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Percent

Year Ended December 31 2008 2007 Change

Consolidated revenues nonreguated Million $9 37 $6987.0 39.4

Consolidated venues utility Million 43099 3305.4 304

Margins nonregulated segmentMilhons 834 310.8 2718

Margins utility segment Mllions 15658 1261.2 24.2

In ome from continuing operation Millions 4fi 181 311
Income available for common shareholders Mllons 251 .3 49.7

Earnings per common share basi

Incom from continuing operations $1 $9 $2.49 36.1

Discontnu operations toftax 008 1.02 94.1

Earnings per common re sic 65 351 53.0

Earnings per common share diluted

Income from continuing operations $t$8 $2.48 36

Discontinued operations netoftax 008 1.02 94.1

arnings per common har diluted 144 3.50 531

Dividend
per

share 48 56 4.7

Book lue per share 40 42 4.2

Common stock price at ar end $4 98 $51 69 16.9

Shares outstanding at year end excludes treasury

tock nd shares in deferred com ens tion tru 7$ 992768 75992234

Total ass ts Millions $14 $11234.4 27.0

Pv lo xp atlo qes ri

Year Ended December 31 Millions 2008 2007 2006

Net cash op rating ac ivit 49 $238.5 72.9

Net ca nv ting activities 4$2 451.5 1030.1

Net cash financing tiviti 459 891.7

Net cash discontinued op ration 690.2 61.0
_________

Chang in ash and cash equival nts 12c 18.0 4.5
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Integrys Energy Group Inc is holding company

headquartered Chicago Illinois Subsidiaries REGULATED
provide products and services in both regulated OPERATIONS
and nonregulated energy markets
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Throughout the past year our employees have kept their focus \iVORKABLE REGULATORY
and used their energy to produce results that we expect

will

ENVIRONMENT
build value for our stakeholders for years to come We have

made progress on several initiatives During 2008 we were very active in several regulatory arenas

We successfully completed rate cases in Wisconsin Illinois

AN ENVIRONMENT OF and Michigan We also received an interim rate increase in

GETTING IT DONE RIGHT Minnesota These rate cases were critical to our continuing

success They are the first authorized rate increases following our

We completed major construction projects including the
significant merger activity in 2006 and 2007 and the successful

500-megawatt Weston generating facility Weston was
completion of the rate cases acknowledges that the business

placed into service on July 2008 and garnered two national
systems and

processes we are using are accepted by regulators

recognition awardsPOWER magazines 2008 Plant of the Year The conclusion of these cases also improves our return on

award and Power Engineering magazines 2008 Best Coal-Fired investment by correcting for the regulatory lag that typically

Project award The project was completed on schedule and follows merger or acquisition The rate orders received in

under budget at cost well below comparable projects Illinois and Wisconsin have also approved the use of an energy-

efficiency and conservation tool known as decoupling This will

We completed construction of the natural gas laterals for the
enhance our ability to help customers conserve energy and use

Guardian II pipeline project on schedule and slightly under

budget at $79 million versus revised estimate of $85 million
energy more efficiently The decoupling mechanism also reduces

The Guardian II trunkline was completed on February 26 2009
our companys exposure to the risk of fluctuating demand by

As result our customers now enjoy the benefits of competitive
helping to stabilize our margins and net income We have

approximately 2.2 million regulated utility customers and about
natural gas pipeline service to northeastern Wisconsin

80 percent are now served through decoupling mechanisms

American Transmission Company of which Integrys is 34 percent

owner completed major components of its $2.8 billion building STRATEGY CHANGES FOR THE
plans Our investment in American Transmission Company is

NEVV ENVIRONMENT
adding significant value for shareholders today and will continue

doing so for many years
Our accomplishments during the

past year have been many

and varied but the economic environment and financial crisis

Completing these projects provides benefits for customers
throughout the world continues In light of this and with

reduces our future capital expenditures and reduces our cash
determination to remain strong company our management

requirements This represents significant improvement in our
team has taken steps to re-evaluate our strategy and business

overall risk profile model for the near and far term Success during this period of

We have made good progress integrating the Michigan and illiquidity requires timely and swift action

Minnesota natural gas distribution operations we acquired in
In the short-term we have taken steps to reduce our cash

2006 and the Illinois natural gas distribution companies we
requirements improve the liquidity in our business model and

acquired in 2007 with the Peoples Energy merger We captured
thereby lower our risk profile We increased our credit facilities

$83 million of annual synergy savings in 2008 surpassing our
for the 2008-2009 winter heating season by $400 million in

target by $10 million We expect the savings to increase to
November 2008 We reduced our capital expenditures by

$114 million annually by 2011 In addition we reduced the
28 percent or $186 million for 2009 and another 41 percent

costs to achieve the integration by $39 million to $147 million
or $213 million for 2010 We are continuing to scrutinize

in total costs to achieve
our capital expenditure programs and our working capital

We have successfully established Integrys Business Support as requirements with the intent of improving cash flow We have

separate business unit within Integrys Energy Group to provide
reduced wage increases for 2009 and the senior management

centralized services to all subsidiaries and the parent company
team and the Board of Directors have accepted zero wage

This business unit has helped us lower costs for services provided
increases for this year

We have also initiated hiring freeze

increase service quality and provide transparency to regulators
and announced general reduction in the use of contractors

throughout our organization

Demonstrating leadership in protecting the environment and

using energy efficiently we have also been involved in the
These initiatives will help improve our liquidity and risk profile

design and construction of four new buildings that are LEED in the near term but strategic shift in our business model is

Leadership in Energy and Environmental Design certified The required for the long term

new office buildings for Minnesota Energy Resources Corporation As result in February 2009 we announced strategic shift

in Rochester Minnesota Wisconsin Public Service Corporation in

affecting our nonregulated subsidiary Integrys Energy Services

Rhinelander Wisconsin Integrys Energy Services in De Pere
This subsidiary has been very successful and has enhanced

Wisconsin and the American Transmission Company in Pewaukee
shareholder value for over decade but its success has

are all being designed and/or constructed in accordance with
outgrown our ability to adequately support its growth This

these new environmental and efficiency standards

Integrys Energy Group Inc An Environment of Energy



situation is exacerbated by the uncertain financial markets The substanba growth opportunities and help us reach our financial

risk would be less of an issue for an owner larger than Integrys goal of creating long4erm value for investors We expect our

We are therefore pursuing full divestiture of this business
strategic modifications will

improve our earnings quality Capital

segment with alternatives including divestiture of portions of investments combined with timely rate relief should provide
this business or scaling back by further modifying the scope of

earnings per share growth of to percent on an average
the products offered and/or the markets we serve The goal is to annualized basis subject to some fluctuations depending on

reduce the demands on our balance sheet and capital support the economic environment From financial perspective our

obligations that are driven by commodity prices which at this goal is to provide solid returns to investors manage our risk

time have demonstrated unprecedented volatility We are profile to acceptable levels and continue providing consistent

seeking to deploy our capital to areas with more desirable and dependable dividends to our shareholders

risk-adjusted rates of return We expect to significantly reduce

corporate guarantees and invested capital that have been required
Dividends Per Common Share

by our nonregulated energy services segment If we do not

divest of this business segment entirely our ultimate objective
$250

is size and
scope

for Integrys Energy Services that will reduce

the liquidity capital and credit support requirements for our

nonregulated energy services segment to an insignificant level $2.00

and will give us greater control of our own destiny

Certain business activities within the nonregulated subsidiary
$1.50

may remain These will be identified through our strategic

planning process
but could revolve around our expertise in

$1 00

renewable
energy

and
energy efficiency

Though we are seeking to divest of or reduce the size of our $050

nonregulated business we are planning to expand the regulated

side of our business The regulated utilities within Integrys Energy

Group have significant opportunities for investment which will
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

enhance shareholder value These investments will focus on

energy efficiency conservation renewable
energy sources

environmental improvements and infrastructure improvements AN ENVIRONMENT OF LEADERSHIP

Over the long-term our utilities have investment opportunities
Dealing effectively with financial challenges and meeting our

exceeding $3 billion Much of this investment will be obligations to shareholders will require effective
leadership

required for infrastructure improvements at Peoples Gas
for years to come Charles Charlie Schrock the new president

and chief executive officer of Integrys Energy Group effectiveWisconsin Public Service and Upper Peninsula Power will also

require investments in additional renewable projects and January 2009 is well qualified to provide that leadership

environmental improvements
He brings over 30 years of

utility industry experience and

strong record of accomplishment to the job

During 2009 we committed to developing 99-megawatt wind
The board of directors also elected Charlie director effective infarm project known as Crane Creek The project located in Iowa

will be completed in 2009 at projected cost of $251 million and February 2009

it will provide renewable energy for our customers Charlie will be supported by very capable and talented group
of leaders throughout our company There have been numerousThese projects combined with our investments in infrastructure

improvements and environmental equipment will provide
changes in our leadership team during the

past year and will

only mention few of those changes here
Phillip Phil Mikulsky

executive vice president corporate development and

shared services of Integrys Energy Group is now also president

Provide invcstors wr sold return on their investments
of Integrys Business Support William Bill Laakso is our new

vice president human resources Willard Will Evans Jr
Grow our earninqs share from continurnq operations is our new president of Peoples Gas and North Shore Gas
by to percent or an average annualized basis

Charles Chuck Cloninger is now president of Michigan Gas

Divest or reduce our nonrequlatod business soqment iltilities as well as Minnesota Energy Resources and Jodi Caro

such that its demands on liquidity and capital are not joined us as vice president legal services

siqnihcant by the end of calendar year 2010
Membership on the board of directors also changed and

Manaqe the risk profile of our business portfolio want to express our gratitude to departing members Jim Boris

fontinue quarterly dividend
paymerrts

Diana Ferguson and Jack Meng We thank each of them for

the contributions they have made to our success

Integrys Energy Group Inc An Environment of Energy



We have also made progress in creating single culture

throughout Integrys Energy Group Over 674 of our leaders have

graduated from our Leadership Development classes which are

based on Integrys En rgy Groups values and
expectations

We are delivering on our core values and expectations daily

And we continue to gain recognition for our efforts as was

recently evidenced wh we were recognized by FORTUNE

magazine when it designated lntegrys Energy Group as the

Worlds Most Admi ed Energy Company on its prestigious 2009

list of Most Admired Companies in its March 16 2009 issue

In fact Integrys rated well against the 363 companies that

appear on FORTUNES most admired
list where we were the

8th most admired company in the Use of Corporate Assets

category the 9th most admired company in the Innovation

category the 10th most dmired company in the LongTerm
Investment

category and the ith highest-rated company
overall by total score

ANENVR NME FENE
can assure you that the Integrys team is dedicated to

operational excellence and has the
expertise and

energy
needed to enhance shareholder value for our investors

We thank you for
your investment in Integrys Energy Group

TEG and we assure you that we will
protect your investment

as our own Thank
you for the faith you have placed in us

Sincerely

Larry Weyers

Executive Chairman

March 2009

integrys Energy Group inc An vironmen of Energy
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THE NATURAL ENVIRONMENT low-impact plumbing technologies motion sensor lighting

computer technologies that use substantially less energy
Throughout our company weve forged long-term sustainable

and waste management to recycle construction materials
approach finding ways to become more environmentally

responsible while upholding responsibilities to stakeholders Minnesota Energy Resources new LEED building in Rochester

providing reliable
energy while safeguarding the well-being of Minnesota brings all office warehouse and work center

the places where we work and live functions together in one highly efficient facility

In 2008 we revisited our environmental vision taking fresh look ntegrys Energy Services De Pere office building incorporates

at our environmental ideals and activities as they affect and LEED principles in wing successfully built using recycled

protect the environmental landscape materials from old buildings such as bricks and insulation

Our renewed environmental visionCreating Energy Solutions And in the new Wisconsin Public Service office in Rhinelander

for Sustainable Tomorrowpoints to how we will live out Wisconsin two office facilities and warehouse have been

our environmental responsibility and helped us fashion new integrated into one 76000-square-foot environmentally friendly

environmentally focused strategies and principles With these energy-efficient service center

foundations in place leaders across all business units are charged

with incorporating an environmental focus into short- and long- REWARDING RESPONSIBLE CHOICES
range plans and embedding it within the Integrys culture

Partnering with the Arbor Day Foundation weve rewarded our

customers for making economical earth-friendly choices

THE NEW FACE OF EFFICIENCY

Transforming environmental aspirations into actionable
Planting the seed of paperless billing among nearly 1.5 million

customers from four of Integrys regulated utilities we raised
opportunities for customers and shareholders is the charge of

Integrys newly chartered Energy-Efficiency Steering Committee
awareness about the environmental benefits of enrolling in

e-BilI electronic billing More than 5000 trees were purchased

In 2008 the team crystallized its plans targeting both to plant in our national forests one for each customer who
immediate energy-efficiency projects to help customers save signed up for e-BiIl from April through June 2008 The impact

money and manage resources and critical long-term business of these online transactions truly adds up by using e-BiII

opportunities created by changing energy marketplace 25000 customers of Wisconsin Public Service alone save more

than 19000 pounds of paper and 55000 pounds of greenhouse
In mid to late 2009 innovative programs will test ways for our

gas emissions every year
customers to save money and conserve resources The programs

will promote variety of methodsfrom traditional rebates to total of 14000 trees were also planted on behalf of

Smart Grid pilotsso customers can enhance their
energy nonregulated natural gas customers in Ohio who chose

efficiency We will partner with stakeholders including local Integrys Energy Services new Ecovations biogas This

communities organizations state commissions and customers incredible response was generated in the first three months

We will test innovative rate options that cause energy users to of the program showing the impact sustainable choices can

think about their
energy use and change their energy behavior have when they are both convenient and cost-effective

These pilot programs will allow the market itself to weigh in on

the value of the tools technologies and information THE GENERATION ENVIRONMENT
On parallel track the Energy-Efficiency Steering Committee Ensuring sustainable energy future means bringing increased

will also evaluate long-term business opportunities that take supply and alternative sources of clean renewable power to our

advantage of emerging technologies in the growing energy-
customers in an increasingly carbon-constrained world

efficiency industrymodels with potential to grow the business
To that end Wisconsin Public Service entered into an agreementand create even more value
for wind generation with enXco Service Company wind

developer that will construct and maintain our Crane CreekLEEDING EDGE EXAMPLE
Wind Farm 99-megawatt wind facility in Howard County in

Another way were demonstrating our commitment to
corporate northeastern Iowa The wind farm will help Wisconsin Public

responsibility is to green the places where we do business
Service reach its state-mandated renewable portfolio standard

In 2008 we reduced the environmental impact of our office
of generating 10% of retail electric sales with renewable power

operations by integrating LEED Leadership in Energy and by 2015 The wind farm is on site with favorable wind speed

Environmental Design principles into three of our buildings
access to transmission and community support

It is expected

These high-performance buildings will help us improve energy
to be operational in December 2009

efficiency and lower operating costs
The Crane Creek Wind Farm joins our other wind generation

LEED construction uses materials with high percentage of assets including the Glenmore Wind Energy Facilitythe first

recycled content natural lighting to decrease energy use and utility-grade wind terminal in the state of Wisconsin and the

Lincoln Wind Energy Facility 9.24-megawatt wind farmenhance indoor aesthetics water savings through use of

Integrys Energy Group Inc An Environment of Energy
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Ecovations renewable biogas is harnessing the power of waste Driven by an abundant natural resource and creating no

to offer customers an eco-friendly choice at no extra cost greenhouse gas emissions hydroelectric power is perhaps the

Available to Integrys Energy Services customers in Ohio for the first and best-known renewable energy source Nowhere

first time last year the renewable gas is delivered and performs does hydroelectric power play more of role in our system

like regular natural gas But thats where the similarities stop than at Upper Peninsula Power Company operating in

Michigans Upper Peninsula
Ecovations biogas is methane generated from renewable

sources like manure digesters sewage treatment plants and Upper Peninsula Power is poised to capitalize on regional

landfill gas collection systems environmental momentum Besides providing carbon-neutral

energy source for the companys own portfolio hydroelectric
For customers who select Ecovations 8% of the carbon dioxide

energys value has greatly increased as renewable
energy

that would have been emitted by the natural
gas they use each

connects to the market The Michigan legislatures recent
year is offset by blend of the renewable gas and carbon offsets

renewable
energy portfolio standard requires electric utilities to

emission reduction credits for emitting fewer greenhouse gases have 10% of their energy come from in-state renewable sources
into the atmosphere

by 2015 and establishes renewable credit opportunities

The highly successful offering demonstrates that renewable
To care for these assets improvement projects are underway

options attractively priced can delight customers and generate
for Upper Peninsula Powers turn-of-the century facilities

true competitive advantage

VSON VF Wfl
SIININ

In June 2008 we moved to more secure energy future as
Were also adding solar power to our renewable mix Late last

Wisconsin Public Service placed its world-class 525-megawatt
year Integrys Energy Services tapped the power of the sun in

Weston generating unit into service One of the cleanest
16 projects across four states making this subsidiary one of

coal-fired generating units in the nation Weston 4s supercritical
the nation

top
five retail providers of solar electricity

technology offers higher efficiency and lower carbon dioxide

Unlike our wind farms which generate power for customers emissions per megawatt-hour of electricity produced as

across the energy grid Integrys Energy Services is placing solar compared to standard sub-critical coal-fired unit

energy systems directly on customer sites Customers purchase
Construction of the $774 million project began in October 2004

the power without having to make an up-front capital investment
and was completed on an aggressive 3.5-year schedule It was

in solar-generating facilities Better yet they are able to leverage
built in close cooperation with the local community using local

legislative incentives including tax benefits and incentives for
trades and suppliers whenever possible In August 2008

the lowest possible cost
community leaders local neighbors elected officials regulators

contractors management union representatives and others

turned out to officially dedicate the new facility

FUEl IJSEDTO PRODUCE INrEGRys ENERGY GROUPS

RENEW.BLE FNERGV IN 2008

1% In the short time since it began operation the clean-coal plant

energy awards

2008 Plant of the Year from POWER magazine citing

xi is generating not only electricity but also national and global

L...zI.ZI..1

unequalled environmental
protection credentials employingVj

without doubt the most advanced coal-fired steam

-iii generation technology in the U.S today

______________________________________________________ Best Coal-Fired Project for 2008 from Power Engineering

Recent projects include 341 .6-kilowatt soIr- generating ystcm
magazine which recognizes projects that set quality

standards in the worldwide energy industry andmounted to the roof of
Pilgrii ur niture SI owroom in Milford

Connecticutwhich generates enough energy to reduce 2008 Big Diverter Award from WasteCap Wisconsin for

greenhouse emissions by 225 tons yearas well as multi-state
high recycling rate diverting more than 9000 tons of waste

installations for the J.C Penney Company from being placed in landfill over four years

Integrys Energy Services also has one of the largest university

installations in the United States at Arizona State University

RE WING IN ASS

Beginning operation in December 2008 the project is
Many of our older generating plants are still go-to sources for

anticipated to generate more than million kilowatt-hours
reliable energy at reasonable cost Yet often their environmental

of electricity annually enough to run 3680 computers at the performance isnt as impressive as that of newer generation

school power 260 Arizona households or reduce carbon
resources So were investing capital and brainpower to make

emissions equivalent to taking 425 cars off the road
these assets smarter cleaner and more efficient

ntegrys Energy Group Inc An Environment of Energy
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At Wisconsin Public Services Pulliam coal-fired generating plant It was an outreach effort echoed throughout our companies

for example we significantly reduced excess opacity visible And for many it brought comfort in an increasingly harsh

emissions incidents While new emission-control equipment economic environment

helped remediate the problem the main gains came from

listening and engaging the people closest to the problem GRASSROOTS MARKET AT
MCHKAN GAS LFR

Five crews of front-line
operators focused intensely on the

In the landscape of Michigans struggling economy employees at

challenge and identified practical ongoing corrective actions

Michigan Gas Utilities formed game plan to grow the utilitys

that delivered out-of-the park results Solutions ranged from
base of natural gas customers when new development faltered

more controlled boiler
firing process that lowered emissions to

improved crew training and day-to-day corrective equipment Relying on service crews meter readers and other team members

repairs Thanks to the employees at Pulliam the plant achieved the utility mapped and identified existing mains that could be

dramatic ten-fold increase in opacity performance in 2008 for cost-effectively extended to reach new natural gas customers

four active operating coal units Pulliam units 5-8 compared to who might be using oil or propane to heat their homes

average performance from 2000 to 2005

Employees identified 23 new projects and the information

Weve also ramped up efforts to equip our older coal-fired power sharing began The team used competitive cost modeling to

plants with new combustion technology that promises to reduce demonstrate the attractive cost of natural gas against propane

nitrogen oxide NOx emissions by 40% to 50% overall In 2008 making dollars and sense of switching to natural gas

retrofits were completed on Weston commissioned in 1954

and work was begun on Weston 1960 Retrofits will also be
Two hundred and

fifty
service lines later nearly half the

made at Pulliam Pulliam Weston and Pulliam in 2009
identified potential customers had come online increasing

Michigan Gas Utilities customer base Today the momentum

THE ECONOMIC ENVIRONMENT continues proving ouremployees abilityto be innovative

in demanding times

Helping customers during the economic downturn was key

focus for our organization in 2008 as surging energy costs and GE INC LWiYS
tough times created unprecedented challenges

For our utility customer relations group the mantra Getting It

Right to create great service experiences
for customers remained

SV L\JE VI
core goal

Across all of our utilities our concern rose for our most vulnerable

customersthose with limited income who are most affected We began with first-ever benchmark of capabilities and

by economic hardships Beginning in July 2008 we turned our customer satisfaction throughout our utilities so we knew where

energies to helping customers anticipate winter energy costs and we stood We identified which areas required work Then we

learn about applying for heating assistance raised the barand met itleveraging best practices

fhe federal government made an unprecedented level of ONL CALL DOE IT ALL
Low Income Home Energy Assistance Program LIHEAP funds

Resolving customer issues immediatelyon the first callwas
available to help customers So our first priority was to make sure

core focus for more seamless customer

struggling customers knew about this important safety net
experience Across our

organization we shared best practices to reduce the need for

Peoples Gas and North Shore Gas exemplified our tactics with customers to contact us more than once to address their

nothing short of community blitz Community relations teams questions or concerns

reached out person by person neighborhood by neighborhood We spent considerable effort coaching our front-line service

agency by agency to educate inform and jumpstart the
teams and monitoring call quality We fine-tuned our processes

assistance program
and systems we deepened our teams technical and people skills

Customers were contacted through many touch points from bill
we took time to ensure we clearly understood and answered each

inserts and Web content to phone calls and community meetings
customers question And when we were done we asked Is there

We worked with community agencies and city officials And we anything else we can do for you today

found more ways than ever to connect people in need with help The outcome speaks for itself Each quarter we made
in walking through the application process

improvements in call center performance lowering the amount of

And our teams didnt stop there To encourage safety during repeat calls lowering cost and bettering our customers experience

the heating months our utilities offered discounts on carbon

monoxide and smoke detectors They promoted budget billing
SE SE RV VORL

plans And they continued the successful utility-sponsored
Our companies accelerated self-service options to match our

heating fundswith the utilities matching customer donations customers increasing use of Internet and interactive voice

to cover heating costs for low- and fixed-income neighbors technologies providing low-cost easy-to-use ways to do business

integrys Energy Group Inc An Environment of Energy



We worked dHigently identifying changes that woud make our

automated voice recognition systems and Web sites easy to use

We invested in studies of our automated caM flow and Web site

navigation to make sure choices were clear and customerfriendly

We automated backend systems to deliver immediate
response

Popular self service functions were added to Web site at

Wisconsin Public Service Upper Peninsula Power Peoples Gas
and North Shore Gas including options to set up budget billing

and search for payment locations

Moving to self seice world for simple transactions is truly

win/win/win proposition delivering 24/7 support for customers

the ability for employees to focus on more complex value-added

customer contacts and greater value for shareholders

At our nonregulated operations delighting customers is also

focus for delivering value

Using customers feedback we worked to
improve key aspects

of delight from
easy to understand billing to knowledgeable

customer care By the end of the year we had moved from

score of 3.88 to 4.09 in customer satisfaction an 8.75% gain

on our aspiration of achieving peect 5.0 score

Moving forward lntegrys will continue to seek great experiences

for our customers while improving our cost effectiveness Our

work has only begun

Were pursuing new ways to make it

easy to do business with us

Customers told us they wanted even more self service options so

were expanding self service
options even further sharing effective

tactics and technologies from sister company to sister company

Yet we know that knowledgeable one on-one customer care

will never be replaced nor should it be So we continue helping

our call centers and our account executives be more effective

listeners and more expert problem solvers than ever before

TH MMUNITY AR UND
In difficult economic times Integrys community support remains

vibrant Its bedrock to our belief that business sustainability is

connected to the well being of the places where we live and work

Our responsibility takes many forms from
encouraging employee

volunteerism and matching contributions to their favorite charities

to sharing expertise on boards and community task forces

Som times our efforts are direct extension of our business

For example each fall our employ es give their time to bring

energy efficiency to customers by weatherizing homes for those

who are elderly or disabled

And weve also come together across Integrys to support

community needs through United Way

Its true measure of our corporate values giving back measure

of what our communities give to us

integry Energy Group Inc An nvronment of Energy
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THE REGULATORY ENVIRON ENT All these efforts by Integrys companies contribute to better

use of
energy protection for the environment and lower energy

Navigating the complexities of the changing regulatory environment
bills for customers

has become increasingly important for Integrys Energy Group

Were at work on number of core regulatory activities providing
NNO

energy efficiency services and information in new state programs
Another initiative is to remove current disincentives for utilities

complying with all environmental rules and regulations to encourage energy efficiencyknown in the energy industry

and forging new rate structures that encourage not inhibit as decoupling Pioneering projects make Peoples Gas

energy-saving programs North Shore Gas and Wisconsin Public Service the first utilities

in Illinois and Wisconsin to gain approval for decoupling

Ri This tool separates the amount the utilities charge to deliver

In our regulated utilities were building on history of
encouraging

natural gas and electricity from the amount that customers use

energy efficiency
For our companies revenue becomes less dependent on the

Wisconsin Public Service has provided energy-efficiency programs
volume of natural gas and electricity we deliverso we can

for customers since the 1970s Today these
programs are actively promote energy efficiency without hurting our bottom

administered with our guidance through statewide energy-
line Equally important decoupling benefits customers Generally

efficiency program called Focus on Energy Minnesota Energy
when weather is coldeç customers will receive credit and

Resources has also provided programs to its customers and is
when it is warmer than normal customers will see charge

increasing its efforts to meet recently enacted Minnesota And customers will see direct benefit from saving energy

legislation which established aggressive energy-savings goals reducing energy use will reduce their bill

Similar legislation has been passed in Michigan and both THE FUTURE ENVIRONMENT
Upper Peninsula Power and Michigan Gas Utilities will participate

in state-administered energy-efficiency programs Peoples Gas
We are leveraging best practices across our companies and

and North Shore Gas are part of the newly created Chicagoland
embedding them in our culture We have become leaner more

Natural Gas Savings Program offering energy-efficiency and disciplined and even more customer-centric And despite

weatherization
programs to customers Qf the two utilities

competing business and environmental pressures we are

confident we have practical and proactive path forward

IKNN \N

Integrys Energy Group is larger stronger and more competitive

regional energy company than ever before Our growth since

mt gry upports the giving 2006 has diversified our companys regulatory and
geographic

initiative of Wisconsin Public risk and
provided larger more stable regulated utility base

rvice Found tion Inc in

Michigan Minn ota nd Regulatory and industry forces demand
strong emphasis on

WI con in 0th ignificant asset and risk management We are constantly evaluating

giving by Integry cur strategies to provide the best return on our resources while

through progr ms operat maintaining an acceptable risk profile Moving forward we will

by Peopi and North
continue to adjust our energy portfolio evaluate existing assets

Shore Gas in Illinois
the

acquisition of assets and contracts for resources that

complement our business

Wi on in opl As we look to the future we will make
well-planned investments

Publi

nIn Sh To al

to meet changing expectations of
energy companies

Part of our obligation is to anticipate future energy demand while

making sense for our environment As the market calls for more

environmentally friendly sources we will respond with continued

investment in renewables energy efficiency emission reduction

and conservation focusing on options that offer the greatest

returns in efficiency and savings

Sustaining our vision we are confident that wise planning of

our resources will deliver stability and continued value in an
Total $1410539 $1073182 $2483721

ever-changing energy future

in md orporat gif Un

Integry Energy Group An Envmronment of Energy
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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the The risks associated with changing commodity prices

meaning of Section 21 of the Securities Exchange Act of 1934 particularly natural gas and electricity and the available

You can identify these statements by the fact that they do not sources of fuel and purchased power including their

relate strictly to historical or current facts and often include impact on margins

words such as anticipate believe estimate expect

intend plan project and other similar words Forward-
Resolution of audits or other tax disputes with the Internal

looking statements are subject to assumptions and uncertainties
Revenue Service and various state local and Canadian

therefore actual results may differ materially from those
revenue agencies

expressed or implied by such forward-looking statements
The effects extent and timing of additional competition or

Although we believe that these forward-looking statements and
regulation in the markets in which Integrys Energy Groups

the underlying assumptions are reasonable we cannot provide
subsidiaries operate

assurance that such statements will prove correct

The retention of market-based rate authority
Forward-looking statements speak only as of the date on which

they are made and except to the extent required by the federal The risk associated with the value of goodwill or other

securities laws we undertake no obligation to update any intangibles and their possible impairment

forward-looking statements whether as result of new

information future events or otherwise We recommend that Investment performance of employee benefit plan assets

you
consult

any
further disclosures we make on related subjects

in our 10-0 8-K and 10-K reports to the Securities and Advances in technology

Exchange Commission
Effects of and changes in political and legal developments

The following is cautionary list of risks and uncertainties that
as well as economic conditions and the related impact on

may affect the assumptions which form the basis of forward-
customer demand

looking statements relevant to our business These factors and
Potential business strategies including mergers

other factors not listed here could cause actual results to differ

materially from those contained in forward-looking statements
acquisitions

and construction or disposition of assets or

businesses which cannot be assured to be completed

Resolution of pending and future rate cases and timely or within budgets

negotiations including the recovery of deferred costs and
The direct or indirect effects of terrorist incidents natural

other regulatory decisions impacting Integrys Energy
disasters or responses to such events

Groups regulated businesses

The effectiveness of risk management strategies and the

The impact of recent and future federal and state

use of financial and derivative instruments
regulatory changes including legislative and regulatory

initiatives regarding deregulation and restructuring of the The risks associated with the inability of Integrys Energy

electric and natural gas utility industries and possible future
Groups and its subsidiaries counterparties affiliates and

initiatives to address concerns about global climate change customers to meet their obligations

changes in environmental tax and other laws and regulations

to which Integrys Energy Group and its subsidiaries are Weather and other natural phenomena in particular the

subject as well as changes in the application of existing effect of weather on natural gas and electricity sales

laws and regulations
The utilization of tax credit carryforwards

Current and future litigation regulatory investigations

proceedings or inquiries including but not limited to
The effect of accounting pronouncements issued

manufactured gas plant site cleanup reconciliation of periodically by standard-setting bodies and

revenues from the Gas Charge and related natural gas
Other factors discussed in the 2008 Annual Report on

costs and the contested case proceeding regarding the
Form 10-K and in other reports filed by Integrys Energy

Weston air permit
Group from time to time with the Securities and

The impacts of changing financial market conditions credit Exchange Commission

ratings and interest rates on the liquidity and financing

efforts of Integrys Energy Group and its subsidiaries

The risks associated with executing Integrys Energy Groups

plan to significantly reduce the scope and scale of or divest

in its entirety the nonregulated energy services business

Integrys Energy Group Inc An Environment of Energy



NTRODUCTKDN
availability and increasing the cost of capital As result Integrys

Integrys Energy Group is diversified energy holding company Energy Group has decided to take steps to protect its financial position

with regulated electric and natural gas utility operations serving and
liquidity by either fully or partially divesting of its nonregulated

approximately 2.2 million customers in Illinois Michigan Minnesota energy services business segment or significantly scaling it back On an

and Wisconsin nonregulated energy operations and an equity operational level Integrys Energy Groups short-term strategy will be to

ownership interest in American Transmission Company LLC ATC reduce and refocus its financial credit and risk capital on those aspects

federally regulated electric transmission company operating in of Integrys Energy Services business that yield the highest return with

Wisconsin Michigan Minnesota and Illinois of approximately 34% consideration given toward lower risk Integrys Energy Services has

recently and as necessary in the future expects it will continue to adjust

Strategic Overview
pricing strategies to capture margins that are commensurate with its

Integrys Energy Groups goal is to create long-term value for shareholders increasing capital costs and collateral requirements
and customers primarily through growth in its core regulated businesses

The company has made decision to either fully or partially
divest of Longer term in the event that full divestiture of Integrys Energy

its nonregulated energy services business segment Integrys Energy Services does not occur and portion of the nonregulated energy
Services or reduce its size risk and financial requirements in response services business segment remains it will be smaller segment that

to increased collateral requirements at time when global credit and requires significantly
less capital parental guarantees and overall

financial markets are constraining the availability and increasing the cost financial
liquidity

from lntegrys Energy Group Integrys Energy Group is

of capital In order to create value Integrys Energy Group focuses on seeking to deploy its capital to areas with more desirable risk-adjusted

rates of return Although Integrys Energy Group anticipates reduction

Maintaining and Growing Strong Regulated Utility BaseA strong in future earnings capacity from this business segment going forward

regulated utility base is necessary to maintain strong balance sheet an improvement in the
liquidity position and reduced business risk

predictable cash flows desired risk profile attractive dividends and
profile

of Integrys Energy Group is expected

quality credit ratings which are critical to our success Integrys Energy

Group believes the following investments have helped or will help Integrating Resources to Provide Operational Excellence

maintain and grow its regulated utility
base Integrys Energy Group is committed to integrating resources of all its

regulated and nonregulated businesses while meeting all applicable

The February 2007 merger with Peoples Energy Corporation PEC regulatory and legal requirements This will provide the best value to

which added the natural gas distribution operations of The Peoples customers and shareholders by leveraging the individual capabilities and

Gas Light and Coke Company PGL and North Shore Gas Company expertise of each business and lowering costs Integrys Energy Group

NSG to the regulated utility base of Integrys Energy Group believes the following recent developments have helped or will help

integrate resources and provide operational excellence

Our ownership interest in ATC which owned over $2.5 billion of

assets at December 31 2008 Integrys Energy Group will continue to The PEC merger provides the opportunity to align the best practices

fund its share of the equity portion of future ATC growth ATC plans and expertise of both companies which will continue to result in

to invest $2.7 billion in the next ten years to ensure that the power efficiencies by eliminating redundant and overlapping functions

grid will continue to meet the needs of its customers and systems

Weston 537-megawatt coal-fired base-load
power plant located Integrys Business Support LLC IBS wholly owned service company

near Wausau Wisconsin was completed and became operational of Integrys Energy Group became operational on January 2008
June 30 2008 Wisconsin Public Service Corporation PS holds lBS was formed to achieve significant portion of the cost synergies

70% ownership interest in the Weston power plant anticipated from the PEC merger through the consolidation

and efficient delivery of various support services and to provide

proposed accelerated annual investment in natural gas distribution more consistent and transparent allocation of costs throughout
faciiities replacement of cast iron mains at PGL Integrys Energy Group and its subsidiaries

The investment of approximately $79 million to connect WPSs Operational Excellence initiatives were implemented to provide

natural gas distribution system to the Guardian II natural gas top performance in the areas of project management process

pipeline to be completed in 2009 improvement and contract administration and compliance in order

to reduce costs and manage projects and activities within

WPSs purchase of 99-megawatt wind generation project to be appropriate budgets schedules and regulations

constructed in 2009 in Howard County Iowa

Placing Strong Emphasis on Asset and Risk ManagementOur asset

WPSs continued investment in environmental projects to improve air management strategy calls for the continuous assessment of our

quality and meet the requirements set by environmental regulators existing assets the acquisition of assets and contractual commitments

Capital projects to construct and upgrade equipment to meet or to obtain resources that complement our existing business and strategy

exceed required environmental standards are planned each year The goal is to provide the most efficient use of our resources while

maximizing return and maintaining an acceptable risk profile This

For more detailed information on lntegrys Energy Groups capital strategy focuses on the disposition of assets including plants and entire

expenditure program see Liquidity and Capital Resources Capital business units which are no longer strategic to ongoing operations

Requirements are not performing as needed or have an unacceptable risk profile

We maintain portfolio approach to risk and earnings Our decision

Systematically Reduce the Size and the Capital and Liquidity regarding the future of Integrys Energy Services noted above illustrates

Commitments of the Nonregulated Energy Services Business our asset management strategy

SegmentUnprecedented energy price volatility
combined with

significant growth in the forward customer business has increased the Our risk management strategy includes the management of market

collateral requirements of Integrys Energy Services at time when credit and operational risk through the course of business Forward

global credit and financial market conditions are both constraining the purchases and sales of electric capacity energy natural gas and other

Integrys Energy Group Inc An Environment of Energy
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commodities allow

opportunities to secure prices in volatile energy management policy The Corporate Risk Management Group which
market Each business unit monitors daily oversight of the risk

profile reports through the Chief Financial Ofticeç provides corporate oversight
related to these instruments consistent with the companys risk

RESULTS OF OPERATIONS

ndedD mb r31
ng in hangein

2008 Over 2007 Over
Millions except per share amounts 2008 200 2006 2007 2006

Natural gas utility operations 28 2.3 194.4 N/A
Electric

utility operations 874 85.5 5.9 2.2

Nonregulated energy operation 98.0 72.3 N/A 35.5

Holding company and other op tion 108 18.8 0.3 N/A N/A

Oil and tural oper tions 60 100 0/s N/A

ncom av II ble common har hold $251.3 $1 558 49 7% 61

Aver basic shar of ommon stock 71.6 42.3 7.1 69.3%
Av diluted shar of common stock 718 42.4 7.2 69.3%

Basic earnings per share $3.51 $3.68 53.0% 4.6%
Diluted earnings per share $3 $367 53.1% 4.6%

Earnings Summary Regulated natural
utility earnings at WPS increased $13.5 million

From 2007 to 2008 income available for common reholder from earnings of $9.6 million in 2006 to earnings of $23.1 Ilion in

decreased $124.9 lion and diluted earnings per share decrea ed 2007 Higher earnin re driven by increased volumes due to
$1.86 From 2006 to 2007 income available for common shareholders colder weather during the heating season The full year impact of
ncreased $95.5 million and diluted earnings per share decreased $0.17 the natural gas rate increase that was effective January 12 2007

Significant factors
impacting the change in earnings and diluted earnings also contributed to the ncrease

per share were as follows and are discussed in more detail thereafter

PGL and NSG which were acquired effective February 21 2007Natura Gas Utihty Operatons recognized combined net loss of approximately $1 million in 2007
Earnings improved $55.8 million in 2008 compared with 2007 primarily primarily related to the seasonal nature of natural gas utilities which
due to the following derive earnings during the heating season first and fourth

quarters
Because of the late February acquisition date results for the majority

The inclusion of PGL and NSG for all of 2008 compared with only of the two coldest months of the year were not included in natural

partial year of
operations in 2007 since they were acquired on gas uti ity earnings in 2007 The 2007 net income for PGL was less

February 21 2007 rate increase for PGL in February 2008 also than the level we would normally expect primarily due to increased
contributed to the increase earnings in 2008 From 2007 to 2008 costs of providing service

aftertax earnings related to PGL and NSG operations increased

$43.3 million after including $6.5 million afteetax goodwill Eectn Utthty Operations
mpairment loss related to NSG in 2008

Earnings increased $5 million in 2008 compared with 2007 resulting

primarily from
An ncrease in natural gas sales volumes which drove an approximate
$11 million $6.6 million afteotax ncrease in margin for WPS combined $1 /.7 million $10.6 million aftentax decrease electric

Minnesota Energy Resources Corporation MERC and Michigan maintenance expense and costs to achieve merger synerg es related
Gas Utilities Corporation MGU to the FEC merger

An interim rate increase for MERC effective October 2008 which An approximate $10 million $6 million aftertax increase in margin
had positive impact on margin from WPSs 2008 retail electric rate increase effective January 16 2008

and the full benefit of WPSs 2007 retail electric rate increase
Financial results improved $31.0 million in 2007 compared with 2006 effective January 12 2007
primarily due to the following

An approximate $10 million $6 million aftentax increase in margin
Financial resuts for MGU and MERC incroaserd $18.1 rniilion froi driven by higher contracted sales volumes to large who esale
combined net loss of $11.3 million in 2006 to earnings of $6.8 million customer year ovenyear
in 2007 The positive change in earnings at MGU and MERC was
driven by the fact that these natural gas util ties operated during An approximate $5 mil ion $3 million aftentax increase in regulated
the first quarter heating season in 2007 but were not acquired by electric utility margin yeaeoveryear driven by fuel and purchased
ntegrys Energy Group until after the first quarter 2006 heating power costs that were approximately $1 million lower than what was

season In addition MGU and MERC incurred combned recovered in rates during 2008 compared with fuel and purchased
$1 million $7 million afteetax of transition costs in 2006 for the

power costs that were approximately $4 million higher than what
start-up of outsourcing activities and other legal and consulting fees was recovered in rates during 2007
In 2007 MGU and MERC wore allocated $1.7 million $1.0 million

after-tax of externa costs to achieve merger synergies

related to the FEC merger

Integrys Energy Group Inc An Environment of Energy



MANAGEMENTS EISCUSStON ANtI ANALYSIS

The above increases were partially offset by accounting mismatch As such the non-cash unrealized gains and

losses related to the electric customer supply contracts will vary each

$13.8 million $8.3 million after-tax increase in electric transmission period with non-cash unrealized gains being recognized in periods

expenses primarily related to higher rates charged by Midwest of increasing energy prices and non-cash unrealized losses being

Independent Transmission System Operator Inc MISO and ATC recognized in periods of declining energy prices
and will ultimately

due to additional transmission costs reverse when the related customer sales contracts settle

An increase in depreciation and amortization expense
of $4.2 million Non-cash natura/ gas operations

$2.5 million after-tax driven by depreciation related to Weston The spot price of natural gas decreased significantly during the second

which was placed in service for accounting purposes
in April 2008 half of 2008 below the average cost of natural gas in inventory which

Integrys Energy Services had injected into storage earlier in 2008

An approximate $1 million $6.6 million after-tax decrease in which resulted in lower-of-cost-or-market adjustment as required by

margin due to decline in residential and commercial and industrial GAAP This adjustment contributed $96.2 million year-over-year

sales volumes at WPS as result of cooler weather during the decrease in the non-cash natural gas margin driven by non-cash

cooling season and customer conservation efforts inventory write-downs in the third and fourth quarters of 2008 The

negative impact on realized margin related to these inventory

$4.3 million $2.6 million after-tax increase in interest expense adjustments was substantially offset by $91.9 million of net after-tax

non-cash unrealized gains recognized in 2008 primarily related to

Earnings increased $1.9 million in 2007 over 2006 resulting primarily derivative instruments utilized to mitigate the price risk on natural

from the following gas inventory underlying natural gas storage transactions In 2007

natural gas derivative instruments resulted in the recognition of

Retail electric rate increases at both WPS and Upper Peninsula $23.2 million of net after-tax non-cash unrealized gains Similar to

Power Company UPPCO had positive year-over-year impact
the electric operations discussed above non-cash gains and losses

on operating income related to derivative natural gas sales and customer supply contracts

will vary each period and will ultimately reverse when the physical

Favorable weather at WPS contributed an approximate $6 million contracts settle or when natural gas is withdrawn from inventory

$3.6 million after-tax year-over-year increase in operating income

however this increase was partially
offset by decrease in weather The recognition of $1 7.1 million of after-tax earnings from lntegrys

normalized residential and commercial and industrial customer usage Energy Services investment in synthetic fuel production facility

during the year ended December 31 2007 Production and sale of

Fuel and purchased power costs were higher than what was synthetic fuel by Integrys Energy Services ended when Section 29/45K

recovered in rates during the year ended December 31 2007 of the Internal Revenue Code which provided for Section 29/45K

compared with fuel and purchased power costs that were less federal tax credits from the production and sale of synthetic fuel

than what was recovered in rates during the same period in 2006 expired effective December 31 2007

driving $14.4 million $8.6 million after-tax negative variance in

operating income After-tax income from discontinued operations decreased

$10.9 million as result of the sale of Niagara Generation in 2007

Maintenance expense
related to WPSs power plants was higher in which was partially

offset by contingent gain that was realized in

2007 compared with 2006 driven by an increase in unplanned outages the fourth quarter of 2008 related to the sale of the Stoneman

in 2007 as well as longer than anticipated 2007 planned outages generating facility in the third quarter
of 2008

Nonregulated Energy/Integrys Energy Services Operating and maintenance expenses at Integrys Energy Services

Operations increased $22.3 million $13.4 million after-tax in 2008 compared

Financial results decreased $159.5 million in 2008 compared with 2007 with 2007 driven by an increase in bad debt
expense

broker

primarily due to the following commissions full year of operations from businesses acquired in

the PEC merger and employee benefit costs

$133.6 million after-tax decrease in Integrys Energy Services

United States Generally Accepted Accounting Principles GAAP Partially offsetting the above decreases the realized retail electric

margin year-over-year related to non-cash activity of which margin increased $28.1 million $16.9 million after-tax driven

$106.1 million was related to non-cash activity
associated with primarily from operations in Illinois due to the addition of new

electric operations with the remaining $27.5 million related to customers as result of the PEC merger and the reduced impact

non-cash activity associated with natural gas operations An from purchase accounting in 2008

overview of this non-cash activity has been provided below

Earnings increased $25.7 million in 2007 compared with 2006 primarily

Non-cash electric operations
due to the following

decline in energy prices during 2008 drove an $82.4 million net

after-tax non-cash loss compared with $23.7 million net after-tax Operating income at Integrys Energy Services increased $40.2 million

non-cash gain recognized in 2007 related to an increase in energy $24.1 million after-tax

prices during 2007 The non-cash unrealized gains and losses

recognized resulted from the application of derivative accounting rules After-tax income from discontinued operations at Integrys Energy

to Integrys Energy Services portfolio of derivative electric customer Services increased $7.5 million driven by the sale of Niagara

supply contracts requiring that these derivative instruments be Generation LLC in the first quarter of 2007

adjusted to fair market value The derivative instruments are utilized to

economically hedge the price volume and
ancillary

risks associated Miscellaneous
expense at Integrys Energy Services decreased

with related electric customer sales contracts The associated electric $1 1.1 million $6.7 million after-tax driven by decrease in pre-tax

customer sales contracts are not adjusted to fair value as they do not losses recognized for the period related to Integrys Energy Services

meet the definition of derivative instruments under GAAP creating an investment in synthetic fuel
facility

Integrys Energy Group Inc An Environment of Energy



Minonty interest income decreased $3.7 millon $2.2 million after- Earnng Per Share
tax as Integrys Energy Services partner elected to stop receiv ng Diluted earnngs per share was impacted by 5.2 million share 7.2%
production from the synthet fuel facihty and therefore did not increase in the weighted average number of outstanding shares of

share osses from this faci
ity

in 2007 Integrys Energy Group common stock from 2007 to 2008 as well as an

ncrease of 29.4 mill on shares 69.3% in the weighted average number

Section 29/45K federal tax credits recognized from Integrys of outstanding sf ares of lntegiys Energy Groups common stock from

Energy Services investment in synthetic fuel
facility

decreased 2006 to 2007 lntegrys Energy Group issued 31.9 mlliori sha es of

5.9 mu ion from $29.5 millior in 2006 to $1 3.6 million in 2007 common stock on February 21 2007 conjunction with the merger
The decrease Section 29/45K federal tax credits recognized was th PEC and ssued an additional 2.7 million shares of common stock

driven by the impact of high oil prices on our ablity to realize the in May 2006 in der to settle its forward equity agreement with an

benefit of Section 29/45K federal tax credits affiliate of J.P Morgan Securties Additional shares were also issued

under the Stock Investment Plan and certain stockbased employee

Hodng Company and Other Operatons benefit plans in 2007 and 2006

Financial results increased $29.6 million from 2007 to 2008 largely due

to gher earnings from our investment in ATC lowei interest expense he following dis ussion provides the analysis of Integrys Energy Groups
and ower operating expenses at the hold ng company partially offset four segments regulated natural gas utility regulated electric utility

by the negative year-over-year impact on operating income related to Integrys Energy Services and its holding company and other segment
the reallocation of external costs to achieve merger synergies in 2007

UtiIitypera7ions

2007 fnancial msuta de.roased $19.1 mIlion from earnings of In 2008 the utility operar errs induced the regulated nati.rrai gas utility

$0.3 million in 2006 to net loss of $18.8 million segment consisting of the natural gas operations of PGL WPS MERC
MGU and NSG The regulated natural gas operations of WPS MERC

See Overview of Hold ng Company and Other Segment Operations and MGU were included in results of operations for all of 2007 while the

for more information regulated natural gas operations of PGL and NSG were included in results

of operations beginning February 22 2007 through December 31 2007
and Natura Gas Operatons The natural gas operations of WPS were included for all of 2006 while

In conrrection with the FEC merger Integrys Energy Group announced the natural gas operations of MGU and MERC were included from

its intent to divest of PECs oil and natural gas production operations Ap ill 2006 through December 31 2006 and July 2006 through

Peoples Energy Production Company PEP PEP was sold the third December 31 2006 respectively

quarter of 2007 In 2007 PEP recognized earnings of $56.0 million

ricluding $58.5 million of earnings reported as discontinued operations Uti
ity operations also included the regulated electric segment

The sale of PEP resu ted in $7.6 million after-tax gan in 2007 In 2008 consisting of the regulated electric operations of WPS and UPPCO for

tax adjustments of $0.8 million related to the 2007 PEP sale were all of 2008 2007 and 2006
recorded as dscontinued operations

Reguated Natura Gas Utdity Segment Operat

ear nde Dc ember 31 Change Change

2008 Over 2007 Over
Millions

__________
00 2006 2007 2006

Revenues $2103.7 $676.9 43.8 2108%

Purchased natural gas costs 1453 493.8 47.8 1944%

Margins 6502 183.1 35.1 2551%

Operating and maintenance expense 427.4 121.3 26.1 252.4%

Goodwill impairment loss N/A

Depreciation and amortization expense 97.7 327 10.8% 198.8%

Taxes other than incom taxe 11.8 3.0% 180.5%

Operating ncome 92.0 17 1089 431.8/

Miscellaneous income 1.0 2730/ 450.0%

Interest expense .4 18.1 60% 195.0%

Other
expense 49 47.9 171 180.1%

Income befor tax 42 44.1 0.2 40/ 21950.0%

Throughp herms

Residential 1251.8 351.5 36.5% 256 1%

Commercial and industrial 439.2 190.6 254 1304%

Interruptibl 59.4 40.1 48 1%

lnterdepartm ntal 47.1 27 39.3% 70.7%

Tran port 05.6 657 21.8 9.0%

Total Ic inth rm .1 67 26.6% 160.6%

Ccc uicA
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Rgvenci_e 2007 Compared with 2006

2008 Compared with 2007 Regulated natural gas uti ity segment revenue increased $1426.8 million

driven by the following

Regulated natural gas Ut dy segment revenue increased $922.2 million

driven by PGL and NSG acquired February 21 200/ generated $1 18.5 million

of natural gas ut lity revenue and contributed approximately 1.5 billion

combined increase in PGL and NSt natura gas utility revenue of therms of natura gas throughput volumes in 2007
$780.5 million from $11 185 million during 2007 to $1899 million

during 2008 The increase revenue at both of these natural gas MERC wh ch acquired natural gas stribution operations in

utilities was driven primarily by the fact that they were not included Minnesota on July 2006 generated $294.0 million of natural gas
in regulated natural gas utility results until after the merger with PEC util

ty revenue and approximately 705 million therms of natural gas
on February 21 2007 Other factors that contributed to this throughput volumes in 2007 compared with $123.0 mi lion of

combir ed increase include natural gas utility revenue and approximately 348 million thei ms of

natural gas throughput volumes in 2006
PGLs annualized rate increase effective February 14 2008 which

increased revenue year-over-year by approximately $61 million MGU which accju red natural gas distribution operations Michigai
See Note 23 Regulatory Environment for more nformatior on April 2006 generated $220.2 mil ion of natural

gas utility

on the PGL and NSCr rate cases revenue and approximately 311 mill on therms of natural gas

throughput volumes in 2007 corripaied with 10 lion of

Higher year-over-year natural gas prices Increases in natural gas natLiral gas revenue and approximately 193 million therms of natural

commodity costs are passed directly through to customers in rates gas throughput volumes during 2006

Colder weather during the 2008 heating season partially offset WPSs natura gas utility revenue increased $27.2 inillion from

by energy consewation efforts by natural gas utility customers $443.8 million in 2006 to $471.0 mu ion in 2007 driven by the

and larger number of customer disconnections which we following

believe resulted from high energy prices and general slowdown

in the economy On January 11 200/ the Public Seice Commission of

Wisconsin PSCW issued final written order to WPS authorizing
An increase in natural gas revenue of $141.7 million at the remaining etail natural gas distribution rate increase of $18.9 million

natural gas utilities WPS MERC and MGU from $985 million 3.8% effective January 12 2007 See Note 23 Regulatory
during 2007 to $1126.8 million during 2008 which resulted Environment for more information re atd to the retail natural

pr man from
gas rate increase at WPS

combined $112.2 nillion increase in evenue driven by the An 8.6% increase in natural gas throughput volumes The

approximate 13% increase in the per-unit cost of natural gas in increase in natural gas throughput vo umes was driven by
2008 compared with 2007 10.3% increase in residential volumes and 70.7% increase ir

natural
gas volumes sold to the electric

utility The increase

$43.4 million increase in revenue from colder weather during sa es volumes to rca dential customers was driven pait by
the 2008 heating season compared with 2007 evidenced by an colder

year-over year weather during the 2007 heating season
approximate 11% year over-year increase in heating degree days The ncrease in natural gas volumes sold to the electric utility was
across these three utilties drven by an increase in the need for the electric

utility to run its

peaking generation unts
An increase in revenue from MERCS interim rate increase

eftective October 2008 for retail natural gas customers This Natural gas prices were 10.1% lower on per-unit basis

nterim ate increase is subject to refund per ding the final rate compared with 2006 resulting in decrease in natural gas utility

order which is expected in the second quarter of 2009 See revenue which
partially offset the overall increase in natural gas

Note 23 Regulatory Environment for more information on utility revenue at WPS
MERCs nterim rate crease

The combined increase in revenue at WPS MGU and MERC
was partially

offset by $179 million decrease in revenue driven 2008 Compared with 200/
by decrease in year-over-year volumes normalized for the

impact of weather million of which was driven by 39.3% The regulated natural gas utility segment margin ncreased $228.0 million
decrease in natural gas throughput vo umes sold by WPS to its pr manly due to
electric

utility segment The decrease in volumes sold to the

electric
utility segment was result of decrease in the riced for An increase in the combined mangn at PGL and NSC of

the electrc
utility to run its peaking generation units during the $208.6 million from $387.2 million in 2007 to $595.8 million in

2008 summer cooling season because of cooler year over-year 2008 The increase combined margin was driven by
weather In addition additional electr

city was available within the

electric
utility segment from Weston coal fired generating The acqusition of PGL and NSG on February 21 2007 The

facility that became commerc ally operational in June 2008 The combined operations for the entire heating season were included

remaining decrease in weather normalized volumes was driven in the 2008 natural gas utility margin Floweveç only operat ens
by energy consewation efforts of residential customers and from the

merger date through December 31 2007 were included

larger number of customer disconnections yean-over-yeaç whch in the 2007 natural
gas utility margin Due to the seasonal nature

we believe resulted from high energy prices and general of natural gas utilities higher margns are generally derived

slowdown in the economy during the heating season rst and fourth quarters
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The 2008 rate increase for PGL which resulted in an approximate The increase in operating expenses related to PGI and NSG was
$61 million increase in margn primaiily driven by

Colder than normal weather experienced by both PGL and The acquisition of these natural gas utilities on February 21 2007
NSG resulted an approximate $7 million increase in 2008 As result operating expenses for the period January 2007 to

margin before the decoupling mechanism went into effect on the acquisition date were not included in the 2007 operating results

March 2008

cs non cash goodwill impa rment charge of $6.5 million recognized

An inciease in natural
gas rr argin of $19.4 million at he remaining in the second quarter of 2008 related to NSG

natura gas util ties WPS MERC and MGU primarily driven by

combined increase in bad debt expense driven by the impact of

combined 5.2% increase in natural gas throughput volumes at high energy prices and worsening economic conditions on overall

WPS MERC and MGU which had an approximate $1 million accounts receivable balances

positive impact on natural gas utility margins Colder year-over-

year weather had an approximate $14 million positive impact on 2007 Compared with 2006

margins Partially offsetting the positive impact of colder weather

were energy conservatio efforts by residential customers and Operating income increased $74.7 million driven by the $467.1 Ilion

larger number of customor disconnections year-over-year which increase the regulated natural gas utility margin partially offset by
had an approximate $3 million negative impact on margins $306.1 million increase in operating and maintenance expense

$65.0 rifion increase in depreciation and amortization exponse and
The interim rate increase for MERC effective October 2008 $21.3 million increase in taxes other than income taxes
which had positive impact on natural gas margin

The increase in operating and maintenance expense was primarily

An
approximate $2 million year-over year increase in margin at related to the following

MGU related to an adjustment for recovery of prior natural gas

costs in Michigan Public Service Commission MPSC Combined operating and maintenance
expenses

of $292.9 million

proceeding incurred by PGL and NSG in 2007

2007 Compared with 2006 Combined operating arid maintenance expense at MGU and

MERC that increased approximately $9 million primari due to

The regulated natural gas utility .iegment margin increased $467.1 million the fact that operating expenses at both of these utilities incurred

driven by the following prior to the acquis tion were not included in earnings in 2006

compared to incurring full year of
operating and maintenance

The combined margin piovided by PGL and NSG in 2007 of
expenses in 2007 For the yeai onded December 31 2006

$387 million $1 million of combined operating and maintenance expense
related to external transition costs primarily for the start up of

The combined
margin at MGU and MERC increased $55.1 million outsourcing activities and other legal and consulting foes For the

from $59 million in 2006 to $114.2 million in 2007 The increase in year ended December 31 2007 MGU and MERC were allocated

natural gas margin at MGU and MERC was driven primarily by the $1.7 million of external costs to achieve merger synerges related

fact that MGU and MERC operated during the first quarter heating to the FEC merger
season in 2007 but were not acquired by Integrys Energy Group
until after the first

quarter heatng season in 2006 Operating expenses related to WPSs natural gas operations

increased $3.7 million year-over-year due primarily to the

WPSs natural gas margin increased $24.8 million from $124.0 million allocation of $2.8 million of external costs to achieve merger
2006 to $148.8 million in 200/ Ihe increase in WPSs margin was synergies related to the PEC merger

driven by the retail natural gas rate increase and an increase in

throughput volumes to higher margin residential customers due in The increase in depreciation and amortization expense was primarily

part to colder
year-over.year weather during the heating season The related to the merger th PEC combned $59.0 million of

increase in throughput volumes sold to the electric utility did not depreciation and amortization expense was recognized at PGL
have significant impact on WPSs natural gas utility margin and NSG from February 21 2007 to December 31 2007 and

an increase in depreciation expense at MERC and MGU these

Qff6i2ThjJncome businesses were not ncluded results of
operations for the full year

2006 Depreciat on and amortization expense at WPSs natural

2008 Compared with 2007
gas utility was relative flat year-over-year

Operating income at the regulated natural gas utility segment increased The increase in taxes other than income taxes from 2006 to 200/

$100.2 million driven by the $228.0 miilion ircrease the natura was primarily re ated to the merger with PEC $168 million of taxes

gas utilty margin partially offset by $127.8 million increase in other than ncome taxes were recognized at PGL and NSG 2007
operating expenses and the acqusition of the Michigan and Minnesota natural gas

distribution operations which were not inc uded in results of

The increase in operating expenses was primarily related to an increase operations for the full year in 2006 Taxes other than income taxes

combined operating expenses at PGL and NSG of $125 million are primarily related to property taxes gross recopts taxes and
from $368.7 million for 2007 to $494 million for 2008 payroll taxes paid by these companies
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.bpenso The increase in other
expense was offset by

2008 Compared with 2007 $2.6 millior increase in Allowance for Funds Used Du ng
Construction AFUDC at WPS related to the construction of

Other expense at the regulated natural gas utilities increased $1 million natural gas laterals for connection to the Guardian pipehne
drven by $3.2 million increase in interest expense partially offset by

$15 million increase in miscellaneous income The increase in other decrease in nterest expense resulting from decrease ir short-

expense was result of term borrowing levels and decrease in interest rates for WPSs

natural gas segment
$6 million increase in combined interest expense at PGL and

NSG from $30.3 million in 2007 to $36.4 million in 2008 The 2007 Compared with 2006

increase nterest expense at PGL and NSG is primarily due to the

fact that these utilities were first acguired on February 21 2007 and Other expense at the regulated natural gas utilities ncreased $308 million

therefore did not recognize fu year of interest expense in 2007 driven by $35.3 million increase in interest expense partially offset by
The increase in interest expense was also due to additional long- $4 million increase miscellaneous income The increase in other

term debt borrowings and higher interest rates on new and
expense was result of combined interest expense of $30.3 million

remarketed ong-term debt
partially offset by $4.5 million of miscellaneous income recorded both at

PGL and NSG from February 22 2007 through December 31 2007

Reauated Eectnc Segment Oper.3tk-rnc

Ended ember 31 Change in Ch nge in

2008 Over 200 Over
Millions 008 200 2007 200

Revenues $138 $1 461 $10994 66% 13

Fuel and purcha power osts 636 551.0 2.4 15.5%

Margins 67 609.6 548.4 11.1 11.2

Operating and main expense 321.1 265.3 16.9% 21 0%
Depreciation and amortiz ion exp 80.1 78.5 5.2 2.0

Tax oth th income 43 41.6 2.5 3.8%

Op rating income 165 163.0 .0%

Misc lianeous income 8.3 3.2 27.73 9.4

In re expense 2.4 30.0 8.0

oxpen 24.1 26.8 27.4 10.1A

In om fore 141.1 136.2 1.2% 3.6%

Sales in kilowatthours

Residential 064 31736 3144.8 4% 0.9%

Commercial and industrial 86 87509 8645.2 3% 1.2

Wholesale 4024.9 40931 18.4% 1.7%
Other

.4 42 0.5 0/

Total sales in kilow ft hour 15991.8 159 .3 3.2% 0.49

Weather WPS

Heating degree days 96 7102 6785 12.2% 4.7

Cooling degree days 64 634 521 26.8% 21.7

Weather UPPCO

Heating degree days 8625 8386 8.4 2.8

Cooling degree days 352 297 60.8% 18.5

An 18.4% increase in wholesale volumes
year-over-yeat which drove

an approxcnate $48 mu ion increase in revenue There was an

2008 Compared with 2007
approximate $36 million increase in opportunity sales year-over-year

as the electric utility had more low-cost generation with Weston

Regulated electrc
utility segment revenue increased $82.8 million becoming commercially operational in 2008 combined with

driven by available
capacity from lower sales volumes to residential customers

In addition WPS experienced an approximate $12 million

3.2% increase electric sales volumes which resulted in an ncrease in wholesale revenue driven by higher contracted sales

approximate $26 mu ion hcrease in revenue year-over-year related to volumes to large wholesale customer year-over-year

lntegrys Energy Group Inc An Environment of Energy



The increase in revenue related to wholesale volumes was partially
sales volumes increased 0.4% primarily related to an increase in

offset by 3.4% decrease in residential sales volumes and 1.3% sales volumes to residential and commercial and industrial

decrease in commercial and industrial sales volumes year-over-year customers driven by warmer weather during the cooling season and

which drove an approximate $22 million decrease in revenue Of this colder weather during the heating season portion
of heating load

decrease in revenue approximately $13 million related to energy is electric in 2007 compared with 2006 The increase in sales

conservation efforts on the part of residential customers which we volumes related to weather was partially
offset by an approximate

believe was the result of high energy prices
and the general 2% decrease in weather normalized residential and commercial and

economic slowdown Approximately $6 million related to decreased industrial customer usage driven by customer conservation resulting

demand by our commercial and industrial customers in the third and from higher energy costs and weaker general economic conditions

fourth quarters
of 2008 as the economy

weakened In addition

cooler weather during the 2008 cooling season compared to 2007 MriIn

contributed approximately $3 million to the decrease in revenue

2008 Compared with 2007

An interim fuel surcharge approved by the PSCW for WPSs retail

electric customers effective March 22 2008 related to higher fuel and The regulated electric utility segment margin increased $67.8 million

purchased power costs In addition surcharge increase was approved driven by an increase in electric margin at WPS The $68.4 million

by the PSCW effective July 2008 Both orders had an overall impact increase in the electric margin at WPS was result of

on revenue of approximately $25 million Contributing factors in this

rate change were increased purchased power costs due to lower-than- $54.0 million partial
refund to Wisconsin retail customers for 2007

expected generation from the new Weston power plant during the of their portion of proceeds from the liquidation of the Kewaunee

start-up phases increased coal and coal transportation costs and nonqualified decommissioning trust fund Pursuant to regulatory

increased natural gas costs On September 30 2008 the PSCW accounting the decrease in the 2007 margin related to the refund

reopened the 2008 fuel surcharge to review forecasted fuel costs as was offset by corresponding decrease in operating and

WPSs current and anticipated annual fuel costs were below those maintenance expense
in 2007 and therefore did not have an

projected in the fuel surcharge As result of these lower costs WPS impact on earnings WPS completed this refund in 2007

accrued at December 31 2008 refund payable in 2009 to its electric

customers of approximately $5 million which is already excluded from An approximate $10 million increase in margin from the 2008 retail

the $25 million noted above See Note 23 Regulatory Environment electric rate increase effective January 16 2008 and the full benefit

for more information on WPSs interim fuel surcharges of the 2007 retail electric rate increase effective January 12 2007

retail electric rate increase effective January 16 2008 which An approximate $10 million increase in margin driven by higher

contributed an approximate $23 million increase in revenue The full contracted sales volumes to large wholesale customer year-over-year

benefit of the 2007 retail electric rate increase effective January 12

2007 also contributed to the increase in revenue year-over-year
An approximate $5 million increase in regulated electric utility

Per the PSCWs order approving the PEC merger WPS was not margin year-over-year driven by fuel and purchased power costs that

permitted to increase its base rates for natural gas or electric service were approximately $1 million lower than what was recovered in

prior to January 2009 However WPS was allowed to adjust rates rates during 2008 compared with fuel and purchased power costs

for changes in purchased power costs as well as fuel costs related that were approximately $4 million higher than what was recovered

to electric generation due to changes in New York Mercantile in rates during 2007 As result of approximately $23 million of

Exchange NYMEX natural gas futures prices delivered coal prices
under-recovered fuel and purchased power costs in the first quarter

and transmission costs The increase also included recovery of of 2008 the PSCW approved an interim rate surcharge effective

deferred 2005 and 2006 MISC Day costs over one-year period March 22 2008 and subsequently approved higher final surcharge

See Note 23 Regulatory Environment for more information on effective July 2008 The $5 million increase in electric margin

WP5s interim rate increase includes lower fuel costs from the fuel window reset and the net

impact of the refund accrued at December 31 2008 payable in

An approximate $5 million increase in revenue at UPPCO related to 2009 to electric customers from the reopening of the 2008 fuel

increased energy and transmission costs in 2008 compared with surcharge on September 30 2008 by the PSCW

2007 Increases in fuel and purchased power costs at UPPCO are

passed directly through to customers in rates These increases in the electric margin were offset by an approximate

$11 million decrease in margin due to decline in residential and

2007 Compared with 2006 commercial and industrial sales volumes Of this decrease

approximately $8 million related to energy conservation efforts on

Regulated electric revenue increased $146.7 million driven by the the part of residential customers which we believe were the result of

following high energy prices and the general economic slowdown

Approximately $1 million related to decreased demand by our

On January 11 2007 the PSCW issued final written order to WPS commercial and industrial customers in the third and fourth quarters

authorizing retail electric rate increase of $56.7 million 6.6% of 2008 as the economy worsened In addition cooler weather

effective January 12 2007 for Wisconsin electric customers during the 2008 cooling season compared with 2007 contributed

approximately $2 million to the decrease in gross margin

In June 2006 the MPSC issued final written order to UPPCO

authorizing an annual retail electric rate increase for UPPCO of 2007 Compared with 2006

$3.8 million 4.8% effective June 28 2006 See Note 23

Regulatory Environment for more information related to the retail The regulated electric margin increased $61.2 million driven by the

electric rate increases at WPS and UPPCO following

On per-unit basis fuel and purchased power costs were $57.0 million 11.5% increase in the electric utility margin at WPS

approximately 17% higher in 2007 compared with 2006 In addition
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WPSs margin was positively impacted by the retail electric rate $4.2 million increase in depreciation and amortization
expense

increases discussed above and by higher electric sales volumes primarily related to $9.2 million of depreciation expense from Weston

to residential and commercial and industrial customers related to being placed in service for accounting purposes in
April 2008 partially

weather Favorable weather during both the heating and cooling offset by decrease in depreciation related to assets transferred to

seasons positively impacted margin by an estimated $6 million lBS and reported in operating and maintenance expense in 2008

The year-over-year change in WPSs margin was also positively These increases in operating expenses were partially
offset by

impacted by $16.2 million decrease in the 2006 margin related

to the accrual of the refund to wholesale customers in 2006 of An $1 1.6 million decrease in electric maintenance expenses at WPS
their portion of the Kewaunee nonqualified decommissioning primarily due to major planned outages at the Weston and Weston

trust fund Pursuant to regulatory accounting the decrease in the generation stations the De Pere Energy Center and the Pulliam

2006 margin related to this refund was offset by corresponding generation station as well as several unplanned outages at the Weston

decrease in operating and maintenance expenses
in 2006 and generation station in 2007 compared with fewer outages in 2008

therefore did not have an impact on earnings No such accrual

to wholesale customers occurred in 2007 however the payment decrease in external costs to achieve merger synergies of $6.6 million

of the refund was made in 2007 related to the merger with PEG from $12.3 million in 2007 to

$5.7 million in 2008 This decrease occurred primarily because all

Partially offsetting
the increase in WPSs margin fuel and purchased external costs to achieve merger synergies incurred from July 2006

power costs were 3.7% higher than what was recovered in rates through March 2007 were reallocated in 2007 from the holding

during the year ended December 31 2007 compared with fuel company segment to the other reportable segments including the

and purchased power costs that were 10.5% less than what was regulated electric segment These reportable segments are the

recovered in rates during the same period in 2006 driving beneficiaries of the synergy savings resulting from the costs to

$14.4 million negative variance in WPSs electric margin In 2007 achieve In addition the reduction in 2008 external costs to achieve

fuel and purchased power prices were above what was projected in merger synergies was due to less integration work required in 2008

the rate case primarily due to higher than anticipated commodity compared with 2007

costs and the market effects of unplanned plant outages On

October 2007 lightning hit Weston and the unit returned to 2007 Compared with 2006

full service on January 14 2008 The unscheduled outage did

not have significant impact on the electric utility margin as the Operating income increased $2.2 million driven by the $61.2 million

PSCW approved deferral of unanticipated fuel and purchased increase in regulated electric margin discussed above partially offset by

power costs directly related to the outage The outage did $54.3 million 23.7% increase in operating and maintenance expenses

however cause the price of purchased power
from other sources to at WPS and combined $3.2 million increase in depreciation and taxes

increase Excluding the additional purchased power which resulted other than income taxes at the regulated electric utilities

from the Weston outage fuel and purchased power costs at WPS

increased 17% in 2007 compared with the same period in 2006 The change in operating and maintenance expense at WPS was

primarily related to the higher per-unit cost of fuel and purchased primarily related to the following

power required from the market to serve WPSs customers

Regulated electric maintenance expenses increased $15.3 million

UPPCOs margin increased approximately $4 million primarily due driven by longer than anticipated planned outages and higher

to its retail electric rate increase effective June 2006 and higher number of unplanned outages year-over-year which included major

retail sales volumes overhauls planned at the Weston and Weston generation

stations and the De Pere Energy Center planned major turbine and

Operatinci Income generator work performed at the Pulliam generation station and

several unplanned outages at the Weston generation station

2008 Compared with 2007

Regulated electric transmission expenses
increased $14.2 million

Operating income at the regulated electric
utility segment increased primarily related to higher rates charged by MISO and ATC due

$8.3 million driven by the $67.8 million increase in the electric
utility to additional transmission investment

margin partially
offset by $59.5 million increase in operating expenses

The regulated electric segment of WPS was allocated external

The increase in operating expenses was driven by costs to achieve merger synergies of $11.4 million for the year

ended December 31 2007

$54.0 million year-over-year increase related to the
partial

amortization in 2007 of the regulatory liability previously recorded Amortization in 2006 of the regulatory liability recorded for WPSs
for WPSs obligation to refund proceeds received from the obligation to refund proceeds received from the liquidation of the

liquidation of the Kewaunee nonqualified decommissioning trust Kewaunee nonqualified decommissioning trust fund to wholesale

fund to Wisconsin retail electric
ratepayers electric ratepayers contributed $16.2 million to the increase in

WPSs operating and maintenance expense Pursuant to regulatory

$13.8 million increase in electric transmission expenses primarily accounting the 2006 increase in operating and maintenance

related to higher rates charged by MISO and ATC due to additional expense related to this refund was offset by corresponding increase

transmission costs in 2006 margin and therefore did not have an impact on earnings

$6.1 million increase in cost of capital and depreciation expense Lower pension postretirement and other employee benefit costs

charged by lBS for assets transferred from WPS to lBS in the partially offset the increase in regulated electric operating and

beginning of 2008 and reported as operating and maintenance maintenance expense at WPS

expense in 2008 Similar costs were reported as depreciation and

amortization expense in 2007 prior to the start-up of lBS
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An increase in depreciation expense related to continued capital $1.8 mill on gain on the sale of generation facility by UPPCO
investment at the electric utilities while the increase in taxes other in July 2007
than income taxes reflected an increase in sales yeanover.year

The decrease in miscellaneous ncomu was partially
offset by an

Qther EArtaee increase in AFUDC related to the wnd generation project

2008 Compared with 2007 2007 Compared wth 2006

Other
expense at the regulated electric utilities increased $6 millon Other

expense at the regulated electric utilities decreased $2 million

driven by $4.3 million increase in interest expense and $2.3 mill on driven by $5.1 million increase in miscellaneous income partial

decrease in miscellaneous income offset by $2 million increase in interest expense

The increase in interest expense was due to higher lungterm The increase in miscellaneous rcome was driven by

borrowings at WPS primarily utilized to fund varous construction

projects and to retire shortterm borrowing levels related to construction $2.9 million increase ii interest income recognized re atod to

the construction oft ansmission facilities WPS funded on ATCs
The decrease in miscellaneous ncome was driven by behalf pending the start up of Weston

$1 millon decrease in interest income recognized related to $1 million gain on the sale of generation facility by UPPCO
the construction of transmission fac1ities WPS funded on ATCs in July 2007
behalf related to Weston WPS was reimbursed for these

transmission facilities by ATC in April 2008 The increase in interest expense was due to higher borrowings at

WPS primari utilized to fund var ous construction projects

ntegrys Energy Services Operato
Integrys Energy Services is diversified nonr gulated ene gy upply and rvices company rv ng residential commercial industrial and wholesale

customers in developed competitive mark in th United Sta and Can

Yr ne
in hng

00
Million tur ga volum 06 00 06

nues $69 9.7 9.1 39.5 /o .3 /o

of fu natur and pur ha pow _____ 66 5.6 49780 44 34.1

rgin 04 181 71 8% 67.9 /o

Margin tail

Electric and other
rgin $164.9 60.5 N/A 17 .6%

Natur
rgin 139 $120.6 154/

Op rating and maint nc xp $1 94 $81.5 140% 95.6%

Depreciation and amortization 144 94 07 53.2

Tax oth rth in om tax 71 14/
Op ratin incom lo 12 .2 N/A 484%

Mi II ou incom xp 114 N/A 974%
Int expen 15.4 10.4% 12 3%
Minority mt 0.1 97.4%

her
exp .7 759% 40 4/o

In ome lo befor 109 $60.0 N/A 82

lum de volu bo ph

dive nd

Wh Ic nc volum in kilowatt-hours 2623.6 58794.9 39.1 125.6%

Retail ect ic sal vo1um in kilow tt-hours 14849.7 6554.1 123 126.6%

Whol natural gas volumes in billion cubic feet 483.1 4022 331 20.1

Retail natural gas sales volum in billion cubic feet 368 3145 0% 17.3

Physical volumes indudes only transactions

settled physically for the periods shown

Wholesale electric sales volumes in kilowatt-hours 3599.7 968.2 28.7 271.8

Retail electric sales volumes in kilowatt-hours 14584.4 45656 13.6 219.4%

Wholesale natural gas sales volumes in billion cubic feet 445.6 373.5 33.5 19.3

Retail natural gas sales volumes in billion cubic feet 319.4 264.0 5.2 21.0%

tOp 00000 rtC Opl VC 00105
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Millions except aseDecreasInMgin
natural gas sales volumes 2008 2007

2008 Compared with 200/

Eectric and other margins

Revenues nc eased $2.8 bilhon in 2008 compared with 2007 pnmarily Realized gains on structured

due to ncreased volumes in part due to the
merger with PEC in 2007 ongination contracts 62 11

and higher average sales prices 2008 Average sales prices rose in
All other realized wholesale

2008 due to large marke price creases from January 2008 through
electric margin 194 21.6

June 30 2008 Market prices began to decline beginning in the third
Realized retail electric margin 281 15.9

cjuarter
of 2008 and continued to decline through the end of the year

to levels below that of January 2008 Integrys Energy Serv ces
Other

significant items
ecognizes revenue at the tme energy is delivered As result Integrys

Retail and wholesale fair
Energy Services is currently recognizing revenue based on the gher

value adjustments 1768 70.8market prices from contracts entered into earlier in the year

Oil option activity 196 220

2007 Compared with 2006 2005 liguidation of electric

supp/ contract 09 5.5

Yeaoover year revenues ncreased approxirriately $1.8 billion The Net increase decrease in

increase was primarily due to increased volumes as result of the electric and other margins 1806 104.4

addition of the nonregirlrrted energy operations of PEC and an average

increase in 200/ ectric prices of over 10% In addition to revenue and Natura gas margins
volume contributions from the merger with PEC retail electric sales Lower of cost or market
volumes and related revenue increased as result of Integrys Energy inventory adjustments 1603 6.1
Services new retail electric product offerings to existing markets ad

Other realized natural
gas margins 80 14.1

expansion into new retail electric markets Wholesale electric sales

volumes and revenue increased as result of the additional wholesale Other
significant items

origination transactions Who esale natural gas volumes ncreased as

Spot to forward differential 5.5 0.2
result of an increase in the

profitability
of wholesale origination

Other fair value adjustments 109.0 10.8structured aturaI gas transact ons throughout 2006 and into 2007 _______

Some of these transactions weie entered into in

prior periods for future Net increase decrease in

delivery therefore lntegrys Energy Services saw an increase in volumes natural gas margins 37.8 18.6

in the periods in which these transactions settle Retail natural gas

volumes also ncreased driven by favorable pricing compared with
Net increase decrease in

2006 which encouraged new and existing customers to enter into or Ertegrys Energy Services margin $218.4 $123.0

extend supply contracts with Integrys Energy Services oos tea re tel ta tre

ate Fr rirg Srp
-is

SFAS 1o 15 Faa

fdAtgins
vtea cc tS uer f1 pe te pro

Changes in commodity prices subject portion of our nonregulated

operations to earnings volati
ity Integrys Energy Services uses financ al Elsictttcajjo Other Maxgjrrs

instruments to economically hedge risks associated with physical Integrys Energy Services elect ic and other margins decreased

transactions The financial instruments mitigate the impacts of significant $1806 rnllion from 2007 to 2008 and increased $104.4 million from

econom loss caused by fluctuations in market conditions changing 2006 to 2007 The 2008 and 2007 electric and other marg included

commodity prices volumetric exposure and other associated risks the negative impact of $8.8 million and $15.2 mIlion respectively of

Because derivative nstruments utilized in these transactions may not amortization related to purchase accounting adjustments requred as

qiJas or are not designated as hedges under GF reported earnings result of the merger th PEC The following items were the most
for the nonregulated energy operations segment include the changes in significant contributors to the change Integrys Energy Services

the fair values of the derivat ye instruments These values may change electric and other margins

significantly
from period to period and are reflected as unreal zed gains

or losses thin margin However on the other side of these transactions Realizeciqtss on structutecLgjjginat on contracts

fluctuations in the fair value of the physical instruments that are subject

to the economic hedges do not impact margin until settlement as they Rca ized gains on structured origination transactiors ncreased
do not meet the GAAP definition of derivative instruments $6.2 million from $18.1 million in 2007 to $24.3 million in 2008

Origination transactions are physical customer-based agreerrients

Integrys Energy Services margin decreased $2184 mu ion from 2007 to wit municipalities merchant generators cooperatives and regulated
2008 and increased $123.0 million from 2006 to 2007 The table that utilties lhe increase was primarily due to continued growth in

follows provides summary of the significant items contributing to the existing markets wth an emphasis on structured transactions with

haage margie Other significant items in the table below are smaf environmena ly friendly generators

primarily related to timing gain and loss recognition of certain

transactions and prior to January 2008 the settlement of the Realized gains on structured origination contracts increased

derivative nstruments used to protect the value of Section 29/45K $1 1.8 million from $6.3 million in 2006 to $18.1 Ilion in 200/
federal tax credits The increase was primarily due to continued growth in existing

markets in tfe Mdwest and northeastern Un ted States as well as

expansion into the markets in the western United States

Integrys Energy Group Inc An Environment of Energy
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All other realized wholesale electric margin Partially offsetting the increases discussed above was $4.4 million

All other realized wholesale electric margin decreased $19.4 million decrease related to Michigan operations as many customers

from 2007 to 2008 In general realized margins are impacted by trading continued to return to utility suppliers as result of high wholesale

activity in prior periods lntegrys Energy Services recognizes realized energy prices and changes in utility tariffs which continued to make

margin when the contracts actually settle which lag as much as 12 to the Michigan energy market less competitive Also offsetting these

24 months from the time the contract was actually entered into The increases was $3.3 million decrease related to operations
in the

reduced volume of proprietary trading that began in 2007 continued to state of New York due to change in the product mix offered to

reduce realized margin in 2008 customers in response to utility rate structure changes

All other realized wholesale electric margin decreased $21.6 million Retail and wholesale fair value adjustments

from 2006 to 2007 The decrease from 2006 to 2007 is due to the From 2007 to 2008 Integrys Energy Services margin from electric retail

overall reduced level of proprietary trading in 2007 due primarily to and wholesale fair value adjustments decreased $1 768 million as it

decrease in electric price volatility during the first three quarters of recognized $1 37.4 million of non-cash unrealized losses related to

2007 increased emphasis on structured electric transactions in 2007 derivative instruments in 2008 compared with $39.4 million of non-cash

and the departure of several key traders in the third quarter of 2006 unrealized gains during 2007 From 2006 to 2007 margin from retail

and wholesale fair value adjustments increased $70.8 million from

Integrys Energy Services seeks to reduce market price risk and extract $31.4 million of non-cash unrealized losses in 2006 to $39.4 million of

additional value from its generation and energy contract portfolios non-cash unrealized gains in 2007

through various financial and physical instruments such as forward

contracts options financial transmission rights and capacity contracts The non-cash unrealized gains and losses resulted from the application of

Period-by-period variability
in the margin contributed by Integrys GAAP derivative accounting rules to Integrys Energy Services portfolio of

Energy Services optimization strategies generation facilities and electric customer supply contracts requiring that these derivative

trading activities is expected due to changing market conditions and instruments be adjusted to fair market value The derivative instruments

the timing associated with the settlement of these transactions are utilized to mitigate the price volume and ancillary risks associated

diverse mix of products and markets combined with disciplined with related customer sales contracts These customer sales contracts are

execution and exit strategies generally allows Integrys Energy Services not adjusted to fair value as they do not meet the definition of derivative

to generate economic value and earnings from these activities while instruments under GAAP creating an accounting mismatch As such the

staying within the value-at-risk VaR limits authorized by Integrys Energy non-cash unrealized gains and losses related to the customer supply

Groups Board of Directors For more information on VaR see Item contracts will vary each period with non-cash unrealized gains being

Quantitative and Qualitative Disclosures About Market Risk recognized in periods of increasing energy prices and non-cash unrealized

losses being recognized in periods of declining energy prices and will

Realized retail electric margin ultimately reverse when the related customer sales contracts settle

The realized retail electric margin increased $28.1 million from Although energy prices rose approximately 20% in the first half of 2008

$34.2 million in 2007 to $62.3 million in 2008 The change was primarily they declined approximately 45% in the second half of the year which led

due to the following to the recognition of large non-cash unrealized losses in 2008 on these

electric customer supply contracts These unrealized losses will turnaround

An increase of $1 9.5 million from operations in Illinois due to the in future years as the contracts settle Our mark-to-market activity also

addition of new customers as result of the PEC merger and reflects increases in portfolio reserves in recognition of the increased risk

reduced impact from purchase accounting in 2008 of credit losses and reduced market liquidity Finally our mark-to-market

activity was also negatively impacted as our short-term cost of borrowing

$1 2.7 million increase due to expansion in the Mid-Atlantic region increased The discount rate is component of the fair value of our

and the resolution of certain regulatory issues in northern Maine derivative portfolio and therefore the current increased interest rates

resulted in reduction in the fair value presented on the balance sheet

Partially offsetting these increases was $3.4 million decrease from In 2007 energy prices increased resulting in unrealized gains

operations in Texas This reduction is result of higher ancillary costs

in Texas and the effects of Hurricane Ike which disrupted the electric Oil option activity

infrastructure in Texas for period of time causing some of Integrys

Energy Services customers to be without
electricity or take only Oil option activity drove $19.6 million decrease in electric and other

fraction of their normal load during that period margins from 2007 to 2008 There was no activity related to these oil

options in 2008 Prior to 2008 oil options were utilized to protect the

The realized retail electric margin increased $1 5.9 million from value of portion of lntegrys Energy Services Section 29/45K federal

$18.3 million in 2006 to $34.2 million in 2007 The change was primarily tax credits from 2005 to 2007 Howevet companies can no longer

due to the following generate tax credits from the production of synthetic fuel as the

provisions of Section 29/45K of the Internal Revenue Code expired

$1 3.9 million increase related to operations in Illinois driven by effective December31 2007 As result lntegrys Energy Services

the merger with PECs nonregulated business and the addition of exercised substantially all of its remaining oil options in 2007

new customers due to the expiration of certain regulatory provisions

in the state in 2007 that effectively opened the market to Oil option activity
drove $22.0 million increase in electric and

nonregulated energy suppliers other margins from 2006 to 2007 Net mark-to-market and realized

losses on oil options
of $2.4 million were recognized in 2006

$6.0 million increase related to operations in Texas as result of compared with net mark-to-market and realized gains on oil options

further penetration into this market resulting from continued of $19.6 million in 2007 These derivative instruments were not

marketing efforts Retail offerings in Texas first began in the third designated as hedging instruments and as result changes in the

quarter of 2006 fair value were recorded in earnings The increase in the fair value of

these instruments in 2007 over 2006 reflects increased oil prices

$3.6 million increase related to operations in New England as new

customers were added due to an increased sales focus in this region
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2Q iqjndation cu eJcIric suppIcontract natural gas is wfthdrawn from storage in the winter months Integrys

In the fourth quarter of 2005 an eIectricty supplier exiting the wholesale Energy Seriices pohcy is to hedge the value of natural gas storage
market in Maine requested that Integrys Energy Services liquidate firm with contracts in the over-ihecounter and futures markets effectively

contract to buy power 2006 and 2007 At that time Integrys Energy locking in margin on the natural gas in storage However fae market
Services recognized an $8.2 milfon gain related to the liquidation of the value hedge accounting rules require the natural

gas in storage to be

contrac and entered into new contract wth another supplier for firm marked to market using spot prices while the future sales cont acts

powcr in 2006 and 2007 to supply its customers Mane The cost to are markedto market usng forward prices When the
spot price of

purrlrdse power under the new contract was more than the cost under atural
gas changes disproportionately to the forward price of natural

the Iquidatod contract The quidation and subsequent replacement of gas Integrys Energy Services experiences volatility in its earnings
th contract resulted in $0 million increase in realized wholesale Consequently earnings volatility may occur withn the contract penod
electnc margins from 2007 to 2008 and $5.5 million increase in realized for natural

gas in storage The accounting treatment does not mpact
wholesale electric margins from 2006 to 2007 The replacement contract the underlying cash flows or economics of these transactions

ncreased the cost of purchased power needed to serve customers in

Maine by $6 million in 2006 compared with $0 million in 2007 The natural gas storage cycle had positive $5.5 million impact
There was no impact on electric margin in 2008 on natural gas margins from 2007 to 2008 There was no material

impact on margin as result of the natural gas storage cycle in

Natural Gas MajgjLLs 2007 compared with $5.5 million positive impact in 2008 At

ntegrys Energy Services natural gas margins decreased $37.8 million December 31 2008 the market value of natural gas in storage
from 2007 to 2008 and increased $18.6 million from 2006 to 2007 The was not signifcantly different than the market value of future sales

2008 and 2007 natural gas margins included the negative impact of contracts related to the 2008/2009 natural
gas storage cycle

$5 mIlion and $6.1 million respectively of amortization related to

purchase accounting adjustrrents required as result of the merger with The natural gas storage cycle had negative $0.2 million impact
PEC The fol owing items were the most significant contributors to the on natural gas margins from 2006 to 2007 There was no material

change in Integrys Energy Services natural gas margins impact on margin as result of the natural gas storage cycle in

2007 corripared with $0.2 million positive impact in 2006 At
Lower of cost or market inverity..Edjostrnents December 31 2007 the market value of natural

gas in storage
The spot price of natural

gas decreased significantly during the second was $5.6 million less than the market value of future sa es

half of 2008 below the
average cost of natural gas in inventory which contracts net unrealized loss related to the 2007/2008 natural

Integrys Energy Services had acquired and injected earlier in 2008 which
gas storage cycle

esulted in lower of cost or market adjustment as required by GAAP
This adjustment contributed $160.3 million decrease in non cash

realized natural gas margins from 2007 to 2008 and $6.1 million Other derivative accounting reouired fair value adjustmentc primanly
decrease in nomcash realized natural gas margins from 2006 to 2007 relate to changes in the fair market value of contracts utilized to

The negative impact on realized margin related to these inventory mitigate market price risk related to certain natural gas storage

adjustments was offset by unrealized gains recognized in 2008 and 2007 contracts as well as basis swaps utilized to tigate market price risk

on derivative instruments utilized to mitigate the price risk on natural gas assoriated with natural gas transportation contracts and certain natural

nventory underlying natural gas storage transactions see Other fair
gas sales contracts Earnings volatility results from the application of

value adjustments below derivative accounting rules to the transactions used to mitigate price

risk requiring that these derivative instruments be reflected at fair

f2t.her realized natuctLgtss marginE market value without corresponding offset related to the physical
Other realized natural gas margins increased $8.0 million from natural gas storage contracts the natural

gas transportation contracts

$107.6 million in 2007 to $1156 million in 2008 primarily related or the natural gas sales contracts as these contracts are not considered

to realized gains on wholesale natural gas storage transactions derivative instruments Therefore there is no gain or loss recognized

In 2008 over 2007 Integrys Energy Services increased its storage on the natural gas storage contracts unless the
inventory underlying

withdrawals which drove the yearover year increase in other realized these storage contracts becomes subject to lower of cost or market
natural gas margins In addition Integrys Energy Services placed adjustments as was the case in 2008 and to lesser extent in 2007

greater emphasis on structured wholesale natural gas transactions in and 2006 as well the transportation contracts or the customer sales

2008 in existing markets which also contributed to the increase contracts until physical settlement of these contracts occurs
These structured transactions involve serving customers such as

regulated utilit es pipelines etail marketers and other large end In 2008 the impact of these fair value adjustments drove

users of natural gas S109.0 million increase in the natural gas margins as unrealized gains

on these instruments were $147 million in 2008 compared with

Other realized natural gas margins increased $14.1 million from unrealized gains of $38.6 million in 2007
$93.6 million in 2006 to $107.6 million in 2007 The majority of this

ncrease $5.7 million was driven by margin contributed by the In 2007 the impact of these fair value adjustments drove $10 million

nonregulated retail natural gas marketing operations added with the PEC ncrease in the natural gas margins as unrealized gains on these

mergcr and improved supply optimiztion as Integrys Energy Services iistrunierits were $38.6 million in 2007 compared with unrealized gains

was able to secure lower supply costs for firm sales commitments to retail of $27.8 million in 2006
natural gas customers in Ohio and Illinois The remaining increase in

realized natural gas margins was driven by the nonregulated wholesale QjoQLjtii1giJncomn jLoj
natural gas marketing operations added with the PEC mergei

2008 Compared with 2007

Spott.Q fonwa.rcLdiffettmntia

Integrys Energy Services experiences earnings volatility associated Operat ng income at Integiys Er ergy Services decreased $241.S million

with the natural gas storage cycle which runs annually from April from $123.2 million in 2007 to $118.3 million
operating loss in 2008

through March of the next year Generally injections of natural gas This decrease resulted primarily from the $218.4 million decrease in

into storage inventory take place in the summer months and
margin discussed above In addition there was $22.3 million increase
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in operating and maint nc oxp ns Operating and maintenan Energy Services former investment in synthetic fuel
facility

This

expense increased from $159.4 million in 2007 to $181.7 million in ncrease in misce laneous income was partia ly
offset by decrease of

2008 driven largely by $9 million increase in bad debt expense $1 million in foreign currency gains elated to Integrys Energy Services

$7 mi lion of which resulted from the bankruptcy of Lehman Brothers Canadian subsidiaries and $3.7 mil ion decrease in interest and

in the third quarter of 2008 $5 million increase in broker dividend income on margin deposits

commissons as result of higher transaction volumes and higher

employee benefit costs 2007 Compared with 2006

2007 Compared with 2006 Other expense decreased $9.3 mi lion from $23.0 million ir 2006

to $13.7 million in 2007 The decrease resulted primari from

Operating income at Integrys Energy Services increased $40.2 million $5 million decrease in pretax net losses recognized yearover year

from $83.0 million in 2006 to $123.2 million in 2007 driven by the related to Integrys Energy Services investment in synthetic fuel

$123.0 million increase in marg discussed above partially
offset by fac

lity lntegrys Energy Services took less production from this
facility

in

$77.9 million increase in operatng and maintenance expense The 2007 compared with 2006 $3.8 million increase in foreign currency

increase in operating and maintenance expense was driven by higher ga ns at Integrys Energy Services Canadian subsidiaries in 2007 which

payroll and benefit costs related to additional employees required as was offset by related losses in gross margin also contributed to the

result of continued business expansion activities at Integrys Energy decrease These transactions are substantially hedged from an

Services the most significant of which related to the merger of PECs economic perspective resulting in no significant impact on income

nonregu ated operation nto Integrys Energy Services $9.0 million loss available for common shareholders

pre tax gain or the 2006 sale of WPS ESI Gas Storage LLC $7.7 million

of costs to achieve merger synergies and additional costs related to MLportyjQterest

plant outages of $2.6 million in 2007 also contributed to the increase in

operating and maintenance expense 2007 Compared with 2006

Othe Epent.p decrease of $3.7 million in minority interest related to Integrys Energy

Services synthetic fuel operations In 2007 Integrys Energy Services

2008 Compared with 2007 patner elected to stop receiving production from the synthetic fuel

facility and therefore did not share in losses from this
facility

Other expense at Integrys Energy Services decreased $10.4 million from

$13.7 mi lion in 2007 to $3.3 million in 2008 This decrease resulted

primarily from an increase in miscellaneous income of $9.0 million driven

by $13.8 million decrease in prwtax net losses related to Integrys

Hodrng Company and Other Segment Operat

nd De be
ng Chan

080 007

Millions 00 00

Operating loss $11 $141 94.1% 16.3/a

Other incom expen 12 14 N/A N/A

In om lo for xe 4.1 02 N/A N/A

er nLo co to achi merger synerges incurred from July 2006 th ough

Mar 2007 were allocated from the Holding Company and 0th

2008 Comp ed with 2007 segment where they were nitially recorded to the other reportabl

segments which are the beneficiaries of the synergy savings

Operating loss at the Holding Company and Other segment improved resulting from these costs This resulted in lower operating expenses
$11.1 million durng 2008 compared with 2007 The decrease in the at the Holding Company and Other segment during 2007

operating loss was driven by

2007 Compared with 2006

Reductions in operating expenses related to consulting fees

compensation and benefits ana contractor costs at the holding The operating loss at the Holding Company and Other segment

company decreased $2.3 million during 2007 compared with 2006 The change

was driven by $1.7 million decrease in operating expenses prirr arily

Operating income of $1.9 million generated at IBS which related to related to the reallocation of external costs to achieve merger synergies

return on capital included in its service charges beginning in 2008 associated with the PEC merger incurred from July 2006 through March

2007 In March 2007 all external costs to achieve were reallocated from

Partially offsettng the decrease in operating loss was $6 million the Holding Company and Other segment where they were initially

increase in the year oveeyear operating loss related to external costs recorded to other reportable segments which are the beneficiaries of

to achieve merger synergies associated with the PEC merger This the synergy savings resulting from the costs to acheve

increase occurred primarily because in March 2007 all external

Integrys Energy Group Inc An Environment of Energy



c2th.sr IncomjErtjsrtj credits recognized from the production arid sale of synthetic fuel wero

$13.6 million in 2007 compared with $29.5 million 2006

2008 Compared with 2007

Discontrnued Operations Net of tax
Other income increased $25 mil ion and was driven by

2008 Compared with 2007

$15.6 million ncrease in income from Integrys Energy Groups

approximate 34% ownership interest in ATC Integrys Energy Group Income from discontinued operations net of tax decreased

recorded $66.1 million of pre-tax equity earnings from ATC during $686 million in 2008 compared wth 2007

2008 compared with $50 miIlon of pre-tax equity earnings during

2007 ATCs
earnings continue to increase due to significant capital In the third quarter of 2008 Integrys Energy Services sold its subsid ary

expansion program Mid-American Poweç LLC which owned the Stoneman generation

facility
located in Wiscons The historica revenue expenses and

$10.5 million decrease in external interest expense due to lower effects of disposing of this
facility were not significant In the fourth

interest rates and lower average short.term borrowings used for quarter of 2008 Integrys Energy Services recognzed an addit onal

working capital requirements at Integrys Energy Group portion of $3.8 million after tax gain on the sale of this facil
ty

in discontinued

the proceeds received from the sale of PEP in September 2007 was operations when previously contingent payment was paid by the

used to pay down the sFortterm debt buyer Ths contingent payment resulted from legislation that passed in

the fourth quarter of 2008 which extended the production tax credits

2007 Compared with 2006 available for Lertan omas facilites

Other income decreased $26.6 mill on and was driven by During 2007 $58.5 million of after-tax income from discontinued

operations was recognized related to PEP This included an after-tax

$31 lion increase in external nterest expense drven by gain of $7.6 mill on on the sale In 2008 discontinued operations reflect

addtional borrowings assumed in the merger with PEC as well as the $0.8 million impact of tax adjustments related to tlie 2007 PEP sale

an increase in short-term and long-term borrowings required to

fund the acquisitions of the natural gas distribution operations in During 2007 WPS Niagara Generation LLC recogn zed after-tax

Mchigan and Minnesota and transaction and transition costs related income of $14.8 mill on from discontinued operat ens primarily related

to the merger with PEC to the $14.7 million after-tax gain on the sale of this facility

$6.2 in Ilion gain on the sale of Integrys Energy Groups one-third 2007 Compared with 2006
interest in Guardian Pipeline LLC in April 2006 also contributed to

the decrease in year-over-year earn ngs Income from discontinued
operations net of tax inc eased $66.0 Ilion

from after tax ncome of $7 mil ion 2006 to after tax income of

The decrease other ncome was partia ly offset by an $11.5 million $73 mill on 2007

ncrease in earnings fron- Integrys Energy Groups approximate

34% ownership interest in ATC Intogrys Energy Group recorded In September 2007 Integrys Energy Group completed the sale of

$50.5 million of
pre-tax equity earnings from ATC during the year PEP for approximate $879 Ilion Post-closing adjustments in

ended December 31 2007 compared with $39.0 million for the the amount of $9 million were settled February 2008 related to

same period in 2006 this sale which reduced the sale price to $869.2 mill on These post

closing adjustments were funded through other current liabilities at

Provsion for ncome Taxes December 31 2007 During the year ended December 31 2007
$58 mIlion of income from discontinued

operations was

recognized rdated to PEP which included an after-tax
gain of

The decrease in the effective tax rate was primarily driven by the impact increased $14.4 Ilion from income of $0.4 mil ion in 2006 to

of large permanent tax deductions pertaining to items that exceeded income of $14.8 million in 2007 The increase in income generated
the related book expense being applied to the lower income before from Niagara was mostly due to $14.7 million after tax gain on the

taxes in 2008 compared with 2007 In addition in 2008 we recognized sale of the
facility

$10.0 million of investment tax credits related to solar projects

completed the fourth quarter of 2008 These were offset by the Partially offsetting these increases were discontinued operations

reduction in Section 29/45K tax credits in 2008 due to the December 31 related to Sunbury Generation LLC Sunbury Income from

2007 expiration of Section 29/45K of the Internal Revenue Code that discontinued operations related to Sunbury was $6.9 million for

made tax credits available froni tne production arrd sale uf synthetic fuel the period January 2006 through the oate of sale Juy 2006
In 2007 our ownership in the synthetic fuel operation resulted in nc uding $12.5 million after-tax gai on the sale of this facility

recognizing the tax benefit of Section 29/45K federal tax credits of

$13.6 million compared with $0.8 million of Section 29/45K tax credits For more information on the discontinued
operations discussed

recognized in 2008 above see Note Discontinued Operations and Note 24

Segments of Business

The 2007 increase in the effective tax rate was driven by decrease in

Section 29/45K federal tax credits recognized in 2007 compared with

2006 The decrease in Section 29/45K federal tax credits recognized BALANCE SHEET
was driven by the impact of high oil prices on our ability to realize the Cash and cash equivalents increased $212.9 Ilion from $41.2 Ilion

benefit of Section 29/45K federal tax credits Section 29/45K federal tax at December 31 2007 to $254.1 million at December 31 2008 For
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detailed explanation for the change in the cash and cash equivalents Net property plant and equipment at WPS increased $151.8 million

balance see Liquidity and Capital Resources Capital expenditures in 2008 were $275.4 million in part due to

$71.3 million related to the construction of the Crane Creek Wind

Net accounts receivable and accrued unbilled revenues increased Farm $55.6 million related to natural gas service laterals to the

$285.3 million 15.3% from $1870.0 million at December 31 2007 to Guardian II natural gas transmission pipeline $48.0 million related to

$2155.3 million at December 31 2008 primarily due to the following the construction of Weston $12.3 million related to the purchase

of new line transformers and $12.1 million related to electric and

Net accounts receivable and accrued unbilled revenues at Integrys natural gas service for new and existing customers The increase due

Energy Services increased $223.6 million 20.9% driven primarily by to capital expenditures was partially offset by depreciation and

an increase in electric and natural gas revenues in the fourth quarter amortization expense of $99.5 million in 2008

of 2008 compared with the same period in 2007 due mainly to

higher volumes sold Net property plant and equipment at PGL increased $54.5 million

primarily due to capital expenditures of $113.3 million partially

Net accounts receivable and accrued unbilled revenues at PGL offset by depreciation and amortization expense
of $67.4 million

increased $102.2 million 34.2% driven primarily by an increase in Capital expenditures in 2008 related mainly to the natural gas

revenues in the fourth quarter of 2008 compared with the same distribution systems

period in 2007 The increase in revenues was primarily due to higher

natural gas prices Net property plant and equipment at Integrys Energy Services

increased $47.4 million primarily due to capital expenditures related

These increases were partially
offset by $72.2 million 22.1% to solar energy and landfill gas projects

decrease in WPSs net accounts receivable and accrued unbilled

revenues primarily due to an $82.3 million receivable at Accounts payable increased $202.5 million 15.2% from $1331.8 million

December 31 2007 from ATC related to the transmission facilities at December 31 2007 to $1534.3 million at December 31 2008

required to support Weston that WPS funded on ATCs behalf Accounts payable at Integrys Energy Services increased $252.8 million

WPS received payment for the ATC receivable in 2008 This primarily due to an increase in the volume of natural gas borrowed This

decrease was
partially

offset by $16.2 million year-over-year increase was partially offset by $62.8 million year-over-year decrease

increase in accrued unbilled revenues in accounts payable at WPS driven by the completion of Weston

which became commercially operational in June 2008 WPS paid

Inventories increased $69.5 million 10.5% from $663.4 million at contractors related to work performed at Weston during 2008 as

December 31 2007 to $732.9 million at December 31 2008 The these contracts were completed and closed out and purchased power

inventory balance at WPS increased $33.5 million 41.2% driven by decreased mainly as result of Weston becoming operational

$22.2 million 43.4% increase in natural gas in storage due to an

increase in natural gas prices year-over-year and an increase in fossil Detailed explanations for changes in the short-term and long-term debt

fuel inventory of $11.3 million 37.3% primarily due to an increase in balances year-over-year are included in Note 11 Short-Term Debt and

coal prices and an increase in coal quantities related to Weston Lines of Credit and Note 12 Long-Term Debt

becoming operational in June 2008 PGLs inventory increased

$26.2 million 30.9% due to an increase in natural gas prices and Environmental remediation liabilities decreased $65.0 million 9.2%
volumes year-over-year from $705.6 million at December 31 2007 to $640.6 million at

December 31 2008 The decrease related mainly to expenditures for

At December 31 2008 compared to December 31 2007 total assets manufactured gas plant remediation at PGL See Note 15

from risk management activities increased $1682.4 million and total Commitments and Contingencies for more information

liabilities from risk management activities increased $1767.5 million

The increase in assets and liabilities from risk management activities was The $388.6 million year-over-year increase in long-term pension and

driven by changes in the fair values of the underlying derivative other postretirement liabilities and the $101.4 million year-over-year

contracts driven by extremely volatile energy prices in 2008 Total decrease in pension and other postretirement assets were primarily

liabilities from risk management activities also increased at PGL and related to decrease in the value of plan assets during 2008 related to

NSG primarily due to changes in the fair values of the underlying losses on investments which caused an increase in the unfunded status

derivative contracts of the pension and other postretirement benefit plans

Total regulatory assets increased $444.8 million 35.8% from

$1244.0 million at December 31 2007 to $1688.8 million at
LIQUIDITY AND CAPITAL RESOURCES

December 31 2008 The regulatory asset related to pension and other We believe that our cash balances liquid assets operating cash flows

postretirement related items increased $41 2.8 million primarily related access to equity capital markets and available borrowing capacity

to an increase in the unfunded status of the pension and other provide adequate resources to fund ongoing operating requirements

postretirement benefit plans due to decreases in the value of plan and future capital expenditures related to expansion of existing

assets during 2008 Also contributing to the increase was the regulatory businesses and development of new projects Our borrowing costs can

asset related to derivatives which increased $127.6 million year-over- be impacted by short-term and long-term debt ratings assigned by

year due to an increase in PGLs and NSGs net risk management independent credit rating agencies Our operating cash flows and

liabilities arising from changes in natural gas prices Partially offsetting access to capital markets can be impacted by macroeconomic factors

these increases was the regulatory asset related to environmental outside of our control

remediation costs which decreased $77.7 million year-over-year mainly

due to PGL collecting these costs in rates See Note Regulatory Due to unprecedented volatility
within the global financial markets

Assets and Liabilities for more information beginning in the second half of 2008 lntegrys Energy Group has been

exposed to increased interest costs and challenges at times accessing

Net property plant and equipment increased $309.5 million 6.9% short-term capital markets Due to disruptions in the commercial paper

from $4463.8 million at December 31 2007 to $4773.3 million at markets Integrys Energy Group made draws under its syndicated

December 31 2008 due primarily to the following revolving credit agreements for funds that would normally have been

Iritegrys Energy Group Inc An Environment of Energy



yL Ii vi yd II

20 it 70 /1

13
tV 31 il

31/ it rCoyalC

03 36

No 30 21 09

.1 33 IC ft 13 1ft Ii

Il /3 //1 1/ LW /335 LI

C/ Ly bIt Cr1 1M
I/Lu o/3Ii loft

Ly vo ftC

3/ 11 1/al ft

1C
1/ pr 1/31 31

4H Cx CC CV OI IC 7t\ oft

1/ Cr01 Cx

9/ 113 LI 11 Cx 3/

11 kCi 11/ it or II

/3 Ii 11 Cn

CC IC

tC 30
III It rr 303 113/30/

19
So 1/C CI 1/

13/I Xp nd/toW by On InC 9/11
or the

1/ 010 mb 2008 007 nd 00 tIl

30 39 IV CC 13

Mill

CI br tO/y

Ili 90 31/
IC/Ct//C /1/13/ $28

1/ /1 38 1/ 11 11/7
tot lilI/ty 813 36

71 xl
1/

30 In ft SWI

Hold/np rnp ny nd oth 10 ty

\n 18 ft In /2 /3

II ir rx not
30

08

Cl iv OfpCC 1151 /CCVCJ 1135 0111

31111 17 CI pI CO tIl /11/711

101 I/C /1 Ii
/3

31 id CI 13/

Pta
/9

107

II Ilu

9501 //3 /C 92130 91 IC lii CI IC

/3 00 In Cx op 309 no

13 30 /37 II ty
IC ol 13/ II

C/C 33
/71 011 VC II 13

I/It WIll IC II

//W1K IC Ci Ii 31 1C Cl/i /1

SCII 131/ 10/ t1/ r3rtCd t090W13CJ
130 CO C/C COCI 1% 31 /3/ ty

45 IC WC/I /111 19 3311 n11dwhOO7w lIlt it Ci

I/C CO Irv 3/V lIt CC /1019 Cr ICC/C Ci wth Ii Vt

LII Ib 130/ 313 Id/IC

11 or 00 /3

30
/0 00/ rd

C/IL 412 C3t11 jrythCICC IC II IFbIly Sr

ry
So /111/ tC Cx tI t/I 13 ft IC CI

31
11 33 31 /IC 319/ ft IV

It St 1/ ol I/SC V/CC to 40/
1/ ft

3/ 11/3 IC /1/ Ipovdl huI I/C 3/ IV
CI

Il 1//111 1/ 10 /1

II /3/3 /1C Cl il
jl 31

1C ft I1l IC /3

30

dl St IC 2001 t/ 10

/1/VIP Inn bOinIl /9/Cd/V 1/

1/ 19 Ct IV Ci by /1 CIr

Cx /1 Id 1/

It

IL

1/ 03 In 10 3/ IC



2007 In 2007 ntegrys Energy Group was abe to pay down short In November 2008 NSG ssued $6.5 mibon of Senes 70% 5year
term debt wth portion of the proceeds received from the sale of PEP First Mortgage Bonds The net proceeds from the ssuance of the rst

In 2008 proceeds were required to fund higher yeaeoveeyear working Mortgage Bonds were used for general corporate utlay purposes

captaI regui ements

On April 17 2008 PGLcompleted the purchase of$51.O mdon of

2007 Compa ed with 2006 Illinois Development Finance Authority Series 2003D Bonds duo

October 2037 and backed by PGL Series PP Bonds Upon
Net cash used for financing activiaes was $459.2 million 2007 repurchase the Auction Rate Mode was converted from 35 day mode

compared wah net casl provided by financing activities of $891 .7 mIlion to weekly variable rate mode This transaction was treated as

2006 The $1 .4 billion change was driven by $458.0 million of short repurchase of the Senes PP Bonds by PGL As result the liability

term debt borrowings during 2006 compared with the
repayment

of related to the Series PP Bonds was extinguished Jho Company intends

$463.7 million of short term debt in 2007 In 2007 Integrys Energy Group to hold the bonds while it continues to monitor the tax-exempt market

was able to pay down short-term debt with portion of the proceeds and assess potential remarketing or refinancing opportunities

received from the sale of PEP The remaining net change in financing

activity was driven by $321.8 million decrease in long-term debt Prior to January 2008 Integrys Energy Group issued new shares of

issuances year-over-year and $119.0 million year-over-year decrease in conmon stock under its Stock Investment Plan and under certain stock-

common stock issued Short-term borrowings in 2006 and the long-term based employee beneft and compensation plans As resu of the

debt and stock issuances in 2006 were used primarily for the
acquisitions plans equity increased $45.7 million and $25.0 rrillion in 2007 and

of the natural gas distribution operations in Michigan and Minnesota An 2036 respectively During 2008 Integrys Fnergy Group purchased
$81.0 milliun increase in dividends paid in 2007 compared with 2006 shares of its common stock on the

open
market to meet the

was driven by an increase in shares outstanding and higher dividend
requirements of its Stock Investment Plan and certain stock-based

rates These tems were partial
offset by net natural gas loan proceeds employee benefit and compensation plans Integrys Energy Group did

at Integrys Energy Services of $34.4 million in 2007 compared with the not repurchase iy existing common stock during 2007 or 2006
net repayment of $68.4 million of natural gas loans during 2006 An

increase in natural gas spreads made it more conducive to enter into In November 2007 WPS issued $125.0 million of 5.65% 10 year

natural gas loan deals in 2007 compared with 2006 Senior Notes The net proceeds from the issuance were used to fund

construction costs and capital additions retire short-term indebtedness

SiffnJLcantFjnrtactuff.Acrtyfties and for general corporate utility purposes
Dividends paid increased in 2008 compared with 2007 In February

2008 Integrys Energy Group increased its quarterly common stock On December 14 2006 the Village of Weston Wisconsin issued

dividend to 67 cents per share The quarterly common stock dividend $22.0 million of 3.95% Pollution Control Refunding Revenue Bonds and

was increased from 57.5 cents per share to 66 cents per share in 2007 oaned the proceeds from the sale of the bonds to WPS In mturr WPS
issued $22.0 million of 3.95% Senior Notes due in 2013 to the Village

Integrys Energy Group had outstanding commercial paper borrowings of Weston At December 31 2006 the $22.0 million of proceeds
of $552.9 million and $308.2 Ilion at December 31 2008 and received from the Village of Weston were classified as restricted cash In

2007 respectively Integrys Energy Group had short term notes January 2007 WPS used the restricted cash to repay the outstanding

payable outstanding of $181.1 million as of December31 2008 principal balance of its 6.90% First Mortgage Bonds which originally

and $10.0 million as of December 31 2007 respectively were to mature in 2013

Integrys Energy Group had borrowings under revolving credit

facilities of $475.0 million and $150.0 million as of December 31 2008 In Jecember 2006 WPS issued $1250 million of 555% 30 year Senior

and 2007 respectively See Note 11 Short-Term Debt and Lines Notes The net proceeds from the issuance were used to fund

of Credit for more information construction costs and capital additions retire short..term indebtedness

and for general corporate utility purposes
In December 2008 WPS issued $125.0 million of Series 6.375% 7-year

Senior Notes The net proceeds from the issuance of the Senior Notes Or December 2006 Integrys Energy Group issued $300.0 million of

were used to fund construction costs and capital additions retire short- Junior Subordinated Notes Interest has been fixed at 6.22% through
term indebtedness and for general corporate utility purposes the use of forward starting interest rate swaps

for the first ten years
after which the interest rate wil float for the remainder of the term

ln November 2008 Integrys Energy Group entered into an approximate

$156 million sfort-term debt agreement extending through March 2009 credItR.tLns

to finance its working capital requirements and for general corporate Integrys Energy Group uses internally generated funds commercial

purposes The agreement requires principal and interest payments to paper borrowings and other short term borrowings to satisfy most of its

be made in yen Integrys Energy oup
entered into two forward capital requirements Integrys Energy Group also periodically issues

foreign currency exchange contracts to hedge the exchange rate 1w g-term debt and common stock to reduce short-term debt maintan

variability of these principal and interest payments desired capitalization ratios and fund future growth

In November 2008 ntegrys Energy Group entered into $250.0 million WPS PEC and PGL have their own commercial paper borrowing

revolving credit agreement to finance its working capital requirements programs WPS periodically issues long-term debt and receives equity

ad for general corporate purposes
which extends to May 2009 contributions from Integrys Energy Group to reduce short term debt

fund future growth and maintain capitalization ratios as authorized by
In November 2008 PGL issued $45.0 million of Series SS 7.0% 5-year the PSCW
First and Refunding Mortgage Bonds and $5 million of Series 8.0%
10 year First and Refunding Mortgage Bonds The net proceeds from PGL and NSG periodically issue long term debt in order to reduce

the issuance of these bonds were used to reduce short-term debt and short-term debt refinance maturing securities maintan desired

for general corporate utility purposes capitalization ratios and fund future growth The specific forms of long

tern firrancing amounts and tming depend on business needs market

conditions and other factors

Integrys Energy Group Inc An Environment of Energy



trc ru cry pVc CI rc 30 cc

ci cw ccc ft

Ic cq rr cc 13

cc
Ccl lad vccccoH in cv

ilyF Mc cccry
su rHo cng cy ci ft

ncoc un ccc ci ccc cc
ccr cp

omm icccc Ic Ii
CL cc

Cccli MccOy
ccc al Mg

cc cc an cr0 ii

cunc ccbocdcn to not
cc cctc ci ct cxoc

ci Ic cc cu

pct ci ccc cc nrc cc xc

dct cog 71 PC rc

rn rIg go bond or cc cy Ci

cccor ucoci deN Cc cii OH cc

Fr crc ci took
cc VHS cc 15 ci rc

ncnn rccni

Pt cF ci FM NH
CcclilbFcccc tccr cccyF cy

ocicH icty on it cog Icic io cc

12

Or 21 Mc cy Ic

It cog ci Ic ccy cp 33 cc

ncor un sir dc to rc

OH Nb lcd ctF3 Mc
ci ac ci WPS cc tc

cc cr dc cng rc cc Cr3 rio

ncoc ccr ci Ft cc or ol WE 50cc cc

corn rn cc

At ci clyr Mc ft ccc rr

log ci In Pc doo dc

ii
Ic Cr

3F

Ft

Iocccorrr di in NI
For

cc il inc cc cc

rico cnccrcrdd
ctycc 3d to c/cc Mr nc ft icy

rc
Mc ccciy

ccc Fccynoc ci
ci c0

Vc Ii cc ccl

cc un 01 10 c3 ti

cc 11cc2 ic

ii ci cc rn ci outlo ci

dr rn cc III on cc ic cc cc cc dl

Hr tI Jit cc pc oc rCI vc ci og Cc

rn it cc cc cu vii liE cci cc

lb Pci Sin sIn cci Id cci

lol Fr rccr rytcc cctrcicbsci cc doIMCclr

cc II cc ft iFc 32

Po Ic or cu dc oFt Cc Ic

cc ccv cit op cii cc

IF ccc cc diT on

Ic cc wF ft Ic ci ci cc

yF tVdc 23 cclcr 111

cctc ccl ody Nc ci ci c$ ci ii Ic or

ci cc cc cocc 1w 562 cc cc Ct IF

Ic

Fr cc ac Fc dc

200 51 ci Pc

ci Ic cc dIcIcIc cc cc ctNc ccc ci

lF cc tcktcI cc og vocI buay2l2
ci ci coc Cc ci ccvi cii cI 01 cc itci 53 02

cciv ci cc cy cyNc FcS jc
017 ci vac 361 Or 00

cc rc
Ic OV cic cc op ci can Ir cd

cc ccc iF 200/ Sta cci cc $4 cc oc 0cc cc vc ci oF PF Ic

Cccdc cit/c ii cW5Sccoc ccIlbt 0/ caclcc cc Fr dc dccc
ibc ci 203 co ift

nry tcccrqyC pI Ac cii na



55

NI

55

55 555555 555

SI c5 Cu3

cn tra Nit 13 on sr

tr it car or

51
cc 55 Ii

Ph

aymn J1

Miff rn

sq ccc ii pnn cp
nd cnt naynci n55

PIp cnj blip ion

omnir ty ccc obliqati

uirhc is rd

conic cbc don quny id iun rn

and her pa tr uc 5n rd

fun 3m oblig don

cr01 tril hol strn

Sill IsS/ Ifs ft5

Is ft

rc uyno u3 tc cc Nob or Ii Or

cc cr or oP in nbc1 ra cd

din pcync

No ncnrnr 11 hr cc ft Cap t55r ft rr Etc

cc in it cc IS cb nu to am Cc

ot cc Ni 23 rIft ty cii 23 Ic

rrca ir cyr

Million

WPS

Wuc don pmoj

mvponm5n Ip 3d
LI .n cdnaurlqa dntnbur npojft

PIth pr

PI PC

LI 51rn amatohutmon pcoj In ccc
pact

cad af
ty uc lay

4o trc clitcr

MCU

in rpc
dc cnbu1m em nd rind until natur pa tar mud

ML

rul
pm ra dc tr mLrutron

1W

an pcp Pm 1cm utcon cvi ant undor found icr ra clctc

INc
Na pa Pm tnhutcon ny t5

St ci cC

LcadfcII thur
Proj

cnfr cu tur pip p1 ci
cc rqy nd mc IC nun pr tu

Cc por 50r0n mIca ructcrrc Proj

uapct oxp5ndmtur

IIS IISI5Sss 515 /35 51 ISSI 15 ifs III Ill 5155 511 II Cl hIs 55151 IIJSIISI IS 555 El5
Isf

Is sc/s S5
Irs IS Is

55 INC rssss foss S11s SI sI SI SI
II Is 555S IIIS ml s/sIr Is

ftc 5l SS 55 sic fsss e1ssos sIc
ss

Ij

II

Er cc icr Ic Acc In car



MAI4AGEMEZT$ D1SCUSS1QP4 ANID ANALYSIS

lntegrys Energy Group expects to provide additional capital Other Future Considerations

contributions to ATC not included in the above table of approximately

$27 mu ion in 2009 and approximately $12 million in 2010 No capital Impact of Financial Market Turmoil

contributions are expected in 2011 Volatility
and uncertainty in the financial markets has impacted Integrys

Energy Group in number of ways Due to unprecedented volatility

All projected capital and investment expenditures are subject to within the global financial markets beginning in the second half of 2008

periodic eview and revison and may vary significantly from the Integrys Energy Group has been exposed to increased interest costs

est mates depending on number of factors including but not and challenges at times accessing short-term capital markets Due to

limited to industry restructuring regulatory constraints acquisition disruptions in the commercial paper markets Integrys Energy Group

opportunities market volatility and economic trends made draws under its syndicated revolving credit agreements for funds

that would normally have been borrowed in the commercial paper

Capital Resources market and $300.0 million of these borrowings were outstanding at

As of December 31 2008 Integrys Energy Group and each of its December31 2008 In addition we believe that decrease in the

subsidiaries were in compliance with all respective covenants relating number of wholesale counterparties actively trading in the energy

to outstanding short-term and long-term debt and expect to be in markets has reduced market liquidity and increased the risk of

compliance with all such debt covenants for the foreseeable future counterparty concentrations This factor combined with worsening

economic conditions has also increased the risk of credit losses

Integrys Energy Group and certain of its subsidiaries revolving credit decline in the overall level of natura gas and
electricity prices has

agreements and term loans contain financial and other covenants resulted in increased cash margin ca Is on the exchanges utilized by

including but not imited to requirement to maintain debt to total Integrys Energy Group for economically hedging its supply obligations

capitalization ratio not to exceed 65% excluding non-recourse debt

Failure to meet these covenants beyond applicable grace periods could In response to the factors discussed above Integrys Energy Group has

result in accelerated due dates and/or termination of the agreements taken several steps to improve its available
liquidity

In the fourth quarter

Termination of the agreements could permit lenders to require of 2008 several transactions were closed in support of this effort First

immediate repayment of the outstanding borrowings thereunder PGL issued $50.0 million of first mortgage bonds and NSG issued

$6.5 million of first mortgage bonds in private placement transactions

Integrys Energy Group and certain of its subsidiaries long-term debt Next Integrys Energy Group entered into an approximate $156 million

obligations contain covenants related to payment of prncipal and drawn credit facility extending through March 2009 and entered into

interest when due and varous financial reporting obligations Failure $250 million undrawn credit facility extending to May 2009 Finally

to comply with these covenants could result in an event of default WPS issued $125.0 million of 7-year fading lien first mortgage bonds

which if not cured or waived could result in the acceleration of In addition to the foregoing Integrys Energy Services has adjusted its

outstanding debt obligations product pricing strategy to account for the increased operating costs

collateral requirements business risks and potential cash margining

ntegrys Energy Group plans to meet its capital requirements for the impact This new pricing strategy has reduced the flow of new business

period 2009 through 2011 primarily through internally generated funds therefore reducing future
liquidity requirements while improving the

net of forecasted dividend payments and debt and equity financings profitability
of transactions that are executed Management believes that

Integrys Energy Group plans to maintain current debt to equity ratios at these efforts have reduced its

exposure to adverse market conditions

appropriate levels to support current credit ratings and corporate While the impact of continued market volatility and the extent and

growth Management believes Integrys Energy Group has adequate impacts of any economic downturn cannot be predicted Integrys Energy

financial flexibility and resources to meet its future needs See Item Group currently believes it has sufficient operating flexibility and access

Management Discussion and Analysis Other Future Considerations to funding sources to maintain adequate liquidity Also as Integrys

for additional information Energy Group heads out of the winter heating season the natural gas

storage cycle at both the regulated natural gas utilities and Integrys

See Note 11 Short-Term Debt and Lines of Credit for more Energy Services will aid in the generation of positive cash flow as

information on our credit facilities and other short-term credit inventory that has been built up in storage will be sold to customers

agreements These positive cash flows will be used to reduce short-term debt

Integrys Energy Group has the ability to publicly issue debt equity The recent volatility in global capital markets has also led to reduction

certain types
of hybrid securities and other financial instruments under in the current market value of long-term investments held in Integrys

an existing shelf registration statement which expires in April 2009 Energy Groups pension and other postretirement benefit plan trusts

Specific terms and conditons of securities issued will be determined The recent decline in asset value of the plans will likely result in higher

prior to the actual issuance of any specific security Integrys Energy pension and other postretirement benefit expenses and additional

Groups Board of Directors has authorized the issuance of up to future funding requirements

$700.0 million of equity debt or other securities under this shelf

registration statement $300.0 million of which was used in December Impact of Divesting of or Scaling Back the Nonregulated Business Segment

2006 when Integrys Energy Group issued Junior Subordinated Notes Integrys Energy Group has made decision to divest of its

Integrys Energy Group plans to file new shelf registration statement nonregulated energy services business segment Integrys Energy

in the first quarter of 2009 Services or reduce its size risk and financial requirements in response

to increased collateral requirements at time when global credit and

In May 2008 WPS filed shelf registration statement As result WPS financial markets are constraining the availability and increasing the cost

may issue
up to $250 million of senior debt securities within the next of capital As result Integrys Energy Services operations will either be

three years with amounts prices and terms to be determined at the time fully or partially divested or scaled back to include only the most

of future offerings On December 2008 WPS issued $1 25.0 million of profitable products and markets resulting in lower operating expenses

6.375% 7-year Senior Notes under this shelf registration statement and reduced level of financial
liquidity support while invested

capital

will be managed downward in order to obtain an acceptable level of

return Integrys Energy Group is seeking to deploy its capital to areas

with more desirable risk-adjusted rates of return

Iritegrys Energy Group Inc ________ An Environment of Energy



Execution of this strategic decision will result in lower earnings capacity
and became effective March 2008 Interveners including the Illinois

from this business segment going forward although in return Integrys Attorney General oppose decoupling and have appealed the ICCs

Energy Group expects an improved business risk
profile

and enhanced approval PGL and NSG are actively supporting the ICCs decision to

financial security divestiture of the nonregulated business segment approve decoupling

or reduced segment scale will also allow Integrys Energy Group to

either eliminate or reduce the amount of credit facilities and other forms For discussion of regulatory filings
and decisions see Note 23

of financial support committed to Integrys Energy Services Regulatory Environment

Regulatory Matters and Rate Trends Uncollectible Accounts

To mitigate the volatility
of the price of natural gas used for electric The reserves for uncollectible accounts at Integrys Energy Group reflect

generation and purchased power costs in 2009 and beyond WPS is managements best estimate of probable losses on the accounts

employing risk management techniques pursuant to its PSCW-approved receivable balances The reserves are based on known troubled accounts

Risk Plan and Policy including the use of derivative instruments such as historical experience and other currently available evidence Provisions

futures and options
for bad debt expense are affected by changes in various factors

including the impacts of the economy energy prices and weather

On February 2007 the five utilities subject to the current Wisconsin

fuel rules filed proposed changes to the fuel rules with the PSCW The The impact of higher prices and the declining economic environment

primary proposed change was to implement 1% dead band to limit could cause more accounts receivable to become uncollectible Higher

utilitys
annual exposure or opportunity to maximum of 1% of fuel levels of uncollectible balances would negatively impact Integrys Energy

costs The proposed dead band differs from the current trigger Groups results of operations and could result in higher working capital

mechanism in that it would allow utility to recover or refund all fuel requirements

costs outside of the band rather than only those costs after the trigger

date proposed rule for PSCW Chapter 116 Cost of Fuel was Goodwill Impairment Testing

issued by the PSCW on July 2008 incorporating many of the Integrys Energy Group performs its required annual goodwill

components
of the utilities proposal with 2% bandwidth as opposed impairment tests each April SFAS No 142 Goodwill and Other

to the 1% bandwidth recommended by the utilities WPS filed comments Intangible Assets requires goodwill to be tested on an annual basis

on the proposed fuel rules continuing to support true dead band of and between required annual testing dates if certain conditions exist

1% The PSCW will need to agree on proposed rule that will then be One of these conditions is change in business climate which may be

forwarded to the legislature for review and promulgation
evidenced by among other things prolonged decline in companys

market capitalization below book value Any annual or interim goodwill

In the current political economic and regulatory environment the focus impairment test could result in the recognition of goodwill impairment

on energy efficiency can lead to the implementation of decoupling loss See Note Goodwill and Other Intangible Assets for more

mechanisms Under decoupling utilities are allowed to adjust rates to information on goodwill balances for Integrys Energy Groups reporting

recover or refund the difference between the actual and authorized units at December 31 2008

margin impact of variations in volumes In the recently completed WPS

rate case the PSCW approved settlement filed by WPS and the New Laws

Wisconsin Citizens Utility Board to implement decoupling for natural In February 2009 the American Recovery and Reinvestment Act of 2009

gas and electric residential and small commercial sales along with ARRA was signed into law ARRA contains various provisions intended

several energy efficiency initiatives In approving the settlement the to stimulate the economy Integrys Energy Group is currently evaluating

PSCW capped the annual amount that can be recovered under the the impacts of ARRA on its financial condition results of operations and

decoupling mechanism to $4.0 million for natural gas service and cash flows from operations

$12.0 million for electric service On January 16 2009 WPS requested

rehearing to remove or increase the decoupling caps On February 24 In February 2009 Wisconsin Senate Bill SB 62 was signed into law

2009 in written order the PSCW increased the caps to $8.0 million for SB 62 contains various tax provisions intended to reduce Wisconsins

natural gas service and $14.0 million for electric service Recently current budget gap Integrys Energy Group is currently evaluating the

passed legislation in Michigan authorizes the MPSC to approve impacts
of SB 62 on its financial condition results of operations and

decoupling mechanisms and in its January 2009 rate order MGU was cash flows from operations

ordered to submit proposal for decoupling in its next rate case filing

MPUCIdIThMPUCtI OFF BALAN CE ET AR RANG EM EN TS

engaged in that process and has sought and received comments on See Note 16 Guarantees for information regarding guarantees

decoupling mechanisms from utilities and interveners in Minnesota

Decoupling for residential and small commercial sales was approved by

the ICC For PGL and NSG on four-year trial basis on February 2008

Integrys Energy Group Inc An Environment of Energy



MANAEMTS CUSON ANO AP4AC$1$

MARFJ PRKL RISK

MAE AGE ME NI ACT IIE
IC IC

Jy CC

Lv

Cr

II

tory Ent rgy Srve
rk to Market Roll orwa Ol

OpOon Nat tr

$0 89 $1

vtdI ci
CCL 2108 ci

or Inc of con racts at Decor 31 2008

CCI /C CO
CLII IC CU CII C9C

CC

CC C/

nr re Ma tr
Valu

08 MiFf

ir lueHi rhy

vF

to Ia

IC 9F vi

RE 1K AL OUNT EN KE CI

ftC

Ci

CC

CC LI KIC II
CC1 ft CII 19y

CC Cl

CC

vA

CI ft CICC

NA
LI ICI KU Ii

CC CI VC

CI 11CC CC

rA CCC CC
CC

CF Cl

II

CII

CC CI jL lyC

ft

IC Li CC LI



FF1

11

Ii II

II

III ct

Il

3111

11

Ft NVCL VICi
UV FL

1F XI

11 5F

13

Fl sI

AN
II LI/s

21 Ii F1

IS

It

UI
Million dl

IWP

Mg At

han Mu r3

lOOPS
MCU

1otl Nalul 1K1 111

Fm gru 5nrpy LvI1

am br 08

11

11

LI IF

5/1

Is

PS

I1
31.11

II

srL SIIN

su 5F

12 13113

13 11 tIClsl lIP

IL 141s III

is lOs .s

31 IV IFU 11 ci

14 II 4S Si \t
11

F5 Is

IF IT

II 511F

32

13 rts
Cl

II F1 F5
I1 Fl 11 II

Is 11 IS
11

It 11sF II

IF

II Fl

II II



MANA6EMENTS DISCUSSION AND ANALYSIS

prices and generation volumes have fluctuated in the past as result of allowance method therefore regulatory asset is debited rather than

changing fuel costs and required plant maintenance and are expected an expense account when the reserve for uncollectible accounts is set

to continue to do so in the future up Actual write-offs at WPS are charged directly to an expense account

in lieu of the reserve account At the utilities the reserves are based on

The primary estimates used at Integrys Energy Services in the known troubled accounts historical experience and other currently

impairment analyses are future revenue streams capital expenditures available evidence Provisions for bad debt expense are affected by

environmental landscape and operating costs combination of inputs changes in various factors including the impacts of the economy
from both internal and external sources is used to project revenue commodity prices and weather Each quarter the utilities evaluate the

streams Integrys Energy Services forecasts future operating costs with adequacy of the reserves for uncollectible accounts based on the most

input from external sources for fuel costs These estimates are modeled current available information and adjust the reserves for changes in

over the projected remaining life of the power plants using the estimated probable accounts receivable losses Integrys Energy Services

methodology defined in SFAS No 144 calculates the reserve for potential uncollectible customer receivable

balances by applying an estimated bad debt experience rate to each

Integrys Energy Services evaluates property plant and equipment for past due aging category and reserving for 100% of specific customer

impairment whenever indicators of impairment exist These indicators receivable balances deemed to be uncollectible The basis for

include significant underperformance of the assets relative to historical calculating the reserve for receivables from wholesale counterparties

or projected future operating results significant change in the use of considers netting agreements collateral and guarantees If the

the assets or business strategy related to such assets and significant assumption that historical uncollectible experience matches current

negative industry or economic trends SFAS No 144 requires that if the customer default is incorrect or if specific customer with large

sum of the undiscounted expected future cash flows from companys account receivable that has not previously been identified as risk

asset is less than the carrying value of the asset an asset impairment defaults there could be significant changes to bad debt
expense

and

must be recognized in the financial statements For assets held for sale the uncollectible reserve balance At December 31 2008 and 2007

impairment charges are recorded if the carrying value of such assets Integrys Energy Groups reserve for uncollectible accounts was

exceeds the estimated fair value less costs to sell The amount of $62.5 million and $56.0 million respectively

impairment recognized is calculated by reducing the carrying value of

the asset to its fair value or fair value less costs to sell if held for sale Pension and Other Postretirement Benefits

The costs of providing non-contributory defined benefit pension benefits

Throughout 2008 Integrys Energy Services tested various power plants and other postretirement benefits described in Note 17 Employee
for impairment whenever events or changes in circumstances indicated Benefit Plans are dependent upon numerous factors resulting from

that test was required in compliance with SFAS No 144 No material actual plan experience and assumptions regarding future experience

impairment charges were recorded in 2008 as result of the

recoverability tests Results of past impairment tests may not necessarily Pension and other postretirement benefit costs are impacted by actual

be an indicator of future results given the nature of the accounting employee demographics including age compensation levels and

estimates involved as discussed more fully
above Future results or employment periods the level of contributions made to the plans and

changes in assumptions could result in an impairment earnings on plan assets Pension and other postretirement benefit costs

may be significantly affected by changes in key actuarial assumptions

Receivables and Reserves including anticipated rates of return on plan assets discount rates used

Our regulated natural gas and electric utilities and Integrys Energy in determining the projected pension and other postretirement benefit

Services accrue estimated amounts of revenues for services rendered obligations and costs and health care cost trends Changes made to

but not yet billed Estimated unbilled revenues are calculated using the plan provisions may also impact current and future pension and

variety of factors based on customer class At December 31 2008 and other postretirement benefit costs

2007 Integrys Energy Groups unbilled revenues were $525.5 million

and $464.7 million respectively Any difference between actual Integrys Energy Groups pension and other postretirement benefit plan

revenues and the estimates are recorded in revenue in the next period assets are primarily made up of equity and fixed income investments

Differences
historically

have not been significant Fluctuations in actual equity and fixed income market returns as well as

changes in general interest rates may result in increased or decreased

With the exception of WPS Integrys Energy Group records reserves for benefit costs in future periods Management believes that such changes

potential uncollectible customer accounts as an expense on the income in costs would be recovered at our regulated segments through the

statement and an uncollectible reserve on the balance sheet At WPS ratemaking process
the P5GW follows the direct write-off approach in rates rather than the

Integrys Energy Group Inc An Environment of Energy
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MANAGEMENTS DISC1JSSIONAN ANALYSIS

be recognized on the balance sheet but rather would be classified as an Consolidated Balance Sheet We must also assess the likelihood that

extraordinary item in income for the period in which the discontinuation our deferred tax assets will be recovered through future taxable income

occurred write-off of all of Integrys Energy Groups regulatory assets and to the extent we believe that recovery is not likely we must

and regulatory liab lities at December 31 2008 would result in an 11.9% establish valuation allowance which is offset by an adjustment to

decrease in total assets and 3.0% decrease in total liabilities See income tax expense in the Consolidated Income Statements The

Note Regulatory Assets and Liabilities for more information interpretation of tax laws involves uncertainty since tax authorities

may interpret them differently As of January 2007 we adopted

Environmental Activities Relating to Former the provisions of Financial Accounting Standards Board FASB
Manufactured Gas Operations Interpretation No 48 Accounting for Uncertainty in Income Taxes

Integrys Energy Groups utility subsidiaries their predecessors and an Interpretation of FAS 109 As allowed under Interpretation No 48

certain former affiliates operated facilities in the past at multiple Integrys Energy Group elected to change its method of accounting to

manufactured gas plant sites for the
purpose

of manufacturing gas and record interest and penalties paid on income tax obligations as

storing manufactured gas
The

utility
subsidiaries are accruing and component of income tax expense

deferring the costs incurred in connection with environmental activities

at the manufactured gas plant sites pending recovery through rates or Significant management judgment is required in determining our

from other entities The amounts deferred include costs incurred but provision for income taxes our deferred tax assets and liabilities and

not yet recovered through rates and managements best estimates of any valuation allowance recorded against our deferred tax assets The

the costs that the utilities will incur in investigating and remediating the assumptions involved are supported by historical data reasonable

manufactured gas sites Managements estimates are based upon projections and technical interpretations of applicable tax law and

probabilistic model and an ongoing review by management of future regulation across multiple taxing jurisdictions Significant changes in

investigative and remedial costs these assumptions could have material impact on Integrys Energy

Groups financial condition and results of operations See Notes ip

Management considers this policy critical due to the substantial Income Taxes and 14 Income Taxes for discussion of accounting

uncertainty in the estimation of future costs with respect to the amount for income taxes

and timing of costs and the extent of recovery from other potential

responsible parties See Note 15 Commitments and Contingencies

for further discussion of environmental matters IMPACT OF IN FLATION
Our financial statements are prepared in accordance with accounting

Tax Provision principles generally accepted in the United States of America and

As part of the process of preparing our Consolidated Financial report operating results in terms of historic cost The statements

Statements we are required to estimate our income taxes for each of provide reasonable objective and quantifiable statement of financial

the jurisdictions in which we operate This process involves estimating results but they do not evaluate the impact of inflation For our

our actual current tax liabilities together with assessing temporary regulated operations to the extent we are not recovering the effects of

differences resulting from differing treatment of items such as inflation we will file rate cases as necessary in the various jurisdictions

depreciation for tax and accounting purposes These differences result Our nonregulated businesses include inflation in forecasted costs

in deferred tax assets and liabilities which are included within our

ntegrys Energy Group Inc An Environment of Energy
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Nonregulated plant is stated at cost which includes capitalized interest recorded regulatory asset is no longer probable of recovery the

or estimated fair value at the time of acquisition The costs of renewals regulatory asset is reduced to the amount considered probable of

betterments and major overhauls are capitalized as additions to plant recovery with the reduction charged to expense in the year the

The gains or losses associated with ordinary retirements are recorded in determination is made See Note Regulatory Assets and Liabilities

the period of retirement Maintenance repair and minor replacement for more information

costs are expensed as incurred

Asset ImpairmentWe review the recoverability of long-lived

Most of the nonregulated subsidiaries
compute depreciation using the tangible and intangible assets in accordance with SFAS No 144 This

straight-line method over the following estimated useful lives statement requires review of assets when events or circumstances

indicate that the carrying amount may not be recoverable We base our

Structures and improvements 15 to 40 years evaluation on the presence of impairment indicators such as the nature

Office and plant equipment to 40 years of the assets the future economic benefit of the assets any historical or

Office furniture and fixtures to 10 years future
profitability measurements and other external market conditions

Vehicles years or factors

Computer equipment to years

Leasehold improvements Shorter of life of the lease The carrying amount of assets held and used is considered not

or life of the asset recoverable if it exceeds the undiscounted sum of cash flows expected

to result from the use and eventual disposition of the asset If the

The nonregulated Combined Locks Energy Center uses the units of carrying value is not recoverable the impairment loss is measured as

production depreciation method for selected components of equipment the excess of the assets carrying value over its fair value

having defined lives stated in terms of hours of production

The carrying value of assets held for sale is not recoverable if it exceeds

Integrys Energy Group capitalizes certain costs related to software the fair value less cost to sell the asset An impairment charge is

developed or obtained for internal use and amortizes those costs to recorded for
any excess of the carrying value over the fair value less

operating expense over the estimated useful life of the related software cost to sell

which ranges from to 15 years

The carrying values of cost and equity
method investments are assessed

See Note Property Plant and Equipment for details regarding for impairment by comparing the fair values of these investments to

Integrys Energy Groups property plant and equipment balances their carrying values if fair value assessment was completed or by

reviewing for the presence of impairment indicators If an impairment

Capitalized Interest and AFUDCOur nonregulated subsidiaries exists and it is determined to be other-than-temporary charge is

capitalize interest for construction projects while our utilities capitalize recognized equal to the amount the carrying value exceeds the

the cost of funds used for construction using calculation that includes investments fair value

both internal equity and external debt components as required by

regulatory accounting The internal equity component of capitalized Goodwill and Other Intangible AssetsIn accordance with SEAS

AFUDC is accounted for as other income and the external debt No 142 Goodwill and Other Intangible Assets goodwill and other

component is accounted for as decrease to interest expense intangible assets with indefinite lives are not amortized but are subject

to an annual impairment test WPS MGU MERC PGL NSG and

Approximately 50% of WPSs retail jurisdictional construction work lntegrys Energy Services our reporting units with goodwill perform

in progress expenditures are subject to the AFUDC calculation their annual goodwill impairment tests during the second quarter of

For 2008 WPSs average AFUDC retail rate was 8.61% WPSs each year Interim impairment tests are performed whenever events or

construction work in
progress average AFUDC wholesale rate was changes in circumstances indicate that the asset might be impaired

8.04% WPSs allowance for equity funds used during construction

for 2008 2007 and 2006 was $5.2 million $0.9 million and Other intangible assets with definite lives consist primarily of emission

$0.6 million respectively WPSs allowance for borrowed funds allowances customer related intangible assets and customer contract

used during construction for 2008 2007 and 2006 was $1.8 million assets and liabilities The impairment testing for these intangible assets

$0.3 million and $0.2 million respectively is performed in accordance with SFAS No 144 and is discussed in

Note 1l Summary of Significant Accounting Policies Asset Impairment

The AFUDC calculation for the other utilities is determined by the

respective state commissions each with specific requirements For more information on ntegrys Energy Groups goodwill and other

Based on these requirements the other utilities did not record intangible assets see Note Goodwill and Other Intangible Assets

significant AFUDC for 2008 2007 or 2006

Retirement of DebtAny call premiums or unamortized
expenses

The interest rate capitalized on long-term construction at our associated with refinancing utility
debt obligations are amortized

nonregulated subsidiaries is based upon the monthly short-term consistent with regulatory treatment of those items Any gains or losses

borrowing rate lntegrys Energy Group incurs for such funds The resulting from the retirement of nonutility debt are recorded through

nonregulated subsidiaries had no significant interest capitalized earnings while gains or losses resulting from the retirement of
utility

during 2008 2007 and 2006 debt that is not refinanced are either amortized over the remaining life

of the original debt or recorded through earnings

Regulatory Assets and LiabilitiesThe regulated electric and

natural gas utility segments of Integrys Energy Group are subject to Asset Retirement Obligationslntegrys Energy Group applies

the provisions of SFAS No 71 Regulatory assets represent probable SFAS No 143 Accounting for Asset Retirement Obligations and

future revenue associated with certain costs or liabilities that have been FASB Interpretation No 47 Accounting for Conditional Asset

deferred and are expected to be recovered from customers through Retirement Obligations Under these accounting standards Integrys

the ratemaking process Regulatory liabilities represent amounts that Energy Group recognizes legal obligations at fair value associated

are expected to be refunded to customers in future rates or amounts with the retirement of tangible long-lived assets that result from the

collected in rates for future costs If at any reporting date previously acquisition construction or development and/or normal operation of

ntegrys Energy Group Inc An Environment of Energy
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the assets liability is recorded for these obligations as long as the the subsequent five years for plans previously sponsored by WPS while

fair value can be reasonably estimated even if the timing or method of differences between actual investment returns and the expected return

settling the obligation is unknown The asset retirement obligations are on plan assets are recognized over five-year period for plans previously

accreted using credit-adjusted risk-free interest rate commensurate sponsored by PEC The benefit costs associated with employee benefit

with the expected settlement dates of the asset retirement obligations plans are allocated among Integrys Energy Groups subsidiaries based

this rate is determined at the date the obligation is incurred The on employees time reporting and actuarial calculations as applicable

associated retirement costs are capitalized as part of the related long- Integrys Energy Groups regulators allow recovery in rates for the

lived assets and are depreciated over the useful lives of the assets See regulated utilities net periodic benefit cost calculated under United

Note 13 Asset Retirement Ob/igations for more information States Generally Accepted Accounting Principles GAAP

Income TaxesWe account for income taxes using the liability lntegrys Energy Group adopted SFAS No 158 Employers Accounting

method as prescribed by SFAS No 109 Accounting for Income for Defined Benefit Pension and Other Postretirement Plans an

Taxes Under this method deferred income taxes have been recorded amendment of FASB Statements No 87 88 106 and 132R at

using currently enacted tax rates for the differences between the tax December 31 2006 SEAS No 158 requires employers to recognize

basis of assets and liabilities and the basis reported in the financial defined benefit postretirement plans funded status in the balance

statements Our regulated utilities are allowed to defer certain sheet and recognize changes in the plans funded status in other

adjustments made to income taxes and record regulatory assets or comprehensive income in the year in which the changes occur Integrys

liabilities related to these adjustments Energy Groups regulated utilities record changes in the funded status

to regulatory asset or liability accounts pursuant to SEAS No 71

Integrys Energy Group adopted the provisions of FASB Interpretation

No 48 Accounting for Uncertainty in Income Taxes an Interpretation Integrys Energy Group uses December 31 measurement date for all

of FAS 109 on January 12007 As result of the implementation of its pension and other postretirement benefit plans

of Interpretation No 48 Integrys Energy Group recognized

$0.1 million decrease in the liability for unrecognized tax benefits For additional information on lntegrys Energy Groups employee

which was accounted for as an increase in the January 2007 benefits see Note 17 Employee Benefit Plans

balance of retained earnings

Stock-Based Employee Compensationlntegrys Energy Group

Investment tax credits that reduce our income taxes payable for the has stock-based employee compensation plans which are described

current year are eligible for carryover and are recognized as reduction more fully in Note 20 Stock-Based Compensation Effective

of income tax expense if the credits are generated in our nonregulated January 2006 lntegrys Energy Group adopted the fair value

operations We do not reduce our current year income tax expense if recognition provisions of SFAS No 1238 Share-Based Payment

it is
likely

that we will sell the related property that generated the tax using the modified prospective transition method Under this transition

credits after the end of the year and the tax credits wou/d also be method prior periods results were not restated Stock-based

transferred to the sel/er as permitted under tax law For credits generated compensation cost for 2006 included compensation cost for all

in our regulated operations that apply SFAS No 71 our regulators stock-based compensation awards granted prior to but not yet fully

reduce our future rates over the lives of the property to which the tax vested as of January 2006 based on the grant date fair value

credits relate accordingly we defer the investment tax credits in the estimated in accordance with the original provisions of SFAS No 123

year our taxes payable are reduced and we reduce income tax expense adjusted for estimated future forfeitures The fair values of stock-based

over the useful lives of the related property compensation awards granted after January 2006 were estimated

in accordance with the provisions of SFAS No 123R The cumu/ative

Integrys Energy Group files consolidated United States income tax effect of change in accounting principle recorded upon adoption of

return that includes domestic subsidiaries of which its ownership is SEAS No 123R was not significant

80% or more Integrys Energy Group and its consolidated subsidiaries

are parties to tax allocation arrangement under which each entity Fair ValueEffective January 2008 Integrys Energy Group

determines its income tax provision on stand-alone basis In several adopted SEAS No 157 Fair Value Measurements This standard

states combined or consolidated filing is required for certain members defines fair value and requires enhanced disclosures about assets and

of Integrys Energy Group doing business in that state The tax allocation liabilities carried at fair value As of December 31 2008 these additional

arrangement equitably allocates the state taxes associated with these disclosures are required only for financial assets and liabilities measured

combined or consolidated
filings at fair value and for nonfinancial assets and liabilities measured at fair

value on recurring basis following the guidance in FASB Staff Position

For more information regarding Integrys Energy Groups accounting for FAS 157-2 Effective Date of FASB Statement No 157 These

income taxes see Note 14 Income Taxes disclosures can be found in Note 21 Fair Value

GuaranteesIntegrys Energy Group applies Interpretation No 45 SFAS No 157 requires that fair value measurement reflect the

Guarantors Accounting and Disclosure Requirements for Guarantees assumptions market participants would use in pricing an asset or liability

Including Indirect Guarantees of Indebtedness of Others which requires based on the best available information These assumptions include the

that the guarantor recognize at the inception of the guarantee liability risks inherent in particular valuation technique such as pricing

for the fair value of the obligation undertaken in issuing the guarantee model and the risks inherent in the inputs to the model SEAS No 157

For additional information on guarantees see Note 16 Guarantees also specifies that transaction costs should not be considered in the

determination of fair value On January 2008 Integrys Energy Group

Employee BenefitsThe costs of pension and other postretirement recognized an increase to nonregulated revenues of $11.0 million due

benefits are expensed over the periods during which employees render to the exclusion of transaction costs from Integrys Energy Services fair

service The transition obligation related to other postretirement plans value estimates

that existed at Integrys Energy Group prior to the PEC merger is being

recognized over 20-year period beginning in 1993 In computing the SEAS No 157 nullified portion of Emerging Issues Task Force Issue

expected return on plan assets lntegrys Energy Group uses market No 02-3 Issues Involved in Accounting for Derivative Contracts Held

related value of p/an assets Changes in fair value are recognized over for Trading Purposes and Contracts Involved in Energy Trading and

Integrys Energy Group Inc An Environment of Energy
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Risk Management Activities Under Issue No 02-3 inception gains January 2009 Also effective January 2009 any adjustments to

or losses were deferred unless the fair value of the derivative was uncertain tax positions from business combinations consummated prior

substantially based on quoted prices or other current market transactions to January 2009 will no longer be recorded as an adjustment to

However SFAS No 157 provides framework to consider in evaluating goodwill but will be reported in income

transaction whether transaction represents fair value at initial

recognition Integrys Energy Services recognized pre-tax cumulative SEAS No 160 Noncontrolling Interests in Consolidated Financial

effect increase to retained earnings of $4.5 million on January 2008 Statements was issued in December 2007 This standard changes

related to the nullification of the aforementioned portion of Issue the accounting and reporting related to noncontrolling interests and

No 02-3 requires among other things that the amount of consolidated net

income attributable to the parent and to the noncontrolling interest

In conjunction with the implementation of SEAS No 157 Integrys be clearly identified and presented on the face of the consolidated

Energy Services determined that the unit of account for its derivative statement of income This standard is effective for Integrys Energy

instruments is the individual contract level accordingly these contracts Group for the period ending March 31 2009 Integiys Energy Group

are now presented on the Consolidated Balance Sheets as assets or expects this standard to change the presentation of the preferred stock

liabilities based on the nature of the individual contract dividends of its subsidiary on its Consolidated Statements of Income

According to SEAS No 157 fair value is the price that would be In March 2008 the FASB issued SFAS No 161 Disclosures about

received to sell an asset or paid to transfer
liability

in an orderly Derivative Instruments and Hedging Activities an amendment of

transaction between market participants at the measurement date FASB Statement No 133 SFAS No 161 requires
enhanced disclosures

exit price As permitted under SEAS No 157 Integrys Energy Group about how and why an entity uses derivative instruments how

utilizes mid-market pricing convention the mid-point price between derivative instruments and related hedged items are accounted for

bid and ask prices as practical expedient for valuing certain under SEAS No 133 as amended and how derivative instruments

derivative assets and liabilities and related hedged items affect an entitys financial position financial

performance and cash flows SFAS No 161 is effective for Integrys

SFAS No 157 establishes fair value hierarchy that
prioritizes

the Energy Group for the reporting period ending March 31 2009 and will

inputs used to measure fair value The hierarchy gives the highest result in expanded disclosures for derivative instruments

priority to unadjusted quoted prices in active markets for identical

assets or liabilities Level measurement and the lowest
priority

to EASB Staff Position ESP No EITE 03-6-1 Determining Whether

unobservable inputs Level measurement The three levels of the Instruments Granted in Share-Based Payment Transactions Are

fair value hierarchy defined by SEAS No 157 are as follows Participating Securities was issued in June 2008 This FSP clarifies that

unvested stock-based compensation awards with rights to dividends or

Level Quoted prices are available in active markets for identical dividend equivalents that cannot be forfeited are to be included in the

assets or liabilities as of the reporting date Active markets are those in basic earnings per
share calculation using the two-class method defined

which transactions for the asset or liability occur in sufficient frequency in SEAS No 128 Earnings per Share This FSP is effective for Integrys

and volume to provide pricing information on an ongoing basis Energy Group for the quarter ending March 31 2009 The guidance

must be applied retrospectively We do not expect this FSP to have

Level Pricing inputs are observable either directly or indirectly but significant impact on basic earnings per share

are not quoted prices included within Level Level includes those

financial instruments that are valued using external inputs within models Emerging Issues Task Force EITF Issue No 08-6 Equity Method

or other valuation methodologies Investment Accounting Considerations was ratified in November 2008

Issue No 08-6 is intended to clarify the application of the equity method

Level Pricing inputs include significant inputs that are generally less of accounting following adoption of SEAS No 141R According to the

observable from objective sources These inputs may be used with guidance the initial carrying value of an equity method investment

internally developed methodologies that result in managements best should include transaction costs an other-than-temporary impairment

estimate of fair value Level instruments include those that may be test should be performed on the overall investment rather than on

more structured or otherwise tailored to customers needs the underlying indefinite-lived intangible assets the equity method

investees issuance of shares should be accounted for as the sale of

As required by SEAS No 157 financial assets and liabilities are proportionate share of the investment and no gain or loss should be

classified in their entirety based on the lowest level of input that is recognized when changing the method of accounting for an investment

significant to the fair value measurement from the equity method to the cost method This EITF Issue is effective

for Integrys Energy Group for the quarter ending March 31 2009

New Accounting PronouncementsIn December 2007 the FASB Integrys Energy Group does not expect EITF Issue No 08-6 to have

issued SFAS No 141R Business Combinations SEAS No 141R significant impact on its financial statements

provides greater consistency in the accounting for and financial reporting

of business combinations Among other changes the standard will ESP No FAS 132R-i Employers Disclosures about Postretirement

require the following all assets acquired and liabilities assumed Benefit Plan Assets was issued in December 2008 This FSP amends

must be recognized at the transaction date including those related to SFAS No 132R Employers Disclosures about Pensions and Other

contractual contingencies transaction costs and restructuring costs Postretirement Benefits and requires additional disclosures about plan

that the acquirer expects but is not obligated to incur are to be assets These disclosures include description of investment policies

expensed changes to deferred tax benefits as result of the business and strategies disclosures of the fair value of each major category of

combination must be recognized immediately in income from continuing plan assets information about the fair value measurements of plan

operations or equity depending on the circumstances and in assets and disclosures about significant concentrations of risk in plan

bargain purchase gain is to be recorded instead of writing down fixed assets This FSP is effective for Integrys Energy Group for the reporting

assets Certain new disclosure requirements will enable the evaluation period ending December 31 2009 and will result in expanded

of the nature and financial effect of the business combination SEAS disclosures related to postretirement benefit plan assets

No 141R is effective for business combinations consummated after

Integrys Energy Group Inc An Environment of Energy



NOIES TO CONSOLIDAIED FINANCIAL STATEMENTS

NOTE RISKMANAGLMLNTACHVITftS

viol yru tc to it ViP fDrblr3 23 rrf2/

I\/ii 00/ 01

Urry

0mm dity or Itr

Fin oo tr mr ion

flow
Oil on ccrrty onttt

Ne It

Porn toNty for currerrtv or trt 414 11

Fv Ic hOg

omnmrli tti /4 20

Pill it wp
wh flow hod

or tm dity rio 296 18

Inter

or crmeny

t3000 i18

tr

cont 6840 6815
Lonyt cm

000 $1085

Lihti nmn iviti or In Energy on Po nt inP conrm dity cv iv nit

ciirr ni or lone mm ho mo rinti of
ign itFi foii Vt Ic fI WV Intr

my

rrt iii ii to of

tI of il icr tb

iN tn 13 311 If Pt

rv ii
ii Fttv in cc it it 001 tI di lv IF

ut Ii it div rw tt ci It ft

tt Yt YME ful it pi it tv pt thy on yr rro

rl

iy it it Iht ii
cm

If It 18

ut 11 cm ito VI orj
Etc du 207 00

cii Jit Cr rio rrrttotlr3c
or to io it Sc ti dity Ir tc Ig ctd

cc Fr

ro my \p /t to lit in

iu lit In or It

it Ill ci ci

in to 3t 11 rr act ir it lur lx of

ci oh ur to ago ic Fir 200/ ii ion 88 it it
06

It OUr Ic or if WI it lIt ni dc ut

ui act cd rot Ar rot tlrt
pit

Fr

mc iror iv it ti It it vi Ii cIt

cott Fr WI cur vul ot 1/ it iN 1i

crc ii Op

it or If ri rp ii tgy lit trt ri it cml otlr lilt

rgy ctt
it

cli tc rt itt ow Ir

33 ci fy to mc

ocr mi it ort 23 tiC corn 80 Iwo

mit $2 trt 001 Icr Fr ii

Itt VI roF cmv rk 1tt op tt

3t
0/ of 8/ ty cv IlL nc It

fyt ttr Ito
fill cc lr Ct It opt Ct Itli liy

rio AAI cc ttl Iy
ft It or ro tIc hc Ia rio ii tt rc gut1

fit lou mIt mi
Ak

If fl rt 01 tI

It
lit ft trio

tf nit JUt td

rI trl

Irvr Ittit in tlt 1r
rt

tys
Ic

jy Ic In Itt



01 ry
ItL nt ry ii gy no os

troi

Miii Dc
ty ncy WL aC

yt
it IC OIL 11 COIl

IC nolf II CCC Ci CV IL ALi oth

oIIta.i1h ct 13 Ii It

ifri

NOTE DISCONflNUFD OPERATIONS

ft

Do 101 lit
Jry

SC dCd

CJiI
Or 00 Li di Ii

Lii td oton ic ft

WC DI flC fl Ii Li
Li It IC ft

VsriH LCI CXi II

IL III IC liii
Fr

Ii
In Ill CL 11 3W Li 11 Li 90 It 03 Li Li lh Ii

Ii CO 41 CC St rn ir No IC Li

IC Ill the Dci
ft

1L DOLL CII

ft
IC Cy1rt iS CO da.Iv IbylitbuyLr fIr

11 rCa to iii ICI IIIL Ii it Millions 2007 2006

20 wli OX dr Li thi odo .1
Li

IV Ii 1111 Ii Ii 11/ FILr
No tiC tillt ft IOVL no

WI F1
lfl II IL at Ca

WilL
91

tcLi CC tI iii 10 il

311 LiLVCI

II tiC Cr1
4/ IC liT Li

It Li na 4/CC

Li CI 11 I3F CL IC LI 130

$1 11 III
fl

IC Ii LilUttl1 ftC
F1

10 Cr101 It Of OIL

30 tt 1L Iii dod Li urjh urro ha iii

XLO otho ii flLC II

ft 30/ 13 Li Notc Li
Otlrr I1C IC Al

Si CI CL it Lit 3S/

fl
III Ii IC tol 200 lnL thC Ii

II i1CENL ITO 241

POVIIO fo CLC itt 99Ii tt CC IX CJIiC
IC CCI Li Fo 00

LW It C1ICCtFLIC 38 8417 II /71 II Li WI 1C Cd ICC CiCLi

It Ii 71 OF pa tc

Li tO 1/i WI ii r4/ Li IC Cli

IC InS tC It XC Wi VI LCt IC IL ilL If
ti dl

3d CC ti CiaI lb
JO

CF Crq tI

IC Li COO OLd ti iLL IC OCI /i OCi 34 Li

CI II 91 Wi

Ill

lily
Ot hr

31
VI 10 F1

th taft ii

February 22 2007 Sc lt iry
th 11

11
lati 11 10C

throucth
1/C ft 11 Ci

III vI

MI lOb December 31 2007
cor Li ton CL II rdi 200

NOi iLLJCIIIWI 0V 101

77 ho
prI

1118/1 Cl di IX 1ICV Cud

fL 03 CO i1CCJ it 15

Do ate 11 In SC 281
Ca itru dlpea Cod /111 Lil

1PEPoC 176
nI if 1C 01 IL AL in 01

Li 01L In iii 11 La 4/rN CCL

C1ICrC 50 0/

Mile ns3 2006

Ii Ca 1C IIXLS C$

FrI ill Cr LOC1C IXt 36 ilot Li VI 1197

10 JOlt CI tot id 014 II

IC CL 3/ It II It IC Li CO In 0011
11 Li 91 a.ed or

it .t 19 II .111 nal Ii 1111
4/i tng nd Ihi Oi1InCC X9 11

Ct I1C it Ii tI Li ICC VC II tb ii alo 70

p003 iCn IC WilL 10Cr CXI 15 113

DCI
CIII 11130 Ii IIXL

Ill Jo iI hr LCL Sc CL It of

II FL p4/LIX a.att Ft DC liD Li COIL IC XII

Li old pc or VII boo 10
ito orn to

Li 00 to 46 rn II 111 11 ill Li ar Li

DIlL 111111 cA p/rat 1n
111 Ci

15

ircory 03/113011 ilL An Ert lICnto tile jy
di



.1
PA AND IMN

pi
nd goipm cry cml con ci of ti it ty lnunity nci nonnic ui ci ox

Million 20

Li uNity

No ir unity 40o8

To ii
pi

nt
61

Accumui do1 rc son 3.1

NI /i0
Non tru ion work

proc

utifly pknt

Nonut5fy pi ut uluirty 3ni ts 79

Li imui ci ci

191

on 110 Ii work in po gr

no utility p1 ucii orn

oni ict ci 80

tur nonro ul ted 127

th rnonr gui ci

ni gui ci pr Ay pi
nt nd gulpmons 000

umui ci ci re 60

Nt 139

on truction 011 117

now gui ci

plo rty piont oH qupm 144$

iO pr nt

H1IO LIS

Million 007
itt rq Ifl icfi ci Ii Ed

ry
00/ nIT 1$

coo oc fo od II od ci WI ii by vi

tc II if ItO in th 00 jo
1001 lOll tO InnunO Of

FEC lvi It .829 10 olin ogryx 117 cc mr on diu nt to urcha
prte

ox vNuc ioi ou dl $1 sto no viii oil
oh dj loon

soy No cfm ih tot

ym nts 04
woo 17 uemot $y $1 oi on 110 lx of op Ni cttri 0110 oie Lo Ar mpl eo rncco

on dud dntl tcnxc Ic ccii oonc oiStitcncr cOn ysor do
or Ic en 31 00 101 on Lo

cry .00/

it ci cc .0 11 ci Ill ovuiint
13/

ts rI olnotIc of th
103

10cr
lrlpioy

cs xp ii tho quci of 9FA No on uo

poc choospo ow iodlflh nfioc7noitcIl souk llI 0001 dwithLxItoltlpoIActl tc lot ci

ho Ic 00
10

on of tIc 11 cci xc fh WIth ho tIc Ii or voiun
13

rn ni .1 th Integy rgy

fUc pr II III cc II 0c or pIE it on xi ploy oxpen 10 ircl mci FA

qul ci 10 to cI if tmp is tho No 88 pioyer Al 00 II ttlcmc nO in 01 Im 1st Of

lOll riocoteci iqoci ci Dfw ci 1101 Inn no ndfol llfi .10 Ben Ii ih

toil WOO tafIo ni1 Zi ho
ctlvlty ci tI ItO

Curc 01 cci for or nci ci 17 31

11 Ic 75 WO ty 110 01 11 ci ci

001 ci
100

0010 till ir 111 Millio 00

is 001111 it ci coi info cci oct

iu mpioy ronce
ohuycc thE uIci00100ony WOW ri clox

sqlnnlnr of rico

10 oc if 10 110 ccl 101 poW looxo edo 00

ci 0110 d3s Lii to cc xc No relic xp corci ci

Ri 03 11101 of oh 051001 00 OIl II 10 oh ym lot 41

ibnot Ill lit uor rod 11 cli viNe Ic ra

sI Sf fic to ro 01 Ic ci 1110 31 ton $4.8

It toglyx Psic
scy Guc cip In Ai ronmcri of



NOTES TO CONSOLIDATED UNANCIAL STATEMENTS

Pro Forrra for the Year Ended

Ditcmb 31

Iii yt or Ii 1MWr ins xcept per sharo amounts 200/ 2006

01 IC it Or in

co pa in Ar1u iy
210 qry Hr gy

51011 86

oP MEW ii od cm 001 nq Vior $1

or N/ It

tr Pr at or 34 or sh ii or $28 51

25 IC ar 15 tr Ba ii
Vt

eta op raPe Bo 10 tn rap iporat tr

or uvt or at pr 1y Vt
srt car nit or /2

10 rIO WO If in lIt rn

ii itr oa hOC pCI arC

14114
my apr no $2 /3

Dirt cI iiiqsti
Par 83/2 10

tVt Wovi to Vt ii lit 1Y
in lilt rr Vt 201 Iti trot 2006 it

iCC it 11 01 as wo OI Il it

IV 11 lfltCC3t CII ft Ii

Ii A16 2C3 PP rd Fo

C3 ota go mtt op rat IC II Ap 2106 lit
ry

In gy Pr VIC SC F/t/F SI Ci Vt

\CL CO Icod uiyl OHPCVtOI CII an va IOvl0i2IlCl c3st0CC IdIoritd Vi Krh
al or or tn prior St iii ty ii

/t0 rn raw Ctr

It 11 311 ar etC tC IC
PC 1.0 ifliti /3

CC
ft

1oC wh 21 woo vi

IC1 tr 21 CO Ci iiy
20

It A1 01 Itt to Is CO do il

ntLg ir3J iIO

ill Hi rI w%3 mi 10 Vt C/cr

nr ii ir Il Cl

rI

NOIL JOINTLY OWNED UTILITY FAC ILIIIES

rIo 30 Ar itmt 3011 Ci IC

on CC Ii ib
ty or lit1 CII be tilt it nil 101 uio It Ii

IC
C3U

OCt WI WIS Ii n/IC lIly own Vt it

Par alt 151 IC fl 01 ny IL 31 001 how

rIron it Pt nt nO

Oweh
WS ro
u8

mu

Is

XC on Ii lv is adC or

ft
oI 11 itt II \/t/P5 as so ip CC

ii try ov It ct

lntC IS rqy trIo ill Ar VI lIlt It iC



Nt

AN RJTI

TO foti win gu4 my tt nd hhti hi in ur oh iNn of Cr rob 31

Mithn

rya

Onvir nm nt Lm di tin ot ofinui no Loviri 63 7538

and oth tr hi rn nt it Nt ii

eiivatvrs 44

ioyCent

hr tin nh ohhq tioro

Nut

in am lax

bn ryr

tc ugh nm stiki 7/

Un rti lo bt 13

ohi cir or gin igi

to ot

rv tionumpov or mi 33

Midw md ndeni 17 ri ion or ii Ii Mi 193

thr 141

$L440

In rien

win
ngt rn 11L

17440

hi mn vrir rvr 0/4

rind

ion nd go hr tim fit it or i9

Aim an an no ion mpany hAT nd Mm fund

uplin

In lot0 ni 103

Dnvtiv

nh in ron
31

mn

tO 171

TI 4370

Ich nn
urrerrt 77

Lw tiii 2933

10

uruiiity iih si ni soxl ttoi ovm irr 3u1 oryas and Ir dinr not ignihi nn WISi uthon Lr viny

irr ui futur rr ii rind tO
ii gui lloiy liabhtios tim uoh nit of th ulalogi rot INn ron hghtnin0 Li ik

ii loin 33 ho nitei akin ix nr 30 gui Iti ry
mof hod to Ut at nO

tO it for ea it rv rinds iS tO gui toi or not in lud in hut or cv rod ov lh im

ov tO norm rtng pon of nU ii bilihi sto wi of th ht thiou tO tt oi irtuin ulhon by rh Nt oi

tn to da on Ii urront tn coon IL Li omm rot morn in 30 gui Urmy it Ic itL

VII 33 hA

ro ru iU CL rgui my In Ji

lu an
yi

10 9L Lit VI
117

LI or

nor rW br 00 it

Lt ru Not

foi 133 ivi oni ii dir mi Mu Ar liv hi 33

rn io or Li 31 001 Ic Nr ii In

id Li ii Ir Lirrimi to pot ont33 ci Nt 1/ ipnIlc It IN

Lc ugi nt LA ti
ny

ii ii rIm

Vi LIA di fi
ii

ii LA in in liAr Lii tim

ow nryi3 LTI Eni in irti



NOTE NV TME IN ft AT AT UI ME HO

tor ii rr ni WE na

or ii
ON Lt IV fr/i RN

iC rind HI
/1

LMi1i

$n9 Million 07 006

Wi on in Rivoi owi oro fly riu from mm piovidod

WROC toWi si 15

Oth or ot no ryy ri or WRP 47

by rEm in affili

pr from WRF of

ti o/ym LI $0 MI 60

Divi nd rio iv fr or 09

ii
Linda rI hido

tl or ri In
iy

ri igy ioo 0007 or om di lo bobow

ii ii mifion $1 illi and 53 Jlioi th pv ii om mt

ro tr ri invi tin in WRPC in 0008 00 nd 0006 ncnv

in tI 01 Aft In fLv rg

SEC IL- ii l1Y
ion

ii to
hr

aU ii no at yr it It

Nyc rhai CON li tN12 it rtrrl iic iy lyib LaX
Ii apr it iCr tI ftc Pin Ci

vim af rn

108 ii ty ton

Ilgy iLyCirol lalar or Ipmi yr pi
Clii pH ill rot

ion Al ft on ii
10/ Li iy

ir ti fly
Va

tmr ito .i MI yr vr qiicrto ri CR4 Ly

in or il nmv ron gin or tO iHV 101 mon iN

Sri in Nil thr
ma it wocrhipnt tin ONoaH II

in t5 Li
ilmtw

pi
ovd ii or irm and hr rvi 12 LC dui in 00 006 won fLow

ii
Ii iv ii

work tnri mm- ion rvii or or AT TN

rty tmanrar on by Eli ri otal ri otilmtm apir fMilIi 200

oi trmbotori ATC and divid nL ion or Al in th ir

inn rt ir rr in
ded ml 11 wnr foiow

of NO Ar II ti $48 CL

06 In gry orgy mm frtnr
hi of th Io ord

Nor to foi roar
orn ray in

nd 00 000 98
Ity Ui 001 jm

for tw ik tori iOml

mm nfionid dbyAT /81
20 IC CI ty ii

Net ront iV OCr
ri

Wao ti AT
it Ii it ti No

to ri mm ri ml oi ation 11
ii

pit cc ntrbotion AC 50

Divi oH ra iv dtr orATC 76

Spin yy

Fri nri motor no tarn in Pf

208 iono tad to tI dvan or it CO

aro Hi bilk nor era tr rIot 10 on II to

Ia r5 ft oil it

No Sc iL nf Em

In
IL

or bL tad tI al

in /0 ibon d890 ioHrLf
at SI 18 OO/ io it it an it

an FoaCo Ii ir

06 11

tN ii arc

yr no it oil or Iv

or
WI

iO it

ii or ii 4L V\l

Wi Lw

In gry En ir Al on



whined fin in Ia of Int gry rn igy Houp ifu 3H gully th mv lrnc nt in Apiil 007 nO th fin ina iinfion

inn hod mv in AT OWl in inrlud din th hi low run 2006 thr ugh ih otsal wu in nih in

ft fin no ii data Un di An in iciuI Ini qi qy

Mullwn 20

flno td

VHCU 472

Op tmnj xp ii 2T39

Oh xpcn 41a

Net in ow 128

at cup quity net ii eom

uir nta

urent 18/

601 $1

urrent li fiti Ii 30

ii in ht 9991 648

th noncum Imahlitme Ill 28

hol qu4y

Ii bibti nd ruh oty i3 60 31 086

NO AN IN NBIE

to ry mm lou1
ud 10 wing hang to ho ra ymnq IOU or ri ndod rnh 31 04

Nun
fMilhon lot

odwill nord nmLn 007 08 68 $11 0848

Adju rn ill oP girl pin II a4om role dtoin in tx

Irnpnirm ill 113

30 $3

Cl
dv If

ccc Cl cOccr 41CC 01 II 114 II
fl Cr 1r /l lll li

Ill cli

IV
Il

I/C UC
Ill

C/i/I ii CII
Ill Cli Iii 00 Eli II

/1
CC Ui llIO ICc 1114d 00

cc /0 011011 111 11 fil 4f
41111 11 ACE 111 Icll 111111llIlCflIcIl 11 u/c Ill IIIg II in011l CllllIljCClI 14 lill//0i ill ICIUIll NOr 2lf4

Il II Il 12 Ir CI 012211 Ii II i1 Ic tcri II fill II 11 IV ic 11 II
Ill lI

Li Ci ou to ru



ct at Fat Sna 51

11205 mb 112

Acu

Mllhor
Ama tt

amet
26

Nattat an

contra
60

tutalg Ut

on tact abth4e

brat how

wtbh car dtt
04 04

Ohr 08

Idol $13 54 46

don no

To nat
$70 88

IC In CO It
CII It /1111 Cl

CO
01

tIC Il/C IlI 10
COP TI 1a1nt CCCI

at na/ct CCI t/

1CIII \fIC

/01 Cli

-t cfl
cactt at 00 cc 08 at oOf

to pc1 ac at 3d ch ii nr

at Ar $344 St tt 1x cia

to ci

vc
At act at cc t1c cc ac air

tt Xt to trl di
fMtthort

iMtllr
or yin adrag on mh al 009

So at adtn nab 00 0/ yn Ia cal 010

0/ adur nab 010 Sot nada cab 011

at ndtaci nab 011
3trtg

arab 01

nAn Dc raft 401 ory ndatqD arab Hi 01

at it nUt ml or 01
/11

I1 CO

tIn Cr 011

cici ct

rcat a1 it

ci itr

11 LEASES

aa car aif tad cat LYCr
dr earn

ac cc air c3Utr
lit MO/t

10 xtty It

oat do tt
iF no Mor of

OH

cU aI
2110

at at lIt rat 011

cc tp
cart tF 012

if ac
201

$1 001 20 lOt

ry1iU on tblc
Ioal ya at

Ic ry
St



Ti RM LN

mtn
ry EnoIqy oup hort nn Lon wnq tt of ol pt hol lowlnq und Itvolvln dl futlhtl hoo It

Amount hown re nrbei

DM11800 pt nt

rruner tp oul to Fin $O
Av do uni out ndu Ct mm oh up 19

rtt minot pay oh nAn $100 $100

Av tInt retrt on bItt moo py hA 0% 0%

rrowin und
IVIfl9

It ft 11111 00

Av on lvlnq dlt It 06%

Tb mme tol mb p008 varynq uoty ml to ta Integry En Fort tr dobt ho nd

rr nyn bonn nt ry 009 hlom nuart 009 nn Ilablo up of mLer

A1 pry rgy ht1ui Ilty by muInt unnq qur

ext ul fIn nq oi mcm Info tI th bI below

fMillIonl toot

volvlnq or 6ry Lint upt /0 /10 000

Rev
lyIng

At
IlIty lnt yy up 06/09/11 t000

Rev
lyIng

At fo lAy lot PlY tour /09

volva dlt
IlIty 99/P 06/0 /10 1190

volvlng dltf
Illty 011 06/1 /11 4t00

IvIn At 10$ PftL 0//12/10 00

lyIng dlt 1199 tnt
ry rgy rat cc 04/0 /0 00

volvlng Si rtt not 9NP /1 /0 100

rt mu not yatrl tnt rv nerqy up 03/ 0/09

omml cat ro Ft

119 gr 111 Int ry rvlc

cOal hort mn or lIt Ity 19

UI olh ha Ill of In dlt nt 10

tt III II Id 011 fa lIltIe

to ou lln und CI dlt qr nd yahl 1/ 00

mm ou1 ndin 082

ru IqInnI tOun Ourt ndln comm .1

Av IlahI up 99/under XI tIng gr $1

\t IA or 00 En
9/

uu rrd Id It III ion It II

Ir 110 Ill 110 11
Intl

ho hI II tU avon yo hI II

or tIll ft ov ho dl Ii 1101 nd/ It go tot

ft It fuu lIt
JI

nI rty III Ii of or of the bt It ild

ds yr not In in al 11 trt CI lOll 0I1 nt II tIlt

It Ill 11

11
110 Itt It ft it etA

tnt LI IC hf 11 11 nI



NOTE 12LONGTERM DEBT

Millions
_____ 2008 2007

WPS First Mortgage Bonds

gs
7125% 2023

0.1 01
WPS Senior Notes

Srirtti Ysttr..Qtrtt

6.125% 2011
150.0 1500

4.875% 2012
150.0 150.0

4.80% 2013 1250 125.0

3.95% 2013
22.0 22.0

6.375% 2015 1250
5.65% 2017

125.0 1250
608% 2028 500 50.0

5.55% 2036
125.0 125.0

UPPCO First Mortgage Bonds

Yte
9.32% 2021 117 12.6

PEC Unsecured Senior Note

Series Year

6.90% 2011
325.0 3250

Fair value hedge adjustment 32 0.3
PGL Fixed First and Refunding Mortgage Bonds

$gjs YeaDje

HH 4.75% 2030 Adjustable after July 2014 500 50.0

KK 5.00% 2033
50.0 50.0

LL 3.75% 2033 Adjustable after February 2012 50.0 500
MM2 4.00% 2010 500 50.0

NN2 4.625% 2013
75.0 750

004.875% 2038 Adjustable after November 12018 75.0 75.0

RR 430% 2035 Adjustable after June 2016 500 50.0

SS 7.00% 2013
45.0

TT800% 2018 5.0

PGL Adjustable First and Refunding Mortgage Bonds

ttths J2ittt

00 2037
510 51.0

pp 2037
51.0

NSG First Mortgage Bonds

etLe Yer Due

5.00% 2028 288 29.1

N2 4.625% 2013 400 40.0

07.00% 2013
6.5

Integrys Energy Group Unsecured Senior Notes

Series Year Due

5.375% 2012
100.0 100.0

7.00% 2009 1500 1500
lntegrys Energy Group Unsecured Junior Subordinated Notes

$t.rj Yue
6.11% 2066

300.0 3000
Unsecured term loan due 2010.- Integrys Energy Group 656 65.6

Term loans.. nonrecourse collateralized by nonregulated assets
6.6 10.5

lntegrys Energy Services loan
0.1

Other term loan
27.0 27.0

Seniorsecured note
17

Total

2437.5 2311
debt 57

Total debt
2443.2 2320.3

Less current Dortion
___________________________ _______ 155.2 55.21

Total long-term debt
$2288.0

gs Energy Group Inc An
Environment of Energy



NOTES TOcONSOL1TEDINANctALSTATEMETs

WPS at/g ho is aSs tes ssbe he ems nd ors
PALs lot ttgags ho ds aoje to the terr TA Fir

I/IFS as 14otg go ndent tin or the tar derure substa ly rtgag
lrde bated Januay 926 as supp err ente Ut des le tenon tl

petty by WPS spedg atera fo
tl ese its dab seco

dot irs start oroyertt wred by sq edt as era these

rod se rates req ire so nra yayrrer
Is if temst /PS her

at Note utst ag debt lIt P5

lie an-e rCo ate ed ct ron ts stand ng rst Ooatg ge ds Ia rat Fr tO ge Ic no tea at CI

em gage dentare soot pare nat tI or ty ard the yr ago so IoTa rrp So is ard the

embs 2008 WPS od $125 ml or Sr 63 Sen or No es due so eds Cr of ti
Is nre oar PTa et rr rp aed

Do an 2015 Tleletp coedsforat ossaceoftheSer rN tes mete df rrepa rrt olcet eta1 rstO gag ho Is

ast or 515 al do er pta add ton otrrg sh te rr deb cit womb 2006 NSA ssso 56 It or Sr
ye 19/ to

ot tra oerr mc ate Ut lit oiler 05 oN rr a3e-r
Nose For 20s WIS on eo $12 On of Sones 65 Sea Note due wa ea opara ala paapa rs tO gage no or

or be here
pr eeds Iron the theS Nc es woe as dl te ae og staaed .5 he Sr lr Act 93

nd rst ton ts ad other cap ta ddt rs sal poate It NSGs Pro ogag ro abje Ito on NbCs

paip se Morg je 106 tar dated Apr 1955
as.uy or er eli/S

der the ter UPPCOs 1st 3a00 dci tare sob ant 1y rope ty wr Shy lrd rt Ic sabs aft aly pery aw ed NSA ed1 rra rtles

PPCO sp edged as atra tn oat rd ag debt series rterest yrrents redu iltstar rg Sect se urt Os

sor ye tb as nk
ig

Iuro
ayr er p15900000 dice Noverrbe Tie NS as Ic mt tgcgo is cell yt triO

nh lard payme doe comber 2021 Is II po et re th soro Fran ss ed aC mpt ho tI op er Cr ICc

Oa 200 eggs Ene gyA oup rr od that dci tored nat st is set oa an it IS Ii NSA ci eo pr an

ppeann dertr cv t5 PCandT5 rhof New York Tm tCorr any NA The ate zrdf rstO Ogag horS

rm be sapy emer Ia ndenturepr ede 5at rteqrys on rgy Ar up halyard Do 01/001 0C6 gr gyP ap ed$ 00 Ii to ar.i

rd ouaantee sen used oa PLC oh gal and ts Dca 0/rh lea esct5 ese trs
ge

tl yb
250 69 trs due

aaiy
15 2011 5c to 16 Aua art form/re tra ye is rb rt rI debt Ca 15 ste Tbos

ianat car ía edt IC
guatan ye rm ar rr nt ds ebted so Cl ogy gv Pro ip

eanb 200 PAL 55 ed$45mill of Sese SS 05 syoarf1st miReS norg lath roes eyto ci da spy beard 1s rae lob rsrg

geh rd du Noembr 20iard$5a no Sec sTT8O t0ye rI-arsta dray rseo brsares ee.aspayabese lya rsrted ate Cr

Fefan Sic tgage ho do di Nrvem 2018 he act pm
cad Irorr Ic ssaanro

he st er years
hi rae fned 16.2 tr ci uo1 tC an

eseb iswe sodtoredu Os c/teradbtad orotiergeneral rporatautty las pj rt restrao way cIt stra IotC erarfe on

us rot an robardrg ana tgage were sod hr Ic pta en tar teran The to ci ropa us tO at aft ter ye gry
Er

rgy

egstered unde the Seur es 11923 Coup ra agraod 150cc epa 1/er C/ Ia vnal tb If ds regry

Oh ua 2008 tIc rteest mc or Co $560 ml or 305 Se LI ogago
nergy

Ar aps 53 nser ared Sea or No Dc her

IPAL oh bsupp rttfel Dee omentFnar eAut yAd stabe Rat
edeoar

epir csetl ira rSabomdraeNrt sonar errort 2036

Aas rypy ti nd Revenu So ds Set es 20038 maces ablsCod tsrr ate
uf less surf

rat
Cases or de rt sac be car cads ot5

spe

3/5
tarrag Janua9/ it 2012 djustab abe Feb uary 20 bese were

soc 15 co diob by at ng ge to face equ ty rb ra terast
06 to ate

ber andat ry IC der pu chase rd veer yarketed Cebruary 20Th
It the Sob Ia ad Note

Asare.at beseLonds were presented mills urmortporor oil rpterrrdeot Borowa by ate vesT eg Fr cesu darte rS era edt

tegmy rerq Cr ys Conso daed Balar Sheet at Deeerm bra 31 2067 These nre9u ci asset rtaleS$6 6r Do rb mi z008 et IWFS New

coaos wean uded ong tea tIc Dccc nbs 2008 orsoladatrd cgl niPe erat ii Vt/PC Ca da rosa abs bar Os grys

ha ar Sheet Li
orgy

So es later Ce uI1 on aid $47 resyo Iv 1tIr

PAL brIM ag geh ds
aesubjeet bete sand ordtn CPALs 1st ustaturga ur Br oar avoserr arrsa rstal ate Is

rtgaoe
Ii dent on dated ian aa p2 926 supp eo nted baa Se the teraris the

5/ date 201 are gia ma by gay Faa Car a/a

ado tu sub art dy by PAL edged ate for hos as /a09

utstaraagdobts Chills IrAp 200 b05 hays rty nlustra Dowel ArtI sac $2
at

PAL Is ad rg $51 Ad1astab cRate sore Sos ds due lobe
Refur Sat Ca

apt
Boros ro coo an chords we red Ia FF5 We oS

201 wb are curs It
35

day Aect Rat oie 10 nte ccl rat osot we
Pea on saL Say egay rero aop Shy

15 day agl an cac oa pro ss TI ewe ted are age te sI tale Ca 2008
APS Nestw oS cc nI lays rty adusl pan

oi9t Se ribs ry rest payanel
II

loatrg mtr aol et eky

ci 2308 ICe ntr sas 38 ar sI op by Ap
Ap 2008 PAL Conp et Ire base ar sf1 r05 Dowel panel

rtegry ergy
Ar up ag cc gus tee WPS 00 era Ira

ty es 2003DB rd dire 203 ard ha ked by PAL So es pc ae sa Can SsIr
pay an rd lb Sea dean

Os repu so the or rate naode was c/ar cOed Iran 35 day mode

00 ywarabe rate aoie Thstrarsactor Wa taoated asp eparhase toSrmosPC
nor 2008 tippet mrs Ban irgE we bs Sur

Bonds hr PCL As resu Ire abal
ty

ed Te Sr es PP So Ss was act gu slaod
Ic gay Enegy Aroup epa he its md pa 925 Se

PAL ale soI ldlhebodswble rnln es om rt hetaxex rptar rkela
Se medNote Ti otewasso eihy hr oag el son irg niul 2008

as on or eana ong aelrar opproatates
batwaspoe velad o/ UPP as pr J9uaer

At December 31 2008 Integrys Energy Group and each of its schedule of all principal debt payment amounts including bond
subsidiaries were in compliance with all respective covenants relating to maturities and early retirements for Integrys Energy Group as follows

outstanding longterm debt and expect to be in compliance with al ____________________________________________ _____________________

such debt covenants for the foreseeable future Integrys Energy Group ndingDecemer31
and certain subsidiaries longterm debt obligations contain covenants

Millions
related to payment of principal and interest when due and various

financial reporting obligatiors Failure to comply with these covenants 2009 155.2

could resu tin an event of default which if not cured or waived could 2010 118.8
cesult in the acceleration of outstanding debt obligations

2011 479.1

2012 2509

2013 3144

Later years Li 19.1

Total payments $Z437.5



NOTES TO CONSOLIDATED FINANCIAL STATEMI
NOTE 13ASSET RETIREMENT OBLIGATIONS

The util
ty segments have asset retirement obligations primarily related Asset retirement obligations at lntegrys Energy Services relate to

to removal of natura gas distribution pipe including asbestos and asbestos abatement at certain generation facilities

PCBs asbestos abatement at certain facilities office buildings and

service centers disposal of PCB-contam nated transformers and closure As discussed in Note Discontinued Operations lntegrys Energy
of flyash landfills at certain generation facilities In accordance with Services completed the sale of Sunbury in July 2006 which included

SEAS No 71 the utilities establish regulatory assets and liabilities to the transfer of asset retirement obligations related to Sunbury
record the differences between ongoing expense recognition under

SEAS No 143 and FASB Interpretation No 47 and the ratemaking Changes to Ass Rst emnt Ob gatR bth es
practices for retirement costs authorized by the applicable regulators The following table shows changes to Integrys Energy Groups asset

ret rement obligations through December 31 2008

Integrys

Millions Utilities Energy Services Total

Asset retirement obligations at December 31 2005 8.6 6.3 14.9

Accretion o.s 0.2 0.7

Asset retirement obligations from acquisition of natural

gas operations in Michigan and Minnesota 0.3 0.3

Asset retirement obligations transferred in sales 5.8 5.8

Asset retirement obligations at December 31 2006 94 0.7 10.1

Accretion 6.8 6.8

Asset retirement obligations from merger with PEC 124.9 124.9

Asset retirement obligations transferred in sales 0.2 0.2
Settlements 1.4 1.4

Asset retirement obligations at December 31 2007 139.5 0.7 140.2

Accretion 78 7.8

Additions and revisions to estimated cash flows 31.7 31.7

Asset retirement obligations transferred in sales 01 05 0.6

Asset retirement obligations at December 31 2008 $178.9 02 $179.1

NOTE 14INCOME TAXES

Deferred Tax Assets and Ltwbihties

Certain temporary book to tax differences for which the offsetting The principal components of our deferred tax assets and liabilities

amount is recorded as regulatory asset or iability are presented in recognized in the Consolidated Balance Sheets as of December 31 are

the table below as net amounts consistent with regulatory treatment as follows

Millions 2008 2007

Deferred tax assets

Taxcreditcarryforwards 96.0 $112.0

Employee benefits
88.9 60.8

State
capital

and operating loss carryforwards 15.9 14.5

Other 522 41.9

Total deferred tax assets 2530 229.2

Valuation allowance 2.3 2.3
Net deferred tax assets $250.7 $226.9

Deferred tax liabilities

Plant related
$642.1 $568.8

Regulatory deferrals 703 73.2

Price risk management 456 93

Total deferred tax liabilities $758.0 $735.2

Consolidated balance sheet presentation

Current deferred tax liabilities 716 13.9

________________________ 435.7 4944

Net deferred tax liabilities $507.3 $508.3

Intogrys Energy Group Inc An Environment of Energy
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In 2008 unrecognized tax benefits at lntegrys Energy Group increased ntegrys Energy Group has the following open examinations

$12.4 million primarily related to positions we expect to be taken by

the United States Internal Revenue Service IRS and the state of Illinois IRS PEC and consolidated subsidiaries have an open examination

during on-going examinations and appeals for the September 30 2004 through December 31 2006 tax years

At December 31 2008 unrecognized tax benefits of $4.6 million could IRS Integrys Energy Group and consolidated subsidiaries has an

affect Integrys Energy Groups effective tax rate for continuing operations open examination for the 2006 and 2007 tax years along with the

if recognized in subsequent periods Also at December 31 2008 February 21 2007 PEC short year

unrecognized tax benefits of $9.5 million related to discontinued

operations could affect Integrys Energy Groups effective tax rate if Illinois Department of Revenue PEC and combined subsidiaries

recognized in subsequent periods have an open examination for the September 30 2003 through

December 31 2006 tax years
Subsidiaries of Integrys Energy Group file income tax returns in the

United States federal jurisdiction in various United States state and Wisconsin Department of Revenue WPS has an open examination

local jurisdictions and in Canada Subject to the following major for the 2001-2006 tax years

exceptions listed below Integrys Energy Group is no longer subject

to United States federal state and local or foreign income tax New York State Department of Revenue WPS Energy Services and

examinations by tax authorities for years prior to 2003 WPS Power Development have open examinations for the 2004 and

2005 tax years Also Integrys Energy Services has the 2002 and

Wisconsin Department of Revenue WPS has agreed to statute 2003 tax years open for amended returns that were filed

extensions for tax years covering 2001 and 2002

Oregon Department of Revenue WPS Energy Services has an open
New York State Department of Revenue Integrys Energy Services examination for the 2005 tax year WPS Power Development has an

has the 2002 tax year open for amended returns that were filed open examination for the 2002 2003 and 2004 tax years

Oregon Department of Revenue WPS Power Development has an In the next 12 months it is reasonably possible that Integrys Energy

open examination for the 2002 tax year Group and its subsidiaries will settle their
open examinations in multiple

taxing jurisdictions related to tax years prior to 2006 resulting in

In 2008 Integrys Energy Group closed the following examination decrease in unrecognized tax benefits of as much as $11.6 million

Oregon Department of Revenue WPS Power Development Inc for

the tax year 2001

NOTE 15COMMITMENTS AND CONTINGENCIES

Commodity Purchase Obligations and Integrys Energy Group also has commitments in the form

Purchase Order Commitments of purchase orders issued to various vendors which totaled

Integrys Energy Group routinely enters into long-term purchase and sale $626.8 million and relate to normal business operations as

commitments that have various quantity requirements and durations The well as large construction projects

regulated natural gas utilities have obligations to distribute and sell

natural gas to their customers and the regulated electric utilities have Environmental
obligations to distribute and sell electricity to their customers The

utilities expect to recover costs related to these obligations in future United States Environmental Protection Agency EPA Section 114 Request

customer rates Additionally the majority of the energy supply contracts In 2000 WPS received request from the EPA under Section 114 of the

entered into by our nonregulated segment Integrys Energy Services are Clean Air Act seeking information related to work performed on the

to meet its obligations to deliver energy to customers coal-fired boilers located at WPSs Pulliam and Weston electric

generation stations WPS filed response with the EPA in early 2001

The obligations described below are as of December 31 2008

In May 2002 WPS received follow-up request from the EPA seeking

The electric utility segment has obligations related to coal additional information regarding specific boiler-related work performed

supply and transportation that extend through 2016 and total on Pulliam Units and as well as information on WPSs life

$598.2 million obligations of $1.3 billion for either capacity or extension program for Pulliam Units 3-8 and Weston Units and WPS

energy related to purchased power that extend through 2027 filed final response to the EPAS follow-up request in June 2002

and obligations for other commodities totaling $14.3 million

which extend through 2013 In 2000 and 2002 Wisconsin Power and Light Company VPL
received similar series of EPA information requests relating to work

The natural gas utility segment has obligations related to natural performed on certain coal-fired boilers and related equipment at the

gas supply and transportation contracts totaling $1.3 billion some Columbia generation station
facility

located in Portage Wisconsin

of which extend through 2028 jointly owned by WPL Madison Gas and Electric Company and WPS
WPL is the operator of the plant and is responsible for responding to

Integrys Energy Services has obligations related to energy and governmental inquiries relating to the operation of the
facility WPL

natural gas supply contracts that extend through 2018 and total filed its response for the Columbia
facility

in July 2002

$4.0 billion The majority of these obligations end by 2011 with

obligations totaling $269.4 million extending beyond 2012

Integrys Energy Group Inc An Environment of Energy



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Depending upon
the results of the EPAs review of the information WDNR in revised permit issued on March 28 2007 set limits that are

provided by WPS and WPL the EPA may perform any
of the more stringent than those originally set by the WDNR hereinafter

following
referred to as the March 28 2007 permit language

issue notices of violation NOV asserting that violation of the On April 27 2007 the Sierra Club filed second petition requesting

Clean Air Act occurred contested case hearing regarding the March 28 2007 permit language

which was granted by the WDNR Both parties subsequently moved for

seek additional information from WPS WPL and/or third parties summary judgment In decision issued on November 2007 the

who have information relating to the boilers and/or administrative law judge granted WPSs motion for summary judgment

in that proceeding upholding the March 28 2007 permit language

close out the investigation
The Sierra Club filed petitions with the Dane County Circuit Court on

April 27 2007 and November 14 2007 for judicial review of the

In addition under the Clean Air Act citizen groups may pursue
claim Weston air permit and the underlying proceedings before the

WPS has no notice of such claim based on the information submitted administrative law judge These two judicial review proceedings were

to the EPA consolidated by the Court On February 12 2009 the Court upheld the

administrative law judges final order which affirmed the WDNRs

To date the EPA has not responded to the 2001 and 2002
filings

made actions The Sierra Club has 30 days to appeal this decision

by WPS and WPL However in March 2008 data request was

received from the EPA seeking information related to operations and These activities did not stay the construction and startup of the Weston

projects for the Pulliam and Weston coal-fired boilers from January facility or the administrative law judges decision on the Weston air

2000 to the present WPS has submitted its response
In December permit WPS believes that it has substantial defenses to the Sierra Clubs

2008 WPL received similar data request and is preparing its challenges Until the Sierra Clubs challenge is finally resolved Integrys

response Energy Group will not be able to make final determination of the

probable cost impact if any of compliance with any changes to the

In response to the EPAs Clean Air Act enforcement initiative several Weston air permit on its future costs

utilities elected to settle with the EPA while others are in litigation The

fines and penalties including the cost of supplemental environmental In December 2008 an NOV was issued to WPS by the WDNR alleging

projects associated with settlements involving comparably-sized
various violations of the air permits

for Weston as well as Weston

facilities range between $7 million and $30 million The regulatory and The alleged violations include an exceedance of the carbon

interpretations upon
which the lawsuits or settlements are based may monoxide and volatile organic compound limits at Weston

change based on future court decisions of the pending litigations exceedances of the hourly sulfur dioxide limit in ten 3-hour periods

during startup/shutdown and during one separate event at Weston

If the federal government brings claim against WPS and if it were and two that address baghouse operation at Weston and

determined by court that historic projects at WPSs Pulliam and Corrective actions have been taken An enforcement conference was

Weston plants required either state or federal Clean Air Act permit
held on January 2009 It is likely

that the WDNR will refer the NOV to

WPS may under the applicable statutes be required to the state Justice Department for enforcement Management does not

believe that this will have material adverse impact on the results of

shut down any unit found to be operating in non-compliance operations of Integrys Energy Group

install additional pollution control equipment Weston Operatino Permits

In early November 2006 it came to the attention of WPS that previous

pay fine and/or ambient air quality computer modeling done by the WDNR for the

Weston facility and other nearby air sources did not take into account

pay fine and conduct supplemental environmental project in the emissions from the existing Weston facility for purposes
of

order to resolve any such claim evaluating air quality increment consumption under the required

Prevention of Significant Deterioration WPS believes it has undertaken

Pulliam Air Notice of Violation and completed corrective measures to address any identified modeling

In September 2007 an NOV was issued to WPS by the Wisconsin issues and anticipates issuance of revised Title permit in the near

Department
of Natural Resources VVDNR alleging various violations future that will resolve this issue Integrys Energy Group currently is not

of the Pulliam facilitys
Title permit primarily pertaining to certain able to make final determination of the probable cost impact of this

recordkeeping and monitoring requirements WPS met with the WDNR issue if any

in November 2007 to discuss and attempt to resolve the matters

identified in the NOV and subsequently submitted additional In December 2008 an NOV was issued to WPS by the WDNR that

information pursuant to the WDNRs request
While not finally

includes alleged violations of the air permit at Weston and related

confirmed by the WDNR WPS understands that this issue is essentially to the operation
of the baghouses This NOV is discussed above under

resolved Weston Air Permit

Weston Air Permit Mercury and Interstate Air Quality Rules

In November 2004 the Sierra Club filed petition
with the WDNR under

Section 285.61 of the Wisconsin Statutes seeking contested case Mercury

hearing on the construction permit issued for the Weston generation The state of Wisconsin has recently revised the state mercury rule

station which is necessary predicate to plant construction under the Chapter NR 446 The revised rule requires 40% reduction from the 2002

pertinent air emission regulations hereinafter referred to as the Weston through 2004 baseline beginning January 2010 through the end of

air permit In February 2006 the administrative law judge affirmed 2014 Beginning in 2015 electric generating units above 150 megawatts

the Weston air permit with changes to the emission limits for sulfur will be required to reduce emissions by 90% Reductions can be phased

dioxide and nitrogen oxide from the coal-fired boiler and particulate in and the 90% target can be delayed until 2021 if additional sulfur

from the cooling tower The changes which were implemented by the dioxide and nitrogen oxide reductions are implemented By 2015 electric
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generating units above 25 megawatts but less than 150 megawatts must plants in order to meet an assumed 2015 compliance date This

reduce their mercury emissions to level defined as the Best Available estimate is based on costs of current control technology and current

Control Technology rule WPS estimates capital costs of approximately information regarding the final state and federal rules The capital costs

$26 million for phase one which includes estimates for both wholly are anticipated to be recovered in future rate cases

owned and jointly owned plants to achieve the required reductions

The capital costs are expected to be recovered in future rate cases Manufactured Gas Plant Remediation

Following the promulgation of federal mercury control and monitoring Integrys Energy Groups natural gas utilities their predecessors and

rule in 2005 by the EPA the state of Wisconsin filed suit along with certain former affiliates operated facilities in the past at multiple sites for

other states in opposition of the rule On February 2008 the United the purpose of manufacturing and storing manufactured gas and as

States Court of Appeals for the District of Columbia Circuit ruled in such are responsible for the environmental impacts at 55 manufactured

favor of the petitioners and vacated the federal rule In May 2008 the gas plant sites located in Wisconsin Michigan and Illinois All are

EPAs appeal of the ruling was denied The EPA is reviewing options for former regulated utility sites and are being remediated with costs

new rulemaking charged to existing ratepayers at WPS MGU PGL and NSG Eight of

these sites have been transferred to the EPA Superfund Alternative Sites

Sulfur Dioxide and Nitrogen Oxide Program and 11 sites have been transferred to the EPAs Superfund

The EPA issued the Clean Air Interstate Rule formerly known as the Removal Program On November 2008 the 11 sites were transferred

Interstate Air Quality Rule CAIR in 2005 The rule was originally to the EPA Superfund Alternative Sites Program Integrys Energy Group

intended to reduce sulfur dioxide and nitrogen oxide emissions from estimated and accrued for $639.0 million of future undiscounted

utility
boilers located in 29 states including Wisconsin Michigan investigation and cleanup costs as of December 31 2008 Integrys

Pennsylvania and New York The CAIR required reduction of sulfur Energy Group recorded regulatory asset of $679.9 million which is

dioxide and nitrogen oxide emissions in two phases The first phase net of insurance recoveries received of $54.4 million related to the

required about 50% reduction beginning in 2009 for nitrogen oxide recovery of both unrecovered expenditures and estimated future

and beginning in 2010 for sulfur dioxide The second phase was to expenditures as of December 31 2008

begin in 2015 for both pollutants and required about 65% reduction

in emissions The rule allowed the state of Wisconsin to either require The natural gas
utilities are coordinating the investigation and the

utilities located in the state to participate in the EPAs interstate cap and cleanup of the manufactured gas plant sites under what is called multi-

trade program or meet the states emission budget for sulfur dioxide site program This program
involves

prioritizing
the work to be done at

and nitrogen oxide through measures to be determined by the state the sites preparation
and approval of documents common to all of the

Wisconsins rule which incorporates
the

cap
and trade approach had sites and utilization of consistent approach in selecting remedies

completed the state legislative review and had been forwarded to the

EPA for final review The EPA has identified NSG as potentially responsible party PRP

under the Comprehensive Environmental Response Compensation and

On July 11 2008 the United States Court of Appeals for the District of Liability Act of 1980 as amended CERCLA at the Waukegan Coke

Columbia issued decision vacating the CAIR and the associated Plant Site located in Waukegan Illinois \Naukegan Site The Waukegan

Federal Implementation Plan The EPA requested rehearing of the Site is part of the Outboard Marine Corporation OMC Superfund Site

decision by the Court of Appeals On December 23 2008 the Court of The EPA also identified OMC General Motors Corporation and certain

Appeals reversed the CAIR vacatur and thus CAIR has been reinstated other parties as PRPs at the Waukegan Site NSG and the other PRPs

The court also directed the EPA to address the deficiencies noted in its are parties to consent decree that requires NSG and General Motors

July 11 2008 ruling jointly
and severally to perform the remedial action and establish and

maintain financial assurance of $27.0 million in the form of certain

Prior to the courts vacatur decision WPS was evaluating number of defined net worth levels that NSG has met The soil component of the

options including using the allowance cap and trade program and/or remedial action was completed in August 2005 The final design for the

installing controls Following the vacatur WPS put its allowance trading groundwater component of the remedial action has been completed

activities on hold Now with the reinstatement of CAIR WPS has been and construction of the groundwater treatment plan was completed in

re-analyzing its options WPS does not currently own any annual August 2008 Operation of the groundwater treatment unit began in

nitrogen oxide emission allowances beyond those allocated by the September 2008 and is expected to be up to full capacity during the

state but has taken delivery of small number of additional ozone first quarter of 2009 The EPA reduced the financial assurance

season nitrogen oxide allowances since the reinstatement of CAIR WPS requirement to $21.0 million to reflect completion of the soil

does not expect any
material impact as result of the vacatur and component of the remedial action

subsequent reinstatement of the CAIR with respect to nitrogen oxide

emission allowances WPS has been authorized by the PSCW to defer in With respect to portions of certain sites in the city
of Chicago Chicago

2009 purchases of nitrogen oxide emission allowances which are PGL received demands from site owners and others asserting standing

estimated to be $20 million regarding the investigation or remediation of their parcels Some of

these demands seek to require PGL to perform extensive investigations

The reinstatement of CAIR has also affected the status of the Best or remediations These demands include notice letters sent to PGL by

Available Retrofit Technology rule The WDNR position as well as the River Village West In April 2005 River Village West filed suit against PGL

status of WPS units under that rule is currently being evaluated in the United States District Court for the Northern District of Illinois

under Resource Conservation and Recovery Act RCRA The suit River

For planning purposes it is still assumed that additional sulfur dioxide Village West LLC et al The Peoples Gas Light and Coke Company

and nitrogen oxide controls will be needed on existing units The No 05-C-2103 ND III 2005 RVW II seeks an order directing PGL to

installation of any controls will need to be scheduled as part of WPSs remediate three former sites the former South Station the former

long-term maintenance plan for its existing units As such controls may Throop Street Station and the former Hough Place Station

need to be installed before 2015 On preliminary basis and assuming

controls are still required WPS estimates capital costs of $523 million In August 2006 member of River Village West individually filed suit

which includes estimates for both wholly owned and jointly owned against PGL in the United States District Court for the Northern District
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of Illinois under the RCRA The suit Thomas Snitzer The Peoples portion of the replacement power costs with settlement of $2.2 million

Gas Light and Coke Company No 06-C-4465 N.D Ill 2006 Snitzer received from third parties involved in the Silver Lake incident The

seeks an order directing PGL to remediate the Willow Street Station remaining replacement power cost requested for
recovery from

former manufactured gas plant site which is located along the Chicago Michigan retail customers is $2.4 million

River In October 2006 the same individual filed another suit in the

United States District Court for the Northern District of Illinois under The reconstruction of the Silver Lake dam was completed in November

RCRA and CERCLA The suit Thomas Snitzer The Peoples Gas 2008 This included new Concrete spillway and new earthen dam

Light and Coke Company No 06-C-5901 N.D Ill 2006 Snitzer II with monitoring instrumentation The Federal Energy Regulatory

seeks an order directing PGL to remediate four former manufactured Commission FERC and Board of Consultants were on site and certified

gas plant sites which are located on or near the Chicago River 22nd the completion UPPCO has submitted refill and operations plan for

Street Station Division Street Station Hawthorne Station and North FERC approval Once the refill plan is approved by the FERC the

Shore Avenue Station This individual also notified PGL of his intent to reservoir can be refilled It is expected to take approximately two years

file suit under RCRA and CERCLA seeking an order directing PGL to to return the reservoir to normal operation Cost recovery for rebuilding

remediate two other such sites Calumet Station and North Station the Silver Lake facility will be the subject of future rate proceeding

In February 2007 Snitzer and Snitzer II were consolidated with the Greenhouse Gases

RVVi/ II case In June 2007 PGL filed motion to dismiss or in the There is increasing concern over the issue of climate change and the

alternative stay the consolidated
litigation on the basis of the transfer effect of emissions of greenhouse gases in particular from the

of the sites at issue in the litigation to the EPA Superfund Removal combustion of fossil fuels Integrys Energy Group is evaluating both the

Program On September 28 2007 the federal district court issued technical and cost implications which may result from future state

ruling staying the litigation pending the conclusion of the United regional or federal greenhouse gas regulatory programs This

States EPA actions at these sites The plaintiffs filed motion for evaluation indicates that it is probable that any regulatory program that

reconsideration The court reconsidered the stay and on September 25 caps emissions or imposes carbon tax will increase costs for Integrys

2008 granted PGLs motion for judgment on the pleadings dismissing Energy Group and its customers The greatest impact is likely to be on

the suit On October 24 2008 the
plaintiffs appealed the district courts fossil fuel-fired generation with less significant impact on natural gas

ruling The parties have now agreed to terms of settlement and upon storage and distribution operations Efforts are underway within the

execution of the settlement documents and implementation of the utility industry to find feasible method for capturing carbon dioxide

settlement terms this matter will be dismissed The amount of the from pulverized coal-fired units and to develop cleaner ways to burn

settlement was not material to Integrys Energy Group coal The use of alternate fuels is also being explored by the industry

but there are many cost and availability issues Recently there have

Management believes that any costs incurred for environmental been efforts initiated to develop state and regional greenhouse gas

activities relating to former manufactured gas plant operations that are programs There are also renewed efforts to create federal legislation to

not recoverable through contributions from other entities or from limit carbon dioxide emissions and to create national renewable

insurance carriers have been prudently incurred and are therefore portfolio standards risk exists that such legislation will increase the

recoverable through rates for WPS MGU PGL and NSG Accordingly cost of energy However we believe the capital expenditures we are

management believes that the costs incurred in connection with former making at our generation units are appropriate under any reasonable

manufactured
gas plant operations will not have material adverse mandatory greenhouse gas program and that future expenditures by

effect on the financial position or results of operations of Integrys our regulated electric utilities will be recoverable in rates Integrys

Energy Group Energy Group will continue to monitor and manage potential risks and

opportunities associated with future greenhouse gas regulatory actions

Flood Damage
In May 2003 fuse plug at the Silver Lake reservoir owned by UPPCO Escanaba Water Permit Issues

was breached This breach resulted in subsequent flooding downstream UPPCO operates the Escanaba Generating Station EGS under contract

on the Dead River which is located in Michigans Upper Peninsula near with its owner the city of Escanaba City While the City owns the water

Marquette Michigan Several lawsuits were filed related to this incident permits for EGS UPPCOs personnel provide testing and certification of

all of which have been settled and for which insurance recovery was waste water discharges In September 2008 UPPCO became aware of

received in excess of the applicable self-insured retention potential water discharge permit violations regarding reported pH and

oil and
grease readings at EGS Corrective actions have been

UPPCO has completed significant environmental restoration activities implemented at the plant notification has been provided to the City

and is working with the Michigan Department of Environmental Quality and UPPCO has self reported the potential permit violations to the

to determine what additional activities and mitigation projects are Michigan Department of Environmental Quality MDEQ final report

necessary to resolve the Impacts associated with this event lntegrys was filed by UPPCO with the MDEQ on November 25 2008 and

Energy Group maintains comprehensive insurance program that copy was sent to the City

includes UPPCO that it believes is sufficient to cover its responsibilities

related to this event The self-insured retention on this policy is not Depending upon
the results of the MDEQs review of the information

material to Integrys Energy Group provided by UPPCO the MDEQ in consultation with the Michigan

Attorney General Office may perform any of the following

As part of UPPCOs 2009 Power Supply Cost Recovery Plan
filing

with

the Michigan Public Service Commission MPSC on September 30 assess fine and/or seek criminal charges against UPPCO
2008 UPPCO filed for recovery of the remaining deferred replacement

power costs related to the Silver Lake incident Through December 31 assess fine and/or seek criminal charges against the former

2008 UPPCO deferred replacement power costs of $3.2 million non- manager who certified the reports and/or

fuel operating and maintenance costs of $0.8 million and estimated

related carrying costs of $0.6 million UPPCO offset all of the non-fuel close out the investigation

operating and maintenance costs and related carrying costs as well as
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Natural Gas Charge Reconciliation Proceedings and adjustment similar to that addressed in the fiscal 2005 Gas Charge

Related Matters reconciliation cases which PGL and NSG did not contest In addition

the interveners recommended disallowance for PGL of $13.9 million

Natural Gas Charge Settlement reduced to $11.0 million in their brieO associated with PGLs provision

For PGL and NSG the ICC conducts annual proceedings regarding the of interstate hub services The ICC staff does not support the

reconciliation of revenues from the natural gas charge and related interveners proposal and PGL does not believe the proposal has merit

natural gas costs The natural gas charge represents
the cost of natural hearing for the PGL and NSG cases was held on December 11 2008

gas and transportation and storage services purchased by PGL and For PGL briefing is scheduled to conclude February 27 2009 after

NSG as well as gains losses and costs incurred under PGLs and NSGs which the administrative law judge will prepare proposed order For

hedging program Gas Charge In these proceedings interested parties NSG there were no contested issues and the parties filed an agreed

review the accuracy of the reconciliation of revenues and costs and the form of order in January 2009

prudence of natural gas costs recovered through the Gas Charge If the

ICC were to find that the reconciliation was inaccurate or any natural Class Action

gas costs were imprudently incurred the ICC would order the utility In February 2004 purported class action was filed in Cook County

companies to refund the affected amount to customers through Circuit Court against PEC PGL and NSG by customers of PGL and

subsequent Gas Charge filings NSG alleging among other things violation of the Illinois Consumer

Fraud and Deceptive Business Practices Act related to matters at issue

In March 28 2006 orders the ICC adopted settlement agreement in the utilities fiscal
year 2001 Gas Charge reconciliation proceedings

related to fiscal years 2001 through 2004 natural gas costs Under In the suit Alport et al Peoples Energy Corporation the plaintiffs

certain provisions of the settlement agreement PEC agreed to provide seek disgorgement and punitive damages PGL and NSG have been

the Illinois Attorney General AG and Chicago up to $30.0 million for dismissed as defendants and the only remaining counts of the suit

conservation and weatherization programs
for which PGL and NSG may allege violations of the Consumer Fraud and Deceptive Business

not seek rate recovery PGL and NSG also agreed to implement Practices Act by PEC and that PEC acted in concert with others to

reconnection program
for customers identified as hardship cases on the commit tortious act PEC denies the allegations and is vigorously

date of the agreement Finally PGL and NSG agreed to internal audits defending the suit On July 30 2008 the
plaintiffs

filed motion for

and an external audit of natural gas supply practices class certification and PEC responded in opposition of this motion On

October 31 2008 PEC filed motion for summary judgment At the

With respect to the conservation and weatherization funding as of
plaintiffs request their reply to PECs class certification response was

December 31 2008 $15.2 million remained unpaid of which $5.2 million postponed pending decision on PECs summary judgment motion

was included in other current liabilities and $10.0 million was included

in other long-term liabilities Under the reconnection program PGL and Corrosion Control Inspection Proceeding

NSG reconnected customers who participated in the program and took Illinois state as well as federal laws require
natural gas utilities to

other steps required by the agreement The AG and Chicago have conduct periodic corrosion control inspections on natural gas pipelines

indicated that they believe the terms of the reconnection program are On April 19 2006 the ICC initiated citation proceeding related to

broader than what PGL and NSG implemented Management continues such inspections that were required to be performed by PGL during

to believe that it has fully complied with the reconnection program 2003 and 2004 but which were not completed in the requisite

obligations of the settlement agreement
timeframe On December 20 2006 the ICC entered an order

approving stipulation between the parties to this proceeding under

Concerning the audit requirements two of the five required annual which PGL agreed that it had not been in compliance with applicable

internal audits have been completed An auditor hired by the ICC regulations and further agreed to pay penalty of $1.0 million pay
for

conducted the external audit and the report was filed on April 10 consultant to conduct comprehensive investigation of its compliance

2008 The report included 32 recommendations none of which with ICC pipeline safety regulations remain compliant with those

quantified natural gas costs that the auditor believed should not be regulations not seek recovery in future rate cases of certain costs

recovered by PGL and NSG By March 31 2009 PGL and NSG expect related to non-compliance and hold meetings with Chicago to

to complete their responses to the 25 recommendations they agreed to exchange information This order resolved only the ICC proceeding and

implement in June 30 2008 response to the audit The ICC staff has did not constitute release of any other potential actions outside of the

not filed reply to PGLs and NSGs response ICC proceeding With respect to the comprehensive investigation the

ICC selected an auditor for this matter and the auditor issued final

The fiscal 2005 Gas Charge reconciliation cases were initiated in report on August 14 2008 containing 65 recommendations and an

November 2005 The settlement of the prior fiscal years Gas Charge additional placeholder for possible recommendation The ICC

reconciliation proceedings did not affect these cases except for PGLs conducted public hearing on October 2008 at which time the

agreement to credit fiscal 2005 hub revenues as an offset to utility auditor presented the report to the ICC for its acceptance PGL

customers natural gas charges For PGL and NSG the ICC issued its submitted draft plan to the ICC staff in which PGL accepted most of

orders on January 16 2008 The natural gas cost disallowance for PGL the recommendations and offered an alternative proposal for the

was $20.5 million and included 2005 hub revenues and an adjustment remainder At subsequent meeting and in concurrence with the ICC

for transportation customers bank storage natural gas The natural gas staff and the consultant PGL has revised its implementation plan for

cost disallowance for NSG was $1.0 million and also related to bank some of the recommendations The auditors agreement with the ICC

natural
gas adjustment The customer refunds from the 2005 Gas provides for two-year monitoring phase to verify PGLs compliance

Charge reconciliation cases were accounted for as preacquisition with the prospective implementation plan which began in January

contingency Pursuant to the ICC orders PGL and NSG refunded 2009

customers $22.6 million and $1.1 million respectively including interest

during 2008 On May 16 2006 the AG served subpoena requesting documents

relating to PGLs corrosion inspections PGLs counsel has met with

The fiscal 2006 Gas Charge reconciliation cases were initiated on representatives of the AGs office and provided documents relating to

November 21 2006 The ICC staff and interveners the AG the Citizens the subpoena On July 10 2006 the United States Attorney for the

Utility Board and Chicago filing jointly each filed testimony Northern District of Illinois served grand jury subpoena on PGL

recommending disallowances for PGL and NSG for bank natural gas requesting documents relating to PGLs corrosion inspections PGLs
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NOTES TO CONSOUDALED FINANCIAL STATEMENTS
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

the PSCW increased the caps to $14.0 million for electric service and boiler feed pumps WPS incurred $8.9 million of incremental pre-tax

$8.0 million for natural gas service non-fuel operating and maintenance expenditures through January 14

2008 to repair and return Weston to service WPS has insurance in

2008 Rate Case place that covered all non-fuel operating and maintenance

On January 15 2008 the PSCW issued final written order for WPS expenditures less $1.0 million deductible WPS incurred total of

authorizing retail electric rate increase of $23.0 million 2.5% which $26.6 million of incremental pre-tax fuel and purchased power costs

included recovery of deferred 2005 and 2006 MISO Day costs over during the 14-week outage WPS was granted approval from the PSCW

one-year period and increased electric transmission costs The new rates to defer the replacement fuel and purchased power costs for the

became effective January 16 2008 On February 11 2008 WPS filed an Wisconsin retail portion of these costs retroactive to the date of the

application with the PSCW to adjust its 2008 rates for increased fuel and lightning strike On December 30 2008 the PSCW granted WPS

purchased power costs The application requested an increase in retail recovery of $1 7.0 million of the requested $19.6 million of Weston

electric rates due to delay in the in-service date of the Weston power replacement fuel and
power costs from the Wisconsin retail jurisdiction

plant increased coal and coal transportation costs and increased natural over six-year period and without carrying costs

gas costs The PSCW approved an interim annual fuel surcharge increase

of $29.7 million on March 20 2008 and an additional final fuel surcharge It is anticipated that WPS will recover similar portion of replacement

increase of $18.3 million effective July 2008 purchased power costs from the Michigan retail jurisdiction through the

annual power supply cost recovery mechanism

On September 30 2008 the PSCW reopened the 2008 fuel surcharge

to review forecasted fuel costs as WPSs current and anticipated annual PEC Mercier

fuel costs were below those projected in the fuel surcharge As result The PSCW approved the merger with PEC as of February 16 2007 The

of the lower fuel and purchased power costs WPSs rates were subject merger approval order contains the following conditions

to refund from September 30 2008 through December 31 2008

On February 2009 WPS filed request with the PSCW to refund WPS will not have base rate increase for natural gas or electric

approximately $5 million of 2008 fuel costs to Wisconsin electric retail service prior to January 2009 WPS was allowed to adjust rates for

customers This refund was accrued at December 31 2008 and is changes in purchased power costs as well as fuel costs related to

subject to review by the PSCW electric generation due to changes in the NYMEX natural gas futures

prices coal prices and transportation costs for coal

2007 Rate Case

On January 11 2007 the PSCW issued final written order for WPS WPS was required to seek approval for the formation of service

authorizing retail electric rate increase of $56.7 million 6.6% and company within 120 days of the closing of the merger All required

retail natural gas rate increase of $18.9 million 3.8% effective regulatory approvals were received and Integrys Business Support

January 12 2007 The new rates reflect 10.9% return on common LLC IBS became operational on January 2008

equity The PSCW approved common equity ratio of 57.4% in WPSs

regulatory capital structure The 2007 retail electric rate increase was WPS will not recover merger related transaction costs Recovery of

required primarily because of increased costs associated with electric merger related transition costs in 2009 and later years will be limited

transmission costs related to the construction of Weston and the to the verified synergy savings in those years

additional personnel to maintain and operate the plant and costs to

maintain the Weston generation unit and the De Pere Energy Center WPS will hold ratepayers harmless from any increase in interest

The 2007 retail natural gas rate increase was driven by infrastructure and preferred stock costs attributable to nonutrlity activities

improvements necessary to ensure the reliability of the natural gas provided that the authorized capital structure is consistent with

distribution system and costs associated with the remediation of former the authorized costs

manufactured gas plant sites

WPS will not pay dividends to Integrys Energy Group in an amount

2006 Rate Case greater than 103% of the prior years dividend

On December 22 2005 the PSCW issued final written order

authorizing retail electric rate increase of $79.9 million 10.1% and Kewaunee

retail natural gas increase of $7.2 million 1.1% effective January WPS received $127.1 million of proceeds from the liquidation of the

2006 The 2006 rates reflect an 11.0% return on common equity The Kewaunee nonqualified decommissioning trust fund in 2005 which was

PSCW also approved common equity ratio of 59.7% in its regulatory refunded to customers in the following manner

capital structure The 2006 retail electric rate increase was required

primarily because of higher fuel and purchased power costs including The PSCW ruled that WPSs Wisconsin customers were entitled to be

costs associated with the Fox Energy Center power purchase refunded approximately 85% of the proceeds over two-year period

agreement and also for costs related to the construction of Weston beginning on January 2006

higher transmission expenses and recovery of portion of the costs

related to the 2005 Kewaunee outage Partially offsetting the items The MPSC ruled that WPSs Michigan customers were entitled to be

discussed above retail electric rates were lowered to reflect refund to refunded approximately 2% of the proceeds over 60-month period

customers of the proceeds received from the liquidation of the beginning in the third quarter
of 2005 Subsequently the MPSC

nonqualified decommissioning trust fund as result of the sale of issued an order authorizing WPS to amortize the approximately

Kewaunee discussed below The 2006 retail natural gas rate increase $2 million remaining balance of the refund simultaneously with the

was driven by infrastructure improvements necessary to ensure the amortization of approximately $2 million of the 2005 power supply

reliability
of the natural gas distribution system under collections from January 2007 through July 2010

Weston OutaQe The FERC ruled that WPSs wholesale customers were entitled to be

On October 2007 Weston coal-fired generating facility located refunded the remaining 13% of the proceeds refund of

near Wausau Wisconsin sustained damage from major lightning approximately $3 million was made to one customer in the second

strike that forced the facility out of service until January 14 2008 The quarter of 2006 which was offset by approximately $1 million related

damage required the repair of the generator rotor turbine rotors and to both the loss WPS recorded on the sale of Kewaunee and costs

Integrys Energy Group Inc An Environment of Energy



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

incurred related to the 2005 Kewaunee outage Pursuant to the FERC common equity ratio of 56% in its regulatory capital structure The new
order settlement received on August 14 2007 WPS completed lump rates for NSG reflected 9.99% return on common equity and

sum payments to the remaining FERC customers of approximately common equity ratio of 56% in its regulatory capital structure The order

$16 million including interest representing their contributions to the included approval of Volume Balancing Adjustment VBA decoupling

nonqualified decommissioning trust fund during the period in which mechanism effective March 2008 as four-year pilot program
which

they received service from WPS The settlement would also require will allow PGL and NSG to adjust rates going forward to recover or

these FERC customers to make two separate lump-sum payments to refund the difference between the actual and authorized margin impact
WPS with respect to the loss from the sale of Kewaunee and the of variations in volumes Legislation was introduced at the Illinois state

2005 Kewaunee power outage Payments made to WPS total legislature to roll back decoupling but never reached vote This

approximately $1 million and $8 million respectively and were legislation may be introduced again Integrys Energy Group actively

netted against the $16 million refund due to these customers supports the ICCS decision to approve this rate setting mechanism The

order also approved an Enhanced Efficiency Program which will allow

The PSCW disallowed recovery of 50% of the 2005 loss on the sale of PGL and NSG to recover $6.4 million and $1.1 million respectively of

Kewaunee The entire loss had previously been approved for deferral energy efficiency costs PGL and NSG filed tariffs in compliance with the

resulting in WPS writing off $6.1 million in 2005 of the regulatory asset order on February 2008 and the new rates became effective

previously recorded
February 14 2008

On February 20 2005 Kewaunee was temporarily removed from On March 26 2008 the ICC denied PGLs and NSGs request for

service after potential design weakness was identified in its auxiliary rehearing of their rate orders and all but one such request from

feedwater system In WPSs 2006 rate case the PSCW determined that interveners The ICC only granted rehearing on request to change the

it was reasonable for WPS to recover all deferred costs related to the way PGL allocates interstate hub services revenues among customer

2005 Kewaunee forced outage over five-year period beginning on groups On April 28 2008 PGL and NSG filed Notice of Appeal with

January 2006 At December 31 2008 $19.1 million was left to be the Illinois appellate court regarding the ICCS order denying rehearing

collected from ratepayers and remained recorded as regulatory asset on certain issues On April 30 2008 the ICC submitted letter to the

related to this outage Illinois appellate court stating that rehearing is pending before the ICC

and while the ICC would not file to dismiss the PGL and NSG appeal as

Michigan premature it requested that the court hold the due date for the ICC to

file the record with the court On May 2008 two interveners each

2009 MGU Rate Case separately filed Notice of Appeal On June 2008 several parties

On January 13 2009 the MPSC issued final written order approving filed stipulation to resolve the way PGL allocates interstate hub

settlement agreement authorizing retail natural gas rate increase of services revenues among customer groups On July 30 2008 the ICC

$6.0 million effective January 14 2009 The rate increase was required approved the stipulation as well as rehearing order The approved
due primarily to general inflation low margin revenue growth increased stipulation took effect on November 2008 Subsequent to the

costs of customer service functions and increased costs to approval of the stipulation PGL and NSG filed appeals in the second

environmentally remediate former manufactured gas plants district of the Illinois appellate court and after that four other parties

filed appeals in the first district of the Illinois appellate court On

2008 WPS Rate Case September 29 2008 the ICC asked the Illinois Supreme Court to

On December 2007 the MPSC issued final written order vacate the second districts transfer of the appeal to the first district and

authorizing WPS retail electric rate increase of $0.6 million effective the Illinois Supreme Court denied the ICCS motion On appeal parties

December 2007 WPSs last retail electric rate increase in Michigan may only raise issues on which they sought rehearing at the ICC These

was in July 2003 The new rates reflect 10.6% return on common issues include the VBA decoupling mechanism No decision on the

equity The MPSC approved common equity ratio of 56.4% in WPSs appeal is expected until at least the second half of 2009

regulatory capital structure

PEC Merger

Illinois The PEC merger was effective February 21 2007 PGL and NSG are

wholly owned by PEC On February 2007 the ICC approved the PEC
2010 Rate Case

merger by accepting an agreed upon
order among the active parties to

On February 25 2009 PGL and NSG each filed
request with the ICC the merger case The order included Conditions of Approval regarding

to increase natural gas distribution rates for 2010 PGLs requested commitments by the applicants to

increase is $161.9 million and NSGs requested increase is $22.0 million

The proposed rate increase is required to allow PGL and NSG to provide certain reports

recover their forecasted 2010 cost of service and to earn reasonable

return on their investment Each filing includes proposed 12% rate of perform studies of the PGL natural gas system
return on common equity and common equity ratio of 56% in its

regulatory capital structure The filing includes proposed overall return promote and hire limited number of union employees in specific

of 9.34% and 9.18% for PGL and NSG respectively PGL also requested areas

approval of mechanism for cost recovery outside of the rate case of

an accelerated cast iron main replacement program make no reorganization-related layoffs or position reductions within

the PGL union workforce

The Illinois rate case process requires receipt of written order from the

ICC within 11 months from the
filing date which would be January 2010 maintain both the PGL and NSG operation and maintenance and

capital budgets at recent levels

2008 Rate Case

On February 2008 the ICC issued final written order authorizing file plan for formation and implementation of service company
PGL retail natural gas distribution rate increase of $71.2 million and

requiring retail natural gas rate decrease of $0.2 million for NSG The accept certain limits on the merger-related costs that can be

new rates for PGL reflected 10.19% return on common equity and recovered from ratepayers and

Integrys Energy Group Inc An Environment of Energy



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

not seek cost recovery for any increase in deferred tax assets that effective October 2008 This interim rate increase is subject to refund

may result from the tax treatment of the PGL and NSG natural gas pending the final rate order which is expected in the second quarter

storage inventory in connection with closing the merger
of 2009

The Conditions of Approval also included the following commitments Federal

with respect to the recently completed rate cases of PGL and NSG
Through series of orders issued by the FERC Regional Through and

inclusion of merger synergy savings of $11.4 million at PGL and Out Rates for transmission service between MISO and the PJM

$1.6 million at NSG in the proposed test year
Interconnection were eliminated effective December 2004 To

compensate transmission owners for the revenue they will no longer

recovery of $6.2 million at PGL and $0.8 million at NSG of the merger- receive due to this rate elimination the FERC ordered transitional

related costs in the test year reflecting recovery of $30.9 million of pricing mechanism called the Seams Elimination Charge Adjustment

costs at PGL and $4.2 million of costs at NSG over years SECA be put into place Load-serving entities paid these SECA

charges during 16-month transition period from December 2004

proposing combined $7.5 million Enhanced Efficiency Program at through March 31 2006

PGL and NSG which was contingent on receiving cost recovery in

the rate case orders and For the 16-month transitional period Integrys Energy Services received

billings of $19.2 million pre-tax for these charges Integrys Energy

filing
certain changes to the small volume transportation

Services expensed $14.7 million of the $19.2 million as it is probable

service programs
that Integrys Energy Services total exposure will be reduced by at least

$4.5 million due to inconsistencies between the FERCs SECA order and

The ICC approved cost recovery mechanism for the Enhanced the transmission owners compliance filings Integrys Energy Services

Efficiency Program costs The order provides authority for PGL and has reached settlement agreements with three of its vendors for

NSG to recover from ratepayers up to an additional $9.9 million of combined $1.6 million

combined merger costs in future rate case for maximum potential

recovery of $44.9 million PGL and NSG must demonstrate in the future In August 2006 the administrative law judge hearing the case issued an

that the merger synergy savings realized have exceeded merger costs Initial Decision that was in agreement with all of Integrys Energy

As of December 31 2008 the regulatory asset balance representing Services positions
If the Final Order is consistent with the Initial

merger costs to be recovered totaled $10.7 million at PGL and Decision of the administrative law judge Integrys Energy Services pre

$1.5 million at NSG tax exposure of $19.2 million may be reduced by as much as $13 million

The Final FERC Order is subject to rehearing and then court challenges

Minnesota Any refunds to Integrys Energy Services will include interest for the

period from payment to refund

On July 31 2008 MERC filed request with the Minnesota Public Utility

Commission MPUC to increase retail natural gas rates $22.0 million The SECA is also an issue for WPS and UPPCO It is anticipated that

6.4% The proposed natural gas rate increase is required because of most of the SECA charges incurred or refunds received by WPS and

general inflation coupled with low sales growth and increased costs to UPPCO will be passed on to customers through rates and will not have

provide customer service functions On September 11 2008 the MPUC material effect on the financial position or results of operations of

issued an order approving an interim rate increase of $19.8 million WPS or UPPCO

NOTE 24SEGMENTS OF BUSINESS

SFAS No 131 Disclosures About Segments of an Enterprise and The Holding Company and Other segment another nonregulated

Related Information requires that companies disclose segment segment includes the operations of the Integrys Energy Group

information based on how management makes decisions about holding company and the PEC holding company which was

allocating resources to segments and measuring their performance included in results of operations since the PEC merger date along

with any nonutility activities at WPS MGU MERC UPPCO PGL

Iritegrys Energy Group manages its reportable segments separately due NSG and lBS lBS is wholly owned centralized service company

to their different operating and regulatory environments At December 31 that provides administrative and general support services for

2008 Integrys Energy Group reported four segments which are Integiys Energy Groups six regulated utilities and portions of

described below administrative and general support services for Integrys Energy

Services Equity earnings from our investments in ATC and WRPC

The electric utility segment includes the regulated electric
utility

are also included in the Holding Company and Other segment

operations of WPS and UPPCO
The nonregulated oil and natural gas production segment includes the

The natural gas utility segment includes the regulated natural gas results of PEP which were reported as discontinued operations in 2007

utility operations
of WPS MGU MERC PGL and NSG The PEP engaged in the acquisition development and production of oil

regulated natural gas utility operations of PGL and NSG have been and natural gas reserves in selected onshore basins in the United States

included in results of operations since the PEC merger date through direct ownership in oil natural gas and mineral leases Integrys

Energy Group completed the sale of PEP in September 2007

Integrys Energy Services is diversified nonregulated energy supply

and services company serving residential commercial industrial and

wholesale customers in developed competitive markets in the

United States and Canada

Integrys Energy Group Inc An Environment of Energy
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NOTESTOCONSOLIDATED FINANCIAL STATEMENTS
_________

uIatedUttes utedOperations

kitegrys Hoding ntogrys

Eectrk Natura Gas Tota Energy Company Reconciling Energy Group

2006 Millions Utility Utility Utliity
Services and Other Eliminations Consolidated

Income Statement

External revenues $1057.9 $676.1 $1734.0 $5151.8 4.9 $6890.7

ntersegment revenues 41 .5 0.8 42.3 73 .2 508

Depreciation and

amortization expense 78.5 32.7 111.2 9.4 0.7 121

Miscellaneous income

expense 3.2 1.0 4.2 11.4 66.0 160 42.8

Interest expense 30.0 8.1 48.1 51 .7 60 99.2

Provision benefit for

income taxes 48 .5 50.1 5.0 01 45

Income loss from

continuing operations 87.6 13 863 65.0 03 151.6

Decontinued operations 7.3 7.3

Preferred stock dividends

ofsubsidiary 2.1 3.1 3.1

Income loss available for

common shareholders 85.5 23 83.2 72.3 0.3 1558

Cash expenditures for

longlived assets 282.1 54.6 336.7 5.5 02 342.0

7_ udes Ut ly opera ns

Nor-Lt pdt fl Jd tfre ng Ccrpary ard OH cc1m 2007 2006

Geographc nformaton Long Lived Long Lwed

Millions Revenues Assets Revenues Assets Revenues

Unrted States $11 63 $7603 343 $7 028 $4 908

Canada 24085 200 19486 206 19821

Total $14047 $7623 $10 2924 $7 048 $68907

Resen es an as cts ad subs da as

ntegrys Energy Group Inc An Environment of Energy
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

DeIoitte
To the Board of Directors and Shareholders of Integrys Energy Group Inc

We have audited the accompanying consolidated balance As discussed in Note 1t to the consolidated financial

sheets of Integrys Energy Group Inc and subsidiaries the statements at January 2008 the Company adopted

Company as of December 31 2008 and 2007 and the Statement of Financial Accounting Standards No 157

related consolidated statements of income common Fair Value Measurements

shareholders equity and cash flows for each of the three years
We have also audited in accordance with the standards of the

in the period ended December 31 2008 These financial

Public Company Accounting Oversight Board United States
statements are the responsibility of the Companys

the Companys internal control over financial
reporting as of

management Our responsibility is to express an opinion
December 31 2008 based on the criteria established in

on these financial statements based on our audits

Internal ControlIntegrated Framework issued by the

We conducted our audits in accordance with the standards Committee of Sponsoring Organizations of the Treadway

of the Public Company Accounting Oversight Board Commission and our report dated February 25 2009

United States Those standards require that we plan and expressed an unqualified opinion on the Companys internal

perform the audit to obtain reasonable assurance about control over financial reporting

whether the financial statements are free of material

misstatement An audit includes examining on test basis

evidence
supporting the amounts and disclosures in the QjJ..jL4.... LLI

financial statements An audit also includes assessing the

accounting principles used and significant estimates made Milwaukee WI

February 25 2009
by management as well as evaluating the overall financial

statement presentation We believe that our audits provide

reasonable basis for our opinion

In our opinion such consolidated financial statements

present fairly in all material respects the financial position

of Integrys Energy Group Inc and subsidiaries as of

December 31 2008 and 2007 and the results of their

operations and their cash flows for each of the three years

in the period ended December 31 2008 in conformity with

accounting principles generally accepted in the United States

of America

Integrys Energy Group Inc
__________

An Environment of Energy



L__ FINANaAL AND OTHER STATISTICS ______________

As of or for Year Ended December 31

Millions except per share amounts stock price return on average equity

and number of shareholders and employees 2008 2007 2006 2005 2004

Total revenues $l40478 $10292.4 $6890.7 $6825 $4876.1

Income from continuing operations 1248 181.1 151.6 150.6 156.6

Income avafable for common shareholders 1264 251 1558 157.4 139.7

Total assets 1427L5 11234.4 6861.7 5462.5 4376.8

Preferred stock of subsidiaries 511 51.1 511 51.1 51.1

ermdebt excludn current oon 2288O 2265.1 1287 .2 867.1 865 .7

Shares of common stock lets trcasury stock and shares in deferred compensation trust

Outstanding 760 76.0 43.1 39.8 37.3

______________
767 71.6 42.3 38.3 37.4

Earnngs per common share basic

Income from continuing operations $159 $2.49 $3.51 $3.85 $4.10

Earnings per common share 165 3.51 3.68 4.11 3.74

Earnngs per common share d7uted

Income from continuing operations 1.58 2.48 3.50 3.81 4.08

Earnings per common share 144 3.50 3.67 4.07 3.72

248 2.56 228 224 2.20

Stock price at yeanend $4298 $51.69 $54.03 $55.31 $49.96

Book value per share S407$ $42.58 $35.61 $32.76 $29.30

Return on average equity 3i% 8.5% 10.6% 13.6% 13.5%

Number of common stock shareholders 34016 36212 19837 20701 21358

Number of employees 511 5231 3326 2945 3048

Includes the Impact of the Peoples Energy Corporation merger on February 21 2007

121
Includes the Impact of the acquIsitIon of natural gas distribution operations from Aqulla by MicNgan Gas Utilioes Corpo atlon on Apnl 2006 and

Minnesota Energy Resources CorporatIon on July 12006

Integrys Energy Group Inc An EnVIronment of Energy
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GEMENTTEAM
Lawrence Borgard Diane Ford Phillip Mikuisky Charles Schrock

Prosident and Chief Operating Officer Vice President and Executive Vice President President and Chief Executive Officer

lntegrys Gas Group Corporate Controller Corporate Development and
lntegrys Energy Group and

Age 47 Years of service 24 Age 55 Years of service 33 Shared Services President and Chief Executive Officer

Age 60 Years of service 37 Wisconsin Public Service Corporation

Charles Cloninger Bradley Johnson Age 55 Years of service 29

President Minnesota Energy Vice President and Treasurer Barbara Nick

Resources Corporation and Age 54 Years of service 29 President Upper Peninsula Larry Weyers
Presdenf Mrchigan Gas Power Company Executive Chacman

Utilities Corporation William Laakso Age 50 ta Years of service 24 Age 63 Years of service 23

Age 50 Years of scm cc 27 Vice President Human Resources

Age 46 Years of service Joseph OLeary Barth Wolf

Willard Evans Jr Senior Vice President and Vice President Chief Legal Officer

President The Peoples Gas ght Thomas Meinz Chief Financial Officer and
Secretary

and Coke Company and Executive Vice President and Age 54 Years of service Age 51 Years of service 20

President North Shore Gas Company Chief Extemal Affairs Officer

Age 53 Years of scm cc 31 Age 62 Years of service 39 Mark Radtke

President and Chief Executive Officer

Integrys Energy Services Inc

Age 47 Years of service 25

tIe age and tears of scm cc are as of December31 2008 Years of scm cc take 010 onsideration service with lntegrvs Energy Group oi system rorrioanv

Appointed to this position as of January 2009

llowing graph presents five-year COMPARISON OF FIVEYEAR CUMULATIVE TOTAL RETURN 121

comparison of
300 _________________________________________________________

Integrys Energy Groups common stock

cumulative total return
250

Standard Poors SP 500 Index and

Edison Electric Institute EEl Gas and 200

Electric Index for the last five fiscal years

0150

100 --

II

50 ______ ___________________ _______________________________

2003 2004 2005 2006 2007 2008

YEAR

it Integrys Energy Group SP 500 Index EEl Gas and Electric Index

2003 2004 2005 2006 2007 2008

IntegtysEnergyGroup 100 113 130 133 134 118

SP500Index 100 111 116 135 142 90

______ 146 177 206 149

Assumes $100 invested on December 31 2003 in
Integrys Energy Group Common Stock SP 500 Index and EEl Gas and Electric Index

Ill This performance graph is not to be deemed to be filed with the Securities and Exchange Commission except to the extent specif cally requested by Integrys

Energy Group or incorporated by reference in documents otherwise fled

Total return assumes reinvestment of dividends

rysEnergyGroupnc.AnEnvironmentofEnergy
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INVESTOR INFORMATION

Stock Transfer Trust Companys Web site at The site will give you
www.amstock.com call American Stock Transfer Trust instant access to Annual

Company at 800-236-1551 contact us by sending an e-mail Reports SEC filings

to investor@integrysgroup.com or order or download the -T-T
proxy statements

prospectus and enrollment forms from our Web site at financial news
www.integrysgroup.com under Investors

presentations news

releases corporate

SAFEKEEPING SERVICES governance career

opportunities and
As participant in the Stock Investment Plan you may transfer

much more You may also download copy of the
prospectusshares of common stock registered in your name into Plan

for the Stock Investment Plan and the associated forms for
account for safekeeping Contact American Stock Transfer

participation in the Plan
Trust Company or our Investor Relations staff for details

The site is updated regularly so visit it often

PREFERRED STOCK OF SUBSIDIARY

The preferred stock of Wisconsin Public Service Corporation
ANNUAL SHAREHOLDERS MEETING

trades on over-the-counter markets Payment and record dates Our Annual Shareholders Meeting will be held on Wednesday
for preferred stock dividends to be paid in 2009 are May 13 2009 at 10 a.m Central daylight time at the Weidner

Center University of Wisconsin Green Bay 2420 Nicolet Drive

Record Date Payment Date Green Bay Wisconsin

January 15 February Proxy statements for our May 13 2009 Annual Shareholders

April 15 May Meeting were mailed to shareholders of record on April 2009

July 15 August

October15 November ANNUAL REPORT

If you or another member of your household receives

STOCK TRANSFER AGENT more than one Annual Report because of differences in the

nrr CTD fl
registration of your accounts please contact American Stock

R/\R
Transfer Trust Company so account mailing instructions can

Questions about transferring common or preferred stock lost be modified accordingly

certificates or changing the name in which certificates are

registered should be directed to our transfer agent American
This Annual Report is prepared primarily for the information of

Stock Transfer Trust Company at the addresses or telephone
our shareholders and is not given in connection with the sale of

numbers listed on the back cover any security or offer to sell or buy any security

ADDRESS CHANGES CORPORATE GOVERNANCE
If your address changes write to American Stock Transfer INFORMATION
Trust Company at the address on the back of this report or use

Corporate governance information including our Corporate
their Web site at www.amstock.com Governance Guidelines our Code of Conduct charters for

the committees of our Board of Directors By-Laws and

AVAILABILITY OF INFORMATION Articles of
Incorporation is available on our Web site at

Company financial information is available on our Web site at www.integrysgroup.com under Investors You may also

www.integrysgroup.com under Investors
obtain the information by written request to the Corporate

Secretary at the mailing address for the corporate office

You may obtain without charge copy of our 2008 Form 10-K indicated on the back cover of this report

without exhibits as filed with the Securities and Exchange

Commission by contacting the Corporate Secretary at the CERTIFICATIONS
corporate

office mailing address listed on the back cover We have filed as exhibits to our Annual Report on Form 10-K
or by using our Web site

for the fiscal year ended December 31 2008 the certifications

Inr of our Chief Executive Officer and Chief Financial Officer required

by Section 302 of the Sarbanes-Oxley Act We also submitted

Visit our Web site at www integrysgroup.com to find wealth to the New York Stock Exchange during 2008 the Annual CEO
of information about our company and its subsidiaries Certification required by Section 303A.12a of the New York

Stock Exchange Listed Company Manual

Integrys Energy Group Inc



Investor Relations
WISCONSIN UTILITY INVESTORS INC

Integrys Energy Group Inc
With over 16000 members Wisconsin Utility Investors Inc WUI is

700 North Adams Street
an independent non-profit organization representing the collective

Green Bay WI 54301
voices of all shareholders in Wisconsin utilities It monitors and

evaluates industry issues and trends and is resource for its

Mailing Address members regulators and the public WUI can be reached by

Integrys Energy Group Inc calling 608-663-5813 or by e-mail at contacv4wuiinc.org

P.O.Box 19001

Green Bay WI 54307-9001 MINNESOTA UTILITY INVESTORS INC

Minnesota Utility Investors Inc MU is an independent non-profit

Telephone 800-228-6888 organization representing the collective voices of nearly 27000

co
in electric and gas utilities operating in Minnesota

ax
For more information MUI can be reached by calling toll-free

E-Mail investor@intogrysgroup.com 888-850-5171 or by e-mail at mui@mnutilityinvestors.org
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