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It 15 more difficult to be a3 utiity employe today than It was In years
past Our business, which operated guietly, efficiently and relatively out
of the public eye for many years, increasingly has become a focal point
of attention from an energy-conscious society

Our employes are personal representatives of Wisconsin Electric and
Wisconsin Natural Gas to the people they meet, most of whom also are
our customers. They are on the firing line every day on behalf of their
companies  even when not on the job

In other ways, our employes are like everyone else. They are people
with the same hopes, the same dreams, the same needs. They are peo,le
with a single-minded dedication to doing their jobs at the highest level
of professionalism - in the best interests of the 2 million people
they serye

The peaple on the cover of this year's annual report, some of whom
vou'll meet elsewhere in this publication, are just a few of the more
than 6,000 employves of Wisconsin Electric and Wisconsin Natural. They
are people serving people in the finest tradition of public service

We dedicate this annual report to them

Business of the Company stock of Wisconsin Natural Gas Co.. which
Niscorsm Blectnic Power Co 15 én purchases natural gas from Michigan
aned princpally in the generabion, trans Wisconsin Pipe Line Co., then distributes

ristinn, disttibution and sale of electric and sells it in two service areas west
eneray N a terrtory corssting of approxi and south of Milwaukee, and in the
mately 12 600 square miles in south: Appleton area The gas service territory
eastern Wisconsin, including the metro- which has an estimated population of
pclitan Milwaukee area the east central over 800.000 s mainly within the electric
wid northoern portions of Wisconsin and service area of the company
the Upper Peninsuld of Michigan. The The executive offices of the company
perating area has an estimated popula are jocated at 231 W Michigan St, PO
tion of over 2 milhion Box 2046, Milwaukee, WI 53201, tele

The company owns all the common phone (414) 277-2345



Wisconsin Electric Power Company System
Highlights

Annual Meeting

The annual meeting of Wisconsin
Flectnic Power Co stockholaers will
be held at 2 pm on May 4 1982

ar

251W

Public Service Building

/ Michigan St Milwaukee, Wis

N orger to ensure your participation

in th

annual meeting we

eNncourage you to vote sign and

returr

yOUur proxy promptily

1981

Earnings per Share of

Common Stock $4.39
Dividends per Share of

Common Stock $2.64
Total Operating Revenues $1,152,383,000
Earnings Available for

Common Stockholders $ 90,415,000
Average Number of

Common Shares Qutstanding 20,596,000
Electric Sales to Retail, Municipal

and Cooperative Customers

(thousand KWH) 17,599,450
Gas Sales (thousand therms) 65217
Retail, Municipal and Cooperative

Customers (year-end)

Flectric 812,834

Gas 215,520

Per Cent
Increase

1980 (Decrease)
$353 244

$2485 6.2
$1,007,145,000 144

$ 68,968,000 311
19.542.000 54

17.551159  (09)
693675 (60

806,322 08
212,279 15
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In last year's annual report, | noted that Wisconsin Electric was finan-
cially strong and well-positioned to meet the future energy needs of
our customers. That statement continues to be true today and the strong
1981 results demonstrate the company’s ability to rebound sharply from
a disappointing performance in 1980

There are several factors which set Wisconsin Electric apart from
most of the nation’s utilities and enhance the company's future pros-
pects. First is the favorable fuel mix used in the generation of electricity.
More than 95 percent of the electric energy generated by the company
last year was produced at coal and nuclear plants More expensive fuels —
oil and natural gas — are used to generate electricity only at times of
peak demand. This major reliance on uependable domestic fuel sources
Is responsible for our electric rates being among the lowest of the
nation's largest cities

A second and equally important factor is the manageable size of
our construction program. At present, construction continues on Unit 2
at the coal-fired Pleasant Prairie Power Plant, planned for 1984 opera-
tion. We own a 25 percent interest in a coal plant being built by another
Wisconsin utility with scheduled completion in 1985 Beyond that, we
do not expect to bring additional power plant capacity on line until 1992.
Because our future construction needs are moderate, we expect to raise
almost 70 percent of o r capital requirements from internal sources
during the next five years

We remain committed to programs designed to control growth in the
peak demand for electricity in order to defer the need for new power
plants. These programs include the aggressive promotion of conservation,
comprehensive load management activities and rate structures which
are based on a reasonable allocation of costs. Wisconsin Electric first
instituted load control programs in the mid-1970s and has been a
leader in developing load management strategies. The success of these
programs has been apparent in the slower peak demand growth pat-
tern, which has substantially reduced future construction requirements.

Our natural gas business, which last year accounted for 24 percent
of system revenues, also provides balance to company operations. The
long-term gas outlook is favorable, with adequate supplies available for
present and future customer needs.

Management will continue to seek innovative approaches to improve






vour investment while maintaining dependable, reasonably-priced utility
services for our customers. One such approach was announced in 1981
when the Board of Directors approved plans to establish a new holding
company to pursue diversification into new business areas. Plans for
the holding company have been delayed, however, until the Public Service
Commission of Wisconsin states the extent of its jurisdiction over the
proposed corporate restructuring. The commission intends to establish
rules for holding company formation, and we are awaiting the commis-
sion’s final action to determine what further steps should be taken.

The recession had a significant impact on business conditions in our
service area in 1981, with manufacturing operations the most adversely
affected. As a result, electric kilowatt-hour sales were down 1 percent
from 1980, and gas sales declined 6 percent

We believe the opportunity existe for significant economic growth
in the nation and in our service area. The initiatives undertaken by the
federal administration are encouraging, particularly those aimed at
controlling inflation and streamlining restrictive regulatcry policies. At the
state level, the inherent strengths of our service area— an experienced,
productive work force and a diversified industrial base —must be fully
utiized and further developed. This will require cooperation between
business, government and labor to improve productivity, stimulate new
ventures and create jobs Particularly important is the need for increased
understanding by governmental leaders of the role which business can
play in stimulating the economy. We pledge to work closely with all
concerned to assure the sound development of our service area.

The management of Wisconsin Electric looks to the future with con-
fidence and optimism With an ample energy supply and a moderate
construction program, we will be able to provide the dependable, reason-
ably priced utility services our customers will need in the 1980s
and beyond

o A AN

March 12, 1982 Charles S. McNeer
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The Year In Review

Load Control Programs Show Resuits

Direct and significant benefits for both stockholders and customers
were realized during 1981 through Wisconsin Electric’s efforts to control
growth in peak electricity demand

Holding down electrical demand is important because lower peak
load growth delays the need for expensive new power plants and extends
the time we have to finance and put these facilities into service.

An important part of this load control program is a load management
system which permits the company to selectively and remotely turn off
customers’ electric water heaters for short periods during times of heawy
demand. We have been a pioneer in this activity, and the company’s
program is one of the largest of its kind in the nation.

More than 75,000 water heater control units have been installed
and eventually we expect to have more than 100,000 water heaters con-
nected to this system. Participation in the program is voluntary, and
those who do take part receive a $4 50 monthly credit on their
electric bills

This load management program is a less expensive alternative to
building new generating facilities or operating an expensive peaking
plant to meet peak load

Promotion of energy conservation is another part of our load control
activities. This was accomplished in 1981 through media advertising, as
well as through conservation messages in booklets, bill enclosures,
special presentations and indivi‘ual contacts.

More Energy Surveys Planned
During 1981, Wisconsin Electric and Wisconsin Natural Gas energy
auditors performed more than 16,700 home surveys, bringing to 45,000

the number of audits conducted since the program began in 1977
This activity is expected to accelerate in 1982 as the companies plan
tc complete an additional 28,600 home energy checkups. Energy audi-
tors make recommendations on insulation, storm windows and doors,
weatherstripping, caulking, thermostat settings, timing devices and
appliance efficiency

Effective energy conservation has helped the average residential heating
customer of Wisconsin Natural reduce consumption almost 25 percent






in the past eight years, making the gas saved available for use by other
custormers. In additiocn to promoting energy conservation, customers
are encouraged to consider new high-efficiency gas furnaces and “add-on”
heat pumps. Research also continues on stored cooling as a method
of saving energy and reducing summer peak demands for electricity.

Time-Of-Use Rates Expanded

During the past few years, a number of changes in rates have been
implemented to more accurately reflect the economics of providing
energy. Time-of-use rates, which price electricity higher on weekdays and
less at night and on weekends, have been expanded since they were
introduced in 1978, first with mandatory time-of-use for large-use resi-
dential and commercial customers, and more recently in a voluntary
program for residential customers. More than 11,000 residential cus-
tomers are now on time-of-use rates, in addition to all industrial and
major commercial customers. By the end of 1982, we expect to have
17,000 customers on these rates. More significantly, in 1981 about 50
percent of the kilowatt-hours sold by the company were billed on time-
of-use rates —one of the highest percentages in the country.

Seasonal pricing has also been a part of all Wisconsin Electric
residential, industrial and commercial rates since 1978. The seasonal dif-
ferential in these rates, however, has been reduced substantially because
of the cost efficiencies which have resulted from on-peak conservation
and lower growth in peak demand. Four years ago, there was a 50 per-
cent differential between summer and winter rates. In early 1982, the
Public Service Commission of Wiscersin approved our plan to reduce
the differential to 10 percent. Our current rate application seeks a
further reduction

Construction Program Reduced

Because of the success of our load control programs and continued
customer conservation, dramatic reductions have been made in the com-
pany's construction program. Just five years ago we planned to build
seven new power plant units in the 1980s. Now our forecast shows that
only three of those units will be needed. One of these uiits has
been completed and the other two already are under construction.
Additional generating facilities will not be needed until 1992,
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By deferring the costs of financing and the building of new generating
plants, significant benefits have been realized by both stockholders and
customers. Stockholders benefit generally because lower costs maintain
the financial strength of the company and improve earnings potential.
Customers benefit because rates can be held at levels lower than would
be necessary If the additional capacity had to be built.

By reducing the need for new plants, we have been able to lower
projected construction spending in this decade by more than $1.5 billion.
Pleasant Prairie Unit 1, a 580,000-kilowatt coal-fired unit, went on

hne in 1980, and its twin, Unit 2, will be operating in 1984 The only
other capacity addition scheduled in the 1980s will come from the com-
pany’s one-quarter share of a 380,000-kilowatt coal-fired power plant
being built by Wisconsin Power and Light Co. That unit is scheduled

to operate in 1985

Coal and Nuclear Provide Balanced Mix

Coal and uranium continue to be the chief fuels used at Wisconsin
Electric power plants for the generation of electricity. In 1981, the com-
pany produced S9 percent of its electric energy with coal, 36 percent
with nuclear energy, 3 percent at hydroelectric nlants and only 2 percent
with gas and oil We expect to continue this .avorable fuel mix which
depends principally on more reliable domestic energy sources.

The contribution made to our system by the two-unit Point Beach
Nuclear Plant continues to be a major factor in keeping Wisconsin Elec-
tric rates competitive with other parts of the nation. Point Beach produces
the iowest-cost electricity on our system, except for hydroelectric, and
it has regularly been rated as one of the nation's most efficient nuclear
plants. Our customers have already saved more than $400 million with
energy from Point Beach compared to electricity produced from a coal-
fired plant of similar size, and the savings are accumulating at the
rate of more than $60 million a year.

Alternate Energy Research Continue:

Wisconsin Electric continues to explore the potential of alternate energy
sources Our customers have expressed a high level of interest in the
company's program to install residential solar water heater units and
265 of these units are now in operation. The program, largest of its kind
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in Wisconsin, was established to explore the potential for solar heating
in the company’s service area

Another project started during the year reflects the company’s com-
mitment to investigate and analyze the potential for small wind and
photovoltaic generating systems. The first wind generator to produce
electricity on the Wisconsin Electric System has been in service at the
Point Beach Energy Information Center since 1979. A more modern,
larger 10-kilowatt unit was installed at our Waukesha Service Center in
1981. A photovoltaic system —a series of cells capable of producing small
amounts of electricity directly from sunlight —will be installed at our
service center in Appleton in the spring of 1982 Three more wind gener-
ators and two additional photovoltaic systems will be installed at various
company facilities as part of a three-year demonstration project

Gas Supplies Continue Strong

An ample supply of natural gas is available for the customers of our
subsidiary, Wisconsin Natural Gas Co., and for potential future custom-
ers as well. WN’s pipeline supplier has pursued an active and successful
gas acquisition program. These new supplies, coupled with lower mar-
ket projections by the pipeline company, ensure adequate amounts of
natural gas to meet our subsidiary’s requirements.

Consumer Functions Expanded

Consumer relations functions at Wisconsin Electric were combined
and expanded during the yvear in a newly formed Consumer Affairs
Department.

Existing consumer information efforts were consolidated and additional
programs developed to respond to consumer concerns. The depart-
ment's responsibility centers on consumer information and customer assis-
tance as part of the company’s program to assist consumers in making
better use of energy services. Included in the new department is the
Energy Facts Phone service, which provides customers with quick
access to a tape library of energy information

Company Officer Named

Carlyle W. Fay was appointed assistant vice president of the company,
effective Jan 1, 1982 He continues as director of the Nuclear Power
Department



Wisconsin Electric Power Company System ' 14

Management’s Discussion -

and Analysis of Financial Condition and Pesuits of Operations
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Liquidity and Capital Resources

Wisconsin Electric Power Co’s capital requirements for the three years
ended Dec. 31, 1981 totaled $848 million Eighty-three percent of this
amount was for construction of new or improved facilities, 12 percent for
acquisition of nuclear fuel, 3 percent for retirement of long-term debt
and 2 percent for increases in working capital The company acquired
$432 million, or 51 percent, of its capital requirements during this
period through internal sources of cash. Such internal sources of cash
consisted principally of depreciation accruals, normalization of invest-
ment tax credits and retained earnings. The remaining $416 million of
the company's capital requirements during the period was supplied
through the issue of $224 million of additional first mortgage bonds,
$25 million of additional preferred stock, $62 million of additional
common stock, sale and leaseback of $30 million of nuclear fuel, $14
million from contributions in aid of construction and $1 million from
other sources. Ali sales of common stock during the period were made
through either the company’s Automatic Dividend Reinvestment and
Stock Purchase Plan or its Tax Reduction Act Stock Ownership Plan

At Dec. 31, 1981, the company’s long-term capitalization consisted
of 46 percent long-term debt, 11 percent preferred stock and 43 percent
common equity. The company’s short-term indebtedness at that date
consisted of $19,982,000 of notes payable to banks and $59,119,000 of
ong-term debt due within 12 months. Short-term debt, including iong-
term debt due currently, and leased nuclear fuel were equal to 5 percent
and 4 percent, respectively, of long-term capitalization. The company
also, on that date, had $38.9 million of short-term investments available,
which could be used to finance a portion of the company's anticipated
capital requirements, as well as $117,350.000 in lines o/ bank credit avail-
able to support the issuance of commercial paper. The company has
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a nuclear fuel lease with a trust which issues commercial paper backed
by a line of revolving bank credit of $75 million. The line of revolving
bank credit would generally be available to finance the trust's ownership
of the nuclear fuel for a period of three years if the trust were unable
to sell its commercial paper. The company 1S in effect the ultimate guar-
antor of the commercial paper and the revolving bank credit. At Dec 31,
1981, the trust had $64,740,000 of commercial paper outstanding

The company currently estimates that for the years 1982 through
1986 its capital requirements will aggregate $1 3 billion. Estimated
construction expenditures constitute 74 percent of these capital require-
ments and include $112 million for completion of the 580-megecwatt Unit 2
at Pleasant Prairie Power Plant, $47 million for the 25 percent interest
in the 380-megawatt Edgewater Unit 5 which is being constructed by
Wisconsin Power and Light Co. and $20 million for expenditures on gen-
erating plants to be completed in 1992 and subsequent years. The
other estimated construction expenditures are primarily for additions to
and replacements of portions of the distribution and transmission
system, for new service centers and for other buildings and equipment.
The balance of capital requirements during this period is principally
for the retirement of maturing 'ong-term debt

The company believes that it will be able to obtain capital in suffi-
cient amounts to meet its capital requirements over the five years ending
Dec. 31, 1986 provided that adequate rate relief can be obtained from
regulatory authorities to permit the company to maintain its credit worthi-
ness during the period The company expects to provide 69 percent of
Its capital requirements during this period from internal sources. The
remaining 31 percent of the company’s capital requirements during this
period are expected to be met through a combination of the sale of
long-term debt and preferred stock, the sale of common stock through

Nuciear Coal Gas () Coal Nuclear Hwadro Purchases Cas Ol



N

Management's Discussion -t

the company's stock plans and the additional leasing of fuel. Market
conditions will influence the timing and amount Ot any Security Issue
No public offerings of common stock other than through the company's
stock plans are anticipated during these five years. The company’s fi-
nancing plan for these five years contemplates a capitalization structure
consisting of 40-50 percent long-term debt, 10-15 percent preferred
stock and 40-45 percent common equity Short-term debt and leased
nuclear fuel are expected to aggregate approximately 5 percent of
capitalization during this period

The company’s embedded cost of long-term debt was 6.72 percent
at Dec. 31. 1978 and had climbed to 8.17 percent at Dec. 31, 1981. Long-
term debt issued in recent years was substantially more costly than debt
issued prior to Dec. 31, 1978. The company anticipates that its embedded
costs of debt and preferred stock will continue to rise during the five
vears ending Dec. 31, 1986 as maturing debt i1s replac=d by securities
which have higher costs

Results of Operations

Earnings per share of common stock rose to $4.39 in 1981 from the
lepressed level of $3.53 in 1980, due principally to increased revenue
and continued close control of operating expenses. Rate increases
totaling $160 million, on an annual basis, were granted in 1981. The
company estimates that, of this amount, $96 million was included in
1981 revenues since the rate orders were received at various times
throughout the year. The impact on earnings of the higher rates was
ffset slightly by lower unit sales. Electricity sales to retail and municipal
customers declined by 1 percent in 1981 from 1980, and gas sales
ieclined by 6 percent from 1980 levels, reflecting the slower economic
activity in the company’s service area and continued conservation efforts

Sources of Capital (Estimated)




:
-
5
:
5
-




1981

$ 869,977
as 273,065
Stean 9,341

Total Operating Revenues 1.152,383

256,045
;dS purcnase 1 fOr resak 22‘,651
ther operation expenses (Note ¢ 172,120
rembeal o 85,664
Taxes other than income taxes “,576

traignt .l Ng¢ 78,“

Deferred income taxes (NOt 29,192
ederal income tax (Note [ 53,676
nvestment tax credit adjustments — net (Note [ 15,581
tate income tax (Note C 9,601
Total Operating Expenses 980,215
Operating income 172,168
Other Income and Deductions
nterest INComs 7,156
Allowance for other funds used
uring nstructior NOte 3,155
scount on purchase of bonds for sinking fund 816
SCelaneous net ‘“7)
ederal income tax (Note | (2,852)
tate income tax (Note (515)
Total Other income and Deductions 6,793
Income Before Interest Charges 178,961

Interest Cha

ng term debt 65-3“
Allowance for borrowed fund

used during construction (Note | (3,557)
ther 11,672

Total interest Charges 73,459

Net income 105,502
Preferred Stock Dividend Requirement 15,087

Earnings Avallable for Common
Stockholders $ 90415

Average Number of Shares of
Common Stock Outstanding (Thousands) 20,596
Earnings Per Share of Common Stock $4.39

o
(8 )

y (0O
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Thousands of Dollars

Financial Resources Provided
Operations
Net income
Depreciation - straight ine
deferred income taxes
Accumulated deferred investment tax credits
Nuclear fuel expense
Amortization of precertification expenditures
Allowance tor funds used during construction

Total from operations

Common stock

Preferred stock

Long term debt

Sale of nuclear fuel

Release of construction funds held by trustees

Normalization of incorne taxes
precertification expenditures

Short term borrowings

Contributions in aid of construction

Deferred charges and other

Financial Resources Used

Construction expenditures

Nuclear fuel

Dividends

Retirement of long term debt

Reduction of short term borrowings

Construction funds held by trustees

Increase (decrease) in working capital
other than short term borrowings and
long term debt due currently

Increase (Decrease) in Components
of Working Capitzl
Cash and temporary cash investments
Accounts receivable and accrued utility revenues
Fossil fuel
Accounts payable and accrued hiabilities
Other

The notes on pages 24 through 29 are an integral part of
the financial statements

1981 1980 1979
$1085.3502 $ 82488 $ 82532
78,600 68,849 59,855
29,192 22,081 17.192
12,954 27,331 23,598
7,573 8431 12.767
8,358 5.906
(6,712) 13,668 13,700
235,467 201,418 182 244
25,260 21,767 14,864
- 24 906
- 148,970 75,525
23,042 66.501
2,578 20633 10,695
(4,141) 9,939
_ 108,559
5,643 3,652 4,259
(10,558) 5.355 1,004
$277,291 3503141 $397.150
1 e IS T Lt AL SR RNV Y o S S SR RS
$154.814 3294102 $252,258
32,813 31.260 37,362
69,262 61,763 55,962
3,675 15,107 9511
55,062 58,978
- 23,447
(38,335) 41931 18,610
$277.29 $503.141 $397.150

$39,027
14,078

(16,283)

(70,892)
(4,265)

$(38,335)

$(10877)

22,482
40,550

(19,630)

9,406
$ 41931

$ 7277
13,430
12,514
(23,610)

8.999

$ 18,610
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Assets 1981 1980

Elactric $2,114,435
a 206,838
’_,’,,'lgv: 18.“3
2,339,756
Accumulated provision for depreciatior (913,402)
1,426,354
nstruction work in progress 266,546
Nuclear fuel (Note A 46,976 533
Net Utllity Plant 1,739,876 696,138
Nonutillity Property 7,899 7,496
Accumulated provision for depreciatior (1,006) 633
Net Nonutility Property 6,893 6,863
Construction Funds Held by Trustees 1,694 1,27, |
Current Assets
Cast 5.37‘
Temporary cash investments 38,900
Accounts receivable (Note F 52.“3
Accrued utility revenues 107,347
Fossil fuel (at average cost 83,446
Materials and supplies (at average cost 40,349
Pri payments an ] other assets 55572
Total Current Assets 333,43
Deferred Charges and Other Assets 34,176

$2,116,070 52035024
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Thousands of Dollare

Liabliities 1981
Caplitalization (e Capitalization Statement

Common Stock Equity (Note G $ 690,186
Preferred Stock - Redemption Not Required (Note H 160,451
Preferred Stock - Redemption Required (Note | 25,000
Long Term Debt (Note | 732,631
Total Caplitalization 1,608,268
Current Liabllities

Long term debt due currently (Note J) 59,119
Notes payable to banks (Note K) 19,982
Commercial paper (Note K -
Accounts payable 98,366
Payroll and vacation accrued 13,410
Taxes accrued — income and other 72176
Interest accrued 19,195
Customer deposits 2,218
Other 20,615
Total Current Liabilities 305,081
Deferred Credits and Other Liabliities

Accumulated deferred investment tax credits 113,839
Nuclear fuel costs accrued 30,578
Unamortized accrued utility revenues 2111
Other 5.656
Total Deferred Credits and Other Liabllities 171,184
Contributions In Aid of Construction 31,537

Commitments and Contingencles "o V/
$2,116,070

1980

$ 628,707
160,451
25,000
793,905

1,608,063

2,137
19,982
55,062
89,562
11,209
28131
17.041

2,205

6,940

232,269

100,885
29,369
25,334

8427

164,015

25,894

$2,030,241

N Daq 1 through 29 are an integral part of the
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Capitalization Statement « (o oo

1981
Comnon!tocthunv

par value: authorized 41 00 share

3 ) \are o ' 211‘550
Premium on Capital Stock 170,574
ot ommon 308,262

Total Common Stock Equity 690,186

Preferred Stock~ Wisconsin Electric Power Company Cumulativ

ix Per Cent Preferred Stock — $100 par value authorized 45( hares, 44 H share Tah 4,451
o i3l Preferred Stock

'S par value. authorized 5 O ) share ' oy
1

o S

orial Proferred Stock
7

0 par value, authorized 2 5¢ 00 share

B9 eries — 400,000 shares issued 40,000
77 O 16 i:ri( 000 shares ssued so'm
880 o 1,000 shares ssued BO.MO

m’mm —Redemption Not Required ' 160,451
108 ones - 250,000 shares 1ssued. redeemable at par ZS.NO
Total Preferred Stock- -Redemption Required ' 25,000

mmm

First Mortgage '.'H'l

OFf 1o D 1981 198 or e D

-

a3

now

b =
-
- 3
o -
>
w
w
¢,
i

000 25,000
065 , 1,000
374 198 21,420 1,77¢ ' 1999 38,986 I
. 198 30,000 30.N00 } 1999 39,550 ),5¢
1140% 1987 70,000 70,00 64 4 12,000 ‘
3 1988 22,426 ! k 60,000 \
1990 26,701 6 756 6 4° i 4,000 1.0
199 28,014 804 f 007 } 10,000
64% 1997 $7.807 37959 80,000
664,886 X
Former Wisconsin Michigan Power Company (merged witt mpany in 1977
2 1981 - 1% 199¢ 'lz.‘ ? !
z 1984 2,112 1 { 1997 11,512 59
1 1991 3,620 2622 f 1998 9,832 .8
4 1993 5,049 )49 : 1G99 11,756 1
53,122 ¢
wisconsin Natural Gas Company
A% — 198 5,651 3,631 6! 199. 9,524
3 1987 4,479 4499 1994 9,611 )69
4 1990 6,513 6,513 8% 199¢ 9,776 1841
43,334 13519 761,342
Debentures (Unsecured
Wisconsin Flectric Power Company / eres due 1993 310"2

Unamortized Discount — net { 1,53‘,
ing Term Debt Due Currently (59,119)

Total Long Term Debt 732,651
Total Capitalization $1,608,268

The rots N pages 24 thr i 29 are an integral part of the financial statement:

F=

Lol
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Thousands of Dollars
-

Balance, January 1
Additions

Net income

Deductions
Dividends — Cash
Preferred stock
Common stock - $2 64, $2 485 and
$2 345 per share

Cost of 1ssuing capital stock

Balance, December 31

"¢ 3 N Nnanes ? v { ~ g
© Note Dage 24 through 29 are an integral part of the
finar 3l staterments

1981 1980 1979
$272,088 251488 $225022
105,502 82488 82,532
377,545 333.976 307.554

15,087 13,294 12178

54,175 48,469 43,784

69,262 61,763 55,962
ral 170 104

69,283 61,933 56.066
$308,262 5272043 $251.488
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Summary of Significant Accounting Policies

General

The accounting records of the company and its utility
subsidiary are kept as prescribed by the Federal Energy
Regulatory Commission, modified for requirements of the
Public Service Commission of Wisconsin (PSCW). Thc
consolidated financial statements include the accounts of
the company and its subsidiaries, Wisconsin Natural Gas
Company and Badger Service Company.

Revenues

Meters are read and accounts are billed monthly. Since
January 1, 1977 utility revenues have been recognized
on the accrual basis and include estimated amounts for
service rendered but not billed Accrued utility revenue
of $52 million at December 31, 1976 is being recorded
as revenue in equal amounts over a ten year period as
prescribed by the PSCW

Fuel

The cost of fossil and nuclear fuel is expensed in the
period consumed

Nuclear fuel expense includes an estimate for offsite
storage of spent nuclear fuel after removal from the
reactor. No salvage value is recognized for spent nuclear
fuel The accounting for nuclear fuel follows the rate-
making treatment for such costs.

Gas Purchased for Resale
The cost of purchased gas sold is expensed in the
period the gas Is received from the pipeline supplier

Property

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

income Taxes

Deferred ircome tax accounting is practiced in respect
to significant timing differences. 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 ancd expense of
issuance are amortized by the straight line method over
the lives of the debt issues. Unamortized amounts per-
taining to debt reacquired for sinking fund purposes
are written off currently

A - Rental Expense

Total rental expense was $33,092,000 in 1981,
$27,800,000 in 1980 and $16,521,000 in 1979. This in-
cludes charges of $30,442,000 in 1981, $25,551,000
in 1980, and $15,000,000 in 1979 for the portion of
nuclear fuel which was leased

During 1980 the company entered into a new nuclear
fuel leasing arrangement with Wisconsin Electric Fuel
Trust and placed $66,501,000 of nuclear fuel thereunder
The lease provides the company with lower financing
costs as compared to the prior lease which has been
phased out. The new lease as described below is accounted
for in @ manner similar to that for the prior lease. The
lease on any batch of fuel erminates upon removal
from the reactor or covers a period up to @ maximum of
60 months. The company has agreed to pay the lessor
for the unamortized cost of nuclear fuel in the event
the lease is terminated which can be done by the
comnany on five days notice. Rental payments are made
quarterly based on the burn-up rate of the fuel plus
the lessor's cost of commercial paper, the cost of a
back-up line of bank credit and a management fee. The
company is obligated to pay additional rental in an
amount sufficient to enable the lessor to repay maturing
commercial paper of the lessor in connection with the
lease transaction if the lessor is unable to meet
those obligations out of the proceeds of normal
rental payments and other borrowings.
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The nuclear fuel leases have been treated as operating
leases in the financial statements and by the PSCW in
determining revenue requirements The value of the
leased fuel is not included in the company’s rate base
Had the leases been accounted for as capital leases, ex-
penses before income taxes and indeterminate effects
of corresponding ratemaking treatment would have been
increased $3,787,000 in 1981 and $1,857,000 in 1980
and decreased $599,000 in 1979 and an asset and
corresponding hability equal to the unamortized cost of
the leased nuclear fuel would have been recorded at
December 31 in the amounts of $53,241,000 in 1981,
and $55,568,000 in 1980

B - Pension Plans

Several noncontributory pension plans cover all
eligible employes Normal employe pension cost i1s accrued
and funded currently Unfunded prior service liability is
amortized over periods from ten to thirty years
Pension expense was $11,414,000 in 1981, $9,015,000
in 1980, and $7,449,000 in 1279

A comparison of accumulated plan benefits and plan
net assets available for benefits is shown below

December 31
v (Thousands of Dollars) 1981 1980
Actuarial present value of accumulated plan
benefits

Vested benefits $135817 $120307

Nonvested benefits 7,554 5567

$143371 $125874

TR A S, LY A

Net plan assets $137037 $131088

R A TG S Sy il

The weighted average rate of return used in deter-
mining the actuarial present value of accumulated plan
benefits was 7 0%

C * Depreciation

Depreciation expense 1S accrued at straight line
rates certified by the PSCW Depreciation rates include
estimates of salvage and plant removal costs. Nuclear
plant depreciation rates provide for an amount to cover
estimated plant decommissioning costs

Additional depreciation is accrued, in accordance
with the PSCW requirements, which is equal to the tax
effects of timing differences related to property and
nuclear fuel including principally the use for tax purposes
of accelerated depreciation methods (see Note D)

Straight line depreciation as a percent of average
depreciable utility plant was 3.6% in 1981 and 1980,
and 3.7% in 1979

D+ Income Tax Expense

Below i1s a summary of income tax expense and a
reconciliation of total income tax expense with the tax
expected at the federal statutory rate

Thousands of Dotlars) 1987 1980 1979
Current tax expense $ 46644 % 650 $ 21140
Investment tax credit
adjustments - net 15.581 32024 27,657
Deferred taxes charged to
depreciation expense 29,192 22,081 17.192
Total tax expense $ 91417 $ 60696 3 65989
N i R R A AR
Income before mcome taxes $196919  $143184  $148521
e e A L T S S
Expected tax at federal
statutory rate $ 30583 $ 65865 % 68320
Allowance for funds used
dunng construction (3,088! 6,287} (6,302

State income tax net of
federal tax reduction 7,785 4894 5,227

Investment tax credit restored (4,952 (3,240 (2.981)
Other (no item over 5% of

expected tax) 1.089 164 1.725
Total tax expense $ 91417 $ 60696 $ 65989

The aaggregate amount of deferred income taxes
included in the accumulated provision for depreciation
at December 31 was $199,314,000 in 1981 and
$163,469,000 in 1980
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E * Allowance for Funds Used During
Construction (AFDC)

AFDC is included in utility plant accounts and repre-
sents the cost of borrowed funds used during plant
construction and a rate of return on stockholders capital
used for construction purposes. On the income statement
the cost of borrowed funds (before income taxes) is a
reduction of 'nterest expense and the return on stock-
holders’ capial is an item of noncash other income

The company has been limited by the PSCW to capi-
talizing AFDC only on construction work in progress
exceeding 10% of its net investment rate base Revenues
granted by the PSCW in rate orders include the equiva-
lent of a return on investment in construction work in
progress below this limit AFDC was capitalized in 1981,
1980 and 1979 at a rate of 7% approved by the PSCW

F - Accounts Recelvable

Accounts receivable are shown on the balance sheet
after deducting an accumulated provision for doubtful
accounts in the amount of $1,683,000 for 1981 and
$1,424.000 for 1980 Uncollectible account write-offs
net of recoveries were $3,451,000 in 1981, $2,897,000
in 1980, and $2,316,000 in 1979

G+ Common Stock and Premium on Capital Stock
Under the Automatic Dividend Reinvestment and
Stock Purchase Plan. sales of common stock were 838,605

shares in 1981, 727,076 shares in 1980, and 426,901
shares in 1979 Proceeds from the sales were $19,199,000
in 1981, $15,551,000 in 1980, and $10,173,000 in
1979 Sales of common stock under the Tax Reduction
Act Stock Ownership Plan (TRASOP) were 248,589 shares
in 1981, 254,983 shares in 1980, and 185,072 shares in
1979 Proceeds from the TRASOP sales were $6,061,000
in 1981, $6,216,000 in 1980, and $4,691,000 in 1979
The increase in premium on capital stock 1s the excess

of the proceeds from sales over the $10 par value of the
commaon stock sold

H * Preferred Stock—Redemption Not Required
The Serial Preferred Stock is redeemable in whole or in

part at the option of the company at the following

redemption prices plus any accrued dividends

Seres Redemption Price Per Share

360% $101

890% $104 to December 1. 1985 and $101 thereafter

7 75% $104 to November 1, 1986 and $101 thereafter

880% $10880 to January 1, 1984 $105 87 to January 1. 1989,
$102 94 to January 1, 1994 and $101 thereafter

| * Preferred Stock—Redemption Required

in 1980 the company issued 250,000 shares of Serial
Preferred Stock, 10.875% Series. The redemption at
$100 par value of 6,250 shares is required annually on
each September 1, from 1990 through 2009, with
redemption of the remaining shares required on
September 1, 2010 In addition to the mandatory re-
demption, the company may at its option redeem the
stock at $11050 to September 1, 1982 and at dechning
amounts thereafter to $100 after September 1, 2009. In
the event of default in the payment of dividends or in
the mandatory redemption requirements, no dividends or
other distribution shall be declared on jumor stock In
addition, no dividend shal! be declared on any preferred
stock clacs and series except ratably on all preferred
shares according to their respective dividend rates

J+Long Term Debt

The maturities and sinking fund requirements through
1986 for the aggregate amount of long term debt
outstanding at December 31, 1981 are shown below. Of
the annual sinking fund requirements, $3,990,000 may
be satisfied by certifying additional mortgaged property.

Maturities Sinking Fund
1982 $59.115,000 $ 6315000
1983 6.120.000
1984 16,733,000 32.857,000
1985 55,960,000
1986 24,267,000 55.659,000

Future sinking fund reguirements have been antici-
pated by advance purchases of bonds to the extent of
$2.714,000 and certification of property in the amount
of $3,990.000 Sinking fund reqguirements for 1982 have
been satisfied

Substantially all utility plant and nonutility property
IS subject to the lien of the applicable mortgage

K * Notes Payable and Commercial Paper

Unused lines of credit for short term borrowing
amounted to $117,350,000 at December 31, 1981. In
support of various informal lines of credit from banks,
the companies have agreed to maintain unrestricted
compensating balances. With the exception of funds
required for daily operations, the cash balance shown
on the balance sheet at December 31, 1981 as well as
$400,000 of non-interest bearing certificates of deposit
included in temporary cash investments represent
compensating balances
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L * Information by Segments of Business
Year Ended December 31

Electric Operations
Reve. e from unaffiliated customers
Intersegment sales

Oper ating revenues

Operating income before income taxes
Depreciation — straight line
Construction expenditures

GCas Operations
Fevenue from unaffiliated customers
Intersegment sales

Operating revenues

Operating income before income taxes
Depreciation - straight line
Construction expenditures

Steam Operations
Operating revenues (unaffiliated)
Operanng income before income taxes
Depreciation - straight line
Construction expenditures

Consolidated
Operating revenues (excluding intersegment
sales eliminated in consolidation)
Operating income before income taxes
Depreciation - straight line
Construction expenditures {including nonutility)

At December 31
Net Identifiable Assets
Electric

Las
Steam and nonutility

Total Consolidated Assets

Tnousands of Dollars

1981 1980 1979

$ 869,977 $ 761051 $ 667,757
129 181 206
870,106 761,232 667,963
244,166 181,138 160,656
70,239 60,992 52,619
140 276,929 238,728
273,065 237,932 191,238
11,878 21,588 24,584
284,943 259,520 215,822
14,272 14,794 20,027
7,802 7311 6,697
13,250 1€.240 12,772
9,541 8,162 8,570
1,780 1.189 1,540

559 546 53

665 760 243
1,152,383 1.007 145 867,565
26C "8 197121 182,223
78,600 68,849 59,855
154,814 294102 252,258
$1,899,843 $1.820,679 $1,643,722
196,843 190,555 168,635
19,384 19,007 18,307
$2,916,070  $2030241  $1830664

Intersegment <ales consist principally of gas sold by Wisconsin Natural to the company at rates approved by the PSCW

M Commitments and Contingencies

Plans for the construction and financing of future
additions to utility plant can be found elsewhere in this
report in “Management's Discussion and Analysis of
Financial Condition and Results of Operations.” At
December 31,1981, construction work in progress includes
$28.409.000 of company-financed expenditures relating
to the company’'s 25% share in the 380 megawatt
Edgewater Unit 5 coal-fired generating station which is
being constructed by Wisconsin Power and Light Co

In January 1982 the PSCW issued a final electric

service rate order for the year 1982 to provide additional
revenue of $63,109,000. The order also directed the
company immediately to write off $5,000.000 of its
investment in Pleasant Prairie Power Plant Unit 1,
representing certain additional construction costs incurred
to place Unit 1 in operation by June 30, 1980. The
PSCW deemed this expenditure imprudently incurred and
also directed a refund to customers of approximately
$900,000 of revenues held subject to refund pending
determinaon of the prudence of certain Unit 1 con-
struction costs. The PSCW found that the costs of
constructinn of Pleasant Prairie Unit 1 were otherwise
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prudently incurred and that the remaining portion of
the annual revenue requirement of $16,573,000 attribu-
table to such costs was no lenger subject to refund
Management believes the additional construction costs

ncurred were prudent and should be recognized for rate-

making purposes. The PSCW has denied a request Ly the
company for a rehearing on this matter The company
intends to seek judicial review of this matter and, accord-
ingly, the $5,000,000 write-off has not been reflected
in the 1981 financial statements, and no refund to
customers has been planned

The Wisconsin Court of Appeals has upheld the PSCW's
1979 rate order providing for the inclusion of nuclear
fuel costs in the company’s automatic fuel adjustment
tariff and the collection of monies to cover future
decommissioning costs for Point Beach Nuclear Plant. This
decision reverses an earlier Circuit Court decision which
had resulted in the PSCW establishing a limitation on the
amount of nuclear fuel costs which could be recovered
through the fuel adjustment tariff In light of the Court
of Appeals decision, the PSCW has removed this limi-
tation The Wisconsin Supreme Court has declined a
petition of an intervening party to review the Court of
Appeals decision

In 1979 the company wrote off its share ($2 3 miilion
after income tax effect) of certain capitalized expendi-
tures related to the discontinued Koshkonong nuclear
plant project The write-off ordered by the PSCW reduced
1979 earnings by 30 12 a share In late 1979 the Brown
County Circuit Court found that such expenditures were
prudently made and were not to be charged to the
stockholders and, therefore, reversed and remanded the
order to the PSCW for modification The Wisconsin
Court of Appeals reversed the Circuit Court order in
December 1981 The company and other participating
utilities have filed a petition with the Wisconsin Supreme
Court to review the Court of Appeals decision

N * Supplementary Information Concerning the
Effects of Changing Prices (Unaudited)

The following supplementary information provides
certain data about the effects of changing prices in
accordance with Financial Accounting Standards Board
(FASB) requirements. This information should be viewed
as estimates of the possible effects of inflation rather
than as precise measures

Amounts adjusted for general price level represent
historical costs stated in terms of dollars of equal pur-
chasing power through use of the Consumer Price Index
for All Urban Consumers. Current cost amounts represent
changes in specific prices and differ from amounts
adjusted for general price leve! to the extent that

specific prices have increased more or less rapidly than
prices in general Current cost represents an estimated
cost of replacing existing plant and was determined by
indexing the original cost of plant by the Handy-Whitman
Index of Public Utility Construction Costs.

The provisions for depreciation stated in general price
level and current cost were determined by applying the
company’s certified depreciation rates to the average
indexed plant amounts. Fuel expense has not been
restated because rate regulation allows the recovery of
actual costs through fuel adjustment tariffs on a current
basis Income tax expense has not been adjusted because
the effects of inflation are not recognized for tax pur-
poses Other items of expense have not been restated
in accordance with FASB Statement No. 33

Statement of iIncome Adjusted for Changing Prices
vear Ended December 31 1981

Average 1981 Dollars

Adjusted Adjusted
As Reported for for
in Financial Ceneral Current
Millions of Dollars Statements Price Leve! Cost
Operating Revenues $1,152 $1,152 $1,152
Operating Expenses
Depreciation — Straight line 79 174 199
Other expenses 813 813 813
Income taxes 88 88 88
Total Operating Expenses 980 1.075 1,100
Operating Income 172 77 52
Other Income and Deductions 7 7 7
interest Charges and Preferred
Stock Dividends 189) (89) (89)

Earnings (Loss) Available
for Common Stockholders
{excluding reauction of plant
investment to net recoverable
cost) (Note) $ 9 $ (5 $ (30

e WO S G SR A AN ST T ER TR
garnings (Loss) Per Share of
Common Stock $ 439

$024  $(146)

The current cost of net utility plant at December 31, 1981 was
$£4 1 billion. The increase in the current cost of property and the
adiustment to net recoverable cost was $259 million and $38 million
in 1981

Note — Earnings (loss) after reduction of net utility plant to
net recoverabie cost would have been $(73) million in 1981
adjusted for general price level
Under the ratemaking prescribed by the regulatory
commissions to which the company IS subject, only histor-
ical cost of plant is recoverable in rates. The impact of
this ratemaking is mitigated to the extent that plant is
financed with debt which can be repaid with dollars of
reduced purchasing power



29

Selected Supplementary Financlal Data Adjusted for Effects of Changing Prices

It amoyunts are stated in auerags % jollars

T e - YU 1980 1979 1978 1977
General Price Level information
Earnings (loss) available for common stockholders* (5) 1) 14
Earnings tloss) per share of common stock* $(0.24) $(056 $074
Current Cost information
Earnings (loss) available for common stockholders® (30) 39 44)
Earnings (loss! per share of common stock* $(146) $(1.98) $(2.34)
Excess of increase in general price level over increase in current

cost of property after adjustment to net recoverable cost 43 114 112
General iInformation
Unrealized gain from decline in purchasing power of

debt and preferred stock 107 150 154
Common stock equity at year-end 668 663 695
Operating revenues 1152 1,112 1,087 1,049 1,005
Cash dividends per share of common stock $264* $274 $294 $3.08 $3.14
Market price per share of common stock at vear-end $26.37 $2346 $27.10 $34 91 $45 .56
Consumer Price Index - average for year 2724 2468 2174 1954 1815

*‘Excluding adjustment to net recoverable cost
**Actual 1981 dollars

Report of Independent Accountants

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

In our opinion, the accompanying consolidated balance sheet and statement of
capitalization and the related consolidated statements of income, retained earnings, and
changes in financial position present fairly the financial position of Wisconsin Electric
Power Company and its subsidiaries at December 31, 1981 and 1980, and the results of
their operations and the changes in their financial position for each of the three vears in
the period ended December 31, 1981, in conformity with generally accepted accounting
principles consistently applied. Qur examinations of these statements 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

=)
L s

Milwaukee, Wisconsin
January 28, 1982
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Selected Financlal Data
Thousands of dollars except for per share amounts
| A A S & AR T S S A B o Rt P R A N A S A TR
1881 1980 1979 1978 1977
Net income 105,502 82,488 82,532 71,605 68,195
Preferred stock divicend requirement (15,087) (13,520 12,368 357 (7,088
Earnings available for common stock 90,415 68,968 70,164 64,268 61,107
Earnings per share of common stock ($) 4.39 353 375 350 336
Dividends declared per share of common stock ($ 2.64 2485 2.345 2.21 209
Operating revenues
Electric 869,977 761,051 667.757 583,162 519,182
Gas 273,065 237932 191.238 161,177 143,265
Steam 9,341 8,162 8,570 8,272 7,456
Total operating revenues 1,152,388 1007145 867.565 752,611 669,903
Total assets 2,116,070 2,030,241 1,830,664 1,565,171 1,342,111
Long term debt and preferred stock
redemption required 757,631 818,905 649,227 589,576 494,257

Sales and Customers
Flectric

Megawatt-hours sold 12,792,080 17,729184 17670612 17469673 6,960,374

Customers (End of year) 812,841 806.329 795,670 782,851 765,730
(:a‘;

Therms (thousands) sold 652,17 693,675 680,759 647,743

Customers (End of year) 215,520 212,279 197,603 191,807
Steam

Pounds (millions) sold 1,924 1,941 2.188 2,552 2193

Customers ‘End of year) 549 561 585 61) 615
Quarterly Financlal Data Thousands of dollars except for per share am..nts

Three Months Ended
March June September December
1981 1980 1981 1980 1881 1980 1981 1980

Total operating

revenues $300,161 3274250 $254,190 5220088 $275,100 $248378 $322,932 $264429
Operating income 40,670 30,561 38,133 29,293 49,349 47531 44,016 31,692
Net income 21,563 18,931 20,032 18,531 34,095 30,913 29,812 14113
Earmnings per share

of common stock $0.88 $0.83 $0.80 $0.79 $1.46 $1.39 $1.24 $0.52

Because of seasnnal factors which affect the utility business and differences between summer
and winter electric rates, the quarterly resuits of operations are not directly comparable

Stockholder Hotline

If you have a question, comment or problem relating
to company securities, call our toll-free telephone hotline
Stockholders can call even when the offices are closed

Stockholder relations representatives are available to
assist you from 800 am to 4.30 pm (Central Time) every
business day If you call in the evening, on a weekend

or holiday. your call will be recorded and returned at the
time you indicate
tockholder Hotline numbers are:

In Milwaukee 277-2100
In Wisconsin 800-242-9686
Outside Wisconsin 800-558-9663
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Range of Common Stock Prices and Dividends

1980 Quarters 1981 Quarters
Furgt Secot Third Firet Second Third Fourth
— -

Fourth

2% 7% | E"ﬂf
2% B | =E
"1“6 i l,_rq_-:1
$23% | Bl | s W s
| 1 b | 23% |
2% |
20% $20%
$19 b | .

As of Dec. 31, 1981, there were 50,71 Ccmmon'Stock-
holders, based on the number of stockholder accounts

Dividend Restrictions on Common Stock
Wisconsin Electric has from time to time in issuing
its securities entered into dividend restrictions. Those
relating to various series of Bonds, in general, prohibit
cash dividends and certain other distributions on, and
certain acquisitions of, Common Stock during or after the
year of issuance of the particular series, except to the
extent of retained earnings at the beginning of each
year plus net income thereafter, as defined. A covenant
relating to the Debentures provides, in general, that if
consolidated shareholders’ equity is less than one-third
or one-quarter of consolidated capitalization, then
dividends, distributions and acquisitions of such nature
may not exceed three-quarters or one-half, respectively,
of consolidated net income available for Common Stock
for a preceding 12-month period. Similar or less restrictive
covenants relate to other outstanding securities. (These
restrictions do not currently, and it 1s not anticipated that
they will in the future, iImpair Wisconsin Electric’s ability
to maintain its consistent record of dividend payments
on its Preferred and Common Stock )

A copy of Wisconsin Electric’'s 1981 10-Year Statistical Report
IS availabie by writing the Corporate Secretary
JH Goetsch
231 W Michigan St
PO Box 2046
Milwaukee W1 53201

Stock Transfer Agents

Common Stock, Six Per Cent Preferred Stock and $100 Par Value
Serial Preferred, 3. 60% Series, 8.90% Series, 7.75% Series,
8 80% Series and 10.875% Series
Peter Sirko
231 West Michigan Street
PO Box 2046
Milwaukee, Wisconsin 53201
Common Stock and $100 Par Value Serial Preferred Stock,
8.90% Series, 7.75% Series and 8.80% Series
Manufacturers Hanover Trust Company
4 New York Plaza
New York, New York 10015

Stock Registrars

Common Stock
First Wisconsin Trust Company
777 East Wisconsin Avenue
Milwaukee, Wisconsin 53202
Manufacturers Hanover Trust Company
4 New York Plaza
New York, New York 10015

Six Per Cent Preferred Stock
M&I Marshall & lisley Bank
770 North Water Street
Milwaukee, Wisconsin 53202

$100 Par Value Serial Preferred Stock, 3 60% Series
First Wisconsin Trust Company
777 East Wisconsin Avenue
Milwaukee, Wisconsin 53202

$100 Par Value Serial Preferred Stock, 8.90% Series, 7.75% Series
and 8 B0% Series

M&I Marshall & lisley Bank

770 North Water Street

Milwaukee, Wisconsin 53202

Manufacturers Hanover Trust Company

4 New York Plaza

New York, New York 10015

$100 Par Value Serial Preferred Stock, 10 875% Series
M&I Marshall & lisley Bank
770 North Water Street
Milwaukee, Wisconsin 53202

Stock Listing and Trading

Common Stock and $100 Par Value Serial Preferred Stock,
8.90% Series and 7 75% Series are listed and traded on the
New York Stock Exchange

The Company’s trading symbol on the New York Stock Ex-
change 1s WPC

Six Per Cent Preferred Stock and $100 Par Value Serial
Preferred Stock, 3 60% Series and 8.80% Series are traded on an
over-the-counter basis

$100 Par Value Serial Preferred Stock, 10.875% Series was
sold through a private placement and is not registered for
public trading
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WISCONSIN ELECTRIC
POWER COMPANY

Financial Statements
for the Year 1981




REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and
the Stockholders of
WISCONSTIN ELECTRIC POWER COMPANY

In our opinion, the accompanying balance sheet and statement of
capitalization an? the related statements of income, retained earnings,
undistributed subsidiar, earnings, and changes in financial position present
fairly the financial positic.. of Wisconsin Electric Power Company (parent
company only) at December 31, 1981 and 1980, and the results of its operations
and the changes in its financial position for each of the three years in the
period ended December 31, 1981, in conformity with generally accepted
accounting principles consistently applied., Our examinations of these
statements 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.

£ ltt .

PRICE WATERHOUSE

Milwaukee, Wisconsin

January 28, 1982



WISCONSIN ELECTRIC POWER COMPANY
INCOME STATEMENT
Year Ended December 31

1981 1980 1979
(Thousands of Dollars)
Operating Revenues
Electric $87°’1% $76g-)263§ *665,%3
Steam 1 1 ”51370
- Total Cperating Revenues s W ’
Operating Expenses
Fuel (Notes A and G) 257’163 216)615 180,757
Purchased power 30,509 63,203 67,863
Other operation expenses (Note B) 152,103 140,054 117,706
Maintenance 82,366 73,851 63,858
Taxes other than income taxes 40,602 31,807 30,996
Depreciation (Note C)
Straight line 70,799 61,538 53,158
Deferred income taxes (Note D) 28,061 21,04k 15,914
Federal income tax (Note D) 31,558 (243) 7,788
Investment tax cr?dit ad,;usments - net (Note D) 14,453 30,728 22,822
State income tax (Note D 8,991 2,115 02
Total Operating Expenses -ﬁg:% m _SW:BBE
Operating Income 162,842 128,682 105,645
Other Income and Deductions
Fquity in earnings of subsidiaries 3,898 5,328 7,998
Interest income 9,998 4,852 2,885
Allowance for other funds used during
construction (Note E) 3,155 2,330 75535
Discount on purchase ot bonds for sinking fund 750 575 479
Miscellaneous - net (875) (770) (288)
Federal income tax (Note D) (h,o6h; (1,901) (1,266)
State income tax (Note D) $T2§ S%h) (208)
Total Other Income and Deductions p X 4
Income Before Interest Charges 174,935 141,782 122,780
Interest Charges
Long term debt 62,388 49,289 37,829
Allowance for borrowed funds used during
construction (Note E) (3,557) (8,338) (6,165)
Other 10,602 5 8,584
Total Interest Charges 69,433 59, 50,248
Net Income il§'502 § 8211088 i 82|22

The notes on pages 9 through 15 are an integral part of the financial statements.
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WISCONSIN ELECTRIC POWER COMPANY

RETAINED EARNINGS STATEMENT

Year Ended December 31

1961 1980 1979
(Thousands of Dollars)
Balance, January 1 $2L8 649 $228,247 $201,84Y4
Additions
Net income 105,502 82,488 82,532
Equity in earnings of subsidiaries (3,858) (5,328) (7,998)

Dividends received from subsidiaries

2588 52175 7,935
T e e

Deduc tions
Uividends - cash
Preferred stock 15,087 13,294 12,178
Common stock - $2.64, $2.485 and & o b i
$2.345 per share 4,175 2469 3
69,262 61,763 55,962
Cost of issuing capital stock 21 170 104
69,283 61,933 56,066
palance, December 31 2282‘52 §2h8l6’+9 228,247
STATEMENT OF UNDISTRIBUTED SUBSIDIARY EARNINGS
Year Ended December 31
19681 1980 1979
(Thousands of Dollars)
Balance, January 1 $23,394 $23,241 $23,178
Equity in earnings of subsidiaries 3,858 5,328 7,99
Dividends received from subsidiaries (2,588) (5,175) (7,935)
Balance, December 31 i2h1661& §22‘§2 522‘2341

The notes on pages 9 through 15 are an integral part of the financial statements.



WISCONSIN ELECTRIC POWER COMPANY

STATEMENT OF CHANGES IN FINANCIAL POSITION

Year Ended December 31

Financial Resources Provided
Operations
Net income
Depreciation - straight line
- deferred income taxes
Accumulated deferred investment tax credits
Nuclear fuel expense
Amortization of precertificatian expenditures
Undistributed subsidiary earnings
Allowance for funds used during construction
Total from operations

Common stock

Preferred stock

Long term debt

Sale of nuclear fuel

Release of construction funds held bty trustees

Normalization of income taxes - precertification
expendi tures

Short term borrowings

Contributions in aid of construction

Deferred charges and other

Financial Resources Used

Construction expenditures

Nuclear fuel

Dividends

Additional investment in subsidiaries

Retirement of long term debt

Reduction of short term borrowings

Construction funds held by trustees

Increase (decrease)in working capital (other
than short termm borrowings and long term debt
due currently)

Increase (Decrease)in Components of Working Capital
Cash and temporary cash investments
Accounts receivable and accrued utility revenues

Fossil fuel
Notes receivable from subsidiaries

Accounts payable and accrued liabilities
Other

%

1981 1980 1979
(Thousands of Dollars)
$105,502 ¢ 82,488 § 82,532
70,799 61,538 53,158
28,061 21,0uL 15,914
12,008 26,232 22,893
7,573 8,431 12,767
8,358 5,906 -
(1,270) (153) (63)
56,§12) 13,668) (13,700)

’ 19 L] b
25,260 21,767 14,864

- 2k ,906 .

- lh8;970 759525
23,042 66,501 .
2,578 20,633 10,695
(4,141) 9,939 -

- - 110,300
4,882 1,756 1,817
(8,860) 7,130 2,754

$267,080 $493,420 $389,Ls6
$141,558 $277,861 $239,479
32,813 31,260 37,362
69,262 61,763 55,962
15,000 - -
3,556 13,112 9,400
55,061 59,260 -
. ; 23,447
_(50,170) 50,16k 23,806

£267l080 £h2§‘h20

$ 41,772 $(10,970) § 5,84

$369,u456

9,289 8,931 10,673
§16,h00) 40,603 12,807
25,893) 9,400 2,136
(95,100) (6,815) (16,119)
(3,838) 9,015 8,468

$(50,170) $ 50,164 $ 23,806

The notes on pages 9 through 15 are an integral part of the financial stetements.



WISCONSIN ELECTRIC POWER COMPANY

BALANCE SHEET
DECEMBER 31
ASSETS

1981 1980
(Thousands of Dollars)

Utility Plant
Electric $2, llh lt35 $2,027,080

Steam 18, g 18111;3
zgéig;i ) 2(0 5’9&

Accumlated provision for depreciation 22 751,945)
33 1,293, 2La

Construction work in progress 264,489 216,034

Nuclear fuel (Note A) h6,¥6 ’46,333

Other Property and Investments

Nonutility property 3,823 3,426
Accumulated provision for depreciation (1,006) (633)
Net nonutility property 2,017 2,793
Investment in subsidiary companies (Note G) 66,172 hglgo_o
Total Other Property and Investments (3] , B0 52,693
Construction Funds Held by Trustees 1,694 4,272

Current Assets
Cash 5,086 1,364
Temporary cash investments 38,450 Loo
Accounts receivable (Note F) 43,324 48,148
Acerued utility revenues 67,800 53,682
Accounts receivable from subsidiary companies (Note G) - 5
Notes receivable from subsidiary companies (Note G) 3,211 29,104
Fossil fuel (at average cost) 83,329 99,729
Materials and supplies (at average cost) 38,312 41,696
Prepayments and other assets 5,420 5,874
Total Current Assets 284,932 280,002

Deferred Charges and Other Assets 33,955 21,832

21121‘152 $1,914, 614

The notes on pages 9 through 15 are an integral part of the financial tatements.
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WISCONSIN ELECTRIC POWER COMPANY

BALANCE SHEET
DECEMBEER 31
LIABILITIES

1981 1980

(Thousands of Dollars)

Capitalization (See Capitalization Statement)

Common Stock Equity (Note H) $ 690,186 ¢ 628,707
Preferred Stock - Redemption Not Required (Note I) 160,451 160,451
Preferred Stock - Redemption Required (Note J) 25,000 25,000
Long Term Debt (Note K) 689, 320 750,410

Total Capitalization » ’ 1,56k, 568

Current Liabilities

Long term debt due currently (Note K) 59,119 2,137
Notes payable to banks (Note L) 14,983 14,983
Commercial paper (Note L) - 55,061
Accounts payable 62,202 55,118
Accounts payable to subsidiary companies (Note G) 580 250
Payroll and vacation accrued 12,096 9,940
Taxes accrued - income and other 66,082 22,817
Interest accrued 18,082 15,927
Customer deposits 1,566 1,633
Other 5,884

5,707
Total Current Liabilities 555,§95 183,573

Deferred Credits and Other Liabilities

Accumulated deferred investment tax credits 107,694 95,686
Nuclear fuel costs acerued 30,578 29,369
Unamortized accrued utility revenues 13,662 16,395
Other 5,230 8,089
Total Deferred Credits and Other Liabilities 157,16k IE§,539
Contributions in Aid of Construction 21,816 16,934

Commitments and Contingencies (Note M)

LFL5 P

The notes on pages 9 through 15 are an integral part of the financial statements.
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COMMON STOCK EOUITY (Note
Common Stock ($10 par va
: 21,154,973
Praomium on Capital Stock
Retained Earnings
Undistributed Subsidiary
Total Common Stock

WISCONSIN ELECTRIC POWER COMPANY
CAPITALIZATION STATEMENT

DECEMBER 31

H)
lue; authorized 41,000,000 shares; issued
and 20,067,779 shares)

Earnings
Equity

PREFERRED STOCK - Cumulative

Six Per Cent. Preferred

Serial Preferred Stock -
Serial Preferred Stock -
3.60% Series - 260,000
8.90% Series ~ 400,000
7.75% Series - 300,000
§.80% Series - 600,000
Total Preferred St

Stock - $100 par value; authorized 45,000 shares;
44,508 shares issued

$25 par value; authorized 5,000,00C shares; unissued
$100 par value; authorized 2,360,000 shares

shares issued

shares issued

shares issued

shares issued
ock - Redemption Not Required (Note I)

10.875% Series - 250,000 shares issued, redeemable at par
Total Preferred Stock - Redemption Required (Note J)

LONG TERM DEBT (Note K)
First Mortgage Bonds

Series Due
Wisconsin Electric Power Company
3-1/4% 1982
10.20% 1982
3-1/8% 1984
3-7/8% 1986
13~3/4% 1986
11.40% 1987
4-1/8% 1988
5 Al 1990
5~7/8% 1996
6~-T7/8% 1997
6-7/8% 1998
6.10% 1999-2008
6.25% 1999-2008
T=1/4% 1999
8-3/8% 1999
€.45% 2004
B=3/4% 2006
6.45% 2006
6.50% 2007-2009
8-7/8% 2008
Former Wisconsin Michigan Power Company (merged with company in 1977)
3-5/8% 1981
3-1/6% 1984
4-3/4% 1991
4-1/2% 1993
5-7/8% 1996
6-1/2% 1997
6-5/8% 1998
8-1/2% 1999
Debentures

{Unsecured)
Wisconsin zlnet:{c Power Company - 7% Series due 1993
Unamortized Discount - net
Long Term Debt Due Currently
Total Long Term Debt
Total Capitalization

The notes on pages 9 through 15 are an integral part of the financial statements.
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1981

1980

(Thousands of Dollars)

$ 211,550 $ 200,678
170,374 155,986
283,598 248,649
24,664 23,394
690,186 628,707

4,451 4,451
26,000 26,000
40,000 40,000
30,000 30,000
60,000 60,000

160,451 160,451
25,000 25,000
25,000 25,000

9,119 9,220
50,000 50,000
15,065 15,275
21,420 21,778
80,000 80,000
70,000 70,000
22,426 22,789
26,701 26,756
28,014 28,041
37,907 37,959
33,698 33,771
25,000 25,000

1,000 1,000
38,986 38,988
39,550 39,552
12,000 12,000
60,000 60,000

4,000 4,000
10,000 10,000
80,000 80,000

- 2,137

2,112 2,112

3,620 3,623

5,049 5,049

9,241 9,251
11,512 11,539

9,832 9,877
11,756 11,772

718,008 721,489

31,942 32,767
(1,511) (1,709)
(59,119) (2,137)

689,320 750,410
$1,564,957 51,564,568



WISCONSIN ELECTRIC POWER COMPANY
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

General

02 accounting records of the company and its utility subsidiary are kept
as prescribed by the Federal Energy Regulatory Commission, modified for require-
ments of the Public Service Commission of Wisconsin (PSCW). The company owns
all of the common stock of Wisconsin Natural Gas Company (Wisconsin Natural) and
Badger Service Company. The company carries its investments in subsidiaries in
accordance with the equity method of accounting.

Revenues

Meters are read and accounts are billed monthly. Since January 1, 1977
utility revenues have been recognized on the accrual basis and include estimated
amounts for service rendered but not billed. Accrued utility revenue of $32
million at December 31, 1976 is being recorded as revenue in equal amounts over
a ten year period as prescribed by the PSCW.

Fuel
The cost of fossil and nuclear fuel is expensed in the period consumed.

Nuclear fuel expense includes an estimate for offsite storage of spent
nuclear fuel after removal from the reactor. No salvage value is recognized for
gpant nuclear fuel., The accounting for nuclear fuel follows the ratemaking
treatment for such costs.

Progertz

Electric utility property is recorded at original cost, and steam utility
and nonutility propertv is recorded at cost. Additions to utility property and
gignificant replacements are charged to utility plant at cost. Cost includes
material, labor and allowance for funds used during construction (see Note E).
Replacements of minor items of property are charged to maintenance expense,

The cost of depreciable property, together with removal cost less salvage, is
charged to accumulated provision for depreciation when property is retired.

Income Taxes

Deferred incame tax accounting is practiced in respect to significant
timing differences. 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 ense

Long term debt premium or discount and expense of issuance are amortized
by the straight line method over the lives of the debt issues. Unanmortized

amounts pertaining to debt reacquired for sinking fund purposes are written off
currently.
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A - Rental Expense

Total rental expense was $33,116,000 in 1981, $27,828,000 in 1980 and
$16,550,000 in 1979. This includes charges of $30,442,000 in 1981, $25,551,000
in 1980 and $15,000,000 in 1979 for the portion of nuclear fuel which was leased.

During 1980 the company entered into a new nuclear fuel leasing arrangement
with Wisconasin Electric Fuel Trust and placed $66,501,000 of nuclear fuel there-
under. The lease provides the company with lower financing costs as compared to
the prior lease which has been phased out, The new lease as described below is
accounted for in a manner similar to that for the prior lease. The lease on any
bateh of fuel terminates upon removal from the reactor or covers a period up to a
maximm of 60 months. The company has agreed to pay the lessor for the unamor-
tized cost of nuclear fuel in the event the lease is terminated which can be done
by the company on five days' notice. Rental payments are made quarterly based on
the burn-up rate of the fuel plus the lessor's cost of commercial paper, the cost
of a back-up line of bank credit and a management fee. The company is obligated
to pay additional rental in an amount sufficient to enable the lessor to repay
maturing commercial paper of the lessor in connection with the lease transaction
if the lessor is unable to meet those obligations out of the proceeds of normal
rental payments and other borrowings.

The nuclear fuel leases have been treated as operating leases in the finan-
cial statements and by the PSCW in determining revenue requirements. The value
of the leased fuel is not included in the company's rate base. Had the leases
been accounted for as capital leases, expenses before income taxes and indeter-
minate effects of corresponding ratemaking treatment would have been increased
$3,787,000 in 1981 and $1,857,000 in 1980 and decreased $599,000 in 1979, and an
asset and corresponding liability equal to the unamortized cost of the leased
nuclear fuel would have been recorded at December 31 in the amount of $53,2L41,000
in 1981 and $55,568,000 in 1980.

B - Pension Plans

Several noncontributory pension plans cover all eligible employes. Normal
employe pension cost is accrued and funded currently. Unfunded prior service
liability is amortized over periods from ten to thirty years. Pension expense
was $10,383,000 in 1981, $8,120,000 in 1980 and $6,767,000 in 1979.

A comparison of accumulated plan benefits and plan net assets available
for benefits is shown below.

December 31

1981 1980
(Thousands of Dollars)

Actuarial present value of accumulated plan

benefits:
Vested benefits $124,568 $110,324
Nonvested benefits 7,059 5,201
£+ 4 R 5
§l3l‘627 §115‘525
Net plan assets 125,295 120,020

The weighted average rate of return used in determining the actuarial pres-
ent value of accumulated plan benefits was 7.0%.

- 10 -
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C - Depreciation

Depreciation expense is accrued at straight line rates certified by the
PSCW. Depreclation rates include estimates of salvage and plant removal costs.
Wuclear plant.depreciation rates provide for an amount to cover estimated plant
decommissioning costs.

Additional depreciation is accrued in accordance with the PSCW requirements,
which 1s equal to the tax effects of timing differences related to property and

nuclear fuel including principally the use for tax purposes of accelerated depre-
ciation methods (see Note D).

Straight line depreciation as a percent of average depreciable utility
plant was 3.6% in 1981, 3.5% in 1980 and 3.7% in 1979.

D - Income Tax Expense

Below is a summary of income tax expense and a reconciliation of total in-
come tax expense with the tax expected at the federal statutory rate,

1981 1980 1979
(Thousands of Dollars)
Current tax expense $ 45,342 $ L4,087 $ 15,288
Investment tax credit adjustments -
net 4,453 30,728 26,822

Deferred taxes charged to

depreciation expense 28,061 21,0LY4 15,914
rotad tax cxpense i o R
Income before income taxes 2192‘23 §1£'3h7 211&0:556

Expected tax at federal statutory

rate $ 88,945 $ 63,640 $ 64,656
Allowance for funds used during

construction (3,088) (6,287) (6,302)
Equity in earnings of subsidiaries (1,775) (2,451) (3,679)
State income tax net of federal tax

reduction 7,476 4,508 4,588
Investment tax credit restored (4,698) (3,733) (2,820)

Other (no item over 5% of expected

tax) 182 1,581
S Rp— o s e

The aggregate amount of deferred income taxes included in the accumulated
provision for depreciation at December 31 was $188,879,000 in 1981 and
$154,164,000 1in 1980,
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E - Allowance for Funds Used During Construction (AFDC)

AFDC ig included in utility plant accounts and represents the cost of bor-
rowed funds used during plant construction and a rate of return on stockholders'
capital used for construction purposes. On the income statement the cost of bor-
rowed funds (before income taxes) is a reduction of interest expense and the
return on stockholders' capital is an item of noncash other income.

The company has been limited by the PSCW to capitalizing AFDC only on con-
struction work in progress exceeding 10% of its net investment rate base.
Hevenues granted by the PSCW in rate orders include the equivalent of a return
on investment in construction work in progréss below this limit. AFDC was
capitalized in 1981, 1980 and 1979 at a rate of 7% approved by the PSCW.

F - Accounts Receivable

Accounts receivable are shown on the balance sheet after deducting an accu-
mulated provision for doubtful accounts in the amount of $1,428,000 for 1981 and
$1,134,000 for 1980, Uncollectible account write-offs net of recoveries were
$2,865,000 in 1981, $2,244,000 in 1980 and $1,852,000 in 1979.

G - Transactions with Subsidiary Companies

In December 1961 the company contributed capital of $15,000,000 to Wisconsin
Natural; this amount is classified as an investment in subsidiary companies,

The company renders managerial, financial, accounting, legal, data proces-
sing and other services to Wisconsin Natural, which in turn renders to the company
certain accounting and other services., These services are billed at cost by the
respective companies. The company also purchased gas in the amount of $11,85k%,000
in 1981, $21,558,000 in 1980 and $24,554,000 in 1979 from Wisconsin Natural for
electric generation at rates approved by the PSCW. To take advantage of the
company's access to short term funds at a lower cost than that available to
Wisconsin Natural, the company makes loans to the subsidiary at an interest rate
approximating the cost to the company.

H - Common “tock and Premium on Capital Stock

Under the Automatic Dividend Reinvestment and Stock Purchase Plan, sales of
common stock were 833,605 shares in 1981, 727,076 shares in 1980 and 426,901
shares in 1979. Proceeds from the sales were $19,199,000 in 1981, $15,551,000
in 1980 and $10,173,000 in 1979. Sales of common stock under the Tax Reduction
Act Stock Ownership Plan (TRASOP) were 248,589 shares in 1981, 254,983 shares
in 1980 and 185,072 shares in 1979. Proceeds from the TRASOP sales were
$(-,06l,000 in l%l’ $6)21'b’000 in 1%0 and $h;6919000 in 1979. The increase
in premium on capital stock is the excess of the proceeds from sales over the
$10 par value of the common stock sold.

e 12 «



e e

I - Preferred Stock - Redemption Not Required

The Serial Preferred Stock is redeemable in whole or in part at the option
of the company at the following redemption prices plus any accrued dividends.

Series Redemption Price Per Share

3.60% $101

8.90% $104 to December 1, 1985 and $101 thereafter

7.75% $10k to November 1, 1986 and $101 thereafter

8.804 $108.80 to Jaruary 1, 1984; $105.87 to January, 1989;

$102.94 to January 1, 1994 and $101 thereafter

J_-_Preferred Stock - Redemption Required

In 1960 the company issued 250,000 shares of Serial Preferred Stock,
10.875% Series. The redemption at $100 par value of 6,250 shares is required
annually on each September 1, from 1990 through 2009, with redemption of the
remaining shares required on September 1, 201C. In addition to the mandatory
redemption, the company may at its option redeem the stock at $110.50 to
September 1, 1992 and at declining amounts thereafter to $100 after September 1,
2009, In the event of default in the payment of dividends or in the mandatory
redemytion requirements, no dividends or other distribution shall be declared on
Junior stock. In addition, no dividends shall be declared on any preferred stock
clags and series except ratably on all preferred shares according to their
regspective dividend rates.

K - Lon&_Tcm Debt

The maturities and sinking fund requirements through 1986 for the aggregate
amount >f long temm debt outstanding at December 31, 1981 are shown below. Of

the annual sinking fund requirements, $3,690,000 may be satisfied by certifying
additional mortgaged property.

Maturities Sinking Fund

1982 $59,119,000  § 5,845,000
1983 - 5,720,000
1984 16,733,000 32,387,000
1985 - 55,490,000
1986 20,636,000 55,189,000

Future sinking fund requirements have been anticipated by advance purchases
of bonds to the extent of $2,458,000 and certification of property in the amount
of §$3,690,000. Sinking fund requirements for 1982 have been satisfied.

Substantially all utility plant and nonutility property is subject to the
lien of the applicable mortgage.
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L - Notes Payable and Commercial Paper

Unused lines of credit for short term borrowing amounted to $10k,350,000
at December 31, 1981. In support of various informal lines of credit from
banks, the company has agreed to maintain unrestricted compensating balances.
With the exception of funds required for daily operations, the cash balance shown
on the balance sheet at December 31, 1981 as well as $350,000 of non-interest
bearing certificates of deposit included in temperary cash investments represent
compensating balances.

M - Commitments and Contingencies

Construction expenditures for 1982 through 1986 are estimated to be $863
million. Estimated construction expenditures for this five year period
include $112 million for completion of the 580-megawatt Unit 2 coal-fired
generating station at the Pleasant Prairie Power Plant and $47 million for the 254,
share in the 380-megawatt Edgewate Unit 5 coal-fired generating station which
is being constructed by Wisconsin Power and Light Company. At December 31,
19681 construction work in progress includes $28,409,000 of company-financed
expenditures relating to Edgewater Unit 5.

In January 1982 the PSCW issued a final electric service rate order for the
year 1982 to provide additional revenue of $63,109,000. The order also directed
the company immediately to write off $5,000,000 of its investment in Pleasant
Prairie Power Plant Unit 1, representing certain additional construction costs
incurred to place Unit 1 in operation by June 30, 1980. The PSCW deemed this
expenditure imprudently incurred and also directed a refund to customers of
approximately $900,000 of revenues held subject to refund pending determination
of the prudence of certain Unit 1 construction costs., The PSCW found that the
coste of construction of Pleasant Prairie Unit 1 were otherwise prudently in-
curred and that the remaining portion of the annual revenue requirement of
$16,573,000 attributable to such costs was no longer subject to refund. Manage-
ment believes the additional construction costs incurred were prudent and should
be recognized for rate-making purposes. The PSCW has denied a request by the
company for a rehearing on this matter. Th:: company intends to seek Judicial
review of this matter and, accordingly, the $5,000,000 write-off has not been
reflected in the 1981 financial statements, and no refund to customers has been
planned,

The Wisconsin Court of Appeals has upheld the PSCW's 1979 rate order
providing for the inclusion of nuclear fuel costs in the company's automatic
fuel adjustment tariff and the collection of monies to cover future decommission-
ing costs for Point Beach Nuclear Plant. This decision reverses an earlier
Circuit Court decision which had resulted in the PSCW establishing a limitation
on the amount of nuclear fuel costs which could be recovered through the fuel
adjustment tariff. In light of the Court of Appeals decision, the PSCW has
removed this limitation. The Wisconsin Supreme Court has declined a petition
of an intervening party to review the Court of Appeals decision.
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In 1979 the company wrote off its share ($2.3 million after income tax
effect) of certain capitalized expenditures related to the discontinued
Koshkonong nuclear plant project. The write-off ordered by the PSCW reduced
1979 earnings by $0.12 a share. In late 1979 the Brown County Circuit Court
found that such expenditures were prudently made and were not to be charged
to the stockholders and, therefore, reversed and remanded the order to the
PSCW for modification. The Wisconsin Court of Appeals reversed the Circuit
Court order in December 1981. The company and other participating utilities
have filed a petition with the Wisconsin Supreme Court to review the Court of
Appeals decision.
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