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Investing in Community
ensures a good quality of
life and sustains growth.
(See page 8)

Investing in Innovation
improves efficiency and
stimulates economic growth.
(See page 10)

Madison Gas and Electric Company

MGE is an investor-owned public utility headquartered
in Madison, WI. The company generates, transmits
and distributes electricity to more than 126,000

customers in a 250-square-mile area of Dane County.

MGE also transports and distributes natural gas to
nearly 114,000 customers in 1,325 square miles of
service territory in seven counties. MGE has served
the Madison area since 1896.

> WWw.mge.com
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Madison Gas and Electric Company

Year at a Glance

(in thousands, except per-share amounts)

Operating Revenues
Net Income

Total Assets (year-end)

Electric Sales (kwh)
Gas Deliveries (therms)
Basic and Diluted

Earnings Per Share
Dividends Paid Per Share
Book Value Per Share
Closing Stock Price (Dec. 31)
Return on Common

Stock Equity
Dividend Payout Ratio

2000
$ 324,108
$ 27,355
$ 571,604
3,268,077
213,829

1.67
1.32
12.05
22.625

5 B o P

14.1%
79%

Investing for Growth

Earnings Growth
Earnings Per Share

$1.67

$1.49
$1.36

1990 1995 2000

@ This report is printed on recycled paper

1999
$ 274,034
$ 23,746
$ 495,510
3,224,040
196,478

1.48
1.31
11.49
20.125

& o5 B H

12.9%
88%

Change

18.3%
15.2%

15.4%

1.4%
8.8%

12.8%
0.8%
4.9%

12.4%

9.3%
(10.2%)

2000‘Hikgh|ights

Dividend Growth
Dividends Paid Per Share

$1.26

$1.15

1990

$1.32

2000
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Investing for Growth. MGE fuels economic
growth and builds shareholder value by investing in
reliability, customers, communities and innovation.

Record Earnings. MGE produced record
earnings of $1.67 per share in 2000, up nearly 13% over
1999 (see below). We achieved outstanding results by:

* Investing in new electric and natural gas facilities that
provide reliable service for customers ~ and earned
a return of $1.5 million’ (after tax) for investors.

* Saving $1.1 million (after tax) on pension costs due
to strong performance of our plan assets.

¢ Improving efficiency and controlling costs at
existing facilities.

¢ Purchasing natural gas below the benchmark set
by state regulators, which saved customers money
and achieved a performance-based return of
$0.7 million (after tax) for our investors.

Earnings Per Share
$1.67

1.48
$1.38 ;

1998 1999 2000

Dividend Achiever. MGE is one of only 320
companies in the nation that raised dividends each
year over the last decade, according to the 2000
Handbook of Dividend Achievers. More than 10,000
companies actively traded in the United States were
evaluated to identify the dividend achievers.

Your board of directors increased the quarterly
dividend paid on MGE common stock to 33.08¢ per
share. MGE has increased dividends for 21 consecutive
years and paid cash dividends each year since 1909.

The PSCW approved a higher rate of return on
equity (12.9%) starting Jan. 1, 2001. This will help
maintain MGE’s financial integrity and strong credit
rating — and ensure a fair return for our investors.

Vibrant Economy. Diversified, steady growth
distinguishes our service area as one of the strongest
economies in the nation. Significant projects under
way or planned in the near future include: 1) nearly
$500 million of new facilities in downtown Madison
and 2) more than $590 million in new construction at
the University of Wisconsin-Madison. MGE installed a
new gas pipeline to meet this unprecedented growth.

Electric Reliability. MGE is a vocal advocate
for building the infrastructure needed to meet
consumers’ needs. We are taking action to avoid the
rolling blackouts and high electric prices that have
plagued California.

In June 2000, MGE energized an 83-megawatt (MW)
gasfired power plant. This new unit helped ensure we
had ample capacity — even when customer demand

reached a record peak of 664 MW on Aug. 31, 2000.

MGE signed long-term contracts to buy 100 MW
of electricity starting in 2002 and another 75 MW of
power starting in 2004. We are also working with the
State of Wisconsin and the University of Wisconsin-
Madison on plans for a $170 million cogeneration
plant on campus. Environmental groups praised our
plan to build one of the cleanest, most efficient
power plants in the state.

The PSCW approved a rate increase for 2001 that allows
us to continue investing in electric reliability for
customers and strengthening our gas delivery system.

Transmission Assets. MGE is one of many utilities
that transferred transmission facilities to the American
Transmission Co. (ATC) effective Jan. 1, 2001. In return,
MGE has an equity interest in the ATC. This allows
our investors to continue earning a return on trans-
mission assets. The ATC oversees transmission lines
across the state to ensure fair access to the system at
fair prices. It also offers growth potential that would
not have been possible for each individual utility.
Under MGE’s leadership, Wisconsin passed ground-
breaking legislation that led to creation of the ATC.
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Natural Gas. Our area experienced its second-
coldest December in recent history, resulting in higher
gas prices and higher customer demand for natural
gas. We did not profit from the unusually high gas
prices. However, the higher volume of gas delivered
to customers contributed to our bottom line.

Environmental Leader. MGE is one of the first
Wisconsin companies to participate in a voluntary
Environmental Cooperation Program with the state’s
Department of Natural Resources (DNR). This gives
us flexibility as we work with the DNR to maintain
superior environmental performance at the Blount
Generating Station in Madison.

Our wind energy program received national recognition
for exceeding environmental and consumer protection
standards — and achieving the highest percentage of
customer participation of any utility in the nation.

Strategic Investments. We committed $500,000
to more than double the size of the MGE Innovation
Center at the University Research Park in Madison.
High-tech and biotech entrepreneurs are ready to lease
space when the new facility opens in spring 2001.

MGE provides seed capital for new technology firms
that show great potential for growth and profits. Two
biotech firms — that we helped get started — achieved
new milestones in 2000:

e Third Wave Technologies added 65,000 square feet
to its Madison headquarters. The company issued
its initial public offering in February 2001.

e PanVera Corp. built its 52,000-square-foot head-
quarters and announced it will continue growing
here after a San Diego-based biotech firm acquires
it in 2001.

MGE’s strategic investments help grow our economy —
and support future earnings growth for our investors.

Directors and Officers. During the past year, your
board of directors elected Donna K. Sollenberger,
president and CEO of the University of Wisconsin
Hospitals and Clinics, to our board. The board also
elected Terry A. Hanson to vice president and chief
financial officer; Scott A. Neitzel to vice president -

INNOVATION
CENTER

David C. Mebane
Chairman

Gary J. Wolter
President and CEO

business development and fuels; and Jeffrey C.
Newman to vice president and treasurer.

Sustaining Growth. MGE invests in reliability,
customers, communities and innovation to sustain a
robust economy and grow earnings for our loyal
investors. Thank you for your confidence in MGE.

Ohod( W, fos

David C. Mebane
Chairman

A s

Gary J. Wolter
President and Chief Executive Officer




Investing in Reliability

MGE’s 83-megawatt |

gas-fired power plant was

ready in_fune 2000 to

help meet customers’ electric

needs during peak times.

MGE Manager of Gas Systems Engineering Steve Stehling (kneeling) and MGE Working

Foreman Dave Peterson (standing) inspect a new natural gas main. It boosts capacity for

rapid growth in downtown Madison and on the University of Wisconsin campus.
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GROWING Economy

MGE serves one of the most vibrant economies in the nation. A diverse mix of
businesses and manufacturing in Dane County — combined with government
and education — provides a virtually recession-proof economy. Dane County
added more than 59,000 people over the past decade, making it one of the

fastest-growing areas in Wisconsin.

INSTALLING New Generation

Since 1997, MGE has invested more than $141 million in assets that meet
customers’ electric needs, improve reliability and earn a return for investors.
New electric assets include: 1) a 17-turbine wind energy farm, 2) backup
generators at more than 40 customers’ sites and 3) an 83-megawatt (MW)

gas-fired power plant brought on line in June 2000.

MGE proposes building a cogeneration plant on the University of Wisconsin-
Madison campus. The 90- to 100-MW unit is scheduled for completion by 2004.
MGE and the university plan to operate the plant jointly. The campus will
gain steam heat and cooling capacity that is critical for its long-term building
plan. MGE customers will benefit from more electric generation in the heart

of its service area.

ADDING Natural Gas Capacity

MGE recently completed its largest gas construction project in Madison in

20 years. A new 3.7-mile gas main supports growth in Madison’s downtown and
university campus areas. Crews also installed a new gas main across Interstate
90/94. It improves reliability for businesses and homes on Madison’s far east
side. Since 1997, MGE has invested nearly $23 million in natural gas projects

to meet growing demand and improve reliability.

MGE experienced exceptional growth in new residential gas services for its third
consecutive year. In 2000, new residential gas installations were 10% higher than

1999 and up nearly 24% compared to 1998.

MGE Engineer Juli Wagner
checks a neighborhood

transformer as a silicone
solution is pumped through
underground electric lines.
This new technology helps
protect the lines from moisture,
improving reliability for up

to 20 more years.




| | |Investing in Customers

An MGE Shared Savings loan helped
Pat Mackesey (vight), president of Badgerland

Meat & Provisions, install energy-efficient

refrigeration equipment and expand production.

SAVING Energy and Cutting Costs

MGE offers energy-saving advice to help businesses improve
efficiency, cut costs and increase comfort. Since 1993, more than
180 firms - ranging from small restaurants to large manufacturing
plants — have invested more than $13 million in improvements
using MGE's Shared Savings loans. The loans are paid back through
energy savings. High-efficiency equipment financed through this

program has saved an estimated 1.2 million therms of natural gas

and nearly 6.7 million kilowatt-hours of electricity since 1993.

PREPARING Workers for Manufacturing -

MGE teamed up with key partners to promote career opportunities in manu-

facturing — and create a pool of skilled workers for Dane County firms. MGE
and eight Dane County manufacturers helped launch the Manufacturing
Advanced Pre-employment Skills (MAPS) program. These firms offer a wide
range of manufacturing jobs — from plastics molding at Placon Corporation

to food production at Oscar Mayer and printing at Webcrafters.

MAPS offers intensive training that focuses on skills needed in manufacturing
today. Students also tour participating firms to see which type of work they
would prefer. Businesses can reduce costly turnover by hiring students who
complete the MAPS training. MGE helps manufacturers stay competitive and

grow to sustain a diverse, healthy economy.




MGOE.

LT

| AN ! ! i
4 ’ ’ ‘..n\ .‘.vl, lf"‘ .
- \ WL

.\ AR .

i

Below: Lalollette High
School’s Building Trades
Teacher Steve Munson
(front left) helps students
build an energy-efficient
home that was made
possible with funding and
expertise from MGE.

Placon Corporation TEACHING Energy-Efficient Construction —J
Manufacturing Manager . . . s .

LaFollette High School students gained hands-on experience building a high-
Joanne Reinhold (lefl) and efficiency home — thanks to an MGE initiative and $200,000 in seed money.
Machine Operator Saksay MGE will recover its investment when the house is sold. Any gain from the sale
Sonekiao (ight), discuss the will be used for a building trades scholarship at Madison Area Technical College.
skills workers need with This innovative program promotes energy efficiency and helps increase the
MGE Economic Development skilled-trades labor pool in MGE’s growing communities.

Director Phyllis Wilhelm.




Investing in Community

Wadison Gas and Electric
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Above: MGE Lineman Troy Shawback hangs a banner
at the starting line of the Crazylegs Classic in Madison.
More than 11,800 participants raised money for the

University of Wisconsin's athletic department in 2000.

Courtesy of Empire Photography
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STRENGTHENING Communities

MGE cares about the people and communities it serves. MGE’s tradition of giving

time and money helps strengthen communities and support a growing economy.

* Since 1985, the MGE Energy Fund has helped thousands of needy families
pay their heating bills each year. MGE, employees and customers donated
more than $125,000 to the Energy Fund last year.

¢ MGE received a Partnership Award from the American Red Cross for long-
standing support of the agency’s programs.

¢ United Way presented MGE and its unions with a Top Ten in Total Giving Award
for donating nearly $157,000 from the company, its employees and retirees.

* Since 1976, MGE’s Felber Scholarship Program has awarded more than $975,000
to students.

MGE also supports the Salvation Army, Second Harvest Foodbank of Southern
Wisconsin and many other agencies that deliver vital services and provide a

critical safety net in the community.

Below: MGE President and CEQ

Gary Wolter co-chaired Project
Home’s 10th Annual Celebrity

MAKING Time for Others

MGE takes time to make people’s lives a
Paint-A-Thon in Dane County.

little better. Last year:

* MGE volunteers fed the hungry, picked
up litter along highways, painted homes
and raised money for the March of
Dimes and other worthy causes.

¢ Employees used MGE trucks to hang
banners for special events and string
lights to brighten the holidays.

Above: MGE employees

Paula Tomashek, senior
* MGE reserved a helicopter for the Make-
A-Wish Foundation so a three-year-old
boy could visit his hometown before a
education coordinatoy bone marrow transplant.

grill food for a Salvation

tax analyst, and fim

Jenson, community

Army dinner.




Investing in Innovation
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TESTING Photovoltaic Panels

After launching a successful wind-power program in 1999, MGE looked to the
sun for renewable energy. Photovoltaic panels were installed at two locations,
including the Dane County Arena (above). Electricity produced at these sites
feeds directly into MGE’s grid. Sixteen panels on the Arena can produce enough
power for two homes, depending on the sunlight. More test sites will be added

in 2001. MGE has a waiting list of customers who want to buy “green” power.

STIMULATING High-Tech Business Growth

The MGE Innovation Center has nurtured more than 40 technology firms
since 1989. Two of those firms built corporate headquarters in the University
Research Park in Madison last year: 1) PanVera Corp., a biotechnology firm,
invested $6.3 million in a 52,000-square-foot facility and 2) Tetrionics, Inc.,

a pharmaceutical firm, built a $4 million, 26,000-square-foot facility. MGE
committed $500,000 for a 50,000-square-foot addition to the Innovation Center.

It will open in spring 2001.

MGE also helped create a $30 million venture capital fund that will provide
early-stage financing for technology firms. The flourishing technology sector
added about $3.5 billion to Dane County’s economy in 2000 — and contributes

to steady growth in MGE’s gas and electric sales.
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UPGRADING Blount —
A $5.2 million upgrade at Blount

Generating Station in Madison
reduces environmental impacts and

improves efficiency. The changes:

¢ Control runoff.

¢ Decrease coal dust and fly
ash particles in the air.

® Modernize equipment to
improve efficiency.

The most visible change is a
34-foot-high wall that helps
control wind turbulence in
the coal yard. It also improves
the plant’s appearance in this

downtown neighborhood.

A

Alfalight Project Engineer Eric Stiers inspects
a high-power diode laser that will allow
fiber-optic lines to handle more data at faster
speeds. MGE invested in this firm when it
graduated from the MGE Innovation Center
into a 20,000-square-foot manufacturing

plant in Madison.

11



The management of Madison Gas and Electric Company
(MGE) is responsible for preparing and presenting the
financial information in this Annual Report. The following
financial statements have been prepared in accordance
with generally accepted accounting principles consistently
applied. They reflect management’s best estimates and
informed judgments, as required.

To fulfill these responsibilities, management has developed
and maintains a comprehensive system of internal operating,
accounting and financial controls. These controls provide
reasonable assurance that MGE’s assets are safeguarded,
transactions are properly recorded and the resulting financial
statements are reliable. An internal audit function helps
management monitor the effectiveness of these controls.

The Report of Independent Accountants on the financial
statements by PricewaterhouseCoopers LLP appears below.
The responsibility of the independent accountants is limited
to the audit of the financial statements presented and the
expression of an opinion as to their fairness.

The Board of Directors oversees MGE’s financial situation
through its monthly review of operations and financial
condition and its selection of the independent accountants.

Report of Independent Accountants

Responsibility for Financial Statements

mahe.

The Audit Committee is comprised of all Board members who
are not MGE employees or officers. The Audit Committee
meets periodically with the independent accountants and
MGE’s internal audit manager to review accounting, auditing
and financial matters and in executive session without
management present. Pertinent items discussed at the
meetings are reviewed with the full Board of Directors.

Ay S

Gary J. Wolter
President and Chief Executive Officer

/r,u%d* H ansans

Terry A. Hanson
Vice President and Chief Financial Officer

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

In our opinion, the accompanying consolidated balance
sheets and statements of capitalization and the related
consolidated statements of income, common equity

and cash flows present fairly, in all material respects, the
financial position of Madison Gas and Electric Company
and subsidiaries (the Company) at December 31, 2000
and 1999, and the results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2000, which appear on pages 20 through
35, in conformity with accounting principles generally
accepted in the United States of America. 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 audits. We
conducted our audits of these statements in accordance
with auditing standards generally accepted in the
United States of America, 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 a 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 overall financial statement presentation.
We believe that our audits provide a reasonable basis
for our opinion.

Prevsosttoue £y g 70

Philadelphia, Pennsylvania
February 7, 2001




\ General

The following discussion and analysis provides information
which management believes is relevant to an assessment and
understanding of Madison Gas and Electric Company’s
(MGE) consolidated results of operations and financial
condition. This discussion should be read in conjunction
with the consolidated financial statements and notes.

This report, and certain other MGE public documents,
contain forward-looking statements that reflect management’s
current assumptions and estimates of future performance
and economic conditions — especially as they relate to future
revenues, expenses, financial resources and regulatory matters.
These forward-looking statements are made pursuant to the
Safe Harbor provisions of the Private Securities Litigation
Reform Act of 1995. MGE cautions investors that forward-
looking statements are subject to known and unknown
risks and uncertainties that may cause MGE’s actual results
to differ materially from those projected, expressed or
implied. Some of those risks and uncertainties include:

¢ Fconomic and market conditions in MGE’s
service territory;

¢ Magnitude and timing of capital expenditures;

* Regulatory environment (including restructuring
the electric utility industry in Wisconsin); and

* Availability and cost of power supplies.

\ Results of Operations

Earnings Overview

In 2000, MGE produced record earnings of $27.4 million, or
$1.67 per share. Electric operating income was up $5.9 million
due to increased sales and new generating facilities that earn
a return for investors. An 8.8% increase in total gas deliveries
added $1.7 million to gas operating income. Two other
factors contributed significantly to higher net income:

1) performance-based natural gas incentives, which added
$0.7 million (after tax) and 2) pension costs, which were
down $1.1 million (after tax) due to strong performance

in MGE’s plan assets.

Earnings Per Share
$1.67

$1.48
$1.38

1998 1999 2000

Management’s Discussion and Analysis of Financial Condition and Results of Operations

maée.

In 1999, MGE produced earnings of $23.7 million, or $1.48
per share. Revenues and net operating income were up
nearly 10% in 1999 versus 1998, due to: 1) a 5.1% electric
rate increase effective in January and 2) an increase in gas
margin due to higher deliveries in 1999.

In 1998, MGE achieved earnings of $22.2 million, or $1.38
per share, despite one of the warmest heating seasons on
record. MGE minimized the impact of weather on earnings
by: 1) controlling costs, 2) selling its remaining assets in
National Energy Management, L.L.C. (NEM) and 3) imple-
menting risk management strategies to limit the loss of gas
revenue due to abnormally warm weather.

Electric Sales and Revenues
Electric retail sales increased 2.5% for the 12 months ending
Dec. 31, 2000, despite cooler-than-normal summer temperatures.

Electric revenues increased $17.2 million, or 9.3%,
primarily due to:

¢ A 5.5% electric rate increase effective Jan. 1, 2000,
combined with customer growth and greater use per
customer ($14.5 million), (See Footnote No. 7 — Rate
Maiters); and

e Increased revenues associated with MGE’s new electric
generating assets: an 83-megawatt (MW) natural gas-fired
combustion turbine ($2.5 million) and wind energy and
customer backup generation ($0.7 million).

In 1999, MGE had a fourth quarter electric fuel surcharge
(described below), which was not in effect for 2000.

Electric Sales %
(Megawatt Hours) 2000 1999 Change
Residential.........c.cceee. 780,446 770,153 1.3
Commercial.....c..cceceee. 1,677,165 1,524,641 3.4
Industrial ....cccooeeireeinne 319,394 315,238 1.3
Other. e 307,263 301,147 2.0
Total Retail.............. 2,084,268 2,911,179 2.5
Resale — Utilities........... 283,809 312,861 (9.3)
Total Sales....ccccoeuenee 3,268,077 3,224,040 1.4

In 1999, electric retail sales increased 2.1% and sales for resale
rose 306.9%. The sharp rise in sales for resale occurred
when MGE started selling 30 MW of firm capacity to
Wisconsin Public Power Inc. in March 1999 (See Footnote
No. 9 — Commitments).

Electric revenues in 1999 increased $16.4 million, or 9.7%,
primarily due to:
* A 5.1% electric rate increase effective in January 1999,

combined with customer growth and greater use per
customer ($12.8 million);

e A 3.6% interim electric fuel surcharge in effect during
the fourth quarter ($1.8 million), (See Footnote No. 7 -
Rate Matters); and

* Higher sales for resale compared to 1998.

13




Gas Sales and Revenues

In 2000, total retail gas therms delivered by MGE rose 12.1%.
Extremely cold December weather drove up total heating
degree days 6.8% (the number of degrees that the mean daily
temperature is below 65 degrees Fahrenheit) compared to 1999.
The Madison area experienced its second-coldest December
in recent history, with an average temperature of 11.4 degrees
Fahrenheit for the month. This resulted in higher customer
demand for natural gas. The higher volume of gas delivered
to customers contributed to our bottom line. We did not
profit from unusually high gas prices. The Public Service
Commission of Wisconsin (PSCW) requires utilities to pass
along to customers the price paid for gas — whether it goes
up or down.

Gas revenues were up $32.9 million, or 37.3%, in 2000 due to:
1) increased deliveries, 2) higher gas costs that were passed
on to customers through the Purchased Gas Adjustment

Clause (PGA) and 3) an increase of $1.2 million in other gas
revenues from MGE’s gas cost incentive mechanism (GCIM).
The table below shows total gas deliveries by customer class.

Therms Delivered 9%
(In thousands) 2000 1999 Change
Residential............ccee.ee. 90,446 81,219 114
Commercial
and Industrial................ 78,190 69,246 12.9
Total Retail System..... 168,636 150,465 12.1
Transport.......cceeceviennnns 45,193 46,013 (1.8)
Total Gas Deliveries... 213,829 196,478 8.8

In 1999, total retail gas therms delivered by MGE rose 4.9%
over the prior year. Total heating degree days were up
10.4% compared to 1998. Gas revenues were up $7.9 million,
or 9.8%, in 1999 due to: 1) increased deliveries and 2) higher
gas costs that were passed on to customers through the PGA.

Electric Fuel and Purchased Power Costs

During 2000, fuel costs for electric generation rose $4.0 million,
or 12.2%. MGE customers set a record for peak demand
(664 MW) on Aug. 31.

The Kewaunee Nuclear Power Plant (Kewaunee) was out of
service for scheduled maintenance and refueling for approx-
imately six weeks in 2000. To meet customer demand during
this time, MGE relied on other generating units with higher
fuel costs. MGE also had new generating assets come on line
in 2000, which in turn contributed to higher fuel costs.

Electric Margin
in millions
$147.9

81977 S131.4

1998 1999 2000
14

Management’s Discussion and Analysis of Financial Condition and Results of Operations

Purchased power costs decreased $3.2 million, or 14.6%, in
2000. This was primarily because MGE added new generation
in 2000 (previously described) and the company relied more on
purchased power in 1999 during unexpected outages at the
coalfired Columbia Energy Center (Columbia).

Electric margins (revenues less fuel and purchased power expenses)
were up $16.5 million, or 12.6%, due to: 1) a 5.5% electric
rate increase and growth in retail sales stemming from an
increase in customers and usage per customer ($14.5 million)
and 2) revenue from a new generating asset, which went into
service in June ($3.5 million). Some of the increase in the
electric margin was partially offset by increased operations
and maintenance expenses related to the Kewaunee outage.

In 1999, purchased power costs increased $12.6 million,

or 130.7%, from the prior year. MGE paid more for purchased
power when Columbia was out of service and during summer
peak demand. Electric margins were up $3.7 million, or
2.9%, due to the electric rate increases previously described
and higher sales for resale,

Natural Gas Costs

In 2000, natural gas costs rose $28.1 million, or 56.9%, due
to a 12.1% increase in retail sales and significantly higher
wellhead prices. Natural gas prices (cost/therm) increased more
than 60.0% in 2000 compared to 1999. These higher gas
costs were passed on to MGE customers through the PGA.
Gas margins (revenues less gas purchased) increased $4.8 million,
or 12.3%, in 2000 primarily as a result of: 1) higher retail
deliveries, 2) a $1.0 million gain for recovering certain
regulatory gas assets and 3) a $1.2 million increase in other
gas revenues related to MGE’s GCIM.

In 1999, natural gas costs increased $3.9 million, or 8.7%,
because retail deliveries were up 4.9%. Gas margins rose
$4.0 million, or 11.4%, in 1999. Contributing factors included:
1) a rise in retail deliveries and 2) a 0.7% rate increase
effective in January 1999.

Gas Margin

in millions

$347 3387 $43.5

111

1998 1999 2000

Other Operating Expenses

Electric: In 2000, electric operating expense rose $2.9 million,
or 6.1%, primarily due to higher: 1) operating cost at
Kewaunee ($0.9 million), 2) expense for outside services
($0.8 million) and 3) transmission wheeling cost for purchased
power ($0.7 million). Several transmission contracts covered
a full year in 2000 compared to a partial year in 1999.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

In 1999, electric operating expense increased $2.3 million,
or 4.9%, primarily due to payroll and benefits of $1.3 million
and transmission wheeling expenses of $1.0 million.

Gas: In 2000, gas operating expense rose $1.3 million, or 7.0%,
due to higher distribution costs and other general expenses.

In 1999, gas operating expense rose approximately $0.9 million,
or 5.5%, due to higher administrative and general expenses.

Maintenance Expense — Electric: In 2000, electric mainte-
nance expense rose $5.2 million, or 44.1%, due to costs
related to the Kewaunee outage ($3.0 million), additional
maintenance at Blount ($0. 2 million), one of MGE’s combus-
tion turbines ($0.5 million) and Columbia ($0.2 million).

In 1999, electric maintenance expense was down $1.8 million,
or 13.6%, primarily because of lower costs at Kewaunee.
Kewaunee completed 1999 with 100.0% availability.

Depreciation: In 2000, depreciation expense decreased
slightly. Certain utility plant assets became fully depreciated
in 2000, offsetting the impact on depreciation of utility
plant additions.

In 1999, depreciation expense increased $2.0 million, or
5.9%. Electric depreciation expense totaling $1.7 million
resulted from increased plant additions and decommissioning
depreciation expense.

Other General Taxes: The increase ($0.9 mulfion, or 9.4 %,
over 1999) in other general taxes reflects a higher utility
license fee tax, which is based on operating revenues.

Income Taxes: Effective income tax rates were generally
consistent over the three-year period. Increases in income
tax provision ($3.1 million and $1.5 million in 2000 and 1999,
respectively) are due to progressively higher operating income.

Interest Expense: In 2000, total interest increased $2.1
million, or 17.3%. Compared to 1999, MGE had higher
levels of short-term debt and the interest on $35.0 million
in new long-term debt ($20.0 million issued on May 4, 2000,
and $15.0 million issued on Sept. 20, 2000).

In 1999, interest on long-term debt increased $1.3 million,
or 12.4%. In September 1998, MGE issued $30.0 million in
unsecured debt, which was outstanding throughout 1999.

Other Nonoperating Items

In 2000, other income decreased $1.9 million, or 64.5%.
MGE donated $1.8 million to the MGE Foundation and the
MGE Innovation Center. These donations provide substantial
benefits to the community and MGE’s service territory. In
1999, there was a gain in other income related to MGE’s
gas marketing subsidiaries (See Footnote No. 8 — Gas Marketing
Subsidiaries) that was not experienced in 2000, This also
contributed to the decrease in other income. Earnings on
the decommissioning fund were up $0.4 million in 2000.

In 1999, MGE wrote off $0.5 million in a related acquisition
adjustment for a gas division. These two items helped offset
some of the decrease in 2000.

In 1999, MGE earned $3.1 million on its decommissioning
trust. These earnings are included in other income and
depreciation expense. MGE also resolved certain contingencies
in the amount of $1.0 million (after tax) related to its gas
marketing subsidiaries. In 1996, MGE wrote down its invest-
ment in both gas marketing subsidiaries Great Lakes Energy
Corp. (GLENCO) and American Energy Management, Inc.
(AEM), to reflect its current value. These outstanding
contingencies included: 1) expired lighting warranties and
outstanding accounts payable for AEM and 2) one-time
benefits on some outstanding legal and tax issues for
GLENCO and AEM.

In 1998, MGE sold its remaining assets in NEM for $1.8 million.
NEM was formed in January 1997 as a joint venture between
MGE’s gas marketing subsidiaries and National Gas and
Electric L.P. Earnings on the decommissioning trusts totaled
$1.8 million in 1998. This amount is included in other income
and depreciation expense.

2000 Revenue Distribution

Taxes, Interest
& Other 12%

O&M

Dividends &
Reinvested
Income 8%

Depreciation
11%

Purchased Fuel - Eleéfric Generation
Gas 24% & Purchased Power 17%
Year 2000

MGE did not experience any latent Year 2000 issues — and
does not expect any further expenditures,

Electric and Gas Operations Outlook

MGE anticipates electric and gas sales will grow at a com-
pounded rate of 1.0% to 2.0% through December 2005. MGE
expects to maintain a competitive advantage because of its:

* Vibrant service territory, which is well-insulated
against economic downturns.

¢ Competitive distribution costs, low percentage of industrial
customers and lower risk of stranded investments.

* Size and agility, which allow employees to respond quickly
and offer more flexibility as customers’ needs change.
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MGE will sell its ownership interest (17.8%) in Kewaunee
in the fall of 2001. This will help eliminate the risk of future
stranded investment. The capacity lost from Kewaunee will
be replaced with purchased power contracts.

The PSCW currently regulates MGE for both its electric
and gas operations. The PSCW has focused on improving
the infrastructure needed in Wisconsin to provide reliable
service to consumers. MGE invests in new facilities to meet
its customers’ needs and advocates statewide solutions that
will keep pace with the growing demand for energy.

MGE and the University of Wisconsin (UW) propose building
a $170.0 million natural gasfired cogeneration plant to help
meet future needs of the UW and MGE customers. This
facility will produce steam heat and chilled-water air condi-
tioning for the UW and up to 100 MW of electricity to help
meet growing customer demand in the Madison area. MGE
will own the electric-generating portion of the plant. MGE
and the UW plan to jointly operate and maintain the plant.
The unit is expected to start operating in 2004.

MGE has secured an option to own a portion of the coal-
fired base load generation included in Wisconsin Energy
Corp’’s (WEC) modified “Power the Future” proposal. The
proposal includes three 600-MW coal-fired units of new
generation. MGE’s option secures ownership of 50 MW
in each unit for a total of 150 MW. If WEC’s proposal is
approved and MGE exercises its option, MGE's expected
investment over the next 10 years would range from
$150.0 million — $175.0 million.

| Kewaunee Nuclear Power Plant

Management’s Discussion and Analysis of Financial Condition and Results of Operations

Kewaunee is jointly owned by MGE, Wisconsin Public Service
Corp. (WPSC) and Alliant Energy Corp. Kewaunee has been
operated since 1974 by WPSC. The plant’s license will expire
in 2013.

On April 7, 1998, WPSC received state regulatory approval to
replace two steam generators at Kewaunee. The replacement
work, which will take approximately 60 days, is scheduled for
fall 2001. The project will cost approximately $120.0 million.
MGE will not be responsible for any portion of this cost
due to a change in ownership described below.

On Sept. 29, 1998, MGE finalized an agreement to sell its
share of Kewaunee to WPSC. MGE is expected to transfer its
ownership interest in Kewaunee in the fall of 2001. MGE
will receive a cash payment from WPSC for Kewaunee upon
closing (date plant shuts down for steam generator replacement).

The payment will be comprised of MGE’s share of Kewaunee’s
book value (currently $8.9 million) plus the book value of other
assets related to Kewaunee. MGE believes it can secure electric
capacity and energy more cost-effectively from other sources
and eliminate the risk of future stranded costs. On May 18,
2000, MGE and WPSC received state regulatory approval to
transfer MGE’s ownership share in Kewaunee to WPSC,

subject to the terms of the agreement described above.

MGE has an option under the sale agreement to buy electric
capacity and energy (up to 90 MW) at a fixed price from
WPSC for two years after the sale closes.

As part of the sale agreement, MGE’s decommissioning
liability and the related trust fund assets are assumed by
WPSC at closing. In exchange for this assumption, MGE is
required to continue funding the decommissioning trusts
through 2002. MGE expects to fully recover its decommis-
sioning costs for Kewaunee in future rates.

On April 22, 2000, Kewaunee shut down for its scheduled
spring refueling outage. The plant had operated continuously
(511 days) since startup after the 1998 refueling outage. On
June 2, 2000, the plant returned to service from its planned
maintenance and refueling outage. Inspection of the plant’s
two steam generators showed that tubes repaired in previous
outages were holding up well. A major overhaul was also
performed on the main electrical generator. The next
shutdown for refueling and maintenance is scheduled for
fall 2001. Kewaunee ended 2000 with 206 days of continuous
operation since startup from the last refueling outage.

The Kewaunee co-owners have requested approval from
state regulators to defer all anticipated operating and capital
costs related to the replacement of the steam generators of
Kewaunee in 2001. In addition, MGE is negotiating with the
co-owners to share only the costs required to keep Kewaunee
on line until the steam generator replacement starts.

[ Liquidity and Capital Resources

Cash Provided by Operating Activities

In 2000, cash provided by operating activities decreased
$12.6 million, or 20.8%, compared to last year. This is primarily
due to a $24.5 million increase in current assets (excluding
cash and cash equivalents) compared to 1999. Record-high gas
costs forced average utility bills up about 40.0% during the last
quarter of 2000. Higher accounts receivable ($10.2 million)
and unbilled revenues ($14. 7 million) contributed to the
increase in MGE’s current assets. Current liabilities increased
$9.6 million in 2000 compared to 1999, somewhat offsetting
the increase in current assets.




In 1999, cash provided by operating activities decreased
$10.2 million, or 14.5%, primarily due to a decrease in
net working capital.

Capital Requirements and Investing Activities

In 2000, MGE’s cash used for investing activities increased
$23.0 million, or 37.2%, due to increased plant additions of
$22.6 million (mostly related to purchasing the 83-MW gas-fired
combustion turbine previously described).

MGE’s liquidity is primarily affected by its construction
requirements. Capital expenditures in 2000 totaled
$73.6 million, which included: 1) purchasing an 83-MW
natural gas-fired combustion turbine ($31.3 million), which
started operating in June, 2) MGE-owned customer backup
generators ($5.1 million), 3) a gas pipeline expansion project
($2.1 million), 4) improvements at MGE’s Blount Generating
Station (Blount) ($1.2 million) and 5) nitrogen oxide (NOy)
emissions equipment at the jointly owned Columbia plant
($2.5 million). The remaining capital expenditures were
related to normal system upgrades.

It is anticipated 2001 capital expenditures will be $44.6 million,
which will include improvements at the Blount plant.
These improvements comply with new legislation or help
maintain the reliability of MGE’s system.

Capital expenditures for the years 2002 through 2005 will
average an estimated $45.0 million per year (including the
UW cogeneration project previously described). The table below
shows capital expenditures and nuclear fuel estimates

for 2001, actuals for 2000 and the three-year average for
1997 to 1999.

\Capital Expenditures (Including Nuclear Fuel)
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MGE used internally generated funds and short-term debt
to satisfy most of its capital requirements. For larger capital
investments, MGE issued additional long-term debt and
common stock.

In 1999, MGE’s cash used for investing activities increased
$21.0 million, or 51.5%, also due to new plant additions.
MGE's capital requirements in 1999 included $13.0 million
for a wind project, $10.0 million in distributed generation
and $3.0 million for improvements at Blount.

Financing Activities and Capitalization Matters

In 2000, cash provided by financing activities increased
$43.2 million from 1999. MGE had several large capital
investments in 2000, which required the issuance of
long-term debt ($35.0 million) and short-term debt
($28.3 million). MGE raised $9.0 million through the
issuance of common stock for its Dividend Reinvestment
and Direct Stock Purchase Plan (Plan).

In 1999, cash used for financing activities decreased
$20.8 million, or 84.6%. MGE added short-term debt totaling
$15.8 million. In December 1999, MGE started issuing

new shares of common stock for the Plan to improve cash
flow and capitalization ratios.

MGE’s First Mortgage Bonds are currently rated Aa2 by
Moody’s Investors Service, Inc. (Moody’s) and AA by
Standard & Poor’s Corp. (S&P). MGE’s Medium-Term
Notes are rated Aa3 by Moody’s and AA- by S&P. MGE'’s
dealer-issued commercial paper carries the highest ratings
assigned by Moody’s and S&P.

Annual Average
For the years ended December 31: 2001 Estimated 2000 1997 — 1999
(In thousands)
Electric )
ProducCtion ......ccvvevveeeveveeeeireeereereenseeconas $13,328 29.9% $46,325 62.9% $14,135 36.7%
TransmiSSION . ..ccocverreeeereeiieeeeeeiireneeeeenns — — 2,868 3.9 2,229 5.8
Distribution and General .........ccccooenieees 16,759 37.5 12,506 17.0 10,095 26.2
Nuclear Fuel ...ccovvvvivviviciinvieeeiireceneecens 2616 5.9 2,640 3.6 1,544 4.0
Total EIECLIAC cuveeeivrreeecieeerneerreivesiianes 32,703 73.3 64,339 87.4 28,003 72.7
GHAS e eeeeeeee e ee et st ene 9,176 20.6 7,669 10.4 7,734 20.1
COIMUTION c.vvieieeiveeeneiereveeeeneaeressseeeeresssesssasss 2,721 6.1 1,598 2.2 2,761 7.2
TOUAl et rne et $ 44,600 100.0% $73,606 100.0% $38,498 100.0%




[ Business and Regulatory Environment

American Transmission Company LLC (ATC)

Based on a commitment made in June 2000, MGE transferred
to ATC on Jan. 1, 2001, its electric transmission facilities with
a net book value of $43.6 million. ATC is a joint venture
authorized by Reliability 2000 legislation in Wisconsin (1999
Wis. Act 9) to independently own and operate the transmission
system in Wisconsin. ATC provides equal and fair access to
Wisconsin'’s transmission system to all joint-venture partners.
All of Wisconsin’s investor-owned utilities have contributed
their transmission facilities to ATC. In addition, several
Wisconsin municipal utilities, retail electric cooperatives and
power supply agencies are participating by contributing
cash and/or transferring transmission assets.

In exchange for its transmission plant and related regulatory
deferred taxes and deferred investment tax credits, MGE
received an approximate 6.0% interest in ATC. In 2001,
each member of the ATC will be subject to an independent
audit of its contributed transmission assets in order to finalize
initial ownership interests.

MGE will account for its investment in ATC on the equity
method of accounting.

ATC is regulated by the Federal Energy Regulatory Com-
mission (FERC). MGE expects to receive a return on its
investment in ATC approximately equal to the return it
would have earned by retaining its transmission facilities.

In 2001, MGE started paying a network service fee for
using the ATC transmission system. MGE’s transmission
assets will be recovered in rates for 2001 and 2002, since
the impact of joining ATC was unknown at the time MGE’s
rates were set. However, the difference between the revenue
requirement associated with the contributed transmission
assets and the network service fees payable to the ATC will
be deferred subject to regulatory treatment.

Industry Restructuring in Wisconsin

Wisconsin has focused on building the infrastructure needed
to provide reliable electric service to customers. State regulators
realize a competitive market won’t work if there is a supply
shortage. The PSCW will decide when it is appropriate for
retail competition to proceed in the electric industry. MGE
cannot predict what impact future PSCW actions may have on
its future financial condition, cash flows and results of opera-
tions. However, MGE believes it is well-positioned to compete.

Restructuring the electric industry could affect MGE’s
ability to continue establishing certain regulatory asset
and liability amounts allowed under Financial Accounting
Standard (FAS) No. 71, “Accounting for the Effects of
Certain Types of Regulation.” MGE is unable to predict

Management’s Discussion and Analysis of Financial Condition and Results of Operations

whether any adjustments to regulatory assets and liabilities
will occur in the future. However, the PSCW recognizes
the need to allow recovery for commitments made under
prior regulation.

Gas Cost Incentive Mechanism (GCIM)

Under MGE’s GCIM, if actual gas commodity costs are above
or below a benchmark set by the PSCW, then MGE’s gas sales
service customers and shareholders share equally in any
increased costs or savings up to $1.5 million. Any costs or
savings that exceed $1.5 million will be passed on to gas
sales service customers. The PSCW allows MGE to resell gas
pipeline capacity reserved to meet peak demands, but not
needed every day to serve customers. Revenues from capacity
release that exceed or fall short of PSCW targeted levels are
shared equally. In 2000, MGE shareholders gained approxi-
mately $0.9 million in gas commodity incentives and $0.3
million in capacity release incentives over 1999.

New Accounting Pronouncements

In June 2000, the Financial Accounting Standards Board
(FASB) issued FAS No. 138 “Accounting for Certain Derivative
Instruments and Certain Hedging Activities, An Amendment
of FAS No. 133.” This standard includes several amendments
to FAS No. 133 and is effective for all fiscal years beginning
after June 15, 2000. MGE adopted FAS No. 133 and FAS
No. 138 as of Jan. 1, 2001.

The new standard requires that all derivative instruments
be reported on the balance sheet at their fair values.
Special accounting for qualifying hedges allows a derivative’s
gains and losses to offset related results on the hedged
item in the income statement. It also requires MGE to
tormally document, designate and assess the effectiveness
of transactions that receive hedge accounting. For derivative
instruments classified as fairvalue hedges, the changes in the
fair value of the derivative instrument will be offset on the
income statement by the changes in the fair value of the
hedged item. For derivative instruments classified as cash-
value hedges, the effective portion of the hedge is reported
in other comprehensive income undl it is cleared to earnings.
The ineffective portion of all hedges would be recognized
through current earnings. For derivative instruments not
classified as a hedge, the change in the fair value of the
derivative will be recorded each period in current earnings.

MGE adopted FAS No. 133 on Jan. 1, 2001. There was no
material effect on net income from adopting this new
standard or making the transition adjustment.

The determination of the impact of FAS No. 133 is based
on current interpretations of this statement, including
interpretations of the Derivatives Implementation Group
of the FASB. Final guidance, when issued, may affect
MGE’s implementation of FAS No. 133.



In September 2000, the FASB issued FAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, a Replacement of FASB
Statement No. 125.” FAS No. 140 revises the standards for
accounting for securitizations and other transfers of financial
assets and collateral and requires certain disclosures, but
it carries over most of FAS No. 125’s provisions without
reconsideration. The standard provides accounting and
reporting standards for transfers and servicing of financial
assets and extinguishments of liabilities. Those standards are
based on consistent application of a financial-components
approach that focuses on control. The standard is effective
for transfers and servicing of financial assets and extinguish-
ments of liabilities occurring after March 31, 2001, and should
be applied prospectively. At Dec. 31, 2000, MGE did not
anticipate entering into any transactions that would be
subject to FAS No. 140.

| Inflation
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The current financial statements report operating results in
terms of historical cost, but they do not evaluate the impact
of inflation. Since utilities can depreciate only the historical
cost of utility plant, there may not be adequate cash flows
from existing plant to replace this investment. Under PSCW
rate treatment, projected operating costs — including the
impacts of inflation — are recovered in revenues.

| Environmental Issues

On Jan. 1, 2000, Phase II of the 1990 Federal Clean Air Act
amendments took effect, setting new emission limits for sulfur
dioxides and NO,. MGE’s generating units were modified
well in advance to meet year 2000 NO,, requirements. Early
modifications at Blount allow MGE to postpone meeting
more stringent NO,, requirements at this plant until 2007

On Oct. 27, 1998, the Environmental Protection Agency
(EPA) issued final rules requiring more NO, emission
reductions from utilities located in southern Wisconsin.
However, a successful legal challenge resulted in excluding
Wisconsin from this rule and returning the issue to the
EPA on March 3, 2000, for further action. On Jan. 8, 2001,
former EPA Administrator Carol Browner signed a proposed
rule that would exclude Wisconsin (and MGE) from further
NO,, emission reductions required by the original rule. The
proposed rule must still be finalized. If it is determined that
Wisconsin is subject to the original rule, MGE will likely
need to evaluate emission control options to bring the

mcie.

Blount plant into compliance. These controls would likely
increase capital, operating and maintenance expenses.

On Dec. 14, 2000, the EPA announced it would create rules
to limit the amount of mercury emitted by coal and oil-fired
electric-steam generating facilities. EPA plans to have the
proposed rules published no later than Dec. 15, 2003, and
final regulations published no later than Dec. 15, 2004.
The Wisconsin Department of Natural Resources (DNR) is
also evaluating its rules to limit mercury emissions from
coal-fired boilers. If either of these regulations are issued, they
may require MGE to evaluate emission control options for
its Blount facility in order to comply. These controls would
likely increase capital, operating and maintenance expenses.

MGE is one of the first Wisconsin companies to participate
in a voluntary Environmental Cooperation Program with
the DNR. This gives MGE flexibility as it works with the
DNR to maintain superior environmental performance

at the Blount plant.

In December 2000, Columbia (in which MGE has an ownership
interest) received a Request for Information from the EPA to
evaluate compliance with the Clean Air Act. Alliant Energy,
the plant operator, submitted a response to the EPA on

approximately Jan. 15, 2001. Management does not believe
this will have a significant impact on the financial statements.

MGE is listed as a potentially responsible party for two sites
that the EPA has placed on the national priorities Superfund
list: 1) the Refuse Hideaway Landfill in Middleton, Wisconsin,
where MGE disposed of fly ash sludge and general office
waste from 1980 to 1984 and 2) the Lenz Oil site in Lemont,
Illinois, which was used for storing and processing waste
oil for several years. These sites require cleanup under the
Comprehensive Environmental Response, Compensation and
Liability Act (CERCLA). A group of companies is currently
negotiating with the EPA on the cleanup of these two sites.

MGE, a potentially responsible party, is also negotiating with
the City of Madison for cleanup costs at the Demetral Landfill.
MGE used this site for coal ash disposal from 1954-1959.

Management believes its share of the final cleanup costs for
all sites will not result in any materially adverse effects on MGE’s
operations, cash flows or financial position. Insurance may
cover a portion of the cleanup costs. Management believes
that the cleanup costs not covered by insurance will be
recovered in current and future rates. MGE estimates its
future expense to clean up these sites could range from
$250,000 to $550,000. At Dec. 31, 2000, MGE accrued a
$250,000 liability on its balance sheet for this matter.
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For the years ended December 31
(In thousands, except per-share amounts)

Operating Revenues
ELOCITIC  ctutt ittt e et et e s s et e e e et ae e ranns

Operating Expenses

Fuel for electric generation ..............cocoviiiiiiiiiiceeeer e
PUrchased POWET ..ottt s e
Natural gas purchased ..........c.ocioiiiiionnice e
Other OPETALIONS. ...cuicieiiiiieiie ettt b b s s e
MAINEETIATICE o1 ovtvitetie ittt aa b ss
Depreciation and amortization.........cccccoievieeninoninneieneieneesse e
Other General tAXES ..ottt
INCOME TAX PLOVISION ..cviviiviritiiicicecec ettt ettt et tebenees

Total Operating EXPenses...........cccccucereiereniiniientiert et sssee s

Net Operating INCOME ..ot

AFUDC ~ equity fUnds......ccoooviviiiiiiiiiiiiccnnieccresceeree e
Other INICOMIE, MET.uiiiuiiiiieiieciie ettt e ee e e e st e e et e e reeeasreeereseesenseas

Interest Expense
Interest on long-term debt.......cooocooiiiniiiii e
OTNET INEETESE. 1vieitiieiieeetie ettt ettt et ae et e eateeeer e e e eeeeee e e s sateseseeeesaeens

Earnings Per Share of Common Stock (basic and diluted).......cccooveevrevverereeenn.
Average Shares Oustanding

The accompanying notes are an integral part of the above statements.
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Consolidated Statements of Income
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2000 1999 1998
$203,176  $185,955  $169,563
120,932 88,079 80,189
324,108 274,034 249,752
36,338 32,388 32,289
18,963 22,198 9,624
77,482 49,395 45,458
72,015 67,471 64,231
18,532 13,304 15,167
35,081 35,154 33,185
10,180 9,306 9,263
15,416 12,268 10,723
284,007 241,484 219,940
40,101 32,550 29,812
343 302 122
1,040 2,933 3,151
41,484 35,785 33,085
12,622 11,500 10,234
1,683 694 687
(176) (155) (66)
14,129 12,039 10,855
$ 27,355  § 23,746  $ 22,230
$ 167 $ 148 § 1.38
16,382 16,084 16,080




For the years ended December 31
(In thousands)

Operating Activities

N O ITECOINIC o eeeereerereerereereeemremterastssertnrnssnsasassanssssmsasesseeeeeanemesstorsmmsmmnmnsmnts

Items not affecting cash:

Depreciation and amoOrtization. . ... oo
Deferred INCOME LAKES . uurrrnereririerenirrareesaererereereeiarierseiererinranisrssirrnrens
Amortization of nuclear fuel ...,
Amortization of investment tax credits. ...t
AFUDC = @QUILY «.ooviieienieierietitereiniesis et
OTET LLEITIS 1 eveviiiieeeiereerererrereeaeessesnberrereeseseesesisbantasantesesiesessabsnrrranaaaans

Changes in working capital, excluding cash equivalents,
sinking funds, maturities and short-term debt:

(Increase)/decrease in CUITEIIL ASSELS...voruriireuranimranienicennie s
Increase in current liabilities ......coocvvviveeiererioriiciii i
Other NONCUITETIE TLEINIS, TIE T .uvviurrereeinrerieraneraraereraeeereereceesiorsrimmrnmnrmnisies
Cash Provided by Operating ACtivities.......c.ccovnieiiniininnnnnn.

Investing Activities

Additions to utility plant and nuclear fuel..........cocoeiiin
AFUDC — borrowed funds.........ooviiieiiininincccnn i
Increase in nuclear decommissioning fund ...

Cash Used for Investing ACtivities.......ccocivivniinnninis

Financing Activities

Issuance of cOMMON SLOCK .....uuveirirciiiiiiiiii e
Cash dividends on common Stock ...t
Increase in long-term debt. ...
Maturity/redemption of long-term debt........ccoirvicnniiiiiiiininnn,
Increase/(decrease) in short-term debto ..o
Cash Provided by/(Used) for Financing Activiti€s.......c.co.coeeeen.

Change in Cash and EQUivalents......coovniniininiiiiis
Cash and equivalents at beginning of period........ccocoeeinininiiinns
Cash and equivalents at end of period ...

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

Consolidated Statements of Cash Flows

2000 1999 1998

$ 97355  $ 93746  $ 22,230
35,081 35,154 33,185
(1,074) (708) (1,229)
2,194 9,638 2,321
(727 (739) (747)
(343) (302) (122)
(825) (1,430) (2,066)
(27,019) (2,512) 3,577
12,911 3,354 1,283
221 1,142 12,093
47,774 60,343 70,525
(73,606)  (50,988)  (30,829)
(176) (155) (66)
(11,059)  (10,692) (9,910)
(84,841) _ (61,835)  (40,805)
8,964 1,678 —
(21,588)  (21,038)  (20,878)
35,000 — 30,000
(11,200) (200) (200)
98,250 15,750 (3%,500)
39,426 (3,810)  (24,578)
2,359 (5,302) 5,142
1,948 7,950 2,108
$ 4307 § 1948 $ 7,250
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At December 31

(In thousands)

Assets

Utility Plant (at original cost, in service)
Electric oot

Less accumulated provision for depreciation
Net Plant in Service.......oovviveerivneierienn.
Construction work in progress...........cccceceu..
Nuclear decommissioning fund...........c........
Nuclear fuel, Net.....cooovveiiiiriiiieriiereeeereereenanns
Total Utility Plant........ccoocoieiiininena.
Other Property and Investments..........coccoceeeeee
Current Assets
Cash and cash equivalents..........c.ccccovreennenee.

Consolidated Balance Sheets

Accounts receivable, less reserves of $2,071 and $1,391, respectively.......cceveereeenveenienne

Unbilled revenue..........cccccceviviiieciiccireneenenn.

Materials and supplies, at lower of average cost or Market .....cooovecveeierierieeeceeenieiceieneeenn,
Fossil fuel, at lower of average oSt OF MATKeT......cooirererieerieie i
Stored natural gas, at lower of average CoSt OF IMATKEL....c.cc.evireirvinirenrireerieesree e

Prepaid taxes.......cocooveeviiiieiene e
Other prepayments ..........coccocveenierricrcnncnen,
Total Current ASSets.......ccocvvvveeeeierieinnnns
Deferred Charges.....c.ccoevicvieenecieveeenesiesiesenenn
Total ASSETS.miieiieirecerie et

Capitalization and Liabilities
Capitalization (see Statementh......cceeveeerevrarnean..n
Current Liabilities
Long-term debt due within one year.............
Short-term debt — commercial paper............
Accounts payable........oiiiinncns
Accrued taxes . .....ccocoieieiiiiniie e,
Accrued INerest ..o ieciriercrieirrecieiecee e

Regulatory liability — FAS No. 109.................
Other regulatory liabilities ............ccooecernnee
Other deferred liabilities......c..occococcrninninnnn,
Total Other Credits.......coccoveriienniennnn.
Total Liabilities.......cccovivvvneninnnrenene.
Total Capitalization and Liabilities......

The accompanying notes are an integral part of the above statements.
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2000 1999
$ 622,209  $ 554,392
197,093 190,187
819,302 744,529
(510,381)  (484,498)
308,021 260,101
22,863 31,134
102,891 97,056
6,979 6,534
441,654 894,825
3,988 3,591
4,307 1,048
38,161 927,918
27,900 18,167
7,735 6,149
3,872 4,061
9,785 10,039
7,539 6,802
1,221 1,063
100,520 71,142
95,442 95,952
$571,604  $ 495,510
$ 383,749 $ 334,985
200 11,200
44,000 15,750
28,792 19,553
2,550 891
3,162 9,770
4,968 4,064
3,565 2,848
87,237 57,076
43,321 42,981
8,472 9,199
21,532 29,875
4,985 5,078
92,308 24,016
100,618 104,149
187,855 161,225
$571,604 $495,510




meoe.
Consolidated Statements of Capitalization

At December 31 2000 1999
(In thousands)

Common Equity
Common stock — par value $1 per share:
Authorized 50,000,000 shares

Outstanding 16,618,729 shares and 16,161,305 shares, respectively ........coocvnncnnnne $ 16,619 $ 16,161
Additional paid-in CAPItal......coiovieiiiiiiriir e 122,661 114,155
Retained €arnings ....ccoviiviiiiiiriies ittt e 62,112 56,345
Accumulated other comprehensive income/(l0Ss)........oeeieiiieniiniien (1,080) (975)

Total Common Shareholders” EQUItY.......covvioiiiiii e 200,312 185,686

Redeemable Preferred Stock, cumulative,
$25 par value, 1,175,000 authorized, but unissued ........cccoveeoiiiinnii — —

First Mortgage Bonds
6%%, 2006 Series:

Pollution Control Revenue Bonds ........oooiiiiiiiriiiiiicrimieeie it saaine 6,075 6,275
8.5090, 2022 SETIES ..ccevveiiitureeiereeireeeiieeeeeasreasieressareesesteeeeasernsesbsssstassastesastassssssesbtesarseearins 40,000 40,000
6.75%, 2027A Series:

Industrial Development Revenue Bonds.. ... 28,000 28,000
6.70%, 2027B Series:

Industrial Development Revenue Bonds ..., 19,300 19,300
T 70, 2028 SETLES c..eveeiieieeireeierereerereesaseeeaseasasaeresaressaseessaeesaneesaresasassasastessnssssntnsassssessnsesaneass 21,200 21,200

First Mortgage Bonds Outstanding .........c.ccoevimririiniimnnisnnicnii s 114,575 114,775
Unamortized discount and premium on bonds, Det ... (938) (976)
Long-term debt sinking fund reqUIr€ments .......c.ooueriiieinetintie i (200) (200)

Total First Mortgage BONAS ...t 118,437 113,599

Other Long-Term Debt

Variable rate, die 2002 .......eeerereeieiieeeeceeereree e ee s e e s e rer et e s e s s an e a e e e e e ees 20,000 —
6.91%, AUE 2004 ...t e et ee et esrr e s e e e e et n e s e s bt e s as s s e s ar e s b e e be e tneeas 5,000 5,000
TA9%, AUE 2007 ..ottt eecreees s as st s e aeess e s e beseeen e e e s a e e s be s e as s e an e e b e s et s e rae s 15,000 —
6.02%, AUE 2008 .....ooeeeeeineieiieieeereeaeeeerraressraeoaseesarresebetesintesob s s s bt s e s e s esns s e st e s Rt e s be s e taeans 30,000 30,000
Total Long-Term DEDL c....ooviiiiiitieit et 183,437 148,599
Total CapitaliZAtION ...vceieriiiiiiiii et $ 383,749 $334,285

The accompanying noles are an integral part of the above statements.
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Consolidated Statements of Common Equity

Accumulated
Additional Other
Common Paid-In Retained Comprehensive Comprehensive
(In thousands, except per-share amounts) Stock Capital Earnings Income/(Loss) Income
1998
Beginning balance — Dec. 31, 1997 ....... $16,080 $112,558 $ 52,285 $ — $ —
NELINCOMIE ..coiieiirrerieieeee e eeeeeeeeereeees — — 22,230 — 22,230
Other comprehensive
Income /A108S) ..covveririeeierieieeecnaene — — — — —
Total comprehensive income................. $ 22,230
Common stock dividends
($1.30 per share).......c.ccooeinnicrcnine — — (20,878) —
Ending balance - Dec. 31, 1998............ $16,080 $112,558 $ 53,637 [ J—
1999
Nt INCOMIC e iereeeerereeeeeeereraereireeeanes $ e $ e $ 23,746 $ — $ 23,746
Other comprehensive income /(loss):
Minimum pension liability
adjustment (net of $654 tax) ............ — —_ — (975) (975)
Total comprehensive income................. $22,771
Common stock dividends
($1.31 per share)......ccococreeemecrnicnenne — — (21,038) —
Common stock issued ......cccooeeeeeieenil 81 1,597 — —
Ending balance — Dec. 31, 1999 ........... $16,161 $114,155 $ 56,345 $ (975)
2000
NEt INCOME ...vviirvivivrerieenrireereeneeeereennas $ — $ — $ 27,355 5 — $27,355
Other comprehensive income /(loss):
Minimum pension liability
adjustment (net of $70 tax).............. — — — (105) (105)
Total comprehensive income................. $27,250
Common stock dividends
($1.32 per share)....cccccveevrecvrccnennne — — (21,588) —
Common stock issued.........ccccveiereeeeiennen. 458 8,506 — —
Ending balance - Dec. 31, 2000 ............ $16,619 $122,661 $ 62,112 $(1,080)

The accompanying noles are an inlegral part of the above statements.
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Dec. 31, 2000, 1999 and 1998

1. Summary of Significant
Accounting Policies

a. General

Madison Gas and Electric Company (MGE) is an investor-
owned public utility headquartered in Madison, Wisconsin.
MGE generates, transmits and distributes electricity to more
than 126,000 customers in a 250-square-mile area of Dane
County. MGE also transports and distributes natural gas to
nearly 114,000 customers in 1,325 square miles of service
territory in seven south-central counties in Wisconsin.

The consolidated financial statements reflect the application
of certain accounting policies described in this note. Certain
1999 balances have been reclassified to conform to the 2000
presentation. The financial statements include the accounts of
MGE and its subsidiaries. All significant intercompany accounts
and transactions have been eliminated in consolidation.

In order to prepare consolidated financial statements in
conformity with generally accepted accounting principles,
management must make estimates and assumptions that affect
the following: 1) reported amounts of assets and liabilities at
the dates of the financial statements, 2) reported amounts
of revenues and expenses during the reported periods and
3) disclosure of contingencies. Actual results could differ
from management’s estimates.

b. Revenues

Revenues are recorded based on services rendered or energy
delivered to customers. MGE accrues a monthly estimate for
unbilled revenue. Gas revenues are subject to an adjustment
clause related to periodic changes in the cost of gas. In
November 1999, MGE started operating under the new gas
cost incentive mechanism (GCIM). Under the GCIM, if
actual gas commodity costs are above or below a benchmark
set by state regulators, MGE gas sales service customers and
shareholders share equally in the higher costs or savings up to
$1.5 million. Any costs or savings that exceed $1.5 million will
be passed on to the gas sales service customers.

c. Nuclear Fuel

The cost of nuclear fuel used for electric generation is
amortized to fuel expense and recovered in rates based on
the units of production method for generating electricity
at the Kewaunee Nuclear Power Plant (Kewaunee).

These costs include a provision for estimated future disposal
costs of spent nuclear fuel. MGE currently pays disposal fees
to the Department of Energy based on net nuclear generation.
MGE has recovered through rates its known fuel disposal
liability for past nuclear generation.

The 1992 National Energy Policy Act requires all utilities that
have used federal enrichment facilities to pay a special

Notes to Consolidated Financial Statements

assessment for decontaminating and decommissioning
these facilities. This special assessment is based on past
enrichment. MGE has accrued in other regulatory liabilities
and deferred in deferred charges an estimated $1.6 million
for its portion of the special assessment. MGE believes any
additional costs will be recovered in future rates.

d. Utility Plant

Utility plant is stated at the original cost of construction,
which includes: indirect costs consisting of payroll taxes,
pensions, postretirement benefits, other fringe benefits,
administrative and general costs and an allowance for funds
used during construction (AFUDC).

AFUDC represents the approximate cost of debt and equity
capital devoted to plant under construction. MGE presently
capitalizes AFUDC at a rate of 10.58% on 50.0% of average
construction work in progress. The AFUDC rate approximates
MGE'’s cost of capital. The portion of the allowance that applies
to: 1) borrowed funds is presented in the Consolidated
Statements of Income as a reduction of interest expense
and 2) equity funds is presented as other income. Although
the allowance does not represent current cash income, it is
recovered under the ratemaking process over the service
lives of the related properties.

e. Depreciation

Provisions at composite straight-line depreciation rates —
excluding decommissioning costs — approximate the
following percentages for the cost of depreciable property:

* Electric — 3.2% in 2000 and 3.6% in 1999 and 1998.
* Gas — 3.4% in 2000, 1999 and 1998.

Depreciation rates are approved by the Public Service
Commission of Wisconsin (PSCW) and are generally based
on the estimated economic lives of property.

Nuclear decommissioning costs are being accrued to an
end-of-service life of 2002 for Kewaunee. These costs are
currently recovered from customers in rates and are deposited
in external trusts. For 2000, the decommissioning costs
recovered in rates were $8.1 million.

Decommissioning costs are recovered through depreciation
expense with a corresponding liability in accumulated
depreciation. Net earnings on the trusts are included in other
income. It is expected that the decommissioning contributions
to the trusts — along with earnings on the trusts — will provide
sufficient funds for decommissioning the plant. It is assumed
the long-term, after-tax earnings on the assets held by the
trusts are 5.6%.

As required by Statemnent of Financial Accounting Standards
(FAS) No. 115, “Accounting for Certain Investments in Debt
and Equity Securities,” MGE’s debt and equity security invest-
ments in the trusts are classified as available for sale. Gains
and losses on the trusts were determined based on specific
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identification. Net unrealized holding gains on the trusts were
recorded as part of accumulated provision for depreciation.

As of Dec. 31, 2000, the decommissioning trusts totaled
$102.9 million — its pre-tax fair market value. Realized
earnings on the trusts were $3.5 million, $3.1 million and
$1.8 million for the years ended Dec. 31, 2000, 1999 and
1998, respectively. Unrealized earnings of the trusts totaled
$28.0 million, $33.3 million and $26.0 million at Dec. 31, 2000,
1999 and 1998, respectively.

MGE'’s share of Kewaunee decommissioning costs is an
estimated $93.1 million in current dollars based on a site-specific
study performed in 1992 using immediate dismantlement
as the method of decommissioning. This study assumed
decommissioning costs would inflate at an average rate of
6.0% per year. MGE’s decommissioning liability is limited
to the current fund balances plus all decommissioning
contributions through 2002. This is based on the agreement
that allows MGE to sell its share of Kewaunee to Wisconsin
Public Service Corp. (WPSC). Physical decommissioning

is expected to occur from 2014 through 2021. Additional
expenses will likely be incurred from 2022 through 2039
to store spent nuclear fuel at the plant site.

f. Regulatory Matters

Pursuant to FAS No. 71 “Accounting for the Effects of Certain
Types of Regulation,” MGE capitalizes (as deferred charges)
incurred costs that are expected to be recovered in future
electric and natural gas rates. MGE also records (as other
credits) obligations to customers to refund previously collected
revenue or to spend revenue collected from customers on
future costs.

Restructuring the electric industry could affect MGE’s ability
to continue establishing certain regulatory asset and liability
amounts allowed under FAS No. 71. MGE is unable to predict
whether any adjustments to regulatory assets and liabilities
will occur in the future. However, the PSCW recognizes
the need to allow recovery for commitments made under
prior regulation. MGE’s regulatory and deferred assets and
liabilities consisted of the following as of Dec. 31:

(In thousands)

Demand-side Management .......cococevvviverieirieniieeseienenane e cesseassesans
Decommissioning and decontamination.........co.cocoveeivereceerincsrennnnn,
Environmental COSES ....c.ouviiiiriiniiiiiiiieiite et oee e s ste e eee s
Regulatory liability — FAS No. 109........ccccccniiiiiniieiceniereeeeeen
ORET ettt ettt st e e e e eares s eeseeneean

Total Regulatory Assets/Liabilities

Pension and deferred comp assets/liabilities........c...ccovvvirrirenre