,242 1,983 
Allowance for funds used during construction........................ (1,432) (881) (820) 
Other ............................................................ (69) 434 332 

Funds Provided from Operations ................................ 40,482 46,068 44,749 
Less 

Cash dividends on common and preferred stock ...................... 16,192 16,168 15,837 
Bond sinking fund retirements and other long-term debt repayments ... 1,063 1,084 1,044 
Preferred stock sinking fund retirements ............................. 650 1,174 1,375 

Net Funds Generated Internally ................................ 2277 27,642 26,493 

Funds Obtained from Outside Financing 
Sale of first mortgage bonds.......................................... 25,000 -

Withdrawals from (deposits in) construction funds, net ................. (65) 10,682 9,125 
Sale of common stock, less expense of issuance ......................... - 3,901 3,529 
Preferred stock redemptions .......................................... (5,441) (11,810) 

Net Funds Obtained from Outside Financing .................... 19,494 2,773 12,654 

Increase (Decrease) in Interim Loans .................................. (2,000) 2,000 )1,75 

Decreases (Increases) in Other Net Current Assets 
(Exclusive of sinking fund requirements and interim loans) 
Temporary cash investments -......................................... - .12,169 (12,169) 
Accounts receivable, net ............................................. 4,433 (4,257) 3,535 
Unbilled revenue ................................................... 2,300 (2,059) 2,270 
Prepaid taxes ....................................................... (27) (4,564) 
Accounts payable ................................................... (3,183) 5,261 (2,609) 
Nuclear fuel disposal fee ..... ........................................ (4,735) 4,735 
Other net current assets ............................................. (733) 1,890) 1,894) 

Net Decrease (Increase)...............................................,75) (6,132) 

Decommissioning Fund ............................................. (11,343)

Other, Net......................................................... (109) 2,670) 2290) 

Total Funds Used for Construction and Nuclear Fuel .......... $31,409 $29,670 $30,975 

The accompanying notes are an integral part or t. .ve t
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Notes to Consolidated Financial Statements 

December 31, 1986, 1985, and 1984

1. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 
The consolidated financial statements reflect the appli

cation of certain accounting policies described in this note.  

a. Basis of consolidation 
The financial statements include the accounts of the 

Company and its subsidiaries. All significant intercom
pany accounts and transactions have been eliminated 
in consolidation.  

b. Utility plant 
Utility plant is stated at the original cost of construc

tion, which includes indirect costs consisting of payroll 
taxes, pensions and other fringe benefits, administra
tive and general costs, and an allowance for funds used 
during construction.  

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

c. Joint plant ownership 
The Company and two other Wisconsin investor-owned 

utilities jointly own two electric generating facilities, which 
account for 54 percent (323 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 (230 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 facilities and operating costs 
in its financial statements. The Company's portions 
of these facilities, included in its gross utility plant in 
service at December 31, were as follows (in thousands 
of dollars):

Colum bia .....................  
Kew aunee.....................  

T otal ........................

1986 
$ 80,849 

50,171 
$131,020

1985 
$ 80,415 

49,538 
$129,953

d. Depreciation 
Depreciation expense includes, in addition to provi

sions at composite straight-line rates, amounts equivalent 
to the estimated reduction in income taxes due to the

use of liberalized depreciation allowances permitted for 
income tax purposes and due to differences between costs 
of nuclear fuel being amortized for book purposes and 
being depreciated for income tax purposes. At December 
31, such accumulated additional depreciation is classified 
as follows (in thousands of dollars): 

1986 1985
Accumulated provision for 

additional depreciation .......... $55,985 
Nuclear fuel, net ................. . (1,727) 

Total .......................... $54,258

$52,404 
(2,045) 

$50,359

Cumulative income tax timing differences, on which 
the Company has not provided an amount equivalent 
to the estimated reduction in income taxes, approximate 
$7.4 million at December 31, 1986. The Company believes 
that the income taxes payable in the future due to the 
reversal of such timing differences will be recovered in 
its rates.  

Provisions at composite straight-line depreciation rates, 
excluding the additional depreciation, approximate the 
following percentages of the cost of depreciable property: 
electric, 3.6 percent in 1986 and 4.0 percent in 1985 and 
1984; gas, 3.4 percent in 1986, 3.3 percent in 1985, and 
3.4 percent in 1984. Depreciation rates are approved 
by the Public Service Commission of Wisconsin (PSCW) 
and are generally based on the estimated economic lives 
of property.  

The Company's portion of currently estimated costs 
of decommissioning Kewaunee is $74.1 million, which 
reflects estimated future inflation. Approximately $11.3 
million of this amount has been recovered through de
preciation rates. Pursuant to a PSCW order, Wisconsin 
utilities will provide for costs associated with the future 
decommissioning of nuclear plants through the use of 
external trust funds. As such, the Company has seg
regated $11.3 million to be deposited in external trust 
funds upon receiving an Internal Revenue Service 
ruling regarding trusts for these funds.  

e. Revenue recognition 
In accordance with a PSCW directive, the Company 

records unbilled revenue on the basis of service rendered.
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Notes to Consolidated Financial Statements

f. Nuclear fuel 
The cost of nuclear fuel used 

being amortized to fuel expense 
based on the quantity of heat pr 
ation of electric energy by Kewau 
a provision for estimated future 
nuclear fuel. The Company has 
fees to the Department of Energ' 
generation since April, 1983. The 
its entire fuel disposal liability fo 
prior to April, 1983.  

g. Income taxes 
(1) The eligible investment tax 

over the service lives of the relat 
(2) Certain capitalized overhea 

have been deducted as incurred 
income tax purposes, and the in 
reduced as the costs are incurrec 
rate treatment.  

(3) The Company's effective in 
puted by dividing the total of cu 
income tax expense, net investm 
al depreciation, and taxes includ 
the sum of such expenses and n 
to the statutory federal income t 

Effective income tax 
rate as computed ...........  

Restoration of investment 
tax credit ..................  

State income taxes and 
state additional 
depreciation, net ...........  

Other differences, net ........  

Statutory federal income 
tax rate ....................

for electric generation is 
and recovered in rates 
oduced for the gener
nee. Such cost includes 

disposal costs of spent 
been paying disposal 
y currently, for nuclear 
Company has satisfied 

r nuclear generation 

credit is amortized 
ed property.

The Tax Reform Act of 1986 significantly modified 
several provisions of the federal income tax law which 
will have an impact on the Company. The regular cor

porate income tax rate will drop from 46 percent in 1986 
to 40 percent in 1987, and 34 percent in years beginning 
after 1987. The investment tax credit was repealed effective 
January 1, 1986, with certain exceptions. Tax lives for 
depreciation of utility property were lengthened.  

The loss of the investment tax credit in conjunction with 
the lengthening of asset lives for depreciation purposes 
and the lower tax rates, will have a somewhat negative 
impact on the Company's cash flow. It is expected that 
the Company's rates for service will be adjusted for the 
provisions of the Act.

d and interest costs h. Pension plans 
for federal and state The Company has had contributory retirement annuity 
come tax provision is plans for substantially all of its employees. It is the policy 

, consistent with the of the Company to fund accrued pension costs. Current 
and expected future rate treatments for such costs are 

come tax rate, com- based on this policy. Pension costs relating to Company 
rrent federal and state pension plans for the years 1986 through 1984 were 
ent tax credit, addition- $580,000, $554,000, and $501,000, respectively, of which 
ed in other income by $488,000, $415,000, and $390,000, respectively, were 
et income, reconciles charged to operating expenses.  
ax rate as follows: The actuarial present values of accumulated plan bene

fits, all of which were essentially vested, were approximately 

1986 1985 1984 $13.0 million and $11.7 million as of January 1, 1986 
and 1985, respectively. Net assets available for benefits 

46.7% 49.4% 50.8% as of the corresponding dates were $19.0 million and 
$16.3 million. The assumed rate of return used in deter

3.4 2.8 2.6 mining the actuarial present value of accumulated plan 
benefits was 7 percent compounded annually.  

Effective December 31, 1985, the Company amended 

(3.3) (4.1) (4.9) its pension plan for salaried employees. The amended 
(.8) _2.1) (2.5) plan is a noncontributory defined-benefit plan. In addition 

to this plan, the Company established a defined contri
bution 401(k) benefit plan. The Company's cost of the 

o401(k) plan for the year 1986 was $128,000.
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Notes to Consolidated Financial Statements

2. CAPITALIZATION MATTERS 
a. Common stock 

The following common stock transactions occurred, 
and allocations of proceeds were made (in thousands of 
dollars), as the result of issues pursuant to the Company's
Automatic Dividend Reinvestment Pl 

Par value.. . ..................  
Amounts received in excess of 

par value....................  

Shares ........................  

In 1986, shares for the Plan were 
open market and no new shares wer 

b. Redeemable preferred stock 
On December 29, 1986, the Comp 

Series A, B, and C, preferred stock.  
redeemed at $25.25 per share, while 
at $25.75 per share.  

The Company has an obligation to 
shares during each 12-month period 
Additional Series E shares equal to th

obligations may be retired during any 12-month period 
ending August 1. Total retirement obligations are $100,000 
for each of the years 1987-1991.

an. c. First mortgage bonds 

1985 1984 The Company issued $25 million of first mortgage 
$1,229bonds in November, 1986, with a maturity on November 

$1,29 $1347 15, 2016. The bonds carry an interest rate of 91/4 percent 

$2,672and were priced to yield 9.35 percent. The proceeds of 
$2,62 $2182 the issue were used to fund future nuclear plant decom

153,623 168,343 missioning costs ($11.3 million-see note 1d), to redeem 
preferred stock ($5.4 million-see note 2b), to pay off 

purchased in the the Company's commercial paper outstanding at that 
e issued. time ($3.5 million), and for other utility purposes ($4.8 

million).  
The annual sinking fund requirements of the outstand

any called all of the ing first mortgage bonds are $980,000 for 1987, $870,000 
Series A and B were in 1988 through 1990, and $800,000 in 1991. In addition, 
Series C was called $6.5 million and $4.1 million will be required to retire at 

maturity the 1988 and 1991 Series First Mortgage Bonds, 
retire 4,000 Series E respectively. As of December 31, 1986, the Company 
ending August 1. had satisfied essentially all of its 1987 bond sinking 

te annual retirement fund requirements.

3. ALLOWANCE FOR FUNDS USED 
DURING CONSTRUCTION in the Consolidated Statements of Income as a reduction 
The Company capitalizes an allowance for funds used of interest charges, while the portion of the allowance 

during construction at a rate of 11.70 percent, which applicable to equity funds is presented as other income.  
represents the approximate cost of debt and equity capi- Although the allowance does not represent current cash 
tal devoted to plant under construction. The portion of income, it is recovered under the ratemaking process 
the allowance applicable to borrowed funds is presented over the service lives of the related properties.

4. COMMITMENTS AND 
CONSTRUCTION PROGRAM 
Utility plant construction expenditures for 1987, includ

ing the Company's proportional share of jointly owned 
electric power production facilities, are estimated to be

$29.2 million and substantial commitments have been 
incurred in connection with such expenditures.  

Significant commitments have also been made for fuel 
for Kewaunee and Columbia.
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Notes to Consolidated Financial Statements

5. NOTES PAYABLE TO BANKS, 
COMMERCIAL PAPER, AND LINES OF CREDIT 
Unused lines of credit for short-term borrowings 

amounted to $15 million at December 31, 1986. The 
lines generally support commercial paper that is issued 
at commercial paper discount rates prevailing at the 
time of issuance.  

Included in the lines of credit is a Revolving Credit 
Agreement with five banks. Under the Agreement, 
the Company is entitled to borrow and reborrow until

6. SEGMENTS OF BUSINESS 
The table below presents information pertaining to the 

Company's segments of business for 1986, 1985, and 1984.  
The other Notes are an integral part of this footnote.  

Information regarding the distribution of net assets 

For the years ended December 31

Electric Operations 
Total revenues ............................................  
Operation and maintenance expenses ..........................  
Straight-line depreciation and amortization.....................  
Other general taxes.............................  

Pre-tax Operating Incom e .......................................  
Income tax items, including additional depreciation ...............  

Net Operating Income ....................................  

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

Gas Operations 
O perating revenues ..............................................  
Revenues from sales to electric utility ..............................  

Total R evenues .................................................  
Operation and maintenance expenses ..............................  
Straight-line depreciation and amortization......................  
Other general taxes .... .......................................  

Pre-tax Operating Income .................................  
Income tax items, including additional depreciation ..................  

Net Operating Income ....................................  

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

August 31, 1987, up to $10 million from the banks in 
the form of 90-day notes that bear interest at the prime 
rate in effect at the time of issuance. The Agreement 
sets a maximum outstanding limit of $20 million of 
commercial paper.  

Pursuant to an annual order of the PSCW, which 
type of order can be amended upon the request of the 
Company, 1987 short-term borrowings may not exceed 
$20 million at any one time.

between electric and gas, as well as those assets not 
allocable, is set forth on page 27, Summary of Selected 
Financial Data.

1986 

$125,383 
68,925 
12,347 

5,447 
38,664 
14,857 

$ 23,807

$ 84,964 
3,608 

88,572 
75,185 

4,107 
1,540 
7,740 
2,540 

$ 5,200

1985 
(Thousands of Dollars 

$123,740 
68,093 
13,259 

3,370 
39,018 
15,557 

$ 23,461

$ 21,754 

$100,124 
3,338 

103,462 
86,389 
3,808 
1,020 

12,245 
4,791 

$ 7,454 

$ 7,916

1984 

$125,340 
69,341 
12,491 
5,046 

38,462 
15,795 

$ 22,667 

$ 25,675 

$ 94,522 
4,488 

99,010 
82,925 

3,534 
2,108 

10,443 
4,078 

$ 6,365 

$ 5,30
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Notes to Consolidated Financial Statements

7. RATE MATTERS 
In October, 1986, the Company filed its annual appli

cation with the PSCW proposing no changes in natural 
gas revenues and a $3.8 million annual increase in retail 
electric revenues. The proposed rates are based on a 
test year beginning May 1, 1987, and a return on 
common stock equity of 14.50 percent. The proposed 
rates also take into account the Tax Reform Act of 1986.  
The requested adjustment in electric revenues would in
crease retail electric rates by 3.1 percent. The Company 
will also propose certain changes in natural gas rates 
relating to the rate-design aspects of gas transportation.  
See Note 8 below.

8. GAS TRANSPORTATION 
Under Federal Energy Regulatory Commission Rule 

436, pipeline companies which transport natural gas must 
do so on a nondiscriminatory basis to retail gas distribu
tion companies and individual end-users at appropriate 
rates applicable to everyone who transports. While im
plementation of this rule is pending, interim rules have 
allowed end-users to transport gas. The transporting of 
natural gas for these customers has not impacted on the 
Company's operating income since the fee charged for

Public hearings have been scheduled to begin in March 
and a decision is expected in the second quarter of 1987 
At the hearings it is expected that the PSCW staff will 
recommend a return on common stock equity less than 
the Company's currently authorized 13.9 percent and 
certain other adjustments. Such recommendations could 
result in a decrease of at least $3 million in retail electric 
revenues. The Company intends to challenge and rebut 
these adjustments during the hearings.

transporting natural gas has been equivalent to the dif
ference, or margin, between the Company's revenues, 
if it had actually sold the gas, and the costs of the gas 
which would have been purchased.  

During 1986, the Company transported about 8,107,000 
therms of natural gas for four interruptible customers.  
If the Company had supplied the gas to the customers, 
gas revenues and costs of natural gas of approximately 
$2.5 million would have been recorded.

Auditors' Report

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

We have examined the consolidated balance sheets 
and statements of capitalization of MADISON GAS 
AND ELECTRIC COMPANY (a Wisconsin corporation) 
and subsidiaries as of December 31, 1986 and 1985, 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, 
1986. 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 Madison Gas and 
Electric Company and subsidiaries as of December 31, 
1986 and 1985, 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, 1986, 
in conformity with generally accepted accounting prin
ciples applied on a consistent basis.

Chicago, Minois 
February 13, 1987

ARTHUR ANDERSEN & CO.
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Operating Revenues 

Annual Average 
For the years ended December 31 1986 1981-1985 

(Thousands of Dollars) 
Electric Operating Revenues 
Residential ...................................................... $ 41,460 33% $ 35,588 31% 
Commercial power and lighting ....................................... 65,736 52 54,635 48 
Industrial power and lighting ......................................... 5,818 5 5,425 5 
Street and highway lighting and public authorities...................... 9,537 8 9,017 8 
Other utilities ...................................................... 2,284 2 8,764 8 
Miscellaneous ....................................................... 548 - 329 

Total Electric Revenues ........................................... $125,383 100% .$113,758 100% 

Gas Operating Revenues 
Residential.......................................................... $ 44,349 52% $ 42,056 48% 
Com m ercial......................................................... 33,700 40 36,938 42 
Interruptible boiler fuel .............................................. 2,665 3 4,647 5 
Industrial........................................................... 3,481 4 4,136 5 
Gas transport, net................................................... 470 1 -
M iscellaneous ....................................................... 299 - 288 

Total Gas Revenues................................................ $ 84,964 100% $ 88,065 100% 

Construction Program 

1987 Plant Additions 
Estimated Annual Average 

For the years ended December 31 Expenditures 1986 1981-1985 

(Thousands of Dollars) 
Electric Department 
Production plant ................................ $ 6,000 21% $ 6,731 21% $ 4,066 15% 
Transmission plant .............................. 4,200 14 3,903 12 3,071 12 
Distribution plant ............................... 9,500 32 9,234 28 6,457 24 
Nuclear fuel .................................... 1,100 4 2,598 8 3,386 13 

Total Electric .................................. 20,800 71 22,466 69 16,980 64 
Gas Department ................................ 5,100 18 7,312 23 5,172 20 
Utility Plant Common to Both Departments ....... 3,300 11 2,681 8 4,254 16 

Total ........................................ $ 29,200 100% $ 32,459 100% $ 26,406 100%
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Quarterly Summary of Operations 
and Stock Prices 

Quarter Ended (1)

1986 
O perating Revenues ....................................  
N et Operating Incom e ..................................  
N et Incom e ............................................  
Earnings on Common Stock.............................  

Earnings per Common Share (2) .....................  
Dividends Paid per Common Share (3) ................  

Bid Price per Common Share (4)-High ...............  
Low ................  

1985 
O perating Revenues ....................................  
N et Operating Incom e ..................................  
N et Incom e ............................................  
Earnings on Common Stock.............................  

Earnings per Common Share ........................  
Dividends Paid per Common Share (3) ................  

Bid Price per Common Share (4)-High ...............  
Low ................  

Notes: 
(1) The quarterly results of operations within a year are 

not comparable because of seasonal and other factors.  
(2) The sum of earnings per share of common stock for 

any four quarterly periods may vary slightly from the earn
ings per share of common stock for the equivalent 12
month period due to the effect of rounding each quarterly 
period separately.  

(3) There were 14,416 shareholders as of February 2, 1987.  
There currently are no restrictions on the Company's ability

March 31 June 30 

(Thousands

$66,980 
7,543 
5,174 
4,894 

75C 
57 

$3114 
27/s 

$71,044 
7,976 
5,726 
5,130 

814 
55C 

$234 
21/8

$41,224 
4,885 
2,648 
2,370 

364C 
574 

$36'2 
30/4 

$42,299 
5,112 
3,226 
2,675 

42(r 
55':

Sept. 30 

of Dollars) 

$43,681 
8,121 
6,022 
5,747

Dec. 31 

$58,462 
8,458 
5,952 
5,685

88': 
594

$4112 

33'/z 

$46,145 
8,230 
5,870 
5,496

87( 
594

$40 
343/4 

$64,376 
9,597 
6,499 
6,214

85(r 
57':

$26I4 
22 /8

964 
57C

$28 
245/

to pay dividends and none are expected in the foresee
able future. The Company has regularly paid dividends 
to its shareholders and expects that it will continue to 
do so in the future.  

(4) The common stock of the Company is traded in the 
over-the-counter market and is included in the National 
Association of Securities Dealers, Inc. (NASD), National 
Market System. The range of bid prices is as quoted by 
the NASD Automated Quotation System.
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Future Financial Outlook

Service Territory Characteristics 
Madison Gas and Electric Company operates in a very 

stable economic environment. It is somewhat recession
proof because of the concentration of governmental, 
educational, and medical activities. This has provided 
for steady sales of electricity and natural gas through 
varying national economic conditions. We look for this 
important characteristic to continue into the future.  

Electric Operations 
The Company has sufficient electric capacity to meet its 

customers' demands into the 1990s. A record peak elec
tricity demand of 447,000 kw was set this past summer.  
We anticipate that the peak load served will be 476,000 kw 
by 1989.  

We expect the rate of new electric customer additions 
to be about 1.3 percent per year during the next three 
years. Retail electricity sales and revenues are expected 
to increase at an annual rate of about 2.5 percent 
through 1989.  

Our electricity generation mix should continue much 
the same as in the past few years. Production at the highly 
efficient Kewaunee Nuclear Plant will provide about 
one-third of our electric needs, with slightly more than 
60 percent of our requirements coming from our coal-fired 
plants. This will allow us to limit use of oil and natural 
gas, which are our most expensive sources of energy.  
No new production capacity will be required until at 
least the late 1990s.  

Gas Operations 
In the past, all natural gas has been purchased from 

ANR Pipeline Company, which assures us that future 
supplies will be sufficient. However, we expect to obtain 
portions of our system gas requirements from other 
sources in the future. Gas sales and revenues should 
moderate over the next few years as customers continue 
to conserve and, also, due to gas transportation (see 
Note 8). We forecast a 2.4 percent annual increase in 
customers during the next three years.  

MGE is transporting gas for several interruptible 
customers. Transporting of gas under Federal Energy 
Regulatory Commission Rule 436 allows us to recapture 
these users as natural-gas customers, rather than having 
them continue to use other fuels. Our ability to sell gas 
transport capability at attractive rates, therefore, is making 
us more effective against oil competition. It also makes 
it possible to accommodate the needs of our present and 
future customers readily, while maintaining net revenues 
to help assure an adequate return on our capital investment.

Earnings 
As expected, earnings per share in 1986 were some

what lower than the record 1985 earnings, which were 
higher due to the very cold weather experienced in the 
last two months of 1985. Because of the lower rates of 
return authorized by the Public Service Commission 
of Wisconsin (PSCW) in recent months, including our 
June, 1986, rate order, we anticipate that earnings dur
ing the next few years will be relatively stable at levels 
slightly less than current amounts.  

The Company intends to continue the practice, adopted 
by the PSCW a number of years ago, of filing for annual 
rate reviews which reflect current costs of operation.  

Dividends 
Dividends paid per share have risen steadily over the 

past five years. The $2.32 paid in 1986 is 81 percent of 
earnings, which is slightly above our long-term payout 
ratio goal. We will continue to maintain a dividend policy 
which provides a return to shareholders while maintain
ing the value of their investment, consistent with the 
Company's capitalization and financing needs.  

Capitalization 
The Company's current capital structure remains 

strong. During the fourth quarter of 1986, we issued 
$25 million in first mortgage bonds and redeemed all 
of the Series A, B, and C preferred stock. As a result, 
the various components of our capital structure at year
end fall within the ranges we have set as our long-term 
goal. These ranges are 45 to 55 percent common stock 
equity, about 5 percent preferred stock, and 40 to 50 
percent debt. In addition, beginning in 1987, new stock 
will once again be issued for our Automatic Dividend 
Reinvestment and Stock Purchase Plan, causing our capital 
structure components to move more towards the middle 
of the above ranges.  

Construction Program 
Total construction expenditures over the next several 

years are expected to average about $30 million annually, 
about the same as the average expenditures over the 
last few years, but still less than 10 percent of our gross 
plant in service and our total assets. The Company 
expects that on average, 80 to 85 percent of these future 
expenditures will be financed using internally generated 
funds. Through these expenditures the Company will 
have efficient, up-to-date facilities for providing reliable 
service to customers and for meeting their future 
energy needs.
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Regulation 
Regulation in Wisconsin by the PSCW has historically 

been progressive in nature and has balanced the needs 
of both the consumer and investor. We believe that the 
PSCW will pursue policies in the future which will main
tain the financial health of the Company.

Diversification 
The Company currently has no plans to significantly 

diversify its operations. However, in keeping with a 
corporate objective established a number of years ago, 
we will continue to explore growth opportunities related 
to energy services which will profitably enhance the 
Company's ability to improve service to its customers.

Summary of Selected Financial Data

Revenues 
E lectric ......................................  
G as .. ....... ... . .. ... .. . . .. . .. . . . .. ... ... ...  

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

Income, Earnings, and Dividends 
N et incom e ..................................  
Earnings on common stock ....................  
Earnings per average common share ...........  
Cash dividends paid per common share ........  

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

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

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

Internal Generation of Funds 
Total funds used for construction 

expenditures and nuclear fuel .............  
Percent generated internally ................  

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

*Includes current sinking fund requirements

1986 1985 1984 1983 
(Thousands of Dollars)

$125,383 
84 964 

$210,347 

$ 19,796 
$ 18,696 

$2.87 
$2.32 

$240,809 
81,858 

_30,462

$123,740 
100,124 

$223,864

$ 
$

21,321 
19,515 
$3.04 
$2.24

$221,577 
80,950 
33,846 

$336,373

$125,340 
94,522 

$219,862

$ 
$

20,382 
17,914 
$2.86 
$2.14

$217,501 
75,893 
35,752 

$329,146

$120,650 
93,453 

$214,103

$ 
$

18,805 
16,163 
$2.66 
$2.00

$204,584 
77,415 
27,527 

$309,526

1982 

$105,827 
83,377 

$189,204

$ 
$

14,956 
12,114 
$2.05 
$1.86

$210,317 
73,759 
28,676 

$312,752

$147,032 $129,116 $131,762 $125,048 $124,132

$ 31,409 
71.9% 

48.2% 
2.4 

49.4

$ 29,670 $ 30,975 $ 21,356 $ 26,863 
93.2% 85.5% 123.0% 75.8%

50.3% 
4.9 

44.0 
.8

48.3% 
10.1 
41.6

47.5% 
11.2 
40.6 

.7
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43.3% 
11.6 
38.3 
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Board of Directors and Officers 
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First row, seated (from left), Second row, (from left), Wilson, Mebane, 
Stark, Manchester, Vondrasek, Helfrecht Rennebohm, Blaney, Mohs, Bolz, Sonderegger 

Frtrow, seated (from left), Barlow, Lawrence First row, seated (from left), Phipps, Duncan 
Secndrow, (from left), Krzos, Thies, Bethke Second row (from left) Schuh St John 
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Board of Directors Committees General 
Information

Richard E. Blaney 
Madison, Wisconsin 
President and Manager, 
Richard Blaney Seeds Inc.  
Age 50, Director Since 1974 

Robert M. Bolz 
Madison, Wisconsin 
Retired Vice Chairman, 
Oscar Mayer Foods Corporation 
Age 64, Director Since 1972 

Donald J. Helfrecht 
Madison, Wisconsin 
Chairman, President and 
Chief Executive Officer 
Age 65, Director Since 1972 

Jean N. Manchester 
Madison, Wisconsin 
Chairman of the Board 
and Chief Executive Officer, 
Neesvig's Inc.  
Age 60, Director Since 1982 

David C. Mebane 
Madison, Wisconsin 
Vice President and General Counsel 
Age 53, Director Since 1984 

Frederic E. Mohs 
Madison, Wisconsin 
Partner, Mohs, MacDonald 

& Widder 
Attorneys at Law 
Age 49, Director Since 1975 

Robert B. Rennebohm 
Madison, Wisconsin 
President, 
University of Wisconsin Foundation 
Age 64, Director Since 1983 

John L. Sonderegger 
Madison, Wisconsin 
Retired Chairman of the Board, 
Central Life Assurance Company 
Des Moines, Iowa 
Age 72, Director Since 1971 

Phillip C. Stark 
Madison, Wisconsin 
President, 
The Stark Company 
Age 61, Director Since 1985 

Frank C. Vondrasek 
Madison, Wisconsin 
Executive Vice President 
Age 58, Director Since 1982 

Gerald A. Wilson 
Madison, Wisconsin 
Senior Vice President - Administration 
Age 64, Director Since 1983

Audit Committee 
Directors Blaney, Bolz, Manchester, 
Mohs, Rennebohm, Sonderegger 
and Stark 

Compensation Committee 
Directors Blaney, Bolz, Helfrecht 
and Mohs 

Executive Committee 
Directors Blaney, Helfrecht, 
Manchester, Mohs, Rennebohm, 
Vondrasek and Wilson 

Officers 

Donald J. Helfrecht 
Chairman, President and 
Chief Executive Officer 
Age 65, Years of Service, 40 

Frank C. Vondrasek 
Executive Vice President 
Age 58, Years of Service, 16 

Gerald A. Wilson 
Senior Vice President - Administration 
Age 64, Years of Service, 20 

Kent M. Barlow 
Vice President - Electric Production 
Age 52, Years of Service, 25 

Richard M. Lawrence 
Vice President - Public Affairs 
Age 60, Years of Service, 36 

David C. Mebane 
Vice President and General Counsel 
Age 53, Years of Service, 9 

G. Howard Phipps 
Vice President - Finance and Treasurer 
Age 43, Years of Service, 14 

Terrence J. Schuh 
Vice President - Customer Services 
Age 44, Years of Service, 18 

Richard H. Thies 
Vice President 
Gas Systems Operation 
Age 45, Years of Service, 23 

Dale W. St. John 
Secretary and Assistant Treasurer 
Age 62, Years of Service, 22 

Joseph T. Krzos 
Assistant Treasurer 
Age 43, Years of Service, 4 

Carol A. Bethke 
Assistant Secretary - Administration 
and Investor Relations 
Age 47, Years of Service, 20 

Beverly R. Duncan 
Assistant Secretary - Corporate Affairs 
Age 55, Years of Service, 36

Reports Available 
Upon written request, the 

company will furnish to any 
shareholder a copy of its 1986 
Annual Report on Form 10-K 
as filed with the Securities 
and Exchange Commission.  
A Statistical Supplement to 
this Annual Report to share
holders, 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, WI 53701-1231.  

General Offices 
133 S. Blair St.  
Post Office Box 1231 
Madison, WI 53701-1231 
Telephone (608) 252-7000 

Transfer Agent & Registrar 
Harris Trust and Savings Bank 
111 W. Monroe St.  
Chicago, IL 60603 

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

Call Toll-free 

Madison calling area
(608) 252-4744 

Other Wisconsin locations
1-800-362-6423 

Outside Wisconsin 
(Continental U.S.)
1-800-356-6423 

The common stock of MGE 
is traded over-the-counter 
(OTC), is reported through 
NASDAQ System (symbol: 
MDSN) and is quoted in the 
NASDAQ National Market 
System.  

Annual Meeting 
The 1987 annual meeting 

of shareholders will be held 
Tuesday, April 21, 1987, at 
2 p.m. at the Madison Civic 
Center, 211 State St., Madison, WI.
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