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April 3, 1997

Dear Wisconsin Electric Stockholder

onsin Electric Power Company will hold its annual meeting of stockholders at 9:00 am. on
7 at the Public Service Building, 231 West

April 29, 1997 in Conference Room P43
as over

ah
chigan Street, Milwaukee, Wisconsin. We are not soliciting proxies for this meeting

99% of the voting stock is owned, and will be voted, by Wisconsin Electric's parent company
Wisconsin Energy Corporation. If you wish, you may attend the meeting and vote your shares of

preferred stock; however, it will be a very short business meeting only

On behalf of the directors and officers of Wisconsin Energy, | invite you to attend Wisconsin
Energy's annual meeting to be held Wednesday, April 30, 1997 at 9:30 am. The Wisconsin
Energy meeting will be held at the Grand Milwaukee Hotel, 4747 South Howell Avenue, near
By attending this meeting, you will have the opportunity to meet many of

Milwaukee's airport
Although you cannot vote your shares of

the Wisconsin Electric officers and directors

Wisconsin Electric preferred stock at the Wisconsin Energy meeting. you sheuld find the
activities to be worthwhile. You will be asked to register before entering the meeting

he annual report to stockholders accompanies this information statement. if you have any
about the material presented or would like a copy of the Wisconsin Energy Corporatior
r Hotline at 1-800-558-9663

gquestions

summary annual report, please call our toll-free Stockhold
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NOTICE
OF
ANNUAL MEETING OF STOCFHOLDERS

Stockholders of Wisconsin Electric Power Company

I'he Annual Meeting of Stockholders of Wisconsin Electric Power Company will be held at 9:00
a.m. on Tuesday, April 29, 1997 in Conference Room P437 at the Public Service Building, 231
West Michigan Street, Milwaukee, Wisconsin, for the following purposes

l'o elect a Board of Directors to hold office until the 1998 Annual Meeting of
Stockholders: and

l'o consider any other matters which may properly come before the meeting

Stockholders of record at the close of business on February 26, 1997 will be entitled to vote at
the meeting

By Order of the Board of Directors

-

7% ('/4.!"1',7

(

Ann Marie Brady
Corporate Secretary and

Vice President - Externa
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Option/SAR Grants in Last Fiscal Year
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Aggregated Option/SAR Exercises in Last Fiscal Year and Fiscal ¥
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utility service areas, the reputation of WE's utility operations, competitiveness of utility service rates and impact of
cost-control achievements. In addition, the committee reviewed executive compensation practices for comparable
positions at companies within the Peer Group, as well as the broader group of utilities in the EE1 database and
practices in general industry. As noted above, the committee does not mathematically average the data from these
analyses but, rather, considers them as three separate views of the external market. In general, base salaries are
targeted at or near the 50th percentile of the average of these three groups.

Annusl Incentive Compensation. The committee administers WEC's Short-Term Performance Plan (“STPP™)
which provides annual cash incentive opportunities 1o executive officers and other key employees. The STPP is
designed to promote the achievement of shareholder and customer-focused objectives of WEC and its subsidiaries,
including WE, while recognizing individual and team performance of participants.

Annual incentive compensation awards are targeted at approximately the 75th percentile of industry pay practices.
In 1996, target incentive awards were set for participants that rai.ged from 15% to 55% of base salary. Each
participant is eligible to receive an award if pre-established corporate performance goals are met. Awards may be
increased by up to 100% of targeted amounts or reduced to zero based on individual and team performance.

Except for WE Chief Executive Officer Abdoo and Mr. Grigg, who serves as WE President, Chief Operating
Officer and Chief Nuclear Officer, performance goals for 1996 were 50% financial and 40% operational. The
remaining 10% related to improving WE's relationship with its customers as measured by its Customer Value
Added (CVA) score. Financial goals focused on achievement of target eamings per share. Operational goals were
specific to WE's business processes and, among other things, related to energy marketing efforts, development of
new energy services, customer satisfaction, employee training und development, environmental stewardship, safety
of operations, and corporate strategic planning. Mr. Abdoo’s goals were 80% financial, 10% operational and 10%
CVA; Mr. Grigg's goals were 60% financial, 30% operational and 10% CVA.

For 1996, Wisconsin Electric did very well in achieving a number of performance goals. Along with these
accomplishments, however, Wisconsin Electric received penalties from regulatory agencies. A civil penalty was
levied by the Nuclear Regulatory Commission related to operations at WE's Point Beach Nuclear Plant. A notice of
violation of air emissions requirements at WE's Port Washington Power Plant was referred to the Wisconsin
Department of Justice. This matter was resolved through payment of a forfeiture. in order that stockholders not
assume responsibility for these penalties, the committee agreed that incentive awards for 1996 be reduced to cover
the costs of these penalties. As a result, all STPP awards, including the award for Mr. Abdoo, were reduced by
12.2% In addition, awards for participants who are employed in WE's Nuclear Business Unit were further reduced
by 50% to more appropriately reflect nuclear performance results. Mr. Grigg, who began serving as WE's Chief
Nuelear Officer in December 1996, aiso had his award reduced. Based on these adjustments, awards to WE and
WEC executive officers under the STPP for 1996 ranged from 0% to 54.7% of base salary.

Long-Term Incentive Compensation. The commitiee administers WEC's 1993 Omnibus Stock Incentive Plan
(“OSIP"), a long-term incentive plan designed to link the interests of executives and other key employees to long-
term sharcholder value. The OSIP allows the company to grant stock options, stock appreciation rights, stock
awards and performance units to participants. Equity interests in WEC common stock enable participants io share
in the appreciation of the value of WEC common stock and provide an incentive for managing the continued
performance and value of the company. Long-term incentive awards are targeted at the 90th percentile of the

industry grant practices.

For 1996, awards in the form of stock options and performance dividend units were granted to each of several
groups of OSIP participants Stock option and performance dividend unit grants to executive officers who received
grants ranged from 3 800 to 38,000 shares and related performance dividend units. The grant level was dependent
on each participant's role in influencing the achievement of long-term performance goals.

The commitiee believes that an important adjunct to the long-term incentive program is significant stock ownership
by participants. Accordingly, as a condition of participating in the OSIP, the committee has implemented stock
ownership guidelines for participants. Guidelines for executive officers range from 100% to 300% of base salary.




Chief Executive Officer Compensation. Performance and compensation of the Chief Executive Officer are of
particular importance to the committee. Mr. Abdoo's performance was evaluated by the commitiee and 1
compensation was determined in accordance with the executive compensation policies described above.

As part of a procedure instituted in 1995, the Compensation Committee chair requested that non-employee directors
provide a written evaluation of the CEO’s performance. The directors’ written feedback was discussed by
committee members as part of its compensation determinations and has been shared with the CEO.

With respect to base salary, in recognition of the leadership provided by the Chief Executive Officer in shaping and
guiding a financially strong organization that is able to provide quality services 1o its customers at competitive
prices, as well as his role in guiding the reengineering of several business processes and related cost-control
achievements of the company. the outstanding reputation of Wisconsin Electric’s utility operations in the utility
industry and in consideration of competitive salary data, the committee set Mr. Abdoo’s base salary at $560.000 for
1996, Mr. Abdoo's base salary approximates the 50th percentile of the data reviewed by the committee.

With respect to annual mcentive compensation for fiscal year 1996, the Compensation Committee awarded Mr.
Abdoo the annual incentive award set forth in the “Bonus” column of the Summary Compensation Table. In this
regard, the committee established his 1996 STPP target award level at 55% of base salary. The committee’s
evaluation of Mr. Abdoo's 1996 performance resulted in an award under the STPP of $306.472 or 54.7% of base
salary. The award was based upon Mr. Abdoo’s actual performance versus specific company-wide financial and
operational performance goals. As noted above, Mr. Abdoo’s goals were weighted 80% financial, 10% operational
and 10% CVA. Mr. Abdoo's financial goals focused on achievement of target earnings per share. Operational
goals were specific to achieving a high level of nuclear safety, generating new revenue from energy and non-energy
related sources, staying within a prescribed budget and safety of operations. His CVA goals related to improving
WE's relationship with its customers.

In determining Mr. Abdoo’s 1996 STPP award, the committee specifically noted several accomplishments by the
CEO during 1996, including (i) his leadership toward promoting continued close control of operating expenditures
which has resulted in significant reductions in costs since 1993, (ii) exceeding earnings targets, in part through
eamings growth from WE's gas operations, (1i1) continued growth of the organization’s customer base, (iv)
completion of the purchase of the Milwaukee County Power Plant, (v) successful start-up of a state-of-the art
Customer Call Center, (vi) implementation of a new, integrated financial system, (vii) his consistent support of
equal opportunity, diversity, cross-cultural sensitivity and strong labor-management relationships within WE, ( viii)
his leadership role and continued visionary efforts to restructure the electric utility industry and (ix) his
effectiveness in guiding employees to implement productivity improvements that will enable WE to become the
low-cost energy provider in the upper midwest region and in ensuring that the organization and its employees are
prepared for the merger of WEC and Northem States Power Company. As noted above, the committee reduced Mr.
Abdoo's award by 12.2% in recognition of the penalties levied by the Nuclear Regulatory Commission and the
Wisconsin Department of Justice against Wisconsin Electric.

With respect to the OSIP, in keeping with the Compensation Committee’s philosophy as stated above, Mr. Abdoo
was awarded stock options and related dividend performance units in 1996 as set forth in the “Long-Term
Compensation Awards™ column of the Summary Compensation Table to specifically link a portion of his
compensation to the achievement of WE's longer term goals The award of dividend performance units will be paid
if total shareholder return (appreciation in the value of WEC common stock plus reinvested dividends) over a four-
year period ending November 26, 2000 equals or exceeds the median return eamned by the Peer Group, except that
there wll be no payout if WEC's total shareholder return is negative over the course of such period

The committee alse applied subjective judgment in evaluating the relative importance of the factors which were
the basis for determining each element of Mr. Abdoo’s compensation to precisely determine his salary and awards

Compliance With Tax Regulations Regarding Executive Compensation. Section 162(m) of the Internal

Rcvenne. Code ggmnlty disallows a tax deduction to public companies for compensation over $1 million paid to the
corporation’s chief executive officer and the other executive officers named in the Summary Compensation Table

10



Qualifying performance-based compensation will not be subject to the deduction limit if certain requirements are
met. The committee will continue to review these tax regulations as they apply to WE's executive compensation
program. It is the committee’s intent to preserve the deductibility of executive compensation to the extent
reasonably practicable and to the extent consistent with its other compensation objectives.

Respectfully submitted 1o WE 's stockholders by the Compensation Committee of the Board of Directors.

Robert A. Cornog, Committee Chair
John F. Ahearne

John F. Bergstrom

STOCK OWNERSHIP OF DIRECTORS, NOMINEES AND EXECUTIVE OFFICERS

WE directors, nominees and executive officers as a group (15 persons) do not own any of WE's stock, but do own
85,216 shares of common stock of its parent company, Wisconsin Energy (less than 1% of total WEC common
stock outstanding). The following table Jists the beneficial ownership of WEC common stock (including phantom
common stock) of each director, nominee and executive officer named in the Surmary Compensation Table
below, as of February 11, 1997, Included are shares owned by each individual’s spouse, minor children or any
other relative sharing the same residence, as well as shares held in a fiduciary capacity or held in WEC's Stock
Plus Investment Plan and Wisconsin Electric's Employee Savings Plan (“ESP”).

Number of Number of
Name Shares (1) Name Shares (1)
Richard A. Abdoo 22,078 | Richard R. Grigg 3.605
John F. Ahearne 766 Geneva B. Johnson 3,040
Calvin H. Beker 4,309 | Kristine M. Krause 4,805
=N F. dergstrom 5,522 | David K. Porter 10,175
Fraucis Brzezinski 3,260 Frederick P. Stratton, Jr. 6,949
Robert A. Cornog 3514

(1) Share units held in the WEC phantom common stock account under WEC's Directors’ Deferred
Compensation Plan or Executive Deferred Compensation Plan are: Mr. Abdoo (5,334), Mr. Baker
(1,157), Mr. Bergstrom (2,522), Mr. Brzezinski (1,053), Mr. Cornog (858), Mr. Grigg (263), Mrs.
Johnson (633), Ms. Krause (173), Mr. Porter (229), and Mr. Stratton (1,249). Share units are intended
to reflect the performance of WEC common stock and are payable in cash.

Each person has sole voting and investment power as 10 all shares listed for such person (other than phantom
shares) except that the following persons have shared voting and/or investment power as to the indicated number
of shares so listed: Mr. Baker (400), Mr. Brzezinski (108), Mr. Stration (3,300), Ms. Krause (1,333) and all above-
named directors and officers and other executive officers as a group (5,589).

Information o1 beneficially owned shares is based on data furnished by the specified persons and is determined in
accordance with Rule 13d-3 under the Securities Exchange Act of 1934, as required for purposes of this
information statement. 1t is not necessarily to be construed as an admission of beneficial ownership for other
purposes.

RETIREMENT PLANS

In 1996, WE maintained a defined benefit pension plan of the cash balance type for most employees, including
WE executive officers. The plan bases a participant's defined benefit pension on the value of a hypothetical

1
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Other Retirement Benefits. Designated elected officers of WEC and WE participate in the Supplemental
Executive Retirement Plan (“SERP™). The SERP provides monthly supplemental pension benefits to participants,
which will be paid out of unsecured corporate assets, or the grantor trust described below, as follows: (a) an
amount equal to the difference between the actual pension benefit payable under the pension plan and what such
pension benefit would be if calculated without regard to any limitation imposed by the Internal Revenue Code on
pension benefits or coverea compensation; (b) an amount calculated so as to provide participants with a
sunplemental lifetime annuity, estimated to amount to between 8% and 10% of final average compensation
depending o which pension payment option is selected: and (c) an amount for certain participants equal to the
difference between the actual pension benefit payable under the pension retirement plan and what the pension
benefit would be if calculated under the prior benefit formula in effect on December 31, 1988. Except for a
“change in control” of WEC, as defined in the SERP, no payments are made until after the participant’s retirement
or death,

WEC and WE have entered into agreements with Mr. Abdoo and Mr. Baker, respectively, who cannot accumulate
by normal retirement age the maximum number of years of credited service under the pension plan formula in
effect immediately before the change to the cash balance formula. According to Mr. Abdoo’s agreement, Mr.
Abdoo at retirement will receive supplemental retirement payments which will make his total retirement benefits at
age 58 or older substantially the same as those payable to employees who are age 60 or older, who are in the same
compensetion bracket and who became plan participants at the age of 25. According to Mr. Baker's agreement,
Mr. Baker at retirement will receive supplemental retirement payments which will make his total retirement
benefits at age 60 or older substantially the same as those payable to employees who are in the same compensation
bracket and who became plan participants at the age of 25

The WEC Amended Non-Qualified Trust, a grantor trust, has been established to fund the SERP, the Executive
Deferred Compensation Plan and Mr. Abdoo’s and Mr. Baker's agreements. The plans and agreements provide
for optional lump sum payments and, in the instance of a change in control, mandatory lump sum payouts without
regard to whether the executive’s employment has terminated. In each case, the interest rate benchmark forr::l2
for calculating the lump sum amount is the five-year U. S. Treasury Note yield as of the last business day of the
month prior to date of payment.

The SERP, the Executive Deferred Compensation Plan, the Directors’ Deferred Compensation Plan, the Amended
Non-Qualified Trust and Mr. Abdoo's and Mr. Baker's agreements have each been amended to provide that
WEC’s proposed merger with NSP will not constitute a change in control under such plans, trust and agreements.

AVAILABILITY OF FORM 10-K

A copy (without exhibits) of the Annual Report oo Form 10-K for the fisca! year ended December 31, 1996
as filed with the Securities and Exchange Commission is available without charge to any stockholder of
record or beneficial owner of WE cammon stock by writing to the Corporate Secretary, Ann Marie Brady,
231 West Michigan Street, P. O. Box 2046, Milwaukee, Wisconsin 53201.
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BUSINESS

Wisconsin Electric Power Company (“WE” or “Wisconsin Electric”™) is an electric, gas and steam utility
incorporated in the State of Wisconsin in 1896. Effective January 1, 1996, Wisconsin Energy Corporation (“WEC™.
WE's parent company, merged its wholly owned natural gas utility subsidiary, Wisconsin Natural Gas Company
(“WN"), into WE to form a single combined utility subsidiary. Where applicable, references 1o WE include VN
prior to the merger. WE's operations are conducted in the following three business segments.

Electric Operations: The WE clectric operations generaies, transmits, distributes and sells electric energy in a
territory of approximately 12,000 square miles with 2 population estimated at 2,300,000 in southeastern (including the
metropolitan Milwaukee area), east cent-al and northern Wisconsin and in the Upper Peninsula of Michigan.

Gas Operations: The WE gas operations purchases, distributes and sells natural gas to retail customers and
ransports customer-owned gas in three distinct service areas of about 2,800 square miles in Wisconsin: west and
south of the City of Milwaukee, the Appleton area and the Prairie du Chien area. The gas service territory, which
has an estimated population of over 1,100,000, is largely within WE's electric service area.

Steam Operations: The WE steam operations distributes and sells steam supplied by its Valley and Milwaukee
County Power Plants to space heating and processing customers in the metropolitan Milwaukee area.

For additional financial information about business segments, sec “Note L - Information by Segments of Business” in
the NOTES TO FINANCIAL STATEMENTS.

MARKET FOR COMMON EQUITY AND
RELATED STOCKHOLDER MATTERS

Cash dividends declared on Wisconsin Electric Power Company's Common Stock during the two most recent fiscal
years are set forth below. Dividends were paid to WE's sole common stockholder, WEC.

| ividend *
Quarter 1996 1995

First $40 455 444 $3° B.667
Second 42,478,000 40,455,444
Third 42 478,000 40,455 444
Fourth 42,478.000 40,455 444

* Inciudes dividends paid by Wisconsin Natural Gas Company in 1995,



WISCONSIN ELECTRIC POWER COMPANY **

SELECTED FINANCIAL DATA
(Thousands of Dollars)
Financial 1996 1995 1994 1993 1992
Year Ended December 31

Earnings available for

common stockholder $210,112 $239,465 $180,403 *  $187,703 $170,034
Operating revenues

Electric $1,393 270 $1.437.480 $1.403,562 $1,347.844 $1,298.723

Gas 364,875 318,262 324,349 331,301 283,699

Steam 15.675 14,742 14,281 14,090 13,093
Total operating revenues ITTITR0 31790483 81742192 318932185 31395315

SISO SEEOSTCSOSCRISNT SRIERIRSTIINIEITI e
At December 31

Total assets $4.507.160 $4.318,924 $4,202,193 $4.078.973 $3.623.838
Long-term debt and preferred

stock - redemption required $1.371,446 $1,325.169 $1.257,776 $1.274.476 $1,280,012

Sales and Customers 1996 1995 1994 1993 1992

Electric

Megawatt-hours sold 27.560,428 27.283 869 26,911,363 25,685,436 24,747,581

Customers (End of year) 968,735 955,616 944 855 932,285 919.466
Cias

Therms delivered (Thousands) 936,894 886,729 811,219 809,348 772,036

Customers (End of year) 367,275 357,030 347,080 336,571 327,247
Steam

Pounds sold (Millions) 2,708 2,532 2,395 2,376 2,284

Customers (End of year) 465 473 471 459 472

B T T A T e e e o P e S e e S D s SR I s

QUARTERLY FINANCIAL DATA

(Thousands of Dollars)

March June
Three Months Ended 1996 1995 1996 1995
Total operating revenues $495 457 $471,122 $401.686 £405.093
Operating income RS, 145 84,572 68,382 72,848
Earnings available for
common stockholder 61,703 62,121 44,906 51,249
September December
'hree Months Ended 1996 1995 1996 1975
fotal operating revenues $398 k0 $426.413 $477.876 $467.856
Operating income 76,693 80,704 75,624 90,897
Farnings available for
common stockholder 52,392 58.679 SL 67.419%
TR R TS SRR S LT AT S I S AT e e e S e

Quarterly results of operations are not directly sarable because of seasonal and other factors. Sce MANAGEMENT'S
DISCUSSION AND ANALYSIS OF FINANCY ONDITION AND RESULTS OF OPERATIONS

Earnings and dividends per share are not provided as all of Wisconsin Flectric Power Company's ("WE") common
stock s held be Wisconsin Energy Corporation

*  Includes nonrecurring $73 9 million charge in 1994 (345 million net of tax; related 1o WE's Revitalization program

** Where applicable, prior vear financial and statistical information has been restated to include Wisconsin
Natural Gas Company at historical values
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Wisconsin Energy Corporation ("WEC" or the "Company”) is a holding company whose principal subsidiary is
Wisconsin Electric Power Company ("WE"), an electric, gas and steam utility. As of December 31, 1996,
approximately 94% of WEC's consolidated total assets were atiributable 1o WE. The following discussion and
analysis of financial condition and resuits of operations includes both WEC and WE unless otherwise stated.

Wisconsin Electric Revitalization

To better position the Company in a changing energy marketplace, WE implemented a revitalization program
("Revitalization”) in 1994 10 increase efficiencies and improve customer service by reengineering and restructuring
the organization. The new structure consolidated many business functions and simplified work processes. See "Note
K - Benefits Other Than Pensions” in the NOTES TO FINANCIAL STATEMENTS for additional information

Mergers

Wisconsin Natural Gas Company: On January 1, 1996, WEC merged its natural gas utility subsidiary, Wisconsin
Natural Gas Compauy (“WN"), into its electric and steam utility subsidiary, WE, 1o form a single combined utility
subsidiary. The merger, which was part of Revitalization, is expected to improve customer service and reduce
operating costs. The accounting treatment for this merger was similar to that which would result from a pooling of
interests. Where applicable, references to WE include WN's gas operations prior to the merger.

Narthern States Power Company: As previously reported, WEC has entered into an agreement with Northern States
Power Company, a Minnesota corporation ("NSP*), which provides for a strategic business combination involving
the two companies in a "merger-of-equals” transaction. The future operations and financial position of the Company
will be significantly affected by the proposed merger. Consummation of the proposed merger is subject to a number
of conditions, including obtaining all required regulatory approvals. Additional information concerning such
agreement and proposed transaction may be found below under "FACTORS AFFECTING RESULTS OF
OPERATIONS - Merger Agreement with Northern States Power Company", and in "Note B - Mergers” -
"DIVIDEND POLICY OF PRIMERGY" in the NOTES TO FINANCIAL STATEMENTS (including unaudited pro
forma financial information).

Cautionary Factors

When used in this document, "anticipate”, "believe”, "estimate”, "expect”, "objective”, "project” and similar
expressions are intended to identify forward-looking statements. Forward-looking statements are subject to certain
risks, uncertainties and assumptions which could cause actual results to differ materially from those that are
described, including the items described helow under "FACTORS AFFECTING RESULTS OF OPERATIONS" and
below under "CAUTIONARY FACTORS".

RESULTS OF OPERATIONS

The following discussion and analysis of the RESULTS OF OPERATIONS does not consider the impact of the
proposed merger with NSP. See "FACTORS AFFECTING RESULTS OF OPERATIONS - Merger Agreement
with Northern States Power Company” for information concerning the proposed merger. See "Note L - Information
By Segments of Business” in the NOTES TO FINANCIAL STATEMENTS for additional information related to
WEC's and WE's RESULTS OF OPERATIONS.
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Earnings

1996 Compared to 1995: During 1996, WEC's consolidated net income and earnings per share of common stock
were $218.1 million and $1.97 per share compared to $234 0 million and 32.13 per share during 1995. WE's Net
Income decreased 1o $210.1 million in 1996 from approximately $239.5 million in 1995 As described below,
WEC's and WE's earnings decreased primarily because 1996 retail electric and gas rate decreases more than offset
the favorable impact of increases in electric sales and gas deliveries and decreases in certain Operating Expenses.

995 Compared to 1994: Earnings per share of WEC's common stock in 1995 were $2.13 compared with $1.67 per
share in 1994, an increase of 27.5%. WEC's Net Income increased by approximately $53.2 million and WE's Net
income increased $58 9 million in 1995 compared to 1994, WEC's and WE's earnings during 1994 reflect a
nonrecurring charge of approximately $73.9 million ($45 million net of tax, or 42 cents per share) associated with
WE's Revitalization programi.

The 1994 nonrecurring charge primarily included the costs of early retirement and severance packages which were
elements of Revitalization. The Company has recovered the 1994 nonrecurring charge in avoided labor costs that
would have been charged to Other Operations and Maintenance expense during 1994 and 1995.

Excluding the Revitalization charge, WEC's 1995 earnings and earnings per share of common stock were 3.6% and
1.9% greater than 1994 earnings and earnings per share, respectively. WE's 1995 earnings were 6.2% greater than
1954 earnings excluding the Revitalization charge. The increase in WEC's and WE's 1995 earnings primarily
reflects higher electric sales and gas deliveries and a decrease in Other Operation and Maintenance expenses.

Electric Revenues, Gross Margins and Sales

The table below summarizes Electric Operating Revenues, gross margins, megawatt-hour sales and average electric
customers for each of the three years ended December 31, 1996,

% Change % Change
1995 1994
Electnic Operations 1996 1995 10 1996 1994 101995
Electric Gross Margin ($000's)
Operating Revenues
Residential $ 494,142 $ 507416 (2.6%) $ 484,627 4.7%
Small Commercial/Industrial 421,511 423,039 (0.4%) 406,043 4.2%
Large Commercial/Industrial 383,047 401,794 (4.7%) 398,179 0.9%
Other-Retail/Municipal 56,318 69,318 (18.8%) 69,258 0.1%
Resale-Utilities 26,372 24 811 6.3% 31,295 (20.7%)
Other Operating Revenues 11880 11102 7.0% 14,160 (21.6%)
Total Operating Revenues 1,393,270 1,437.480 (3.1%) 1,403,562 24%
Fuel & Purchased Power _331.867 345387 (3.9%) 328,485 5.2%
Gross Margin £1.061.403 $1,092,093 (2.8%) $1.075.077 1.6%
Sales (Mwh)
Residential 6,998,769 7,042,691 (0.6%) 6,670,081 5.6%
Small Commercial/Industria’ 7,204,694 7.047.277 22% 6,699,073 52%
Large Commercial/industria. 10,785,505 10,639,782 1.4% 10,471,869 1.6%
Other-Retail/Municipal 1,476,999 1,550,937 (4.8%) 1,603,741 (3.3%)
Resale-Utilities _1.094.461 _1.003.182 9.1% _L.466.599 (31.6%)
Total Electric Sales «L.560.428 27.283.869 1.0% 26,911,363 1.4%



% Change % Change

1995 1994

Average Customers

Residential 867,917 857,924 1.2% 846,745 1.3%

Small Commercial/Industrial 91,565 90,386 1.3% 88,765 1.8%

Large Commercial/Industrial 706 6/9 4.0% 674 0.7%

Other-Retail/Municipal 1,812 1,809 0.2% 1.802 0.4%

Resale-Utilities — 12 66.7% —_9  333%
Total Average Customers 902,020 250810 1.2% 937,995 1.4%

1996 Compared to 1995: Primarily as a result of annualized electric retail rate decreases effective January 1, 1996 of
approximately $33.4 million or 2.8% in Wisconsin and $1.1 million or 3.3% in Michigan, 1otal Electric Operating
Revenues decreased by 3.1% or $44.2 million during 1996 compared to 1995. Also contributing 1o the 1996
decrease in Electric Operating Revenues were the effects of renegotiated contracts with various wholesale customers
and with the Empire and Tilden iron ore mines (the "Mines”), WE's two largest retail customers, as well as
continued reductions in sales to Wisconsin Public Power Inc. SYSTEM ("WPPI") and Upper Peninsula Power
Company ("UPPCo"), WE's largest municipal and utility customer, respectively. The renegotiated wholesale and
mine contracts contain discounts from previous rates charged to these customers in exchange for contract extensions.
A 1.0% 1996 increase in total electric kilowatt-hour sales was not sufficient to offset the impact on Electric Operating
Revenues of the rate decreases, the renegotiated contracts and the reduced sales to WPPI and UPPCo.

Between the comparative periods, the gross margin on Electric Operating Revenues (Electric Operating Revenues less
Fuel and Purchased Power expenses) decreased 2.8% or by approximately $30.7 million. The lower 1996 Electric
Operating Revenues more than offset the lower net 1996 Fuel and Purchased Power expenses. Fuel expenses
declined 2.6% in 1996 primarily due to lower average coal costs per ton consumed. Between the comparative
periods, Purchased Power expense decreased 13.4% as WE substituted lower cos! generation for power purchases.

Residential sales declined 0.6%, but Small Commercial/Industrial sales increased 2.2% during 1996 compared to
1995. A decrease in the average electric usage per Residential customer as 2 result of cooler weather during the
summer of 1996 compared to the summer of 1995 was partially offset by the effect of a 1.2% increase in the average
number of Residential customers during 1996. Average usage per Small Commercial/Industrial customer in 1996
was flat compared to 1995, However, a 1996 increase in the average number of Small Commercial/Industrial
customers caused the increase in electric sales to this customer class.

Electric energy sales to the Mines increased by 3.2% to approximately 2,369,000 megawatt-hours in 1996 compared
to 2,296,000 megawatt-hours in 1995, Excluding the Mines, sales to Large Commercial/Industrial customers
increased 0.9% between the comparative periods.

The 4.8% decrease in 1996 sales to the Other-Retail/Municipal customer class compared to 1995 is largely due to the
reduction in sales to WPPI noted above. WPPI has been reducing its purchases from WE subsequent to acquiring
generating capacity and expanding use of its existing generating facilities.

Sales of electric energy 1o other utilities {the Resale-Utilities customer class), representing 4.0% of total 1996 electric
energy sales, increased 9.1% from 1995 1o 1996. This increase is attributed in part to increased availability during
1996 of WE's lowest cost generating units compared to 1995 and to greater native load demand as a result of the hot
weather during the summer of 1995, allowing for higher opportunity sales by WE to other utilities in 1996, During
1996, a continued reduction in purchases of electricity by UPP( o somewhat offset the increase in resale sales to other
util**ies during 1996. WE expects UPPCo 1o significantly reduce its purchases of electric energy from WE when a 65
megawaltt ("MW") agreement with WE expires at the end of 1997,
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1995 Compared to 1994: Despite an annualized $16.2 million or 1.3% Wisconsin retail electric fuel adjustment rate
decredse that became effective on Augist 4, 1994, total Electric Operating Revenues increased by 2.4% or by $33.9
million from 1994 10 1995 due 1o increased 1995 electric sales.

The gross margin on Electric Operating Revenues increased by 1.6% or $17.0 million in 1995 compared 10 1994.
The gross margin grew because the increased electric sales were primarily 1o Residential and Small
Commercial/Industrial customers who contribute higher margins to earnings than other customer classes. During
1995, Fuel expense increased 6.2% or by approximately $17.7 million in 1995 compared to 1994 as a result of higher
electric sales. Purchased Power expense declined 1.9% or by approximately $0.8 million in 1995 compared to 1994
as a result of decreased marginal generating costs in 1995 at three of WE's fossil plants and the newly installed
peaking capacity at Paris Generating Station ("Paris”). Lower generating costs at the fossil plants were due to
decreased per unit fuel costs and the benefits of Revitalization, allowing WE to substitute lower cost generation for
power purchases. The addition of Paris, a natural gas fired peaking unit, in 1995 allowed WE to eliminate firm
power purchase contracts that included fixed demand charges. Unscheduled or longer than expected outages in 1995
at two of WE's most efficient power plants, however, offset most of the decrease in Purchased Power expense as WE

purchased nonfirm replacement power on the spot market.

Total electric sales increased by 1.4% in 1995 compared to 1994, Electric sales were positively impacted by
substantially warmer summer weather conditions during 1995, resulting in increased use of electricity for air
conditioning and other cooling purposes. As measured by cooling degree days, the 1995 cooling season (June
through August) was 27.7% warmer than the same period in 1994. During the summer of 1995, WE experienced
eight days of electric peak demands greater than the previous record which had been set in June 1994. The increase
in electric sales also reflects colder winter weather during the fourth quarter of 1995 and a moderaie increase in
economic activity in WE's service area.

The warmer 1995 summer weather increased sales primarily to Residential and Small Commercial/Industrial
customers. These customers are more sensitive (o weather variations than other customer classes. The average
aumber of customers in the Residential and Small Commercial/Industrial customer classes increased by 1.3% and
1.8%, respectively, from 1994 to 1995.

Electric energy sales 1o the Mines decreased by 0.5% to 2,296,000 megawatt-hours in 1995 compared to 2,308,000
megawatt-hours in 1994, Excluding the Mines, sales to Large Commercial/Industrial customers increased 2.2% .

The 3.3% reduction in sales to the Other-Retail/Municipal customer class in 1995 compared 1o 1994 is largely the
result of reductions in sales to WPPI discussed above. WPPI's sales reductions during 1995 did not have a sign.ficant

effect on earnings.

Sale of electric energy to the Resale-Utilities customer class declined 31.6% in 1995 compared tc 1994, This decline
can in part be attributed to unplanned or longer than expected outages at two of WE's least cost generating facilities
during 1995 and 1o increased retail customer load as a result of the warmer summer of 1995 weather, both of which
reduced the opportunity to sell electric energy to other utilities. Also, as noted above, UPPCo reduced the amount of
energy that it purchased from WE in 1995. The 1995 sales reductions by UPPCo did not have a significant effect on

1995 earnings.
Gas Revenues, Gross Margins and Therm Dieliveries

The table belcw summarizes Gas Operating Revenues, gross margins, therm deliveries and average gas customers for
each of the three years ended December 31, 1996.
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% Change % Change
1995 1994
Gas Operauons 1996 1995 1o 1996 1994 lo 1995

Gas Gross Margin ($3000's)
Operating Revenyes

Residential $218,811 $194,226 12.7% $200,824 (3.3%)
Commercial Industrial 108,100 94 482 14.4% 102 496 (7.8%)
Interruptible 11,531 7,712 49.5% 12,605 (38.8%)
Transported Customer Owned Gas 11,006 12,161 (9.5%) 11,453 6.2%
Other Interdepartmental 3,775 583 (3539 2,907 10079
Other Operating Revenues 11.652 —3847 20299 A3.936) (164.8%)
Total ()pcrarmg, Revenues 364 875 318,262 14.6% 124 349 (1.9%)
Cost of Gas Sold 234.254 188,764 24.1% 199511 (5.4%

Gross Margin 2130621 2129498 0.9% 4 838 3.7%

I'herms Delivered (000's)

Residential 371,99 345,140 71.8% © 913 6.6%
Commercial/Industrial 225,169 207,358 8.6% 4,206 4.1%
Interruptible 35,869 29,397 22.0% 36,916 (204%)
I'ransported Customer Owned Gas 268,163 261,361 2.6% 235,850 10.8%
Other lnu-rdup.'nmncmal 33,703 43,473 (17.9%) 15,334 183.5%

Total Gas Delivered 236 B94 886 129 5.7% 8112 |9 93%

Average Customers

Residential 330.153 321.643 2.7% 311 288 3 39
Commercial Industrial 29,930 29,228 2.4% 28.439 2.89
Interruptible 196 203 (3.5%) |98 2.5%
I'ransportation 230 209 10.1% 202 3.5%
Other Interdepartmentay __8 B 0.0% Sy 14.39
Total Average Customers 2803517 351,20 2.6% 340,134 3.3¢

1996 Compared 1o 1995; Despite an annualized $8.3 million or 2.6% Wisconsin retail gas rate decrease effective
Janwary | 1996, total Gas Operating Rey enues increased 14.6% or by $46.6 million and the gross margin on Gas
Operating Revenues (Gas Operating Revenues less Cost of Gas Soid) increased 0.9 or by $1.1 million during 1996
Compared 0 1995. A 5 79 increase in total therm deliveries during 1996 more than offset the impact of the rate
decrease on Gas Operating Revenues and on £ross margin

Gross margin was higher in 199¢ because the InCreased therm deliveries were primarily to Residential and
Commercial Customers, who contribute higher margins to Carmings than other Customer classes, The change in Cost
of Gas Sold increased 24.1% or by approximately $45 5 million in 1996 compared to 1995 due to 2 higher 1996 per
unit cost of purchased gas and 1o a higher volume of gas purchases in 1996. Wi arranges for its own gas supply
contracts with terms of various lengths Changes in the COSt of natural pas purchased at market Prices are included in
Customer rates through the purchased gas adjustment mechanism and do not affect 8ross margin

T'otal natgral gas therm deliveries increased 5.7% or by 50 165,000 therms in 1996 compared 10 1995 Of this
increase in therm deliveries, Residential and Commercial Industrial sajes iIncreased by 26,850 000 therms and
17,811,000 therms, respectively, in 1996 These increases are attributed in pari 10 colder weather and in part to
increased customers in these two customer classes during 1996 Compared to 1995. Ag measured by heating degree
days, 1996 was 9 3¢ colder than 1995 and 6 0% colder than normal. During 1996, the average number of
Residential and ¢ mmercial/Industriy Customers increased by 2 7% and 2.4% respectively, compared to 1995
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Other-lnterdeparumental therm deliveries decreased 17.9% or by 7,770,000 therms during 1996 compared to 1995.

These therm deliveries 10 WE electric generating facilities, primarily the natural gas fired peaking units at the Paris

and Concord Generating Stations (“Concord”), are at rates approved by the Public Service Commission of Wisconsin
("PSCW"). Therm deliveries to these customers decreased in 1996 as a result of the cooler 1996 summer weather

discussed above in “Electric Revenues, Gross Margins and Sales”.

1995 Compared to 1994: Despite an increase in 1995 total gas deliveries, total Gas Operating Revenues decreased
1.9% or by approximately $6.1 million in 1995 compared 10 1994 as a result of a reduction in the cost of gas, which
is recovered in Gas Operating Revenues through the purchased gas adjustment clause. The gross margin on Gas
Operating Revenues (Gas Operating Revenues less Cost of Gas Sold) increased 3.7% or by approxiraately $4.7
million in 1995 compared 1o 1994. The gross margin was higier because of increased therm sales to Residential and
Commercial customers who contribute higher margins 1o earni~ s than other customer classes. A decrease in the
average per unit cost of purchased gas during 1995 more than offset the effect of the increase in therm deliveries such
that Cost of Gas Sold decreased 5.4% or by $10.7 million compared to 19%4.

Total natural gas therms delivered increased 9.3% or by 75,510,000 therms between the comparative periods.
Colder weather during the fourth quarter of 1995 compared to the fourth quarter of 1994 contributed to net increased
deliveries for 1995, As measured by heating degree days, the fourth quarter of 1995 was 43.1% colder than the
same period in 1994. The colder weather in the fourth quarter of 1995 especially increased sales 1o Residential and
Commercial customers. These customers are more sensitive to weather variations as a result of heating requirements
than other customer classes. Also, the average number of Residential and Commercial/Inctistrial customers increased

by 3.3% and 2.8%, respectively, in 1995 compared o 1994.

During 1995, Other-Interdepartmental therm deliveries increased 183.5% or by 28,139,000 therms compared to
1994. WE attributes this increase (o increased electric generation peaking requirements of Concord and Paris,
especially given the warmer weather conditions during the summer of 1995 noted above. All of the gas fired
generating units at Concord and Paris were in operation by the end of the second quarter of 1995 while only the
generating units at Concord were in operation by the end of the second quarter of 1994,

Operating Expenses

1996 Compared to 1995: Other Operation Expenses decreased 0.9% or by $3.7 millien during 1996 compared to
1995, primarily due to lower capitalized conservation, property insurance and pension and benefit expenses, partially
offset by increased uncollectible expenses. Maintenan.e exper._z decreased 8.3% or by approximately $9.4 million in
1996 compared to 1995, primarily as a result of a decrease in costs associated with maintenance of WE's fossii power
plants. WE attributes the decrease in maintenance to an exiended outage at WE's Pleasant Prairie Power Plant in
1995 as well as 1o continued efforts to reduce operating and maintenance costs. Depreciation expense increased
10.3% or by $18.9 million between the same comparative periods primarily due to increased nuclear
decommissioning expenses and 1o a lesser extent to higher depreciable plant balances in 1996.

During 1996, Operating Taxes Other Than Income Taxes increased 4.1% or by $3.1 million compared to 1995 due 1o
tax adjustments related 1o prior periods. Total operating income taxes decreased 10.2% or by $14.4 million in 1996
compared 10 1995 as a result of lower taxable income.

1995 Compared to 1994: Excluding Depreciation expense, operating income taxes and the nonrecurring 1994
Revitalization charge, total Operating Expenses decreased 0.9% in 1995 compared to 1994, reflecting a reduction of
3.1% or approximately $16 million in Other Operation and Maintenance expenses primarily attributable to payroll-
related savings and efficiencies gained through WE's Revitalization program. Such reductions were partially offset
by higher costs related to increased generation, the availability of Paris and unscheduled or longer than expected
outages at WE power plants.

In 1995 compared 10 1994, (otal operating income taxes increased 41.4% or by $41 million due 10 lower taxable
income i 1994 caused by the nonrecurring Revitalization charge. Deferred Income Taxes-Net increased $22 million
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Federal Energy Regulatory Commission ("FERC") and state merger proceedings. The settlement agreement, which
pwiduimcenﬁnmndnuxioumpowcrsﬂcsm:mmmkmxnm.wasappmvedbymcFERCinJme
1996. For retai! gas customers, WE and NSP-WI have proposed that Wisconsin Energy Company implement a $4.2
million reduction in retail gas rates on an annualized basis and a four year rate freeze for customers in Wisconsin and
Michigan. NSPhuproposedatwoyeugasremilrmfmumimMinncwmjumd‘mionm!amodeﬂwmﬂ
rate reduction and four vear gas retail rate freeze in its North Dakota jurisdiction.

Regulatory authorities may also require the restructuring oi electric transmission system operations or administration.
As noted below, WEC and NSP have proposed an Independent System Operator ("1SO”) of their electric
transmission systems in testimony filed with the FERC and the Public Service Commission of Wiszonsin ("PSCW")
during merger application hearings. WEC and NSP currently cannot predict what, if any, restructuring of the
transmission system will be required. In addition, Wisconsin State law limits the total assets of non-utility affiliates
of Primergy, which could affect the amount of non-regulated operations.

Securities and Exchange Commission: In April 1996, WEC and NSP submitted the initial filing with the Securities
and Exchange Commission ("SEC") 1o facilitaie registration of Primergy under the PUHCA Although WEC and
NSP are working to avoid divestitures, the SEC could require, as a condition of its approval of the Transaction, that
Primergy divest of certain of its gas utility and/or non-regulated operations within a reasonable time after the
Transaction is consummated. In a few cases, the SEC has allowed the retention of such properties or deferred the
question of divestiture for a substantial period of time. In those cases in which divestiture has taken place, the SEC
has usually allowed enough time 1o complete the divestiture so as to allow the applicant to avoid a "fire sale” of the
divested assets. WEC and NSP believe that strong policy reasons and prior SEC decisions exist which support their
retaining their existing gas utility properties and non-utility ventures, or, alternatively, which support deferring the
question of divestiture for a substantial period of time. Accordingly, WEC and NSP requested in their April 1996
merger upplication with the SEC that WEC and NSP be allowed to retain WEC's and NSP's existing gas utility
properties and non-utility ventures.

Federal Energy Regulatory Commission: The FERC held hearings on the merger application in June 1996. Subject
1o WEC and NSP meeting eight conditions, the administrative law judge ("ALJ") in the merger proceeding issued an
initial decision in August 1996 recommending approval of the Transaction. The ALJI's initial decision included
recommendations for a working 1SO and specifically rejected the need for divestiture of any gencration or
transmission facilities as a requirement for ensuring open and equal access (o the transmission system. In October
1996. WEC and NSP filed with the FERC a Unilateral Settiement Offer of the Primergy Merger Applicants
("Settlement Offer”) setting forth a proposed I1SO for Primergy. The Settlement Offer contains all of the elements
appropriate (o an 15O and addresses all issues and concerns related to transmission “market power”.

In mid-December 1996, the FERC revised and streamlined its 30-year-old policy for evaluating public utility
mergers, with the changes designed to expedite the processing of merger applications. The new policy primarily
focuses on three factors in reviewing mergers: the effect on competition, rates, and state and federal regulation. For
pending mergers, such as that between WEC and NSP, the policy will be applied on a case-by-case basis. WEC and
NSP believe the proposed Transaction is consistent with the FERC's revised merger policy and are hopeful that the
FERC will simultaneously rule on the Settlement Offer and the pending merger applicatior in the first quarter of
1997.

Public Service Commission of Wisconsin: In October 1996, the PSCW commenced hearings on the merger
application, which were completed in November 1996.

In late December 1996, two Wisconsin legislators asked the PSCW 1o delay decisions on all pending utility mergers
until the Wisconsin Legislature had an opportunity to consider a bill revising the state’s utility merger law, which the
two legisiators indicated they would introduce. In early January 1997, the PSCW voled unanimously not to delay its
decision. However, later in January 1997, a Dane County Circuit Court judge ordered the PSCW to delay its
decision on the application, pending the results of an investigation regarding alleged prohibited conversations between
one of the commissioners and WEC officials. The judge further ordered the PSCW 1o investigate the allegations.



While WEC cannot predict specifically when the PSCW will resolve the allegations and proceed with deliberations
concerning the merger application, the Company is hopeful that such investigation might be completed by early in the
second quarter of 1997,

Minnesota Public Utilities Commission: In June 1996, the Minnesota Public Utilities Commission ("MPUC") issued
an order which established the procedural framework for the MPUC's consideration of the merger. The issues of
merger-related savings, electric rate freeze characteristics, NSP's pre-merger revenue requirements, Primergy's
ability to control the transmission interface between the Mid-Continent Area Power Pool and the Wisconsin and upper
Michigan area, and the impact of control of this interface on Minnesota utilities were set for contested case hearings.

The MPUC completed evidentiary hearings on the merger application in December 1996, In January and February
1997, ALJs in the merger application proceedings issued their findings and recommendations about the Minnesota
merger application. Among other items, they found that the projected merger-related cost savings were reasonable,
recommended a four-year rate freeze, with very limited exceptions for rate changes and concluded that the merger
would not provide Primergy with the ability or incentive to negatively impact competition. The MPUC will consider
the ALJs' recommendations along with other information when they deliberate and decide the case. In late March
1997, the MPUC indicated that in April 1997 it would decide whether 10 adopt procedures in connection with its
decision on the Transaction that include additional public hearings as well as additional written comments. If
additional hearings or written comments are necessary, final deliberations in this matter would be scheduled for late
June or early July 1997

Michigan Public Service Commission: In April 1996, the Michigan Public Service Commission ("MPSC*)
approved the merger application through a settlement agreement containing terms consistent with the merger
application.

North Dakota Public Service Commission: In june 1996, the North Dakota Public Service Commission approved
the merger application.

Other Federal Agencies: In the fall of 1995, WEC and NSP filed applications with the United States Nuclear
Regulaory Commission ("NRC") for license amendments related to the Merger Agreement. The mater is pending.
In 1995, WEC and NSP received a ruling from the United States Internal Revenue Service indicating that the
proposed successive merger transactions inciuded in the Merger Agreement would not prevent treatment of the
Transaction as a tax-free reorganization under applicable tax law if each transaction independently so qualified. In
December 1996, WEC and NSP filed required notifications with the Federal Trade Commission and the United States
Department of Justice ("DOI") under the Hart-Scot-Rodino Antitrust Improvements Act of 1976, as amended. In
January 1997, the DOJ served a second request for information and documents. WEC and NSP anticipate responding
to the second request in March 1997,

Merger Conditions: Under the Merger Agreement, completion of the Transaction is subject to several conditions,
including but not limited to the prior receipt of all necessary regulatory approvals without the imposition of materially
adverse terms. In addition, both WEC and NSP have the right to terminate the Merger Agreement if the Transaction
has not been completed by April 30, 1997, except where on such date all necessary statutory approvals and third
party consents have not been obtained but ail other conditions to closing have been fulfilled or are capable of being
fulfilled. Then the termination date shall be extended to October 31, 1997, WEC continues to work with NSP to
complete the Transaction and believes that fulfillment of the various conditions to the Transaction within the time
frame of the Merger Agreement is achievable.

Additional information with respect to the Merger Agreement and the proposed Transaction, including pro forma
coinbined condensed financial information, may be found in “Note B - Mergers™ in the NOTES TO FINANCIAL
STATEMENTS.



Nuclear Matters

Point Beach Nuclear Plant: WE operates two 500 megawatt electric generating units at Point Beach Nuclear Plant
("Poimt Beach®). During 1996, Point Beach accounted for 25.4% of WE's net electric generation. The current
operating licenses for whe two units at Point Beach expire in 2010 and 2013 for Units | and 2, respectively.

As a result of degradation of tubes within the Unit 2 steam generators at Point Beach, WE completed replacement of
the steam generators in January 1997. The unit had been operating at 90% of its capacity during the operating cycle
prior o the Unit 2 fall refueling and steam generator replacement outage, which began in October 1996. Subject to
approval by the NRC, WE expects to restart Unit 2 during the second quarter of 1997. Unit 1 was taken out of
service in February 1997 due to equipment problems. These problems and other emergent issues associated with this
Unit | outage were resolved and Unit | was scheduled to return to service in March 1997. Unit 1 had been scheduled
10 be taken out of service again in early May 1997 to begin an extended refueling outage. In March 1997, WE
reevaluated its generating unit outage schedule scenarios to optimize the availability of supply resources and has
decided 1o return Unit 1 1o service in early summer 1997, with the refueling outage currently scheduled to occur from
September through October 1997. This decision allows Point Beach staff to focus their attention on the work
necessary to bring Unit 2 back into service and, secondarily, to allow Unit 1 to be in service during the 1997
summer peak demand months. See “FACTORS AFFECTING RESULTS OF OPERATIONS - Rates and
Regulatory Information” below for information about a related emergency fuel rate increase request filed with the
PSCW in the first quarter of 1997.

WE anticipates additional power purchases during 1997, in part due to the extended outages of Point Beach Units |
and 2. The cost of these additional power purchases are included in the emergency fuel rate increase request filed
with the PSCW as noted above.

WE completed construction of an Independent Spent Fuel Storage Installation ("ISFSI") in 1995 for dry storage of
spent fuel from Point Beach. The ISFSI was necessary because the spent fuel pool inside the plant is nearly full.
Two storage casks have been loaded with spent fuel and transferred to the ISFSI. As a result of a hydrogen gas
ignition during loading of a third cask in May 1996, cask loading has been halted until actions are implemented to
prevent recurrence of such an event and until the NRC has reviewed and accepted these actions. WE hopes to
resume loading of the casks in the summer of 1997.

In December 1996, WE paid the NRC $325,000 in civil penalties for performance deficiencies and violations of NRC
requirements in various plant activities. In January 1997, the NRC informed WE of additional potential violations
observed during a special inspection that could result in further civil penalties. Also, the NRC sent a letter on
January 27, 1997 notifying WE of a declining trend in performance at Point Beach based upon these inspections and
other ongoing regulatory interactions. The NRC issues trend letters to provide early notification of declining
performance and to allow a utility, under the watchfulness of the NRC, to take early corrective actions. The NRC
acknowledged in the letier that WE has made improvements in the identification and resolution of specific problems.

See "Note F - Nuclear Operations” in the NOTES TO FINANCIAL STATEMENTS for further information related
to Point Beach, the Unit 2 steam generator replacement, the ISFSI and NRC maters. See "LIQUIDITY AND
CAPITAL RESOURCES - Investing Activities” below for additional information about the Unit 2 steam generator
replacement project.

Spent Fuel Storage and Disposal: As noted in the preceding section, WE constructed the ISFSI because its spent
fuel pool within Point Beach is nearly fuil. Without NRC agreement that WE may resume loading of storage casks,
the pool for spent fuel will be full by 1998, With NRC agreement to resume loading spent fuel, WE will load up to a
total of 12 casks, providing sufficient storage capacity for spent fuel until the year 2000. WE plans to file an
application with the PSCW later in 1997 for approval to load by the year 2000 further storage casks in addition to the
12 that were previously approved.
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e Evaluated what quality of service standards and mechanisms for measuring and monitoring service quality
should te established. Utilities and other interested parties were requested to comment on ways (0 generally
improve service rules before moving to a restructured industry. A rulemaking hearing is planned for early
1997. The PSCW is expected 1o issue an order on service quality for legislative review after the hearings.

e Examined the introduction of an SO in the state of Wisconsin that effectively separates control and operation of
the transmission system from the ownership of generation. Al the request of the PSCW, WE, along with four
other utilities (including NSP) submitted a joint proposal in May 1996 for an ISO that would have the
responsibility for ensuring transmission service i the state will be conducted fairly and equitably for all parties.
Three other proposals were also filed. In September 1996, the PSCW issued an order setting forth principles
for an acceptable 18O (“1SO Order”). Among the principles are that the 1SO would operate the transmission
system, be governed by a Board of Directors not subject to control by transmission owners and be the principal
transmission planner. The PSCW indicated that the preferred method of transfer of authority tc the 1SO is a
contract with a minimum length of five years. The PSCW has indicated that it will consider the principles
contained in its 1SO Order as deliberations are held on the Prirr gy merger application. As part of the ?SCW
merger proceeding, WEC and NSP proposed an ISO consisient with the 1SO proposal filed with the FERC in
the Settlement Offer discussed above. See "FACTORS AFFECTING RESULTS OF OPERATIONS - Merger
Agreement with Northern States Power Company" above for further information about the proposed merger.

MPSC Electric Utilisy Industry Investigation: In December 1996, the staff of the MPSC issued a proposal to
restructure that state's electric utility industry. 1f adopted, the plan would allow all consumers (o be able to choose
their electric supplier by the year 2004. The proposal supports development of a lower Mic.igan ISO using FERC
principles to ensure non-discriminatory access and continued reliability. The Michigan 1SO could later be involved
with a regional 180 if determined to provide substantive benefit (o Michigan customers. Based upon comments
received in January :997, the MPSC has requ sted further input on several implementation issues and will hold
additional public hearings in March and April 1997.

Midwest 1SO: WE is one of twenty-five utilities who are participating in the formation of a Midwest ISO which
would be responsible for ensuring nondiscriminatory open transmission service access and the planning and security
of the combined bulk transmission systems of the utilities. These utilities are all transmission facility owners within
the East Central Area Reliability Council ("ECAR”) or the Mid-America Interconnected Network ("MAIN"). In its
Wisconsin statewide 1SO Order, the PSCW did not specifically address how the Wisconsin ISO might be merged into
the regional Midwest SO once it was formed. Plans for the Midwest ISO are expected to be filed with the FERC in
the summer of 1997 and would be implemented in stages afier acceptance by the FERC.

FERC Open Access Transmission Ruling: As a result of the Energy Policy Act of 1992, the FERC issued in April
1996 two orders relating 1o open access transmission service, stranded costs, standards of conduct and open access
same-time information systems. The ruling is intended to create a more competitive wholesale electric power
market.

The first order, Order No. 888, requires public utilities owning, controlling or operating transmission lines (0 file
non-discriminatory open access tariffs that offer others the same transmission service provided to themselves and
requires the use of the tariffs for their own wholesale energy sales and purchases. Order No. 888 also provides for
the full recovery of “stranded costs” that were prudently incurred to serve power customers and that could go
unrecovered if wholesale customers use open access to move 1o another electric energy supplier. In July 1996, WE
submitted to the FERC # transmission tariff in connection with Order No. 888. WE's filing includes terms and
conditions of network transmission service and point-to-point transmission service, including ancillary services. The
rate reiated aspects of the tariff were accepted by the FERC in a June 1996 settlement agreement regarding WE's
preexisting transmission service tariffs. All other aspects of the tariff followed the FERC pro-forma tariff and were

accepted by the FERC.

The second order, Order No. 889, works to ensure that transmission owners and their affiliates do not have an unfair
competitive advantage in using transmission to sell power. Order No. 889 establishes standards of conduct and
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customers rely on to obtain information about its transmission system v-hen buying or selling power.

On March 3, 1997, the FERC reaffirmed and clarified these orders with the iss'iance of Order No. 888a.

WEhnldvocnedopcnacoeutotrmsmimonfacilitielaumcesnryswpinﬂtwmpcﬁtiveremnwmgofm
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position or results of operations. The open access transmission orders became effective in mid-1996.

In its open access transmission ruling, the FERC encouraged utilities 1o consider 1SOs such as the Wisconsin
nm'\demdMidwwlSOsnmedlb(weuawolwmﬂndemandsofaoompeﬁﬁvemarketfmelectﬂcencrgy.

Wholesale Competition: Wholesale sales of electric energy accounted for 5.0%, 5.6% and 6.2% of WE's total
Electric Operating Revenues in 1996, 1995 and 1994, respectively. WE attributes the decrease over this three year
period in part to the increasingly competitive market for electric wholesale customers. In response to competition,
WE renegotiated long-term power sales contracts with its municipal and rural electric cooperative wholesaie
customers during 1995 and 1996. The renegotiated contracts contain discounts from previous rates charged to these
customers in exchange for contract extensions. Two wholesale customers, representing 24 MW, chose to obtain their
power supplies from othier suppliers, with their contracts phasing out between 1997 and 1998. As a result of the
renegotiated and (st contracts, WE anticipates that electric wholesale revenues will continue 10 decrease slightly in
1997 and 1998. WE expects to continue to provide transmission service to the customers who did not renew their
contracts.

PSCW Natural Gas Utility Industry Livestigation: The PSCW continued a generic investigation of the natural gas
mdustry in Wisconsin and addressed the extent to which traditional regulation should be replaced with a different
approach. In response to o November 1996 PSCW order, WE will file a revised gas cost recovery mechanism
("GCRM") by July 1, 1997. In accordance with that order, GCRMs must either be an incentive type or modified
dollar-for-dolar type, both of which will include after-the-fact prudence reviews by the PSCW. Afier WE files and
receives PSCW approval for the new GCRM, WE will be able to assess the level of risk. The Company does not
expect that a major portion of gas costs that are currently passed through to customers will be subject to risk under
any GCRM that will be filed later this year.

The PSCW has also issued Standards of Conduct applicable to opportuaity sales. Opportunity sales are described as
te sales of underutilized capacity and supply entitlements that become periodically available because of the variabie
daily and seasonal needs of customers. These Standards of Conduct are intended to ensure that all interested market
participants have an opportunity o purchase released capacity and supply and that the releasing w.ility receives the
highest price for the sale, given the specific circumstances. Additional restrictions become applicable if a gas utility
has a marketing affiliate.

Electric Sales and Gas Deliveries Outlook

Assuming moderate grovth in the economy of its service territory and normal weather, WE presently anticipates total
electric kilowatt-hour sales 1o grow at a compound annual rate of approximately 2.1% over the five-year period
ending December 31, 2001. WE forecasts total therm deliveries of natural gas to grow at a compound annual rate of
approximately 1.9% over the same five-year period. These forecasts are subject to a number of variables, including
among others the economy, weather and the restructuring of the electric and gas utility industries, which may affect
the actual growth in sales. These estimates do not reflect the operations of NSP, which will become a part of
Primergy after consummation of the Transaction. See "FACTORS AFFECTING RESULTS OF OPERATIONS -

Merger Agreement with Northern States Power Company" above.
New Gas Service Proposal: On February 14, 1997, WE filed revised plans with the PSCW 1o expand natural gas

service 10 more than 4,800 potential customers in northeastern Wisconsin. The project will involve the installation of
more than 350 miles of new gas main and is one of the largest proposed new franchise territory expansion efforts in
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