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The exccutive compensation program strikes a balance between offering fair and reasonable fixed compensation
{e.g., base salary), tied to the executive's skills and responsibilitics, and vaniable compensation (¢.g.. annual
incentive compensation), tied to the executive’s and company's results over the most recent fiscal year.
Compensation Committee expects total cash compensation (base salary + annual incentive compensation) for
executives to vary from vear-to-year, hascduponWEsopcumg.sdcly financial and customer satisfaction
performance. In line with WE's pay-for-performance philosophy, superior meﬂlywldabmmay
compensation; likewise, below-average performance will vield bckvw -average compensation.

The Compensation Committee annually reviews the competitiveness of exceutive base salary levels and annual
incentive opportunitics relative 10 practices at other comparably-sized electric utilities. As general business and
competitive factors dictate, the Compensation Commitice recommends to the Board of Directors adjustments
to the level of base salary and annual incentive opportunitics for executives. Periodically, the Compensation
Committee also reviews the design of the execative compensation program, to make sure that it ties closely to

WE's strategic goals and operating style, as well as striving to reflect prevailing industry pay practices.
Program Components
The exccutive compensation program currently consists of base salary and annual incentive compensation.

Base salarics are targeted at the 50th percentile of other comparable electric utilities. Adjustments to base salary
are based principally on factors including individual performance and potential, changes in dutics and
responsibilities, economic conditions in the utility service areas, financial success of the company, customer
saus!mnon,oon.pc:mvcamdmhtysemmcsandomlookfmmehmcsm&emmgycu and changes
in pay rates for comparable jobs at other utilities.

Target incentive compensation awards for cach individual range from 15% to 30% of base salary. Incentive
payouts under the plan are based upon the achievement of individual and specific company-wide operating, safety,
financial and customer satisfaction objectives. Individual award payouts range from 0% to 125% of targeted
amounts based on individual and tcam performance.

For 1992 and 1993, Wisconsin Electric’s performance factors relate to:

¢ Return on equity versus an externally defined peer group

¢ Demand-side management including conservation and load management
¢ Encrgy production availability

¢ Customer satisfaction

# Operating and maintenance cost management

Under the Short-Term Perforinance Plan (STPP) for key emplovees for 1992, the Compensation Commitiee
awarded participants approximately fifty percent of the target amount calculated under the plan for cach
individual. This decision was bac 2d on satisfactory attainment of company-wide goals other than an carnings per
share (EPS) predetermined threshold level. The committee determined that carnings for 1992 had been
adversely affected primarily by lower clectric kilowatt hour sales caused by cooler than normal summer weather.
The STPP has been modified for 1993 1o divide the STPP performance goals into two parts--60% operational
and 40% financial (except that the weightings for the Chief Executive Officer (CEQ) shall be 60% financial and
40% operational, as the committee believes that the CEO bears the primary responsibility for the financial
success of WE). Among the operational performance goals is a goal relating 1o total sharcholder return; the
financial performance goal will focus on achievement of WE's target carnings level.

During 1993, the committee will review the design of and objectives for the executive compensation program,
and specifically will examine and determine whether it is appropriate to add a longer-term incentive and/or a
stock ownership program to the executive compensation program. This review will also reaffirm that the
executive compensation program ties closely to WE's straiegic goals and operating stvle, as well as assuring a
solid link between executive compensation and long- and short-term performance.

Chief Executive Officer Compensation

Mr. Abdoo’s WE base salary was $335,000 at the beginning of the most recent fiscal year. He received a merit
increase of $20,000 effective November 1, 1992, raising his annualized WE salary to $355,000.

Mi. Abdoo is a designated participant in the annual incentive plan described above. For fiscal year 1992, the
committee awarded Mr. Abdoo the annual incentive award as shown on page 5 in the column labeled "bonus”.
The award was based upon WE's actual performance versus the specific measures cited above. Mr. Abdoo's
award was also based on the degree to which his 1992 individual goals were achieved. His principal goals related
to achicving a safe and cffective operation of Wisconsin Electric’s Point Beach Nudlear Plant, achicving a



satisfactory carnings level for WE, and providing lcadership to ensure that WE operates in an environmentally
responsible, community-minded manner to improve the quality of lie in the area it serves.

Compensadon of Other Named Officers

The other four named off cers cach received mernit increases during the fiscal year rangang from 2.7% to 5.1%
of salary on an annualized basis.

The four named officers are designated participants in the annual incentive plan described above. For fiscal year
1992, the four officers received the annual ncentive awards as shown on page 5 m the column labeled "bonus”.

Their awards were based upon cniteria similar to those described for Mr. Abdoo’s incentive award.

Compensation Consultant

The Compensation Committee has setained Towers Perrin, a nationally recognized compensation consultant, to
work with it on matters relating to the administration and design of WE's executive compensation program. The
consultant reports directly to the commitice. The consultant provided the committee with direct access to
competitive information regarding pay levels and practices within the industry.

Names of Commitiee Members

The Compensation Commit.ce is comprised only of nouemployee directors. The Compensation Committee was
established effective December 16, 1992, Prior 1o that date, the Compensation Committee of Wisconsin Energy
Corporation, WE's parent corporation, which is comprised of the same nonemployee directors, performed such
functions for WE.

John F. Bergstrom, Geneva B. Johnson, John L. Murray, Morris W. Reid, Frederick P. Stratton, Jr., and Jon G.
Udell.

INFORMATION ABOUT COMPENSATION FLANS

WE'’s parent, Wisconsin Energy Corporation, has a qualified Tax Reduction Act Stock Ownership Plan
(TRASOP). Virtually all employees of WE with one year of service are participants in the TRASOP, a plan in
which WE may make contributions to purchase WEC common stock on behalf of participants. No employer
contributions were made in 1992, Dividends from sharcs in a partizipant’s account are reinvested on a lax-
deferred basis. Participants receive their account shares after they retire or otherwise leave service, or earlier
in some situations.

All executive and management employees of WE are cligible to participate in the Management Employee Savings
Plan (MESP). Participants may clect to contribute a percentage of their pretax salary to the MESP up to certain
limits, of which WE matches 50% of the first 6% contributed. Participants may invest their contributions in one
or more funds, including a WEC Common Stock Fund. Matching funds are invested in the W EC Common Stock
Fund. Account balances are distributable upon retirement or termination of employment, subject to carlier
withdrawal in certain events of financial hardship. Loans from the MESP are also permitted. On September 23,
1992, Fidelity Management Trust Company was appointed Successor Trustee under the MESP. The MESP
meels the requirements under Section 401(k) of the Internal Revenue Code. There is a similar plan for
nonsalaried emplovees.

Designated elected officers of WE participated in the Executive Incentive Compensation Plan (EICP). Effective
January 1, 1992 WEC established the Short-Term Performance Plan described below to replace the EICP. The
EICP will remain in effect only until all incentive awards have been paid out in 1994,

Key employees of WEC and its utility subsidiaries, including the clected officers of WE, participate in the
Short-Term Performance Plan (STPP). The nurpose of the STPP is to promote the achicvement of customer-
and sharcholder-focused objectives of WEC aud the utility subsidiaries while recognizing individual performance
of plan participants. Each year, cash aw <A< if any, arc determined by the WEC and WE Compensation
Committees and approved by the boards o WEC and its wtility subsidiaries based on achievement of
pre-cstablished performance goals. A participant may eledt to defer receipt of all or a portion of any award
through the Executive Deferred Compensation Plan described below.

Designated elected officers of WEC and the utility subsidiaries, including WE, participate in the Executive
Deferred Compensation Plan (EDCP). The purpose of the EDCP is to permit participants to defer income until
retirement. Deferred amounts carn interest at the prime rate. The interest rate 1s adjusted ane interest is
credited semiannually to participants’ accounts. Since, under the retirement plans (described below), base salary
deferred through the EDCP and incentive awards earned under the EICP or STPP (described above) are not
included in the compensation base for calculating a participant’s retirement income, a "make whole” benefit
relative to such amounts (calculated without regard to any himitations imposed by the Internzl Revenue Code
on pension benefits or covered compensation) will be paid as a supplement through the EDCP out of general
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corporate assets. In addition, a special contribution will be made to a participant’s EDCP account to "make
whole" any MESP emplover-matching contributions lost through deferrals elected under the EDCP or because
of other imitations imposed by the Internal Revenue Code on a participant’s level of participation in the MESP.

RETIREMENT PLAN

WE maintains a retirement plan for management employees, including executive officers. The plan provides
retirement income based upon years of credited service and final average annual compensation for the 36 highest
consecutive months. The following table shows the estimated annual pension benefits payable upon retirement
1o persons in various compensation and years-of-service classifications:
Years of Service
Remuncration 15 20 A X B .
S 50,000 $11.404 §15.204 $19,008 $22.800 $24 984 $27,168
100,000 24,33 32448 40,560 48672 53,292 57912
125,000 30,279 40,549 50,879 61,089 66,927 73,297

150,000 36,745 45174 61,601 74,028 81,085 8R674
175,000 43217 57,800 72,383 86,966 95,241 104,048
200,000 49,6584 66,423 83,162 99,901 109,395 119,421
225,000 56,153 75,049 93,944 112,839 123,553 134,796
250,000 62,621 83,672 104,723 125,774 137,706 150,170
300,000 75,559 100,923 126,287 151,651 166,020 180,921
400,000 101,434 113,423 169,412 203,401 222,645 242421
450,000 114373 152,674 190,976 229278 250,960 273,168

S0000 127309 169923 212537 255151 279270 303912

The compensation for the individuals listed on page S in the columns labeled “salary’, "bonus” and “all other
compensation” is virtually equivalent to the compensation for purposes of the retirement plan plus the various
supplemental plans. Messrs. Abdoo, Boston, Gorske, Porter and Remmel currently have 17, 10, 24, 23 and 38
credited years of service, respectively. Credited years of service under the retirement plan for certain individuals
may be fewer than years of service with WE as reported in the WEC annual report to stockholders. Retirement
benefits are not subject to any deduction for Social Security or other offset since they are computed using a
step-rate formula which provides a Social Security integrated benefit based upon percentages of the average of
the participant’s highest 36 consecutive months of compensation for up to 30 years of credited service with
additional (lower) percentages of compensation in excess of 30 years up to a maximum of 10 years. The
Supplemental Executive Retirement Plan (described below) provides designated participants a "make whole”
benefit equal to any decrease in pension which may have resulted when the retirement plan adopted the step-rate
formula. Such “make whole” benefit will be paid as a pension supplement out of general corporate assets.

Designated elected officers of WEC and the utility subsidiaries, including WE, participate in the Supplemental
Exccutive Retirement Plan (SERP). The SERP provides for monthly payments of benefits for a period of ten
years to the participant after retirement or 1o his/her beacficiaries in the event of the participant’s death, equal
0 12.5% (25% upon death of the participant) of the average of the participant’s highest 36 consecutive months
of compensation from the employing company (such compensation includes the monthly average of any incentive
payments awarded during such 36-month period and any base salary or other compensation that would have been
paid during such 36-month period but was not paid due tc elective deferrals made by the participant under a
savings or other deferred compensation plan). No such payments are made until after the retirement or death

of the participant.

WEC has entered into an agreement with Mr. Abdoo and WE has entered into agreements with Messrs. Boston
and Gorske, who cannol accumulate by normal retirement age the maximum number of years of credited service
under the management employee retirement plans. According to these agreements, Messrs. Abdoo, Boston and
Gorske at retirement will receive supplemental retirement payments which will make their total retirement
benefits at age 60 or older substantially the same as those payable to employees who are in the same
compensation bracket and who became plan participants at the age of 25.

AVAILABILITY OF FORM 10-K
The Wisconsin Electric Form 16-K report for 1992 to the Securities and Exchange Commission is available at
no cost by writing to the vice president and secretary, Jokn H. Goetsch, 231 West Michigan Street, P.O. Box
2046, Milwaukee, Wisconsin 53201,
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BUSINESS

Wisconsin Electric Power Company ("Wisconsin Electric” or "company") is an
operating public utility incorporated in the State of Wisconsin in 1896. Its
operations are conducted in two business segments, the primary operations of
which are as follows:

Business Segment Operations

- -

Electric Operations Wisconsin Electric generates, transmits,
distributes and sells electric energy in a
territory of approximately 12,600 square
miles with a population estimated at over
2,000,000 in southeastern (including the
Milwaukee area), east central and northern
Wisconsin and in the Upper Peninsula of
Michigan.

Steam Operations Wisconsin Electric distributes and sells
steam supplied by its Valley Power Plant
to space heating and processing customers
in downtown Milwaukee.

For financial information about industry segments, see Note M to the Financial
Statements.

Wisconsin Electric is a subsidiary of Wisconsin Energy Corporation ("Wisconsin
Energy"), which owns all of Wisconsin Electric’s Common Stock, and is an
affiliated company to Wisconsin Natural Gas Company ("Wisconsin Natural"), the
gas utility subsidiary of Wisconsin Energy.

MARKET FOR COMMON EQUITY AND RELATED MATTERS

The amount of cach dividends declared on Wisconsin Electric’s Common Stock
during the two most recent fiscal years are set forth below. Dividends were
paid to Wisconsin Electric’s sole common stockholder, Wisconsin Energy.

Quarter Total Dividend
1 $63,863,035*
2 $34,627,501
3 $34,627,501
4 $34,6¢7,501
1 $16,250,000
2 $16,250,000
3 $16,250,000
4 $16,250,000

* A $15 million cash dividend inciuded in this amount was declared in the
fourth quarter of 1990 but was not paid until the first quarter of 199].
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SELECTED FINANCIAL DATA

FINANCIAL
1992 1991 1990 1989

(Thousands of Dollars)

Earnings aveilable

for common

stockholder $ 155,826 $ 175,641 $ 179,990 $ 186,354
Operating revenues:

Electric $1,298,723 $1,292,809 81,208,045 $1,265, 701

Steam 13,093 12,986 12,126 12,292
Totel operating

revenues $1,311,8% $1,305,795 $1,220, 171 $1,2.7,995
Total assets $3,285,845 $3,052,133 $2,972,903 $2,967,0086

Long-term debt and
preferred stock-

redempt i on
required $1,195,210 $1,110,572 81,002,852 $1,016,197

SALES AND CUSTOMERS

1992 1991 1990 1989
Electric
Megawatt-hours
seld 24,747,581 25,016,247 23,656,727 24,293,356
Customers
(End of year) 919,466 907 871 896,393 882,883
Steam
Pounds sold
(millions) 2,284 2,282 2,213 2,160
Customers
(End of year) L7e L68 470 “82
QUARTERLY FINANCIAL DATA
Three Months Ended
March June
1992 1991 1992 1991
(Thousands of Dollars)
Total operating revenues $335,963 $323.273 $315,163 $320,810
Operating ‘ncome 58,638 $ 57,273 $ 45,406 § 53,254
Earnings available
for common stockholder $ 43,244 8 42,430 $ 30,427 8 39,265
Three Months Ended
September December
1992 1991 1992 1991
{Thousands of Dollars)
Total operating revenues $329,374 337,783 $331,316 $323,929
Operating income $ 58,778 8 66,837 $ 57,176 $ 55,680
Earnings aveilable
for common stockholder $ 42,204 8 52,504 $ 39,957 8 41,442

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

The quarteriy results of operstions are not directly comparable because of

1988

$1,287,759
$2,871,045

$1,050,339

1988

264,050,862

870,780

1,879
494

seasonal and other factors. See Management’s Discussion and Analysis for further discussion.

Earnings and dividends per share are not provided as sl! Wisconsin Electric's
Common Stock is held by Wisconsin Energy.



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

RESULTS OF OPERATIONS
Earnings

Earnings for Wisconsin Electric decreased to $155,826,000 in 1992 compared to
$175,641,000 in 1991 primarily because of lower kilowatt-hour sales and higher
other operation expenses and maintenance. Although total kilowatt-hour sales
during 1992 decreased 1.1%, residential sales decreased 5.1% reflecting an
additiona) year of mild winter weather and cooler summer weather which
negatively affected 1992 energy sales.

Electric Sales and Revenues

Total electric sales of Wisconsin Electric, detailed below by customer class,
decreased 1.1 percent in 1992 compared to 1991. The decrease reflects the
impact of cool summer weather and continued mild winter weather, offset, to a
large extent, by increased sales to the utility’s large commercial and
industrial customers. As evidenced by the reduction in residential sales,
cooler weather during the summer of 1992 significantly reduced the use of
electricity for air conditioning and other cooling purposes while mild winter
temperatures reduced energy sales associated with space heating. The summer
of 1992 was the coolest since Wisconsin Electric began keeping records in
1948, whereas the summer of 1991 was the second warmest since that time.
Offsetting the revenue impact of lower electric kilowatt-hour sales were rate
increases in both the Wisconsin and Michigan retail electric jurisdictions
during 1992.

Electric Sales - Megawatt Hours 1992 1991 % Change
Residential 6,230,136 6,566,748 (5.1)
Small Commercial

and Industrial 6,154,530 6,152,833 ——
Large Commercial

and Industrial 8,702,303 9,462,065 2.5
Other 1,995,349 2,161,706 (7.7)
Total Retail

and Municipal 24,082,318 24,343,352 (1.1)
Resale-Utilities 665,263 672,895 (1.1)
Total Sales 24,747,581 25,016,247 (1.1)

-~~~ " -~~~ - —— -

Electric energy sales to the Empire and Tilden iron-ore mines, Wisconsin
Electric’s two largest customers, were 6.2 percent higher in 1992, reflecting
increased mining activity during 1992 compared to 1991. Excluding the mines,
sales to large commercial and industrial customers increased 1.5 percent in
1992. Sales to the mines represented approximately 9 percent, 8 percent and 7
percent of total electric sales during 1992, 1991 and 1990, respectively.
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The 7.7 percent reduction in sales to the other customer class is largely the
result of reductions in sales to WPPI, Wisconsin Electric’s largest municipal
customer consortium. WPPI reduced its purchases from Wisconsin Electric '
subsequent to acquiring an ownership interest in generation capacity in
September of 1990. Sales to WPPI during 1992, 1991, and 1990 were
approximately 1,166,000 Mwh, 1,338,000 MWh, and 1,247,000 MWh, respectively.
Further reductions are expected in 1993 and beyond as WPPI installs additional
capacity in 1993. These sales reductions will not have a significant effect
on future earnings.

Drspite Tower electric kilowatt-hour sales, 1992 revenues increased slightly,
0.5 percent over 1991, reflecting an annualized $56.4 million Wisconsin retail
electric rate increase effective January 11, 1992 and an annualized $1.9
million retail electric rate increase effective January 17, 1992 for non-mine
retail customer sales in Michigan. Also affecting revenues was an annualized
$24.2 million fuel adjustment rate reduction effective May 29, 1992.

Total electric kilowatt-hour sales increased at a compound annual rate of 2.3
percent between the years 1990 and 1992, while electric revenues increased at
a compound annual rate of 3.7 percent. Electric sales and revenues, however,
were at a reduced level in 1990 due to an employees’ strike at the facilities
of the above mentioned mine customers, which lasted from August 1 to

December 1 of that year. Excluding the mines, total electric kilowatt-hour
sales increased at a compound annual rate of 1.1 percent between the years
1990 and 1992 and revenues increased at a compound annual rate of 3.4 percent.

Electric revenues in 1991 were 7.0 percent higher than 1990 primarily because
of an increase in Wisconsin retail electric rates and a 5.7 percent increase
in kilowatt-hour sales. Excluding the mines, total electric sales in 199]
increased 4.] percent over 1990.

Electric Operation and Maintenance Expenses

Total electric operating expenses, excluding income taxes and depreciation,
were $14 million higher in 1992 compared to 1991 reflecting increased
training, staffing and other operating costs associated with the Point Beach
Nuclear Plant, increased maintenance expenditures related to the Port
Washington Power Plant renovation project and higher costs associated with
medical and other employee benefits. Taxes other than income taxes were
higher during 1992 largely due to a $5 million one-time ad valorem tax credit
recognized in 1991 and an increase in the 1992 Wisconsin license fee on gross
revenues. The increases in other operation expenses, taxes other than income
taxes and maintenance were significantly offset by reduced fuel and purchased
power expense due to lower average costs per kilowatt-hour and reduced
kilowatt-hour sales.

The 11.2 percent increase in depreciation during 1992 is primarily the result
of higher depreciable plant balances at Wisconsin Electric and higher
authorized depreciation rates effective January 1992.

Since 1990, operating expenses, excluding income taxes and depreciation, have
increased at a compound annual rate of 5.4 percent.



Other Items

Other income was higher in 1990 relative to 1991 and 1992, largely because of
$15.9 million of interest income related to tax settlements which was recorded
in 1990.

In 1992, the company adopted Statement of Financial Accounting Standards No.
107 (FAS 107) "Market Disclosures About Fair Value of Financial Instruments",
and in 1993, adopted FAS 106 “"Employers® Accounting for Postretirement
Benefits Other Than Pensions" and FAS 109 "Accounting For Income Taxes".
Adoption of these accounting standards is not anticipated to have a material
impact on results of operations. For additional information, see Notes to
Financial Statements: Notes K, C, and £, respectively.

Rates and Regulatory Matters

The following table shows the projected annual revenue impact of recent rate
changes authorized by regnlatory commissions based on the sales projections
utilized by those commissions in setting rates. In February 1993, the Public
Service Commission of Wisconsin ("PSCW") authorized an annualized retail
electric base rate increase of $26.7 million, or 2.3 percent, effective
February 17, 1993, which includes the elimination of the $24.2 million fuel
adjustment rate reduction which had been in effect since May 29, 1992. The
increase is based on an authorized regulatory return on common equity of 12.3
percent, down from 12.8 percent authorized for 1992.

In January 1993, the FERC authorized an annualized whrlesale electric base
rate increase of $8.5 million, or 15.1 percent, to be effective in June 1993,
subject to refund pending an investigation, hearing, and final order. This
action represents the first increase in wholesale base rates since 1986.
Wholesale electric sales account for approximately 7 percent of Wisconsin
Electric’s total kilowatt-hour sales.

Wisconsin Electric is currently awaiting action on an application pending with
the Michigan Public Service Commission ("MPSC") to increase retail electric
rates by an annualized $2.9 million, or 9.0 percent. An order authorizing new
rates is expected by the end of Septer_>r 1993. Excluding sales to the two
iron ore mine customers (which are separately regulated by the MPSC), retail
electric sales in Michigan account for approximately 2 percent of Wisconsin
Electric’s total kilowatt-hour sales.

The PSCW regulates Wisconsin retail electric and steam rates, while the FERC
regulates wholesale electric rates. The MPSC regulates retail eleciric rates
in Michigan.
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Additionally, with PSCW approval granted in January 1993, site preparaticn has
begun for the construction of the new Paris Generating Station, also a four
unit, approximately 300 megawatt combustion turbine facility intended to meet
growing peak demand reguirements. This generating station is expected to have
all four units in-service during the summer of 1995 at the currently estimated
cost of $111 million.

The PSCW has allowed Wisconsin Electric to earn a current return on
construction work in progress (CWIP) related to the construction of the
Concord and Paris power plants.

Wisconsin Electric is proceeding with the renovation of units 1-4 at its Port
Washington Power Piant, which includes upgrading the turbine generators and
boilers and the installation of additional emission control equipment. Work
at unit 3 was completed during 1992, with units 1 and 2 scheduled for
completion during 1993 and unit 4 during 1994. This project is expected to
cost approximately $120 million. Expenditures totaling $43 million and $15
million were made during 1992 and 1991, respectively.

In June 1992, Wisconsin Electric completed the construction of a transmission
line and related facilities which provide the capability to transfer up to 300
megawatts of electricity into Wisconsin from its Presque Isle Power Plant
located in the Upper Peninsula of Michigan. Prior to completion, the maximum
transfer capability was 170 megawatts. The cost of the project was
approximately $41 million.

Cash Provided by Operating and Financing Activities

During the three years ended December 31, 1992, cash provided by operating
activities totaled $1,010 million. During this period, internal sources of
funds, after the payment of dividends to Wisconsin Energy, Wisconsin
Electric’s sole common stockholder, provided 73 percent of the company’s
capital requirements.

Financing activities during the three-year period ended December 31, 1992
included the issuance of $717 million of long-term debt, principallv to
refinance higher coupon debt. No preferred stock was issued during this
period.

Additionally, during the three-year period ended December 31, 1992, the
company retired a total of $585 million of long-term debt, reflective of the
extensive bond refinancing efforts of 1992 described below, and increased
short-term debt by $74 million. Dividends on the company’s common stock,
which is entirely owned by the company’s parent, Wisconsin Energy, were $65
million, $168 million, and $175 million, during 1992, 1991, and 1990,
respectively.

The company continued efforts to reduce its overall cost of capital. During
1992, Wisconsin Electric issued five new series of First Mortgage Bonds which
provided $431 million principal amount to redeem 12 outstanding series of
higher coupon First Mortgage Bonds and $130 million of new capital for the
company. Additionally, during 1992, Wisconsin Electric replaced its 7% Series
Debentures due 1993 with lower cost short-term debt.



In January and March 1993, Wisconsin Electric issued three new series of First
Mortgage Bonds aggregating $230 million in principal amount, the proceeds of
which will be used to redeem $227.7 million of three outstanding series of
First Mortgage Bonds as described in Note I to the Financial Statements -
Long-Term Debt.

With the 1992 and January through mid-March 1993 refinancing activities, about
two-thirds of Wisconsin Electric’s long-term debt ocutstanding at December 31,
1991 will have been replaced, lowering the company's overall cost of capital.
These transactions are expected to reduce the company's embedded cost of long-
term debt from 8.24 percent at December 31, 1991 to 7.04 percent at April 185,
1993, and are expected to result in approximately $132 million of savings in
net interest expense over the lives of the bonds. Depending on market
conditions and other factors, additional debt refundings may occur.

Other financing efforts during the three years ended December 31, 1992 include
Wisconsin Electric’s 1991 issuance of $100 million of First Mortgage Bonds,
8-3/8% Series, the proceeds of which were used to reduce short-term
borrowings. Also in 1991, Wisconsin Electric issued $9 million of First
Mortgage Bonds, 6.85% Series, as the revenue source and collateral for a City
of Milwaukee tax exempt financing for improvements to Wisconsin Electric’s
steam heating facilities.

Capital Structure
The company’s capitalization at December 31 is shown below:

1992 1991 1990
Common Equity 49.5% 50.2% 51.4%
Preferred Stock 3.8 4.2 4.4
Long-Term Debt 43.9 44 .0 1.8
{including current
maturities)
Short-Term Debt 2.8 1.6 2.4
100.0% 100.0% 100.0%

Compared to the electric utility industry generally, the company has
maintained a relatively high ratio of common equity to total capitalization
and low debt and preferred stock ratios. This conservative capital structure,
along with strong bond ratings (Wisconsin Electric currently has ratings of
AA+ by Standard & Poor’s Corporation, Aa2 by Moody's Investors Service and AA+
by Duff & Phelps Inc.) and internal cash generation has provided, and should
continue to provide, the company with access to the capital markets when
necessary to finance the anticipated growth in the company’s business. At
year-end 1992, the company had $102 million of unused lines of bank credit,
$52 million of cash, cash equivalents and short-term investments, $93 million
of short-term debt (including long-term debt due currently) and 324 million of
construction funds held by trustees.
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Capital Requirements 1993-1997

The company’s estimated capital requirements for the years 1993-1997 are
outlined below:

(Millions of Dollars)

1993 1994 1995 1996 1997

Construction $401 $339 $337 $423 $462
Conservation 32 40 4] 37 32
Bond Maturities/

Sinking Funds 0 2 2 30 132
Changes in Fuel

Inventories (6) 3 5 11 7
Decommissioning Trust

Payments 14 15 16 17 18
Total §44) $399 $401 $518 $651

- —— - — - -~ - - . . - -

In September 1992, the PSCW issued an order in the Advance Plan 6 docket.

In the Advance Plan process, Wisconsin Electric, in conjunction with the other
regulated electric utilities located in Wisconsin, is required to file long-
term forecasts of resource requirements, such as the need for generation and
transmission facilities, along with plans to meet those requirements,
including the use of energy management and conservation.

In order to reliably meet its forecasted growth in demand, Wisconsin Electric
employs a least cost integrated planning process which includes renovation of
existing power plants, promotion of cost effective conservation and load
management options, construction of new company-owned generation facilities
and purchased power.

Investments in demand-side management programs have reduced and delayed the
need to add new generating capacity but have not eliminated the need entirely.
In order to serve the growth in future peak demand requirements, Wisconsin
Electric has received PSCW approval and has begun construction of its first
two planned capacity additions. Expenditures related to the construction of
these two generating plants and other additional generating facilities are
included in the forecast of capital requirements shown above.

In the five-year forecast period, a total of approximately 600 megawatts of
natural gas-fired combustion turbine peaking capacity is planned for
completion, with about 150 megawatts annually in 1993 and 1994 and about 300
megawatts in 1995, as previously described under "Investing Activities". Also
planned for completion in 1994 and awaiting PSCW approval, is a gas-fired
cogeneration facility, to be owned by Wisconsin Electric. This facility, to
be rated at approximately 200 megawatts, would generate electricity for the
Wisconsin Electric system and provide process steam to be sold to Repap
Wisconsin, Inc., (formerly Midtec Paper Corporation) for use in its coated
paper making facilities. Repap Wisconsin, Inc., located in Kimberly,
Wisconsin, is currently Wisconsin Electric’s largest Wisconsin retail electric
customer. Finally, the forecast also includes expenditures related to 225
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megawatts of additional peaking capacity, tentatively scheduled for completion
in 1997. However, at the present time, Wisconsin Electric is evaluating
whether intermediate-load capacity would better fit the anticipated growth in
future demand requirements.

Additional intermediate-load capacity is expected to be needed in the late
1990s. Wisconsin Electric’s next base load power plant is planned to be
placed in-service around the turn of the century. Employing the clean-burning
technology of circulating fluidized bed combustion, this coal-fired facility's
preferred location is the site of Wisconsi~ Electiric’s recently retired North
Oak Creek units, gaining cost savings by utilizing existing fuel
transportation facilities, electric transmission lines and cooling water
supplies.

The addition of new generating units requires approval from various regulatory
agencies including the PSCW, the U.S. Environmental Protection Agency ("EPA")
and the Wisconsin Department of Natural Resources ("DNR™). A1l proposed
generating facilities will meet or exceed the applicable federal and state
environmental requirements.

Other Wisconsin Electric construction projects of significance include the

previously mentioned renovation work at the Port Washington Poewer Flant and
the planned 1997 replacement of steam generators for one unit at the Point

Beach Nuclear Plant.

A number of independent power producers ("IPPs") are actively exploring
cogeneration projects in Wisconsin, which would be qualifying facilities
("QFs"), including some which would be within Wisconsin Electric's service
territory. Under the requirements of the Public Utility Regulatory Policies
Act (PURPA), utilities are required to purchase electricity from QFs at the
utilities’ avoided costs. Although Wisconsin Electric is currently
negotiating with several IPPs, it is uncertain which, if any, of the proposed
generating facilities will ultimately be constructed and placed in operation.

Capital Resources

During the five-year forecast period ending December 31, 1997, Wisconsin
Electric expects internal sources of funds from operations, after dividends to
Wisconsin Energy, to provide about 65 percent of its capital requirements.

The remaining cash requirements are expected to be met through the reduction
of existing cash investments and construction funds on deposit with trustees,
short-term borrowings and the issuance of long-term debt and preferred stock.

Exclusive of debt refundings, debt issues of $100 million during each of the
years 1993 through 1995 (inclusive), $200 million in 1996, and $100 million in
1997 are currently anticipated. A preferred stock issue of $100 million is
anticipated in 1997.
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WISCONSIN ELECTRIC POWER COMPANY

BALANCE SHEET

December 31

CAPITALIZATION AND LIABILITIES

Capitalization (See Capitalization Statement)
Common stock equity
Preferred stock - redemption not required
Preferred stock - redemption required
Long-term debt

Total Capitalization

Current Liabilities
Long-term debt due currently
Notes payable - commercial paper
Accounts payable
Payroll and vacation accrued
Taxes accrued - income and other
Interest accrued
Other

Total Current Liabilities
Deferred Credits and Other Liabilities
Accumulated deferred income taxes
Accumulated deferred investment tax credits
Other

Total Deferred Credits and Other
Liabilities

Commitments and Contingencies (Note L)

Total Capitalization and Liabilities

See Notes to Financial Statements.
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1992

1991

(Thousands of Dollars)

$1,294,099
30,451
67,900
1,127,310

-~

2,519,760

18,633
73,724
70,010
26,018
11,706
17,023

4,813

D T ——

222,927

415,076

$3,285,845

$1,203,220
30,451
70,000
1,040,572

-

2,344,243

14,901
38,904
60,815
23,227
16,017
18,807

5,173

177,844

399,967
100,304
29,775

$3,052,133



WISCONSIN ELECTRIC POMER COMPANY
CAPITALIZATION STATEMENT

Decomber 31

Common Stock Equity (See Common Stock Equity Statement)
Conmon stock ($10 par value; suthorized 65,000, 000 shares;

outstanding - 33 289,327 sheres)
Other paid in capital

Retained earnings

Total Common Stock Equity

Preferred Stock - Cumulative

Six Per Cent. Preferred Stock - $100 par value; authorized 45,000 shares;

outstanding - 44 508 shares

Serial preferred stock
outstanding -
3.60% Series - 260,000 shares

- $100 par value; authorized 2,360,000 shares;

Total Preferred Stock - Redemption Not Reguired (Note H)

6.75X Series - 679,000 and 700,000 shares

Totel Preferred Stock - Redemption Required (Note W)

Long-Term Debt

First mortgage bonds

Series

Debentures (unsecured)

Due

1993
1996
1997
1997
1997
1998
1998

(Note 1)

19992008
1999- 2008

1999
1999
1999
1999
1999
2004
2004
2006
2006

20072009

2008
2015
2016

8
2021
2023
2024
2026
2027

™ Series due 1993

Note (unsecured)

(Note 1)
(Note 1)

(Note 1)

Variable rate due 2016
Obligations under capitel lease (Note B)
Unamortized discount - net
Long-term debt due currently

Total Long-Term Debt (Note 1)

Total Capitalization

Soe Notes to Finenciel Statements,

1992

1991

(Thousands of Dollars)

67,000
42,604
(18,737)
(19,633)

$2,519,760

..........

g

-

-

‘8§8ESE: 38

-

2288

2B 885338~

-

-

‘8888882898 83

---------

67,000

43,248

9.2
(14,901)

..........

$2, 344,243







WISCONSIN ELECTRIC POWER COMPANY
NOTES TO FINANCIAL STATEMENTS

A - Summary of Significant Accounting Policies

- - - - - -

————————

The accounting records of the company are kept as prescribed by the Federal
Energy Regulatory Commission (FERC), modified for requirements of the Public
Service Commission of Wisconsin (PSCW).

Revenues

Utility revenues are recognized on the accrual basis and include estimated
amounts for service rendered bul not billed.

Fuel

The cost of fuel is expensed in the period consumed.

Property

Property is recorded at cost. Additions to and significant replacements of
utility property are charged to utility plant at cost; minor items are charged
to maintenance expense. Cost includes material, labor and allowance for funds
used during construction (see Note F). The cost of depreciable utility
property, together with removal cost less salvage, is charged to accumulated
provision for depreciation when property is retired.

Income Taxes

Beginning in 1991, pursuant to a PSCW order, comprehensive interperiod income
tax allocation was adopted for federal and state timing differences. In prior
years deferred income tax accounting was applied primarily to significant
federal timing differences. (See Note E.)

The federal investment tax credit is accounted for on the deferred basis and
is reflected in income ratably over the life of the related property.

Debt Premium, Discount and Expense

- - " -

Long-term debt premium or discount and expense of issuance are amortized by
the straight line metho. over the lives of the debt issues and included as
interest expense. Unamortized amounts pertaining to reacquired debt are
written off currently, when acquired for sinking fund purposes, or amortized
in accordance with PSCW orders, when acquired for early retirement.
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Statement of Cash Flows

————————————— - -

Cash and cash equivalents includes marketable debt securities acquired three
months c¢r less from maturity.

Conservation Investments

The company directs a variety of demand-side management programs to help
foster energy conservation by its customers. As authorized by the PSCNW, the
company has capitalized certain conservation program costs. Utility rates
approved by the PSCW provide for a current return on these conservation
investments. Conservation investments are amortized to operating expense over
a ten-year period.

B - Nuclear Operations

The company has a nuclear fuel leasing arrangement with Wisconsin Electric
Fuel Trust (Trust), which is treated as a capital lease. The nuclear fuel is
leased for a period of 60 months or until the removal of the fuel from the
reactor, if earlier. Lease payments include charges for the cost of fuel
burned, financing costs and a management fee. In the event the company or the
Trust terminates the lease, the Trust would recover its unamortized cost of
nuclear fuel from the company. Under the lease terms, the company is in
effect the ultimate guarantor of the Trust’s commercial paper and line of
credit borrowings financing the investment in nuclear fuel.

Provided below is a summary of nuclear fuel investment and interest expense on
the nuclear fuel lease:
1992 1991 1990

———————— - -

(Thousands of Dollars)
Nuclear Fuel

Under capital lease $ 92,807 § 94,703
Accumulated provision for amortization (54,786) (55,816)
In process/stock 15,779 18,012
Total nuclear fuel $ 53,800 § 56,899
Interest expense on nuclear fuel lease $ 2,098 § 3,174 § 3,992

The future minimum lease payments under the capital lease and the present
value of the net minimum lease payments as of December 31, 1992 are as
follows:

(Thousands of Dollars)

1993 $20,481
1994 13,976
1995 7,758
1996 2,718
1997 473
Total Minimum Lease Payments 45,406
Less: Interest (2,802)

-

Present Value of Net Minimum
Lease Payments $ 42,604
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The estimated cost of disposal of spent fuel based on a contract with the U.S.
Department of Energy (DOE) is included in nuclear fuel expense. The Energy
Policy Act of 1992 establishes a Uranium Enrichment Decontamination and
Decommissioning fund (fund) for the DOE's nuclear fuel enrichment facilities.
Deposits to the fund will be derived in part from special assessments to
utilities. The company’'s total assessment for the fund, to be made over a
fifteen year period, is estimated to be $34,500,000. Assessments are included
in nuclear fuel expense and reflected in utility rates.

Nuclear plant decommissioning is accrued as depreciation expense based on an
external sinking fund method. Total decommissioning is estimated at $265
million in 1992 dollars.

The Price-Anderson Act (Act) provides an aggregate limitation of $7.8 billion
on public liability claims arising out of a nuclear incident. The company has
$200 million of liability insurance from commercial sources. The Act also
establishes an industry-wide retrospective rating plan under which nuclear
reactor owners could be assessed up to $66 million per reactor (the company
owns two), but not more than $10 million in any one year for each reactor, in
the event of a nucliear incident.

An ndustry-wide insurance program, with an aggregate limit of $200 million,

has been established to cover radiation injury claims of nuclear workers first
employed after 1987. If claims in excess of the available funds develop, the
company could be assessed a maximum of approximately $3.2 million per reactor.

The company has property damage, decontamination and decommissioning insurance
totaling $1.825 billion for loss from damage at the Point Beach Nuclear Plant
with Nuclear Mutual Limited (NML) and Nuclear Electric Insurance Limited
(NEIL). Under these NML and NEIL policies, the company has potential maximum

retrospective premium liability of $6.9 million and $14.4 million,
respectively.

The company also maintains additional insurance with NEIL covering extra
expenses of obtaining replacement power during a prolonged accidental outage
(in excess of 21 weeks) at the Point Beach Nuclear Plant. This insurance
coverage provides weekly indemnities of $3.5 million per unit for outages
during the first year, declining to 67% of the amounts during the second and

third years. Under the poiicy, the company's maximum retrospective premium
l1iability is approximately $9.3 million.

It should not be assumed that, in the event of a major nuclear incident, any

insurance or statutory limitation of liability would protect the company from
material adverse impact.

C - Pension Plans and Other Postretirement Benefits

-~ "

In the opinion of the company, current pension trust assets and amounts which
are expected to be paid to the trusts in the future will be adequate to meet
future pension payment obligations to current and future retirees.
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K - Fair Value of Financial Instruments

- - -

The FASB issued, for adoption by 1997, Statement of Financial Accounting
Standards No. 107, Disclosures about Fair Value of Financial Instruments

(FAS 107). This standard requires, if practicable, disclosure of the fair
value of financial instruments, both assets and liabilities recognized and not
recognized in the balance sheet. The fair values provided below represent the
amounts at which the financial instruments could have been exchanged between
willing parties on December 31.

The fair value of the nuclear decommissioning trust fund is estimated based on
market value. The fair values of the company’s preferred stock - redemption
required, and First Mortgage Bonds are estimated based on the quoted market
value for the same or similar issues. The fair value of the company's
obligations under capital lease is the market value of the Wisconsin Electric
Fuel Trust’s commercial paper. The value of financial instruments recognized
on the balance sheet, for which book value does not approximate fair value, is
as follows:
December 31
1992
Book Fair
Value Value

- —————— -

(Thousands of dollars)
Nuclear Decommissioning Trust Fund $203,050 $213,049
Preferred Stock - Redemption Reguired 67,900 65,863
First Mortgage bonds 1,056,076 1,066,491
Obligations Under Capital Lease 42,604 42,993

The fair value o Construction Funds Held by Trustee is estimated at book
value, due to the short maturity of the investments heid by the trustee. Ffor
conservation loans, current assets and liabilities, other liabilities, and the
variable rate note, book value is assumed to approximate fair value.

L - Commitments and Contingencies

- -

Plans for the construction and financing of future additions tc utility plant
can be found elsewhere in this report in "Management’s Discussion and Analysis
of Financial Condition and Results of Onerations.”
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100 East Wisconsin Avenue Teigphone 414 276 9500
Suite 1500 .
Miwaukee W! 53202 .

Price Waterhouse ”

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders
of Wisconsin Electric Power Company

In our opinion, the accompanying balance sheet and capitulization statement and the
related statements of income, of common stock equity and of cash flows present fairly,
in all material respects, the financial position of Wisconsin Electnic Power Company st
December 31, 1992 and 1991, and the results of its operations and its cash flows for
each of the three years in the period ended December 31, 1992, in conformity with
generally accepted accounting principles. These financial statements are the
responsibility of the Company’s management; our responsibility is to express an
opinion on these financial statements based on our sudits. We conducted our audits
of these statements in accordance with generally accepied auditing standards which
require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on & test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the oversll financial statement presentation. We
believe that our audits provide a reasonable basis for the opinion expressed above.

January 27, 1993



