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ATTACHMENT G

2008 Compared with 2007

Net cash used for investing activities was $452.2 million in 2008, compared with $451.5 million in 2007.
The $0.7 million year-over-year increase in cash used for investing activities was primarily driven by a
$140.2 million increase in cash used for capital expenditures (discussed below), partially offset by the
reimbursement of $98.7 million from ATC, related to the construction of the fransmission facilities required
to support Weston 4, and a $15.5 million year-over-year increase in cash proceeds received from the sale
of property, plant, and equipment.

Capital Expenditures

Capital expenditures by business segment for the years ended December 31 were as follows:

Reportable Segment (millions) 2009 2008 2007

Electric utility $250.4 $207.4 $202.6
Matural gas utility 136.9 2373 158.8
integrys Energy Services 2.4 68.1 205
Holding company and other 34.5 20.0 10.7
Integrys Energy Group $444.2 $532.8 $302.6

The increase in capital expenditures at the electric utility segment in 2009 compared with 2008 was
primarily due to wind generation projects, partiaily offset by the year-over-year decrease in capital
expenditures associated with Weston 4. The decrease in capital expenditures at the natural gas utility
segment in 2009 compared with 2008 was primarily due to a decrease in costs related to the construction
of natural gas laterals that connected WPS's natural gas distribution system to the Guardian Il natural gas
pipeline, which was completed in February 2009. The decrease in capital expenditures at Integrys
Energy Services in 2009 compared with 2008 was primarily driven by fewer expenditures related to
renewable energy projects in 2009, compared with 2008.

The increase in capital expenditures at the natural gas utility segment in 2008 compared with 2007 was
primarily due to an increase in capital expendiiures at PGL and NSG due to the fact that they were not
acquired until February 21, 2007, as well as construction of the natural gas lateral infrastructure that
connects WPS's natural gas distribution system to the Guardian Il natural gas pipaline. The increase in
capital expenditures at integrys Energy Services in 2008 compared with 2007 was primarily due to solar
energy projects as well as the construction of a pipeline that will transport methane gas produced ata
landfill for use at a chemical plant as a replacement for natural gas.

Financing Cash Flows
2009 Compared with 2008

Net cash used for financing activities was $1,378.4 million in 2009, compared with net cash provided by
financing activities of $911.3 million in 2008. The $2,289.7 million year-over-year increase in cash used
for financing activities was primarily driven by $973.6 million of net repayments of short-term debt and
notes payable in 2009, compared with $725.4 million of net shorl-term and notes payable borrowings in
2008. The repayments in 2009 ware made possible by the increase in net cash provided by operating
activities. Also, as a result of the previously anncunced strategy change at Integrys Energy Services,
fewer structured natural gas loan agreements were entered info in 2009, compared with 2008, resulting in
a $368.4 million year-over-year dacrease in proceads from the sale of borrowed natural gas. Additionally,
Integrys Energy Services had a $188.0 million year-over-year increase in the purchase of natural gas to
repay structured natural gas loan agreements, many of which were enterad into in 2008.
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2008 Compared with 2007

Net cash provided by financing activities was $911.3 million in 2008, compared with net cash used for
financing activities of $459.2 million in 2007. tn 2007, integrys Energy Group was able to pay down
short-term debt with a portion of the proceeds received from the sale of PEP. In 2008, proceeds were
required to fund higher year-over-year working capital requirements.

Significant Financing Activities

Dividends paid increased in 2009 compared with 2008. In February 2008, Integrys Energy Group
increased its quartetly comimon stock dividend to 68 cenis per share. The guarterty common stock
dividend was increased from 66 cents per share to 67 cents per share in 2008.

Integrys Energy Group had outstanding commercial paper borrowings of $212.1 million and

$552.9 million at December 31, 2003, and 2008, respectively. Integrys Energy Group had short-term
notes payable cutstanding of $10.0 million and $181.1 million at Decamber 31, 2009, and 2008,
respeclively. Integrys Energy Group had no borrowings under revolving cradit facilities at

December 31, 2009 and $475.0 million as of December 31, 2008. See Note 12, "Short-Term Debt and
Lines of Credit’ for more information.

For information on the issuance and redemption of long-terrn debt at integrys Energy Group and its
subsidiaries, see Note 13, "Long-Term Debi"

Prior to January 1, 2008, integrys Energy Group issued new shares of common stock under its Stock
Investment Plan and under certain stock-based employee benefit and compensation plans. As a result of
the plans, equity increased $45.6 million in 2007. During 2009 gnd 2008, shares of Integrys Energy
Group's common stock were purchased on the open market to meet the requirements of its Stock
Investment Plan and certain stock-based employee benefit and compensation plang. Integrys Energy
Group did not repurchase any existing cammon stack during 2007. Beginning in the first quarter of 2010,
integrys Energy Group plans to issue new shares of common stock to meet the requirements of its Stock
Investment Plan and certain stock-based employee benefit and compensation pians.

Credit Rafings

Integrys Energy Group uses internally generated funds, commercial paper borrowings, and other
short-term borrowings to satisfy most of its capital requirements. Integrys Energy Group afso periodically
issues long-term debt and common stock {o reduce shori-term debt, maintain desired capitalization ratios,
and fund future growth.

Integrys Energy Group, WPS, and PGL have their own commercial paper borrowing programs.

WPS periodicaliy issues long-temm debt and receives equity contributions from Integrys Energy Graup to
reduce short-term debt, fund future growth, and maintain capitalization ratios as authorized by the PSCW.

PGL and NSG periodically issue long-term debt in ordar to reduce short-term debt, refinance maturing

securities, maintain desired capitalization ratios, and fund future growth. The specific forms of long-term
financing, amounts, and timing depend on business needs, market conditions, and gther factors.
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The current credit ratings for Integrys Energy Group, WPS, PEC, PGL, and NSG are listed in the table
below.

Credit Ratings _ Standard & Poor's Moody's
Integrys Energy Group
Issuer credit rating EBB+ N/A
Senior unsecured debt BBB Baa1i
Commercial paper A2 P-2
Credit facility N/A Baa
Junior subordinated notes BBB- Baa2
WPS
issuer credit rating A- “A2
First mortgage bonds N/A Al
Seniar secured debt A Al
Preferred stock BBB Baa1
Commercial paper A-2 P-1
Credit facility N/A A2
PEC
Issuer credit rating BBB+ N/A
Senicr unsecured debt BBEB Baa1
PGL
Issuer credit rating BBB+ A3
Senior secured debt A- A2
Commercial paper A2 P-2
NSG
Issuer credit rating BBB+ A3
Senior secured debi A A2

Credit ratings are not recommendations to buy or sell securities and are subject to change, and each
rating should be evaluated independently of any other rating.

On January 26, 2010, Standard and Poor’s revised the outlook for Integrys Energy Group and all of its
subsidiaries fo stable from negative. The revised outlock reflected Integrys Energy Group's decision to
retain a selected portion of its nonregulated operations, which resulted in a revision to Integrys Energy
Group's business risk profile to "strong" from "excellent." The revised outlook also reflected Integrys
Energy Group’'s improved financial measures and decreasing regulatory risk, which resulted in a change
in its financial risk profile to "significant” from "aggressive.”

On June 9, 2009, Moody's assigned an "A3" issuer credit rating to PGL and NSG, and lowered the
following ratings of Integrys Energy Group and its subsidiaries:

» The senior unsecured debt ratings of Integrys Energy Group and PEC were lowered from "A3" to
"Baal."

The credit facility rating of Integrys Energy Group was lowered from "A3" to "Baa1.”

The junior subordinated notes rating of Integrys Energy Group was lowered from "Baa1" io "Bag2."
The issuer credit rating of WPS was lowered from "A1" {o "A2." ‘

The-senior secured debt rating and first mortgage bonds rating of WFPS were lowered from "Aa3" to
"Al"

The senior secured debt ratings of PGL and NSG were lowered from "A1" {o "A2."

The preferred stock rating of WPS was lowered from "A3" to "Baal."

The credit facility rating of WPS was lowered from "A1" to "A2."

The commercial paper rating of PGL was lowered from "P-1" 10 "P-2."

According to Moody's, the downgrade considers management's decision to divest of its nonregulated
energy marketing business, and reflects the expected improvements in Integrys Energy Group's business
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risk and liquidity profiles after the divestiture, as well as the expected challenge of replacing the eamings
generated by this nonregulated segment. Also according to Moody's, the downgrade reflects
management's decision o leave its dividend palicy unchanged despne expected near-term reduction in
earnings and internal cash flow gensaration.

On March §, 2009, Standard & Poor's lowered the following ratings of Integrys Energy Group and its
subsidiaries:

+ Theissuer credit ratings of Integrys Energy Group, PGL, N8G, and PEC were Iowereﬁ from "A-" to
HBBB+‘II
The issuer credit rating of WPS was lowered from "A" to "A-"
The senior unsecured debt ratings of Integrys Energy Group and PEC were lowered from "BEB+" to
"BBB."

* The junior subordinated notes rating of Integrys Energy Group was lowered from "BBB" to "BBB-."

+ The senior secured debt rating of WPS was lowered from "A+" to "A"
The preferred stock rating of WPS was lowered from "BBB+" to "BBB."

According to Standard & Poor’s, Integrys Energy Group's corporaie credit downgrade reflects weak
financial measures that do not support an "A” category cradit profile. Standard & Poor's also stated that
the downgrade reflects the changes 10 Integrys Energy Group's business and financial risk profiles.
Standard & Poor's revised Integrys Energy Group's business risk profile to "excellent” from "strong” and
changed its financial risk profile to "aggressive” from "intermediate.” The change in the business risk
profile reflected the strategy change with respect to Integrys Energy Services and helped to moderate the
downgrade.

Discontinued Operations
2009 Compared with 2008

Net cash provided by discontinued operations was $3.2 million in 2009 compared with $3.8 million in
2008,

2008 Compared with 2007
Net cash provided by discontinued operations was $3.8 million in 2008 compared with $890.2 million in

2007. The decrease in net cash provided by discontinued operations was driven by the approximate
$869.2 million of proceeds receivad from the saie of PEP.
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Future Capital Requirements and Resources

Contractual Obligations

The following table shows the contractual obligations of Integrys Energy Group, inciuding its subsidiaries,
as of December 31, 2009,

Payments Due By Period

Total Amounts 2011to 2013t0 2015and
_(Miftions) Committed 210 2012 2014 Thereafter
Long-tenn debt principal and interest ’
payments $ 35802 § 2544 $ 9423 $ 5718  $1.811.7
Operating lease obligations B68.4 116 19.6 13.8 236
Commoadity purchase obligations ? 5,735.6 2,309.9  1,858.0 6389.8 787.9
Purchase orders © 515.3 514.1 1.2 - -
Pension and other postretirement
funding obligations 683.4 103.3 2674 138.1 174.6
Total contractual cash obligations $10,582.9 $3,283.3 330885 $1413.3  $2797.8

a Represents bonds issued, notes issued, and loans made to Integrys Energy Group and its subsidiaries. Integrys

Energy Group records all principal abligations on the balance sheet. For purposes of this table, it is assumed
that the current interest rates on variable rate debt will remain in effect until the debt matures.
@ Energy supply contracts at Integrys Energy Services included as part of commodity purchase obligations are
generally snterad into to meaet obligations to deliver energy to customers. The ufility subsidiaries axpeact to
recover the costs of their contracts in future cusfomer rates.

®  Includes obiigations reiated to normat business operations and large construction obiigations.

@ Obligations for pension and other postretirement benefit pians, other than the Integrys Energy Group Retirement

Plan, cannot be estimated beyond 2012.

The table above does not reflect any payments retated to the manufactured gas plant remediation liability
of $657.7 million at December 31, 2009, as the amount and timing of payments are uncertain. Integrys
Energy Group anticipates incurring casts annually to remediate these sites, but management believes
that any costs incurred for enviconmental activities relating to farmer manufactured gas plant operations
that are not recoverable through contributions from other entities or from insurance carriers have been
prudently incurred and are, therefore, recoverable through rates for WPS, MGU, PGL, and NSG. See
Note 18, "Commitments and Confingencies," for mare information about environmental liabilities. In
addition, the table does not reflect any payments for the December 31, 2009, liability related to uncertain
tax positions, as the amount and timing of payments are uncertain. See Note 15, "fncome Taxes," for
more information about this liabitity.
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Capital Requirements

Estimated construction expenditures by company for the three-year period 2010 through 2012 are listed
below.

{Millions)
WPS

Enviranmental projects $ 164.1

Electric and natural gas distribution projects 150.9

Electric and natural gas delivery and customer service projects ‘ 59.1

Other projects 108.0
UPPCO 7

Repairs and safety measures at hydroelectric facilities 373

Other projects 284
MGU

Natural gas pipe distribution system, underground natural gas storage facilities, and

other projects 298

MERC

Natural gas pipe distribution system and other projects ‘ 48.5
PGL

Natural gas pipe distribution system, underground natural gas storage facilities, and

other projects * ' 481.1

NSG

Natural gas pipe distribution system and other projects 45.9
Integrys Energy Services '

Solar and other projects _ 88.9
IBS

Corporate services infrastructure projects - 53.7
Total capital expenditures $1,295.7

*

Includes approximately $114 million of expenditures related to the accelerated replacement of cast iron mains at
PGL in 2011 and 2012. On January 21, 2010, the ICC approved a rider mechanism to allow PGL to recover the
incremental ost of an accelerated natural gas main replacement program. See Note 24, "Reguiatory
Environment,” for mare Information.

Integrys Energy Group expects to provide additional capital contributions to ATC (not included in the
above table) of approximately $7 million in 2010, $8 million in 2011, and $7 million in 2012.

All projected capital and investment expenditures are subject to periadic review and may vary significantly
from the estimates depending an a numbsr of factors, inciuding, but not limited to, industry restructuring,
regulatory constraints, acquisition opporfunities, market volatility, and econamic trends.

Capital Resources

As of December 31, 2008, Integrys Energy Group and each of its subsidiaries were in compliance with all

respective oovenants related to outstanding short-term and fong-term debt and axpect to be in
compliance with all such debt covenants for the foreseeable future.

B1-



ATTACHMENT G

See Note 12, "Short-Term Debt and Lines of Credit," for more information on Integrys Energy Group's
credit facilities and other short-term credit agreements, including short-term debt covenants. See
Naote 13, "Long-Term Debt," for morg infarmation on Integrys Energy Group's long-term debt covenants.

integrys Enargy Group plans to meel its capital requirements for the pariod 2010 through 2012 primarily
through internally generated funds (net of forecasted dividend payments} and debt and equity financings.
During 2010, over $1.3 billion of Integrys Energy Group's revoiving credit facilities will mature. It is the
intert of management to renew a substantial portion of the maturing credit facilities by the end of the
second quarter of 2010. Integrys Energy Group plans to maintain current dabt to equity ratics at
appropriate levels to support current credit ratings and corporate growth. Management believes Integrys
Energy Group has adequate financial flexibility and resources to meet its future needs.

in March 2008, Integrys Energy Group filed a shelf registration statement which allows it to publicly issue
debt, equity, certain types of hybrid securities, and other financial instruments. Specific terms and
conditions of securities issued will be determined prior to the actual issuance of any specific security.

Under an existing shelf registration statement, WPS may issue up to $250.0 million of senior debt
securities with amounts, prices, and terms to be determined at the time of future offerings. In

December 2008, WPS issuad $125.0 miliion of 6.375%, 7-year Senior Notes under this shelf regisiration
statement.

Other Future Considerations
Integrys Energy Services Business Segment Strategy Change

At December 31, 2009, Integrys Energy Group had completed a substantial portion of its previously
announced strategy to divest of or significantly reduce the size of its nhonragulatec energy services
business segment to a smaller segment with significantly reduced credit and collateral support
requirements. One of the remaining parts of the strategy change is the pending sale of the wholesale
electric business, which is expected to close in the first half of 2010.

Integrys Energy Group has repositioned its nonregulated energy services business segment from a focus
on significant growth in wholesale and retail markets across the United States and Canada, to a fosus on
selected retail markets in the United States with the expectation that recurring customer based business
will result in dependable cash and earings contributions with a reduced risk and capital profile. In
addition, Integrys Enargy Services will continue to invest in energy assets with renewable attributas.
Once fully implemented, Integrys Energy Group expects its liquidity needs to decrease and expects to
reduce its existing credit facilities. Integrys Energy Group may also use the proceeds from the sales of
any portions cof this business segment, as well as the return of invested capital, to reduce cutstanding
debi or invest in areas with more desirable risk adjusted rates of retum to achieve the highest value for its
shareholders. See Note 4, "Disposifions," for more information.

Customer Usage

Due to the general economic slowdown and the increased focus on energy efficiency, sales volumes
excluding the impact of weather have been decreasing at the utilities. In certain jurisdictions, decoupling
mechanisms have been implemented, which allow utilities to adjust rates going forward to recover or
refund all or a portion of the differences between the actual and authorized margin per customer impact of
variations in volumes. The mechanisms do not adjust for changes in volume resulting from changes in
customer count. Decoupling for residential and small commercial and industrial sales was approved by
the ICC on a four-year trial basis for PGL and NSG, effective March 1, 2008. Interveners, including the
lllincis Attorney General, oppose decoupling and have appealed the ICC's approval. PGL and NSG are
actively supporting the ICC's decisich to approve decoupling. The PSCW approved the implementation
of decoupling on a four-year trial basis, effective January 1, 2008, for WPS's natural gas and electric
residential and small commercial sales. This decoupling mechanism includes an annual $14.0 million cap
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for electric service and an annual $8.0 million cap for natural gas service. The $14.0 million cap for
electric service was reached in the second quarter of 2009. Qn December 16, 2008, decoupling for
UPPCO was approved for all cusiomer groups by the MPSC effective January 1, 2010. MGU requested
decoupling in its rate case filed in July 2009. The partial settlement approved in that rate case did not
address the decoupling request. Therefore the request will be addressed by the MPSC through the
normal rate case process, which is expected to conclude in the second quarter of 2010, In Minnesola,
the legislature reguired the MPUC to evaluate decoupling. The MPUC is currently engaged in that
process and has socught and received comments on decoupling mechanisms from utilities and interveners
in Minnasota.

Uncollectible Accounts

The reserves for uncollectible accounts at Integrys Energy Group reflect management's best estimate of
probable losses on the accounts receivable balances. The reserves are based on known troubled
accounts, historical experience, and other currently available evidence. Provisions for bad debt expense
are affected by changss in various factors, including the impacts of the economy, energy prices, and
weather.

The impact of the weak economic environment could cause more accounts receivable to become
uncellectible. Higher ieveis of uncollectible balances could negatively impact Integrys Energy Group's
results of operations and could result in higher working capital raquirements. Recoveries {or refunids)
under lllinois Senate Bill (SB) 1918 and an Uncollectible Expense Tracking Mechanism (UETM) in
Michigan will affect bad debt expense as described in Note 24, "Regulatory Environment.”

Goodwill Impairment Tesfing

Integrys Energy Group performs its required annual goodwill impairment tests each April 1. Interim
impairment tests are performed between required annual testing dates if certain conditions exist. One of
these conditions is a change in business climate, which may be avidenced by, among other things, a
prolonged decline in a company's market capitalization below book value. Any annual or interim goodwill
impairment test could result in the recognition of a goodwill impairment loss. See Note 10, "Goodwill and
Other Intangible Assets," for more information on goodwill balances for Integrys Energy Group's reporting
units at December 31, 2009.

Climate Change

Recently, efforts have been initiated to develop state and regional greenhouse gas pragrams, to create
federal legislation ta limit carbon dioxide emissions, and to create national or state renewable portfolio
standards. Some examples of these efforts are the Waxman-Markey bill, which passed the United States
House of Representatives; the Kerry-Boxer draft bill, which was introduced in the United S{ates Senate;
and the Wisconsin Clean Energy Jobs Act, which has been introduced in the Wisconsin legislature to
impiement recommendations from the Governar's Glokal Warming Task Force. The Wisconsin Clean
Energy Jobs Act establishes statewide goals for the reduction of greenhouse gas emissions and requires
certain actions, including an increased renewable portfolio standard, io meet those goals. In addition, in
April 2009, the EPA deciared carbon dioxide and several other greenhouse gases 1o be a danger to
public health and welfare, which is the first step towards the EPA potentially regulating greenhouse gases
under the Clean Air Act. A risk exists that such legislation or regulation will increase the cost of energy.
However, Integrys Energy Group believes the capital expenditures being made at its generation units are
appropriate under any reasonable mandatory greenhouse gas program and that future expenditures
related to control of greenhouse gas emissions or renewable portfolio standards by its regulated electric
utilities will be recoverable in rates. Integrys Energy Group will continua to monitor and manage potential
risks and opportunifies associated with future greenhouse gas legislative or regulatory actions.

The majority of integrys Energy Group’s generation and distribution facilities are located in the upper
Midwest region of the United States. The same is frue for the majority of our customers’ facilities. The
physical risks posed by climate change are not expected to be significant at this time. Ongaing
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evaluations will be conducted as mare information on the extent of such physical changes becomes
available.

New Laws

In February 2009, the American Recovery and Reinvestment Act of 2009 (ARRA) was signed into law.
ARRA contains various provisions intended to stimulate the economy. included in ARRA are several tax
provisions that may affect the company. Most notably, a provision of ARRA provides Integrys Energy
Group with additional opportunities to ciaim tax deductions for banus depreciation for certain assets
placed in service during 2009, extending the bonus depreciation period established by the Economic
Stimulus Act of 2008. The additional first year deduction for benus depreciation is estimated to be
approximately $200 million. Other provisions of ARRA provide Integrys Energy Group with elections to
select among a production tax credit, an investrent tax credit, or a federal grant for various renewable
generating facilities that went into service in 2009. Integrys Energy Group currently plans to take
production tax credits on power generated by wind facilities, but is evaluating the other alternatives
mentioned.

In February 2009, Wiscansin Act 2 was signed into law. Act 2 contains various tax provisions intended to
reduce Wisconsin's current budget gap. Most notably, this Act will require Integrys Energy Group and its
subsidiaries to file a Wisconsin income tax return as a combined group. As a result, all of Integrys Ensrgy
Group's income became subject to apportionment and taxation in Wisconsin beginning January 1, 2008.
in the future, Integrys Energy Group may experience higher or lower Wisconsin income taxes depending
on the mix and type of income. In the short-term, after the adjustment to deferred taxes at the time of the
law change, this law is expected to generate a small benefit for Integrys Energy Group.

Property Tax Assessment on Naitural Gas

Integrys Energy Group’s natural gas retailers, including its five natural gas utilities, purchase storage
services from pipeline companies on the pipelines’ interstate natural gas storage and iransmission
systems. Once a shipper delivers natural gas to the pipeline's system, that specific natural gas cannot be
physically traced back to the shipper, and the physical tocation of that specific natural gas is not
ascertainable. Some states tax natural gas as perscnal property and have recently sought to assess
personal praperty tax obligations against natural gas quantities held as working gas in facilities located in
their states. Because the pipeline does not have title to the working gas inventory in these facilities, the
state imposes the tax on the shippers as of the assessment date, based on allocated quantities.

Shippers that are being assessed a tax are aclively protesting these property tax assessments. PGL and
MERC are currently pursuing protests through fitigation in Taxas and Kansas, raspectively.

OFF BALANCE SHEET ARRANGEMENTS
See Note 17, "Guarantees," for information regarding guarantees.
MARKET PRICE RISK MANAGEMENT ACTIVITIES

Market price risk management activities include the slectric and natural gas marketing and related risk
management activities of Integrys Energy Sarvices.

Integrys Energy Services measures the fair value of derivative instruments on a mark-to-market basis.
The fair value is included in assets or liabilities from risk management activities on Integrys Energy
Group's Consolidated Balance Sheets, with an offsetting impact to other comprehensive income (for the
effective portion of cash flow hedges), alsa on Integrys Energy Group's Consolidated Balance Shsets, or
to earnings. The following table provides an assessment of the factors impacting the change in the net
value of Integrys Energy Services' assets and liabilities from risk management activities for the year
ended December 31, 2009. ‘
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Integrys Energy Services
Mark-to-Market Roll Forward

{Millions}) Natural Gas Electric Total
Fair value of contracts at December 31, 2008 ™ $294.0 $(1354) $158.6
Less: Contracts realized or settled during period 317.0 (225.9) 81.1
Plus: Changes in fair value of contracts in existence

at December 31, 2009 60.0 (187.9)  (127.9)
Fair value of contracts at December 31, 2009 $ 37.0 $ (974) $(604)

i

@

3

Reflects the values reported on the balance sheets for net mark-to-market current and long-term risk
management assets and liabilities as of those dates. The fair value of contracts at December 31, 2008, includas
$0.6 million of liabilities hald for sale, related to the sale of generation assets and the associated sales and
service contracts in Northern Maine, which closed during the first quarter of 2010. The fair vaiue of Integrys
Energy Services' contracts at December 31, 2009, was impactad by the reduction in wholesale trading and
marketing activity associated with its strategy change, as well as ar overall decline in energy prices in 2009.

Includes the vatue of contracts in existance at December 31, 2008, that were no longer included in the net
mark-to-market assets as of December 31, 2009

Includes unrealized gains and losses on contracts that existed at December 31, 2008, and contracts that were
entered into subsequent to December 31, 2008, which wene included in Integrys Energy Services' portfolio at
December 31, 2009.

There were, in many cases, derivative positions entered into and settied during the period resulting in
gains or losses being realized during the current pariod. The realized gains or losses from these
derivative positions are not reflected in the table above.

The table below shows Integrys Energy Services' risk management instruments categorized by fair value
hierarchy levels and by maturity. For more infarmation on the fair vaiue hierarchy, including definitions of
Level 1, Level 2, and Level 3, see Note 1({r}, "Summary of Significant Accounting Policies — Fair Value."

*

Integrys Energy Services
Risk Management Contract Aging at Fair Value
As of Daceamber 31, 2009 (Millions)

Maturity Maturity Maturity Maturity Total
Less Than 1103 4t0 5 in Excess Fair
Fair Value Hierarchy Level 1 Yaar Years Years of 5 years Value
Level 1 $(52.2) $ 06 $(0.3) $ - $(51.9)
Level 2 (56.4) (75.7) 4.1 186 (126.4)
Level 3 37.1 808 (0.8) 0.6 117.9
Total fair value $(71.5) $ 5.7 $3.2 $2.2 $ (60.4)

CRITICAL ACCOUNTING POLICIES

Integrys Energy Group has determined that the following accounting policies are critical to the
understanding of its financial statements because their application requires significant judgment and
reliance on estimations of matters that are inherently uncertain. Integrys Energy Group's managemeant
has discussed these critical accounting policies with the Audit Committee of the Board of Directors.

Risk Management Activities

Integrys Energy Group has entered into contracts that are accounted for as derivatives. All derivative
contracts are recorded at fair vaiue on the Consolidated Balance Sheets, unless they qualify for the
normal purchases and sales exception, which provides that recognition of gains and losses in the
consolidated financial statements is not required until the settiement of the contracts. Changes in fair
value, except effective portions of derivative instruments designated as hedges or qualifying for regulatory

65
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deferral, generally affect income available for common shareholders at each financial reporting date until
the contracts are ultimately settied.

At December 31, 2009, those derivatives not designated as hedges were primarily commodity contracts
used fo manage price risk associated with natural gas and electricity purchase and sale activities. Cash
flow hedge accounting treatment may be used when Integrys Energy Group enters into contracts to buy
or sell a commodity at a fixed price for future delivery to protect future cash flows corregponding with
anticipatad physical sales or purchases, In addition, Integrys Energy Group uses ¢ash flow hadge
accounting lo protect against changes in interest rates. Fair value hedge accounting may:be used when
integrys Energy Group holds assets, liabilities, or firm commitments and enters into transactions that
hedge the risk of changes in commadity prices or interest rates. To the axtent that the hedging
instrument is fully effective in offsetting the transaction being hedged, there is no impact on incomse
available for common shareholders prior to settiement of the hedge.

In conjunction with the implementation of SFAS No. 157, "Fair Vaiue Measurements” (now incorporated
as part of the Fair Value Measurements and Disclosures Topic of the FASB ASC), on January 1, 2008,
Integrys Energy Group categorized its fair value measurements into three levels within a fair value
hierarchy. See Note 1(r), "Summary of Significant Accounting Policies — Fair Value,” and Note 22, "Fair
Value," for more information.

Integrys Energy Group has based its valuations on observable inputs whenever possible. However, at
times, the valuation of certain derivative instruments requires the use af intemally developed valuation
techniques and/or significant unobservable inputs. Thesea valuations require a significant amount of
managemant judgment and are classified as Level 3 measurements. Of the total risk management
assets on Integrys Energy Group's Consolidated Balance Sheets, $1,593.0 million (68.7%) utilized
Level 3 measurements. Of the total risk management liabilities, $1,471.6 million {61.6%) utilized Leve! 3
measurements. Integrys Energy Graup believes these valuations represent the fair values of these
instruments as of the reporting date; however, the actual amounts realized upon settlement of these
instruments could vary materially from the reporied amounts due to movements in market prices and
changes ip the liquidity of certain markets.

Beginning January 1, 2008, Integrys Energy Services no longer includes transaction costs in fair value
detsrminations. :

As a companent of fair value determinations, Integrys Energy Group considers counterparty credit risk
(including its own credit risk) and liquidity risk. The liquidity component of the fair value datermination
may be especially subjective when limited liquid market information is available. Changes in the
underlying assumptions for these compenents of fair value at December 31, 2009, wouid have had the
following effects:

Effect on Fair Value of Net Risk Management
Lisbilities at December 31, 2009

Change In Components {Millions}
100% increase $15.8 decrease
50% decrease $7.9 increase

These hypothetical changes in fair value would be included in current and long-term assets and liabilities
from risk management activities on the Consolidated Batance Sheets and as part of nonregulated
revenue on the Consolidated Statements of Income, unless the related contracts are designated as cash
flow hedges, in which case potential changes would be included in Other Comprehensive Income — Cash
Flow Hedges on the Consolidated Statements of Common Shareholders' Equity.
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Asset Impairment

Integrys Energy Group reviews certain assats for impairment as reguired by the Property, Plant, and
Equipment Topic and intangiblas - Goodwill and Qther Topic of the FASB ASC.

Goodwill

Goodwill is tested for impaimment using a two-step process that begins with an estimation of the fair value
of a reporting unit. A reporting unit can be an operating segment, or one level below an operating
segment, as defined by the Segment Reporting Topic of the FASB ASC. At Integrys Energy Group,
goodwill has been assigned to each of the five reporting units that comprise the natural gas utility
segment and also to the Integrys Energy Services segment. The carrying value of goodwill by reporting
unit and repariable segment for the year ended Decamber 31, 2009 was:

Carrying Value

{Millions) of Goodwill
WPS % 364
PGL 401.2
NSG 36.1
MERC 127.7
MGU 345

Total Natural Gas Utility Segment $635.9

Integrys Energy Services 6.5
Balance at December 31, 2009 $642.5

The goodwill for each of the reporting units is tested for impairment annually on April 1 or more frequently
when events or circumstances warrant. The fair market value of each reporting unit is estimated using
certain key assumptions that require significant judgment. This judgment includes developing cash flow
projections (including the selection of appropriate retums on equity, long-term growth rates, and capital
expenditure levels), selecting appropriate discount rates, and identifying relevant market comparables. «

The fair value of WPS currently exceeds the carrying amount by a significant amount, such that integrys
Energy Group believes WPS is unlikely to fail step one of the goodwill impairment test in the foreseeable
future.

However, in the first quarter of 2009, the combination of the decline in equity markets as well as the
increase in the expected weighied-average cost of capital indicated that a potential impainment of
goodwill might exist for PGL, NSG, MERC, MGU, and Integrys Energy Services, triggering an interim
goodwill impairment analysis effective February 28, 2009 for these raporting units. For this analysis, the
estimated fair value for the PGL, NSG, MERC, and MGU reporting units was determined by utilizing a
combination of the income approach and the market approach methodologies. More weight was given fo
the income approach as Integrys Energy Group believes that the income approach more accurately
captures the anticipated economics and relaied performance expectations for each of these reporting
units. [n the first quarter of 2008, integrys Energy Group announced a strategy change for Integrys
Energy Services. Because it was likely that Integrys Energy Group would sell a significant portion of
Integrys Energy Services, the goodwill at Integrys Energy Services was tested for impairment during each
interim period in 2009 as well as at the time of the April 1, 2002 annual testing date. Af each testing daie,
the fair value of Integrys Energy Services exceeded its carrying amount. Based on the interim test
performed at December 31, 2009, the fair value of Integrys Energy Services exceeded its carrying
amount by more than 10%.

The income approach was hased on discounted cash flows which were derived from internal forecasts
and economic expectations. The key assumptions used to determine fair value under the incoms
appreach included the cash flow period, terminal values based on a terminal growth rate, and the
discount rate. The discount rate represents the estimated cost of debt and equity financing weighted by
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the percentage of debt and equity in a company's target capital structure. The discount rates used in the
income approach for PGL, NSG, MERC, and MGU ranged from 7.25% to 7.5%. The discourt rate used
for Integrys Energy Services was 10.2%. The terminal growth rates used in the income approach ranged
from 2% to 3%.

The market approach far PGL, NSG, MERC, and MGU utilized tha guidseline company meathod, which
calculates valuation multiples based on operating and valuation metrics from publicly traded guideline
companies in the regulated natural gas distribution industry. Multiples derived from the guideline
companies provided an indication of how much a knowledgeable investor in the marketplace would be
willing to pay for an investment in a similar company. These multiples were then applied to the
appropriate operating metric for PGL. NSG, MERC, and MGU to determine indications of fair value.

Aggregate fair values of all of Integrys Energy Group’s operating segments were comparad fo its market
capitalization as an assessment of the appropriateness of the fair value measurements. When assessing
Integrys Energy Group's market capitalization, the average stock price 15 days before and after the
interim February 28, 2009, valuation date was used. The comparison between the aggregate fair values
of all reporting units of integrys Energy Group and the market capitalization indicated an implied control
premium. A control premium analysis indicated that the implied premium was within a range of the overall
premiums observed in the market place.

As a result of applying the first step of goodwill impairment {esting to determine if potential goodwill
impairment existed at the February 28, 2009 interim testing date, Integrys Energy Services passed (fair
value exceeded carrying amount) and PGL, NSG, MERC, and MGU failed {carrying amount exceeded fair
value). As aresult, a $291.1 million pre-tax impainment loss was recorded in the first quarter of 2009,
which included a $148.0 million goodwill impairment loss related to PGL, a $38.2 million goodwill
impaimment loss related to NSG, a $16.7 million goodwill impairment loss related to MERC, and an

$88.2 million goodwill impairment ioss related 1o MGU. See Note 10, "Goodwill and Other Intangible
Assets, " for information.

On the April 1, 2008 annual goodwill impaimment testing date, an increase in equity values for United
States companies, as well as a decrease in the discount rate since February 28, 2009, resulted in the fair
values of PGL, NSG, MERC and MGU exceeding their respective carrying amounts. The resulting fair
values exceeded the carrying amount by less than 10% for each of these four reporting units.

Other

Integrys Energy Group evaluates property, plant, and equipment for impairment whenever indicators of
impairment exist. These indicators include a significant underperformance of the assets relative to
historical ar projected future operating results, a significant change in the use of the assets or business
strategy related to such assets, and significant negative industry or economic trends. If the surn of the
undiscounted expected future cash flows from an asset is less than the carrying value ¢f the asset, an
asset impairment must be recognized in the income statement. For assets held for sale, impairment
charges are recorded if the carrying value of such assets exceeds the estimated fair value less costs to
sell. The amount of impairment recognized is ¢calculated by reducing the carrying vaiue of the assetto its
fair value (or fair value less costs to sell if held for sale). For Integrys Energy Group's regulated utilities,
an asset impairment requires further assessment to determine if a regulatory asset should be recorded.

The review for impairment of tangible assets is more critical to Integrys Energy Services than to any ather
segment because of its lack of access to rate setiing based on cost of service that is available to the
regulated segments. At December 31, 2009, the carrying value of Integrys Energy Services' property,
plant, and equipment totaled $143.8 million. Management's assumptions about future market sales
prices and generation volumes require significant judgment hecause actual prices and generation
volumes have fluctuated in the past s a result of changing fuel costs and reqguired plant maintenance
and are expected to continue to do so in the future. '
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The primary assumptions used at Integrys Energy Services in the impairment analyses are future revenue
streams that depend on future commadity prices, capital expenditures, enviranmental fandscape, and
operating costs. A combination of inputs from both internal and external sources is used to project
revenue streams. Integrys Energy Services forecasts fulure operating costs with input from external
sources. These assumptions are modeled over the projected remaining life of the asset.

Throughout 2009, Integrys Energy Services tested various assets for impairment whenever events or
changes in circumstances indicated that a tast was reguired. No matenial impairment charges were
recorded in 2008 as a result of the recoverability tests. Results of past impairment tests may not
necessarily be an indicator of future results given the nature of the accounting estimates involved, as
discussed more fully above. Future results or changes in assumptions could result in an impairment.

Receivables and Reserves

The regulated natural gas and electric utifities and Integrys Energy Services accrue estimated amounts of
revenues for services rendered but not yet billed. Estimated unbilled revenues are calculaied using a
variety of factors based on customer class or contracted rates. At December 31, 2009 and 2008, Integrys
Energy Group's unbilled revenues were $337.0 million and $525.5 million, respectively. Any difference
between actual revenues and the estimates are recorded in revenue in the next period. Differences
historically have not been significant.

The maiority of the bad debt expense at the utilities is recovered through rates. Integrys Energy Services
calculates the reserve for potential uncollectible customer receivable balances by applying an estimated
bad debt experience rate fo each past due aging categery and reserving for 100% of specific customer
receivable balances deemed to be uncollectible. If the assumption that historical uncollectible experience
matches current customer default is incorrect, or if a specific customar with a large account receivable
that has not previously been identified as a risk defaults, there could be significant changes to bad debt
expense and the uncollectible reserve balance. At December 31, 2009 and 2008, Integrvs Energy
Services' reserve for uncollectible accounts was $19.4 miliion and $16.7 million, respectively.

Pension and Other Postretirement Benefits

The costs of providing non-contributory defined benefit pensicn benefits and other pastretirement
benefits, described in Note 18, "Empioyee Benefit Plans," are dependent upan numsrous factors resulting
from actual plan experience and assumptions regarding future experience.

Pension and other postretirement benefit costs are impacted by actual employee demographics (including
age, compensation levels, and employment periods), the level of contributions made to the plans, and
earnings an plan assets. Pension and other postretirement benefit costs may be significantly affected by
changes ir key actuanal assumptions, including anticipated rates of return on plan assets, discount rates
used in determining the projected pension and other postretirement benefit ebligations and costs, and
health care cost trends. Changes mads to the plan provisions may also impact current and future
pension and other postraetirement benefit costs.

Integrys Energy Group's pension and other postretirement beneft plan assets are primarily made up of
equity and fixed income invesiments. Fluctuations in actual equity and fixed income market returng, as
well as changes in general interest rates, may result in increased or decreased benefit costs in future
periods. Management believes that such changes in costs would be recovered at the regulated
segments through the ratemaking process.

The following table shows how a given change in certain actuarial assumplions wouid impact the

projected benefit obligation and the reported net periodic pension cost. Each facior below reflacts an
evaluation of the change based on a change in that assumption only.
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Percentage- Impact on
Actuarial Assumption Point Change in  Projected Benefit tmpact on 2009
(Millions, except percentages) Assumption Obligation Pension Cost
Discount rate {0.5) $75.5 $7.5
Discount rate Q.5 (84.1) (4.2)
Rate of return on plan assets {0.5) N/A " 54
Rate of return on plan assets 0.5 N/A {5.4)

The following table shows how a given change in certain actuarial assumplions would impact the
accumulated other postretirement benefit obligation and the reported net periodic other postretiremeant
benefit cost. Each factor below reflects an evaluation of the change based on a change in that
assumption only.

Percentage-Paint Impact on impact on 2009
Actuarial Assumption Change in Postretirement Postratirement
(Millions, except percentages) Assumption Benefit Obligation Benefit Cost
Discount rate {(0.5) $28.0 $2.2
Discount rate 05 27.1) (2.2)
Health care cost trend rate 1.0 {48.4) (6.8)
Health care cost irend rate 1.0 58.1 8.3
Rate of return on plan assets (0.5} N/A 1.1
Rate of return on plan assets Q.5 N/A {1.1)

Integrys Energy Group uses an interest rate yield curve to enable it to make approptiate judgments about
discount rates. The yield curve is comprised of non-callabie (or callable with make-whole provisions),
high-quality corporate bonds with maturities between 0 and 30 years. The included bonds are generally
rated "Aa" with a minimum amount outstanding of $50 million. The expected annual benefit cash flows
are discounted for each of Integrys Energy Group's pension and refiree welfare plans using this yield
curve, and a single-point discount rate is developed matching each plan's expected payout structure.

Integrys Energy Group establishes its expected return on asset assumption based on consideration of
historical and projected asset class retuns, as well as the target allocations of the benefit trust portfclios.
The assumed long-term rate of return was 8.5% in 2009, 2008, and 2007. For 2009, 2008, and 2007, the
actuat rates of return an pension plan assets, net of fees, were 22.0%, (25.9)%, and 6.2%,; respectively.

The determination of expected retumn on qualified plan assets is based on a market-related valuation of
assets, which reduces year-to-year volatility. Cumulative gains and losses in excess of 10% of the
greater of the pension or other postretirement benefit obligation or market-related value are amortized
over the average remaining future service to expected retirement ages. Changes in fair value are
recognized over the subsequent five years for plans sponsored by WPS, while differences betwsen actual
investment returns and the expected return on plan assets are recognized over a five-year period for
pension plans spansored by IBS and PEC. Because of this method, the future valus of assets will be
impacted as previously deferred gains or losses are included in market-related value.

In selecting assumed health care cost trend rates, past perfformance and forecasts of health care costs
are cansidered. For more information on health care cost trend rates and a table showing future
payments that Integrys Energy Group expects to make for pension and other postretirement benedits, see
Note 18, "Employee Benefit Plans.”

Regulatary Accounting

The electric and natural gas utility segments of integrys Energy Group fallow the guidance under the
Regulated Operations Tapic of the FASB ASC, and the financial statements reflect the effects of the
different ratemaking principles followed by the various jurisdictions regulating these segments. Certain
items that would otherwise be immediately recognized as revenues and expenses are deferred as
regulatory assets and regulatory liabilities for future recovery or refund to customers, as authorized by
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Integrys Energy Group's regulators. Future recovery of regulatory assets is not assured, and is generally
subject to review by regulators in rate proceedings for matters such as prudence and reasonableness.
Management regularly assesses whether these requiatory assets and liabilities are probable of future
recovery or refund by considering factors such as changes in the regulatory environment, eamings at the
utility segments, and the status of any pending or potential deregulation legislation. Once approved, the
regulatory assets and liabilities are amortized into income over the rate recovery period. If recovery or
refund of costs is not approved or is no longer deemed probable, these regulatory assets or liabilities are
recagnized in current period income,

The application of the Regulated Operations Topic of the FASB ASC would be discontinued if the
regulated electric and natural gas utility segments or a separable portion of those segments would no
longer meet the criteria for application. Assets and liabilities recognized solely due to the actions of rate
regulation would no longer be recognized on the balance sheet, but rather classified as an exiraordinary
item in income for the period in which the discontinuation occurred. A write-off of all of integrys Energy
Group's’ regulatory asseis and regulatory liabilities at December 31, 2009, would resultina 13.1%
decrease in total assets and a 4.2% decrease in total liabiliies. See Nota B, "Regulatory Assets and
Liabifities," for more information,

Environmental Activitias Relating to Former Manufactured Gas Operations

Integrys Energy Group's natural gas utilities, their predecessors, and certain former affiliates operated
facilities in the past at multiple sites for the purpose of manufacturing and storing manufactured gas. The
ulility subsidiaries are accruing and deferring the costs incurred in connection with environmental
activities at the manufactured gas plant sites pending recovery through rates or from other entities. The
amounts deferred include costs incurred but not yet recovered through rates and management's best
estimates of the costs that the utilities will incur in investigating and remediating the manufactured gas
sites. Management's estimates are based upon a probabilistic model and an ongoing review by
management of future investigative and remedial costs.

Management considers this policy critical due to the substantial uncertainty in the estimation of future
costs with respect to the amount and timing of casts, and the extent of recovery from other potential
responsible parties. See Note 16, "Commitments and Contingencies," for further discussion of
environmental matters.

Tax Provision

Integrys Energy Group is required to estimate income taxes for each of the jurisdictions in which it
operates as part of the process of preparing Integrys Energy Group's consolidated financial statements.
This process involves estimating actuai current tax liabilities together with assessing temporary
differences resulting from differing treatment of items, such as depreciation, for tax and accounting
purposes. These differences result in deferred tax assets and liabilities, which are included within
Integrys Enargy Group's Consolidated Balance Sheets. integrys Energy Group must also assess tha
likelihood that its deferred tax assets will be recovered through future taxable income. To the extent
Integrys Energy Group believes that recovery is not likely, it must establish a valuation allowance, which
is offset by an adjustment to the provision for income taxes in the Consolidated Statements of Income.
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Uncertainty associated with the application of tax statutes and regulations and the outcomes of tax audits
and appeals require that judgment and estimates be made in the accrual process and in the calculation of
effactive tax rates. Integrys Energy Group adopted the provisions of FASB Interpretation Mo. 48,
“"Accounting for Uncertainty in Income Taxes ~ an Interpretation of FAS 108" (now incorporated as part of
the Income Taxes Topic of the FASB ASC), which requires that only income tax benefits that meet the
"more likely than not" recognition threshold be racognized or continue e be recognized. The change in
the unrecognized tax benefits needs to be reasonabiy estimated based on an evaluation of the nature of
uncertainty, the nature of event that could cause the change, and an estimate of the range: of reasonably
possible changes. As allowed under Interpretation No. 43, Integrys Energy Group also elected to change
its method of accounting to record interest and penalties paid on income tax obligations as & component
of provision for income taxes.

Significant management judgment is required in determining Integrys Energy Group's provision for
income taxes, deferred tax assets and liabilities, and any valuation allowance recorded against deferred
tax assets. The assumptions involved are supported by historical data, reasonable projections, and
technical interpretations of applicable tax laws and regulations acrass multipte taxing jurisdictions.
Significant changes in these assumptions could have a material impact on Integrys Energy Group's
financial condition and resuits of operations. See Note 1(0}, "Summary of Significant Accounting Policies
—Income Taxes," and Note 15, "Income Taxes," for a discussion of accounting for income taxes.

IMPACT OF INFLATION

Integrys Energy Group's financial statements are prepared in accordance with GAAP. The stataments
provide a reasonable, objective, and guantifiable statement of financial results, but generally do not
evaluate the impact of inflation. For integrys Energy Group's regulated operations, 1o the extent it is not
recovering the effects of inflation, it will file rate cases as necessary in the various jurisdictions in which it
operates. Integrys Energy Group's nonregulated businesses include inflation in forecasted costs.
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ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

Market Risks and Other Significant Risks

Integrys Energy Group has potential market risk exposure related to commodity price risk {including
regulatory recovery risk}, interest rate risk, and equity return and principal preservation risk. Integrys
Energy Group is also exposed to other significant risks due te the nature of our subsidiarias’ businesses
and the environment in which we operate, Integrys Energy Group has risk management policies in place
to monitor and assist in controlling these risks and may use derivative and other instruments to manage
some of these exposures, as further described below.

Commodity Price Risk and Regulatory Recavery Rigk
Utitities

The electric utilities of Integrys Energy Group purchase natural gas, fuel oil, and coal for use in power
generation. They also buy power from the MISO market at a price that is often reflective of the underlying
cost of natural gas used in power generation. Prudent fuel and purchased power costs are recovered
from customers under one-for-one recovery mechanisms by UPPCO and by the whaolesale electric
operations and Michigan retail electric operations of WPS. The costs of natural gas used by the natural
gas utility subsidiaries are generaliy also recovered from customers under one-for-one recovery
mechanisms. These recovery mechanisms greatly reduce commodity price risk for the utilities.

WPS's Wisconsin retail electric operations de not have a one-for-one recovery mechanism for price
fluctuations. Instead, a "fuel window" mechanism has partially mitigated the year-to-year price risk. See
Note 1{e), "Summary of Significant Accounting Policies — Revenue and Customer Receivables," for more
information.

To manage commodity price risk, our regulated utilities enter into contracts of varicus durations for the
purchase and/or sale of natural gas, fuel for electric generation, and electricity. In addition, the electric
operations of WPS and the natural gas operations of WPS, PGL, NSG, and MERC employ risk
management techniques, which include the use of derivative instruments such as swaps, futures, and
options.

Inteqgrys Enerqy Services

Integrys Energy Services seeks to reduce market price risk from its generation and energy supply
portfolios through the use of various financial and physical Instruments.

To measure commodity price risk exposure, Integrys Energy Group employs a number of controls and
processes, including a value-at-risk (VaR) analysis of its exposures. Integrys Energy Services' VaR
calculation is utilized to quantify exposure to market risk associated with its marketing and trading
portfolio (primarily natural gas and pawer positions), which also includes near-term positions managed
under its asset management strategy through tolling agreements with the merchant generating fleet. The
VaR calculation excludes the long-dated positions created by owning merchant generation and
associated coal, sulfur dioxide emission allowances, and other ancillary fuels. Additionally, financial
transmission rights, renewable energy credits, and certain portions of long-dated natural gas starage and
transportation contracts are also excluded from the VaR calculation. The capped downside nature of the
risks and duration of these positions would resuli in a VaR that would not be represeniative of the actual
exposure. Therefore, integrys Energy Services evaluates the exposures for these types of contracts by
assessing the maximum potential loss of the positions which would represent the cost of the physical
asset or the fixed demand charges for the contract.
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VaR is used to describe a probabilistic approach to quantifying the exposure to market risk. The VaR
amount represents an estimate of the potential change in fair value that could accur from changes in
market factors, within a given confidence level, if an instrument or portfaiio is held for a specified time
period. VaR models are refatively sophisticated. However, the quantitative risk information is limited by
the parameters established in creating the model. The instruments being used may have features that
could trigger a potential loss in excess of the calculated amount if the changes in the underlying
commodity price exceed the confidence level of the model used. VaR is not necessarily indicative of
actual results that may oceur. In addition to VaR, integrys Energy Services employs other risk
measurements including mark-to-market valuations, stress testing, and scenario based testing. In
conjunction with the VaR analysis, these other risk measurements provide the risk management analysis
for Integrys Energy Services' risk exposure. Additionally, Integrys Energy Services also uses volume
limits and stop loss limits to limit its exposure to commodity price movements.

VaR has a number of limitations that are important to consider when evaluating the calculation results.
Mosi importantly, VaR does not represent the maximum potential loss of the portfolio. Price movements
outside of the relevant confidence levels can and do occur and may result in losses exceading the
reported VaR. Large short-term price moves can be caused by catastrophic weather events or other
drivers of short term supply and demand disruptions. Also, the holding period may not always be an
adequate assessment of the imeframe to close out positions. Short-term reductions in market liquidity
could cause Integrys Energy Services to hold positions open fonger than anticipated, resufting in greater
than predicted losses. Additionally, there are other risks not captured by the VaR metric inciuding, but not
limited to, the risk of customer and vendor nonperformance and the risks associated with the liquidity in
the markets in which Integrys Energy Services transacts. Customer and vendor nonperformance risk
cauld result in bad debt losses, realized and unrealized losses on commodity contracts, or increased
supply costs in the event that coniractual obligations of our counterparties are not met. Market liquidity
risk refers to the risk that Integrys Energy Services witl not be able to efficiently enter or exlt commaodity
positions.

integrys Energy Services' VaR is calculated using non-discounted pasitions with a delta-narmal
approximation based on a one-day holding period and a 95% confidence |level, as well as-a lan-day
holding period and 99% confidence level. The delta-normal approximation is based on the assumption
that changes in the vaiue of the portfolic over short ime periods, such as one day or ten days, are
normally distributed. integrys Energy Services' VaR calculation includes financial and physical
commodity instruments, such as forwards, futures, swaps, and options, as well as natural gas inventory,
natural gas storage, and fransportation contracts, to the extent such positions are mgmﬂcant but
excludes the positions mentioned above.

The VaR for Integrys Energy Services' portfolio at a 95% confidence level and a ane-day holding period is
prasented in the following table:

{Millions} 2009 2008

As of December 31 $0.6 $1.3
Average for 12 months ended December 31 0.8 1.4
High for 12 months anded December 31 14 - 23
Low for 12 months ended December 31 0.6 - 0.9
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The VaR for integrys Energy Services' portfolio at a 99% confidence level and a ten-day holding period is
presented below:

{Millions) 2009 2008
As of December 31 $2.9 $586
Average for 12 months ended December 31 3.8 6.2
High for 12 months ended December 31 4.7 10.2
Low for 12 months ended December 31 2.9 4.8

The average, high, and low amounis were computed using the VaR amounts at each of the four quarter
ends.

The year-over-year decrease in VaR was driven by a substantial reduction in trading activity, as a result
of Integrys Energy Services’ strategy change and ulimate decision to exit its wholesale natural gas and
electric businesses, and its Canadian energy markefing business.

Interest Rato Risk

Integrys Energy Group is exposed to interest rate risk resulting from its variable rate long-term debt and
short-term barrowings. Exposure to interest rate risk is managed by limiting the amount of variable rate
obligations anc continually monitoring the effects of market changes on interest rates. Integrys Energy
Group enters into long-term fixed rate debt when it is advantageous to do so. Integrys Energy Group may
also enter into derivative financial instruments, such as swaps, to mitigate interest rate exposure.

Due to decreases in short-term borrowings in the last year, Integrys Energy Group has decreased its
exposure to variable interest rates. Based on the variable rate debt of Integrys Energy Group outstanding
at December 31, 2009, a hypothetical increase in market interest rates of 100 basis points would have
increased annual interest expense by $3.5 million. Comparatively, based on the variable rate debt
outstanding at December 31, 2008, an increase in interest rates of 100 basls points would have increased
interest expense by approximately $11.7 million. This sensitivity analysis was performed assuming a
constant level of variable rate debt during the period and an immediate increase in interest rates, with no
other changes for the remainder of the period.

Equity Return and Princlpal Preservation Risk

Integrys Energy Group currently funds liabilities related to employee benefils through various external
trust funds. The trust funds are managed by numerous invesiment managers and hold investments in
debt and equity securities. Changes in the market value of these investments can have an impact on the
future expenses related to these liabilites. Declines in the equity markets or declines in interest rates
may result in increased future costs for the plans and possible fulure required contributions for the
pension plans. Integrys Energy Group monitors the trust fund portfolic by benchmarking the performance
of the investments against certain security indices. Most of the employee benefit costs relats to Integrys
Energy Group's regulated utilities. As such, the majority of these costs are recoversed in customers’ rates,
mitigating the equity retum and principal preservation risk on these exposures. Effective May 1, 2008,
and July 1, 2008, the defined pension plans were closed to new union hires ai PGL and NEG,
respectively. Effective April 19, 2008, and December 18, 2008, the defined bensfit pension plans were
closed to new union hires at UPPCQO and WPS, respectively. Effective January 15, 2010, the defined
pension plans were closed to new Local 12285 union hires at MGU.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

A. MANAGEMENT REPORT ON INTERNAL CONTROL. OVER FINANCIAL
REPORTING

The management of integrys Energy Group and its subsidiaries s responsible for establishing and
maintaining adequate internal control over financial reporting. Integrys Energy Group's control systems
were designed to provide reasonable assurance to Integrys Energy Group's management and Board of
Directors regarding the preparation and fair presentation of published financial statements,

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and presentation.

Integrys Energy Group's management assessed the effectiveness of its internat control over financial
reporting as of December 31, 2009. In making this assessment, it used the criteria set forth by the
Committee of Sponsoring Qrganizations of the Treadway Commigsion {COS0) in Internaf Control -
integrated Framework. Based on this assessment, managemant belisves that, as of December 31, 2009,
Integrys Energy Group's intemal controt over financial reporting is effective based on those criteria.

Integrys Energy Group, Inc.'s independent registered public accounting firm has issued an audit report on
the effectiveness of Integrys Energy Group's internal control over financial reporting.
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B. REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Integrys Energy Group, Inc.:

We have audited the internal control over financial reporting of Integrys Energy Group, inc. and
subsidiaries (the "Company”) as of December 31, 2009, based on criteria established in internal Controf -
integrated Framework issued by the Committee of Sponsoring Orgenizations of the Treadway
Commission. The Company's management is respansible for maintaining effective intemal control over
financial reperting and for its assessment of the effectiveness of intemal control over financial reporting,
included in the accompanying Management Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Company's intemal control over financial reperting based on
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective intemnal control over financlal reporting was maintained in ali material
respects. Our audit included obtaining an understanding of internal cantrol aver financial reporting,
assessing the risk that a material weakness exists, testing and evaluating the design and gperating
effectiveness of internal control based on the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion,

A company's internal control over financial reporting is a process designed by, or under the supervision
of, the company’s principal executive and principal financial officers, or persons performing similar
functions, and effected by the company's board of directors, management, and other personnel to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of recorgs that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recarded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (32) provide
reasonabie assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the: possibility of
collusion or improper management averride of controls, material misstatemants due to arror or fraud may
not be prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of
the internal control over financial reporting to future periods are subject to the risk that the controls may

become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may detericrate.

In our opinicn, the Company maintained, in all material respects, effective internal control over financial

reporting as of December 31, 2009, based on the criteria established in Internal Control —integrated
Framework issued by the Committee of Sponsocring Organizations of the Treadway Commission.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements and financial statemant schedules as of and
for the year ended December 31, 2009 of the Company and aur report dated February 25, 2010
expressed an unqualified opinion on those financial statements and financial statement schedules.

/s/ Deloitte & Touche LLP

Milwaukee, Wiscansin
February 25, 2010
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C. CONSOLIDATED STATEMENTS OF INCOME

Year Endad December 31

{Millions, except per share data) 2009 2008 2007
Nonreguiated revenues $4,004.0 §9,737.9 $6.987.0
Ulility revenues 3.495.8 4,309.9 3,305.4
Total revenues 1.499.8 14,0478 10,292 .4
MNenregulated cost of fuel, natural gas, and purchased power 3,701.3 9.654.3 6,676.2
WHility cost of fuel, natural gas, and purchased power 1,919.8 2,744.1 2.044.2
Operating and maintenance expense 1,160.6 1,081.2 922 1
Goodwill impairment loss 2911 6.9 -
Restructuring expense 43.5 - -
Loss an Integrys Energy Services dispositions related to strategy change 289 - -
Depreciation and amaortizalion expense 230.9 221.4 1951
Taxes other than income taxes 96.3 93.6 87.4
Operating income 87.4 245.7 3I67.4
Miscellanecus income 8p0 873 4.1
Interest expense (164.8) {158.1) {164.5)
Other expense (75.8} (70.8) {100.4)
Income before taxes 116 175.9 267.0
Provision for Income taxes 83.2 51.2 86.0
Net income {ioss) from continuing operations (71.6) 124.7 181.0
Discontinued operations, nat of fax 2.8 47 73.3
Net income (loss) (68.8) 1254 254.3
Preferred stock dividends of subsidiary .1 (3.1) {3.7)
Noncontrolling interest in subsidiaries 1.0 0.1 0.1
Net income {loas) attributed to common shareholders {$70.9) $128.4 $251.3
Average shares of common stock

Basic 76.8 767 716

Diluted 76.8 77.0 71.8
Earnings (loss) per common share (basic}

Net income (Ioss) from continuing operations ($0.96) $1.59 $52.49

Discontinued operations, net of tax 0.04 0.06 1.02

Eamnings (loss) per commaon share (bagic) {$0.92) §1.65 $3.51
Earnings (loss} per common share (diluted)

Net income (loss) from continuing operations {$0.96) $1.58 $2.48

Discontinued operations, net of tax 0.04 0.06 1.02

Earnings {loss} per commaon shara {diluted) ($0.92) $1.64 $3.50
Dividends par common share declared $2.72 $2.68 $2.56

The accompanying notes to Integrys Enengy Group's consolidated financial statements are an integral part of these statements.
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D. CONSOLIDATED BALANCE SHEETS

At December 31 -

{Millions) 2009 2008
Assels

Cash and cash equivalents Sdd.6 $254.1
Collateral on deposit 184.9 2.7
Accounts recelvable and accruec unbllled revenues, net of reserves of $57.5 and $52.5, respectively 958.0 1.802.8
Inventories 043 1328
Assets from risk management activities 1,5224 22237
Regulatory assets 1214 244.0
Deferred income taxes 929 -
Assats held for sale n5 - 26.3
Qther current assets 2579 260.8
Current assets 35122 5.017.0
Praperty, plant, and equipment, net of accumulated depreciation of $2,347.2 and $2,701.0, respectively 4,945.1 4,748.5
Regulatary assets 1,434.9 14448
Assals from risk management activities 7364 758.7
Goodwill 6425 8339
Other long-term assets 517.8 480.6
Total assels $11,847 9 . $14,272.5

Liabilities and Equity

Short-term dskt 2221 $1,208.0
Currant portian of lang-term debt 1165 . 150.0
Accounts payable 6194 1,534.3
Liabilities from risk managemeant activities 1,6071 2,188.7
Reguiatory liakilities 1004 58.8
Liabilities hedd for sale 03 75
Deferrad income taxes - 7.6
Other current liabilities 461.8 494.7
Curvent liabilities 3.147.6 5,T16.5
Long-term debt 347 2.085.7
Deferred income taxes 6582 435T
Defered investment tax credits 6.2 389
Regulatory liabilitias gt 2755
Enviranmantal ramadation liabilities 658.8 B40.6
Pension and other posiretirernent benefit obligations 6407 B385
Liabilities from risk management activities 7831 7627
Asset retirement obligations 134.3 1789
Other long-term liabilities 147.4 152.8
Long-term liabilities 57915 5,405.3

Commitmants and contingancics

Common stock - §1 par vale; 200,000,000 shares authorized; 76,418,543 shares issuad;

75,980,143 shares autstanding 764 764
Additional paid-in capital 2,497.8 24879
Retained earmings - 345.6 824 6
Accumulated other comprehensive Inss (44.0) 72.8)
Treasury stock and shares in deferred compensation trust {17.2) [16.5)
Total commen sharsholders” equity 2,850.6 3,080.6
Praferred stock of supsidiary - $100 par value; 1,000,000 shares awthorized;

511,882 shares issued; 510,495 shares outstanding 514 511
Noncontrolling interast in subsidiaries 0.8} -
Total liabilities and equity $11,847.9 §14,2725

The accompanying notes to Integrys Energy Group's consolidated financial siatamants are an intagral pan of thaas statements.
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E. CONSOLIDATED STATEMENTS OF EQUITY
Inteqrys Energy Group Common Shareholders’ Squity
Deferred Acoumuiatad Total
Compensation Additioral Citrer Carnmon Prefarred
Trustand Commop Paidin  Retained Comprenensive Shareholders' Stockof  Nonconiroling  Total
Millicns) Treasury Stock Stock  Capital Earnings  Income (Loss) Equity Subsidiary Interest Equity
Balance al Dacember 41, 2006 mw;.s) A $880. 3.2 :ﬂm 5] $15336 _ §51.1_ 50,2 31,0849
Met income attributed to comman shareholders - B - 2513 - 2513 - (0.1} 251.2
Cther comprehensive income
Cash flow hedges {net of tax of §3.1) - - - - 49 4.9 - - 4.9
Unrecegnized pension and other postretirement
costs {net of taxes of §3.0) - - - - 3.8 38 - 38
Avaitable-for-sale securities {net of tax of $0.2) - - - - 0.4 0.4 - 04
Foreign currency translation (net of tax of $2.2) - N - 36 36 - 36
Comprehensive income 264.0 2839
Issuance of comman stock, - 1 445 - - 45.6 - - 456
PEC merger - 3te 15274 - - 1,689.3 - - 1,569.3
Stock based compensation - . a7 - - 8.7 - - B.7
Dividends on commen stock - - (172.0) (177.0) - - {177.0)
Net contribulions from noncontrolling paries - - - - - 01 0.1
Ether — . {1.5 1.6 - {C.2 1.4
Balance at December 31, 2007 515.0) . . 3) 2355 - %3,
Net incoma affributed to common shareholders - - - 126.4 - 126.4 - (0.1) 126.3
Ciher comprehensive inceme (loss)
Cash flow hedges {net of tax of $33.7) - N - {52.8) (52.8) - - {52.8)
Unrecognized pension and other postretinemant
costs (net of taxes of $8.1) - - {12.7) (12.7) - . (127}
Available-for-saje securities (net of tax of $0.3) - . - (0.5) {0.5) - - 05)
Forelgn currency translation {net of tax of $3.4) - - - - {5.5) {5.5) - - {5.5)
Comprehensive income 54.8 54.8
Cumulative effect of change in accounting principie - . - 45 - 46 - - 45
Effects of changing pension plan mezasurement
date pursuant to SFAS No. 158 - - - {3.5) - {3.5) - - (3.5)
Purchase of deferred compensation shares 2.7 - - - - 2.7 - - (2.7)
Stock based compensation DA . 125 - - 128 . - 126
Dividends on common stock - - - {203.9) - (203.9) . - (203.9)
Net contributicns from noncontrolling parties - . N . - - - 0.1 D1
Other _ 1.1 - 1.6 {0.8) - 1.9 - - 19
Balance at December 31, 2008 ($16.5) 76.4 $2,4879 §6240 {372.8} $3,096.6 $51.1 $ - $3,1350.7
Net loss attibited 1o common sharehaiders - N " 70.9) . (7¢.8) - (10 (71.9)
Other comprehensive income {loss)
Cash flow hedges (net of tax of $17.0) - - - M5 N5 - 35
Unrecoghized pension and other postretirement
casts (net of taxes of §3.2) - - - - {6.7) (6.7} . - 6.7
Available-for-sale securities (net of tax of $0.1) - - - - (0.1) 0.1) - - 0.1)
Foreign currency translation (nat of tax of $2.8) - - - - [N 4.1 - - 4.1
Comprehersive loss (42.1) 43.1
Purchase of deferred compensation shares (3.1) - - - - 3.0 - - (3.1}
Stock based compensation 01 . 11.3 - - 11.4 - - 11.4
Dividends on comman stock - - - (2069 - (206.9) - - {206.9)
Net coniributions from noncontrolling parties - - . - - - - Q.1 0.1
Gther 2.3 . 14 {1.2) . 0.3) - - 0.3
‘Balance al December 31, 2000 mﬁ.e (544.0) 828688 GBI 2, 008.8

The accomoanying nates to integrys Energy Group's consolidated financial statemsnts are an Integral part of these statamants.
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F. CONSQLIDATED STATEMENTS OF CASH FLOWS

Yaar Ended December 3t
[Milkions) 2000 _2008 2007
Operating Activitles
Net income {loss) ($63.8) §1294 $254.3
Adjustments to recontile netincome (loss) to net cash provided by (usec for) operating activities.
Discontinued operations, net of tax 2.8} 4.7 [73.3)
Goodwill impairment loss 2811 65 -
Deprecialion and amortization expense 2309 2214 1951
Refund of nonquatfied decommissioning trust {0.5) 10.5) {70.8)
Racovaries and refunds of olher regulatory assets and lisbillies 413 8.2 326
Net urwealized losses (gains) on nonregulated enargy contracts 104.2 (15.8) (68.5)
Nonragulated lower of cost or market inventory adustmants 42 1E7.3 70
Bad debt expense 845 %8 39.9
Pension and other postretirement expense 124 %07 815
Pension and other postretirament contributions {%3.3) {40.8} {35.3)
Daferrad income taxes and inveskment lax credit ET8 824 6.8
{Galn) loss on sale of assets FLE] {1.2} 1.8
Equity incoeme, net of dividends (16.1) (15.1} 24
Other ass 29 {24.1)
Changes in working capital
Collateral on deposit 455 {239.2) 820
Accounts receivable and accrued unbilled revenues 884.8 (200.7) (307
Inventories 44,1 (312.0} {172.9)
Cither currant assets 395 {124.6) 0.8
Agcounts payable (604.7) (832) {B€.5)
Cther curranl liabilities {20} {10.8)} 55.3
Net cash provided by {used for) operating actvlies 1,606.3 (250.0) 2305
Invasting Activitles
Capilal expenditures {4442) (632.3) (302.8)
Proceeds from the sale or disposal of asests 446 3. 156
Purchase of equity investments (34.1) (378 (68.5)
Cash paid for transaction costs related 1o PEC merger - - {144)
Restricted cash for repayment of long-term dabt - - 20
Cash paid for ransmission interconnection - {(174) (23.9)
Praceeds received From transmission Interconnection - a0, -
Other (7.0) 5.0 B.3
Net cagh used for investing acthitles (440.7) (452.2) {461.5)
Financing Actlvities
Short-term delt, net {157 5607 {463.7)
Issuance of notes payzable - 185.7 -
Redemption of notes payable {157.9) - -
Proceeds from sale of borrowed natural gas 162.0 £30.4 211.8
Purchese of natural gas to repay natural gas loans {445.2) {257.2) {177.6)
lasuance of long-term debt 2300 1815 125.2
Repayment of long-term gebt {157.8) (68.1} {28.6)
Payment of dividends
Preferred stook (3.1) (3.4) a1
Camman stock {2069) {203.9) (177.0)
Issuance of common stock - - 46.6
Froceeds from derivative contracts redated te divestitures olassified as financing ackvitiss 339 - -
Cther M7.7) (3N 6.9
Net cash (used for) providad by financing activities 1,378 4) 93 {469.2)
Change in cash and cash stuivalents - continuing apecations (129 209.1 {672.2)
Ghange in cash and cash equivalents - dissontinued operations
Net eash used fur opérating activities . - {109.3}
Nel pash praovided by investing activiiea - 32 38 7935
Change in ¢ash and cash equivalents (209.6) 2129 18.0
Cash ang cash equivalents at begimning of yaar 254.% 412 23.2
Cagh and cazh aquivalents at enc of year 544.5 $254.1 $41.2

The accompanying notes fo Integrys Energy Group's consclidased financial stataments are an Integral part of these statements.

-B2-



ATTACHMENT G

G. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{(a) Nature of Operations--Integrys Energy Group is a holding company whose primeary wholly owned
subsidiaries at Decembar 31, 2009 included WPS, UPPCO, MGU, MERC, PGL, NSG, IBS, and Integrys
Energy Services. Of these subsidiaries, six are regulated electric and/or natural gas utilities, one, IBS, s a
wholly owned centralized service company, and one, Integrys Energy Services, is a nonregulated energy
supply and services company. |n addition, WPS Investments, LLC holds an approximate 34% interest in
ATC.

The term "utility" nefers to the regulated activities of the electric and naturai gas utility segments, while the
term "nonutility” refers to the activities of the electric and natural gas utility segments that are not
regulated. The term "nonregulated” refers to activities al Integrys Energy Services, the Integrys Energy
Group holding company, and the PEC holding company.

{b) Consolidated Basis of Presentation—The consolidated financial statements include the
accounts of Integrys Energy Group and all majority owned subsidiaries, after eliminating intercompany
transactions and balances. If a2 noncontrolling owner's equity is reduced to zero, Integrys Energy Group's
policy is to record 100% of the subsidiary's losses until the noncontrolling owner makes capital
contributions or commits to fund its share of the operating costs. The cost method of accounting is used
for investments when Integrys Energy Group does not have significant influence over the operating and
financial policies of the investee. Investments in businesses not controlied by Integrys Energy Group, but
over which it has significant influence regarding the operating and financial policies of the investee, are
accounted for using the equity method. For additional information on equity method investments, see
Nate S, "Investments in Affiliates, al Equity Method.” These consolidaied financial statements also reflact
Integrys Energy Group's proportionate interests in certain jointly owned utility facilities.

{c) Use of Estimates—Integrys Energy Group prepares its consolidated financial statements in
conformity with accounting principles generally accepted in the United States of America. Integrys Energy
Group makes estimates and assumptions that affecl assets, liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results may differ from these estimates.

(d) Cash and Cash Equivalents—Short-term investments with an ariginal maturity of three months or
less are reported as cash equivalents.

The following is supplemental disclosure to the Integrys Energy Group Consolidated Statements of Cash
Flows:

{Millions) 2009 2008 2007
Cash paid for interest $164.8 $156.8 ‘$144.5
Cash paid for income taxes 19.1 100.8 198.1
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Significant non-cash transactions were:

(Miilions) 2009 2008 2007
Construction costs funded through accounts payable $30.4 $342 § 264
Intangible assets (custormer contracts) received in exchange

for risk management assets 17.0 - -
Equity issued for net assets acquired in PEC merger - - 1.559.3
Realized gain on seflliement of contracts due to PEC merger - - 4.0
PEP post-closing adjustmeants funded through other current

liabilities - - 99

(e) Revenue and Customer Receivables—-Revenues are recognized on the accrual basis and
include estimated amounts for electric and natural gas services provided but not billed. At December 31,
2009, and 2008, Integrys Energy Group's unbilied revenues were $337.0 million and $525.5 million,
respectively. At December 31, 2009, there were no customers or industries that accounted for more than
10% of Integrys Energy Group's revenues.

Prudent fuel and purchased power costs are recovered from customers under one-for-one recovery
mechanisms by UPPCO and by the wholesale electric operations and Michigan retail electric operations of
WFS, which provide for subsequent adjustments to rates for changes in commodity costs. There is a
portion of WPS's wholesale electric business that limits cost recovery to no greater than the 2-year
average rate charged to large industrial retail customers for that same period. The costs of natural gas
prudently incurred by the natural gas utility subsidiaries are also recovered from cusiomers under
one-for-one recovery mechanisms.

WPS's Wisconsin retail electric aperations do not have a one-for-one recovery mechanism. Instead, a
"fue! window” mechanism is used to recover fuel and purchased power costs. Under the fuel window, if
actual fuel and purchased power costs deviate by more than 2% from costs included in the rates charged
to customers, a rate review can be triggered. Once a rate review is triggered, rates may be reset (subject
to PSCWV approval) for the remainder of the year to recover or refund, on an annuaiized basis, the
projected increase or decrease in the cost of fuel and purchased power.

All of Integrys Energy Group's utility subsidiaries are required fo provide service and grant credit (with
applicable deposit requirements) to customers within their service terrilories. The companies continually
review their customers' credit-warthiness and obtain or refund deposits accordingly. The utilities are
generally precluded from discontinuing service to residential customers during winter moratorium months.

PGL credits proceeds from its interstate services against natural gas costs, resulting in a reduction to
utility customers' natural gas charges. '

WPS and UPPCO both sell and purchase power in the MISO market. If WPS or UPPCO is a net seller in
a particular hour, the net amount is reported as revenue. If WPS or UPPCOQ is a net purchaser in a
particular haur, the net amount is recarded as utility cost of fuel, natural gas, and purchased power on the
Consolidated Statemants of Income.

integrys Energy Group presents revenues net of pass-through taxes on the Consolidated Statements of
income.

{f) Inventories-—-inventories consist of natural gas in storage, liquid propane, and fossil fuels,
including coal. Average cost is used to value fossil fuels, liquid propane, and natural gas in storage for the
regulated ulilities, excluding PGL and NSG. PGL and NSG price natural gas storage injections at the
calendar year average of the costs of natural gas supply purchased. Withdrawals from sterage are priced
on the LIFO cost method. Inventories stated on a LIFO basis represented approximatsly 34% of total
inventories at December 31, 2009, and 16% of total inventories at Deceamber 31, 2008. The estimated
raplacement cost of natural gas in inventory at December 31, 2009, and December 31, 2008, exceeded
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the LIFO cost by approximately $220.5 million and $212.2 million, respectively. In calculating these
replacement amounts, PGL and NSG used a Chicago city-gate natural gas price per dekatherm of
$6.14 at December 31, 2009, and $5.80 at December 31, 2008.

Inventories at Integrys Energy Services are vaiued at the lower of cost or market unless hedged pursuant
to a fair value hedge, in which case changes in the fair value of inventory subsequent to the hedge
designation are recorded directly to inventory. Integrys Energy Services recorded net write-downs of
$44.2 million, $167.3 million, and $7.0 million in 2009, 2003, and 2007, respactively.

(9) Risk Management Activities~As part of its regular operations, Iniegrys Energy Group enters into
contracts, including options, swaps, futures, forwards, and other contractual commitments, io manage
market risks such as changes in commaodity prices and interest rates, which are described more fully in
Note 2, "Risk Management Activities." Derivative instruments at the utilities are entered into in
accordance with the terms of the risk management plans approved by their respective Boards of Directors
and, if applicable, by their respective regulators.

All derivatives are recognized on the balance sheet at their fair value unless they quatify for the normal
purchases and sales exception. Integrys Energy Group continually assesses its contracts designaied as
nermal and will discontinue the treatment of these contracts as normal if the required criteria are no longer
met. Most energy-related physical and financial derivatives at the utilities qualify for regulatary deferral,
These derivatives are marked to fair value; the resulting risk management assets are offset with regulatory
liabilities or decreases to regulatory assets, and risk management liabilities are offset with regulatory
assets or decreases fo regulatory liabilities. Management believes any gains or losses resulting from the
eventual settlement of these derivative instrumants will be refunded to or collected from customers in
rates.

Integrys Energy Group classifies unrealized gains and losses on derivative instruments that do not qualify
for hedge accounting or regulatory deferral as a component of margins or operating and meintenance
expense, depending on the nature of the transactions. Unrealized gains and losses on fair value hedges
are recognized currently in revenue, as are the changes in fair value of the hedged items. To the extent,
they are effective, the changes in the values of contracts designated as cash flow hedges are included i in
ather comprehensive income, net of taxes. Fair value hedge ineffectiveness and cash flow hedge
ineffectiveness are recorded in revanue or operating and maintenance expense on the Consciidated
Statements of Income, based on the nature of the transactions. Cash fiows from derivative activities are
presented in the same category as the item being hedged within operating activities on the Consolidated
Statements of Cash Flows unless the derivative contracts contain an other-than-ingignificant financing
element, in which case the cash flows are classified within financing activities. '

FASB ASC 815-10-45 provides the option to present certain asset and liability derivative positions net on
the balance sheet and to net the related cash collateral against these net derivative positions. Integrys
Energy Group elected not to net these items. On the Consoiidated Balance Sheets, cash collateral
provided to others is shown separately as collateral on deposit, and cash collateral received from others is
reflected in other current liabilities.

{h) Emission Allowances—Integrys Energy Services accounts for emission allowances as intangible
assets, with cash inflows and outflows related fo purchases and sales of emission allowances recorded as
investing activities in the Consolidated Statements of Cash Flows. Integrys Energy Services uses the
guidance under the Property, Plant, and Equipment Topic of the FASB ASC to test alliowancas for
impairment. The utilities account for emission allowances as inventory st average cost by vintage year.
Charges to income result when allowances are utilized in operating the ufilities' generation plants. Gains
on sales of allowances at the uiilities are returned to ratepayers.

{} Property, Plant, and Equipment--Utility plant is stated at original cost, including any associated
AFUDC and asset retirement costs. The costs of renewals and betterments of units of property {(as
distinguished from minor items of property) are capitalized as additions io the utility plant accounts.
Except for land, no gain or loss is recognized in connection with ordinary retirements of utility property

t
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units. Maintenance, repair, replacement, and renewal costs associated with items not qualifying as units
cf property are considered operating expenses. PGL and NSG charge the cost of units of property retired,
sold, or otherwise disposed of to the accumulated provision for depreciation and record the cost of
removal, less salvage value, associated with the retirement to depreciation expense. The other utilities
charge the cost of units of property retired, sold, or otherwise disposed of, less salvage value, to the
accumulated provision for depreciation and record a regulatory liability for removal costs included in rales,
with actual removal costs charged against the liability as incurred. Consistent with the ICC rate order
issued January 22, 2010, PGL and NSG changed their method for recognizing net dismantling costs from
as incurred to allocaiing the cost over the life of the asset. '

integrys Energy Group records straight-line deprecigtion expense over the estimated useful life of utility
property, using depreciation rates as approved by the applicable regulators. Annual utility composite
depreciation rates are shown below.

Annual Utility Composite Depreciation Rates 2009 2008 2007
WPS — Electric 3.04% 3.08% 3.35%
WPS — Natural gas 3.30% 3.39% 3.52%
UPFCOQ 3.05% 2.98% 2.01%
MGU 2.66% 2.67% 2.67%
MERC 3.10% 3.32% 3.42%
PGL 2.29% 2.55% 2.86%*
NSG 1.66% 1.80% 1.85% *

*  Composite depreciation rate from the Fehmuary 22, 2007 PEC merger date through ihe end of 2007,

interest capitalization is applied to nonutility property during construction, and a gain or loss is recognized
for retirements. At December 31, 2008, and 2008, nonutility property at the regulated utilities consisted
primarily of land.

Nonregulated plant is stated at cost, which includes capitalized interest. The costs of renewals,
betterments, and major overhauls are capitalized as additions to plant. The gains or losses associated
with ordinary retirements are recorded in the period of retirement. Maintenance, repair, and minor
replacement costs are expensed as incurred.

Depreciation is computed for the majority of the nonregulated subsidiaries' assets using the straighi-ine
method over the assets' useful lives. ‘

Integrys Energy Group capitalizes certain costs related to software deveioped or obiained for internal use
and amortizes those costs to operating expense over the esiimated useful life of the related software,
which ranges from 3 to 15 years. If software is retired prior to being fully amortized, the difference is
recorded as a loss on the Consalidated Statements of Income.

See Note 8, "Property, Plant, and Equipment,” for details regarding Integrys Energy Group's property,
plant, and equipment balances.

(i) Capitalized Interest and AFUDC--The nonreguiated subsidiaries capitalize imterest for
construction projects, while the utilities capitalize the cost of funds used for construction using a
calculation that includes both intemal equity and extemal debt components. The internal equity
component of capitalized AFUDC is accounted for as other income, and the external debt component is
accounted for as a decrease to interest expense. '

Approximately 50% of WPS's retail jurisdictional construction work in progress expenditures are subject to
the AFUDC calculation. For 2009, WPS's average AFUDC retail rate was 8.61%, and its average AFUDC
whelesale rate was 7.78%. WPS's allowance for equity funds used during construction for 2009, 2008,
and 2007 was $5.1 million, $5.2 million, and $0.9 million, respectively. WPS's allowance for barrowed
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funds used during construction for 2009, 2008, and 2007 was $2.0 million, $1.8 million, and $0.3 million,
respectively.

The AFUDC calculation for IBS and the other utilities is determined by the respective state commissions,
each with specific requirements. Based on these requirements, 1BS and the other utilities did not record
significant AFUDC for 2009, 2008, or 2007.

Interest capitalized at the nonregulated subsidiaries was not significant during 2009, 2008, and 2007,

k) Regulatory Assets and Liabilities--Regulatory assets represent probable future revenue
associated with certain costs or liabilities that have been deferred and are expected to be recovered from
customers through the ratemaking process. Reguiatory liabilities represent amounts that are expected to
be refunded to customers in future rates or amounts collected in rates for future costs. If at any reporting
date a previously recorded regulatory asset is no longer prabable of recovery, the regulatory asset is
reduced 1o the amount considered probable of recovery with the reduction charged to expense in the year
the determination is made. See Nole B, "Regulatory Assels and Liabilities,” for more information.

] Asset Impairment--Goodwill and other intangible assets with indefinite lives are not amortized,
but are subject to an annual impairment test. Other long-lived assets require an impaimment review when
events or circumstances indicate that the carrying amount may not be recoverable. Integrys Energy
Group bases its evaluation of cther long-lived assets on the presence of impairment indicators such as the
future economic benefit of the assets, any historical or future profitability measurements, and other
external market conditions or factors.

Integrys Energy Group's reporting units containing goodwill perform annual goodwill impairment tests
during the second quarter of each year, and interim impaiment tests are performed when impairment
indicators are present. The carrying amount of the reporting unit's goodwill is considered not recoverable
if the carrying amount of the reporting unit as a whole exceeds the reporting unit's fair value. An
impairment charge is recorded for any excess of the carrying value of the goodwill over tha implied fair
value. Far more infarmation on Integrys Energy Group's goodwill and other intangible assets, see

Note 10, "Goodwill and Other Intangible Assets."

The carrying amouni of assets hald and used is considerad not recoverable if it exceeds the undiscounted
sum of cash flows expected ta result from the use and eventual disposition of the asset. if the carrying
value is not recoverable, the impairment loss is measured as the excess of the asset's carrying value over
its fair value.

The carrying value of assets heid for sale Is not recoverable if it exceeds the fair value less cost to sell the
asset. An impairment charge is recorded for any excess of the carrying value over the fair value less
estimated cost to seli.

The carrying values of cost and equity method investments are assessed for impairment by comparing the
fair values of these investments to their carrying values, if a fair value assessment was completad, or by
reviewing for the presence of impairment indicators. If an impaimment exists and it is determined to be
other-than-temparary, a charge is recognized equal to the amount the ¢arrying value exceeds the
investment's fair value.

{m) Retirement of Debt-—-Any call premiums or unamortized expenses associated with refinanzing
utifity debt obligations are amortized consistent with regulatory treatment of those items. Any gains or
losses resulting from the retirement of nonutitity debt are recorded through eamings, whilke gains or losses
resuiting from the retirement of utiiity debt that is not refinanced are either amortized over the remaining
life of the original debt or recorded through eamings.

(n) Asset Retirement Obligations—Integrys Energy Group recognizes legal obligations at fair value

associated with the retirement of tangible long-lived assets that result from the acquisition, construction or
deveiopment, and/or normal cperation of the assets. A liability is recorded for these abligations as long as
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the fair value can be reasonably estimated, even if the timing or method of settling the obligation is
unknown. The asset retirement obligations are accreted using a credii-adjusted risk-free interest rate
commensurate with the expected settiement dates of the asset retirement obligations; this rate is
determined at the date the obligation is incurred. The associated retirement costs are capitalized as part
of the related long-lived assets and are depreciated over the useful lives of the assets. See Note 14,
"Assel Retirement Obligations," for more information.

{o) Income Taxes—-Deferred income taxes have been recorded to recognize the expected future tax
consequences of events that have been included in the financial statements by using currantly enacted tax
rates for the differences between the tax basis of assets and liabilities and the basis reported in the
financial statements. Integrys Energy Group records valuation allowances for deferred tax assets when it
is uncertain if the benefit will be realized in the future. integrys Energy Group's regulated wutilities defer
certain adjustments made to income taxes that will impact future rates and record regulatory assets or
liabilities related to these adjustments.

Investment tax credits that reduce income taxes payable for the current year are recognized as a
reduction of the provision for income taxes if the credits are generated in Integrys Energy Group's
nonregulated operations unless it is likely that the related property that generated the tax credits will be
sold after the end of the year with the tax credits transferred to the seller as permitted under tax taw. For
investment tax credits generated within regulated operations, regulators reduce Integrys Energy Group's
future rates over the lives of the property to which the tax credits relate. Accordingly, Integrys Energy
Group defers the investment tax credits in the year the taxes payable are reduced and reduces the
pravision for income taxes over the useful lives of the related property. Production tax credits generally
reduce the provision for income taxes in the year that electricity from the gualifying facility is generated
and sold. Investment tax credits and production tax credits that do not reduce income taxes payable for
the current year are eligible for camyover and recognized as a deferred tax asset. A vaiuation allowance is
established unless it is more likely than not that the credits wili be realized during the camyforward pericd.

Integrys Energy Group files a consolidated United States income tax retum that includes domestic
subsidiaries of which its ownership is 80% or more. Integrys Energy Group and its consolidated
subsidiaries are parties to a tax allocation arrangement under which each entity determines its provision
for income taxes on a stand-alone basis. In several states, combined or consalidated filing is required for
certain members of Integrys Energy Group doing business in that state. The tax allocation arrangement
equitably aliocates the stale taxes associated with these combined or consolidated filings.

Integrys Energy Group reports interest and penalties accrued related to incoms taxes as a .component of
provision for income taxes in the Consolidated Statements of Income, as well as regulatory assets or
regulatory liabilities in the Consolidated Balance Sheets.

For more information regarding Integrys Energy Group's accounting for income taxes, see Note 15,
"Income Taxes."

{p) Guarantees—Integrys Energy Group fallows the guidance of the Guarantees Topig of the FASB
ASC, which requires that the guarantor recognize, at the inception of the guarantes, a liability for the fair
value of the obligation undertaken in issuing the guarantee. For additional information on guarantees, see
Note 17, "Guaranfees."

{q) Employee Benefits—The costs of pension and ather postretirement benefits are expensed over
the periods during which employees render service. The transition obligation related to other
postretirement plans that existed at Integrys Energy Group prior to the PEC merger is being recognized
over a 20-year period beginning in 1993. in computing the expecied return on plan assets, |ntegrys
Energy Group uses a market-related value of plan assets. Changes in fair value are recagnized over the
subsequent five years for plans sponsored by WPS, while differences hetween actual investment returns
and the expected return on plan assets are recognized over a five-year period for pension plans
sponsared by IBS and PEC. The benefit costs associated with ernployee benefit plans are aliocated
among Integrys Energy Group's subsidiaries based on employees' time reporting and actuarial
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calculations, as applicable. Integrys Energy Group's regulators allow recovery in rates for the regulated
utilties' net periodic benefit cost calculated under GAAP.

Integrys Energy Group recoghizes the funded status of defined benefit postretirement plans on the
batance sheet, and recognizes changes in the plans’ funded status in the year in which the changes occur.
Integrys Energy Group's nonreguiated segments record changes in the funded status in other
comprehensive income, and the regulated utilities record these changes to regulatory asset or liability
accounts.

Integrys Energy Group uses a December 31 measurement date for ail of its pension and other
postretirement benefit plans.

For additiona! information on Integrys Energy Group's employee benefits, see Note 18, "Employee Benefit
Flans." '

{r) Fair Value--Effective January 1, 2008, Integrys Energy Group adopted SFAS No. 157, *Fair Value
Measuremants'" (now incorporated as part of the Fair Value Measurements and Disclosures Topic of the
FASB ASC). This standard dafined fair value and required enhanced disclosures about assets and
liabilities carried at fair value. These disclosures ¢an be found in Note 22, "Fair Value."

A fair value measurement is required to reflect the assumptions market participants would use in pricing
an asset or liability based on the best available information. These assumptions include the risks inherent
in a particular vatuation technique {such as a pricing model) and the risks inherent in the inputs to the
model. Also, transaction costs should not be considered in the detemmination of fair value. On

January 1, 2008, Integrys Energy Group recagnized an increase in nonregutated revenues of $11.0 milllon
due 1o the exclusion of transaction costs from Integrys Energy Services' fair value estimates.

SFAS No. 157 nullified & portion of Emerging Issues Task Force Issue No. 02-3, "Issues involved in
Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities." Under Issue No. 02-3, inception gains or losses were deferred uniess
the fair value of the derivative was substantially based on quoted prices or other current market
transactions. However, SFAS No. 157 provided a framework to consider, in evaluating a transaction,
whether a transaction represents fair value at initial recognition. Integrys Energy Services recognized a
pre-tax cumulative effect increase to retained earnings of $4.5 million on January 1, 2008, related to the
nullification of the aforementioned portion of Issue No. §2-3,

Fair value is the price that would be received to sell an asset or paid o transfer a liability in an orderly

transaction between market participants at the measurement date {exit price). Integrys Energy Group
utilizes a mid-market pricing convention (the mid-point price between bid and ask prices) as a practical
expedient for valuing certain derivative assets and liabilities.

SFAS No. 157 established a fair value hierarchy that prioritizes the inputs used to measure fair value. The
hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liahilities (Lavel 1 measurement) and the lowest priority to unobsarvable inputs {L.eval 3 measurement).
The three ievels of the fair value hierarchy are defined as follows:

Level 1 — Quoted prices are availabie in active markets for identical assets or liabilities as of the reporting
date. Active markets are those in which transactions for the asset or liability oceur in sufficient frequency
and volume to provide pricing information on an ongoing basis.

Level 2 — Pricing inputs are observable, either directly or indirectly, but are not quoted prices included
within Level 1. Level 2 includes these financial instruments that are valued using externa! inpuis within
models or other valuation methodologies.

Level 3 — Pricing inputs include significant inputs that are generally less observable from objective
sources. These inputs may be used with intemally developed methodologies that result in management's
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best estimate of fair value. Level 3 instruments include those that may be more siructured or atherwise
tailored to customers' needs.

Financizal assets and liabilities are classified in their entirety based on the lowest levet of input that is
significant to the fair vaiue measurement.

is) Subsequent Events—Subsequent events at Integrys Energy Group were evaluated for potential
recognition or disclosure through February 25, 2010, which is the date the consolidated financial
statements were issued.

{t) New Accounting Pronouncements—SFAS No. 167, "Amendments to FASB Interpretation

No. 46(R)" (now incorporated as part of the Consolidation Topic af the FASB ASC), was issued in

June 2009. This statement intraduces a requirement to perform ongoing assessments to dstermine
whether an entity is a variable interest entity and whether an enterprise is the primary beneficiary of a
variable inferest entity. In addition, this statement clarifies that the enterprise that is required to
consolidate a variable interest entity will have a controlling financial interest evidenced by

(1) the power to direct the activities that most significantly affect the entity's economic performance, and
(2) the obligation to absotb losses or ihe right to receive benefits that are potentially significant to the
variable interest entity. Additional disclosures are required regarding involvement with variable intarest
entifies, as well as the methodology used to determing the primary beneficiary of any variable interest
enfities. This standard was effective for Integrys Energy Group beginning January 1, 2010. Management
is currently evaiuating the impact that the adoption will have on Integrys Energy Group's first quarter 2010
consolidated financial statements.

NOTE 2-RISK MANAGEMENT ACTIVITIES
The following table shows Integrys Energy Group's assets and liabilities from risk management aclivities:

Risk Mana Liabiliti

Balance Shest Dacember 31 December 31 Deacember 31 December 31

{Miifions) Presentation * 2008 2008 2008 2008
Utility Segments
Non-hedge derivatives
Commedity contracts Current $ 108 $ 288 $ 247 3 1616
Commedity contracts Long-term 2.0 - 1.5 20
Cash flow hedges
Commedity contracts Current - - 0.2 15
Commedity contracts Long-term - - 0.1 -

Nonregulated Segments
MNon-hedge derivatives

Commodity contracts Current 1.503.9 20809 1,5484 1,844.2
Commuodity contracts Long-term 787.2 750.0 769.% 729.7
Interest rate swaps Cumrent - - 10 1.0
Interest rate swaps Long-term - - 25 3.3
Foreign exchange contracts  Curment 1.0 28 %9 0.5
Foreign exchange contracts  Long-lerm 0.9 25 0.9 23
Fair value hedges
Commodity contracts Cumrent - 14.2 - -
Interest rate swaps Currant 1.8 1.1 - -
Interest rate swaps Long-term 0.8 21 - -
Cash flow hedges
Commodity contracts Current 4.6 81.3 301 70.4
Commodity contracts Long-term 4.5 4.1 BS6 14.8
Interest rate swaps Current " - 13 15
Interest rate swaps Long-term - - - 36
Foreign exchange contracts  Currenl - 14.8 - -
Total $2,317.5 $2,982 .4 52=39I).2 $_g_.952.4

*  Assets and liabilifies from risk management aclivities are classified as cument or long-term based upon the maturities of the
underlying contracts.
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At December 31, 2008, $0.6 million of current non-hedge commodity derivative contracts were classified

as liabilities held for sale in the nonregulated Integrys Energy Services segment. For more information
see Note 4, "Dispositions."

The following table shows Integrys Energy Group's cash collateral positions:

{Millions) December 31, 2009 Decamber 31, 2008
Cash collateral provided to others $184.9 $262.7
Cash collateral received from others 55.2 18.9

Certain of Integrys Energy (roup's derivative and nonderivative commodity instruments contain provisions
that could require "adeqguate assurance” in the event of a material adverse changa in Integrys Energy
Group's creditworthiness, or the posting of additional collateral for instruments in net liability positions, if
tnggered by a decrease in credit ratings. The aggregate fair value of all dervative instruments with
specific credit-risk related contingent features that were in a liability position at December 31, 2008, was
$579.6 million. As of Decermber 31, 2009, Integrys Energy Group had not posted any cash collateral
related to the credit-risk related contingent features of these commodity instrurnents.

if all of the credit-risk related contingent features contained in commodity instruments (including
derivatives, non-derivatives, normal purchase and normal sales contracts, and applicable payables and
receivables) had been triggered at December 31, 2009, Integrys Energy Group would have been required
to post collateral of $566.3 million. Of this amount, Integrys Energy Group had already satisfied

$51.9 million with letters of credit. Therefore, the remaining collateral requirement would have been
%514 .4 mitlion.

Utility Segments
Neon-Hedge Derivatives

Utility derivatives include a limited number of naturai gas purchase contracts, financial derivative contracts
(futures, options, and swaps), and financial transmission rights (FTRs) used to manage elestric
transmission congestion costs. The futures, cplions, and swaps were used by both the electric and
natural gas utility segments to mitigate the risks associated with the market price volatility of naturai gas
supply costs and the costs of gasoline and diesel fuel used by utility vehicles.

The table below shows the unreaalized gains (losses) recorded related to non-hedge derivatives at the
utilities.

(Mitiions) Financial Statement Presentation 2008
Commodity contracls  Balance Sheet — Regulatory assets (curment) $1225
Commodity contracts  Batance Sheet — Regulatory assets (long-term) 7.3
Commedity contracts  Balance Sheet — Regulatory liabilities (current) {1.0)
Commodity contracts  Balance Sheet — Regulatory liabilities {long-term) -
Commodity contracts  Income Statermert — Utility cost of fuel, natural gas, and purchased power D.1

At December 31, 2009, the utilities had the following notional volumes of outstanding non-hedge derivative
contracts:

Purchases Other Transactions
Natural gas (millions of therms} 8332 NIA
FTRs (miliions of kilowatt-hours) N/A 4,548.6
Petroleum products (barrels) 42,823 N/A
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Cash Flow Hedges

PGL uses commodity contracts designated as cash flow hedges to hedge changes in the price of natural
gas user to suppori operations. These confracts axtend through Decembser 2011. At

December 31, 2008, PGL had the following notional volumes of outstanding contracts that were
designated as cash flow hedges:

Purchases

Natural gas (miliions of therms) 9.6

Changes in the fair values of the effective poriions of these contracts are included in other comprahensive
income (OCI), net of taxes. Amounts recorded in OCI relsted to these cash flow hedges wili be
recognized in eamings when the hedged transactions occur, or if it is probable that the hedged transaction
will not occur. The tables balow show the amounts related to cash flow hedges recordad in OCl and in
earnings.

Unrealized Loss Recognized In

OCl on Derivative instruments
{Effective Portion)
{Millions) 2008
Commaodity contracts ${1.4)
Loss Reclassified from Accurmdilated
OC! Into Income (Effective Portion}
{Millions) Income Statemant Presentation 2009
Settied commodity contracts  Operating and maintenance expense $(2.6)

The amount reclassified from accumutated OCI into eamings as a result of the discontinuance of cash flow
hedge accounting for certain hedge transactions was not significant during 2009, was a pre-tax loss of
$2.7 million during 2008, and was not significant during 2007. Cash flow hedge ineffectiveness related to
these commodity contracts was not significant during 2009 and 2008, and was a pre-tax loss of *
$4 4 million in 2007. When testing for effectiveness, no portion of the derivative instruments was

excluded. Inthe next 12 manths, PGL expects that an insignificant pre-tax loss will be recognized in
earnings as the hedged transactions occur.

Nonregulated Segments
Non-Hedge Derivatives

Integrys Energy Group's nenregulated segments enter into derivative contracts such as futures, forwards,
options, and swaps that are not designated as accounting hedges under GAAP. In most cases, these
contracts are used to manage commedity price risk associated with customer related coniracts, interest
rate rigk associated with expected future natural gas purchases, and foreign currency exchange rate risk
related to the wrap up of the Canadian marketing operations.

At December 31, 2008, the nonregulated segments had the following national volumes of outstanding
non-hedge derivative contracts:

Other
{Millions) Purchases Sales Transactions
Cammoedity contracts
Natural gas (therms) 29804 29171 N/A
Power (kilowatt-hours) 132,200.4 125,963.1 NIA
Interest rate swaps N/A NiA $219.2
Foreign exchange contracts $35.1 $35.1 N/A
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Gains (losses) related to non-hedge derivatives are recognized currently in earnings, as shown in the table
below.

(Miilions) Income Statement Presentation 2009
Commaodity contracts Nonregulated revenue $ (5.1)
Commodity contracts Nonregulated revenue (reclassified from accumulated OCI) (32}
Interest rate swaps Interest expense {1.7)
Foreign exchange contracts  Nonregulated revenue (1.8)
Total $(11.8)

*

Represents amounts amortized out of accumulated OCI related to cash flow hedges that were dedesignated in
prior quarters.

Fair Value Hadges

At PEC, an interest rate swap designated as a fair value hedge is used to hedge changes in the fair vaiue
of $50.0 million of PEC Series A 6.9% notes due January 15, 2011. The changes in the fair value of this
hedge are recognized currently in eamings, as are the changes in fair value of the hedged item.
Unrezlized gains (lossas) related to the fair value hedge and the related hedged item are shown in the
tabls below.

income Statement
(Millions} Presgntation 2009
Interest rate swap Interest expense $(0.6)
Debt hedged by swap Interest axpense 0.6
Total $ -

Fair value hedge ineffectiveness recorded in interest expense on the Consolidated Statements of Income
was not significant in 2009, 2008, and 2007. No amounts were excluded from effectiveness testing
related to the interest rate swap during 2009, 2008, and 2007.

During the year ended Dacamber 31, 2009, Integrys Energy Services did not have any commodity
derivative contracts designated as fair value hedges. During the years ended December 31, 2008, and
2007, Integrys Energy Services had commodity derivative contracts designated as fair value hedges to
mitigate the risk of changes in the price of natural gas held in storage. Fair value hedge ineffectiveness
recorded in nonregulated revenue on the Consolidated Statements of Income was not significant in 2008
and 2007. Changes in the difference between the spot and forward prices of natural gas were excluded
from the assessment of hedge effectiveness and reported directly in nonregulated revenue. The amount
excluded was a pre-tax gain of $5.5 million during 2008 and was not significant during 2007.

Cash Flow Hedges

Commodity futures, forwards, and swaps that are designated as cash flow hedges extend through Aprii
2014, and are used to mitigate the risk of cash flow variability associated with future purchases and sales
of natural gas and electricity. Integrys Energy Group also has two interest rate swaps that are designated
as cash flow hedges to fix the interest rate on an unsecurad term loan through June 2010. At

December 31, 2009, the nonregulated segments had the following notional velumes of cutstanding
cantracts that were designated as cash flow hedges:

{Millions) Purchases Sales Other Transactions
Commadity contracts

Natural gas (therms) 59 8.6 N/A

Power (kilowatt-hours) 7,118.2 - N/A
Interest rate swaps N/A N/A $65.5

Changes in the fair values of the effective portions of contracts designated as cash flow hedges are
included in QCI, net of taxes. Amounts recorded in OC! related to cash flow hedges will be recognized in
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earnings when the hedged transactions occur, or if it is probable that the hedgad transaction will nat occur.
The tables below show the amounts related to cash flow hedges recorded in OCi and in eamings.

Unrealized Gain (Loss) Recognized
in OCI on Derivative Instrumenis

{Effactive Portion}
{Millions) 2009
Commodity contracts $(60.0)
Interest rate swaps 3.2
Gain {Loss) Reclassified from
Accumulated OCl into Incoma
(Effective Portion)
{Millions}) Income Statement Presentation 2008
Settled/Realized
Commodity contracts Nonregulated revenua $107.3)
Interest rate swaps Interest expense 1.2
Hedge Designalion Discontinued
Commodity contracts Nonregulated revenug 2.7
Total £{103.4)
Loss Recognized in Income on
Derivative Instrumeants {ineffective
Portion and Amount Excluded from
Effactivanass Testing)
(Miflions) Income Statement Presentation 2009
Commodity contracts  Nonregulated revenue $1.1)

in the next 12 months, subject to changes in market prices of natural gas and elecricity, a pre-tax ioss of
$34.0 million related to cash flow hedges of commadity contracts is expecied fo be recognized in earmings
as the hedged transactions occur. This amount is expacted to be substantially offset by the settlement of
the related nonderivative hedged contracts. '

NOTE 3--RESTRUCTURING EXPENSE
Reductions in Workforce

In &n effort to permanently remove costs from its operations, Integrys Energy Group developed a plan at
the end of 2009 that includes reductions in the workforce. In connection with this plan, $18.0 million of
empioyee-related and consulting costs, including an insignificant curtailment loss for a nonqualified
pension plan, were included in the restructuring expense line item on the Consclidated Statements of
Income. An insignificant amount was paid out in 2009 for consuiting fees. The restructuring cosis were
distributed across Integrys Energy Group's segments as follows:

(Millions) 2009

Eleciric utility $ 8.6
Natural gas utility 6.9
Integrys Energy Services 1.7
Holding company and ather 0.8
Total restructuring expense $18.0

Integrys Energy Servicas Strategy Change

Integrys Energy Group is in the process of significantly reducing the size of its nonregulated energy
services business segment to a smaller segment with significantly reduced credit and collateral support
requirements. In connection with this strategy, the following restructuring costs were expensed:
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(Miltions) 2009

Employee-related costs $10.1
Legal and consulting 9.2
Software write-offs and accelerated depreaciation 5.9
Miscellaneous 0.3
Total restructuring expense $25.5

All of the above costs were related to the Integrys Energy Services segment and were included in the
restructuring expense line item on the Consolidatad Statements of Income.

The following table summarizes the activity related to employee-related restructuring expense:

(Miltions) 2009
Accrued employee-related costs at beginning of period $ -
Employee-related costs expensed 101
Cash payments 1.8
Accrued employes-related costs at end of period $8.2

Integrys Energy Group expects to incur total employee-related restructuring sxpense of approximately
$12 million related to the Integrys Energy Services strategy change by the end of 2010, including the
$10.1 million expensed as of December 31, 2009.

NOTE 4--DISPOSITIONS
Integrys Energy Services Strategy Change

As part of Integrys Energy Group's decision to significantly reduce the size of its nonregulated energy
services business segment with significantly reduced credit and coliateral support raquirements, it entered
into the following sale agreements during 2009.

Proposed Sale of United States Wholesale Electric Marketing and Trading Business

in December 2009, Integrys Energy Services entered into a definitive agreement to sell substantially all of
its United States wholesale electric marketing and trading business. The closing of this sale is contingent
upon oblaining certain customary contractual consents and necessary regulatory approvals. Effective
February 1, 2010, Integrys Energy Services transferred substantially all of the market risk associated with
this business by entering info trades with the buyer that mimor Integrys Energy Services' underlying
wholesale electric contracts. Integrys Energy Services expects to transfer fitle to the underlying contracts
and close the transaction by the end of the second quarier of 2010, at which time these mirror transactions
will terminate.

The carrying values of the major classes of assets and liabilities included in the sale agreement were as
follows at Dacember 31, 2009

(Millions)

Current assets from risk management activities $1,219.7
Long-term assets from risk management activities 620.4
Total assets $1,849.1
Current liabilities from risk management activities $1,2298
Long-term liabilities from risk management aclivities 602.2
Total liabilities $1,832.0
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Based on the terms of the sale agreement and the carrying amount of the net assets being sold, had the
sale transaction closed on December 31, 2009, integrys Energy Services woukd have realized a non-cash
loss on the sale of appraximately $58 milllion pre-tax. Also included in the sale transaction are commodity
contracts that do not meet the GAAP definition of derivative instruments, and therefore are not refiected on
the Consolidated Balance Sheets. In accordance with GAAR, expected gains or losses related to
nonderivative commedity contracts are not recognized until the contracts are seftled. The gain orioss on
the sale will be recorded in the period the cantracts are transferred to the buyer as this transfer represents
settlement. Furthermore, changes in forward elactric prices will impact the ultimate gain or loss on the
sale and could be different than the aforementioned loss that was computed assuming a December 31,
2009 closing date. In conjunction with the sale, integrys Energy Services will enter info derivative
contracts with the buyer to reestablish the economic hedges for the retained retail business at the same
prices and other terms previously executed through Integrys Energy Services’' wholesale electric
marketing business being sold. Had these new third-party derivative contracts been entered into at
December 31, 2009, the amount of assets and liabilities from risk management activities would have been
as follows:

(Millions)

Current assets from risk management activities $50.1
Long-term assets from risk management aclivities 30.5
Total assets $ 80.6
Current liabilities from risk management activities $78.9
Long-term liabilities from risk management activities 42.8
Total liabilities $121.7

Sale of Generafion Assets in New Brunswick, Canada and Northern Maine, and Asscciated Refail Electric
Contracts

In November 2009, Integrys Energy Services entered into definitive agreements that it subsequently
closed in the first quarter of 2010, for the sale of two of its power generation companies, which own
generstion assets in New Brunswick, Canada and Northem Maine, along with the associated retail electric
contracts and standard offer service contracts in Northern Maine. The proceeds from the sale of the
generation companies and associated retail electric contracts were $38.5 million, and the estimated pre-
tax gain on ihe sale to be recognized during the first quarter of 2010 iz approximately $15 million, subject
to certain post-closing adjustments.
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The carrying values of the major classes of assets and liabilities classified as heid for sale on the
Consolidated Balance Sheets were 25 follows:

(Miliions} December 31, 2008  December 31, 2008

Inventories $ 01 $ 0.1
Property, plant, and equipment - net of accumulated

depreciation of $9.7 and $9.0, respectively 251 248
Other iong-term assets 1.3 14
Total assets $26.5 $26.3
Current portion of long-term debt $ - . $43
Current liabilities from nsk management activities - 0.6
Other current liabilities - 0.1
Long-term debt - 23
Asset retirement obligations 0.3 0.2
Total liabilities $03 $75

Sale of United States Wholesale Natural Gas Marketing and Trading Business

In Getober 2009, Integrys Energy Services entered info definitive agreements to sell the majority of its
United States wholesale natural gas marketing and trading business in a two-part transaction. In
December 2009, Integrys Energy Services completed the first part of the transaction by selling
substantialy all of its United States wholesale natural gas marketing and trading business. Ths second
part of this transaction includes wholesale natural gas storage contracts. integrys Energy Services will
continue 1o pursue the sale of these contracts throughout the year. The pre-tax loss on the sale of the
United States wholesale natural gas marketing and trading business reported during the fourth quarter of
2008 was $28.5 miliion and is reported as a component of loss on Integrys Energy Services dispositions
related to strategy change in the Consclidated Statements of Incomé.

The following table shows the carrying values of the major classes of assets and liabilities included in the
sale at the December 4, 2009 closing date.

{Millions)

Inventories $ 99
Current assets from risk management activities 261.2
Long-term assets from risk management activities 68.6
Total assets $339.7
Accounts payable $ 360
Current liabilities from risk management aclivities 3.7
Long-term liabilities from risk management activities 79.8
Tatal liabilities $427.5

In addition to the above recognized assets and kabilities, commodity contracts that are not accounted for
as derivatives were also transferred to the buyer.
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In conjunction with the transaction, Integrys Energy Services enterad into derivative contracts with the
buyer to reestablish the economic hedges for the retained retail business, at the same pricas and other
terms previously executed through Integrys Energy Services’' wholesale natural gas marketing and trading
business being sold. The execution of these new third-party derivative contracts resulted in essets and
liabilities from risk management activities as follows at the date of the sate:

{(Millions)

Current assets from risk management activities 36256
Long-term assets from risk management activities 25.9
Total assets $88.5
Current liabilities from risk management activities $134.3
Long-term liabilities from risk management activities 53.8
Total liabilities $188.1

In January 2010, the buyer of the wholesale natural gas marketing and trading business exercised its
option to purchase certain of the wholesale netural gas storage contracts from Integrys Energy Services in
a subsequent sale. There is not anticipated to be a significant gain or loss on the sale of these natural gas
storage contracts during the first quarter of 2010.

The carrying values of the major assets and liabilifies included in this sale were as follows at
December 31, 2009:

(Millions)

Inventories $16.1
Current assets from risk management activities 37.5
Long-term assels from risk management activities 8.9
Total assets $62.5
Accounts payable $24.8
Current Liabilities from risk management activities 429
Long-term liabilities from risk management activities 7.5
Total liabilities $75.2

Sale of Canadian Naiural Gas and Electric Power Porifolio

In September 2009, Integrys Energy Services of Canada, a subsidiary of integrys Energy Services, sold
nearly all of its Canadian natural gas and electric power contract portfolio. In a separate transaction,
Integrys Energy Services of Canada sold a 2 billion cubic foot {bef) natural gas storage contract to a
counterparty. With these two transactions, Integrys Energy Services exited the majority of its electric and
natural gas marketing business in Canada. The pre-tax loss on the sale of the Canadian portfolio was
$0.4 million and is reported as a component of loss on Integrys Energy Services dispositions related to
strategy change in the Consolidated Statements of incoma.
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The following table shows the carrying values of the major classes of assets and liabilities included in the
transactions at the closing dates.

_(Millions)
Inventories $ 53
Current assets from risk management activities 134.7
Long-term assets from risk managemeant activities 485
Total assets $188.6
Current liabilities from risk management activities $119.8
Long-term liabilities from risk management activities 32.3
Total liabilities $152.1

In conjunction with the transaclion, Integrys Energy Services entered into derivative contracts with the
buyer to reestablish the economic hedges for the retained United States retail business, at the same
prices and other terms previously executed through Integrys Energy Services’ Canadian natural gas and
electric power portfolio being sold. The execution of these new third-party derivative contracis resulted in
assets and liabilities from risk management activities as follows at the date of sale:

(Millions)

Current assets from risk management activities $21.8
Long-term assets from risk management activities 8.8

Total assets $30.6

Current iiahilities from risk management activities $14.2
Long-term liabilities from risk management activities 6.3

Total liabilities $20.5 .

Discontinued Operations Resulting from Integrys Energy Services Strategy Change
Energy Management Consulting Business

During 2009, Integrys Energy Services completed the sale of its energy management consuiting business
and received proceeds of $4.7 million. This business provided consulting services relating tc long-term
strategies for managing energy costs for its customers. The historical financial results of this business
were not significant. The gain on sale of this business reporied in discontinued operations was

$3.9 million ($2.4 million after-tax).

Other Discontinued Operations
Sfoneman

During the third quarter of 2008, Integrys Energy Services sold its subsidiary Mid-American Power, LLC,
which owned the Stoneman generation facility, located in Wisconsin. The historical financial resuits of this
business were not significant. in the fourth quarter of 2008, Integrys Energy Services recognized a

$6.3 million ($3.8 million efier-tax) gain on the sale of this business in discontinued operations when a
previousty contingent payment was eamed and paid by the buyer. This contingent payment resulted from
legislation that was passed in the fourth quarter of 2008, which extended the production tax credits available
for certain biomass facilities.
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PEP

In September 2007, Integrys Energy Group completed the sale of PEP, an oil and natural gas production
subsidiary acquired in the PEC merger, for $869.2 million, net of certain post-closing adjustments. These
post-closing adjustments were funded through other current liabilities at December 31, 2007, and,
therefore, are included in Note 1(d), "Summary of Significant Accounting Policies — Cash and Cash
Equivalents,” as a non-cash transaction for 2007. Including the impact of the post-closing adjustments,
the pre-tax gain recorded for 2007 was $12.6 million ($7.6 million after-tax), and was included as a
component of discontinued operations. In 2008, $0.8 million of tax adjustments related to the 2007 PEP
sale was recorded as income from discontinued operations.

Components of discontinued operations reported in the Consolidated Statements of income related to
PEP were:

February 22, 2007

through
{Miilions) December 31, 2007
Nonregulated revenues $114.2
QOperating and maintenance expense 2B5
Gain on PEP sale (12.6)
Taxes other than income taxes 5.1
Other expense 0.1
Income before taxes 931
Provision for income taxes 346
Discontinued operations, net of tax $ 585

Itis Integrys Energy Group's policy to not allocate interest to discontinued operations unless the asset
group being sold has external debt obligations. PEP had no external debt obligations during the period
shown above.

WHPS Niagara Generation, LLC

In January 2007, Integrys Energy Services completed the sale of WPS Niagara Generation, LLC (Niagara)
and received proceeds of approximately $31 million. This facility was a merchant generation facility and
sold powsr on a wholasale basis. Integrys Energy Services recognized a $24.6 million ($14.7 million after-
tax) gain on the sale of this business in discontinued operations.
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Companents of discontinued operations reported in the Consolidated Statements of Income related to
Niagara for the year ended December 31 were as follows:

(Miftions) 2007
Nonregulaied revenues §15
Nonregulated cost of fuel, natural gas, and purchased power 1.0
Operating and maintenance expense 6.5
Gain on Niagara salke (24.6)
Income befora taxes 246 a
Provision for income taxes 9.8
Discontinued operations, net of tax $14.8

No interest expense was allocated to discontinuad operations as Niagara had no externat debt obligations
during the periods shown above.

During 2008, Integrys Energy Services recorded a $0.1 miliion aftertax gain in discontinued operations
related to amertization of an environmental indemnification guarantee included as part of the salke
agreement.

During 2008, Integrys Energy Services recorded a $0.4 miliion after-tax gain in discontinued operations
reiated to a refund received in connection with the overpayment of auxiliary power service in prior years.

NOTE 5--PEC MERGER

The PEC merger was completed on February 21, 2007 and was accounted for under the purchase
method of accounting, with Integrys Energy Group as the acquirer. In the merger, shareholders of PEC
received 0.825 shares of Integrys Energy Group common stock, $1 par value, for each share of PEC
common stock, no par value, which they held immediately prior to the merger. The fotal purchase price
was approximately $1.6 billion. The results of operations attributable to PEC are included in the
consolidated financial statements for the years ended December 31, 2009, 2008, and for the period from
February 22, 2007, through December 31, 2007.

In order to achieve Integrys Energy Group's anticipated merger synergies, a restructuring plan was
implemented, which included a process to eliminate duplicative positions within integrys Energy Group.
Costs associated with the merger-related involuntary termination of employees at PEC (the acquired
company) were recognized as a liability assumed in the merger and included in the purchase price
allocation. The liability recognized at the date of the merger was not significant and was fully paid at
December 31, 2008,

Costs related to the involuntary termination of the acquirer's employees were expensed. Costs associated
with the relocation or voluntary terminations of both Integrys Energy Group and PEC employees were also
expensed. The following table summarizes the activity related to these specific costs for the years ended
December 31:

{Miflions) 2009 2008 2007
Accrued employee severance costs at beginning of period $1.4 $4.8 $ -
Severance expense recorded 0.1 25 7.2
Cash payments : (1.1) (5.9) {2.4)
Accrued employee severance costs at end of period $0.4 $1.4 $4.8
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Supplemental Pro Forma Information

The following table shows pro forma results of operations far integrys Energy Group for the year ended
December 31, 2007, as if the acquisition of PEC had been completed at January 1, 2007. Pro forma
results are presented for informational purposes only and are not necessarily indicative of what the actual
results would have been had the acquisitions actually oceurred on January 1, 2007.

Year Ended
(Miilions, except per share amounts) December 31, 2007
Total revenues $10,997.7
Net income from continuing operaticns $211.2
Net income attributed to common shareholders $283.4
Basic earnings per share — continuing operations $2.73
Basic earnings per share $3.72
Diluted eamings per share — continuing operations $2.73
Diluted eamings per share $3.72

NOTE 6--PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment at Decembar 31 consisted of the followmg utility, nonutility, and
nonregulated assets:

(Millions) 2009 2008

Electric utility $3,066.7 $2,777.5
Natural gas utility 4,338.3 4,180.1
Total utility plant 7,405.0 6,567.6
| ess: Accumulated depreciation 2,726.0 2,589.3
Net 4,679.0 4,368.3
Construction work in progress 40.7 159.6
Net utility plant v 4,719.7 4,527.9
Nonuiility plant — utility segments 100.7 879
Less: Accumulated depreciation 58.1 51.0
Net 41.6 36.9
Construction work in progress 34.6 15.5
Net nonutility plant — utility segments 76.2 524
Electric nonregulated 166.8 161.5
Natural gas nonreguiated 18.1 3.4
Other nonregulated 23.5 231
Total nonregulated property, plant, and eguipment 208.4 188.0
Less: Accumulated depreciation 62.1 50.7
Net 146.3 137.3
Construction work in progress 2.9 30.9
Nei nonreguiated propetty, plant, and equipment 149.2 168.2
Total property, plant, and equipment $4,945.1 $4,748.5
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NOTE 7--JOINTLY OWNED UTILITY FACILITIES

WPS holds a joint ownership interest in certain electric generating faciliies. WPS is entitled to its share of
generating capability and output of each facility egual to its respective ownership interest. WPS also pays
its awnership share of additional construction costs, fuel inventory purchases, and operating expenses
unless specific agreements have been execuled to limit its maximum exposure to additional costs. WPS's
share of significant jointly owned electric ganerating facilities as of December 31, 2009, was as follows:

West Columbia Energy

Marinette Center Edgewater
{Miftions, except for percontages and megawatis) Waston 4 Unit No. 33 Units 1 and 2 Unit Ne. 4
Ownership 70.0% 88.0% 31.8% , 31.8%
WPS's share of rated capacity {(megawatts) 3745 56.8 335.2 105.0
Utility plant in service $609.8 $18.2 $1658 | $37.8
Accumulated depreciation $ 535 $ 9.7 $024 $23.8
In-service date 2008 1893 1975 and 1978 1969

WPS's share of direct expenses for these plants is recorded in operating expenses in the Consolidated
Statements of Income. WPS has supplied its own financing for ali jointly owned projects.
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NOTE 8-REGULATORY ASSETS AND LIABILITIES

The following regulatory assets and liabilities were reflected in Integrys Energy Group's Consolldated
Balance Sheets as of December 31:

{Millions) 2009 2008
Regulatory assets

Environmental remediation costs (net of insurance recoveries) $ 6749 $ 6811
Pension and ather postretirement benefit related items 605.5 634.7
Asset retirement obligations 39.4 30.5
De Pere Energy Center 334 35.3
Derivatives 323 162.0
Income tax related items 290 23.2
Decoupling 289 44
Wesion 3 lightning strike 18.1 22.3
Bad debt expense 17.7 4.8
Conservation program costs 174 43
Costs of previously owned nuclear plant 143 24.1
Unamortized loss on debt 12.5 13.2
Energy cosis receivable threugh rate adjustments 123 23.1
Rate case costs 8.5 57
Costs to achieve merger synergies 6.1 121
Other 4.6 7.0
Total $1,556.0 $1,688.8
Balance Sheet Presentation

Current $ 1211 $ 2440
Long-term 1,434.9 1,444.8
Total $1,556.0 $1.688.8
Regulatory liakilities

Cost of removal reserve $ 2458 $ 2318
Energy costs refundabie through rate adjustments 79.6 341
Pension and other postrefirement benefit ralated items 23.5 26.1
Income tax related items 6.7 8.2
EEP 6.1 4.8
ATC and MISO refunds 46 86
Derivatives 43 49
Decoupling 14 9.4
Other 52 5.6
Total $ 3780 $ 3343
Balance Sheet Presentation

Current $ 1004 § 588
Long-term 2776 2755
Total $ 378.0 $ 334.3

Integrys Energy Group's utility subsidiaries expect to recover their regutatory assels and incur future costs
or refund their reguiatory liabilities through rates charged to customers based on specific ratemaking
decisions over periods specified by the regulators or over the normal cperating period of the assets and
liabilities to which they relate. Based on prior and current rate treatment for such costs, Integrys Energy
Group believes it is probabie that its utility subsidiaries will continue to recover from customers the
regulatory asseis described above.

The regulatory assets listed in the table above related to WPS's environmental remediation costs, the
Weston 3 lightning strike, rate case costs, and the unamortized loss on debt at PGL and NSG, are not
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earning a rate of return. The regulatory asset for WPS's environmental remediation costs was

$74.2 miltion at December 31, 2009, and includes both liabilities and costs incumed to remediate the
former manufactured gas plant sites that have not yet been recovered through rates. At December 31,
2009, environmental remediation costs that have been incurred but not yet recovered in rates were not
significant. WPS is authorized recovery of the regulatory asset related to the Weston 3 lightning strike
over a six-year period. The regulatory assets related to the unamortized loss on debt at PGL and NSG
are not included in rate base, but are recovered over the temm of the debt through the rate of refum
authorized by the ICC. The regulatory assets related to rate case costs for PGL and NSG are authorized
recovery by the ICC over a five-vear period for 2008 rates and a threa-ysar period for 2010 rates. The
regulatory assets related to rate case costs for MERC are authorized recovery by the MPUC over a five-
year periad for 2009 rates and a three-year period for 2010 rates. These regulatory assets are expected
to be recovered from customers in future rates; howsver, the carrying costs of these assets are bore by
Integrys Energy Group's sharehotders.

Prior to WPS purchasing the De Pere Energy Center, WPS had a long-term power purchase contract with
the De Pere Energy Center that was accounted for as a capital iease. As a result of the purchase, the
capital lease obligation was reversed and the difference between the capital lease asset and the purchase
price was recorded as a regulatory asset. WPS is autharized recovery of this regulatory asset over a
20-year period.

See Note 1(g), "Summary of Significart Accounting Policies — Risk Menagemert Acfivities,”" Note 14,
"Asset Retiremeont Obligations," Naote 15, "Income Taxes," Note 16, "Commitmenis and Contingencies,”
Note 18, "Employee Benefit Flans," and Note 24, "Reguigtory Environment." for more information on some
of the more significart regulatory assets and liabilities listed in the above table.

NOTE 8--INVESTMENTS IN AFFILIATES, AT EQUITY METHOD

Investments in corporate joint ventures and other companies accounted for under the equity method at
Decamber 31, 2009, and 2008 were as follows:

{Miftions) 2009 2008

ATC $305.9 $248.9
WRPC 8.5 8.5
Other 1.4 3.1
Investments in affiliates, at equity method $405.8 $358.5

Investments in affilistes accounted for under the equity methed are included in other leng-term assets on
the Consolidated Balance Sheets, and the equity income (loss) is recorded in miscellangous income on
the Consclidated Statements of Income. Integrys Energy Group is taxad on ATC's equity income, rather
than ATC, due to the tax flow-through nature of ATC's business structure. Accordingly, Integrys Ensrgy
Group's provision for income taxes includes taxes on ATC's equity income.

ATC

Integrys Energy Group’s electric transmission investment segment consists of WPS Investments LLC's
ownership interest in ATC, which was approximately 34% at December 31, 2009. ATC is a for-profit,
transmission-only company. ATC owns, maintains, monitors, and operates electric transmission assets in
portions of Wisconsin, Michigan, Minnasota, and llinois.
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The following table shows changes to Integrys Energy Group's investment in ATC during the years ended
December 31,

(Millions) 2009 2008 2007
Balance at the beginning of paricd $346.9 $296.6 $2319
Add: equity in net income 75.3 66.1 50.56
Add: capital contributions 341 348 50.9
Less; dividends received 60.4 50.4 38.7
Balance at the end of period $395.9 $348.9 $296.6

The regulated electric utilities provide canstruction and other serwvices to, and receive network
transmission services from, ATC. The related party transactions recorded by the regulated electric utilities
in the years ended Decamber 31 were as follows:

(Mitlions) 2009 2008 2007

Total charges to ATC for services and construction $10.1 $12.8 $98.8
Total costs for network transmission servica provided by ATC 90.7 B7.3 78.1
Net amounts received from (advanced to} ATC for

transmission interconnection - 82.3 , (23.9)
WRPC

WPS awns 50% of the voting stock of WRPC, which operates two hydroelectric plants and an oil-fired
combustion turbine. Twa-thirds of the energy output of the hydraelectric plants is sold to WPS, and the
remaining one-third is sold to Wisconsin Power and Light. The elactric power from the combustion turbine
is sald in equal parts 1o WPS and Wisconsin Power and Light.

WPS provides services to WRPC, purchases energy from WRPC, and receives net proceeds from sales
of energy into the MISO markat from WRPC. The related party transactions recorded and nef proceeds
and dividends received during the years ended December 31 were as follows:

{Millions} 2009 2008 2007
Revenues from services provided to WRPC $0.6 $0.8 $1.0
Purchases of energy from WRPC 46 47 4.7
Net proceads from WRPC sales of energy to MISO 26 58 6.0
Dividends received from WRPC 0.9 3.5 0.9

Of integrys Energy Group's equity in net income disclosed below, $1.0 million, $2.2 million, and
$1.8 million is the pre-tax incorne related to WPS's investment in WRPC in 2009, 2008, and 2007,
respectively.

Financial Data

Combined financial data of Integrys Energy Group's significant equity method investments, ATC and
WRPC, is included in the table bslow.
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(Millions) 2009 2008 2007
Income statement data

Revenues $ 528.7 $ 4740 $ 41586
Operating expenses 235.7 2148 - 2039
Other expense 77.7 67.1 54.2
Net income $§ 2153 $ 1923 $ 1575
Integrys Energy Group's eguity in net income $ 763 $ 683 $ 523
Balance sheet data

Current assets $ 540 $ 5825 $ 523
Noncurrent assets 2,785.5 2,494.8 2,207.8
Total assets $2,839.5 $2,547.3 $2,260.1
Current liabilities $ 2863 $ 2624 $ 317.7
Long-tarm debt 1,259.6 11084 899.1
Other noncurrent liabilities 80.1 118.3 1111
Shareholders’ equity 1,213.5 1,066.2 8932.2
Total liabilities and shareholders' equity $2,839.5 $2,547.3 $2,260.1

NOTE 10--GOODWILL AND OTHER INTANGIBLE ASSETS

Integrys Energy Group had the following changes to the carrying amount of goadwill for the years ended
December 31, 2008 and 2009:

Natural Gas Integrys Energy

{Miliions) Utility Segment Services - Total
Goodwill recorded at December 31, 2007 * $936.8 $11.5 $948.3
Adjustiments to PEC purchase price allocation

related to income taxas (3.3) (4.6) (7.9)
Impairment loss (6.5) - (6.5)
Goodwill recorded at December 31, 2008 927.0 6.9 833.9
Impairment loss (281.1) - (291.1)
Goodwill allocated to businesses sold - (0.3) (0.3)
Goadwill recorded at December 31, 2009 $635.9 % 6.6 ‘ $642.5

* The goodwill balance at December 31, 2007, did not include any accumulated impairment lossas.

In the first quarter of 2009, the combination of the decline in equity markets as well as the increase in the
expected weighted-average cost of capital indicated that a potential impairment of goodwill might exist,
triggering an interim goodwill impairment analysis. Based upon the results of the interim goodwill
impairment analysis, Integrys Energy Group recorded a non-cash goodwill impairment loss of

$291.1 million ($248.8 million after-tax) in the first quarter of 2009, all within the natural gas utility
segment. Key factors contributing 1o the impairment charge included disruptions in the global credit and
equity markets and the resulting increase in the weighted-average cost of capital used to value the natural
gas utility operations, and the negative impact that the global decline in equity markets had on the
valuation of natural gas distribution companies in general.

A goodwill impairment loss in the amount of $6.5 million, after-tax, was recognized for NSG in the second
quarter of 2008. A present value technigue was utiiized to estimate the fair value of NSG at April 1, 2008.
The goodwill impairment recognized for NSG was due to a decline in the estimated fair value of NSG,
caused primarily by a decrease in forecasted results as compared to the forecast at the time of the
acquisition. Worsening economic factors also contributed to the decline in fair value.
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Identifiable intangible assets other than goodwill are included as a component of other current and
long-term assets and other current and long-term liabilities within the Consolidated Batance Sheets as
listed below.

{Millions) December 31, 2009 December 31, 2008

Gross Gross
Carrying Accumulated Carrying  Accumulated
Amount Amortization Net Amount  Amortization Net
Amortized intangible assets
{liabilities)
Customer-related $ 328 $(18.3) §$143 $32.6 $(142) $184
Natural gas and electric
contract assets @) 71.4 (60.5) 10.9 60.1 (54.6) 55
Matural gas and electric :
contract liabilities @ ) (10.5) 10.4 {0.1) (33.6) 202 (134)
Renewable energy credits © 34 2.1) 1.3 3.4 (2.1) 13
Nonregulated easements © 38 (0.1) s - - -
Emission allowances 7 21 (0.2) 1.8 2.3 (0.1) 22
Other 2.5 (0.5) 20 3.0 (1.0) 2.0
Total $105.1 $(71.3) $338 $67.8 $51.8) $16.0
Unamortized intanglble assets
MGU trade name 5.2 - 5.2 5.2 - 52
Total Intangible assets §110.3 $(71.3) $39.0 $73.0 $(51.8) $21.2

" ncludes customer relationship assats associated with both PEC's former nonregulated retail natural gas and
eleclric operations and MERC's nonutility ServiceChaice husiness. The remaining weighted-average amortization
pariod for customer-related intangible assets at December 31, 2009, was approximately 7 years,

) Represents the fair value of ceriain PEC natural gas and efectric customer contracts acquired in the merger that
were not considered to be derivative instruments, as well as other electric customer contracts acquired in exchange
for risk management assets.

** Includes bath shart-term and long-term intangible assets related to customer contracts in the amount of $6.2 million
and $4.7 million, respectively, at December 31, 2009, and $3.1 million and $2.4 million, respectively, at
December 31, 2008. The remaining weighted-average amortization period for thasa intangible assets at
December 31, 2008, was 2.5 years,

“YInciudes both short-tarm and long-term intangible liabilities related to customer contracts in the amount of
$6.0 million and $7.4 millicn, respectively at Decembar 31, 2008.

® Used at Integrys Energy Services to comply with state Renewable Portfolic Standards and to support customer
commitments.

© Relates to easements supporting a pipeine at Integrys Energy Services. Thé easements are amortized on a
straight-line basis, with a remaining amartization period of 14.5 years.

) Emission allowances do not have a contractual term or expiration date.
Intangible asset amortization expense, exciuding amortization related to natural gas and elecitic contracts,

was recorded as a component of depreciation and amortization expense. Amortization for the years
ended December 31, 2009, 2008, and 2007, was $6.3 million, $7.9 million, and $8.5 million, respectively.
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Amortization expense for the next five fiscal years is estimated to be:

{Millions)

For year ending December 31, 2010 $4.2
For year ending December 31, 2011 as
For year ending December 31, 2012 24
For year ending December 31, 2013 16
For year ending December 31, 2014 1.4

Amortization of the natural gas and electric contract intangible assets and liabilities were recorded as a
component of nanregulated cost of fuel, natural gas, and purchased power. Amortization of these
contracts for the years ended Daecember 31, 2009, 2008, and 2007, resulted in an increase to
nonreguiated fuel, natural gas, and purchased power in the amount of $8.9 million, $34.4 million, and
$21.0 million, respectively.

Amartization expense of these contracts for the next five fiscal years is estimated to be:

(Mitlions)

For year ending Decernber 31, 2010 6.1
For year ending December 31, 2011 23
For year ending December 31, 2012 1.1
For year ending December 31, 2013 0.5
For year ending December 31, 2014 0.3

NOTE 11--LEASES

Imegrys Energy Group leases various property, plant, and equipment. Terms of the operating leases vary,
but generally require Integrys Energy Group to pay property taxes, insurance premiums, and maintenance
costs asspciated with the leased property. Many of Integrys Energy Group's leases contain one of the
foilowing options upon the end of the lease term: (a) purchase the proparty at the cuirent fair market value
or (b) exercise a renewal option, as set forth in the lease agreement. Rental expense attributable to
operating leases was $16.9 million, $17.0 million, and $13.6 million in 2009, 2008, and 2007, respectively.
Future minimum rental obligations under non-cancelable opersting |eases are payable as follows:

Year ending December 31

{Millions)

2010 $11.6
2011 10.5
2012 2.1
2013 8.8
2014 4.8
Later years 236
Total payments $68.4
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NOTE 12-SHORT-TERM DEBT AND LINES OF CREDIT

Integrys Energy Group's short-tarm borrowings consist of sales of commaercial paper, borrowings under
revolving credit facilities, and short-tenm notes. Amounts shown are as of December 31:

{Millions, excepi percentages) 2009 2008 2007
Commercial paper outstanding §212.1 $652.9 $308.2
Average discount rate on cutstanding commercial paper 0.52% 4.78% 5.51%
Borrowings under ravolving cradit facilities - $475.0 $150.0
Average interest rate on sutstanding borrowings under

revolving credit facilities - 2.41% 3.56%
Shortderm notes payable outstanding $10.0 $181.1 $10.0

Average interest rate on short-term notes payable 0.18% 3.40% 5.20%

The commercial paper outstanding at December 3, 2009 had varying matunty dates ranglng from
January 4, 2010, through Fabruary 17, 2010.

The table below presents Integrys Energy Group's average amount of shori-term bormowings outstanding
based on daily outstanding balances during the years ended December 31:

(Millions) 2009 2008 2007
Average amount of commercial paper outstanding $193.8 $305.7 $490.1
Average amount of bomowings under revelving credit facilities $114.5 $166.8 $116.4
Average amount of short-term notes payable outstanding $48.0 $34.3 $10.0
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Integrys Energy Group manages its liquidity by maintaining adequate external financing commitments.
The information in the table below relates to Integrys Energy Group's short-term debt, lines of credit, and

remaining available capacity as of December 31:

{Miliions) Maturity 2000 2008
Revolving credit facility (Integrys Energy Gl\oup) “’ /02110 $ 500.0 $ 5000
Revalving credit facility (Integrys Energy Group) 8/09/11 500.0 5000
Revolving credit facility (Integrys Energy Group) ® 5/03/08 - 2500
Revolving credit facility {Iniegrys Energy Group) @ 5/26/10 425.0 -
Revolving credit facility (Integrys Energy Group) 5/04M10 35.0 -
Revolving credit facility (WPS) ¢ ’ 6/02/10 115.0 115.0
Revolving credit facility (PEC) 'V 61311 400.0 400.0
Revolving credit facility (PGL) 7112110 250.0 250.0
Revolving credit facility (Integrys Energy Serwoes) ® 6/20/00 - 175.0
Revolving short-term notes payable (WPS) © 5/13/10 10.0 10.0
Short-term notes payabls (Integrys Energy Group) ' 3/30/08 - 171.1
Total short-term credit capacity 2,235.0 2,371.1
Less:
Letters of credit issued inside credit facilites 130.4 4146
Loans outstanding under cradit agraements and notes payable 10.0 8561
Commercial paper outstanding 2121 6529
Accrued interest or original discount on outstanding commercial paper 0.8
Available capacity under existing agreements $1,532.5 $ 746.7

M Provides support for Integrys Energy Group's commercial paper borrowing program.
@

3

This facility matured in May 2009, and the revolving credit agreement was terminated.

Energy Group's commercial papsar borrawirg program.
{4

Energy Group's commergial paper borrowing program.

@ Provides support for WPS's commercial paper borrowing program.

& Borrowings under this agreement are guaranteed by Integrys Energy Group.

7 Provides support for PGL's commercial paper borrowing program.

B This facility matured in June 2009, at which time the barrowings were paid in full, and the revolving credit
agreement was terminated. This facility was praviously guarantead by integrys Energy Group.

®

This note is renewed every six months and is used for general comporate purposes.

in May 2008, Integrys Energy Group entered into a revalving credit agreement to provide support for Integrys

in June 2009, Integrys Energy Group entered into a revolving credit agreement to provide suppert for Integrys

49 This facility matured in March 2009, at which time the borrowings were paid in full, and the shori-term debt

agreement was terminated.

At December 31, 2009, Integrys Energy Group and its subsidiaries were in compliance with all financial

covenants related to outstanding short-term debt. Integrys Energy Group and certain subsidiaries’
revolving credit agreements contain financial and other covenants, including but noi limited to, a

requirement to maintain a debt to total capitalization ratio not to exceed 65%, excluding non-recourse
debt. Failure to meet these covenants beyond applicable grace periods could result in accelerated due

dates and/or termination of the agreements,
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NOTE 13—-LONG-TERM DEBT

Decamber 31
(Millions) _ 2009 2008
WPS$ First Mortgage Bonds *” '
Seres  Year Due
7.125% 2023 - s 0t § Ot
WPS Senior Notes @ .
Seqes  Year Due
B.125% 2011 150.0 150.0
4.875% 2012 130.0 150.0
4.80% 2013 1250 125.0
3.95% 2013 220 220
6.375% 2015 1250 1250
5.65% 2017 125.0 1250
6.08%  Z028 500 . 500
5.55% 2036 125.0 1250
UPPCO First Mortgage Bonds @ '
Series  Year Due
9.32% 2021 10.8 117
PEC Unsecured Senior Note
Series  YearDye
A690% 2011 3250 325.0
Fair value hedge adjustment 26 3.2
PGL Fixed First and Refunding Mortgage Bonds “®
Serigs  Year Due
HH, 4.75% 2030 Adjusiable after July 1, 2014 50.0 60.0
KK, 5.00% 2033 50.0 50.0
LL, 3.75% 2033 Adjustable after February 1, 2012 50.0 50.0
MM-2, 4.00% 2010 D0 60.0
NN-2, 4.625% 2013 75.0 75.0
QQ, 4.875% 2038 Adjustable after November 1, 2018 75.0 75.0
RR, 4.30% 2035 Adjustable after June 1. 2016 50.0 50.0
S5, 7.00% 2013 45.0 45.0
TT, 8.00%: 2018 5.0 50
U, 463% 2019 76.0 -
PGL Adjustable First and Refunding Morlgage Bonds ©©! '
Series  Year Due
00 2037 LB 510
NSG First Mortgage Bonds 7
Serdes YearDue
M, 5.00% 2028 2.5 8.8
N-2, 4,625% 2013 40,0 40.0
0, 7.00% 2013 8.5 6.5
Inegrys Energy Group Unsecured Senior Noies @
Series  Year Due
5.375% 2012 100.0 100.0
7.00% 2009 - 150.0
7.2T% 2014 100.0 -
8.00% 2015 55.0 -
Integrys Energy Group Unsecured Junior Subordinated Notes ™
Sefies Yexr Due
6.11% 2066 300.0 300.0
Unsecured term loan due 2010 — Integrys Energy Group ' 65.6 658
Other term loan 1" 27.0 27.0
Total 2,509.1 2,430.9
Unamaortized discount and premium on bonds and debt 2.1 57
Total debt 2,511.2 2.436.6
Less curent portion {116.5) {150.9)
Total long-term debt ' $2.304.7 $2.2857

™ WPS's First Mortgage Bonds and Senior Notes are subject to the terms and conditions of WPS's First Mortgage
Indenture. Under the terms of the Indenture, substantially all property ownad by WPS is pledged as collataral for
these ouistanding debt securities. All of these debt securities require semi-annual payments of interest. WPS
Senior Notes become non-collateralized if WPS retires all of its outstanding First Mortgage Bonds and no new
morigage indenture is put in place.
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Under the terms of UPPCQ's First Mortgage Indenture, substantially all property owned by UPPCO is pledged as
collateral for this outstanding debt series. Interast payments are due semi-annually with a sinking fund payment
of $0.9 million due each November 1. As a result, this payment is included in the current portion of long-term
debt on Integrys Energy Group's Consolidated Balance Sheet at Dacember 31, 2008, The final sinking fund
payment due November 1, 2021, will completely retire the series.

Integrys Energy Group entersd into a First Supplemental Indenture, which provides that Integrys Energy Group
will fully nd unconditionally guarantee, on a senior unsecured basis, PEC's obligations under its $325.0 million,
6.9% notes due January 15, 2011. See Note 2, "Risk Management Aclivilies," for information on the PEC fair
value hedge adjustment.

In March 2010, $50.0 millicn of PGL's First and Refunding Mortgage Bonds will mature. As a result, these notes
are included in the current portion of long-term debt on Imtegrys Energy Group's Consolidated Balance Sheet at
December 31, 2009

In September 2009, PGL issued $75.0 million of Series UU, 4.83%, 10-year First and Refunding Mortgage Bonds
dus September 1, 2019. The net proceeds from the issuance of these bands were used for general corporate
utility purpeses and 1o increass liquidity. The First and Refunding Mottgage Bonds were sold in a private
placement and are not registered under the Securities Act of 1933,

PGL's First Mortgage Bonds are subject to the terms and conditions of PGL's First Mortgage Indenture dated
January 2, 1928, as supplemented. Under the terms of the Indenture, substanifially all property owned by PGL is
pledged as collateral for these outstanding debt securities.

PGL has outstanding $51.0 miliion of Adjustable Rate, Series OO bonds, due October 1, 2037, which are
currently in a 35-day Auction Rate mode (the interest rate is reset every 35 days through an auction process).
Recent auctions have failed to receive sufficient clearing bids. As a result, these bonds are priced each 35 days
at the maximum auction rafe, until such time a successful auction oscurs. The maximum aucton rate is
determined based on the lesser of the London Interbank Offerad Rate or the Securities Indusiry and Financial
Markets Association Municipal Swap index rate plus a defined premium. The year-to-date weighted-average
interest rate was 0.8% for these bonds in 2009.

PGL has utilized certain First Morigage Bonds fo secure tax exempt interest rates. The llincis Finance Authority
and the City of Chicago have issued Tax Exalnpt Bonds, and the proceeds from the sale of these bonds were
loaned to PGL. In return, PGL issued equal principal amounts of certain collateralized First Mortgage Bonds.

NSG's First Mortgage Bonds are subject to the terms and conditions of NSG's First Mortgage Indenture dated
April 1, 1955, as supplemanted. Under the terms of the Indenture, substantially all property owned by NSG is
pledged as collateral for these outstanding debt securities.

NSG has utilized First Mortgage Bonds to secure tax exempt interest rates. The lllincis Finance Authority has
issued Tax Exempt Bonds, and the proceeds from the sale of these bonds were loaned to NSG. In return, NSG
issued equal principal emounts of certain collateralized First Mortgage Bonds.

In June 2008, Integrys Energy Group issugd $100.0 million of 7.27%, 5-year Unsecured Senior Notes due
June 1, 2014 and $55.0 million of 8,0%, 7-year Unsacured Senior Notes dus June 1, 2016. The net proceeds
from the issuance of the Senior Notes ware used to refinance existing short-term debt and for general corporate

purposes. The Senior Noies were sold in a private placement and are not registered under the Securities Act of
1933

These Integrys Energy Group Junior Subordinated Notes are considered hybrid instruments with a combination
of debt and equity characteristics. Integrys Energy Group has agreed in a replagement capital covenant with the
holders of Integrys Energy Group's 5.375% Unsacured Senior Notes due Dacember 1, 2012, that it will not
redeem or repurchase the Junior Subordinated Notes on or prior to December 1, 2036 unless such repurchases
or redemptions are made from the proceeds of the sale of specific securitias considered by rating agencies to
have equity characteristics equal to or greater than those of the Junior Subordinated Notes.

in June 201C, Integrys Enargy Group's $85.6 million unsecured term loan will mature. As a result, this loan is
included in the current portion of long-term debt an integrys Energy Group's Consolidated Balance Sheet at
December 31, 2009.
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1 1n April 2001, the Schuyikill County Industrial Development Authority issued $27.0 mitlion of Refunding Tax
Exempt Bonds. The proceeds from the bonds were loaned to WPS Westwood Generation, LLC, a subsidiary of
Integrys Energy Services. This loan is repaid by WPS Wesiwood Generation to Schuylkill County Industrial
Development Authority with manthly interest only payments and has a flaating interast rate that is reset weekly.
At December 31, 2009, the interest rate was 4.24%. The loan is to be repaid by April 2021. Integrys Energy
Group agreed to guarantee WPS Westwood Generation's obligation to pravide sufficient funds to pay the loan
and the related obligations and indemnities.

Long-term borrowings by Integrys Energy Services under tem loans have been reclassified as liabilities
held for sale in the amount of $6.6 million for the year endad Decembear 31, 2008, relatad to the sale of
generation assets of WPS New England Generation, Inc. and WPS Canada Generation, Inc that closed in
January 2010, As of December 31, 2009, these term Ioans have been paid in full. For more information
about the sale, see Note 4, "Drspos:tfons

At December 31, 2009, Integrys Energy Group and each of its subsidiaries were in compliance with all
respective financial covenants related to cutstanding long-term debt. Integrys Energy Groyp and certain
subsidiaries' long-term debt obligatians contain covenants related to payment of principal #nd intsrest
when due and various financial reporting obligations. In addition, certain long-term debt obligations
contain financial and other covenants, including but not limited to, a requirement to maintain a debt to fotal
capitalization ratio not to exceed 65%. Failure to comply with these covenants could resull'in an event of
default which, if not cured or waived, could result in the acceleration of outstanding debt obligations.

A schedule of all principal debt payment amounts related to bond maturities is as follows:

Year ending December 31

(Millions)

2010 $ 1165
2011 478.5
2012 250.9
2013 314.4
2014 100.9
Later years 1,247.9
Total payments $2,509.1

NOTE 14--ASSET RETIREMENT OBLIGATIONS

The utility segments have asset retirement obligations primarily related to removal of natural gas
distribution pipe (including asbestos and PCBs); asbestos abatement at certain generation facilities, office
buildings, and service centers; disposal of PCB-contaminated transformers; and clasure of fly-ash landfills
at certain generation facilties. The utilities establish regulatory assets and liabilities to record the
differences between ongoing expense recognition under the Asset Retirement and Environmental
Obligations accounting rules, and the ratemaking practices for retirement costs authorized by the
applicable regulators.
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Changes to Asset Retirement Obligation Liabilities

The following table shows changes to Integrys Energy Group's asset retirement obligations through
Decemher 31, 2009, L

Integrys

Energy
(Millions) Urilities Services Total
Asset retirement obligations at December 31, 2006 $ 84 $0.7 $ 101
Accretion 6.8 - 68
Asset retirement obligations from merger with PEC 124.8 - 124.9
Asset retirement obligations transferred in sales (0.2) - 0.2)
Settlements {1.4) - {1.4)
Asset retirement obligations at December 31, 2007 1385 0.7 140.2 e
Accretion 7.8 - 78
Additions and revisions to estimated cash flows 31.7 - 317
Asset retirement obligations transferred in sales (0.1) {0.5) {0.6)
Asset retirement obligations at December 31, 2008 178.8 02" 179.1
Accretion 9.6 0.1 9.7
Additions and revisiors to estmated cash fiows 53" - 6.3
Asset retirement obligations at December 31, 2009 $194.8 $0.3%  $195.1

™ This amount includes a $6.3 million asset retirement obligation related to the WPS 89-megawatt Crane Creek

wind generatian project that became cperational in the fourth quarter of 2008. All other adjustmants netted to an
ingignificant amount.
@ These amounts were classified as held for sale, as they relate to the sale of generation assets in Northern Maine,
which closed in the first quarier of 2010.
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NOTE 15--INCOME TAXES
Deferred Income Tax Assets and Llabilitios

Certain temporary book to tax differences, for which the offsetting amount is recorded ag a regutatory
asset or liability, are presented in the table below as net amounts, consistent with regulatory treatment.
The principal components of deferred income tax assets and liabilities recognized in the Consolidated
Balance Sheets as of December 31 are as follows:

(Millions) 2009 2008
Deferred income tax assets:

Tax credit carryforwards $ 90.7 5 96.0
Employee benefits 98.0 88.9
Price risk management 55.4 -
State capital and operating loss camyforwards 16.0 15.9
Cther 32.4 522
Total deferred income tax assets $290.5 $253.0
Valuation allowance (7.4) (2.3)
Net deferred income tax assets $283.1 - $250.7
Deferred income tax liabllities:

Plant related $756.8 $642.1
Regulatory deferrals 76.1 70.3
Deferred income 15.5 -
Price risk management - 4568
Total deferred income tax liabilities $848.4 $758.0
Consolidated Balance Sheet presentation:

Current deferred income tax assets $ 929 3 -
Current deferred income tax liabilities - 718
Long-term deferred income tax liabilities 658.2 435.7
Net deferred income tax liabilities $565.3 §507.3

Deferred tax credit carryforwards at December 31, 2008, include $70.7 million of aiternative minimum tax
credits related to tax credits available under farmer Section 29/45K of the internal Revenue Code.
These aliernative minimum ax credits ¢an be carried forward indefinitely.

Carryforward periods for state capital and operating loases vary. In the majority of states in which
Integrys Energy Group operates, the camyforward period is 15 years or more, with the majority of the
state capital and operating logses beginning to expire in 2013. Valuation allowances are established for
certain state operating and capital loss carryforwards basad on the ability of Integrys Energy Group to
realize the benefit of these losses in the future.
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Federal iIncome Tax Expense

The following table presents a reconciliation of federal income taxes to the provision for income taxes
reported in the Consolidated Statements of Income for the periods ended December 31. The taxes are

calcutated by multiplying the statutory federal income tax rate by book income bsfors federal income
tax.

2009 2008 2007
(Millicns, excep! for percentages) Rate Amount Rate Amount Ratg Amount
Statutory federal income tax 35.0% & 4.1 35.0% $61.6 35.0% $893.5
State income taxes, net 120.7 14.0 6.8 12.0 4.3 1156
Goodwill 562.1 652 1.3 23 - -
Investment tax credit - amortization - - {13.8) {1.6) (1.0 {1.8) 08 - (15
Federal tax cradits €.0 0.7 6.0) (10.8) {5.4) {14.3}
Piant related (14.7) {1.7) - - - -
Unrecognized tax benefits 147 1.7 0.1 0.1 1.2 3.3
Benefits and compensation (31.0) {3.6) (2.8 4.9 {2.5) {6.8)
Other differances, net 38.2 4.4 {4.3) (7.5) 0.2 0.3
Effective income tax 717.2%  $83.2 29.1% §51.2 32.2% $86.0
Current provision
Federal $19 $(10.5) 5 (6.8)
State 14.1 3.1 89
Foreign 71 18 4.7
Total current provision 231 (11.7) €8
Deferred provision 52.5 657 77.7
Valuation allowance 51 - 05
Interest 3.7 0.1, 24
Net operating loss carryforwards 1.4 (1.8 (0.9}
investment tax credit - net (0.6) (1.5) (1.4}
Unrecognized tax benefits (2.0) 02 1.0
Penalties - 04 {0.1)
Total provision for income taxes $83.2 $51.2 $86.0

Foreign income before taxes was $0.3 million in 2008, $12.0 milion in 2008, and $23.3 million in 2007.

As the related temporary differances reverse, the regulated utilities are prospectively refunding taxes to or
collecting taxes from customers for which deferred taxes were recorded in prior years at rates different
than current rates. The net regulatory asset for these and other regulatory tex effects totaled $19.3 million
and $13.9 million as of December 31, 2009, and 2008, respectively.

integrys Energy Group recerds accrued interest and penalties related to income taxes as a component of
the provision for income taxes. Integrys Energy Group had accrued interest of $8.0 million and accrued
penalties of $3.0 million related to unrecognized tax benefits at December 31, 2009, Integrys Energy

Group had accrued interest of $2.9 million and accrued penalties of $3.1 million related to uncertain tax
positions at December 31, 2008.
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Unrecognized Tax Benefits

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as fallows:

{Millions) 2009 2008 2007

Balance at January 1 $22.4 $10.0 $ 37
increase related to tax positions acquired - - 139
increase related to tax positions taken in prior years 10.2 23.8 0.5
Decrease related to tax pesitions taken in prior years {0.2) 7.7 - {0.3)
Decrease related to tax positions taken in cutrent year {0.1) - (3.9)
Decrease related to settlements (0.3) 37 {3.6)
Decrease related to lapse of statutes {0.2) - (0.3)

Balance at December 31 $31.8 $22.4 $10.0

At December 31, 2008, racognition in subsequent periods of the unrecognized tax benefits related to
continuing operations could affect Integrys Energy Group's net income by $6.2 million. Also, recognition in
subsequent periods of the unrecognized tax benefits related to discantinued operations could affect
Integrys Energy Group's net income by $9.5 million.

Subsidiaries of Integrys Energy Group file income tax returns in the United States federal jurisdiction, in
various United States state and local jurisdictions, and in Canada. Subject fo the major exceptions listed
below, Integrys Energy Group is no longer subject to United States federal, state and local, or foreign
income tax examinations by tax authorities for years prior to 2004,

. lllinois Department of Revenue ~ PEC and consolidated subsidiaries have agreed to a statute
extension for the September 30, 2003 tax year.

. Oregon Department of Revenue — WPS Power Development has open examinzations for the 2002
and 2003 tax years.

in 2008, Integrys Energy Group closed ihe following examinations:
. Wisconsin Department of Revenue — WPS fer the 2001 through 2006 tax years.
Integrys Energy Group has the fallowing open examinations:

. IRS ~ PEC and consolidated subsidiaries have open examinations for the September 30, 2004
through December 31, 2006 tax years.

. IRS - Integrys Energy Group and consolidated subsidiaries have open examinations for the 2008
and 2007 tax years along with the February 21, 2007 PEC short year.

. IRS — An Integrys Energy Services subsidiary, Synfuel Solutions, LLC, has apen examinations far
the 2005 and 2006 tax years.

. lllinois Department of Revenue — PEC and consolidated subsidiaries have open examinations for
the September 30, 2003 through December 31, 2006 tax years.

. Kentucky Department of Revenue — Integrys Energy Group has open examinations for the 2005
through the 2008 tax years.

. Mississippi Department of Revenue ~ PEC, PEP, and PEP Holdings LLC have open examinations
for the September 30, 2008, December 31, 2008, and December 31, 2007 tax years.

. New York State Department of Revanue — Integrys Energy Services and WPS Power Development
have open examinations for the 2004 and 2005 tax years.

. Oregon Department of Revenue - Integrys Energy Services has an open examination for the 2005
tax yzar; WPS Power Development has open examinations for the 2002, 2003, and 2004 tax years.

. Pennsylvania Department of Revenue — integrys Energy Services has open examinations for the
2006 and 2007 tax years.
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. Quebec Department of Revenue — Integrys Energy Services has open examinations for the 2006
through 2008 tax years.

In the next 12 months, il is reasonably possible that Integrys Energy Group and its subsidiaries will settle
their open examinations in multiple taxing jurisdictions related to tax years prior to 2007, resulting in a
decrease in unrecognized tax hanefits of as much as $10.2 miltion.

NOTE 16--COMMITMENTS AND CONTINGENCIES
Commodity Purchase Obligations and Purchase Order Commitments

Integrys Energy Group routinely enters into long-term purchase and sale commitments that have various
quantity requirements and durations. The requlated natural ges utilities have obligations to distribute and
sell natural gas to their customers, and the regulated electric utilities have obligations to distribute and sall
electricity to their customers. The utilities expect to recover cosis related to these obligations in future
customer rates. Additionally, the majority of the energy supply contracts entersd info by Integrys Energy
Services are to meet its obligations to deliver energy to customers.

The obligations described below are as of December 31, 2009.

. The electric utility segment has obligations related to coal supply and transportation that extend
through 2016 and total $350.7 million, obligations of $1,192.1 million for either capacity or energy
related to purchased power that extend through 2027, and obligations for other commodities
totaling $13.5 million, which extend through 2013,

. The natural gas utility segment has obligations related to natural gas supply and transportation
contracts totaling $1,301.0 million, some of which extend through 2028.
. Integrys Energy Services has obligations reiated to energy and natural gas supply contracts that

extend through 2019 and total $2,878.3 million. The majority of these obligations end by 2012,
with obligations totaiing $113.0 million extending beyond 2012.

. Integrys Energy Group also has commitments in the form of purchase orders issued to various
vendors, which totaled $515.3 million and relate to normal business operations, including
construction projects.

Genoral

AmoLints ultimately paid as penalties, or eventually determined to be paid in lisu of penaliies, will not be
deductible for income tax purposes,

Environmental
Clean Air Act New Source Review Issues

Weston and Pulliam Plants;

On November 18, 2009, the EPA issued a Notice of Violation (NOV) to WPS alieging violations of the New
Source Review requirements of the Clean Air Act (CAA). Specifically, the aliegations relate to
requirements for certain projects undertaken at Pulliam and Weston from 1994 to 2009. WPS has
evaluated the NOV, including an analysis of the allegations as well as options for resolution with the EPA
and has met with the EPA to begin discussions on a possible resolution. Integrys Energy Group continues
fo review the allegations but is currently unabie to predict the impact on its consolidated financial
statements.

Combia Plant

On October 10, 2009, WPS, along with its co-owners, received from the Sierra Club a Notice of Intent
(NQI) to file a civil lawsuit based on allegations that major modifications were made at the Columbia
generation station without complying with the CAA. Specifically, the aliegatians suggest that Prevention of
Significant Deterioration (PSD) permits that imposed Best Available Control Technology (BACT) limits on
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emissions should have been obtained for the Columbia generation station, which is jointly owned by
Wisconsin Power and Light (WP&L), Madison Gas and Electric Company, and WPS, and operated by
WP&L. The NOI also covers similar allegations related to another generation station solely owned by
WPS&L. Integrys Energy Group is reviewing the allegations but is currently unabie to predict the impact on-
its consclidated financial statements.

WPSL, on behalf of itself and the joint owners, sent a Notice of Deficiency to the Sierra Club regarding the
NOI. In response, the Sierra Club filed a Supplemental NOI on December 14, 2009, purporting to correct
the deficiencies. WPAL is in the process of analyzing the allegations and has begun discussions with the
Sierra Club.

Edgewater Plant:

On December 11, 2009, WPS, along with its co-owners, received from the Sierra Club a copy of an NOl to
file a civil lawsuit against the EPA based on the EPA's failure to take actions against the co-owners and
operator of the Edgewater generation station based upon allegations of failure to comply with the CAA,
Specifically, the ailegations suggest that PSD permits that imposed BACT limits on emissions from the
facilities should have been cbtained for Edgewater. Edgewater is jointly owned by WP&L, WE Energies
{(Unit 5) and WPS (Unit 4), and operated by WP&L. WPAL is in the process of analyzing the Sierra Club's
actions. Integrys Energy Group is reviewing the allegations but is currently unable to predict the impact on
its consolidated financial statements.

On December 21, 2009, WPS, along with its co-owners, received from the Sierra Club an NOI to file a civil
lawsuit based on allegations that major modifications were made at the Edgewater generation station
withaut complying with the PSD and Title V Operating Pemit requirements of the CAA. Specifically, the
allegations suggest that PSD permits that imposed BACT limits on emissions from the facilities should
have been obtained for Edgewater. WP&L is in the process of analyzing the allegations and has begun
discussions with the Sierra Club. Integrys Energy Group is reviewing the allegations but is currently
unable to predict the impact on its consolidated financial statements.

Columbia and Edgewater Plants:
On December 14, 2009, the EPA issued an NOV to WPAL relative to its Nelson Dewey Plant and to

WP&L and the other joint owners of the Coiumbia and Edgewater generation stations alieging violations of
New Source Review requirements of the CAA for certain projects undertaken at those plants. WP&L is
the operator of these planis and is in the process of analyzing the NOV. The joint owners met with the
EPA to begin discussions on a possibie resoluiion. Integrys Energy Group is also reviewing the
aliegations but is currently unable to predict the impact on its consolidated financial statements.

EPA Setilements with Other Liilities:

In response to the EPA's CAA enforcement initiative, several utilities elected fo seitle with the EPA, while
others are in litigation. The fines and penalties (including the cost of supplemental environmental projects)
associated with settlements involving comparably-sized facilities to Weston and Pulliam range betwsen

$7 million and $30 million. The regulatory interpretations upon which the lawsuits or settlements are
based may change based aon future court decisions made in the pending litigation.

If the EPA brings a claim against WPS, and if it were determined by a court that historic projects at WPS's
Pulliam and Weston plants required either a state or federal CAA permit, WPS may, under the applicable
statutes, be required, in arder to resolve any such claim, to: )

shut down any unit found to be operating in non-compliance,

install additional pellution cantrel equipment,

pay a fine, and/or

conduct a supplemental environmental project.

In addition, under the CAA, citizen groups may pursue a claim. Except as noted above for the Columbia
and Edgewater plants, WPS has no notice of such a claim.
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Weston Air Permits

In November 2004, the Sierra Club filed a petition with the WDNR under Section 285.61 of the Wisconsgin
Statutes seeking a contested case hearing on the construction permit issued for the Weston 4 generation
station, which was a necessary predicate to plant construction under the pertinent air emission regulations
{hereinafter referred to as the "Weston 4 air permit™), In February 2008, the administrative law judge
affirmed the Weston 4 air parmit with changes to the emission limits for sulfur dioxide and nitrogen oxide
from the coal-fired boiler and particulate from the cooling tower. The changes, which were implemented
by the WDNR in a revised permit issued on March 28, 2007, set limits that were more stringent than thoge
ariginally set by the WDNR (herginafter referred to as the "March 28, 2007 permit language”).

On April 27, 2007, the Sierra Club filed a second petition requesting a contested case hearing regarding
the March 28, 2007 parmit language, which was granted by the WDNR. Both parties subsequently moved -
for summary judgment. In a decision issued on November 8, 2007, the administrative law judge granted
WPS's motion for summary judgment in that proceeding, upholding the March 28, 2007 pemit ianguage.
The Sierra Ciub filed petitions with the Dane County Circuit Court on April 27, 2007, and November 14,
2007, for judicial review of the Westan 4 air permit and the underlying proceedings before the
administrative law judge. These two judicial review proceedings were consolidated by the court. On
February 12, 2008, the court upheld the administrative law judge's final ordet, which afirmed the WDNR's
actions. The Sierra Club appealed this decision and the parties have completed filing briefs and are
awaiting the court’s decision.

These activities did not stay the construction and startup of the Weston 4 facility or the administrative law
judge's decision on the Weston 4 air permit. WPS believes that it has substantial defenses to the Sierra
Club's challenges. Until the Sierra Club's challenges are finally resolved, Integrys Energy Group will not
be able to make a final determination of the prabable cost impaci, if any, of compliance with any changes
to the Weslon 4 air permit on its future costs.

In December 2008, an NOV was issued to WPS by the WDNR alieging various violations of the air permits
for Weston 4, as well as Weston 1 and 2. The allegad violations include an exceedance of the carbon
monoxide and volatile organic compound limits at Weston 4, exceedances of the houry sulfur dioxide limit
in ten three-hour periods during startup/shutdown and during one separate event at Weston 4, and two
that address baghouse operation at Weston 1 and 2. On July 22, 2009, an NOV was issued 1o WPS by
the WDNR alleging violations of the opacity limits during two six-minute periods (one each at Weston 2
and 4) and of the sulfur dioxide average limit during one three-hour period at Weston 4. An NOV was
issued to WPS in September 2009 relating 1o one event involving baghouse operation at Weston 1 and 2
that occurred in December 2008, A fourth NOV was issued on December 14, 2009, for a clerical error
involving pages missing from a quarterly report. Comrective actions have been taken for the events in the
four NOVs. An enforcement conference was held on January 7, 2009, for the December 2008 NOV and
on August 26, 2009, for the July 2008 NOV. Discussions with the WDNR on the severity classification of
the events continue. Management believes it is likely that the WDNR will refer the NOVs ta the state
Justice Department for enforcement. Management does not believe that these matters will have a
material adverse impact on the consolidated financial statements of Integrys Energy Group.

In early November 2006, it came to the attention of WPS that previous ambient air quality computer
modeling done by the WDNR for the Weston facility (and other nearby air sources) did not take into
account the emissions from the existing Weston 3 facility for purposes of evaluating air quality increment
consumption under the required PSD. WPS believes it has undertaken and completed corrective
measures to address any identified modeling issues and anlicipates issuance of a revised Title V permit
that will resolve this issue. Integrys Energy Group currently is not able to make a final determination of the
probable cost impact of this issue, if any.
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Columbia Air Permif

The renewal of the Title V air permit for the Columbia generation station, jointly owned by WP&L, MG&E,
and WPS and operated by WP&L, was issued by the WDNR on September 2, 2008, -On October 8, 2009,
the EPA issued an order objecting to the Title V air permit. The order responds te a petition filed by the
Sierra Club and determined that a project in 2006 to replace the economizer, final superheater, and
related components on Unit 1 shoutd have been pemitied as a "major medification.” The order directs the
WDINR to resolve the EPA's objections within 90 days and “terminate, modify, or revoke and reissue” the
Title V permit accordingly. It is not known how the WDNR will regpond to the order.

Mercury and interstate Air Quality Rufes

Mercury

The State of Wisconsin's mercury rule, Chapier NR 446, requires a 40% reduction from the 2002 through
2004 baseline mercury emissions in Phase |, beginning January 1, 2010, through the end of 2014. In
Phase I, which begins in 2015, electric generating units above 150 megawatts wilt be required to reduce
mercury emissions by 90%. Reductions can be phased in and the 90% {arget can be delayed until 2021 if
additional sulfur dioxide and nitrogen oxide reductions are implemented. By 2015, electric generating
units above 25 megawatts but less than 150 megawatts must reduce their mercury emissions to a level
defined by the BACT rule. WPS estimates capital costs of approximately $19 million for Phase | and
Phase Il, which includes estimates for both wholly owned and jointly owned plants, o achieve the required
reductions. The capital costs are expacied to be recovered in future rate cases. Because.of the vacatur
of the federal mercury control and momtonng rule in February 2008, the EPA is raviewing f.)ptlons for a
new rulemaking and is expected to issue a draft rule in 2010, ;

Sulfur Dioxide and Nifrogen Oxide

The EPA issued the Clean Air Interstaie Rule (CAIR) in 2005. CAIR was originally intended to reduce
sulfur dioxide and nitrogen oxide emissions from utility boilers located in 29 states, including Wisconsin,
Michigan, Pennsylvania, and New York. The first phase of CAIR required aboul a $0% reduction
beginning in 2009 for nitrogen oxide and beginning in 2010 for sulfur dioxida. The second phase required
about a 65% reduction in emissions of bath pollutants by 2015. The State of Wiscansin's ruie to
implement CAIR, which incorporates the cap and trade approach, has been forwarded to the EPA for final
review.

On July 11, 2008, the Court of Appeals issued a decision vacating CAIR, the EPA appealed, and in
December 2008, the Court of Appeals reversed the CAIR vacatur and CAIR was reinstated. The Court of
Appeals directed the EPA to address the deficiencies noted in its July 11, 2008 ruling, and the EPA has
indicated they expect to issue a draft revised CAIR rule for comment in 2010. As a resutlt of the Court of
Appeals’ decision, CAIR is in place for 2010. WPS has not acquired any nitrogen oxide allowances for
vintage years beyond 2010 other than those allocated by the EPA, and does not expect any material
impact as a result of the vacatur and subsequent reinstatement of CAIR.

The reinstatement of CAIR also affected the status of the Best Available Retrofit Technology (BART) rule,
which is a rule that addresses regional haze and visibility. The WONR is evaluating whether air quality
improvements under CAIR will be adeguate to demonstrate compliance with BART.

For planning purposes, it is still assumed that additional sulfur dioxide and nitrogen oxide controls will be
needed on existing units. The installation of any controls will need to be scheduled as part of WPS's
long-term maintenance plan for its existing units. As such, controls may need to be installed before 2015.
On a preliminary basis, and assuming controls are still required, WPS estimates capital costs of

$596 miliion, which includes estimates for both wholly owned and jointly owned plants, in order to mest an
assumed 2015 compliance date. This estimate is based on costs of current control technology and
current information regarding the final state and federal rules. The capital costs are anticipated to be
recovered in future rate cases. ~
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Manufactured Gas Plant Remediation

integrys Energy Group's natural gas utilities, their predecessors, and certain former affiliates operated
facilities in the past at multiple sites for the purpose of manufacturing and storing manufactured gas. In
connection with manufacturing and storing manufactured gas, waste materials were produced that may
have resuited in soif and groundwater contamination at these sites. Under certain iaws and regulations
retating to the protection of the environment, Integrys Energy Group's natural gas utilities are required to
undertake remedial action with respect to some of these materials,

Integrys Energy Group's natural gas utilities are responsible for the environmental impacts at 55
manufactured gas plant sites located in Wisconsin, Michigan, and lllinois. All are former regulated utility
sites and are being remediated, with costs charged to existing ratepayers at WPS, MGU, PGL, and NSG.
Twenty of these sites have been transferred to the EPA Superfund Alternative Sites Program. Under the
EPA's program, the remedy decisions at these sites will be based on risk-based criteria typically used at
Superfund sites. Integrys Energy Group estimated and accrued for $657.7 million of future undiscounted
investigation and cleanup costs for all sites as of December 31, 2008. Integrys Energy Group may adjust
these estimates in the future, contingent upon remedial technology, regulatory requirements, remedy
determinations, and any claims of natural resource damages. Integrys Energy Group recorded a
regulatory asset of $673.8 million, which is net of insurance recoveries received of $56.8 million, related to
the expected recovery of both deferred expenditures and estimated future expenditures as of

December 31, 2009.

Integrys Energy Group's natural gas utilities are coordinating the investigation and cleanup of the
manufactured gas plant sites subject to EPA jurisdiction under what is called a "multi-site” program. This
program invalves prioritizing the work to be done at the sites, preparation and approval of documents
common to all of the sites, and utilization of a consistent approach in selecting remadies.

The EPA identified NSG as a potentially responsible party (PRP) under the Comprehensive: Environmental
Response, Compensation and Liability Act of 1980, as amended (CERCLA), at the Waukegan Coke Plant
Site located in Waukegan, lllincis (Waukegan Site). The Waukegan Site is part of the Qutboard Marine
Corporation (OMC) Superfund Site. The EPA also identified OMC, General Motors Corporation (GM), and
cartain other parties as PRPs at the Waukegan Site. NSG and the oiher PRPs are parties to 2 consent
decree that requires NSG and GM, jointly and severally, 1o perform the remedial action and establish and
maintain financial assurance of $27.0 million. The EPA reduced the financial assurance requirement to
$21.0 million to reflect completion of the soil component of the remedial action in August 2005. NSG hias
met its financial assurance requirement in the form of a net worth test while GM met the raquirement by
praviding a performance and payment bond in favor of the EPA. As a resuit of the GM bankruptey filing,
the EPA has contacted the surety and the surety has stated that it will provide the EPA access to the
surety bond funds which are expected to fund a significant portion of GM's liability. The potential exposure
related to the GM bankruptcy that is not expected to be cavered by the bond proceeds has been reflected
in the accrual identified above.

Management belisves that any costs incurred for environmental activities relating to former manufactured
gas plant operations that are not recoverable through contributions from cther entities or from insurance
carriers have been prudently incurred and are, therefore, recoverable through rates for WPS, MGLI, PGL,
and NSG. Accordingly, management believes that the costs incurred in connection with former
manufactured gas plant operations will not have a material adverse effect on the consolidated financial
statements of Integrys Energy Group.
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Flood Damage

In May 2003, a fuse plug at the Silver Lake reservoir owned by UPPCO was breached, resulting in
subsequent flooding downstream on the Dead River, located in the Upper Peninsula of Michigan. All
litigation matters have been resolved. All environmental claims have been resolved with the Staie of
Michigan, and a Consent Judgment on the environmental matters was filad and approved in June 2009.

As part of a settlement agreement with the MPSC staff and interveners in UPPCQ's 2009 Power Supply
Cost Recovery (PSCR) case, $0.6 million of replacement power costs was deemed not recoverable and
was recarded in operating and maintenance expense in the first quarter of 2009. This settiement has
been approved by the MPSC.

Greenhouse Gases

There is increasing concern over the issue of climate change and the effect of greenhouse gas emissions,
in particular from the combustion of fossil fuels. Integrys Energy Group is evaluating both the technical
and cost implications that may result from future state, regional, or federal greenhouse gas regulatory
programs. This evaluation indicates it is probable that any regulatory program which caps emissions or
imposes a carbon tax will increase costs for integrys Energy Group and its customers. The greatest
impact is likely 1o be on fossil fuel-fired generation, with a less significant impact on natural gas storage
and distribution operations. Efforts are underway within the utility industry to find a feasible method for
capturing carbon dioxide from pulverized coal-fired units and to develop cleaner ways to burn coal. The
use of alternate fuels is also being explored by the industry, but there are many cost and availability
issues. Recently, efforis have been initiated to develop state and regional graenhouse gas programs, to
create federal legislation to limit carbon dioxide emissions, and to create national or state renewable
portfolio standards. Some examples of these efforts are the Waxman-Markey bill, which passed the
United States House of Representatives; the Kerry-Boxer draft bill, which was introduced in the United
States Senate; and the Wisconsin Clean Energy Jobs Act, which has been introduced in the Wiscansin
legislature to implement recommendations from the Governor's Global Warming Task Force. The
Wisconsin Clean Energy Jobs Act establishes statewide goals for the reduction of greenhouse gas
emissions and requires certain actions, including an increased rénewable portfolio standard, to meet those
goals. In addition, in April 2009, the EPA declared carbon dioxide and severai pther greenhouse gases to
be a danger to public health and welfare, which is the first step towards the EPA potentially regulating
greenhouse gases under the CAA. A risk exists that such legistation or regulation will increase the cost of
energy. However, integrys Energy Group believes the capital expenditures being made at its generation
units are appropriate under any reasonable mandatory greenhouse gas program and that fiture
expenditures related to control of gresnhouse gas emissions or renewable portfolic standards by its
regulated electric utilities will be recoverable in rates. Integrys Energy Group will continue to menitor and
manage potential risks and opportunities asscciated with future greenhouse gas legislative or regulatory
actions.

Escanaba Water Permil [ssues

UPPCO operates the Escanaba Generating Station (EGS) under contract with its owner, the City of
Escanaba (City). While the City owns the water permits for EGS, UPPCO's personnel provide testing and
certification of waste water discharges. in September 2008, UPPCO became aware of potential water
discharge permit violations regarding reparted pH and oil and grease readings at EGS. Corrective actions
ware implemented at the plant, notification was provided ta the City, and UPPCQ self raportad the
potential permit violations o the Michigan Department of Environmental Quality (MDEQ). UPPCO filed a
final report with the MDEQ on November 25, 2008, and a copy was sent to the City.

In March 2009, MDEQ began its investigation into this matter. Depending upon the results of the MDEQ's
review of the information provided by UPPCQ, the MDEQ, in consultation with the Michigan Attomey
Genera's Office, may assess a fine and/or seek criminal charges against UPPCO, assess a fine and/or
seek criminal charges against the former manager who certified the reports, and/or close out the
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investigation. Although a specific date of resolution is unknown, UPPCO has responded to-all information
requests from the MDEQ.

Natural Gas Charge Reconciliation Proceedings and Related Matters
Natural Gas Chart 4] nding N, ! Gas Ch Cases

For PGL and NSG, the ICC conducts annual proceedings regarding the reconciliation of revenues from
the natural gas charge and related natural gas costs. The natural gas charge represents the cost of
natural gas angd fransportation and storage services purchased by PGL and NSG, as well as gains, losses,
and costs incurred under PGL's and NSG's hedging program (Gas Charge). In these proceedings,
interested parties review the accuracy of the reconciliation of revenues and costs and the prudence of
natural gas costs recovered through the Gas Charge. If the ICC were to find that the reconciliation was
inaccurate or any natural gas costs were imprudently incurred, the ICC would order PGL and NSG to
refund the affected amount to customers through subsequent Gas Charge filings.

In March 28, 2006 orders, the ICC adopted a settlement agreement related to fiscal years 2001 thraugh
2004 natural gas costs. Under certain provisions of the settlement agreement, PEC agread to: (1) provide
the llinois Attorney General (AG) and the City of Chicage {Chicago) up to $30.0 million for conservation
and weatherization programs for which PGL and NSG may not seek rate recovery; (2) implement a
reconnection program for certain cusiomers and; (3) internal audits and an external audit of natural gas
supply practices.

With respect to the conservation and weatherization funding, as of December 31, 2009, $10.2 miliion
remained unpaid, of which $5.2 million was includad in other current liabilities, and $5.0 million was
included in other long-term liabilities. Under the reconnection program, PGL and NSG took all steps thay
believed were required by the agreement. The AG and Chicago have indicated that they believe the terms
of the reconnection program are broader. Management believes that PGL and NSG have fully complied
with the reconnection program obligations of the settlement agreement; however, PGL, NSG, the AG and
Chicago are discussing how 1o resolve this disagreement.

Four of the five annual internal audits required by the settlement agreement have been completed. An
auditor hired by the ICC conducted the external audit, and filed its report on April 10, 2008. On March 31,
2009, PGL and NSG completed their responses to the auditor's recommendations.

The fiscal 2006 Gas Charge reconciliation cases were initiated on November 21, 2006. The ICC staff and
interveners (the AG, the Citizens Utility Board, and Chicago, filing jointly} each filed testimony
recommending disallowances far PGL and NSG for a bank natural gas adjustment similar to thai
addressed in the fiscal 2005 Gas Charge reconciliation cases, which PGL and NSG did not contest. in
addition, the interveners recommendead a disaliowance for PGL of $13.9 miltion (reduced to $11.0 million
in their brief) associated with PGL's provision of interstate hub services. The ICC staff doss hot support
the interveners' proposal, and PGL does not believe the proposal has merit. A hearing for the PGL and
NSG cases was held on December 11, 2008. For PGL, briefing concluded February 27, 2009, and the
administrative law judge has not yet prepared a proposed order. For NSG, thers wers no oontested
issues, and the parties filed an agreed form of order in January 2009.

Class Action

in February 2004, a purporied class action suit was filed in Cook County Circuit Court against PEC, PGL,
and NSG by customers of PGL ard NSG, zlleging amang other things, violation of the lllinois Consumer
Fraud and Deceptive Business Practices Act related to matiers at issue in the utilities' fiscal year 2001
Gas Charge reconciliation proceedings. In the suit, Alport et al. v. Pegples Energy Corporation, the
plaintiffs seek disgorgement and punitive damages. PGL and NSG have been dismissed as defendants
and the only remaining counts of the suit allege violations of the Consumer Fraud and Deceptive Business
Practices Act by PEC and that PEC acted in concert with others to commit a tortious act. PEC denies the
allegations and is vigorously defending the suit. On November 19, 2009, the court entered an order
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certifying a class composed of customers of PGL and NSG during the period April 26, 2000, through
September 30, 2002. On December 17, 2009, PEC filed a Petition for Leave to Appeal to the Appeliate
Court challenging class certification and on February 19, 2010, this appeal was denied.

NOTE 17-GUARANTEES

As part of normal business, Integrys Energy Group and its subsidiaries enter into various guarantees
providing financial or performance assurance to third parties on behalf of certain subsidiaries. These
guarantees are entered into primarily to support or enhance the creditworthiness otherwise attributed to a
subsidiary on a stand-alone basis, thereby facilitating the extension of sufficient credit to accomplish the
subsidiaries’ intended commercial purposes.

Most of the guarantees issued by Integrys Energy Group consist of inter-company guarantees of
subsidiaries’ obligations or performance by the subsidiaries under certain contractual commitments. As
such, these guarantees are excluded from the recognition and measurement requirements of the
Guarantees Topic of the FASB ASC. ‘

The following table shows outstanding guarantees at Integrys Energy Group:

Expiration
Total Amounts Less
Committad at Than 1to 3 4to5 Over5
{Miflions) December 31, 2008 1 Year Years Years Years
Guarantees supporting commodity
transactions of subsidiaries " $ 9814 $773.8 $74.5 $31.0 %1021
Standby letters of credit @ 130.8 118.4 11.3 0.1 -
Surety bonds & 3.1 3.1 - - -
Other guarantees 7.6 1.4 - - 8.2
Total guarantees $1,122.9 $807.7 $85.8 $31.1  $108.3

Consists of parental guarantees of $803.% million to support the business aperations of Integrys‘Energy Services;
$92.7 miliion and $74.8 million, respectively, related to natural gas supply at MERC and MGU; and $5.0 million at
both PEC and IBS to support business operations. These guarantees are not refiected on the Gonsolidated
Balance Sheets.

m

2 Composed of $120.4 million issued to support Intsgrys Energy Services' operations; $4.8 million related to letters

aof credit at WPS; $4.3 million issued for workers compensation coverage in lllinois; and $1.3 million related to
letters of credit at UPPCO, MGU, MERC, PGL, and NSG. These amounts are not reflected on the Consolidated
Balance Sheets.
@ Primarily for workers compensation coverage and obtaining various licenses, permits, and rights of way. Surety
bands are not included on the Consolidated Balance Sheets.
¥ Consists of a $5.0 million ervirenmental indemnification provided by Integrys Energy Services related to the sale
aof the Stoneman generation facility, under which Integrys Energy Services expects that the likelihood of required
performance is remote; and $2.6 million related to ather indemnifications and workers compensalion coverage.

integrys Energy Group has provided total parental guarantees of $958.4 million on behalf of Integrys
Energy Services as shown in the table balow. Integrys Energy Group's exposure under these guarantees
related o open transactions at December 31, 2009, was appreximataly $513 million.
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(Mitlions) December 31, 2009
Guarantess supporting commodity transactions $803.9
Standby letters of credit 120.4
Guarantees of subsidiary debt 27.0*
Surety bonds 1.5
Other 56
Total guarantees $958.4

¥ Consists of outstanding debt at an Integrys Energy Servicas' subsidiary, which is not included in the total integrys
Energy Group guarantee amounts above, because the debt is reflected on the Consolidated Balance Sheets.

NOTE 18--EMPLOYEE BENEFIT PLANS
Defined Benefit Plans

On September 30, 2008, the PEC Service Annuity System was merged into the PEC Retirement Plan,
which was then renamed the Integrys Energy Group Retirement Plan. On December 31, 2008, the WPS
Retirement Plan was merged into the Integrys Energy Group Retirement Pian. The two plan mergers had
no effect on the lgvel of plan benefits provided to participants or the management of plan agsets. Integrys
Energy Group and its subsidiaries now maintain one non-cantributory, qualified pension plan covering
substantially all employees, as well as several unfunded nonqualified retirement plans. |n addition,
Integrys Energy Group and its subsidiaries offer multiple other postretirement benefit pians to employees.
The benefits for a portion of these plans are funded through irrevocable trusts, as allowed for income tax
PUrposes.

Integrys Energy Group also currently offers medical, dental, and life insurance benefits to active
employees and their dependents. Integrys Enargy Group expenses the costs of these benefits as
incurred.

During the third quarter of 2007, Integrys Energy Group made a series of changes to certain of its
retirement benefit plans. Specifically, the changes included:

e  Closure of the defined benefit pension pians o non-union new hires, effective January 1, 2008;

*  Afreeze in defined benefit pension service accruals for non-union employees, effactive January 1,
2013;

*  Afreeze in compensation amounts used for determining defined benefit pension amounts for
nen-union employees, effective January 1, 2018;

e Revised eligibility requirements for retirae medical benefits for employees hired on or afier
January 1, 2008, and the introduction of an annual premium reduction credit for employees eligible to
retire after December 31, 2012; and

e Closure of the retiree dental and life benefit programs to all new hires, effective January 1, 2008, and
elimination of these benefits for any existing employees who are not eligible to retire before
December 31, 2012,

As a result of the changes described above, Integrys Energy Graup remeasured certain of its pension and
other postretirement benefit obligations as of August 1, 2007. The curtailment gain recognized as a result
of the plan design changes was not significant and is included in the net periodic benefit cost tabie below.

A second remeasurement occurred on QOctober 1, 2007, because the ratification of a union contract
resulted in changes to a postretirement medical plan. The changes did not result in a curtailmeant.

Effective May 1, 2008, and July 1, 2008, the defined benefit pension plans were closed to new union hires

at PGL and NSG, respectively. Effective April 18, 2009, and December 18, 2009, the defined benefit
pension plans were clesed to new union hires at UPPCO and WPS, respectively. In addition, changes in
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the WPS union contract resulted in a plan amendment in December 2008. Effective January 15, 2010, the
defined benefit pension plans were closed to new Local 12295 union hires at MGU.

The following tables provide a reconciliation of the changes in the plans' benefit obligations and fair vaiue - -

of agsets during 2009 and 2008.

Pansion Benefits Other Benefits
(Millions) 2009 2008 2009 2008
Reconciliation of bansflt obligation
Obligation at January 1 $1,230.5 $1,210.2 $432.7 34086
Service cost 38.9 3B.4 14.3 157
Interest cost 80.9 76.2 26.5 264
Plan amendments - 30 - - -
Plan curtaiiment 02* - - -
Actuarial {gain) loss, net 78.6 121 23.2 (12.5)
Participant contributions - - - 18
Benefit payments {94.7) (106.4) (23.2) (22.1)
Federal subsidy on benefits paid - - 2.0 2.0
Other - - - 12.8
Obligation at December 31 $1,337.4 $1,230.5 $475.5 $432.7
Reconciliation of fair value of plan assets
Fair value of plan assets at January 1 $ 830.3 $1,219.5 $191.1 $248.3
Actual retumn on plan assets 174.5 {310.6) 331 (55.6)
Employer contributions 235 27.8 29.8 13.0
Participant contributions - - - 1.7
Benefit payments (94.7) {106.4) (23.2) (22.1)
Other - - - 58
Fair value of plan assets at December 31 $ 933.6 $ 8303 $230.8 $191.1

*  In connection with the reduction in workforce discussed in Note 3, *Rastructuring Expense," an insignificant

curtailment loss was recognized. The curtaiiment is included in the restructuring expense line item on the
Consolidated Statement of Income, and is not included in the net periodic benefit expense table below.

Amounts recognized on Integrys Energy Group's Consolidated Balance Sheets at December 31 related to
the funded status of the benefit plans consistad of:

Pengion Benefits ~ Other Benefits
(Miliions) 2009 2008 2009 2008
Current liabilities $ 7.5 $ 63 §% 03 3 -
Noncurrent liabilities 396.3 394.9 244.4 241.6
Total liabilities $403.8 $400.2 $244.7 $241.6

The accumulated benefit obligation for 2l definad benefit pension plans was $1.1 billion at both
December 31, 2009, and December 31, 2008. Information for pension plans with an accumulated benefit
obligation in excess of plan assets is presented in the following table.

December 31
{Millions) 2009 2008
Projected benefit obligation $1,337.4 51,2305
Accumulated benefit obligation 1,147.0 1,103.5
Fair value of plan assets 933.6 830.3
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The following table shows the amounts that had not yet been recognized in tntegrys Energy Group's net
periodic benefit cost as of December 31. Amaunts related to the nonregulated entitias are included in
accumulated other comprehensive loss, while amounts related to the utilitizs are recorded as regulatory

assets or liabilities. :

Pension Benefits Other Benefits

(Millions) 2009 2008 2009 2008
Accumulated other comprehensive

loss (pre-tax)
Net actuarial loss $ 36.2 § 257 $ - $07
Pricr service costs (credits) 0.9 12 {1.8) (2.2)
Jotal $ 37.1 $ 289 § (1.8) $(1.5)
Net regulatory assets
Net actuarial loss $368.6 $384.3 $66.2 $56.1
Prior service costs (cradits) 211 22.9 {23.4) (26.9)
Transttion obligation - - 0.8 1.1
Merger related regulatory adjustment 715 215 8.7 420
Regulatory deferral * 4.5 - {1.3) -
Total $465.7 $498.7 $81.0 $72.3

*  The PSCW authorized recovery for net increased 2008 WPS pensian and other postretirement bonefit costs
related to plan asset iosses that occurrad in 2008. Amortization and recavery of these defared costs will ocour

in 2010.

Integrys Energy Group recorded the PEC pension assets acquired and liabilities assumed at fair value at
the February 2007 acquisition date. However, through 2009, PGL and NSG continued to have rates set
based an their historical basis of accounting, including amortizations of prior service costs (credits),
actuarial losses, and transition obligations, which were recognized on the consolidated financial
statements as regulatory aesets at the purchase date. The amount reflected in net pericdic benefit cost in
the table below is based on the amount used in the rate-satting process for PGL and NSG. The difference
in the basis of accounting is shown as a merger related regutatory adjustment in the table above.

The estimated net losses and prior service costs for defined benefit pension plans that will be amortized
as a component of net periodic benefit cost during 2010 are $11.5 million and $5.3 million, respedively,
The estimated net losses, prior service credits, and transition obligation for other postrelirernent banefit
plans that will be amortized as a component of net periodic benefit cost during 2010 are $2.8 million,

$3.8 million, and $0.3 million, respectivety.

The following table presents the components of the consolidated net periodic benefit costs for the plans:

Pension Benefits Other Benefite
(Millions) 2009 2008 2007 2009 2008 2007
Neot periodic bensfit cost
Service cost $28.8 $304 $39.7 $14.3 $187 154
Interest cost 80.9 76.2 70.4 26.5 264 24.5
Expected return on plan assets {92.5) (101.0% (89.4) {17.7) (19.0) {17.5)
Plan curailment gain - - - - - - (0.1}
Amortization of transition obligation - - - 0.3 0.3 04
Amortization of prior service cost (credit) 5.0 5.1 5.1 {3.8) (3.8 {28}
Amortization of net actuarial (gain) loss 1.9 0.7 48 (1.5) - 18
Amartization of merger related regulatory adjustment 20.0 98 14.2 a3 21 0.8
Regulatory deferral * {4.5) - - 1.3 - -
Net periodic benefit cost $49.7 $29.0 $44.8 $22.7 §21.7 §22.7

*  The PSCW authorized recovery for net increased 2009 WPS pension and other postretirement benefit costs related o0 plan
asset losses that occurred In 2008. Amortization and recovery of these defemed costs will oceur in 2010
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Assumptions — Pension and Other Pastretirement Benefit Plans

The weighted-average assumptions used at December 31 to determine benefit obligations for the plans
wera as follows: T )

Bension Benefits Other Benefits

2009 2008 2009 2008
Discount rate 6.15% 6.45% 5.96% 6.48%
Rate of compensation increase 4.26% 4.26% N/A N/A
Assumed medical cost trend rate {(under age 65) N/A N/A 8.0% © 8.0%
Ultimate trend rate N/A N/A 5.0% 5.0%
Ultimate trend raie reached in N/A N/A 2013 2013
Assumed medical cost trend rate (over age 65) N/A N/A 85% . 95%
U'ltimate trend rate N/A N/A 5.5% 5.5%
Ultimate trend rate reached in N/A N/A 2013 2013
Assumed dental cost trend rate N/A N/A 5.0% 5.0%

The weighted-average assumptions used to determine net periodic benefit cost for the plans were as
follows for the years ended December 31:

Pension Benefits
2009 2008 - 2007
Discount rate 6.45% 6.40% 5.88%
Expected return on assets 8.50% 8.50% 8.50%
Raie of compensation increase 4.26% 4.27% 5.50%
Other Benefits
- 2009 2008 ___ 2007
Discount rate 6.48% B.40% 5.79%
Expected return on assets 8.50% 8.50% §.50%
Assumed medical cost trend rate (under age 65) 9.0% 10.0% 8.0%
Ultimate trend rate 5.0% 5.0% 5.0%
Ultimate trend rate reached in 2013 2013 2010
Assumed medical cost trend rate (over age 65) 9.5% 10.5% 8.0%-10.0%
Ultimate trend rate 5.5% 5.5% 5.0%-6.5%
Ultimate trend ratg reached in 2013 2013 2010-2011
Assumed dental cost trend rate 5.0% 5.0% . 5.0%

Integrys Energy Group establishes its expacted return on asset assumption based on consideration of
historical and projected asset class retumns, as wall as the target aflocations of the benefit trust portfolics.

Assumed health care cost trend rates have a significant effect on the amounts reported by Integrys Energy
Group for the health care plans. For the year ended December 31, 2009, a one-percentage-point change
in assumed health care cost trend rates would have had the following effects:

. One-Percentage-Point
(Mitlions) Increase Decrease
Effect on total of service and interest cost components of net
periodic postretirement health care benefit cost $ 58 $ (4.8)
Effect on the health care companent of the
accumulated postretirement banafit obligation 58.1 (48.4)
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Pension and Other Postretirement Benefit Plan Assets

Integrys Energy Group's investment policy includes various guidelines and procedures designed to ensure
assets are invested in an appropriate manner to meet expected future henefits to be eamed by
participants. The investment guidelines consider a broad range of economic conditions. Central to the
policy are target allocation ranges by major asset categories. The policy is established and administered
in @ manner that is compliant at all times with applicable regulations.

The objectives of the target allocations are to maintain investment portfolios that diversify risk through
prudent asset allocation parameters and to achigve asset returns that meet or exceed the plans' actuarial
assumptions and that are competitive with like instruments employing similar investment strategies. The
portfolio diversification provides protection against significant concentrations of risk in the plan assets.

The target asset allocations for pension plans and other postretirement plans that have significant assets
are: 70% equity securities and 30% fixed income securities. Equity securities primarily include investmants
in large-cap and small-cap companies. Fixed income securities primarily include corporate bonds of
companies from diversified industries, United States govemment securities, and mortgage-backed
securities.

The Board of Directors has established the Ermployee Benefits Administrator Committee (composed of
members of management) to manage the operations and administration of all benefit plans and trusts.
The committee periodically raviews the asset allocation, and the portfolio is rebalanced when necessary.

The investments recorded at fair value in the pension and other postretirement benefit plan assets at
December 31, 2009, by asset category were as follows. See Note 1(r), "Summary of Significant
Accounting Policies — Fair Value," for infarmation on the fair value hierarchy and the inputs used to
measure fair value.

Peansion Plan Assets Other Benefit Plan Assets

(Millions) Level1 Level2 Level3 Total Levell Level2 leveld Total
Asset Category
Cash and cash equivalents $ 21 % 329 $ - $350 % - %201 $ - 8201
Equity securities:

United States equity 2617 1713 - 433.0 48.0 396 - 87.6

International equity 31.0 144.3 - 175.3 - 26.8 - 26.9
Fixed income securities:

United States government - 100.6 - 109.6 - 324 - 324

Foreign government - 12.4 0.4 12.8 - 15 - 1.5

Corporate debt - 124 9 28 127.8 0.9 316 - 325

Asset-backed securities - 383 - 393 - 9.0 - 9.0
Real estate securities - - 248 24.9 - - - -
Other - - 1.1 1.1 - 2.3 - 23

204.8 B834.7 29.3 958.8 48.9 163.4 - 2123

401({h) other benefit plan assets

invested as pension assets * (0.8) {17.6} {0.1} {18.5) 0.8 17.8 [0 18.5

Total $2040 $617.1 $20.2  $940.3 $49.7  $181.0 $0.1  $2308

¥ Pension trust assets are used to pay other postretirement benefits as allowed under Imtemal Revenue Code
Section 401(h).
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The following table sets forth a reconciliation of changes in the fair value of pension plan a::;sets
categarized as Level 3 measurements:

Foraign - Asset- Real
Government Corporate Backed Estate -

{Miltiang) Debt Dabt Securities  Securities . Other Total
Beginning balance at December 31, 2008 $0.7 $1.8 $0.1 $35.8 515 $30.9
Aclual retumn on pian assets:

Relating to assets still held at the reporting 0.8 1.1 - (12.2) 1.2 @.1)
date

Relating to assets sold during the period - 0.4 - - (0.5) {0.9)
Purchases, sales, and settlements 0.1 0.7 - 1.3 (1.1) 1.0
Transfers in andfor out of Level 3 (1.2) 0.3) (0.1} - - {1.6}
Ending balance at December 31, 2009 $0.4 $2.9 $ - $249 St $29.3

Cash Flows Related to Pension and Other Postretirement Benefit Plans

Integrys Energy Group's funding policy is to contribute at least the minimum amounts that are required to
be funded under the Employee Retirement Income Security Act, but not more than the maximum amounts
that are currently deductible for income tax purposes. Integrys Energy Group expects io contribute

$67.6 million to pension plans and $35.7 million to other postretirerment benefit plans in 2010.

The following table shows the payments, reflecting expected future service, that Integrys Energy Group
expecis to make for pension and other postretirement benefits. In addition, the table shows the expected
federal subsidies, provided under the Medicare Prescription Drug, Improvement and Modemization Act of
2003, that will partially offset other postretirement benefits.

{Millions) Pension Benefits  Other Benefits  Federal Subsidies

2010 $876 $27.8 $(22)
2011 91.9 29.9 (2.4)
2012 97.6 31.3 (2.6)
2013 105.3 32.8 (2.7)
2014 105.8 34.2 (2.9)
2015-2019 640.7 206.5 (17.0)

Defined Contribution Benefit Plans

Integrys Energy Group maintains 401(k) Savings Plans for substantially all fulltime employses and
matches a percentage of employee contributions through an ESOP or cash contribution up to certain
limits. Certain union employees receive a contribution to their ESOP account regardless of their
participation in the 401(k) Savings Plan. The ESOF held 3.4 million shares of Integrys Energy Group's
common stock (market value of $140.8 million) at December 31, 2009. Certain employees participate in a
discretionary profit-sharing contribution and/or cash match. Certain employees who are net eligible to
participate in the defined benefit pension plan participate in a defined contribution pansion plan, in which
Integrys Energy Group contributes certain amounts to an employee's account based on the employee's
wages, age, and years of service, Total costs incurred under all of these plans were $16.8 million in 2009,
$17.4 million in 2008, and $14.4 million in 2007,

Integrys Energy Group maintains deferred compensation plans that enable certain key employees and
non-employee directors to defer a portion of their compensation or fees on a pre-tax basis. Non-employee
directors can defer up to 100% of their director fees. Compensaticn is generally deferred in the form of
cash, indexed to certain investment options or Integrys Energy Group common stock with deemed
dividends paid on the common stock automatically reinvested.

The deferred compensation arrangements for which disiributions are made solely in Integrys Energy

Group's comman stock are classified as an equity instrument. Changes in the fair value of the deferred
compensation obligation are not racognized. The deferred compensation obligation associated with
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integrys Energy Group comman stock was $24.2 million at December 31, 2009, and $23.7 million at
December 31, 2008.

The portion of the deferred compensation obligation associated with defemrals that allow for distribution in
cash is classified as a liability on the Consolidated Balance Sheets and adjusted, with a charge or cradit to
expense, to reflect changes in the fair value of the deferred compensation abligation. The chligation
classified within other long-lerm liabilities was $32.1 million at December 31, 2009, and $28.2 million at
December 31, 2008. The costs incurred under this arrangement were $4.0 million in 2009, $1.9 million in
2008, and $2.3 million in 2007. '

The deferred compensation programs are partially funded through shares of Integrys Energy Group's
common stock that is held in a rabbi trust. The common stock held in the rabbi trust is classified as a
reduction of equity in 2@ manner similar to accounting for treasury stock. The total cost of Integrys Energy

Group's common stock held in the rabbi trust was $17.2 million at December 31, 2009, and $16.3 million™™ "~

at December 31, 2008.

NOTE 19-PREFERRED STOCK OF SUBSIDIARY

Integrys Energy Group's subsidiary, WPS, has 1,000,000 authorized shares of preferred stock with no
mandatory redemption and a $100 par value. QOutstanding shares were as follows at December 31:

{(Mitlions, except share amounts)

2009 2008
Shares Carrying Shares ~ Canrying
Series Qutstanding  Value Outstanding  Value
5.00% 130,692 $13.1 130,695 $13.1
5.04% 20,898 3.0 29,898 . 3.0
5.08% 49,905 5.0 49,922 5.0
8.76% 150,000 15.0 150,000 15.0
6.88% 150,000 15.0 150,000 15.0
Total £10,495 $51.1 510,518  §51.1

All shares of preferred stock of all series are of equal rank except as to dividend rates and redemption
terms. Payment of dividends from any earned sumlus or other available surplus is not restricted by the
terms of any indenture or other undertaking by WPS. Each series of outstanding preferred stock is
redeemable in whale orin part at WPS's opticn at any time on 30 days’ notice at the respective
redempfion prices. WPS may not redeem less than all, nor purchase any, of its preferred stock during the
existence of any dividend default.

In the event of WPS's dissolution or liquidation, the holders of preferred stock are antitled to recsive

(a) the par value of their preferred stock out of the corporate assets other than profits before any of such
assets are paid or distributed to the holders of common stock and (b) the amount of dividends
accumulated and unpaid on their preferred stock out of the surplus or net profits before any.of such
surplus or net profits are paid to the holdars of common stock. Theraafter, the remainder of the corporate
assets, surplus, and net profits shall be paid to the holders of common stock.

The preferred stock has no pre-emptive, subscription, or conversion rights, and has no sinking fund
pravisions.
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NOTE 20--COMMON EQUITY

Integrys Energy Group's reconciliation of shares outstanding at December 31, 2009, and 2008, was as
follows: : : :

2009 2008 -
Shares Average Cost Shares Average Cost
Common stock issued 76,418,843 76,430,037 ;
Less: .
Treasury shares - $ - 7,000 $25.19
Deferred compensation rabbi trust 402,839 $42.58 " 367,238 $44 36
Restricted stock 35,861 $55.33 @ 83,031 $54.81 @
Total shares outstanding 75,980,143 75.992,768

" Based on Integrys Energy Group's stock price on the day the shares entered the deferred compensation rabbi

trust. Shares paid out of the trust are valued at the average cost of shares in the trust.
@ Based on the grant date fair value of the restrictad stack.

During 2009 and 2008, Integrys Energy Group purchased shares of its common stock on the open market
to meet the requirements of its Stock Investment Plan and certain stock-based amployee benefit and
compensation plans. Prior to 2008, integrys Energy Group issued new shares of common stock under
these plans. These stock issuances increased equity $45.8 milfion in 2007.

Pursuant to the PEC merger, shareholders of PEC received 0.825 shares of Integrys Energy Group (then
known as WPS Resources) commoen stock, $1 par vaiue, for each share of PEC common stock, no par
value, that they held immediately prior to the merger. This resulted in an increase in common stock
outstanding of 31,938,491 shares and increased equity $1.8 billion as of December 31, 2007.

integrys Energy Group's common stock shares

Balance at December 31, 2006 43,387,460
Shares issued
Merger with PEC 31,938,491
Stock Investment Plan 529,835
Stock-based compensation 444,041
Restricted stock, net 93,339
Rabhi trust shares 40,829
Balance at December 31, 2007 76,434,095
Restricted stack shares cancelled (4,058)
Balance at December 31, 2008 76,430,037
Restricted stock shares cancelled (11,184)
Balance at December 31, 2009 76,418,843

Earnings Per Share

in the first quarter of 2009, Integrys Energy Group adopted FASB Staff Position (FSP) No. EITF 03-6-1,
"Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating
Securities," (now incorporated as part of FASB ASC 260-10). This FSP had no effect on previously
reported basic eamings (loss) per share.

Basic earnings (loss) per share is computed by dividing net income (loss) attributed to common
shareholders by the weighted average number of common stock shares outstanding during the period.
Diluted eamings (loss) per share is compurted by dividing net income (loss) attributed to common
sharehclders by the weighted average number of common stock shares outstanding during the period,
adjusted for the exercise and/or conversion of all potentially dilutive securities. Such dilutive items include
in-the-money stock options, performance stock rights, and restricted stock. The effects of an insignificant
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number of in-the-money securities were not included in the computation for 2009, because there was a net
loss during the period, which would cause the impact to be anti-dilutive. The 2009 calculation of diluted
garnings per share also excluded 2.7 million out-of-the-money stock options that had an anti-dilutive

effect. The calculation of diluted eamings per share for 2008 excluded 2.2 million put-of-the-money stock
options that had an anti-dilutive effect. The caleulation of diluted earnings per share for 2007 exciuded an
insignificant number of stock options that had an anti-dilutive effect. The following table reconciles the
computation of basic and diluted eamings (loss) per share:

{Millions, except per share amounts) 2009 2008 2007
Numerator:
Net income (loss) from continuing operations ${(71.8) 31247 $181.0
Discontinued operations, net of tax 2.8 47 " 733
Preferred stock dividends of subsidiary : 3.1) &N - @B
Noncentrolling interest in subsidiaries 1.0 0.1 0.1
Net income {loss) attributed to common sharehalders $(70.9) $126.4 $261.3
Denominator;
Average shares of common stock — basic 768 76.7 718
Effect of dilutive securities

Stock-based compensation - 0.3 0.2
Average shares of common stock — diluted 76.8 77.0 71.8
Earnings (loss) per common share

Basic $(0.92) $1.85 $3.51

Diluted (0.92) 1.64 3.50

Accumulated Other Comprehensive Income {Loss)

The components of accumulated other comprehensive loss, net of tax at December 31, 2009, and 2008,

were: .

(Millions) 2009 2008
Cash flow hedges ™ $(24.9) $(56.4)
Unrecognized pension and other posiretirement benefit costs @ (21.5) (14.8)
Foreign currency transiation 2.4 1.7
Available-for-sale securities © - 0.1

Total accumulated other comprehensive loss $(44.0) $(72.8)

" Includes tax benefits of $18.6 million and $33.8 million 2t December 31, 2008, and 2008, respectively.
@ Includes tax benefits of $13.8 million and $10.6 million at December 31, 2008, and 2008, respactively.
@ Includes tax of $3.4 million at December 31, 2008.

NOTE 21--STOCK-BASED COMPENSATION

In May 2007, Integrys Energy Group's shareholders approved the 2007 Omnibus Incentive Compensation
Pian {2007 Omnibus Plan). Under the provisions of the 2007 Omnibus Plan, the number of shares of
stock that may be issued in satisfaction of plan awards may not exceed 3,500,000, and no more than
1,500,000 shares of stock can be granted as performance shares or restricted stock. No additional
awards will be issued under prior plans, although the plans continue to exist for purposes of the existing
outstanding stock-based compensation. At December 31, 2009, stock options, performance stock rights,
restricted shares and restricted share units, and stock appreciation rights were outstanding under the
various plans.
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Stock Options

Under the provisions of the 2007 Omnibus Plan, no single employee who is the chief executive officer of
Integrys Energy Group or any of the other four highest compensated officers of integrys Energy Group and
its subsidiaries can be granted options for more than 1,000,000 shares during any calendar year. No
stock options will have a term longer than ten years. The exercise price of each stock option is equal to
the fair market value of the stock on the date the stock option is granted. Generally, one-fourth of the
stock options granted vest and become exarcisable each year on the anniversary of the grant date.

The fair vaiues of stock option awards granted were estimated using a binomial tattice model. The
expected term of option awards is calculated based con historical exercise behavior and represents the
period of time that options are expected to be guistanding. The risk-free interest rate is based on the
United States Treasury yield curve. The expected dividend yiel incorporates the current dividend rate as
well as historical dividend increase patterns. Integrys Energy Group's expected stock price volatility was
estimated using its 10-year historical volatility. The following table shows the weighted-average fair values
per stock option along with the assumptions incorporated into the valuation models:

2009 2008 2007
Weighted-average fair value per oplion $3.83 $4.52 $7.80
Expected term 8-9 years 7 years 7 years
Risk-free interest rate 2.50%-2.78% 3.40% 4.85%
Expected dividend yield 5.50% 5.00% 4.50%
Expected volatility 18% 17% 17%

Compensation cost recognized for stock options during the years ended December 31, 2008, 2008, and
2007, was $2.0 million, $2.6 miliion, and $1.8 million, respectively. Compensation cost capialized during
these same years was not significant. As of December 31, 2009, $1.5 million of compensation cost
related to unvested and outstanding stock options was expected to be recognized over a
weighted-average period of 2.4 years.

Cash received from option exercises during the year ended December 31, 2009, was not significant, and
was $3.3 million and $14.0 mitlion during the years ended December 31, 2008, and 2007, reéspactively.
The tax benefit realized from these option exercises was not significant in 2009 and 2008, and was

$2.3 million in 2007,

A summary of stock option activity for the year ended Dacember 31, 2009, and information related to
outstanding and exercisable stock options at December 31, 2009, is presented balow:

Weighted- Welghted-Average Aggregate

Average Remaining Intrinsic
Exercigse Price Contractual Life Value
Stock Options Per Share {in Years} {(Millions)
Qutstanding at December 31, 2008 2,700,139 $47.90
Granted 511,484 4212
Exercised 33,859 3264 $0.3
Forfeited 44101 5214 -
Expired 577 43,10
Qutstanding at December 31, 2009 3,133,288 $47.06 -6.10 $2.3
Exercisable at December 31, 2009 2,006,897 $47.29 4.80 $2.3

The intrinsic value of options exercised was not significant during the year ended December 31, 2008, and
was $4.4 million during the year ended December 31, 2007.

The aggregaie intrinsic value for cutstanding and exercisable options in the above table reprasents the

total pre-tax intrinsic value that would have been received by the option holders had they all exercised
their oplions at December 31, 2009. This is caiculated as the difference batween Iniegrys Energy Group's
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closing stock price on December 31, 2009, and the option exercise price, multiplied by the number of
in-the-money stock opticns.

Performance Stock Rights

Performance stack rights vest over a three-year performancs period and are paid out in shares of Integrys
Energy Group's comman stock. No single employee who is the chief executive officer of integrys Energy
Group or any of the other four highest compensated officers of Integrys Energy Group and its subsidiaries
can receive a payout in excess of 250,000 performance shares during any calendar year. The number of
shares paid out is caiculated by multiplying a performance percentage by the number of cutstanding stock
rights al the compietion of the vesting period. The performance percentage is based on the total
shareholder return of Integrys Energy Group's common stock relative 1o the total shareholder return of a
peer group of companies. The payout may range from 0% to 200% of target.

The fair values of performance stock rights granted were estimated using a Monts Cario valuation model,
incorporating the assumptions in the table below. The risk-free inferest rate is based on the United States
Treasury yield curve. The expected dividend yield incorporates the current dividend rate as well as
historical dividend increase patterns. The expected volalility was estimated using three vears of historical
data.

2009 2008 2007
Expected term 3 years 3vyears 3 years
Risk-free interest rate 1.38% 2.18% 4.71%
Expected dividend yield 5.50% 5.50% 4.50%
Expected volatility 26% 17% 15%

Compensation cost recerded for performance stock rights for the years ended December 31, 2009, 2008,
and 2007 was $4.6 million, $5.2 million, and $3.5 million, respectively. Compensation cost capitaiized
during these same years was not significant. As of December 31, 2009, $1.8 million of compensation cost
related to unvested and outstanding performance stock rights was expected to be recognized over g
weighted-average period of 1.6 years.

A summary of the activity related to performance stock rights for the year ended December 31, 2009, is
presented below:

Performance Weighted-Average
Stock Rights Grant Date Fair Value

Qutstanding at December 31, 2008 263,109 $50.13
Granted 121,220 37.1
Expired 79,574 48.37
Forfeited 3,665 52.15
Outstanding at December 31, 2009 301,090 $45.33

No performance shares were distributed in 2009 because the peiformance percentage was below the
threshold payout level for those rights that were vested and eligible to be distributed during the year ended
December 31, 2009.

Restricted Shares and Restricted Share Units

A portian of the long-term incentive is awarded in the form of restricted shares and restricted share units.
Mast of these awards have a four-year vesting period, with 25% of each award vesting on each
anniversary of the grant date. During the vesting period, restricted share recipients have voting rights and
are entitled to dividends in the same manner as other common shareholders, whereas restricted share
unit recipients receive dividend credits and do not have voting rights. Restricted shares and restricted
share units have a value equal to the fair market value of Integrys Energy Group's common shares on the
grant date. Compensation cost recognized for these awards was $4.9 million, $4.2 million, and
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$1.4 million during the years ended Dacember 31, 2008, 2008, and 2007, respectively. Compensation
cost capitalized during these same years was not significant. As of December 31, 2009, $7.4 million of
compensation cost related to these awards was expected to be recognized over a weighted-average

period of 2.5 years.

A summary of the activity related to restricted share and restricted share unit awards for the year ended

December 31, 2009, is presented below:

Restricted Shares and Weighted-Average
Restricted Share Unit Awards  Grant Date Fair Value
Outstanding at December 31, 2008 228,615 $50.18
Granted 208,357 42,12
Distributed 69,587 50.76
Forfeited : 18,527 - 4504 - -
Outstanding at December 31, 2009 346,858 $45.55

Stock Appreciation Rights

On February 21, 2007, all of PEC's then outstanding stock appreciation rights were converted into 14,021
Integrys Energy Group stock appreciation rights. The fair vaiue of the stock appreciation righis is
estimated with a Black-Scholes model and was not significant at December 31, 2009. No stock
appreciation rights were issuad during the year ended Deacember 31, 2000,

NOTE 22--FAIR VALUE
Fair Value Measurements

In the fourth quarter of 2009, the WPS Crane Creek wind generation project became opetational, and-a
$6.3 million asset retirement obligation was recorded. The inifial determination of the amount of the asset
retirement obligation was a fair value measurement calcuiated in accordance with the guidance of the
Asset Retirement and Environmental Obligations Topic of the FASB ASC and was categorized within
Level 3 of the fair value hierarchy. This classification resulted from the use of significant unobservable
inputs, inciuding the estimated costs of removing the wind turbines.

The following table shows Integrys Energy Group's financial assets and liabilitizs that were accounted for
at fair value on a recurring basis, categorized by level within the fair value hierarchy.

December 31, 2009

{Millions) Level 1 Level 2 Level 3 Total
Assets

Risk management assets $284.9 $439.6 $1,503.0 §$23175

Cther 01 - - 0.1
Liabilities

Risk management liabilities 336.4 582.2 1,471.6 2,390.2

Long-term debt hedged by fair valug hedge - 52.8 - 52.8
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December 31, 2008
(Millions) Level 1 Level 2 Level 3 Total
Assetls
Risk management assets $703.0 $1,524.0 $7564 3209824
Inventory hedged by fair value hedges - 274 - 274
Other 0.5 : - - 0.5
Liabilities :
Risk management liabilities 820.5 1,559.1 572.8 28524
Liabilities held for sale - - 0.6 06
Long-term debt hedged by fair value hedge - B3.2 - 53.2

The determination of the fair values above incorporaies various factors required under the Fair Value
Measurements and Disclosures Topic of the FASB ASC. These factors include not only the credit
standing of the counterparties involved, but also the impact of Integrys Energy Group's nonpelfonnance
risk on its liabilities.

The risk management assets and liabilities listed in the tables inciude options, swaps, futures, physical
commodity contracts, and other instruments used to manage market risks related to changes in
commedity prices and interest rates. For mare information on Integrys Enargy Group's derivative
instruments, see Note 2, "Risk Management Activities."

When possible, Integrys Energy Group bases the valuations of its risk management assets and liabilities
on quoted prices for identical assels in active markets. These valuations are classified in Level 1. The
valuations of certain contracts are based on NYMEX futures prices with an adjustment related to location
differences, and certain derivative instruments are valued using broker quotes or prices for simitar
contracts at the reporting date. These valuations are classified in Level 2.

Certain derivatives are categorized in Level 3 due to the significance of unobservable or
internally-developed inputs. The primary reasons for a Level 3 classification are as follows:

¢  While price curves may have been based an observable information, significant assumptions may
have been made regarding seasonal or monthly shaping and lecational basis differentials.

e  Certain transactions were valued using price curves that extended beyond the quoted period.
Assumptions were made to extrapolate prices from the last quoted period through the end of the
transaction term.

+  The valuations of certain transactions were based on internal models, although extarnal inputs
were utilized in the valuations.

The following table sets forth a reconcilistion of changes in the fair value of items categorized as Level 3
measurements:

Year Ended December 31

{Millions) 2009 2008
Balance &t the beginning of period $182.0* $ 4486
Net realized and unrealized gain (loss) included in eamings 32.0 (44.7)
Net unrealized gain (loss) recorded as regulatory assets or liabilities 22 (8.7)
Net unrealized gain {loss}) included in other comprehensive loss 16.3 (35.0)
Net purchases and settlements (36.0) 25
Net transfers infout of Level 3 (75.1) 223.3
Balance at the end of the period $121.4 $182.0*
Net unrealized gain (loss) included in earnings related to

instruments still held at the end of the period $35.4 $(55.3)

w

This amount includes $0.8 million of risk management liahilities cldssified as held for sale, related to the sale of
generation assets and the associated sales and service contracts in Northern Maine, which closed in
the first quarter of 2010.
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Derivatives are transferred in or out of Level 3 primarily due to changes in the source of data used to
construct price curves as a result of changes in market liguidity.

Unrealized gains and losses included in earnings related to Integrys Energy Services' risk management
assets and liabilities are recorded through nonregulated revenue on the Consolidated Statements of
Income. Realized gains and losses on these same instruments are recorded in nonreguiaied revenue or
nonregulated cost of fuel, natural gas, and purchased power, depending on the nature of the instrument.
Unreaiized gains and losses on Level 3 derivatives at the utilities are deferred as regulatory assets or
liabilities. Therefore, these fair value measurements have no impact on eamnings. Realized gains and
losses on these instruments flow through utility cost of fuel, natural gas, and purchased power on the
Consolidated Statements of Income.

Fair Value of Financial Instruments

The following table shows the financial instruments included on the Consolidated Balance Sheets of
Integrys Energy Group that are not recorded at fair value.

2009 2008
Carrying Fair Carrying Fair
(Millions) Amount Value Amount Value
Long-term debt $2,511.2 $2,543.6 $24432~ . $2276.0
Preferred stock 51.1 44.3 51.1 48.0

*  This amount includes $8.8 million of long-term debt classified as held for sale, related fo the sale of generation
assets in Northern Maine, which closed in the first quarter of 2010,

The fair values of long-term debt instruments are estimated based on the quoted market price for the
same or similar issues, or on the current rates offered to integrys Energy Group for debt of the same
remaining maturity, without considering the effect of third-party credit enhancements. The falr values of
preferred stock are estimated based on quoted market prices when available, or by using a perpetual
dividend discount model.

Due to the short maturity of cash and cash equivalents, accounts receivable, accounts payshle, notes
payable, and cutstanding commercial paper, the carrying amount approximates fair value.

NOTE 23--MISCELLANEOUS INCOME

Integrys Energy Group’s ioial miscellaneous income was as follows at December 31:

(Millions) 2009 2008 2007
Equity earnings on investments $76.1 $67.8 $34.6
Equity AFUDC 6.0 55 0.9
Interest and dividend income 5.6 5.0 12.7
Key executive life insurance income 2.3 2.7 22
Gain on sale of property 1.8 48 1.9
Weston 4 ATC interconnection agreement interest - 2.5 39
(Loss} gain on investments (€.1) (0.3) 3.9
(Loss) gain on foreign currency exchange {0.1) 0.9 24
Other (2.6) (1.6} 1.6
Total miscellaneous income $89.0 $87.3 $64.1
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NOTE 24--REGULATORY ENVIRONMENT
Wisconsin
2010 Rates

On December 22, 2009, the PSCW issued a final writien order for WPS authorizing no electric rate
increase (net of 2009 and 2008 fuel refunds) and a retail natural gas rate increasa of $13.5 millian,

effective January 1, 2010. The PSCW ordered that $18.2 million of the 2008 and 2009 electric fuel cost
over-collections be used to offset the overall electric rate increase needed for 2010, and was recorded as

a shori-term regulatory liability as of December 31, 2008. The remaining $10.0 million of the 2009 fuel

cast over-collections accrued in 2009 as a short-term regulatory liability, plus interest, will ba refunded to
customers during the first half of 2010. Fuel cost aver/under recovery impacts related to the Weston 4
power plant exfoliation issue remain open for 2008 and 2009 and have been delayed to afulure rate
proceeding.

2009 Rates

On April 23, 2009, the PSCW made the 2009 fuel cost recovery subject to refund, effective April 25, 2009,
as actual and projected fuel costs for the remainder of the year were estimated fo be below the 2% fuel
window. As of December 31, 2009, WPS recorded a liability of $27.1 million related to this refund.

On December 30, 2008, the PSCW issued a final writien order for WPS authorizing no ¢hange in retail
electric rates from the fuel surcharge adjusted rates authorized effective July 4, 2008, and a:$3.0 million
decrease in retail natural gas rates. The PSCW also approved a decoupling mechanism as a four-year
pilot program. The mechanism allows WPS to defer and recover or refund in future raie proceedings all or
a portion of the differences between the actual and authorized margin per customer impact of variations in
volumes. The annual deferral or refund is limited to $14.0 miiiion for electric service and $8.0 million for
natural gas service. The mechanism does not adjust for changes in volume resulting from changes in
custormer count and alsc does not cover large commercial and industrial customers,

2008 Ratss

On January 15, 2008, the PSCVV issued a final written order for WPS authorizing a retail electric rate
increase of $23.0 million (2.5%), which included recovery of deferred 2005 and 2006 MISO Day 2 costs
over a one-year period and increased ejectric transmission costs, effective January 16, 2008. On
February 11, 2008, WFS filed an application with the PSCW to adjust its 2008 rates for increased fuel and
purchased power costs. The application requested an increase in retail electric raies due to a delay in the
in-service date of the Weston 4 power plant, increased coal and coal transportation costs, and increased
natural gas costs. The PSCW approved an interim annual fue! surcharge increase of $29.7 million on
March 20, 2008, and an additional final fuel surcharge increase of $18.3 million, effective July 4, 2008.

On September 30, 2008, the PSCW reopened the 2008 fuel surcharge to review forecasted fue! costs, as
WRPS's current and anticipated annual fuel costs were below those projectad in the fuel surchargs. As a
result of the lower fuel and purchased power costs, WPS's rates from September 30, 2008, through
December 31, 2008, were subject to refund. On February 9, 2009, WPS filed a request with the PSCW to
refund approximately $5 million of 2008 fuel costs to Wisconsin electric retail customers. WPS had
accrued this amount as a liability at December 31, 2008. This refund resulted in a credit to customers' bills
in March and April 2009. An additional $1.1 mitlion of the 2008 fuel cost over-recovery, including interest,
was accrued in 2008 and 2009 and will be refunded as part of the 2010 rate case.

2007 Rates
On January 11, 2007, the PSCW issued a final written order for WPS authorizing a retail electric rate

increase of $58.7 million (6.6%}) and a retail natural gas rate increase of $18.9 million (3.8%), effective
January 12, 2007. The new rates reflected a 10.9% retum on common equity. The PSCW approved a
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common equity ratio of 57.4% in WPS's regulatory capital structure. The 2007 retail electric rate increase
was required primarily because of increased costs associated with elactric transmission, costs related to
the construction of Weston 4 and the addifional personnel to maintain and operate the plant, and costs to

maintain the Weston 3 generation unit and the De Pere Energy Center. The 2007 retail natural gas rate ——~

increase was driven by infrastructure improvements necessary to ensure the reliability of the natural gas
distribution system and costs associated with the remediation of former manufactured gas plant sites.

Weston 3 Qutage

In October 2007, Weston 3, a coaHired generating facility located near Wausau, Wisconsin, sustzined
damage from a major lightning strike that forced the facility out of service until January 14, 2008. The
damage required the repair of the generator rotor, turbine rotors, and boiler feed pumps, WPS incurred
$8.9 million of incremental pre-tax non-fuel operating and maintenance expenditures through

January 14, 2008, to repair and returmn Weston 3 1o service. WPS has insurance in place that covered all -
non-fuel operating and maintenance axpenditures, less a $1.0 million deductible. WPS incurred & total of
$26 .6 million of incremental pre-tax fuel and purchased power costs during the 14-week outage. WPS
was granted approval from the PSCW to defer the replacement fuel and purchased power costs for the
Wisconsin retail portion of these costs retroactive to the date of the lightning strike. On

December 30, 2008, the PSCW granted WPS recovery of $17.0 million of the requested $19.8 million of
Weston 3 replacement fuel and power costs from the Wisconsin retail jurisdiction, over a six-year period
and without carrying costs.

WPS was granted recovery of $0.4 million of the raquested $0.5 million of replacement purchased power
costs from the Michigan retail jurisdiction through the annual PSCR mechanism.

Kewaunee

On February 20, 2005, Kewaunee was temporerily removed from service after a potential design
weakness was identified in its auxiliary feedwater system. In WPS's 2008 rate case, the PSCW
determined that it was reasonable for WPS to recover all deferred costs related to the 2005 Kewaunee
forced outage over a five-year period, beginning on January'1, 2006. At December 31, 2009, $9.6 milkion
was lefi to be collected from ratepayers and remained recorded as a regulatory asset related to this
outage.

Michigan

2010 UPPCO Rates

On December 16, 2009, the MPSC issued a final written order authorizing UPPCO a retail electric rate
increase of $6.5 million, effective January 1, 2010. The new rates reflect a2 10.90% return on common
equity and a common equity ratio of 54.83% in its reguiatory capital structure. The order intludes
approval of a decoupling mechanism, as well as an uncollectibles expense tracking mechanism, which
allows for the deferral and subsequent recovery or refund of 80% of the difference between actual write-
offs (net of recoveries) and bad debt expense included in utility rates, both effective January 1, 2010.

2010 MGU Rates

On November 23, 2009, the MPSC issued a partial settiement authorizing MGU a retall natural gas rate
increase of $3.5 million, effective January 1, 2010. The filing includes a 10.75% return on common equity
and a common equity ratio of 50.26% in its regulatory capital structure. The order includes approvat of an
uncollectibles expense tracking mechanism, which allows for the deferral and subsequent recovery or
refund of 80% of the difference between actual write-offs {(net of recoveries) and bad debt expense
included in utility rates, effective January 1, 2010, The decoupling mechanism proposed in the rate case
is being contested and was not part of the settiement. An MPSC decision on decoupling is expected in
the second quarter of 2010.
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2008 MGU Rafes

On January 13, 2008, the MPSC issued a final writtan order for MGU approving a setilement agresment
authorizing an annua retail natural gas rate increaso of $6.0 million, effective January 14, 2009. The new
rates reflected a 10.45% return on common equity and a common equity ratio of 50.01% in its regulatory
capital structure. The rate increase was required primarily due to general inflation, low margin revenue
growth, increased costs of customer service funclions, and increased environmental cleanup costs to
remediate former manufactured gas plant sites.

2008 WPS Rates

On December 4, 2007, the MPSC issued a final written order authorizing WPS a retail electric rate
increase of $0.8 millien, effective December 5, 2007. WPS's last retail electric rate increase in Michigan
was in July 2003. The new rates refiected a 10.6% return an common equity and a common equity ratio
of 56.4% in its regulatory capital structure.

ltlinois

2010 Rates

On January 21, 2010, the ICC issued a final written order authorizing a retail natural gas rate increase of
$69.8 million for PGL and $13.9 million for NSG, effective January 28, 2010). The rates for PGL reflect a
10.23% return on commen equity and a common equity ratio of 56% in its regulatory capital structure.
The rates for NSG reflect a 10.33% return on common equity and a common equity ratio of 58% in its
regulatory capital structure. The ICC approved a rider mechanism to recover the costs, above an annual
baseline, of an accelerated natural gas main replacement program by PGL through a spacial charge on
customers' bills, known as Rider ICR; in February 2010, PGL filed Rider iCR with a $51.85 million annual
baseline. Recovery of costs for the accelerated gas main replacement program will begin in 2011 with the
first Rider ICR charges being effactive April 1, 2011. The rate order also approved the recovery of net
dismantling costs of property, plant, znd equipment over the life of the asset rather than when incurred.
PGL and NSG, as well as Chicago, the AG, and the Citizens Utility Board, filed requasts for rehaaring in
February 2010, all addressing Rider ICR.

Recent lingis Legislation

In July 2009, lllinois Senate Bill {SB} 1918 was signed into law. SB 1918 contains a provigion that allows
PGL and NSG to file a rider to recover (or refund) the incremental difference between the rate case
autharized uncollectible expense and the actual uncollectible expense reported to the ICC each year.

PGL and NSG filed their respective riders with the ICC in September 2008, and began recording the
effects of this provision at that time. The ICC approved the rider in February 2010. SB 1918 alsa requires
a percentage of incorme payment plan for low-income utility customers that PGL and NSG are offering as a
transition program in 2010 and 2011, with a permanent such program to begin no later than September 1,
2011, and an an-bill financing option that PGL and NSG filed in February 2010 and requested a June 2011
effective date. The on-bill financing program will allow certain residential customers of PGL and NSG to
borrow funds from a third party lender to purchase natural gas energy efficiency measures and pay back
the borrowed funds over time through a charge on their ufility bill. No fater than Ociober 1, 2010, PGL and
NSG must file an EEP to meet specified energy efficiency standards, with the first program year beginning
June 2011.

2008 Rates
On February 5, 2008, the ICC issued a final written order authorizing a retail natural gas rate increase of
$71.2 million for PGL and a retail natural gas rate decrease of $0.2 million for NSG, effective

February 14, 2008, The rates for PGL reflected a 10.19% retum on common equity and a common equity
ratic of 58% in its regulatory capital structure. The rates for NSG reflected a 9.99% retum on common
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equity and a common equity ratio of 56% in its regulatory capital structure. The order included approval of
a decoupling mechanism, effective March 1, 2008, as a four-year pilot program, which allows PGL and
NSG 1o adjust rates going forward o recover or refund the difference between the actual and authotized
margin impact of variations in volumes. Legisletion was introduced at the liinois state legisiature to roll -
back decoupling but never reached a vote. This legislation was introduced again in the first quarter of
2009. Integrys Energy Group actively supports the ICC's decision to approve this rate setting mechanism.
The order also approved an EEP, which allows PGL and NSG to recover up to $6.4 milikion and

$1.1 million per year, respectively, of energy efficiency casts. This EEF is separate from the SB 1918
required EEP.

On March 26, 2008, the ICC denied PGL's and NSG's request for rehearing of their rate orders, and all but
one such reguest from interveners. The only rehearing request granted by the ICC refated to a change in
the way PGL allocates interstate hub services revenues among customer groups. ©On June 6, 2008,
several parties filed a stipulation to resolve the way PGL allocates interstate hub services revenues arnong
customer groups. The ICC approved the stipulation, effective November 1, 2008, as well as a rehearing
order. Following the stipulation approval, PGL and NSG and four other parties filed appeals with the
llinois appellate court. Issues on appeal include the decoupling mechanism.

Minnesota

2010 Rates

On December 4, 2009, the MPUC approved a final written order authorizing MERC a retail natural gas
ratg increase of $15.4 million, effective January 1, 2010. The new rates refiect 2 10.21% return on
common equity and a common equity ratio of 48.77% in its regulatory capital structure. Since the final
approved rate increase was lower than the interim rate increase that went into effect in Ociober 2008,
refunds will be made to customers in March 2010.

Federal

Through a series of orders issued by the FERC, Regional Through and Out Rates for transmission service
between the MISO and tha PJM Interconnection were eliminated effective December 1, 2004. Te
compensate transmission owners for the revenue they will no longer receive due to this rate elimination,
the FERC ordered a transitional pricing mechanism called the Seams Elimination Charge Adjustment
(SECA) be put into place. Load-serving entities paid these SECA charges during a 16-month transition
period from December 1, 2004, through March 31, 20086.

For the 16-month transitional period, Integrys Energy Services received billings of $19.2 million (pre-tax)
for these charges. Integrys Energy Services expensed $14.7 million of the $19.2 million, as it is probable
that Integrys Energy Services' total exposure will be reducad by at least $4.5 million due to inconsistencies
between the FERC's SECA order and the transmigsion owners’ compliance filings. Integrys Energy
Services has reached settiement agreements with three of its vendors for a combined $1.6 million.

In August 2006, the administrative law judge hearing the case issued an Initial Decision that was in
agreement with all of Integrys Energy Services' positions. If the Final Order is consistant with the Initial
Decision of the administrative law judge, Integrys Enargy Services' pre-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. Any refunds to Integrys Energy Services will include interest for the period from payment to
refund. A FERC Order addressing these issues is expected to be received by June 2010.

NOTE 25--SEGMENTS OF BUSINESS
The Segment Reporting Topic of the FASB ASC requires that companies disclose segment information

based on how management makes decisions about aliocating resources to segments and measuring their
performance.
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Integrys Energy Group manages its reportable segments separately due to their different operating and
regulatory environments. At December 31, 2009, Integrys Energy Group reported five segments, which

are described below.

. The electric utility segment includes the regulated electric utility operations of WPS and UPPCO.
. The natural gas utility segment includes the regulated natural gas utility operations of WPS, MGU,

MERC, PGL, and NSG.

. Integrys Energy Services is a diversified nonregulated natural gas and electric power supply and

services company serving retail customers (residential, commercial, and industrial).

. The electric transmission investment segment includes Integrys Energy Graup's appraximate 34%
ownership interest in ATC. ATC is a federally regulated electric transmission company operating in

Wisconsin, Michigan, Minnesota, and lllinois.

. The holding company and other segment includes the operations of the Integrys Energy Group

holding company and the PEC holding company, along with any nonutility aclivities at WPS, MGU,
MERC, UPPCO, PGL, NSG, and IBS. Equity earnings from Integrys Energy Group's investment in

WRPC are also included in the hoiding company and other segment.

The nonregulated oil and natural gas production segment includes the results of PEP, which were
reported as discontinuad operations in 2007, PEP engaged in the acquisition, development and

production of oit and natural gas reserves in selected onshore basins in the United States through direct

ownership in oil, natural gas, and mineral leases. Integrys Energy Group completed the sale of PEP in

September 2007.

The tables beiow present information for the respective yaars partaining to Integrys Energy Group's
reportable segments:

Nonutility and

Nanregulated
Regulal ons Operations
Integrys
. Natural Electric Total Integrys  Holding " Energy
Electric Gas Transmission Regulated Energy Company Reconciling Group

2009 (Millions) Utility Litility Investment Qperations Services _ and Other  Eliminations Consolidated
Income Statemant
Extemal revenues $1,2589 $2,2369 & - 334088 $38925 § 116 1 - § 74008
Intersagment revenues 42.7 0.6 - 43.3 1.5 - (44.8) -
Goodwill impairment loss - 2911 - 2211 - - - 201.1
Restructuring expense 8.6 6.9 - 15.5 27.2 0.8 - 435
Loss on Integrys Energy

Services dispositions

relaled to strategy change - - - - 289 - - 289
Depreciation and

amartization expense 90.3 106.1 - 196.4 19.3 15.2 - 230.9
Miscellaneous incorne

(expense) 4.8 3.1 75.3 83.2 6.0 48.5 (48.7) 89.0
Interast expense (income) 416 52.2 - 93.8 131 104.6 (46.7) 164.8
Provision (benafit) for

income taxes 5§14 7.8 298 89.0 18.5 {24.3) - B3.2
Net income (loss) from

continuing operations 2.4 (171.5) 455 {34.8) {1.3} (35.7) - (71.6)
Discontinued operations - - - - 28 - - 2.8
Preferred stock dividends of

subsidiary (2.5) (0.6) - (3.1) - - - (3.1
Net income (loss) altributed to

common shareholders 88.9 (172.1) 45.5 {37.7) 25 {35.7) - {70.9)
Total assets 2,834.7 4,875.7 3959 7,906.3 3,550.8 1462.7 {1,071.9) 11,847.9
Gash expendilures for

long-lived assets 2504 136.9 - 387.3 224 345 - 444.2
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Nonutility and
Nonregulated
Regulated Operations Operationg
intagrys
Natural Electric Total Integrys Helding Energy
Electric Gas Transmission Regulated Energy Company Raconciling Group
2008 {Millions) Utility  Utility Investment Opeorations  Sefvices  and Other  Eliminations  Consolidated
Income Statement
External revenues $1,2846 $3,025.3 8 - §4,300.9 807265 § 114 $ - §14,047.8
Infersegment revenuas 44.3 ne - 44.9 87 0.6 (64.2) -
Goodwill impairment loss - 5.5 - 6.5 - - - 85
Depreciation and
amortization expense 843 108.3 - 192.6 14.5 14.3 - 2214
Misceliansous income
(expense) 8.0 70 86.1 79.1 a7 454 (45.9} 87.3
Interest expense (income) 387 58E - 833 121 088 B 1) 168.1
Provision {beneft) for
income taxes 48.1 57.1 284 1316 {66.2) (24.2) - 51.2
Netinceme {loss) from
continuing operations 94.7 85.5 30.7 2199 (65.5) (20.7) - 124.7
Discontinued operations - - - - 3.9 0.8 - 4.7
Preferred stock dividends of
subsidiary (2.1) (1.0y - (3.1 - - - 3.1}
Net income (loss) attributed to
common shareholders g2.6 84.5 38.7 216.8 (61.5) (28.9) - 126.4
Total assets 2,752.4 §,173.8 346.9 B,273.1 5,050.2 21443 (1,195.1) 14,272.5
Cash expenditures for
long-lived assets 2074 237.3 - 4447 68.1 20.0 - 532.8
Nonutillity and
Reqguinted Uil Nonre i
Qil and Integrys
Natural Electric Total Integrys Natural Holding Enargy
Electric Gas Transmission Regulated Enorgy Gas Company  Reconciling Group
2007 (Millions) Utility Uility Investment Operations  Services Production and Other  Eliminations  Consolidated
Income Statement *
External revenues $1.2029 $2.1025 : - £3,2054 £6.975.7 $ - $113 3 - $10,202.4
Intersegment revenues 432 1.2 - 44 4 4.0 - 1.2 {45.6) -
Depreciafion and
amortization expanse 80.1 a7.7 - 1778 14.4 - 2.8 - 185.1
Miscellaneous income
{expense) 83 5.5 50.5 64.3 {D.5) 0.1 30.9 {30.8) 641
Interest expense (income) 324 53.4 - 858 138 24 93.7 {30.9) 184.5
Provision (benefit) for
income taxes 51.5 14.5 20.2 86.2 26.3 (1.0} (25.5) - 86.0
Net income (loss) from
continuing operations 89.6 29.6 303 1495 B3.1 (2.5) (49.1) - 181.0
Discontinued operations - - - - 14.8 585 - - 73.3
Preferred stock dividends
of subsidiary (2.2) {0.9) - (3.1 “ - - - 3.1
Nel income (loss) attributed
to common shareholders 87.4 28.7 30.3 1464 98.0 56.0 (49.1} - 2513
Total agsets 24708 4,777.8 2966 75452 31506 - 1,614.6 {1.076.2) 11.234.4
Cash expenditures for
longdived assets 2026 158.8 - 614 20.5 - 10.7 - 392.6
Geographic information 2009 2008 2007
{Millions) Long-Lived Long-Livad Long-Lived
Revenues Assets Revenues Assets Revanues Assels
United States $6,628.56 §7.540.3 $£11,830.3 §$7.576.8 $ 83438 $7,028.2
Canada * 871.3 - 2,408.5 20.0 1,948.6 20.6
Total $7,409.8 $7.540.3 $14,047.8 $7,586.8 §10,262.4 $7,048.8

* Revenues and assets of Canadian subsidiaries. Inciudes the impact in 2009 of the sale of Canadian operations at Integrys

Energy Services,

-146-



ATTACHMENT G

NOTE 26--QUARTERLY FINANCIAL INFORMATION (Unaudited)

{Mitlions, except share amounts) Three Months Ended
March June September  December Total

Total reverues $3.200.8 $1,427.8 $1,297.8 $1,573.6 $7,480.8
Operating income (loss) (145.1) 729 93.3 66.3 87.4
MNet income (loss) from continuing operations {179.5) 35.0 49.1 238 (71.8)
Discontinued operations, net of fax - 03 23 0.2 28
Preferred stock dividends of subsidiary (0.8} {0.8) (0.7} {0.8) (3.1)
Net incoma (ioss) attributed o commoen shareholders (180.2) 34.7 §1.1 235 {70.9)
Average shares of common stock {basic) 78.7 76.8 768 76.8 76.8
Average shares of comman stock (diluted) 76.7 76.8 769 770 76.8
Earnings (loss) per common share (basic) *

Net income (loss) from continuing operations ($2.35) $0.45 50.64 $0.31 $(0.96)

Discontinued operations - - 0.03 - 0.04

Eamnings (foss) per common share (basic) {2.35) 0.45 0.67 - b3 {0.92)
Earnings {loss) per common share (diluted) *

Net income {loss) from continuing operations (2.35) 0.45 0.63 0.31 {0.96)

Discontinued operations - - 0.03 - 0.04

Earnings {loss) per common share (diluted) {2.35) 0.45 D.68 0.31 {0.92)

* Eamings (loss) per share for the individual quarters do not total the year ended sarnings {loss) per share amount

because of changes to the average number of shares outstanding and changss in incremental issuable shares
throughott the year.
{Mitllons, except share amounts) Three Months Ended
2008
March June September _December Total

Total revenues $3,089.2 $3.417.2 $3,2231 $3.418.3 $140478
Operating income (loss) 2347 53.1 {76.2) 35.1 2487
Net income (loss) from continuing operations 136.6 248 {58.4) 217 124.7
Discontinued operations, net of tax - 0.1 - 4.8 47
Praferred stock dividends of subsidiary {0.8) (0.8) 0.7 -{0.8) 3.1
Net income (loss) atiributed o common shareholders 135.8 24.1 {59.1) 258 126.4
Average shares of common stock (basic) 76.8 76.6 76.7 76.7 76.7
Average shares of common stock {diluted) 76.9 76.8 76.7 77.0 77.0
Eamings (logs) per common share (basic) *

Net income (loss) from continuing operations $1.77 $0.31 (30.77) $0.27 $159

Discontinued operations - - - 0.06 0.06

Earmnings (loss) per common share (basic) 1.77 0.31 (0.77) 1033 1.65
Earnings (loss) per comman share (diluted) *

Net income {loss) from continuing operations 1.77 0.31 {077} 0.27 158

Discontinued operations - - - 0.06 0.06

Earmings {loss) per commeon share (diluted) 1.77 0.31 {0.77) 0.33 1,64

* Earnings (loss) per share for the individual quarters ¢o not total the vear ended eamings (foss) per share amount
because of changes to the average humber of shares outstanding and changes i incrementat issuable shares
throughout the year. .

Because of various factors, the quanterly results of operations are not necessarily comparable.
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H. REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON FINANCIAL STATEMENTS

To the Board of Directars and Shareholders of Integrys Energy Group, inc:

We have audited the accompanying consolidatad balance sheets of Integrys Energy Group, Inc. and
subsidiaries (the "Company”) as of December 31, 2009 and 2008, and the related consolidated
statements of income, equity, and cash flows for each of the three years in the period ended
December 31, 2009, Qur audits also included the financial statement schedules listed in the Index at
Itam 15. These financial statements and financial statemant schedules are the responsibility of the
Company's managemant. Our responsibility is to express an opinion on the financial statements and
financial statement schedules based on our audits. :

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a 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, 2009 and 2008, and the
résults of their operations and their cash flows for each of the three years in the period ended

December 31, 2009, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedules, when considered in relation to the
basic consolidated financial statements taken as a whole, present fairly, in all material respects, the
information set forth therein.

As discussed in Note 1{r} to the consolidated financial statements, at January 1, 2008, the Company
adopted Statement of Financial Accounting Standards No. 157, “Fair Value Measuremenis.”

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the Company's internal contral over financial reporting as of December 31, 2009,
based on the criteria established in Internal Control—integrated Framework issuad by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated February 25, 2010
expressed an unqualified opinion on the Company’s internal control ever financial reporting,

ls/ Deloitte & Touche LLP

Milwaukee, Wi
February 25, 2010
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEMSA. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

integrys Energy Group's management, with the participation of integrys Energy Group's Chief Executive
Officer and Chief Financial Officer, has evaluated the effectiveness of the design and operation of
Integrys Energy Group's disclosure controls and procedures (as such term is defined in Rules 13a-15(g)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act)) as of the end
of the pericd covered by this raport and has concluded that, as of the end of such pericd, Integrys Energy
Group's disclosure confrols and procedures were effective to ensure that information required to be
disclosed by integrys Energy Group in the reports that it files or submits under the Exchange Actis
recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and
forms and is accumulated and communicated to integrys Energy Group's management, including its Chief
Executive Officer and Chief Financial Officer, as appropriate 1o allow timely decisions regarding required
disclosure.

Changes in Internal Controls

There were no changes in Integrys Energy Group's internal controls over financial reporting (as such term
is defined in Rules 13a-15(f} and 15d-15(f} under the Securities Exchange Act of 1934) that occurred
during the quarter ended December 31, 2003, that have materially affected, or are reasonably likely to
materially affect, its internal control over financiat reporting.

Management Reports on Internal Control over Financial Reporting

For Integrys Energy Group's Management Report on Intemal Control over Financiat Reporting, see
Section A of ltem 8.

Repoeris of Independent Registered Public Accounting Firm

For Integrys Energy Group's Reports of Independent Registered Public Accounting Firm, see Sections B
and H of ltem 8.

ITEM9B. OTHER INFORMATION

None.
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PART Ill

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE

L]
information required by this ltem regarding the directors of integrys Energy Group, Section 16
compliance and the members of the Audit Commitiee and the Audit Committee financial expert can be
found in integrys Energy Group's Proxy Statement for its Annual Meating of Shareholders to be held
May 13, 2010 (Proxy Statement), under the captions "Election of Diractors,” "Ownership of Voting
Securities — Section 16(a) Beneficial Ownership Reporting Compliance” and "Board Committees,”
respectively. Such information is incorporated by reference as if fully set forth herein.

Information regarding the executive officers of Integrys Energy Group can be found in this Annual Report -
on Form 10-Kin ltem 4A.

Integrys Energy Group has adopted a Code of Conduct, which serves as our Code of Business Conduct
and Ethics. The Code of Conduct applies to all of our directors, officers, and employees, inciuding the
Chief Executive Officer, Chief Financial Officer, Corporate Controller and any other persons performing
similar functions. Integrys Energy Group has also adopted Corporate Govemance Guidelines.

Integrys Energy Group's Code of Conduct, Corporate Govemnance Guidelines and charters of the board
committees may be accessed on the Integrys Energy Group Web site, www.integrysgroup.com under
"Investor” then select "Corporate Governance.” Amendments fo, or waivers from, our Code of Conduct
will be disclosed on our Web site within the prescribed time period.

ITEM 11, EXECUTIVE COMPENSATION

information required by this ltem regarding compensation paid by Integrys Energy Group to its directors
and its "named executive officers" in 2009 can be found in Integrys Energy Group's Proxy Statement
under the captions "Director Compensation” and "Executive Compensation.” Such information is
incorporated by reference as if fully set forth herein.

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

Information required by this ltem regarding the principal securities hoiders of Integrys Energy Group and
the security holdings of its directors and executive officers can be found in Infegrys Energy Group's Proxy
Statement under the capticn "Ownership of Voting Securities — Beneficial Ownership.” Such information
is incorporated by reference as if fully set forth herein. ‘

Information required by this ltem regarding equity compensation plans of integrys Energy Group ¢an be
found in integrys Energy Group's Proxy Statement under the caption "Ownership of Voling Securities —
Equity Compensation Plan Information.” Such information is incorporated by reference as if fully sst forth
herein.

-150-


http://www.integrysgroup.com

ATTACHMENT G

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND
DIRECTOR INDEPENDENCE

Information required by this Item regarding Integrys Energy Group's related person transactions and
director independence can be found in Integrys Energy Group's Proxy Statement under the captions
"Election of Directors — Related Person Transaction Policy” and "Election of Directors — Director
Independence,” respectively. Such information is incorporated by reference as if fully set forth herein.

ITEM 14.  PRINCIPAL ACCOUNTING FEES AND SERVICES

For a summary of the fees billed to Integrys Energy Group (including its subsidiaries) by Deloitte &
Touche LLP for professional services performed for 2009 and 2008 and the Audit Cammittee’s
preapproval policies and procedures, please see Integrys Energy Group’s Proxy Statement under the -~
caption "Board Committees — Audit Committee.” Such information is incorporated by reference as if fully
set forth herein,
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PART V
ITEM 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Documents filed as part of this report:

(1 Consolidated Financial Staterents included in Part Il at ltem 3 above:

Description Pages in 10-K
Consolidated Statements of income for the three years ended
December 31, 2009, 2008, and 2007 - 79
Consolidated Balance Shests as of December 31, 2009 and 2008 a0
Consalidated Statements of Common Shareholders' Equity for the
three years ended December 31, 2009, 2008, and 2007 81
Consolidated Statements of Cash Flows for the three years ended
December 31, 2009, 2008, and 2007 82
Notes to Consolidated Financial Statements 83
Report of Independent Registered Public Accounting Firm 148

{2)  Financial Statement Schedules.
The foliowing financial statement schedules are included in Part IV of this report. Schadules

not included herein have been omitted because they are not applicable or the required
information is shown in the financial stztements or nates therelto.

Description Pages in 10-K
Schedule | - Condensed Parent Company Only Financial Statements

A, Statements of Income and Retained Earnings 154
B Balance Sheets " 155
C. Statements of Cash Flows 156
D. Notes to Parent Company Financial Statements - 1587

Scheduie Il Integrys Energy Group, Inc. Valuation and Qualifying
Accounts ] 160

(3) Listing of all exhibits, including those incorporated by reference.

See the attached Exhibit Index.
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SIGNATURES

Pursuant to the requirernents of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly ™~
authorized, on this 25th day of February, 2010.

INTEGRYS ENERGY GROUP, INC.

{Registrant)

By: s/ Chares A. Schrock

Charles A, Schrock

_ President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature

Keith E. Bailey *

Richard A. Bemis ™

William J. Brodsky *

Aibert J. Budney, Jr. *
Pastora San Juan Cafferty *
Ellen Camahan *

Robert C. Gallagher *

Kathryn M. Hasselblad-Pascale *

John W. Higgins *
James L. Kemerling *
Michael E. Lavin *
William F. Protz, Jr. *
Charles A. Schrock *
Larry L. Weyers *

{s{ Charles A. Schrock

Charles A. Schrock

s/ Joseph P. O'Leary

Joseph P. O'Leary

/5{ Diane L. Ford

Diane L. Ford

* By:_/s/Diane L. Ford

Diane L. Ford

Titie

Director
Director
Director
Director
Director
Director
Directar
Director
Director
Diractor
Director
Director
Director

Director and Executive Chairman

President and Chief Executive

Officer (principal exscutive officer)

Senior Vice President and Chief
Financial Officer
(principal financial officer)

Vice President and Corporate
Controller
{principal accounting officer)

Attomney-in-Fact

=153.

Date

February 28, 2010

February 25, 2010

February 25, 2010

February 25,2010
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SCHEDULE | - CONDENSED

PARENT COMPANY FINANCIAL STATEMENTS
INTEGRYS ENERGY GROUP, INC. (PARENT COMPANY ONLY)

A. STATEMENTS OF INCOME AND RETAINED EARNINGS

Year Ended Decembar 31

{Millions, except per share data) 2009 2008 2007
Equity earnings {loss) in excess of dividends from subsidiaries ($158.5) 5442 $116.4
Dividends from subsidiaries 147.0 1349 120.0
Income (loss) from subsidiares {11.5) 1781 236.4
Invastment income and other 25.5 194 17.7
Total income 14.0 198.5 2541
Qperating expenses 6.3 3.4 18.5
Oparating income 7.7 195.1 235.6
inierest expense 794 75.0 65.5
Income {loss) before taxes (71.7) 120.1 170.1
Provision {benefit) for income taxes 20 {1.8) {7.9)
Income {loss} from continuing operations {73.7) 121.7 178.0
Discontinued operations, net of tax 28 47 733
Net income {loss) {$70.9) $126.4 $251.3
L]

Retained earnings, beginning of year $624.6 $701.9 $628.2
Common stack dividends {208.9) (203.9) {177.0)
Other 1.2) 0.2 {0.6)
Retained sarnings, end of year $345.6 $624.6 $701.8
Average shares of common stock

Basic 76.8 76.7 718

Diluted 76.8 77.0 71.8
Earnings {loss) per common share (basic)

Net income (loss) from continuing operalions {$0.98) $1.58 $2.49

Discontinued operations, net of tax 0.04 0.08 1.02

Earnings (ioss) per common share (basic) {$0.92) $1.68 $3.51
Earnings (loss) per common share {diluted) .

Net income (loss) from continuing cperafions ($0.98} $1.58 $2.48

Discontinued operations, net of tax 0.04 0.06 1.02

Eamings {loss) per common share (basic) ($0.92) $1.64 $3.50
Dividends per common share declared $2.72 $2.68 $2.56

The accompanying notes to integrys Energy Group's parent company financial statements are an integral part of these statements.

-154-



ATTACHMENT G

SCHEDULE |- CONDENSED
PARENT COMPANY FINANCIAL STATEMENTS
INTEGRYS ENERGY GROUP, INC. {PARENT COMPANY ONLY)

B. BALANCE SHEETS

At December 31

{Millions) 2009 2008
Assets

Cash and cash equivalents $10.0 $180.9
Accounts receivable from related parties 387 339
Interest receivabla from related parfies 46 82
Deferred income taxes - 0.2
Notes receivable from related parties 530 1509
Assets from risk management activities - 147
Other current assets 29.5 27.3
Current assets 1448 4231
Total investments in subsidiaries, at equity 3,962.6 42061
Notes receivable from related parties 2203 2109
Property and equipment, net of accurmidated depreciation of $0.7 and $0.5. respectively 52 53
Receivablas from related parties 2.0 105
Slate delarred incoma taxes 279 16.5
Other rif)) 26.3
Total assats $4,396.8 $4,898.7
Liabilities and Shareholders® Equity

Short-term debt to related parties 3315.7 $276.1
Short-term debt 2051 4739
Current portion of long-term debt 65.6 150.0
Accounts payable o related parties 8 48.7
Inlerest payable to related parties 47 59
Accounts payabls 0.6 0.1
Liabilities from risk management acthities 18 18
Deferred income taxes T3 -
Other currant liabilities 4.4 12.8
Current liabllities €609.2 969.8
Long-term debt to related parties 346.0 346.0
Long-term debt 554.7 465.1
Federal deferrad income taxes 232 8.8
Liabilifies from risk management activities - a5
Payables to related pariies 24 2.0
Other 2.7 3.9
Long-term liahilities 929.0 829.3
Commitments and contingencias

Common stock equity 2,858.6 3,099.6
Total liabilities and sharehclders’ equity $4,306.8 $4,808.7

The accompanying notes o Integrys Energy Group's parent company financlal statements are an integral part of these staiements.
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SCHEDULE | - CONDENSED
PARENT COMPANY FINANCIAL STATEMENTS
INTEGRYS ENERGY GROUP, INC. (PARENT COMPANY ONLY)

C. STATEMENTS OF CASH FLOWS

Yaar Endaed Decamber 31
{Millions) 2009 2008 2007
Operafing Activities
Net income {loss) (570.9) $126.4 $251.3
Adjustments to reconcile net income (foss) i net cash provided by operating activittes
Discontinued operalions, net of tax (2.8) {4.7) (73.3)
Equity loes {income) from subsidiaries, net of dividends ) S N ) - 1585 42y {116.4)
Deferred income taxss ' ' o 244 19.7 {8.0)
Gain on sale of investment o4 - {1.6)
Cumulative efiect of change in accounting principles, net of tax - - -
Other 237 7.9 14.0
Changes in warking capital
Acounts recaivables 0.5 1.2 (2.0}
Accounts recsivebles from related parties 4.2) 203 (30.6)
Other current assets 2.4 {252} -
Accounts payable b5 (1.8} 0.8
Accounts payable to related parties (44.8) 417 29
Other current kiabilites {74) (30.4} 338
Met cash provided by opelattngiclivities 74.9 1114 709
{nvesting Activities
Capital expenditures - . - (10.7)
Short-term notes receivable from related parties 979 (84.6) 572
Long-term notes receivable from related parties [18.0) - -
Receivabies from related parties | 1.5 1.6 1.8
Equity contributions to subsidiaries {58.1) {163.0) (100.9)
Retum of capital from subsldiaries 1585 83.4 344
Proceeds from sale of investment 0.5 - 20
Cash paid for transaction cost related 10 acquisitons . - {14.4)
QOther 9.5 7.4 -
Nat cash provided by {used for) investing activities 189.8 (155.2) {30.9)
Financing Activitias
Commarsial paper, net [41.7) 182.5 {454.4)
Notes payable to related parties 396 55.2 545.8
Issuance of notes payable - 185.7 -
Issuance of short-term debt - 50.0 -
Redemption of notes payable (50.0)
Redemptinn of shart-term dabt {157.9) - -
Issuance of long-term deit 1550 - -
Redemption of long-term debt {150.0) - -
Issuance of comman stock - ) - 45.6
Dividends paid on corrmon stock {206.9) . (203.9) {177.0}
Other {18.7) {4.5) (1.7)
Net cash (usad for) provided by financing activities {436.6) 235.0 {41.6)
Change In cash and cash equivalents {171.9} 1809 (1.8)
Cash and cash equivalents at beglning of year 180.9 - 16
Cash and cash aquivalents at end of year $19.0 51909 |

The accompanying notes to Integrys Energy Group's parent company financial statements are an iatagral part of these stalements.
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SCHEDULE | - CONDENSED
PARENT COMPANY FINANCIAL STATEMENTS
INTEGRYS ENERGY GROUP, INC. (PARENT COMPANY ONLY)

D. NOTES TO PARENT COMPANY FINANCIAL STATEMENTS
SUPPLEMENTAL NOTES
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Presentation--For Parent Company only presentation, investments in subsidiaries are
accounted for using the equity method. The condensed Parent Company financial statements and notes
should be read in conjunction with the consclidated financial statements and notes of Integrys Energy
Group appearing in this Form 10-K. The censalidated financial statements of Integrys Energy Group
reflect certain businesses as discontinued operations. In the Integrys Energy Group consoiidated
financial statements, $26.5 million and $26.3 million assets were reported as held for sale and

$0.3 million and $7.5 million liabilities were reported as held for sale at year-end 2009 and 2008,
respectively. For Parent Company only presentation, the investments in discontinued operations are
recorded in Investments in Subsidiary Companies. The condensed Parant Company statements of
income and statements of cash flows report the eamings and cash fiows of these businesses as
disconfinued operations.

(b) Cash and Cash Equivalents—3hort-term investments with an original maturity of three months or
less are reported as cash equivalents.

The following is supplemental disclosure to the Integrys Energy Group Parent Company Statements of
Cash Flows:

{Millions) 2009 2008 2007
Cash paid for interest $57.3 546.1 $55.1
Cash paid for interest — related parties 236 24.9 38
Cash paid {received) for income taxes {15.4) 27.2 -

Significant non-cash transactions were as follows:

(Millions) 2009 2008 2007

Equity issued for net assets acquired in PEC merger $ - $ - $1,659.3

NOTE 2--FAIR VALUE OF FINANCIAL INSTRUMENTS - RELATED PARTIES

The following table shows the financial instruments included on the Balance Sheets of Integrys Energy
Group Parent Company that are not recorded at fair vaiue.

{(Millions) 2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
Long-term notes receivable from related
parties $220.3 $235.5 $2109 $199.9
Long-term debt to related parlies 346.0 3613 346.0 345.8
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NOTE 3--SHORT-TERM NOTES RECEIVABLE - RELATED PARTIES

{Millions) 2008 2008
UPPCO - - %104 $ 68
Integrys Energy Services - 81.7
MERC 38 22.3
MGU 8.7 27.0
IBS 30.3 13.1
Total $53.0 $150.0
NOTE 4-LONG-TERM NOTES RECEIVABLE - RELATED PARTIES

(Mitlions) 2009 2008
WPS

Series Year Due

8.76% 2015 $ 38 5 40

7.35% 2016 5.5 50
UPPCO

Serias Year Due

5.25% 2013 15.0 15.0

6.06% 2017 15.0 15.0
MERC

Series Year Due

8.03% 2013 29.0 29.0

6.16% 2018 29.0 290

6.40% 2021 29.0 29.0
MGU .

Series Year Due

5.72% 2013 28.0 28.0

5.76% 2016 280 28.0

5.98% 2021 28.0 28.0
IBS

Saries Year Due

6.86% 2014 10.0 -
Total $220.3 $210.9

NOTE 5~-SHORT-TERM NOTES PAYABLE - RELATED PARTIES

{Miflions) ] 2009 2008
Integrys Energy Services $218.7 § -
PEC 97.0 276.
Total $315.7 $276.1
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NOTE 6--LONG-TERM DEBT - RELATED PARTIES

(Millions) 2009 2008
Long-term notes to PEC due 2011 ™ $325.0 - $325.0 - -
Long-term notes to Integrys Energy Services due 2021 @ 21.0 21.0
Total $346.0 $346.0

™ On September 28, 2007, Integrys Energy Group issued a $325.0 million long-term promissory note to

PEC. The note bears interest at a rate of 5.25% and matures in January 2011. Proceeds of the note
were used to reduce the balance of commercial paper outstanding.

® " Integrys Energy Group has a long-term note payable to Integrys Energy Services at December 31,

2009 and 2008 of $21.0 million. The nole bears interest at a rate that approxnmates curnent malket
rates and is due in 2021.

At December 31, 2009, Integrys Energy Graup (parent company) was in compliance with all covenants
relating to outstanding debt to the related parties. A schedule of all principal debt payment amounts for
Integrys Energy Group (parent company) is as follows:

Year ending December 31

{Millions)

2010 8 -
2011 325.0
2012 -
2013 -
2014 -
Later years 21.0
Total paymenis $346.0

NOTE 7—INCOME TAXES

The principal components of Integrys Energy Group’s deferred income tax assets and liabllities
recognized in the balance sheet as of December 31 are as follows:

(Milfions} 2009 2008
Deferred income tax assets:

Plant related $ - $10.9
State capital and operating loss carryforwards 10.0 11.3
Employee henefits 6.1 6.8
Frice risk management - 1.8
Deferred deductions 0.5 -
Other - 1.1
Total deferred income tax assets 16.8 31.9
Valuation allowance - {1.2)
Net deferred income tax assets $16.8 $30.7
Deferred income tax liabilities:

Plant related $12.9 $21.7
Frice risk management 0.2 : -
Other 6.1 1.1
Total deferred income tax liabilities $19.2 $22.8

Carryforward periods for state capital and operating loss carryforwards vary, but in the majority of states
in which we do business, the period is 15 years or more. The balance of the camyforwards of state net
operating losses is $195.2 million for all stales. No valuation allowances have been established due to
the reasonable certainty of the ability to realize the benefit of these losses in the future.
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SCHEDULE H
INTEGRYS ENERGY GROUP
VALUATION AND QUALIFYING ACCOUNTS

Allowance for Doubtful Accounts
Yeoars Ended December 31, 2009, 2008, and 2007

(In Mfllions)
Balance at Agquisitions Additions Additions
Beginning of of Charged to Charged to Balance at
Fiscal Year Year Businesses Expense ___ Other Accounts'” _ Reductions”  End of Year
2007 $17.0 $42.9  $30.1 $28 $45.8 _ $560
2008 $56.0 $ - $76.8 $5.6 $75.9 $62.5
2009 $62.5 $ - $54.6 $15.1 $74.7 $57.5

) Rapresents additions charged to regulatory assets and amounts charged to tax liabilities related to revenue taxes and state
use taxes uncollectible from customers.
® Represents amounts written off to the reserve, inciuding any adjustments.
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EXHIBIT INDEX

Set forth below is a listing of all exhibiis to this Annual Report on Form 10-K, including these incorporated
by reference.

Certain other instruments, which would otherwise be required to be listed below, have not baen so listed
as such instruments do not authorize long-term debt securities in an amount which exceeds 10% of the
total assets of Integrys Energy Group ang its subsidiaries an a consolidaied basis. Integrys Energy
Group agrees to furnish a copy of any such instrument to the SEC upon request.

Explanatory Note: Many of the exhibits listed below were entared into when Integrys Energy
Group, Inc. was known as WPS Resources Corporation but have been referred to below by
reference to its current name. ‘

Exhibit

Number Description of Documanis

2.1* Asset Contribution Agreement between ATC and Wisconsin Electric Power Company,
Wisconsin Power and Light Company, WPS, Madison Gas & Electric Co., Edison Sault
Electric Company, South Beloit Water, Gas and Electric Company, dated as of
December 15, 2000. {Incorporated by reference to Exhibit 2A-3 fo Integrys Energy Group's
Form 10K for the year ended December 31, 2000.)

22°# Purchase and Sale Agreement between Integrys Energy Services, Inc., as Seller, and
Macquarie Cook Power, inc., as Purchaser, dated as of December 23, 2008.

2.3# First Amendment to Purchase and Sale Agreement dated January 26, 2010, between
Integrys Energy Servicas, Inc., as Selier, and Macquarie Cook Power, Inc., as Purchaser.

31 Restated Articles of Incorporation of Integrys Energy Group, as amended. (Incorporated by
reference to Exhibit 3.2 to Integrys Energy Group's Form 8-K filed February 27, 2007.)

3.2 By-Laws of Integrys Energy Group, as amended through December 17, 2009. (Incorporated
by reference 1o Exhibit 3.2 to Integrys Energy Group's Form 8-K filed December 22, 2009.)

4.1 Senior Indenture, datad as of October 1, 1999, between Intagrys Energy Group and

U.S. Bank National Association (successor to Firstar Bank Milwaukee, N.A., National
Association) {Incorporated by reference to Exhibit 4{b) to Amendment No. 1 to Form S-3 filed
October 21, 1999 [Reg. No. 333-88525]); First Suppiemental Indenture, dated as of
November 1, 1289 between Integrys Energy Group and Firstar Bank, National Association
(Incorporated by reference to Exhibit 4A of Farm 8-K filed November 12, 1929); Second
Supplemental Indenture, dated as of November 1, 2002 between Integrys Energy Group and
U.S. Bank Naticnal Association; Third Supplemental indenture, dated as of June 1, 2009, by
and between Integrys Enargy Group and U.S. Bank Nationat Association (incorporated by
reference to Exhibit 4.1 to Integrys Energy Group's Farm 8-K filed June 17, 2008); and
Fourth Supplemental Indenture, dated as of June 1, 2009, by and between Integrys Energy
Group and L).S. Bank National Assocciation {Incorporated by reference to Exhibit 4.2 to
Integrys Energy Group’s Form 8-K fiied June 17, 2009). (Incorporated by reference to
Exhibit 4A of Form 8-K filed November 25, 2002.) All references to filings are those of
Integrys Energy Group (File No. 1-11337).
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4.2

4.3

4.4

45

4.8

4.7

Subordinated Indenture, dated as of November 13, 2006, between Integrys Enérgy Group
and U.S. Bank National Association, as trustee (Incorporated by reference to Exhibit 4{c} to
Amendment No. 1 to Form S-3 filed Dacember 4, 2006 [Reg. No. 333-133194]; and First

Supplemental Indenture by and between Integrys Energy Group, Inc. and U.S. Bank National - -- -

Association, as trustee, dated December 1, 2008. (Incorporated by reference to Exhibit 4 to
Integrys Energy Group's Form 8-K filed December 1, 2006.)

Replacement Capital Covenant of Integrys Energy Group, Inc., dated December 1, 2006.
{Incorporated by reference to Exhibit 99 to integrys Energy Group Form 8-K filed
December 1, 2006.)

Credit Agreement dated as of June 13, 2006, by and among PEC, the financial insiitutions
party herete, and Bank of America, N.A., JPMorgan Chase Bank, N.A., ABN AMRO
incorporated, US Bank National Association, and The Bank of Tokyo-Mitsubishi, Lid.
Chicago Branch, as agents. (Incorporated by reference to Exhibit 10(a) to PEC - Form 10-Q
filed August 9, 2006 [File No. 1-06540}.)

Guaranty, dated May 18, 2007, by and among Integrys Energy Group, inc. and Bank of
America, N.A. in its capacity as Administrative Agent. (Incorporated by reference to Exhibit
10.1 ta Integrys Energy Group's Form 8-K filed May 22, 2007.)

First Amendment and Consent to Credit Agreement dated May 18, 2007 between PEC and
Bank of America N.A., as Administrative Agent. {Incorporated by reference io Exhibit 10.2 to
Integrys Energy Group's Form 8-K filed May 22, 2007.)

First Mortgage and Deed of Trust, dated as of January 1, 1941 from WPS to U.S. Bank
National Association (successor to First Wiscansin Trust Company), Trustee {Incorporated
by reference to Exhibit 7.01 - File No. 2-7229); Supplemental indenture, dated as of
November 1, 1847 {incorporated by reference to Exhibit 7.02 - File No, 2-7602);
Supplemental Indenture, dated as of Navember 1, 1950 (Incorporated by reference to Exhibit
4.04 - File No. 2-10174); Supplemental Indenture, dated as of May 1, 19563 {Incarporated by
reference to Exhibit 4.03 - File Na. 2-10716); Supplemental Indenture, dated as of October 1,
1954 (Incorporated by reference to Exhibit 4.03 - File No. 2-13572); Supplemental Indenture,
dated as of December 1, 1957 (Incorporated by reference to Exhibit 4.03 - File No. 2-14527);
Suppiementatl Indenture, dated as of October 1, 1963 (Incorporated by reference to

Exhibit 2.02B - File No. 2-65710); Supplemental indenture, dated as of June 1, 1964
{Incorporated by reference to Exhibit 2.02B - File No. 2-65710); Supplemsntal Indenture,
dated as of November 1, 1967 (Incorporated by reference to Exhibit 2.02B - File No.
2-65710); Supplemental Indenture, dated as of April 1, 1969 (Incorporated by reference to
Exhibit 2.02B - File No. 2-65710); Fifteenth Supplemental Indenture, dated as of May 1, 1971
(Incorporated by reference to Exhibit 2.02B - File No. 2-65710); Sixteenth Supplemental
Indenture, dated as of August 1, 1973 {incorporated by reference to Exhibit 2.02B - File No.
2-65710); Seventeenth Supplemental Indenture, dated as of September 1, 1973
(Incomporated by reference to Exhibit 2.02B - File No. 2-65710); Eighteenth Supplemental
Indenture, dated as of October 1, 1975 (Incorporated by reference to Exhibit 2.02B - File No.
2-65710); Nineteanth Supplemental Indenture, dated as of February 1, 1977 (Incorporated
by reference to Exhibit 2.02B - File No. 2-65710); Twentieth Supplemental Indenture, dated
as of July 15, 1980 (Incorporated by reference to Exhibit 4B to Form 10-K for the year ended
December 31, 1980); Twenty-First Supplemental Indenture, dated as of December 1, 1980
(Incorporated by reference to Exhibit 4B to Form 10-K for the year ended December 31,
1980); Twenty-Second Supplemental Indenture dated as of April 1, 1981 (Incorparated by
reference to Exhibit 4B to Form 10-K for the year ended December 31, 1981); Twenty-Third
Supplemental Indenture, dated as of February 1, 1984 (Incorporated by reference to Exhibit
48 to Form 10-K for the year ended December 31, 1983); Twenty-Fourth Supplemental
Indenture, dated as of March 15, 1884 {Incorporated by reference to Exhibit 1 to Form 10-Q
for the quarter ended June 30, 1984); Twenty-Fifth Supplemental Indenture, dated as of
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4.8

October 1, 1985 (Incorporated by reference to Exhibit 1 to Form 10-Q for the quarter ended
September 30, 1985); Twenty-Sixth Suppiemental indenture, dated as of December 1, 1887
{Incorporated by reference 1o Exhibit 4A-1 to Form 10-K for the year ended December 31,
1887); Twenty-Seventh Supplemental Indenture, dated as of September 1, 19891
{Incorporated by referance to Exhibit 4 1o Form 8-K filed September 18, 1881);
Twenty-Eighth Supplemental indenture, dated as of July 1, 1992 (Incerporated by reference
to Exhibit 4B - File No. 33-51428); Twenty-Ninth Supplemental Indenture, dated as of
Qctober 1, 1892 (Incorporated by reference to Exhibit 4 to Form 8-K filed October 22, 1992);
Thirtieth Supplemental Indenture, dated as of February 1, 1993 (Incorporated by referance to
Exhibit 4 to Form 8-K filed January 27, 1993); Thirty-First Supplemental Indenturs, dated as
of July 1, 1993 ({Incorporated by reference to Exhibit 4 to Form 8-K filed July 7, 1893);
Thirty-Second Supplemental Indenture, dated as of November 1, 1993 (incorporated by
reference to Exhibit 4 to Form 10-Q) for the quarter endad September 30, 1883); Thirty-Third
Supplemental Indenture, dated as of December 1, 1898 (Incorporated by reference to Exhibit
4D to Form &-K filed December 18, 19298); Thirty-Fourth Supplemental Indenture, dated as of
August 1, 2001 {incorporated by reference fo Exhibit 4D to Form 8-K filed August 24, 2001);
Thirty-Fifth Supplemental Indenture, dated as of December 1, 2002 (Incorporatad by
reference to Exhibit 4D to Form 8-K filed December 16, 2002); Thirty-Sixth Supplemental
Indenture, dated as of December 8, 2003 (Incorporated by reference to Exhibit 4.2 to Form
8-K filed December 9, 2003}); Thirty-Seventh Supplemental Indenture, dated as of

December 1, 2006 {Incorporated by reference to Exhibit 4.2 to Form 8-K filed November 30,
2008}); Thirty-Eighth Supplemental Indenture, dated as of August 1, 2006 (Incorporated by
reference to Exhibit 4.1 to Form 10-K for the year ended December 31, 2008); Thirty-Ninth
Supplemental Indenture, dated as of November 1, 2007 {Incorporated by reference to Exhibit
4.2 to Form 8-K filed November 16, 2007); and Forlisth Supplemental Indenture, dated as of
December 1, 2008 (Incorporated by reference 1o Exhibit 4.2 to Form 8-K filed December 4,
2008). All references to periodic reports are to those of WPS (File No. 1-3016).

Indenture, daied as of December 1, 1898, batwesn WPS and U.S5. Bank National Association
(successor to Firstar Bank Mitwaukee, N.A., National Association) (Incorporated by reference
to Exhibit 4A 1o Form 8-K filed December 18, 1928); First Supplemental Indenture, dated as
of December 1, 1998 between WPS and Firstar Bank Milwaukee, N.A., National Association
{Incorporated by reference to Exhibit 4C to Form 8-K filed December 18, 1998); Second
Supplemental Indenture, dated as of August 1, 2001 between WPS and Firstar Bank,
National Association (Incorporated by reference to Exhibit 4C of Form 8-K filed August 24,
2001); Third Supplemental Indenture, dated as of December 1, 2002 between WPS and U.S.
Bank National Association (Incorporated by reference to Exhibit 4C of Form 8-K filed
December 16, 2002); Fourth Supplemental Indenture, dated as of December 8, 2003, by and
between WPS and U.S. Bank Mational Association (successor to Firstar Bank, National
Association and Firstar Bank Milwaukee, N.A., National Association) (Incorporated by
reference to Exhibit 4.1 to Form 8-K filed December 8, 2003); Fifth Suppiemental Indenture,
dated as of December 1, 2006, by and between WPS and U.S. Bank National Association
(successor ta Firstar Bank, National Association and Firstar Bank Milwaukes, N.A., National
Association) {Incorporated by reference to Exhibit 4.1 to Form 8-K filed November 30, 2006);
Sixth Supplemental Indenture, dated as of December 1, 2008, by and between WPS and
U.S. Bank Naticnal Association (successor to Firstar Bank, National Assoclation and Firstar
Bank Milwaukee, N.A., National Association) {(Incorporated by reference to Exhibit 4.2 to
Form 10-K for the year ended December 31, 2008); Seventh Supplemental Indenture, dated
as of November 1, 2007, by and between WPS and U.S. Bank Nalional Association
{successor to Firstar Bank, National Association and Firstar Bank Milwaukee, N.A., Nabional
Association) (Incorporated by reference to Exhibit 4.1 to Form 8-K filed November 16, 2007);
and Eighth Supplemental indenture, dated as of December 1, 2008, by and between WPS
and U.S. Bank National Association {successor to Firstar Bank, National Association and
Firstar Bank Milwaukee, N.A., National Association) (Incorporated by reference to Exhibit 4.1
o Form 8-K filed December 4, 2008). Raferences to periodic reports are to those of WPS
{File No. 1-3016). '
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4,10

4.11

Indenture, dated as of January 18, 2001, between PEC and Bank One Trust Company
National Association. (Incorporated by reference to Exhibit 4(a) o PEC Form 10 Q ﬁled
May 15, 2001[File No. 1-05540].) -

First Supplemental Indenture, dated as of March 5, 2007, by and amang PEC, Integrys
Energy Group, Inc. and The Bank of New York Trust Company, N.A., as Trustee including a
Guaranty of Integrys Energy Group, Inc. (Incorporated by reference to Exhibit 4.1 to Integrys
Energy Group's Form 8-K filed March 9, 2007.)

PGL First and Refunding Mortgage, dated January 2, 1926, from Chicago By-Product Coke
Company to lllinois Merchants Trust Company, Trustee, assumed by PGL by Indenture
dated March 1, 1928 (PGL - May 17, 1935, Exhibit B-6a, Exhibit B-6b A-2 File No. 2-2151,

1936); Supplemental Indenture dated as of May 20, 1936, (PGL - Form 8K fortheyear =

1936, Exhibit B-6f); Supplemental Indenture dated as of March 10, 1950 (PGL - Form B-K for
the month of March 1950, Exhibit B-6i}; Supplemental indenture dated as of June 1, 1951
{PGL - File No. 2-8989, Post-Effective, Exhibit 7-4(b}); Supplementa! indenture dated as of
August 15, 1967 (PGL - File No. 2-26@83, Post-Effective, Exhibit 2-4); Supplemental
Indenture dated as of September 15, 1970 (PGL - File No. 2-38168, Post-Effective

Exhibit 2-2}; Supplemental indenture dated June 1, 1995 (PGL - Form 10-K for fiscal vear
ended September 30, 1995); Supplemental Indenture, First and Refunding Mortgage
Multi-Mecdal Bonds, Series HH of PGL, effective March 1, 2000 {PGL - Form 10-K for fiscal
year ended September 30, 2000, Exhibit 4(b)); Supplemental Indenture dated as of
February 1, 2003, First and Refunding Mortgage 5% Bonds, Series KK (PEC and PGL -
Form 10-Q for the quarter ended March 31, 2003, Exhibit 4{a)}; Supplemental indenture
dated as of February 1, 2003, First and Refunding Martgage Multi-Modai Bonds, Series LL
(PEC and PGL - Farm 10-Q for the quarter ended March 31, 2003, Exhibit 4(b)};
Supplemental Indenture dated as of February 15, 2003, First and Refunding Mortgage 4.00%
Bonds, Series MM-1 and Series MM-2 (PEC and PGL - Form 10-Q for the quarter ended
March 31, 2003, Exhibit 4(c)); Supplemental Indenturs dated as of April 15, 2003, Firgt and
Refunding Mortgage 4.625% Bonds, Series NN-1 and Series NN-2 (PEC and PGL - Form
10-Q for the quarter ended March 31, 2003, Exhibit 4(e)); Supplemental indenture dated as
of October 1, 2003, First and Refunding Mortgage Bonds, Series OO (PEC and PGL - Form
10-Q for the quarter ended December 31, 2003, Exhibit 4(a)); PGL Supplemental indenture
dated as of October 1, 2003, First and Refunding Mortgage Bonds, Series PP (PEC and PGL
- Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(b)); PGL Supplemental
Indenture dated as of November 1, 2003, First and Refunding Mortgage Multi-Modal Bonds,
Series QQ (PEC and PGL - Form 10-Q for the quarter ended December 31, 2063, Exhibit
4(c)); PGL Supplemental Indenture dated as of January 1, 2005, First and Refunding
Mortgage Bonds, Series RR (PEC and PGL - Form 10-Q for the quarter ended

December 31, 2004, Exhibit 4(b}); Loan Agreement batween PGL and lllinois Development
Finance Authority dated October 1, 2003, Gas Supply Refunding Revenue Bonds, Series
2003C (PEC and PGL - Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(d));
Loan Agreement between PGL and Hlinois Development Finance Authority dated October 1,
2003, Gas Supply Refunding Revenue Bonds, Series 2003D (PEC and PGL - Form 10-Q for
the quarier ended December 31, 2003, Exhibit 4(e)); Loan Agreement between PGL and
llinois Development Finance Authority dated November 1, 2003, Gas Supply Refunding
Revenus Bonds, Series 2003E (PEC and PGL - Form 10-Q for the quarter ended

December 31, 2003, Exhibit 4(f}); Loan Agreement between PGL and lllinois Finance
Authority dated as of January 1, 2005. {Incorporated by reference to Exhibit 4{g) to PEC
Form 10-Q filed February 9, 2005); Supplemental Indenture dated as of November 1, 2008,
First and Refunding Mortgage 7.00% Bonds, Series SS; Supplemental Indenture dated as of
November 1, 2008, First and Refunding Morigage 8.00% Bonds, Series TT; and
Supplemental Indenture dated as of September 1, 2009, First and Refunding Morlgage
4.63% Bonds, Series UU.
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101+

10.2+

10.3+

10.4+

10.5+

10.6+

10.7+

10.8+

10.8+

10.10+

NSG Indenture, dated as of April 1, 1955, from NSG 1o Continental Bank, National
Association, as Trustee; Third Supplemental Indenture, dated as of December 20, 1963
(NSG - File Na, 2-35965, Exhibit 4-1); Fourth Supplemental Indenture, dated as of May 1
1864 (NSG - File No. 2-35865, Exhibit 4-1); Fifth Suppiemental Indenture daied as of

Fabruary 1, 1970 (NSG - File No. 2-35965, Exhibit 4-2); Ninth Supplemental indenture dated

as of December 1, 1987 (NSG - Form 10-K for the fiscal year ended September 30, 1987,
Exhibit 4); Thirteenth Supplemental Indenture dated December 1, 1998 (NSG Gas - Form
10-Q for the quarter ended March 31, 1999, Exhibit 4); Fourteenth Supplemental indenture
dated as of April 15, 2003, First Mortgage 4.625% Bonds, Series N-1 and Series N-2
{Incorporated by reference to Exhibit 4(g) to PEC Form 10-Q filed May 13, 2003) and
Fifteenth Supplemental Indenture dated as of November 1, 2008, First Morigags 7.00%
Bonds, Series O.

Form of Key Executive Employment and Severance Agreement entered into between ™
Integrys Energy Group and each of the following: Phillip M. Mikuisky and Lamry L. Weyers.
{Incarporated by reference to Exhibit 10.1 to Integrys Energy Group’s Form 10-K filed
February 25, 2009.)

Form of Key Execuiive Employment and Severance Agreement entered into between
Integrys Energy Group and each of the foliowing: Lawrence T. Borgard, Diane L. Ford,
Bradley A. Johnson, Thomas P. Meinz, Joseph P. O'Laary, Mark A. Radtke, -

Charles A. Schrock, and Barth J. Wolf. {Incorporated by reference 1o Exhibit 10.2 1o Integrys
Energy Group's Form 10-K filed February 28, 2009.)

Form of Integrys Energy Group Performance Stock Right Agreement. (Incorporated by
reference to Exhibit 10.2 1o Integrys Energy Group's Form 8-K filed December 13, 2005.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Performance
Stock Right Agreement approved May 17, 2007. (incorporated by referance to Exhibit 10.5
to Integryg Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Performance
Stock Right Agreement approved February 14, 2008. (Incorporatad by reference to Exhibit
10.6 to Integrys Energy Group's Form 10K filed February 28, 2008.)

Form of integrys Energy Group 2005 Omnibus Incentive Compensation Plan Restricted
Stock Award Agreement. (Incorporated by reference to Exhibit 10.1 to Integrys Energy
Group Form 8-K filed December 13, 20086.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Restricted
Stock Award Agreement approved May 17, 2007. (Incorporated by reference to Exhibit 10.8
to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Faorm of Integrys Energy Group 2007 Omnibus Ingentive Compensation Plan Rastricted
Stock Unit Award Agreement appraved February 14, 2008. {Incorporated by referencs to
Exhibit 10.9 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan NanQualified
Stock Option Agreement approved May 17, 2007. (Incorporated by reference to Exhibit
10.10 to integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan NonQualified

Stock Option Agreement approved February 14, 2008. (Incorporated by reference to Exhibit
10.11 to Integrys Energy Group's Form 10-K filed February 28, 2008.)
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10.11+

10.12+

10.13+

10.14+

10.15+

1016+

1017+

10.18+

1019+

10.20+

10.21+

10.22+

10.23+

10.24

Integrys Energy Group 1899 Stock Option Plan. (Incorporated by reference to Exhibit 10-2 in ‘
Integrys Energy Group's Form 10-Q for the quarter ended June 30, 1999, filad August 11,
1999.)

Integrys Energy Group 1999 Non-Employee Directors Stock Option Plan. (Incorporated by
reference to Exhibit 4.2 in Integrys Energy Group's Form 3-8, filed December 21, 1990,
[Reg. No. 333-93193])

Integrys Energy Group Deferred Compensation Plan as Amended and Restated Effective
April 1, 2008. (Incorporaled by reference o Exhibit 10.14 to Integrys Energy Group's Form
10-K filed February 28, 2008.)

Integrys Energy Group Pension Restoration and Supplemental Retirement Plan, as

Amended and Restated Effective April 1, 2008. (Incorporated by reference to Exhibit 10.1t0

Integrys Energy Group's Form 8-K filed April 15, 2008.)

Integrys Energy Group 2001 Omnibus Incentive Compensation Plan. {Incorporated by
reference to Exhibit 10.16 to Integrys Energy Group's Form 10-K for the year anded
December 31, 2005, filed February 28, 2006.) ‘

Integrys Energy Group 2005 Omnibus Incentive Compensation Plan. (Incorporéled by
reference to Exhibit 10.2 to Integrys Energy Group's Form 10-Q filed August 4, 2005.)

Integrys Energy Group 2007 Omnibus Incentive Compensation Plan. (Incorporated by
reference to Exhibit 10.17 to Intagrys Energy Group's Form 10-K filed February 28, 2008.)

PEC Directors Stock and Option Plan as amended December 4, 2002. {Incorporated by
reference to Exhibit 10(g) to PEC Form 10-Q, filed February 11, 2003 [File No. 1-05540].)

PEC Directars Deferred Compensation Plan as amended and restated April 7, 2004.
(Incorporated by reference to Exhibit 10{g) to PEC Form 10-Q filed August 4, 2006.)

PEC Executive Deferrad Compensation Plan amended as of December 4, 2002.
{Incorporated by reference to Exhibit 10 {c) to PEC Farm 10-Q filed February 11, 2003.)

PEC 1990 Long-Term Incentive Compensation Plan as amended December 4, 2002.
{incorporated by reference to Exhihit 10(d) to Quarterly Report on Form 10-Q of PEC for the
quarterly period ended December 31, 2002, filed February 11, 2003 [File No. 1-05540].)

Amended and Restated Trust under PEC Directors Deferred Compensation Plan, Directors
Stock and Qption Plan, Executive Deferred Compensation Plan and Supplemental
Retirement Banefit Plan, dated as of August 13, 2003. (Incorporated by reference to Exhibit
10 (a) 1o PEC Form 10-K filed December 11, 2003.)

Amendment Number One to the Amendead and Restated Trust under PEC Directors Deferred
Compensation Plan, Directars Stack and Option Plan, Exacutive Deferrad Compensation
Plan and Supplemental Retirement Benefit Plan, dated as of July 24, 2006. (incorporated by
reference to Exhibit 10(e}} to PEC Form 10-K filed December 14, 2008.)

Five Year Cradit Agreemant among Integrys Energy Group, Inc. and the lenders identified
herein, Citibank, N.A., Wells Fargo Bank National Assaciation, J P Morgan Chase Bank,
N.A., UBS Securities LLC, U.S. Bank Nationai Association, and U.S. Bank National
Association and Citigroup Global Markets Inc., dated ag of June 2, 2005. (Incorporated by
reference to Exhibit 10.1 to Integrys Energy Group's and WPS's Form 10-Q for the quarter
ended June 30, 2005, filed August 4, 2005.)
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10.25

10.26

10.27

10.28" #

10.29+

12
21
231
23.2

24

311

3t.2

32

Five Year Credit Agreement among Integrys Energy Group, Inc., as Boarrower, the Lenders
Identified Therein, Cifibank, N.A., as Syndicafion Agent, U.S. Bank National Association,
Bank of America, N.A., JPMorgan Chase Bank, N.A., as Co-Documentation Agents,
Wachovia Bank, National Association, as Agent, and Wachovia Bank, National Association -
and Citigroup Global Markets Inc, as Co-Lead Arrangers and Book Managers dated as of
June 9, 2006. (Incorporated by reference to Exhibit 99.1 1o Integrys Energy Group's Form
8-K filed June 15, 2006.)

Five Year Credit Agreement among Wisconsin Public Service Corporation, as Borrower, The
lenders Identified Herein, U.S. Bank National Asscciation, as Syndication Agent, Wells
Fargo Bank National Association, as Co-Documentation Agent, JPMorgan Chase Bank,
N.A., as Co-Documentation Agent, UBS Securities LLC, as Co-Documentation Agent,
Citibank, N.A., as Administrative Agent and Citigroup Global Markets, Inc. and U.S. Bank
National Association, as Co-Lead Arrangers and Book Managers dated as of June 2, 2005. "
(Incorporated by reference to Exhibit 10.22 to WPS's Form 10-K filed February 28, 2008 [File
No. 1-3016].)

Credit Agreement Dated as of July 12, 2005 among PGL, The Finangial Institutions Party
Hereto, s Banks, ABN AMRO Bank N.V., as Administrative Agent, JPMorgan Chase Bank,
NA, as Syndication Agent, ABN AMRO Incorporated, as Co-Lead Arranger and Joint
Bookrunner, and J.P. Morgan Securities Inc., as Co-Lead Arranger and Joint Bookrunner.
(Incorporated by reference to Exhibit 10(A) to PEC Form 10-K/A filed December 14, 2005.)

Joint Plant Agreement by and betwaen WPS and Dairyland Power Cooperafive, dated as of
November 23, 2004. (Incorporated by reference to Exhibit 10.19 to Intagrys Energy Group's
and WPS's Form 10-K for the year ended December 31, 2004.}

Incentive Agreement, datad as of April 2, 2008, between Integrys Energy Grou;i and
Mark A. Radtke.

Integrys Energy Group Ratio of Earnings to Fixed Charges.
Subsidiaries of Integrys Energy Group.
Consent of independent Registered Public Accounting Firm for Integrys Energy Group.

Consent of Independent Registered Public Accounting Firm for American Transmission
Company LLC.

Powers of Attorney.

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act
and Rule 13a-14(a) or 15d-14{a) under the Securities Exchange Act of 1934 far Integrys
Energy Group.

Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act
and Rule 13a-14(a) or 15d-14({a) under the Securities Exchange Act of 1934 for Integrys
Energy Group.

Wiritten Statement of the Chief Executive Officer and Chief Financial Officer Pursuant to
18 U.S.C. Section 1350 for Integrys Energy Group.
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99.1

89.2

Proxy Statement for Integrys Energy Group's 2010 Annual Meeting of Shareholders. [To be
filed with the SEC under Regulation 14A within 120 days after December 31, 2009; except to
the extent specifically incorporated by reference, the Proxy Statement for the 2010 Annual
Meeting of Shareholders shall not be deemed to be filed with the SEC as part of this Annual- -
Report on Form 10-K.]

Financial Statements of American Transmission Campany LLC.

Schedules and exhibits to this document are net filed therewith. The regisirant agrees to
furnish supplementally a copy of any such schedule or exhibit to the SEC upon regquest.

A management contract or compensatory plan or arrangement.
Partions of this exhibit have been redacted and are subject to a confidential reatment =~
request filad with the Secretary of SEC pursuant to Rule 24b-2 under the Securiies and

Exchange Act of 1934, as amended. The redacted material was filed separately with the
SEC.

-168-



ATTACHMENT G
(Execution Copy)

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

PURCHASE AND SALE AGREEMENT
BETWEEN AND AMONG
INTEGRYS ENERGY SERVICES, INC,,

as Seller,

MACQUARIE COOK POWER INC,,

as Purchaser

DATED AS OF DECEMBER 23, 2009



ATTACHMENT G

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE

COMMISSION.

TABLE OF CONTENTS

ARTICLE I DEFINITIONS AND USAGE..........ccoooiincinsnicnsniensessassnsessssesssssseseserserens |

Section 1.1 C Definitions. ... S— 1
Section 1.2 Rules of Construction and Usage, and Other Definitional
and Interpretive Matters. ... 14
ARTICLE I1 SALE OF THE TRANSFERRED CONTRACTS AND TRADING
AGREEMENTS; CLOSING ... SO 16
Section 2.1 Purchase and Sale of Transferred Contracts, Trading
Contracts and Other Assets. ... 16
Section 2.2 Payment of Purchase Price. ............c.ocovmmnnns 17
Section 2.3 Assumed Liabilities; Excluded Liabilities. ...... ... ... 17
Section 2.4 CIOBING. ...ttt senta e sessasssissassessnsassssesemsasesassnss 1T
Section 2.5 Closing ObHgations. ... e 18
Section 2.6 Mishooking Adjustments...............cccivinneimnnmssnrss 20
Section 2.7 Transferred Contracts; Other ASSetS..............coococucererercercnceicreass 20
Section 2.8 Trading Contracts............ooniimnicnmin e nens 23
Section 2.9 Exchange Traded Transactions.............ccccovivrenevnvnvicincinins 23
Section 2.10 Mirror Transactions. ... 25
Section 2.11 ISO Contracts............ccoovvvcerccrcire e 27
Section 2.12 Purchaser’s Designee.. ... s 27
Section 2.13 Identified Transactions..............cccccvivniinninncc s 28
Section 2.14 Financial and Physical Settlement. .............cocovsoeiirresrisreniesnnrene 28
Section 2.15 ERCOT Trading Contracts. ... 29
Section 2.16 Flattening Trades and New Trades...........cccooocimvncenennns 29
ARTICLE III REPRESENTATIONS AND WARRANTIES OF THE SELLER .............. 29
Section 3.1 SCOPE. ...t enen 30
Section 3.2 Corporate Organization and Authority of Seller......................... 30
Section 3.3 Enforceability.. ..o s 30
Section 3.4 NO CORTICL. ... ovenrrierrerr et s scssesiasrersssssesessassossssssassorens 30
Section 3.5 Third Party Consents. . ...........cooocvneemnniecrecnsceiceanes 31
Section 3.6 Transferred ASSELS.. ... st asens 31
Section 3.7 Contracts; NoDefault. ... R 31
Section 3.8 TAXES...c.c i s s 32



ATTACHMENT G

TABLE OF CONTENTS
(continued)
Section 3.9 LEIAtON. ... e 33
Section 3.10 No COMMUISSIONS. ...........oooremreiereerirerieseresesiraicassecerensmmassesreresiceneses 33
Section 3.11 RESEIVEL. ...t iesrsise e iere s s srser e s s ssssssastssnssmsnsins 33
Section 3.12 Compliance with Laws. ... 33
Section 3.13 Ability to Perform.. .........ocvvnnivnnis e s, 33
Section 3.14 Seller’s Knowledge..............cocoimiiiniincnneeee e cccccicieneena 33
Section 3.15 DIESCIAIIET. . ...oovuvvicernis et asasssms s semssmesenns 33
ARTICLE IV REPRESENTATIONS AND WARRANTIES OF TI-IE
PURCHASER . . il i, et aa e e e 33
Section 4.1 SCOPEL. ..ot ae s e sac st e s r e et 33
Section 4.2 Corporate Organization and Authority. ... 33
Section 4.3 Enforceability.. ... 33
Section 4.4 No Conflict. ..ottt s nmrans 33
Section 4.5 Third Party ConSents.. ............cimnmmmnnmminssmm, 33
Section 4.6 LItgation.............oovreoeeeeece et n e eer s eneva b g e se ey 33
Section 4.7 Purchaser’s Investigation ................................................................ 33
Section 4.8 Ability to Perform... RO PR .
Section 4.9 No COMIMISSIONS. ..........c.cooviriinrirormrisneisimmsiisnississsssnsernes 33
Section 4.10 Purchaser’s Knowledge IOOTSTUOOOR N POOPR: X,
Section 4.11 No Other Representatmn or Warranty .......................................... 33
Section 4.12 DESCIAIINET .. .....coevirrernecrerreerrrecrrrcrseres et rarsresssarasssssesmonenerssesessensse 39

ARTICLE V CONDITIONS PRECEDENT TO THE PURCHASER’S

OBLIGATION TO CLOSE ... sssisdssssmsssnenie 33

Section 5.1

Purchaser Closing Conditions. ............cc.cocoerevnrnrrvenvininiesssrenseres 33

ARTICLE VI CONDITIONS PRECEDENT TO THE SELLER’S OBLIGATION

Section 6.1 Seller Closing Conditions. ...........c.cocomierieinnssinninnicnnrnnssese e 33

ARTICLE VII ADDITIONAL COVENANTS ..ottt sessenscsmensesmseesesesese 33

Section 7.1 Conduct of BUSIDESS.........cocvocverierierericrerererisrec e rnsserscsaseecsseessnesnes 33
Section 7.2 Information and ACCESS. ..o iiieeceiecereie e e rirrsessarescasssnasaans 33
Section 7.3 Filings; Commercially Reasonable Efforts to Close, .................... 33
Section 7.4 Retention of and Access t0 Records. .........covoiiveniniennninennnn. 33
Section 7.5 Further ASSUFAIICES.....c...covvveevemirirrererimrercrerisrnnreemr i sasasestasassesssssens 33
Section 7.6 Transition PIANS. ..o eeceisnioeesisrestesssasss asssssssssases 33
Section 7.7 Confidentiality.............coccnirincii e 33
Section 7.8 Related AZreements. ..........cccociviininnnsiisisiens oo 33

-



ATTACHMENT G

TABLE OF CONTENTS
(continued)
Section 7.9 Non-Competition.... . U RURPURURRR, X,
Section 7.10 Notice of Material Develnpments .......... ettt e sas e i3
Section 7.11 The Seller’s Employees.... .. 33
ARTICLE VIII TERMINATION ...ttt eresressseasesesss s s snssessssbessassssbessssssssssanes 33
Section 8.1 TermiNAtON. .........ccevovvviririnririererersere e sereeraeneseeaesesnarsssrnsesessenes 33
Section 8.2 Termination Fee; Sole and Exclusive Remedy...............ccoceeeeeeee 33
Section 8.3 Effect of Termination. ..o sesnsereressneens 33
ARTICLE IX INDEMNIFICATION. .....ccocomermienmrnnmeeansinsssssssssssessisessaees ettt nae 33
Section 9.1 SUrVIVAL ..o e aes 33
Section 9.2 Indemnification by Seller ... 33
Section 9.3 Indemnification by Purchaser.: .........ccooovminnninsivnnnnsennnnn 33
Section 9.4 Indemnification Procedures.............cocooovmvveerececeereereeeeeerereresnans 33
Section 9.5 Settlement or Compromise of Third Party Actlon, Failure
to Assume Defense. ...............cccocoverieienininnnn i aaaaseesessasenes 33
Section 9.6 Adjustment to Purchase Pr1ce ........................................................ 33
Section 9.7 General LImtations. ... ecceervciaene 33
Section 9.8 Exclusive Remedies.. ...........c.ccooeninninniiiiinnnc e esnresssssennenes 33
Section 9.9 NOD-RECOUISE. ......eeriniiein it b e srass s anas 33
ARTICLE X GENERAL PROVISIONS ...t cnsstse s sastnse s sssnsnns 33
*  Section 10.1 EXPOIISES..c.ovccvieccrcrericrirreneerensssarseressersssessesassrassscnsassessarsrassssasanones 33
Section 10.2 Public Announcements and Confidentiality........ ... 33
Section 10.3 TAX MALEETS. ..o cceres v et s csssmr e s sy sseassrsesstnen 33
Section 10.4 INOLECES. 1 ...ttt st s be st s e rerrns s res s nesbaes 33
Section 10.5 Governing Law; Submission to Jurisdiction; Selection of
Forum; Waiver of Trial by Jury.........ooecccineee 33
Section 10.6 Amendment and Waiver.. ... e 33
Section 10.7 Entire Agreement.......... ..o nnesesssssiares 33
Section 10.8 Assignments, Successors and No Third-Party Rights.. ................ 33
Section 10.9 Severability.. ... et 33
Section 10.10  Execution of Agreement.. ............ v v 33
Section 10.11 Specific Performance. ... 33
Section 10.12  DiScloSUres. ........c.oovvceve st snaens 33
Exhibits
Exhibit A Form of Assignment and Assumption Agreement
Exhibit B Form of Bill of Sale
Exhibit C-1 Form of Bangor Financial Trade Agreement

~iii-



ATTACHMENT G

TABLE OF CONTENTS
(continued)

Exhibit C-2 Form of Bangor Supply Trade Agreement
Exhibit D Form of Mirror Confirm -
Exhibit E Form of Novation Agreement
Exhibit F Form of Purchaser Guarantee Agreement
Exhibit G Form of Seller Guaranty Agreement
Exhibit H Form of Indicated Transactions Letter of Credit
Exhibit I Form of PPL Financial Trade Agreement
Schedules - R oo -
Schedule 1.1(a) Knowledge of Seller
Schedule 1.1(b) Knowledge of Purchaser
Schedule 1.1(c) Excluded Assets
Schedule 2.1(a)(i) Transferred Contracts
Schedule 2.1(a)(ii)(A) Master Agreements
Schedule 2.1(a)(ii)(B) Trading Contracts
Schedule 2.1(a)(ii)(C) Interbook Trades
Schedule 2.1(a)(iii) Other Assets
Schedule 2.1(a)(iv) Exchange Traded Transactions
Schedule 2.1(a){(v) ISO Contracts
Schedule 2.2(b)  Initial Purchase Price Adjustment
Schedule 2.2(¢) Final Purchase Price Adjustment
Schedule 2.9(a) Seller Commodity Futures Brokerage Accounts
Schedule 2.9(b) Purchaser Commodity Futures Brokerage Accounts
Schedule 2.13 Identified Transactions Counierparties
Schedule 3.4 Seller Permitted Breach
Schedule 3.5 Seller Required Consents
Schedule 3.6 Permitted Encumbrances
Scheduie 4.5 Purchaser Required Consenis
Schedule 5.1(d) [CONFIDENTIAL TREATMENT REQUESTED]
Schedule 7.1(b) Pre-closing Guidelines

Schedule 7.9 Regulated Public Utility Affiliates

-iv-



ATTACHMENT G

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE

COMMISSION. : : : R

PURCHASE AND SALE AGREEMENT

This Purchase and Sale Agreement, dated December 23, 2009, is entered into between
Integrys Energy Services, Inc., a Wisconsin corporation (the “Seller”), and Macquarie Cook
Power Inc., a Delaware corporation (the “Purchaser™). Integrys Energy Group, Inc., a Wisconsin
corporation (“]EG™), joins herein solely for purposes of manifesting its agreement with the terms
and conditions set forth in Section 2.13, Section 7.9, and Section 10.11.

RECITALS

WHEREAS, the Setler, through the use of the Transferred Assets, is engaged.in a
commodities trading and marketing business involved in the wholesale electricity market in the
United States (such use of the Transferred Assets, considered as a whole, the “Busingss™);

WHEREAS, in the course of the Business, the Seller has negotiated and managed the
Trading Contracts, has received certain benefits and performed certain obligations under the
Transferred Contracts, has entered into the Exchange Traded Transactions and owns the Other
Assets;

WHEREAS, the Seller desires to sell to the Purchaser all of the Seller’s rights and
obligations under the Transferred Assets, and the Purchaser desires to assume all of the Seller’s
rights and obligations under the Transferred Assets, in each case, upon the terms and subject to
the conditions contained in this Agreement;

WHEREAS, in connection with the consummation of the Contemplated Transactions, the
Parties intend to enter into the Related Agreements on or prior to the Closing Date; and

WHEREAS, on the Mirror Effective Date, the Seller and the Purchaser will enter into the
Mirror Transactions {(documented pursuant to the Mirror Confirms), pursuant to which only the
economic benefits of and risks under each of the Trading Contracts will be bome by the
Purchaser from and after the Mirror Effective Date.

NOW, THEREFORE, the Parties, in consideration of the mutual promises contained
herein and intending to be legally bound, agree as follows:

ARTICLEL
DEFINITIONS AND USAGE

Section 1.1  Definitions. For purposes of this Agreement, the following terms and
variations thereof have the meanings specified or referred to in this Section 1.1: '

“Affiliate” means, with respect to any Person, any Person directly or indirectly
controlling, controlled by, or under common control with, such other Person as of the date on
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which, or at any time during the period for which, the determination of affiliation is being made.
For purposcs of this definition, the term “control” (including the correlative meanings of the
terms “controlled by’ and “under common control with™), as used with respect to any Person,
means the possession, directly or indirectly, of the power to direct or cause the direction of the
management policies of such Person, whether through the ownership of shares or by contract or
otherwise.

“Agreecment” means this Purchase and Sale Agreement,-as fﬁe éatﬁe' ma)} be amended, S

restated, modified or supplemented from time to time in accordance with its terms, and the
Exhibits and Schedules hereto.

“Assignment and Assumption Agreement, means the Assignment and Assumption
Agreement substantially in the form attached hereto as Exhibit A.

“Assumed Liabilities” means collectively:

(1} all Liabilities relating to or arising out of any of the Trading Contracts on or
after the Novation Date with respect to any such Trading Contracts, as the case may be;

(ii) all Liabilities relating to or arising out of any of the Transferred Contracts (other
than the ISO Contracts) on or after the Transfer Date with respect to any such Transferred
Contracts, as the case may be;

(iii) all Liabilities relating to or arising out of any of the Other Assects on or after the
Transfer Date with respect to any such Other Assets, as the case may be;

(1v) all Liabilities relating to or arising out of any of the Exchange Traded
Transactions on or after the Mirror Effective Date with respect to any such Exchange Traded
Transactions, as the case may be, and

(v) all Liabilities refating to or arising out of any of the ISO Contracts on or after
the Mirror Effective Date with respect to any such ISO Contracts, as the case may be, which for
avoidance of doubt does not include any liability resulting from adjustments or resettlement with
respect to such ISO Contracts for any period before the Mirror Effective Date.

“Bangor Agreement” means the Entitlement Agreement between Bangor-Hydro Electric
Company and Seller, dated January 12, 2009.

“Bangor Financial Trade Agreement” means the financially-settled transaction
transferring certain economic risks of the Bangor Agreement, to be entered into between the
Seller and Purchaser on the Mirror Effective Date and confirmed via a confirmation substantiaily
in the form attached hereto as Exhibit C-1, under an ISDA Master Agreement, as such
confirmation may be amended, restated, modified or supplemented from time to time in
accordance with its terms.

2
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“Bangor Supply Trade Agreement” means the Bangor Supply Trade Agreement,
substantially in the form attached hereto as Exhibit C-2, to be entered into between the Purchaser

and the Seller on the Effective Date, and confirmed under the MCP-IES ISDA Master
Agreement, as such confirmation may be amended, restated, modified or supplemented from
time to time in accordance with its terms.

“Bill of Sale” means the Bill of Sale substantially in the form attached hereto as Exhibit . .

B.

“Business” has the meaning provided in the recitals of this Agreement. For purposes of
this Agreement, however, Business excludes any and all business conducted by the Seller
through the use of any and alt Excluded Assets.

“Business Day” means a day other than Saturday, Sunday and any day on which banks
located in New York City are authorized or obligated by law or executive order to close.

“Cash” means all cash and cash equivalents computed in accordance with US GAAP or,
as applied to Purchaser, in accordance with internationally accepted accounting principles.

“Chosen Courts™ has the meaning provided in Section 10.5
“Closing” has the meaning provided in Section 2.4.

“Closing Date” has the meaning provided in Section 2.4.
“Code” means the Internal Revenue Code of 1986, as amended.

“Confidential Information™ is defined in the Confidentiality Agreement and includes this
Agreement (including the Schedules and Exhibits) and the Ancillary Agreements.

“Confidentiality Agreement” means the First Amended and Restated Confidentiality
Agreement by and among IEG, and its subsidiaries, and Purchaser, and its affiliates, dated July
28, 2009, as the same may be amended, restated, modified or supplemented from time to time in
accordance with its terms.

“Consent” means any approval, consent, ratification, filing, watver or other authorization.

“Contemplated Transactions” means all of the transactions contemplated to be
consummated under this Agreement and the Related Agreements.

“Contract” means any coniract, lease, license, evidence of Indebtedness, mortgage,
indenture, security agreement or other commitment, undertaking or agreement (whether written
or oral) that is legally binding. :
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“Counterpart Trading Contract” means each Trading Contract that relates to the Business
and not to any other business of the Seller or its Affiliates.

“Counterparty” means a counterparty with respect to a Trading Contract.

“Damages” means, with respect to any Indemnified Party, any and all losses, Liabilities,
claims, obligations, penalties, actions, judgments, suits, Proceedings, damages or Taxes of any
kind or nature whatsoever actually suffered or incurred by such Indemnified Party after Closing
(together with all reasonably incurred cash disbursements, costs and expenses, including costs of
investigation, defense and appeal and reasonable attorneys’ fees and expenses), whether or not
involving a Third-Party Claim but not, for the avoidance of doubt, including any diminution of
value of the Transferred Assets; provided, however, that the foregoing limitation shall not limit
in any manner the determination or quantification of Damages arising out of or relating to any .
Misbooking. In no event shall Damages include Non-Reimbursable Damages.

“Defaulting Party” means, with respect to any termination of this Agreement, (i) the
Party whose breach, default or other action gives rise to a termination right of the other Party
pursuant to Section 8.1(c), (i) the Party that suffers the occurrence of an Insolvency Event, or
(i) the Party whose obligations are guaranteed by a Person that suffers an Insolvency Event.

“Draft Allocation™ has the meaning provided in Section 10.3(b).

“EEI” means the Edison Electric Institute.

“EEI Master Agreement” means the Master Power Purchase and Sale Agreement
published by the EEI together with the cover sheet, any annexes and confirmations thereto, as
amended from time to time.

“Effective Date” means (i) if the Closing Date is the last day of a calendar Iﬁonth, the
Closing Date, and (ii} if the Closing Date is not the last day of a calendar month, the last day of
the calendar month in which the Closing Date occurs.

“Electricity” has the meaning provided in Section 2.16.

“Encumbrance” means any lien, option, pledge, charge, security interest, mortgage,
casement, or similar restriction or limitation.

“ERCOT"” means the Electric Reliability Council of Texas.

13

Exchange Reguest” has the meaning provided in Section 2.9(a).

“Exchange Traded Transactions” means the trades listed in Schedule 2.1(a)(iv).
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“Excluded Assets” means any assets of the Seller or its Affiliates of any kind other than
the Transferred Assets, including those assets identified on Schedule 1.1(c).

“Excluded Liabilities” means all Liabilitics of the Seller and its Affiliates other than the
Assumed Liabilities.

“Excluded Transactions” means those Trading Contracts that the Purchaser does not
acquire in connection with the Contemplated Transactions.

“FCM” has the meaning provided in Section 2.9(a).

“FERC” means the Federal Energy Regulatory Commission or any successor
Governmental Body.

“Final Allocation” has the meaning provided in Section 10.3(b).

“Final Purchase Price Adjustment” means the adjustrment (positive or negative) to the
Tnitial Purchase Price set forth in Schedule 2.2(c) calculated as of February 3, 2010,

“Financial Assurances” means guarantees, letiers of credit, comfort letters, “keep whole”
agreements, bonds or other financial security arrangements or other credit support arrangements
(including for the provision and maintenance of Cash cellateral) of any type or kind whatsoever,
whether or not accrued, absolute, contingent or otherwise.

“Governing Documents” means, with respect to any particular entity, (a) if a corporation
or a limited company, the articles or certificate of incorporation and the articles of association or
bylaws; (b) if a general partnership, the partnership agreement and any statement of partnership;
(c) if a limited partnership, the limited partnership agreement and the certificate of limited
partnership; and (d) if a limited liability company, the certificate of formation and limited
lLiability company agreement.

“Governmental Authorization” means any consent, license, permit, certificate, clearance
ot other authorization or approval issued, granted, given or otherwise made available by or under
the authority of any Governmental Body.

“Governmental Body” means any federal, state, local, municipal, or other governmental
or quasi-governmental authority or self-regulatory organization of any nature (including any
agency, branch, department, board, commission, court, tribunal or other entity exercising
governmental or quasi-governmental powers) or exercising, or entitled to exercise, any
administrative, executive, judicial, legislative, enforcement, regulatory or taxing authority or
power.

“Guarantee Agreements” means, collectively, the Purchaser Guarantee Agreement and
the Seller Guarantee Agreement.
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“ICE” means the Intercontinental Exchange.
“Identified Transactions™ has the meaning provided in Section 2.13.

“IEG” has the meaning provided in the preamble of this Agreemen.

“Indebtedness” means, with respect to any Person, any obligations of such Person (a) for

borrowed money, (b} evidenced by notes, bonds, debentures or similar instruments, (c) forthe

deferred purchase price of goods or services (other than payables or accruals incurred in the
Ordinary Course of Business, including in connection with any trades, hedges or other
transactions entered into in connection with the Business), (d) under capital leases and (¢) in the
nature of Financial Assurances of the obligations described in clauses (a) through (d) above of
any other Person, provided, that “Indebtedness” shall not include any Cash collateral or any
obligation under any credit support agreement to refurn any posted collateral (including Cash
collateral) in each case relating to any Trading Contracts.

“Indemnified Party™ has the meaning provided in Section 9.4(a).
“Indemnifying Party” has the meaning provided in Section 9.4(a).
“Initial Purchase Price” means [CONFIDENTIAL TREATMENT REQUESTED].

“Insolvency Event” means, with respect to any entity, such entity (i) files a petition or
otherwise commences, authorizes, or acquiesces in the commencement of a proceeding or cause
of action under any bankruptcy, insolvency, reorganization or similar law, or has any such
petition filed or commenced against it (i.e., an involuniary proceeding) that is not dismissed
within thirty (30) calendar days; (ii) makes an assignment or any general arrangement for the
benefit of creditors; (iii) otherwise becomes bankrupt or insolvent (however evidenced); (iv) has
a liquidator, administrator, receiver, trustee, conservator or similar official appointed with
respect to it or any substantial portion of its property or assets; or (v) is generally unable to pay
its debts as they fall due.

“Interbook Matching Trade” has the meaning provided in Section 2.8(f)(ii).

“Interbook Trades” means, subject to Section 7.1(b), any intracompany transactions or
transactions between Seller and any Affiliates of Seller which are listed in Schedule 2.1(a)iiXC}.

“Initial Purchase Price Adjustment™ means the adjustment (positive or negative) to the
Initial Purchase Price set forth in Schedule 2.2(b) and calculated as of January 29, 2010.

“ISDA” means the International Swaps and Derivatives Association, Inc.
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“ISDA Master Agreement” means the 2002 master commodity trading agreement in the
form promulgated by the ISDA, together with any schedules, annexes and confirmations thereto,
as amended from time to time

“ISO Contracts”” means those Contracts identified on Scheduie 2.1(a)(v).

“ISO Request” has the meaning provided in Section 2.11(a).

“Knowledge” means (1) with respect to the Seller, the actual knowledge (as opposed to
any constructive or imputed knowledge) of the individuals listed on Schedule 1.1(a) and (ii) with
respect to Purchaser, the actual knowledge (as opposed to any constructive or imputed
knowledge) of the individuals listed on Schedule 1.1(b); provided, however, that,
notwithstanding the foregoing, a Person identified in Schedule 1.1(a) or Scheduie 1.1(b) charged
with responsibility for the aspect of the business relevant or related to the matter at issue shall be
deemed to have actual knowledge of a particular matter if, in the prudent and reasonable exercise
of his or her duties and responsibilities in the Ordinary Course of Business, such Person should
have reasonably known of such matter.

“Law” means any binding laws, statutes, treaties, rules, regulations, ordinances,
judgments, decrees, principles of common law, codes, Orders and other pronouncernents having
the effect of law of any Governmental Body, including all Governmental Authorizations.

“Letter of Credit” means an irrevocable, transferable, standby letter of credit, in form and
substance reasonably acceptable to Purchaser, issued by (a) & major U.S. commercial bank or the
U.S. branch office of a major foreign bank assigned, in either case, a Credit Rating of at least (i)
“A-" by S&P and “A3” by Moody’s, if such entity is rated by both S&P and Moody’s or (if) “A-
” by S&P or “A3” by Moody’s, if such entity is rated by either S&P or Moody’s but not both, or
(b} any other entity as may be acceptable to Purchaser in its discretion.

“Liability” means, with respect to any Person, any and all Indebiedness, liabilities and
other obligations of any kind or nature of such Person, whether fixed, contingent or absolute,
matured or unmatured or accrued or unacerued, including those arising under any Contract,
agreement, arrangement, commitment or undertaking.

“Loss” or “Losses” means losses, Liabilities, Damages, obligations, paymenis, costs, and
expenses, including the costs and expenses of any and all related actions, suits, Proceedings,
assessments, judgments, settlements, and compromises and all related reasonable attorneys’ fees
and reasonable disbursements.

“Material Adverse Effect” means any effect, change, occurrence, development, condition
or event that, individually or in the aggregate, has had or would reasonably be expected to have a
material adverse effect (financial or otherwise) on the Business or the Transferred Assets, taken
as a whole; provided, however, that the following shall not be considered when determining

7
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whether a Material Adverse Effect has occurred: any effect resulting from (a) any change in
economic conditions generally or in the industry or geographic arcas in which the Business is
conducted or otherwise operated; (b) any change in currency rates; (c) any continuation of an
adverse trend or condition; (d) any change in any Laws or accounting rules applicable to the
Business or the Transferred Assets; () any change resulting from changes in the international,
national, regional or local wholesale or retail power markets; (f) any changes, circumstances or
effects directly atiributable to the announcement or pendency of the Contemplated Transactions,
or resulting from or relating to compliance with the terms of, or the taking of any action required
by, this Agreement; {g) the commencement, occurrence or intensification of any war, sabotage or
armed hostilities; (h) acts of terrorism; (i) any failure by the Seller to meet internal or published
projections, forecasts or revenue or earnings predictions with respect fo the Business; (j) any
materially adverse change in the Business or the Transferred Assets which is cured (including by
payment of money) before the Closing Date; (k) the performance of or compliance with any of
the terms and conditions of this Agreement; (1) any matter disclosed in this Agreement, or any
Schedule or Exhibit hereto; or (m) any actions taken at the request of Purchaser.

“MCP-IES ISDA Master Agrcement” means the ISDA Master Agreement, and the
related schedules thereto, dated as of October 7, 2009, between the Purchaser and the Seller.

“Mirror Confirm™” means the confirmation and associated [SDA Master Agreement, with
terms and conditions substantially similar to the terms contained in Exhibit D attached hereto, to
be entered into between the Purchaser and the Seller on Mirror Effective Date and, if the
Purchaser exercises its rights pursuant to Section 2.12, the date on which the Mirror Confirm is
novated to the Purchaser in accordance with the requirements of Section 2.12.

“Mirror Effective Date” means January 29, 2010, as may be amended from time to time;
provided, however, that in the case of Exchange Traded Transactions, Mirror Effective Date
means either (i) such date or ii) if such date is not a day on which the Relevant Exchange is
open for trading, the next day on which the Relevant Exchange is open for trading.

“Mirror Transaction” the transaction pursuant to the Mirror Confirm effective as of the
Mirror Effective Date. :

“Misbooked Trading Contract” has the meaning provided in Section 2.6.

“Misbooking™ means, with regard to any Trading Coniract prior to the Novation Date
with respect thereto, (i) any discrepancy between {A) the terms set forth on Schedule 1 to the
Mirror Confirm (including the terms of any “New Transaction” (as defined in the Mirror
Confirm) deemed to be added to Schedule 1 in accordance with “Portfolio Additions™ in the
Mirror Confirm) and (B) the actual terms and conditions of such Trading Contract, which
discrepancy can be reasonably substantiated, and (ii) any Trading Contract identified on
Schedule 2.1(a)ii¥B) (Trading Contracts) for which the Seller cannot, prior to the Effective
Date, provide the Purchaser with written documentation confirming or evidencing the

8



ATTACHMENT G

CONFIDENTIAL. TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

Counterparty’s assent to the material terms of such Trading Contract, which assent may be
confirmed or evidenced by, among other things, the Counterparty executing & Novation
Agreement any time prior to the Effective Date.

“Misbooking Trigger Date” has the meaning provided in Section 8.1(¢).

“Moody’s” means Moody's Investor Services, Inc. or its successor.

“Non-Defaulting Party” means, with respect to any termination of this Agreement, the
Party that 1s not the Defaulting Party.

“Non-Reimbursable Damages” has the meaning provided in Section 9.7(c).

“Novation Agreement” means a novation agreement substantially in the form attached
hereto as Exhibit E.

“Novation Condition” has the meaning provided in Section 2.8(b)(ii).
“Novation Date” has the meaning provided in Section 2.8(d).

“NYMEX" ineans the New York Mercantile Exchange, Inc.

“Order” means any order, writ, injunction, judgment, decree, ruling, assessment or
arbitration award of any Governmental Body or arbitrator (in each case whether preliminary or
final).

“QOrdinary Course of Business” means the conduct of the business of a Person in
accordance with such Person’s normal day-to-day customs, practices and procedures consistent
with past practice and which is commercially reasonable in light of the circumstances.

“Other Assets” means those assets that are identified on Schedule 2.1 (a)(iit).

“Party” means each of the Seller and the Purchaser and, solely for purposes of Section
2.13,79and 10.11, IEG.

“Permitted Encumbrance™ means those Encumbrances identified in Schedule 3.6

‘“Person” means any natural person, corporation, general partnership, limited parinership,
limited liability company, joint venture, trust, union, proprietorship, Governmental Body or other
entity, association or organization of any nature, however and wherever organized or constituted

{whether or not having a separate legal personality).

“Post-Mirror Trade” has the meaning assigned in Section 2.10(b).
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“PPL Financial Trade Agreement” means the PPL Financial Trade Agreement,
substantially in the form attached hereto as Exhibit L, to be entered into between the Purchaser
and the Seller on Mirror Effective Date and confirmed under an ISDA Master Agreement, as
such confirmation may be amended, restated, modified or supplemented from time to time in
accordance with its terms.

“Pre-Closing Guidelimes” means those guidelines enumerated in Schedule 7,i(b). .. . -

“Proceeding” means any action, atbitration, audit, hearing, investigation, litigation or suit
(whether civil, criminal, administrative, judicial or investigative, whether public or private)
commenced, brought, conducted or heard by or before any Governmental Body or arbitrator.

“Purchaser” has the meaning provided in the preamble of this Agreement.

“Purchaser Guarantee Agresment” means the Guarantee Agreement, substantially in the
form attached hereto as Exhibit F, entered into between Purchaser Parent, as guarantor
thereunder, and the Seller, as beneficiary thereunder, dated as of the date hereof, as the same may
be amended, restated, modified or supplemented from time to time in accordance with its terms,
guaranteeing the obligations of Purchaser under this Agreement and the Mirror Confirm.

“Purchaser Group” has the meaning provided in Section 9.2.

“Purchaser Key Employees” mean employees of the Purchaser and any Affiliate of
Purchaser that uses the term “Macquarie” in its name, in each case, performing services in or for
the Energy Markets Division of the Fixed Income, Currencies & Commodities Group of the
Purchaser, in each case, with the position and title of Associate Director, Managing Director,
Division Director or Executive Director.

“Purchaser Parent” means Macquarie Bank Limited.

“Purchase Price™ means the Initial Purchase Price, as initially adjusted by the Imtial
Purchase Price Adjustment and then finally adjusted by the Final Purchase Price Adjustment

“Purchaser Required Consents” means the Consents and Governmental Authorizations
that are required to be obtained and are listed in Schedule 4.5.

“Related Agreements” means, collectively, the Assignment and Assumption Agreement,
the Bill of Sale, the Guarantee Agreements, the Supply Trade Agreements, the Mirror Confirm,
and the Novation Agreements.

“Related Purchaser Parties” means each Affiliate of Purchaser that is a party to this .
Agreement or any Related Agreement.

10
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“Related Seller Parties” means each Affiliate of Seller that is a party to this Agreement or
any Related Agreement.

“Relevant Exchange™ means the NYMEX or ICE, as applicable.

“Relevant ISO” means the PIM Interconnection, the Midwest ISO, the New York ISO,
ISO New England, ERCOT, or the California ISO, as applicable.

“Representative” means, with respect to a particular Person, any director, officer,
manager, cmployee, agent, consultant, advisor, accountant, financial advisor, legal counsel or
other representative of that Person.

“Required Consents” means the Purchaser Required Consents and the Seller Required
Consents.

“Restricted Business™ has the meaning provided in Section 7.9(a).

“Restricted Period” has the meaning provided in Section 7.9(a).

“S&P” means the Standard & Poor's Rating Group (a division of McGraw Hill, Inc.) or
its successor.

“Schedules” means, with respect to Seller or Purchaser, the schedules delivered by Seller
or Purchaser, as the case may be, pursuant to Article III or Article I'V, respectively.

“Seller” has the meaning provided in the preamble of this Agreement.

“Seller Guarantee Agreement” means the Guarantee Agreement, substantially in the form
attached hereto as Exhibit G, entered into between IEG, as guarantor thereunder, and the
Purchaser, as beneficiary thereunder, and to be delivered and enforceable as of the Mirror
Effective Date, as the same may be amended, restated, modified or supplemented from time to
time in accordance with its terms, guaranteeing the obligations of Seller under this Agreement.

“Seller Group™ has the meaning provided in Section 9.3.

“Seller Required Consents” means the Consents and Governmental Authorizations that
are required to be obtained and are listed in Schedule 3.5.

“Subsidiary” means any Person (i} whose securities or other ownership interests having
by their terms the power to elect a majority of the board of directors or other persons performing
similar functions, are owned or controlled, directly or indirectly, by the Seller and/or one or more
Subsidiaries, or (ii) whose business and policies the Seller and/or one or more Subsidiaries have
the power to direct.

11
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“Substitute Exchange Traded Transaction” has the meaning provided in Section 2.9(b).

“Successor Liability Taxes” means any Taxes imposed on the Seller or any entity that has
ever been a member of the Seller’s consolidated group in respect of the Transferred Assets and
the Business for a period or portion thereof ending on or before the Closing Date, and for which
Purchaser may become liable by operation of Law, by assessment, or pursuant to the terms of an

agreement entered into by the Seller as a result of being treated as a transferee of or successorto . ..

the Seller due to the transfer of the Transferred Assets and the Business pursuant to this
Agreement.

“Supply Trade Agrecments” means, collectively, the Bangor Financial Trade Agreement,
the Bangor Supply Trade Agreement and the PPL Financial Trade Agreement.

“Tax” means (a) any income, gross receipts, license, payroll, employment, excise, capital
gains or corporation tax on capital gains, severance, stamp, stamp duty reserve tax, occupation,
premium, property, environmental, windfall profit, customs, capital stock, franchise, employees’
income withholding, foreign or domestic withholding, social security, unemployment, disability,
real property, personal property, sales, use, transfer, documentary, value added, alternative, add
on minimum and other tax, fee, assessment, levy, tariff, charge or duty of any kind whatsoever
and any interest, penalty, addition or additional amount thereon imposed, assessed or collected
by or under the authority of any Governmental Body, (b) any liability for the payment of any
amounts of the type described in the immediately preceding clause as a result of being (or
ceasing to be) a member of an affiliated, consolidated, combined, unitary or aggregate group,
under Treasury Regulation Section 1.1502-6 or any analogous or similar provision of state, local
or foreign Law, or being included (or required to be included) in any Tax Retumn related thereto,
and (<) all liabilities for the payment of amounts of the type described in clauses (a) or (b) as a
result of being a transferee of or successor to any Person, by contract or otherwise.

“Tax Laws” means any Law of any Governmental Body relating to any Tax.

“Tax Return” means any return (including any information return), report, statement,
schedule, notice, form, declaration, or claim for refund (including any amended return, report,
statement, schedule, notice, form, declaration, or claim for refund) filed with or submitted to, or
required to be filed with or submitted to, any Governmental Body with respect to Taxes.

“Termination Fee” means a fee payable pursuant to Section 8.2 in the amount of ten
million dollars ($10,000,000.00).

“Third Party” means a Person other than the Seller or the Purchaser or any of their
respective Affiliates.

“Third-Party Claim” has the meaning provided in Section 9.4(b).
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“Trading Contracts” means, subject to Sections 2.6 and 7.1(b), those transactions and/or
master trading agreements evidenced by written Contracts (i.e., not inchading any oral agreement
or other undocumented transaction), including any Interbook Trades (whether or not documented
on agreement such as the ISDA Master Agreement, WSPP Master Agreement, or EEI Master
Agreement), to which the Seller is a party and that ase identified on Schedule 2.1(a)(ii}{(A)
(Master Agreements), Schedule 2.1{a)(ii)(B) (Trading Contracts), and Schedule 2.1{aXii}(C)
(Interbook Trades); provided, however, that, notwithstanding anything else to the contrary
herein, “Trading Contract™ shall for all purposes hereunder onty refer to the rights and Liabilities
under such Contracts to the extent relating to or constituting a Counterpart Trading Contract and
not to any other rights or Liabilities under such Contracts.

[CONFIDENTIAL TREATMENT REQUESTED].

“Transfer Condition™ means, collectively:

(i) the receipt of all Governmental Authorizations and all Consents (including
any required Third Party consent) necessary to permit the transfer or conveyance of such
Transferred Assets to the Purchaser; and

(i1} the applicable Third Party having (x) released the Seller and IEG from any
and all obligations and Liabilities under such Transferred Contract or Other Asset and
(y) released or agreed in writing, with the Seller and IEG as third party beneficiaries, to release
within a reasonable period of time afier the execution of such release the Seller and IEG from
any and all obligations and Liabilities under any Financial Assurances related to such
Transferred Contract and Other Asset, including the return by the applicable Third Party of any
collateral held by such Third Party to the Seller or IEG.

“Transfer Date” means, with respect to any Transferred Contract or Other Asset, the later
of (i) the last day of the calendar month in which the Transfer Condition has been satisfied and
(ii) the Effective Date.

“Transfer Taxes” has the meaning provided in Section 10.3(a).

“Transferred Assets” means the Transferred Contracts, the Trading Contracts, the
Exchange Traded Transactions, and the Other Assets, in each case, sold by the Seller to the
Purchaser in accordance with, and subject to, the terms and conditions of, this Agrecement.

“Transferred Contracts” means, subject to Section 7.1(b), those written Contracts (i.e.,
not including any oral agreement or other undocumented transaction) that are used by or in
support of the Business and that are identified on Schedule 2.1(a)(1) (Transferred Contracts),
including any ISO Contracts, but excluding any Trading Contracts.
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“US GAAP” means US generally accepted accounting principles in effect from time to
time.
“US” or “United States” means the United States of America.

“WSPP” means the Western Systems Power Pool.

“WSPP Master Agreement” means the Western Systems Power Pool Agreement, assuch

agreement may be amended by the WSPP from time-to-time, including any Master Confirmation
Agreement (as defined in the WSPP Agreement) or other modifications made by the parties
thereto.

Section 1.2  Rules of Construction and Usage, and Other Definitional and
Interpretive Matters.

(2) Interpretation. In this Agreement, unless a clear contrary intention appears:

(i)  Singular. The singular number includes the plural number and vice
versa.

(i1} Successors. Reference to any Person includes such Person’s successors
and assigns but, if applicable, only if such successors and assigns are not prohibited by this
Agreement, and reference to a Person in a particular capacity excludes such Person in any other
capacity or individually,

(1)) Gender and Number. Any reference in this Agrécmcnt to gender
includes all genders, and the meaning of defined terms applies to both the singular and the plural
of those terms.

(iv) Agreements as Amended. Reference to any agreement, document or
instrument means such agreement, document or instrument as amended or modified and in effect
from time to time in accordance with the terms thereof.

(v) Laws as Amended. Reference to any Law means such Law as
amended, modified, codified, replaced or reenacted, in whole or in part, and in effect from time
to time, including rules and regulations promulgated thereunder, and reference to any section or
other provision of any Law means that provision of such Law from time to time in effect and
constituting the substantive amendment, modification, codification, replacement or reenactment
of such section or other provision, in each case except to the extent that this would increase or
alter the Liability of the Seller under this Agreement.

(vi) Hereunder and Similar Words., “Hereunder,” “hereof,” “hereto,” and
words of similar import shall be deemed references to this Agreement as a whole and not to any
particular Article, Section or other provision hereof.
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(vii) Headings. The division of this Agreement into Articles, Sections, and
other subdivisions and the insertion of headings are for convenience of reference only and do not
affect, and will not be utilized in construing or interpreting, this Agreement.

(viii) Section and Articles. All references in this Agreement {o a particular
“Section” or “Articles” refers to the corresponding Section or Article of this Agreement unless
otherwise specified.

(ix) Dollars. Any reference in this Agreement to “dollars” or“’$” means
US dollars.

(x) Caleulation of Time Period. With respect to the determination of any
period of time, “from” means “from and including” and “to” means “to but excluding.” If the
last day of any time period is a non-Business Day, the time period will be extended to the next
Business Day. Unless otherwise specified, all times are New York City time.

(xi) Exhibits and Schedules. Unless otherwise expressly indicated, any
reference in this Agreement to an “Exhibit” or a “Schedule” refers to an Exhibit or Schedule to
this Agreement, The Exhibits and Schedules to this Agreement are incorporated and made a part
of this Agreement as if set forth in full in this Agreement and are an integral part of this
Agreement, Capitalized terms used but not otherwise defined in a Schedule or Exhibit have the
meanings set forth in this Agreement.

(xii) Including. The word “including” or any variation thereof means
“including without limitation” and does not limit any general statement that it follows to the
specific or similar items or matters immediately following it.

{b} Equal Drafting. All Parties acknowledge that it and its attomeys have been
given an equal opportunity to negotiate the terms and conditions of this Agreement and that any
rule of construction to the effect that ambiguities are to be resolved against the drafting Party or
any similar rule operating against the drafier of an agreement shatl not be applicable io the
construction or interpretation of this Agreement.

(c) Accounting Terms and Determinations. Unless otherwise specified herein,
all accounting terms used herein shall be interpreted and all accounting determinations hereunder
shall be made in accordance with US GAAP, consistently applied or, with respect to Purchaser
and its Affiliates, in accordance with internationally accepted accounting principles. |

(d) Ejusdem Generis. General words shall not be given a restrictive meaning by

reason of the fact that they are followed by particular examples intended to be embraced by the
general words,
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ARTICLE 1
SALE OF THE TRANSFERRED CONTRACTS AND
TRADING AGREEMENTS; CLOSING

Section 2.1  Purchase and Sale of Transferred Contracts, Trading Contracts and
Other Assets.

(a) Subject to the satisfaction or waiver of the conditions precedent set forth in
Article V and Article VI, upon the terms and subject to the conditions set forth in this Agreement:

(i) Transferred Contracts: Subject to Section 2.7, the Seller agrees to
sell to the Purchaser, free and clear of all Encumbrances {(except Permitted Encumbrances), and
the Purchaser agrees to purchase from the Seller, all of the rights, title and interests of the Seller
in, and assume all of the Liabilities of the Seller under, each of the Transferred Contracts (other
than the ISO Contracts), in each case, with effect from 11:59 p.m. New York City time on the
Transfer Date with respect to each of such Transferred Contracts;

(i) Trading Contracts: Subject to Section 2.8, the Seller agrees to sell to
the Purchaser, tree and clear of all Encumbrances (except Permitted Encumbrances), and the
Purchaser agrees to purchase from the Seller, by way of novation, all of the rights, title and
interests of the Seller in, and assume all of the Liabilities of the Seller under, each of the Trading
Contracts, in each case, with effect from 11:59 p.m. New York City time on the Novation Date
with respect to each of such Trading Contract;

(iii) Other Assets: The Seller agrees to sell to the Purchaser, free and
clear of all Encumbrances (except Permitted Encumbrances), and the Purchaser agrees to
purchase from the Seller, all of the rights, title and interests of the Seller in and to each of the
Other Assets, with effect from 11:59 p.m. New York City time on the Transfer Date with respect
to each of such Other Assets;

(iv) Exchange Traded Transactions: Subject to Section 2.9, the Seller
agrees to sell to the Purchaser, free and clear of all Encumbrances (except Permitted
Encumbrances), and the Purchaser agrees to purchase from the Seller, by way of novation, all of
the rights, title and interests of the Seller in and to the Exchange Traded Transactions, with effect
from 11:5%9 p.m. New York City time on the Mirror Effective Date; and

(v) ISO Contracts: Subject to Section 2.11, the Seller agrees to sell the
Purchaser, free and clear of all Encumbrances (except Permitted Encumbrances), and the
Purchaser agrees to purchase from the Seller, all of the rights, title and interest of the Seller in,
and assume all the Liabilities of the Seller under, each of the ISO Contracts, with effect from
11:59 p.m. on the Mirror Effective Date.
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(b) At all times, the Seller and its Affiliates shall retain all of their existing
rights, title and interests in and to the Exciuded Assets, and the Purchaser shall have no rights to
the Excluded Assets.

Section 2.2  Payment of Purchase Price.

(a) Payment on the Mirror Effective Date. On the terms and subject to the
terms and conditions hereof and in consideration of the Contcmplated Transactions, on the Mirror
Effective Date, the Purchaser shall pay to the Seller the Initial Purchase Price, phus Initial
Purchase Price Adjustment; provided, that any amount due pursuant to this Section 2.2 shall be
payable on a net basis with respect to any other amounts due under the Mirror Confirm or under
the PPL Financial Trade Agreement, in each case on Mirror Effective Date. Such amount shall be
delivered by wire transfer in immediately available funds to the account or accounts designated by
Seller.

(b) Payment on February 3, 2010. On the terms and subject to the terms and
conditions hereof and in consideration of the Contemplated Transactions, on February 3, 2010, the
Final Purchase Price Adjustment shall be paid (i} if positive, by the Purchaser to the Seller, or (ii)
if negative, by the Seller to the Purchaser. Such amount shall be delivered by wire transfer in
immediately available funds to the account or accounts designated by Purchaser or Seller, as the
case may be; provided, however, that should the Parties not agree on the amount of the Final
Purchase Price Adjustment, the undisputed amount of such adjustment shall be paid by the
February 3, 2010 deadline by the Purchaser or Seller {as the case may be), and thereafter the
Parties shall use commercially reasonable efforts 1o resolve promptly their disagreement about the
amount of the Final Purchase Price Adjustment in accordance with the dispute resolution process
set forth in Schedule 2.2(c).

Section 2.3  Assumed Liabilities; Excluded Liabilities.

(2) Inconsideration of the transactions contemplated by Section 2.1(a), the
Purchaser shall perform, discharge and satisfy, as and when due, all of the Assumed Liabilities
from and after (i) with respect to any Transferred Contract (othet than the ISO Contracts) or Other
Asset, the Transfer Date with respect to such Transferred Contract (other than the ISO Contracts)
and Other Asset, (ii) with respect to any Trading Contract, the Novation Date with respect to such
Trading Contract, (iii) with respect to any Exchange Traded Transaction, the Mirror Effechvc
Date; and (iv) with respect to the ISQO Contracts, the Mirror Effective Date.

(b) At all times, the Seller and its Affiliates shall retain and be responsible for all
Excluded Liabilities, and the Purchaser shall not have any Liability with respect to the Excluded
Liabilities, the Excluded Assets and the Excluded Transactions.

Section 2.4  Closing. The consummation of the Contemplated Transactions (the
“Closing”) shall take place at the offices of Foley & Lardner LLP, 321 North Clark Street, Suite
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2800, Chicago, IL 60654-5313 (or such other place as the Parties may agree), three (3) Business
Days following the satisfaction or waiver of the conditions set forth in Articles V and VI (other
than those conditions that by their terms are to be satisfied at the Closing, but subject to the
satisfaction or waiver of such conditions) or at such other place, time and date as the Parties may
agree (the “Closing Date™). For the avoidance of doubt, certain components of the Contemplated
Transactions will be undertaken prior to the Closing Date as required hereby. '

Section 2.5 Closfng Obligations. In addition to aﬁy otﬁér documents 10 bb deli;éfedw -

under other provisions of this Agreement, at the Closing:

(a) Seller’s Deliveries. The Seller shall deliver or cause to be delivered to the
Purchaser:

(i) the Novation Agreements for each of the Trading Contracts for which
the Novation Condition has been satisfied, duly executed by Seller;

(ii) the Assignment and Assumption Agreement, duly executed by Seller,
(iii) the Bill of Sale, duly executed by Seller,

(iv) ewvidence of the filing with respect to and/or receipt of all the Seller
Required Consents,

(v) aduly executed certification pursuant to Treasury Regulation Section
1.1445-2(b)(2) that the Selier is not a foreign Person within the meaning set forth in Section
1445(6)(3) of the Code;

(vi) a certificate duly executed by the Seller, dated as of the Closmg Date,
in accordance with Section 5.1(f),

(vi1) all consents, waivers or approvals obtained by Seller from Third
Parties in connection with this Agreement;

(viii} terminations or releases of Encumbrances on the Transferred Assets
that are not Permitied Encumbrances;

(ix) a certificate of status with respect to the Seller (dated as of a recent
datc), 1ssued by the Wisconsin Department of Financial Institutions;

(x) acopy, certified by an authorized officer of the Seller, of the
resolutions authorizing the execution and delivery of this Agreement and the Related
Agreements and instruments attached as exhibits to this Agreement and to the Related
Agreements, and the consummation of the Contemplated Transactions, together with a certificate
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by the Secretary of the Seller as to the incumbency of those officers anthorized to execute and
deliver this Agreement and the Related Agreements; and

{xi) such other customary instruments of transfer, assumptions, filings or
documents, in form and substance reasonably satisfactory to the Purchaser, as may be required to
give effect to the Contemplated Transactions.

(b) Purchaser’s Deliveries. The Purchaser shall deliver to the Seller:

(i) the Novation Agreements for each of the Trading Contracts for which
the Novation Condition has been satisfied, duly executed by Purchaser;

(ii) the Assignment and Assumption Agreement, duly executed by
Purchaser;

(iii) the Bill of Sale, duly executed by Purchaser;

(iv) evidence of the filing with respect to and/or receipt of all the
Purchaser Required Consents;

(v) the releases of Financial Assurances with respect to any Trading
Contracts, or the agreement of the Counterparty to do so, in either case obtained on or prior to
the Closing Date pursuant to Section 2.8(b)(ii) and, to the extent applicable, for any Transferred
Contract or Other Asset for which the Transfer Condition has been satisfied;

(vi) a certificate duly executed by the Purchaser, dated as of the Closing
Date, in accordance with Section 6.1{¢);

(vii) evidence reasonably acceptable to the Seller of the Purchaser’s
existence and good standing (as of a recent date) under the laws of the State of Delaware;

(viii} a copy, certified by an authorized officer of the Purchaser, of the
resolutions authorizing the execution and delivery of this Agreement and the Related
Agreements and instruments attached as exhibits to this Agreement and to the Related
Agreements, and the consummation of the Contemplated Transactions, together with a certificate
by the Secretary of the Purchaser as to the incumbency of those officers authorized to execute
and deliver this Agreement and the Related Agreements; and

(ix) such other customary instruments of transfer, assumptions, filings or
documents, in form and substance reasonably satisfactory to the Seller, as may be required to
give effect to the Contemplated Transactions. '

(¢)  Without prejudice to any other rights of the Parties under this Agreement or

to any other remedy they may have, if a Party has not complied in full with its obligations under
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this Section 2.5 on or before the Closing Date, the non-breaching Party may, at its discretion,
waive the requirement to fulfill the unsatisfied obligations in whole or in part and proceed to
Closing to the extent reasonably practicable.

Section 2,6  Misbooking Adjustments. Until [CONFIDENTIAL TREATMENT
REQUESTED], the Purchaser may provide, within a commercially reasonable time period,
written notice to the Seller of any Misbooking identified or determined to exist at any time with
respect to a Trading Contract (a “Misbooked Trading Contract™).

{a) Misbooked Trades Accepted. Within [CONFIDENTIAL TREATMENT
REQUESTED] of the date upon which such notice is received by the Seller, the Purchaser shatl
determine the economic impact of the Misbooked Trading Contract by calculating (i)
[CONFIDENTIAL TREATMENT REQUESTED], as of the date notice is given pursuant to this
Section 2.6, as determined by reference to the actual characteristics of such Misbooked Trading
Contract (giving effect to any errors discovered in connection therewith), less (ii)
[CONFIDENTIAL TREATMENT REQUESTED]. Depending on the result of such calculation,
(x} if negative, the Seller shall pay the absolute value of the amount resulting from such
calculation to the Purchaser, or (y) if positive, the Purchaser shall pay the amount resulting from
such calculation to the Seller, which payment shall, in either case, be paid within three (3)
Business Days of such amount being determined.

(b) Misbooked Trades Rejected. Notwithstanding the foregoing, the Purchaser
shall have the right to {CONFIDENTIAL TREATMENT REQUESTED] of the date of such
notice of Misbooking is received by the Seller; provided. however, that if such Misbhooked
Trading Contract, after giving effect to the error with respect thereto, would nonetheless be
substantially similar to the Transferred Assets (excluding Misbooked Trading Contracts), then the
Purchaser shall not reject the acceptance of such Misbooked Trading Contract. If the Purchaser
determines pursuant to this Section 2.6(b) [CONFIDENTIAL TREATMENT REQUESTED], of
such amount being determined, and such Trading Contract shall become an Excluded Transaction
and shall not be considered or otherwise deemed a Transferred Asset for any purpose -hereunder
from and after such date of rejection; provided, that, for purposes of determining the value of the
economic impact of rejecting any such Misbooked Trading Contract, the Parties shall use the
market value of such Misbooked Trading Contract as of the Mirror Effective Date, as determined
by reference to Schedule 2.2(b). Upon rejection of a Mishooked Trading Contract pursuant to this
Section 2.6(b), the term “Trading Contracts” shall thereafter not include any such rejected Trading
Contract for any purpose hereunder. -~

(c) Misbooking Calculations. For any determination of the amount payable
pursuant to Section 2.6(a) or 2.6(b), Purchaser will act in good faith and use commercially
reasonable procedures in order to produce a commercially reasonable result. In determining such
amount(s), Purchaser may consider (i) quotations (either firm or indicative} for replacement
transactions supplied by one or more Third Parties that may take into account the creditworthiness
of the Purchaser or the Seller at the time such quotation is provided and the terms of relevant
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documentation, including credit support documentation; (i1} information consisting of relevant
market data in the relevant market supplied by one or more Third Parties including relevant rates,
prices, yields, yield curves, volatilities, spreads, correlations or other relevant market data in the
relevant market; or (iii) information of the type described in clause (i) or (ii) from internal sources
(including any Affiliates) if that information is of the same type used by the Purchaser in the
regular course of business for the valuation of similar transactions. Third Parties that supply
quotations pursuant to the foregoing clause (i) or market data pursuant to the foregoing clause (ii) -
may include dealers in the relevant markets, end-users of the relevant products or services,
information vendors, brokers and other sources of market information.

(d) Disputes of Misbooking Calculations. Seller shall have the right acting
in good faith in accordance with commercially reasonable standards to dispute any determination
of the amount payable pursuant to Section 2.6(a) or 2.6(b), provided that payment of the
undisputed amount shall first be paid by the Purchaser or Scller, as the case may be, to the other
Party.

Section 2.7 Transferred Contracts; Other Assets.

{a) Onthe terms and subject to the conditions set forth herein, on the Transfer
Date with respect to any Transferred Contracts (other than the ISO Contracts) or Other Assets, the
Seller shall convey, assign and transfer to, and the Purchaser or one of its Affiliates (subject to
Section 2.12) shall receive, undertake and assume, all such Transferred Contracts and Other
Assets. To the extent that the transfer or conveyance of any such Transferred Contracts or Other
Assets to the Purchaser requires the Consent of a Third Party or Governmental Authorization, the
Seller and the Purchaser shall use commercially reasonable efforts, and cooperate with each other,
to obtain promptly the relevant Consent or Governmental Authorization prior to the Closing Date.

(b) Notwithstanding anything to the contrary contained in this Agreement but
subject to the requirements of Section 2.7(d), to the extent that the transfer or conveyance of any
Transferred Contract or Other Asset to the Purchaser pursuant to this Section 2.7 requires the
Consent of a Third Party or Governmental Authorization and such Consent or Governmental
Authorization shall not have been obtained prior to the Closing Date:

(i)  this Agreement shall not constitute an assignment or attermpted
assighment of such Transferred Contract or Other Asset on the Effective Date if such assignment
or attempted assignment would constitute a breach or violation of such Transferred Contract or
Other Asset;

(i) such Transferred Contract or Other Asset shall not be deemed to be a
Transferred Asset hereunder until the Transfer Date occurs with respect thereto; and

(iii) the Closing shall proceed without regard to the transfer or conveyance
of such Transferred Contract or Other Asset.
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(¢} With respect to any Transferred Contracts or Other Assets which are the
subject of Section 2.7(b), the Seller and the Purchaser shall use commercially reasonable efforts,
and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization required to transfer or convey any such Transferred Contracts or Other Assets from
the Seller to the Purchaser after the Closing Date. Following Closing, if and when the relevant
Consent or Governmental Authorization is thereafter obtained with respect to such Transferred

Contracts or Other Assets: . . _ o e

{i)  the Seller and the Purchaser shall use commercially reasonable efforts
to cooperate with each other in any mutually agrecable, reasonable and lawful arrangements
designed to allow the Purchaser to obtain all of the rights, title, interests in, and assume all
Liabilities under, such relevant Transferred Contract or Other Assets, and such Transferred
Contracts or Other Assets shall be deemed to be a Transferred Asset from and after the relevant
Transfer Date for all purposes hereunder; and

(ii)  the Seller shall transfer or convey such relevant Transferred Contract
or Other Assets to the Purchaser at no additional cost.

(d) Notwithstanding anything to the contrary contained in this Agreement, with
respect to any Transferred Contracts (other than the ISO Contracts) or Other Assets which are the
subject of Section 2.7(b), pending the receipt of the applicable Consent or Governmental
Authorization, the Parties shall cooperate with each other in any mutually agreeable, reasonable
and lawful arrangements designed to provide to the Purchaser the benefits of use of such
Transferred Contracts or Other Assets and to the Seller or its Affiliates the benefits, including any
indemnities, that they would have obtained had the Transferred Contracts or Other Assets been
conveyed to the Purchaser at the Effective Date. To the extent that any such Transferred
Contracts or Other Assets cannot be transferred or conveyed or the full benefits of use of any such
Transferred Contracts or Other Assets cannot be provided to the Purchaser following the Effective
Date pursuant to this Section 2,7(d), then the Purchaser and the Seller shall enter into such
arrangements (including subleasing, sublicensing or subcontracting) to provide to the Parties the
economic (taking into account Tax costs and benefits) and operational equivalent, to the extent
permitted by applicable Law, of obtaining such Consent or Governmental Authorization and the
performance by the Purchaser of the obligations thereunder. The Seller shall hold in trust for and
pay to the Purchaser promptly upon receipt thereof, all income, proceeds and other monies
received by the Seller or any of its Affiliates in connection with its use of any Transferred
Contracts or Other Assets (net of any Taxes and any otheér costs incurred by the Seller or any of its
Affiliates) following the Effective Date in connection with the arrangements under this Section
2.7(d).

(¢) To the extent any Other Assets constitute the intellectual property of Seller,

Seiler hereby acknowledges, grants, and confirms that Purchaser shall in perpetuity have all right,
title, permission, license and interest to own and use such intellectual property from and after the
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relevant Transfer Date as required for the use of such Other Assets without restriction or other
limitation.

Section 2.8  Trading Contracts.

(a) On the terms and subject to the conditions set forth herein and subject to
Section 2.8(f) with respect to Interbook Trades, on the Novation Date with respect to any Trading
Contract, the Seller shall convey, assign and transfer to, and the Purchaser or one of its Affiliates
shall receive from, undertake and assume, such Trading Contract, in each case, pursnant to a
Novation Agreement by and among the Seller, the Purchaser and the Counterparty to each of such
Trading Contracts. To the extent that the transfer of any of the Trading Contracts to the Purchaser
requires the Consent of a Third Party or Governmental Authorization, the Seller and the Purchaser
shall use commercially reasonable efforts, and cooperate with each other, to obtain promptly the
relevant Consent or Governmental Authorization prior to the Closing Date.

(b) Subject to Sections 2.8(c) and (d), the sale, transfer and novation of any
Trading Contract shall be conditional on:

(i)  the receipt of all Governmental Authorizations and all Consents
(including any required Counterparty consent) necessary to permit the novation of such Trading
Contract to the Purchaser; and

*

{ii) the applicable Counterparty having (x) released the Seller, IEG and all
of IEG’s other Affiliates from any and all obligations and Liabilities under such Trading
Contract and (v) released or agreed in writing, with the Seller, IEG and all of IEG’s other
Affiliates as Third Party beneficiaries, to release within a reasonable period of time after the
execution of such release the Seller, IEG and all of IEG’s other Affiliates from any and all
obligations and Liabilities under any Financial Assurances related to such Trading Contracts,
including the return by the applicable Counterparty of any collateral held by such Counterparty
to the Seller, [EG or IEG’s other Affiliates (clauses (i) and (ii), collectively, the “Novation
Condition™).

(¢} Ifthe Purchaser has an existing master trading agreement with any

Counterparty to a Trading Contract, [CONFIDENTIAL TREATMENT REQUESTEDY], the
Purchaser and the Seller shall have the right to seek the consent of such Counterparty to make the
Counterpart Trading Coniracts under such Trading Contract subject to the existing master trading
agreement between the Purchaser and such Counterparty or to negotiate changes to Seller’s
existing master trading agreement or a hew master trading agreement with such Counterparty. To
the extent possible, the Parties shall use the form of Novation Agreement, with such amendments
as may be necessary or advisable, to accommodate the particular circumstances relating to the
relevant Counterpart Trading Contract. [CONFIDENTIAL TREATMENT REQUESTED]
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(d) Subject to Section 2.8(f) with respect to Interbook Trades, the novation of
any Trading Contract shall become effective on the later to occur of (i) the last day of the calendar
month in which the Novation Condition with respect thereto is satisfied by each of the Seller and
the Purchaser and (ii) the Effective Date (the “Novation Date™). ‘

(e) To the extent that the Novation Date has not occurred with respect to any
Trading Contract prior to or afier the Closing Date:

(i)  this Agreement shall not constitute a novation, assignment or
attempted assignment with respect to such Trading Contract at or after the Effective Date;

(ii) the Seller and the Purchaser shall use commercially reasonable efforts
{(without the obligation on the part of either Party to pay any money, assume or incur any
Liability or agree to any material changes of the Closing in the terms or conditions of such
Trading Contract), and cooperate with each other, to obtain promptly the relevant Consent or
Governmental Authorization after the Closing Date to the extent necessary to satisfy any
Novation Condition; and '

(iii) such Trading Contract shall not be deemed to be a Transferred Asset
until the Novation Date with respect to such Trading Contract has occurred,

provitled, that, upon the occurrence of the Novation Date with respect to such Trading Contract,
such Trading Contract shall be deemed to be a Transferred Asset from and after such Novation
Date for all purposes hereunder.

(f)  With respect to each Interbook Trade, such Trading Contract will not be
novated from Seller to Purchaser and is not subject to Section 2.8 (a) through (e) above, but
rather:

(i) If the Interbook Trade is financially-settled, such Interbook Trade will
be included as a Trading Contract under the Mirror Confirm and shall remain subject to the terms
of such Mirror Confirm; and

(i) If the Interbook Trade is physically-settled, such Interbook Trade will
be included as a Trading Contract under the Mirror Confirm (and be financially-settled) and shall
remain as & financially-settled transaction subject to the terms of such Mirror Confirm untit the
earlier of (y) the date the Interbook Trade expires or terminates in accordance with its terms, or
(z) the occurrence of the Effective Date. Upon the occurrence of the Effective Date, any
remaining Interbook Trades shall no longer be subject to the Mirror Confirm and the
corresponding Mirror Transaction shall terminate without a Portfolio Deletion Payment (as such
term is defined in the Mirror Confirm) coming due as a result of such termination, and in lieu
thereof a new physically-settled transaction between Seller and Purchaser shall be deemed to be
automatically entered into as of the Effective Date, which transaction shall be subject to, and
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confirmed in accordance with, the MCP-IES ISDA Master Agreement {each such transaction, a
“Interbook Maiching Trade™). Each Interbook Matching Trade shall be between Purchaser and
Seller only (and not with any Seller Affiliate) for the remaining term of the corresponding
Interbook Trade, shall mirror the terms of the Interbook Trade, and shall terminate automatically
upon the termination or expiration of the Interbook Trade.

Section 2.9 Exchange Traded Transactions. ) e

(a) On the Mirmor Effective Date, the Seller shall request of the Relevant
Exchange (the “Exchange Request™) that the Exchange Traded Transactions be transferred to the
Purchaser in accordance with the rules and procedures of the Relevant Exchange from the
commeodity futures brokerage accounts of the Seller listed on Schedule 2.9(a) attached hereto,
carried by the futures commission merchants (each an “FCM™) listed thereon, io the account of the
Purchaser via an ex-pit, ex-Ring or ex-order book transfer, and the Purchaser shall assume each
Exchange Traded Transaction, by a novation effected pursuant to the applicable rules of the
Relevant Exchange. Each such transfer shall be effected at the settlement price as of the close of
trading on the Relevant Exchange on the Mirror Effective Date, and other than payment of the
Purchase Price, the Parties intend that no consideration will be paid in respect of the Exchange
Traded Transactions. The Exchange Request shall be in form and substance reasonably
satisfactory to the Seller and the Purchaser. To the extent that the transfer or conveyance of any
of the Exchange Traded Transactions to the Purchaser requires the Consent of a Third Party or
Governmental Authorization, the Seller and the Purchaser shall use commercially reasonable
efforts, and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization prior to the Mirror Effective Date.

(b) If following the Mirror Effective Date this Agreement is terminated in
accordance with the terms and conditions set forth in Article VIII, then on the Business Day
immediately following the date that this Agreement is terminated, the Purchaser shall submit to
the Relevant Exchange an Exchange Request that the Exchange Traded Transactions, or trades
cleared on the Relevant Exchange that are substantially similar to the Exchange Traded
Transactions (each a “Substitute Exchange Traded Transaction™) be transferred to the Seller in
accordance with the rules and procedures of the Relevant Exchange from the commodity futures
brokerage accounts of the Purchaser listed on Schedule 2.9(b) attached hereto, carried by each
FCM listed thereon, to the account of the Seller via an ex-pit, ex-Ring or ex-order book transfer,
and the Seller shall assume each Substitute Exchange Traded Transaction, by a novation effected
pursuant to the applicable rules of the Relevant Exchange. Each such transfer pursuant to this
Section 2.9%(b) shall be effected at the settlement price as of the close of trading on the Relevant
Exchange on the trading date immediately preceding the date of such transfer, and other than as
provided in Article VIII, the Parties intend that no consideration will be paid in respect of the
Substitute Exchange Traded Transactions. The Exchange Request shall be in same form and have
the same substance as that which was provided to the Relevant Exchange under Section 2.9(a).

Section 2.10 Mirror Transactions.
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(a) Upon the Mirror Effective Date, the Seller and the Purchaser shall enter into
the Mirror Confirm whereby only the economic benefits of and risks under each of the Trading
Contract will be borne by the Purchaser from and after the Mirror Effective Date, pursuant to the
terms and subject to the conditions set forth in the Mirror Confirm.

(b)  After the Mirror Effective Date until the Closing Date, and subject to Section
2.16, all trading agreements, interbook trades and other contracts that the Seller enters into, which
are substantially similar to the Transferred Assets, in accordance with the Pre-Closing Guidelines
or as otherwise consented to by Purchaser, in its sole discretion, shall be deemed “Trading
Contracts”, “Interbook Trades”, “Transferred Contracts™ or “ISO Contracts”, as the case may be
(each a “Post-Mirror Trade”), and shall for all purposes hereunder be encompassed by the Mirror
Confirm without any further action being taken by either the Purchaser or Seller. Thereafter, the
sale, transfer and novation of each Post-Mirror Trade shall be conditional on:

(i)  the receipt of all Governmental Authorizations and all Consents
(including any required Third Party Consent) necessary to permit the transfer or conveyance of
such Post-Mirror Trade to the Purchaser; and

{(ii) the applicable Third Party having (x) released the Seller, IEG and all
of IEG’s other Affiliates from any and all obligations and Liabilities under such Post-Mirror
Trade and (y) released or agreed in writing, with the Seller, IEG and all of TEG’s other Affiliates
as Third Party beneficiaries, to release within a reasonable period of time after the execution of
such release the Seller, IEG and all of IEG’s other Affiliates from any and all obligations and
Liabilities under any Financial Assurances related to such Post-Mirror Trade, including the
return by the applicable Third Party of any collateral held by such Third Party to the Seller, IEG
or all of IEG’s other Affiliates.

(c) If following the Mirror Effective Date this Agreement is terminated in
accordance with the terms and conditions set forth in Article VIII, then following such
termination, the Mirror Confirm shall be terminated and the Termination Payment (as such term is
defined in the Mirror Confirm) paid pursuant to the Mirror Confirm and the ISDA Master
Agreement governing the Mirror Confirm.

(d) For the avoidance of doubt, the Parties expressly acknowledge and agree
that, while a Mirror Transaction is in effect, any potential or actual event of default or
performance failure (except force majeure as specifically set forth in the Mirror Confirmy of
whatever description and for whatever reason by a Counterparty with respect to a Trading
Contract shall not affect or in any way diminish the respective obligations of the Purchaser and
Seller under the Mirror Transaction that corresponds to such Trading Contract.
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Section 2.11 1SO Contracts.

(a)  On the Mirror Effective Date, the Seller shall request of the Relevant ISO
{the “ISO Request™) that the ISO Coniracts be transferred to the Purchaser in accordance with the
rules and procedures of the Relevant ISO. Upon such transfer, all required collateral obligations
to the Relevant SO related to the ISO Contracts will become the responsibility of Purchaser. The

Parties intend that, other than the Purchase Price, no consideration will be paid in respect of the . _ = _

ISO Contracts. The ISO Request shall be in form and substance reasonably satisfactory to the
Seller and the Purchaser. To the extent that the transfer or conveyance of any of the ISO
Contracts to the Purchaser requires the Consent of a Third Party or Governmental Authorization,
the Seller and the Purchaser shall use commercially reasonable efforts, and cooperate with each
other, to obtain prompily the relevant Consent or Governmental Authorization prior to the Mirror
Effective Date.

(b) If following the Mirror Effective Date, this Agreement is terminated in
accordance with the terms and conditions set forth in Article VIII, then following such
termination, the Purchaser shall convey, assign and transfer to, and the Seller shall receive,
undertake and assume, the ISO Contracts; provided, that if (x) the aggregate marked-to-market
value for ali such [SO Contracts on the termination date is greater than zero, then the Seller shall
pay to the Purchaser an amount equal to such amount, and (y) the aggregate marked-to-market
value for all such ISO Contracts on the termination date is less than zero, then the Purchaser shall
pay to the Seller an amount equal to the absolute value of such amount. To the extent that the
transfer or conveyance of any of the ISO Contracts requires the Consent of a Third Party or
Governmental Authorization, the Purchaser and the Seller shail use commercially reasonable
efforts, and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization. The Parties shall cooperate in good faith and in a commercially reasonable manner
to establish the values required by the foregoing calculation.

Section 2.12 Purchaser’s Designee. Notwithstanding anything to the contrary herein,
the Purchaser may designate in writing an Affiliate of the Purchaser to exercise and perform the
rights and obligations of Purchaser, as its designate, for purposes of Sections 2.5, 2.7, 2.8, 2.9,
2.10,2.11, 2.13, 2.14, 2.15 and 2.16, in which event, the term “Purchaser” as set forth in any
such section shall be deemed to mean and include “Purchaser’s Affiliate” as the context so
requires; provided, that in the event that the Mitror Confirm and/or the PPL Financial Trade
Agreement is entered into by an Affiliate of Purchaser pursuant to Sections 2.10 and 2.14 and
this Section 2.12, then (i) the Purchaser agrees that such Mirror Confirmt and/or PPL Financial
Trade Agresment shall be novated to the Purchaser no later than the Effective Date such that the
Mirror Confirm and/or PPL Financial Trade Agreement shall be under the MCP-IES ISDA
Master Agreement and the Purchaser shall fulfill the rights and obligations set forth in Section
2.10 and/or Section 2.14 (as the case may be) from and after the Effective Date (without regard
to this Section 2.12), and (ii) the Seller agrees that it shall consent or otherwise agree to such
novation and shall execute and deliver any documents or agreements reasonably necessary to
give effect thereto. Notwithstanding the foregoing, in no event will any such designation by the
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Purchaser relieve or discharge the Purchaser from any of its obligations hereunder, nor shall any
such designation be made without the Seller’s prior written consent if such designation would
reasonably be expected to (a) prevent or materially impede, interfere with or delay the
Contemplated Transactions, (b) cause the Seller reasonably to incur additional Third Party out of
pocket costs and expenses in excess of $10,000, in the aggregate, in connection with the
consummation of Contemplated Transactions or (c) result in the Seller or its Affiliates incurring

a Tax Liability in excess of the Tax Liability Seller or its Affiliates would otherwise.mcur ... . . .

without such designation; provided, that with respect to any costs reasonably incurred by the
Seller in excess of the dollar limitation of clause (b) above, the Purchaser may avail itself of the
rights under this Section 2.12 so long as the Purchase reimburses the Seller promptly for any
such costs in excess of that amount.

Section 2.13 Identified Transactions. For all transactions (the “Identified
Transactions”) reflected in the Trading Contracts with the Counterparties identified on Schedule
2.13, Seller shall retain the risk of [CONFIDENTIAL TREATMENT REQUESTED] for each
Identified Transaction as follows:

(a) With respect to each Identified Transaction, in the event that the Purchaser
has the right to terminate such Identified Transaction as a result of a breach thereof by the
Counterparty to such Identified Transaction and the Purchaser notiftes such Counterparty in
writing of the Purchaser’s election to terminate such Identified Transaction, the Seller shall
provide the Purchaser within [CONFIDENTIAL TREATMENT REQUESTED] of the Seller’s
receipt of written demand therefor [CONFIDENTIAL TREATMENT REQUESTED] under such
Identified Transaction, which [CONFIDENTIAL TREATMENT REQUESTED].
Notwithstanding anything in the foregoing sentence to the contrary, with respect to each
Counterparty with whom the Purchaser has agreed to a [CONFIDENTIAL TREATMENT
REQUESTEDY] in no event shall the Seller be obligated to deliver any credit support in respect of
any amounts owing from such Counterparty under any such Identified Transactions
[CONFIDENTIAL TREATMENT REQUESTED].

(b) Withregard to any Identified Transaction for which the Seller has provided a
[CONFIDENTIAL TREATMENT REQUESTED] pursuant to Section 2.13(a), if the Purchaser
determines (reasonably in accordance International Financial Reporting Standards, consistently
applied), [CONFIDENTIAL TREATMENT REQUESTED] the Purchaser shall have the right,
upon giving the Seller [CONFIDENTIAL TREATMENT REQUESTEDY] prior written notice, to
[CONFIDENTIAL TREATMENT REQUESTED], provided, however, that the Seller shall have
the right within such [CONFIDENTIAL TREATMENT REQUESTED] period to deliver to the
Purchaser [CONFIDENTIAL TREATMENT REQUESTED] amount, in which case the Purchaser
may not [CONFIDENTIAL TREATMENT REQUESTED].

(¢) Until such time as the Purchaser exercises its rights pursuant to Section
2.13(b), the Purchaser shall exercise commercially reasonable efforts to collect on amounts owing
in respect of non-payment by the relevant Counterparty to relevant Identified Transactions, and
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Purchaser and the Seller shall coordinate and cooperate each other in their commercially
reasonable discretion with respect to such collection efforts. Upon the Purchaser exercising its
rights pursuant to Section 2.13{b), but prior to the Purchaser, [CONFIDENTIAL TREATMENT
REQUESTED] in respect of the applicable the Identified Transaction(s) giving rise to such
exercise by Purchaser [CONFIDENTIAL TREATMENT REQUESTED)] to such Identified

Transaction{s).

(d)  Inthe event that the Purchaser exercises its rights under Section 2.13(2),

prior to the Purchaser [CONFIDENTIAL TREATMENT REQUESTED)], the Purchaser shall
[CONFIDENTIAL TREATMENT REQUESTED] all of the Identified Transactions with the
Counterparty that is the subject of the payment default giving rise to such exercise by the
Purchaser.

Section 2.14 Financial and Physical Settlement. Not later than the Mirror Effective
Date, the Seller and the Purchaser shall execute and deliver the PPL Financial Trade Agreement
and the Bangor Financial Trade Agreement.

Section 2.15 ERCOT Trading Contracts. If requested by the Purchaser, in its
discretion, from time to time until the first anniversary of the Effective Date, the Seller shall act
for and on behalf of the Purchaser as its Qualified Scheduling Entity (as such term is defined by
ERCOT) with respect to the Trading Contracts that provide for physically-detivered eleciric
energy in ERCOT, in accordance with terms and conditions to be agreed by the Parties, acting
reasonably and in good faith. The Purchaser shall compensate the Seller for any services Seller
provided in accordance with this Section 2.15 by paying to Seller any Third Party out of pocket
costs and expenses reasonably incurred by Sefler in providing such services, plus ten thousand
dollars ($10,000) for each month in which such services are provided.

Section 2.16 Flattening Trades and New Trades. On the Mirror Effective Date and
from time-to-time thereafter until the Mirror Confirm terminates, Purchaser and Seller shall enter
into one or more physically-settled transactions under the MCP-IES ISDA Master Agreement
representing sales to Seller with respect (o all requirements of the Seller to purchase additional
physically-delivered electric energy, capacity, ancillary services, renewable energy certificates,
or related products (“Electricity™) or representing purchases from Seller for any excess
Electricity Seller may have in order to establish and maintain, to the extent reasonably
practicable, a flattened position in Electricity for Seller (such transactions, the “Flattening
Trades™). All Flattening Trades shall be priced using the same or equivalent index price, ISO-
published price or mutually-agreed price as specified in the relevant Mirror Transaction or Post-
Mirror Trade.

ARTICLE ITI
REPRESENTATIONS AND WARRANTIES OF THE SELLER
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Section 3.1  Scope. As an inducement to the Purchaser to enter into this Agreement
and to consummate the Contemplated Transactions, the Seller makes the representations and
warranties to Purchaser set forth in this Article III on the date hereof and on the Closing Date
{unless any such representation or warranty is made as of a specific date, in which case such
representation and warranty is made as of only such date), except as set forth in, or as qualified
by, the Schedules. References to specific, numbered Schedules in this Article III do not limit the
general applicability of the exceptions, qualifications, and other matters set forth in all other
Schedules to cach and every representation and warranty set forth in this Article II1.

Section 3.2  Corporate Organization and Authority of Seller. The Seller is
corporation validly existing and in active status under the Laws of the State of Wisconsin and has
all requisite company power and authority to own the Transferred Assets and to carry on the
Business as now being conducted. Each of the Related Seller Parties is corporation, limited
liability company or partnership validly existing and in active status under the laws of the
jurisdiction of organization. The Seller and each of the Related Seller Parties, as the case may
be, has all requisite corporate power and authority necessary to execute, deliver and perform this
Agreement and each of the Related Agreements to which it is a party. The Seller is duly
qualified or authorized to do business as a foreign entity and is in good standing under the Laws
of each jurisdiction in which the conduct of the Business occurs, except where the failure to be
so qualified, authorized or in good standing would not reasonably be expected to have a Material
Adverse Effect. The execution and delivery by the Seller and each of the Related Seller Parties
of this Agreement and each of the Related Agreements to which it is a party and the performance
by Seller and each of the Related Seller Parties, as the case may be, of the Contemplated
Transactions to which it is a party have been duly authorized by all necessary company action on
the part of Seller and each of the Related Seller Parties, as the case may be.

Section 3.3  Enforceability. This Agreement is, and each Related Agreement to be
executed and delivered by the Seller and each of the Related Seller Parties, as the case may be, at
or prior to the Closing will be, duly and validly executed and delivered by the Seller and each of
the Related Seller Parties, as the case may be, and this Agreement is and each Related
Agreement to be executed and delivered by the Seller and each of the Related Seller Parties, as
the case may be, will be when executed and delivered, a valid and legally binding obligation of
the Seller and each of the Related Seller Parties, as the case may be, enforceable against the
Seller and each of the Related Seller Parties, as the case may be, in accordance with their
respective terms, except as enforceability may be limited by applicable bankmiptcy, insolvency
or other similar Laws affecting or relating to enforcement of creditors’ rights generally or general
principles of equity.

Section 3.4 No Conflict. Neither the execution and delivery of this Agreement or any
Related Agreement by the Seller or any of the Related Seller Parties, as the case may be, nor the
petformance by Seller or any of the Related Seller Parties, as the case may be, of the provisions
of this Agreement or any Related Agreement to which it is a party will (a) violate the Governing
Documents of the Seller or any of the Related Seller Parties, as the case may be, (b) violate any
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Law or Order by which Seller, any of the Related Seller Parties or any of the Transferred Assets
is bound, or (c) except as set forth on Schedule 3.4, result in a breach or violation of any
provision of, constitute a default under, or give rise to any right of termination or canccllation
under, or result in or permit an acceleration of, any material indenture, mortgage, lease or other
agreement or instrument to which the Seller or any of the Related Seller Parties is a party or by
which the Selter, any of the Related Seller Parties or any of the Transferred Assets are bound,
except in the case of the foregoing clauses (b) and (c), as would not reasonably be expected to
have a Material Adverse Effect or a material adverse effect on the Seller’s or any of the Related
Seller Parties” ability to perform its obligations under this Agreement or any of the Related
Agreements to which it is a party.

Section 3.5 Third Party Consents. Except as otherwise set forth on Schedule 3.5, no
material authorization, consent, waiver or approval of or filing with or notification to any Third
Party (including a Governmental Body) is required to be obtained by the Seller or any of the
Related Seller Parties, as the case may be, in connection with (i) the Seller’s or any of the
Related Seller Parties’ execution and delivery of this Agreement or any of the Related
Agreements, as the case may be, (ii) the Seller’s sale and transfer of the Transferred Assets to
Purchaser on the terms and conditions set forth in this Agreement, (iii) the Seller’s or any of the
Related Seller Parties® performance of their respective obligations under this Agreement and any
Related Agreement to which it is a party other than, in each case, (a) the Seller Required
Consents or (b) an authorization, consent, waiver, approval, filing or notification which, if not
obtained or made, would not, individually or in the aggregate, be reasonably expected to have a
Material Adverse Effect.

Section 3.6  Transferred Assets. Except as otherwise set forth on Schedule 3.6, the
Seller has good and defensible title to all of the tangible and intangible personal property
constituting part of the Transferred Assets, and subject to obtaining any necessary material
Consents pursuant to this Agreement, at the Closing, the Purchaser shall receive the Transferred
Assets free and clear of all Encumbrances other than the Permitted Encumbrances.

Section 3.7 Contracts; No Default,

(a) (i) Schedules 2.1{a){ii)(A), (B} and (C) contain, as of the date hereof, an
accurate and complete list of each Trading Contract (or in the case of forms described in
clause (ii), a listing of such forms) and (ii) except for multiple agreements that are documented
under a standard form ISDA Master Agreement, EEI Master Agreement or WSPP Master
Agreement without amendments, in which case only such form need be made available, the Seller
has made available to the Purchaser accurate and complete copies of each such Trading Contract,
together with any and all material amendments or modifications thereto through and including the
date hereof. Schedule 2.1{a)(i} contains, as of the date hereof, an accurate and complete list of
each Transferred Contract and the Seller has made avatilable to the Purchaser accurate and
complete copies of each Transferred Contract, together with any and all material amendments or
modifications thereto through and including the date hereof.
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(b) As of the date hereof:

(i)  each Trading Contract and Transferred Contract is in full force and
effect and is a valid and enforceable obligation of the Seller except as such enforceability may be
limited by bankruptcy, insolvency, reorganization or similar laws affecting the enforcement of
creditors’ rights generally and general principles of equity (whether considered in a Proceeding
at law or in equity);

(ii) no event or condition exists that constitutes or, after notice or a lapse
of time or both, will constitute, a material default on the part of the Seller or, to Seller’s
Knowledge, any Counterparty or other party under, in each case, any such Trading Contract or
Transferred Contract; and

(111) there is no contract, agreement or other arrangement granting any
Person any preferential right to purchase any of the Transferred Assets.

Section 3.8 Taxes.

(a) All Taxes and Tax liabilities due with respect to the Transferred Assets
(whether or not shown as due on a Tax Return) have been timely paid. Seller has timely filed or
caused to be timely filed all Tax Returns that are required to be filed with respect to the
Transferred Assets. All such Tax Returns have accurately and completely reflected, and will
accurately reflect, all liability for Taxes relating to the Transferred Assets for the period covered
thereby and was prepared and filed in accordance with ali applicable Laws.

(b)  There are no liens for Taxes upon any of the Transferred Assets nor, to the
Knowledge of the Seller, is any taxing authority in the process of imposing any lien for Taxes on
any of the Transferred Assets, other than liens for Taxes that are not yet due and payable.

(c) Seller has not, as of the Closing Date, entered mto an agreement or waiver or
requested to enter into an agreement or waiver extending any statute of limitations refating to the
payment or collection of Taxes relating to the Transferred Assets. There is no dispute or claim
concerning any Tax liability relating io the Transferred Assets either {A) claimed or raised by any
Governmental Body or (B) to which the Seller has Knowledge.

(d) All Taxes which Seller is (or was) required to withhold or collect in
connection with the Transferred Assets have been duly withheld or collected, and have been
timely paid over the proper authorities to the extent due and payable, and all Forms W-2 and 1099
with respect thereto have been properly completed and timely filed.

(¢) There are no tax sharing, allocation, indemnification or similar agreements in

effect as between Seller and any other party under which Purchaser could be liabie for any Taxes
or other claims of any party.

32



ATTACHMENT G

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

(f)  The Seller is not a party to any closing agreement as described in Code
Section 7121 {or any corresponding or similar provision of state, local or foreign income Tax law)
with respect to the Transferred Assets.

(g) No event has occurred that could reasonably be expected to impose upon
Purchaser any transferee liability for any Taxes due or to become due from Seller.

Section 3.9  Litigation. There are no claims, actions, suits or Proceedings now
pending or, to the Seller’s Knowledge, threatened against or affecting the Seller or the
Transferred Assets, at law or in equity, or before or by any Governmental Body which (a) may
impair the ability of the Seller or the Seller Relaied Parties to perform this Agreement or any
Related Agreement, (b) questions the validity or propriety of this Agreement or any Related
Agreement or of any action taken under this Agreement or any Related Agreement or {c¢) would
reasonably be expected to result in a Material Adverse Effect.

Section 3.10 No Commissions. No commissions or brokers’ or finders’ fees are
payable by, through or on account of any acts of the Seller in connection with this Agreement or
the Contemplated Transaction for which the Purchaser could be liable or obligated.

Section 3.11 Reserved.

* Section 3.12 Compliance with Laws. The Seller is in compliance with all Laws
applicable to the Transferred Assets, except where any such non-compliance would not,
individually or in the aggregate, reasonably be expected to have a Material Adverse Effect.

Section 3.13 Ability to Perform. The Seller currently has or, as of the relevant time,
will have available to it sufficient funding (in the form of Cash reflected on the Seller’s balance
sheet, under existing credit facilities or otherwise) to enable the Seller to consummate the
Contemplated Transactions on the terms set forth in this Agreement, to pay all expenses to be
incurred by the Seller in connection with this Agreement and to perform all of its other
obligations under this Agreement and any Related Agreement to which it is a party.

Section 3.14 Seller’s Knowledge. The Seller has informed Purchaser of any material
mistakes or omissions on the Purchaser’s Schedules of which the Seller is aware or any breach
by the Purchaser of any of the representations and warranties set forth in Article IV, including
anything that the Seller is aware of that might give rise to a claim by the Seller against Purchaser
under the terms of this Agreement or any Related Agreement.

Section 3.15 Disclaimer. EXCEPT AS EXPRESSLY SET FORTH IN THIS
ARTICLE III, THE PURCHASER IS ACQUIRING THE TRANSFERRED ASSETS “AS IS,
WHERE 15" AND THE SELLER HAS NOT MADE AND DOES NOT MAKE ANY
REPRESENTATION OR WARRANTY OF ANY NATURE AS TO THE TRANSFERRED
ASSETS (INCLUDING ANY WARRANTY OF MERCHANTABILITY OR FITNESS FOR A
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PARTICULAR PURPOSE OR ANY REPRESENTATION OR WARRANTY AS TO THE
VALUE, CONDITION, NATURE, OR CAPABILITY OF ANY TRANSFERRED ASSET),
AND THE PURCHASER BY THIS AGREEMENT EXPRESSLY ACKNOWLEDGES THAT
NO SUCH OTHER REPRESENTATIONS OR WARRANTIES HAVE BEEN MADE BY THE
SELLER OR RELIED UPON BY THE PURCHASER. THE SELLER IS NOT LIABLE OR
BOUND IN ANY MANNER BY ANY EXPRESSED OR IMPLIED WARRANTIES,

GUARANTIES, PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION ... .. ... ..

PERTAINING TO THE TRANSFERRED ASSETS MADE OR FURNISHED BY ANY
AGENT, EMPLOYEE, SERVANT OR OTHER PERSON REPRESENTING OR
PURPORTING TO REPRESENT THE SELLER, UNLESS THE WARRANTIES,
GUARANTIES, PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION
ARE EXPRESSLY AND SPECIFICALLY SET FORTH IN THIS ARTICLE III.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE PURCHASER

Section 4.1  Scope. As an inducement to the Seller to enter this Agreement and to
consurnmate the Contemplated Transactions, the Purchaser makes the representations and
warranties to the Seller set forth in this Article IV on the date hereof and on the Closing Date
(unless any such representation or warranty is made as of a specific date, in which case such
representation and warranty is made as of only such date). :

Section 42  Corporate Organization and Authority. The Purchaser is a corporation
duly incorporated, validly existing and in good standing under the Laws of the State of Delaware
and has full power and authority to execute, deliver and perform this Agreement and each of the
Related Agreements to which it is a party. Each of the Related Purchaser Parties that are a party
to this Agreement or any of the Related Agreements is a corporation, limited liability company
or partnership validly existing and in active status under the Laws of the jurisdiction of
organization. Each of the Purchaser and the Related Purchaser Parties has all requisite corporate
power and authority necessary to execute, deliver and perform this Agreement and each of the
Related Agreements to which it is a party. The Purchaser is duly qualified or authorized to do
business as a foreign corporation and is in good standing under the Laws of each jurisdiction in
which the conduct of its business or the ownership of its properties requires such qualification or
authorization, except where the failure to be so qualified, authorized or in good standing would
not reasonably be expected to have a Material Adverse Effect on the Purchaser’s ability to
consummate the Contemplated Transactions. The execution and delivery by the Purchaser and
each of each of the Related Purchaser Partics of this Agreement and each Related Agreement to
which it is a party and the performance by the Purchaser and each of the Related Purchaser
Parties, as the case may be, of the Contemplated Transactions have been duly authorized by all
necessary corporate or other actions and Proceedings on the part of the Purchaser and such
Related Purchaser Parties, as the case may be. '
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Section 4.3 Enforceability. This Agreement is, and each Related Agreement to be
executed and delivered by the Purchaser and each of the Related Purchaser Parties, as the case
may be, at or prior to the Closing will be, duly and validly executed and delivered by the
Purchaser and each of the Related Purchaser Parties, as the case may be, and this Agreement is
and each Related Agreement to be executed and delivered by the Purchaser and each of the
Related Purchaser Parties, as the case may be, will be when executed and delivered, a valid and
legally binding obligation of the Purchaser and each of the Related Purchaser Parties, as the case .
may be, enforceable against the Purchaser and each of the Related Purchaser Parties, as the case
may be, in accordance with their respective terms, except as such enforceability may be limited
by applicable bankruptcy, insolvency or other similar Laws affecting or relating to enforcement
of creditors’ rights generally or general principles of equity.

Section 4.4  No Conflict. Neither the execution of this Agreement or any Related
Agreement by the Purchaser or any of the Related Purchaser Parties, as the case may be, nor the
performance by the Purchaser or any of the Related Purchaser Parties, as the case may be, of the
provisions of this Agreement or any Related Agreement will (a) violate the Govemning
Documents of the Purchaser or any of the Related Purchaser Parties, as the case may be, (b)
violate any Law or Order by which the Purchaser or any of the Related Purchaser Parties is
bound, or (c) result in a breach or violation of any provision of, constitute a default under, or
give rise to any right of termination or cancellation under, or result in or permit an acceleration
of, any material indenfure, mortgage, lease or other agreement or instrument to which the
Purchaser or any of the Related Purchaser Parties 1s a party or by which the Purchaser or any of
the Related Purchaser Parties is bound, except in the case of the foregoing clauses (b) and (c), as
would not reasonably be expected to result in a Material Adverse Effect on the Purchaser’s or
any of the Related Purchaser Parties’ ability to perform its obligations under this Agreement or
any of the Related Agreements to which it is a party.

Section 4.5  Third Party Consents. Except as otherwise set forth on Schedule 4.5, no
material authorization, consent, waiver or approval of or filing with or notification to any Third
Party (including a Governmental Body) is required to be obtained by the Purchaser or any of the
Related Purchaser Parties, as the case may be, in connection with the Purchaser’s purchase of the
Transferred Assets from the Seller and any of the Related Purchaser Parties, as the case may be,
on the terms and conditions set forth in this Agreement and to permit the Purchaser or any of the
Related Purchaser Parties, as the case may be, to perfonm its other obligations under this
Agreement and any Related Agreements to which it is a party other than (a) the Purchaser
Required Consents or (b) an authorization, consent, waiver, approval, filing or notification
which, if not obtained or made, would not, individually or in the aggregate, prevent or materially
delay the consummation of the Contemplated Transactions.

Section 4.6  Litigation. There are no claims, actions, suits or Proceedings now
pending or, to the Purchaser’s Knowledge, threatened against or affecting the Purchaser or the
Purchaser Related Parties, at law or in equity, or before or by any Governmental Body which
may impair the ability of the Purchaser or the Purchaser Related Parties to perform this
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Agreement or any Related Agreement or which questions the validity or propriety of this
Agreement or any Related Agreement or of any action taken under this Agreement or Related
Agreement.

Section 4.7  Purchaser’s Investigation. The Purchaser is an informed and
sophisticated purchaser of assets similar to the Transferred Assets and, in connection with the

Contemplated Transactions, has sought the advice of experts who are experienced inthe . . _

evaluation and purchase of assets similar to the Transferred Assets. The Purchaser has
undertaken such investigation of the Transferred Assets as it has deemed necessary to enable it to
make an informed decision with respect to this Agreement and the Contemplated Transactions.
The Purchaser acknowledges that the Seller has provided the Purchaser with such access to the
personnel, properties, leased premises and records (including copies of the material Trading
Contracts) of the Seller and relating to the Business as the Purchaser has requested, subject to the
limitations set forth in Section 7.2. In entering into this Agreement, in purchasing the
Transferred Assets and in consummating the Contemplated Transactions, the Purchaser has
relied solely upon its own investigation and the express representations and warranttes of the
Seller set forth in Article II1, and neither the Seller nor any of its officers, directors, shareholders,
employees, Affiliates, agents or Representatives has made any representation or warranty as o
the Seller, the Transferred Assets, or this Agreement, except as expressly set forth in this
Agreement. To the fullest extent permitted by Law, neither the Seller nor any of its officers,
directors, shareholders, employees, Affiliates, agents or Representatives shall have any liability
to the Purchaser for any information made available to, or statements made to, the Purchaser (or
any of its agents, officers, directors, employees, Affiliates or Representatives), other than the
representations and warranties of Seller expressly set forth in Article III and the express
obligation of the Seller to indemnify the Purchaser following the Closing to the extent set forth in
Article IX.

Section 4.8  Ability to Perform. The Purchaser currently has available to it sufficient
funding (in the form of Cash reflected on the Purchaser’s balance sheet, under existing credit
facilities or otherwise) to enable the Purchaser to consummate the purchase of the Transferred
Assets on the terms set forth in this Agreement, to pay all expenses to be incurred by the
Purchaser in connection with this Agreement and to perform all of its other obligations under this
Agreement and any Related Agreement to which it is a party.

Section 4.9 No Commissions. No commissions or brokers’ or finders’ fees are
payable by, through or on account of any acts of the Purchaser or its Representatives in
connection with this Agreement or the Contemplated Transactions for which the Seller could be
liable or obligated. ‘

Section 4.10 Purchaser’s Knowledge. The Purchaser has informed Seller of any
material mistakes or omissions on the Seller’s Schedules of which the Purchaser is aware or any
breach by the Seller of any of the representations and warranties set forth in Article III, including
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anything that the Purchaser is aware of that might give rise to a claim by the Purchaser agamst
the Seller under the terms of this Agreement or any Related Agreement.

Section 4.11 No Other Representation or Warranty. Except for the representations
and warranties contained in this Article IV, and as may be made by the Purchaser in any Related
Agreement, neither the Purchaser nor any other Person acting on behalf of the Purchaser makes

any representation or warranty, express or irplied, regarding the Purchaser or the Contemplated

Transactions.

Section 4.12 Disclaimer, THE PURCHASER IS NOT LIABLE OR BOUND IN ANY
MANNER BY ANY EXPRESSED OR IMPLIED WARRANTIES, GUARANTIES,
PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION PERTAINING TO
THE TRANSFERRED ASSETS MADE OR FURNISHED BY ANY AGENT, EMPLOYEE,
SERVANT OR OTHER PERSON REPRESENTING OR PURPORTING TO REPRESENT
THE PURCHASER, UNLESS THE WARRANTIES, GUARANTIES, PROMISES,
STATEMENTS, REPRESENTATIONS OR INFORMATION ARE EXPRESSLY AND
SPECIFICALLY SET FORTH IN THIS ARTICLE IV.

ARTICLE V
CONDITIONS PRECEDENT TO THE
PURCHASER’S OBLIGATION TO CLOSE

Section 5.1  Purchaser Closing Conditions. The obligation of the Purchaser to
consummate the Conternplated Transactions is subject to the satisfaction, as of the Closing, of
each of the following conditions (any of which may be waived in writing by the Purchaser, in
whole or in parf):

(a) all agreements and covenants required by this Agreement to be complied
with or performed by the Seller at or prior to the Closing shall have been complied with or
performed in all material respects;

(b) all representations and warranties of the Seller in this Agreement (i) that are
qualified as to materiality or Material Adverse Effect shall be true and correct, in all respects, as
of the Closing or other time stated as if made at and as of that time and (ii) that are not so qualified
shall be true and correct, in all material respects, as of the Closing or other time stated as if made
at and as of that time;

(c) the Purchaser Required Consents shall have been obtained or occurred, as
applicable;

(d) the [CONFIDENTIAL TREATMENT REQUESTED] shall have been
satisfied; :
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(¢} no Order which prevents the consummation of any matetial aspect of the
Contemplated Transactions shall have been issued and remain in effect (each Party agreeing to use
its commercially reasonable efforts to have any such Order lifted) and no Law shall have been
enacted which prohibits the consummation of the Contemplated Transactions;

(f) the Seller shall have delivered to the Purchaser a certificate of a duly

authorized officer of the Seller, dated as of the Closing Date, certifying that, to the knowledge of

such officer, the conditions set forth in Section 5.1(a) and (b) have been satisfied as of the Closing
Date; :

(g) the Selier Guarantee Agreement shall be in full force and effect and no
material default or breach shall have occurred thereunder;

(h)  the Mirror Confirm shall be in full force and effect and no material default or
breach by Seller shall have occurred thereunder,;

(i)  the Supply Trade Agreements shall each be in full force and effect and no
material default or breach by Seller shall have occurred thereunder; and

(1)  the Purchaser shall have received those decuments to be delivere& to the
Purchaser in accordance with Section 2.5(a).

ARTICLE VI
CONDITIONS PRECEDENT TO THE SELLER’S OBLIGATION TO CLOSE

Section 6.1  Seller Closing Conditions. The obligation of the Seller to consummate
the Contemplated Transactions is subject to the satisfaction, as of the Closing, of each of the
following conditions (any of which may be waived in writing by the Seller in whole or in part):

(a) all agreemenis and covenants required by this Agreement to be complied
with or performed by Purchaser at or prior to the Closing shall have been complied with and
performed in all material respects;

(b) all representations and warranties of the Purchaser in this Agreement (i) that -
are qualified as to materiality or material adverse effect shall be true and correct, in all respects, as
of the Closing or other time stated as if made at and as of that time and (ii) that are not so qualified
shall be true and correct, in all material respects, as of the Closing or other time stated as if made
at and as of that time;

(c) the Seller Required Consents described in items 1 and 2 on Schedule 3.5
shall have been obtained or occurred, as applicable;

(d) no Order which prevents the consummation of any material aspect of the
Contemplated Transactions shall have been issued and remain in effect (each Party agreeing to use
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its commercially reasonable efforts to have any such Order lifted) and no Law shall have been
enacted which prohibits the consummation of the Contemplated Transactions;

{e) the Purchaser shall have delivered to the Seller a certificate of a duly
anthorized officer of the Seller, dated as of the Closing Date, certifying that, to the knowledge of
such officer, the conditions set forth in Section 6.1(a)} and (b) have been satisfied as of the Closing
Date,

(f)  the Purchaser Guarantee Agreement shall be in full force and effect and no
material default or breach shall have occurred thereunder;

{g) the Mirror Confirm shall be in full force and effect and no material default or
breach by Purchaser shall have occurred thereunder;

(h) the Supply Trade Agreements shall be in full force and effect and no material
default or breach by Purchaser shall have occurred thereunder; and

(i}  the Seller shall have received those documents to be delivered to the Seller in
accordance with Section 2.5(b).

ARTICLE V11
ADDITIONAL COVENANTS

Section 7.1 Conduct of Business.

(a) From and after the date hereof until the Effective Date (the “Interim Period™),
the Seller shall not (and shall cause its Affiliates not to), with respect to the Transferred Assets:

(i)  cease to provide any material services previously provided in support
of the Business except in accordance with the Ordinary Course of Business;

(i) make any sale, transfer or other disposition of any Transfetred Asset
that is material to the conduct and operations of the Business other than any such sale, transfer,
or other disposition that is made in the Ordinary Course of Business;

(1i1) with respect to the Seller and its controlled Affiliates, create or permit
to be created any Encumbrance on any Transferred Asset, other than (i) in the Ordinary Course
of Business to the extent that such Encumbrance does not materially and adversely affect the
Business, (ii) Permitted Encumbrances to the extent that such Encumbrance does not materially
and adversely affect the Business, (iit) that which would not materially and adversely affect such
Transferred Asset afier the Effective Date or (iv) as contemplated in this Agreement or any of the
Related Agreements;

39



ATTACHMENT G

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

(iv) change any accounting methods, policies or practices applicable to the
Business;

(v) amend, assign, terminate, cancel, or compromise any material claims
of the Seller against any Counterparty other than any such amendment, assignment, termination,
cancellation or compromise made in the Ordinary Course of Business;

(vi) make any material changes in the methods of operations of the -
Business except in the Ordinary Course of Business, including, without limitation, risk
management practices and policies relating thereto;

(vii) enter into any agreement that is material to the Transferred Assets or
the conduct of the Business, except as in accordance with Schedule 7.1(b), that the Purchaser
would assume, or for which the Purchaser would otherwise become liable, as part of the
Contemplated Transaction, or terminate, amend, or otherwise modify in any material respect or
waive any material rights under any Transferred Asset that is material to the conduct of the
Business other than any such termination, amendment, or modification that is made in the
Ordinary Course of Business;

(viii) incur any Indebtedness in connection with the Business other than in
the Ordinary Course of Business; or

(ix) take any action to do or engage (or commit to do or engage) in any of
the foregoing.

(b} Notwithstanding anything herein to the contrary, the foregoing shall not
apply to the taking of any action (i) that is required (including by virtue of being an express
condition to Closing) or explicitly permitted by the terms of this Agreement or the Related
Agreements, (ii) that is reasonably necessary in connection with the execution and implementation
of the Contemplated Transactions, (iii) to which the Purchaser gives its prior written consent (such
consent not io be unreasonably withheld or delayed), (iv) that is set forth in Schedule 7.1(b}, or (v)
that is required in order to comply with applicable Law or Orders.

Section 7.2  Information and Access. From the date hereof until the last Transfer
Date or Novation Date, as the case may be, to occur with respect to the Transferred Assets
hereunder, the Seller shall (and shall cause its controlled Affiliates to): (a) permit the Purchaser
and its Representatives to have reasonable access during normal business hours, and in a manner
so as not to interfere with the normal operations, to all premises, properties, personnel,
accountants, books, records, contracts and documents of or pertaining to the Transferred Assets
(subject to the Seller’s right to redact information unrelated to the Transferred Assets); and (b)
furnish the Purchaser and its Representatives with all such information and data concerning the
Transferred Assets as the Purchaser or its Representatives reasonably may request in connection
with their review of information in accordance with clause (a), except to the extent that such
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information is subject to attorney-client privilege or furnishing any such information or data
would create any Liability under applicable Law, including antitrust Law, or would violate any
Law, Order or Contract applicable to the Seller or any of its Affiliates or by which any of the
Transferred Assets are bound. The Purchaser will indemmify and hold harmless the Seller and its
Affiliates (separate and apart from the Purchaser’s obligations in Article IX and without regard
to any basket, cap or other conditions or limitations contained in Article IX) from and against
any Losses caused to the Selfler or any of its Affiliates by the gross negligence or willful . . . . ..
misconduct of the Purchaser or its Representatives in connection with such access.
Notwithstanding anything in this Section 7.2 the Seller will not be required to permit access t0 or
furmish Tax Returns, books, records, contracts, documents, information or data relating to Taxes
to the extent that such Taxes do not relate exclusively to the Transferred Asscts, and the
Purchaser will not have access to personnel and medical records if such access could, in the
Seller’s good faith judgment, subject the Seller to risk of liability or otherwise violate any
applicable Law.

Section 7.3  Filings; Commercially Reasonable Efforts to Close.

{a) Inaddition to the obligations set forth in Sections 2.5, 2.6, 2.7, 2.8 and 2.11
from the date hereof untii the Closing Date, the Seller and the Purchaser shall (and shall cause
their respective Affiliates to, as applicable), as promptly as practicable, (i) use commercialky
reasonable efforts to obtain all Consents of, make all filings with and give all notices to any
Governmental Body or any other Person required in order to consummate the Contemplated
Transactions, including all Required Consents; (ii) provide such other information and
communications to any such Governmental Body or other Persons as such Governmental Body or
other Persons may reasonably request in connection with the activities listed in this Section 7.3;
and (1i1) reasonably cooperate with each other to perform their respective obligations under this
Section 7.3. The Parties will provide prompt notification to each other when any such Consent,
filing or notice referred to in clauses (i) and (ii) above is obtained, taken, made or given, as
applicable, will keep each other reasonably informed as to the progress of any such actions and
will advise each other of any communications {and, uniess precluded by any Law, provide copies
of any such communications that are in writing) with any Governmental Body or other Person
regarding any of the Contemplated Transactions. In furtherance of the foregoing covenants, any
filings with and notices to any Governmental Body or any other Person shall be submitted or
made as soon as practicable, but in no event later than January 15, 2010 for filings with FERC,
and the Parties shall request expedited treatment of such filings, shall promptly make any
appropriate or necessary subsequent or supplemental filings and shall cooperate in the preparation
of such filings as is reasonably necessary and appropriate.

{b) Notwithstanding anything else to the contrary herein, each of the Seller and
the Purchaser shall (and shall cause their respective Affiliaies to, as applicable) use commercially
reasonable efforts (except to the extent a different standard is expressly provided for in this
Agreement) to consummate the Contemplated Transactions.
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(c} The Seller and the Purchaser shall each pay 50% of any consideration
payable to Third Parties or filing, recordation or similar fees arising, in each case, in connection
with the actions undertaken pursuant to Section 2.7, 2.8, 2.9, 2.11, or 7.6; provided, however, that
the foregoing shall not apply to any Governmental Authorizations that are speclﬁcally required by
Purchaser to consummate the Contemplated Transactions.

(d) Subject to the other terms and conditions hereof, the Purchaser acknowledges
that certain Consents required in connection with certain Trading Contracts and/or Transferred
Contracts may not have been obtained prior to the Closing Date. Except with respect to
obligations of the Seller set forth in Sections 2.7, 2.8, 2.9, and this 7.3, the Purchaser agrees that
the Seller shall otherwise not be subject to Liability hersunder for the failure to obtain any
Consent or the termination of any Trading Coniract or Transferred Contract as a result of the
Contemplated Transactions.

(¢) Notwithstanding anything else herein to the contrary, the Seller and the
Purchaser agree that, in the event that any Consent or Governmental Authorization that is
necessary or desirable to preserve for the Business any right or benefit under any Transferred
Assets is not obtained prior to the Closing Date, the Seller will, subsequent to the Closing Date,
use commercially reasonable efforts to abtain, or cooperate with the Purchaser in obtaining, such
Consent or Governmental Authorization as promptly thereafter as practicable.

Section 7.4 Retention of and Access to Records.

(&) Afier the Closing Date, the Seller shall (and shall cause its Affiliates to)
provide the Purchaser and its Representatives reasonable access to such books and records, or
portions thereof, relating in any manner to the Transferred Assets during normal business hours
and on reasonable notice, for any reasonable business purpose, including to enable them to
prepare financial statements or Tax Returns, deal with Tax audits or as they may otherwise
reasonably request. Notwithstanding anything in this Section 7.4(a), the Seller and its Affiliates
will only be required to deliver to the Purchaser the portions of such books and records that relate
primarily to the Transferred Assets and may redact any statements or other information on the
portions of such books and records that do not relate to the Transferred Assets (subject to the
Seller’s right to redact information unrelated to the Transferred Assets). Notwithstanding
anything in this Section 7.4(a), the Seller will not be required to permit access to or furnish Tax
Returns, books, records, contracts, documents, information or data relating to Taxes to the extent
that such Taxes do not relate exclusively to the Transferred Assets. Such access will be afforded
during normal business hours by the Party in possession of the books and records upon receipt of
reasonable advance notice, but (a) any review of books and records will be conducted in such a
manner as not to interfere unreasonably with the operation of the business of any Party or its
Affiliates, (b) no Party will be required to take any action which would constitute a waiver of the
attorney-client privilege, and (¢) no Party need supply the other Party with any information which
that Party is under a contractual or other legal obligation not to supply.
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{b) After the seventh (7th) anniversary of the Closing Date (or such later date as
may be required under Laws applicable to the Purchaser or Purchaser’s document retention
policies), the Seller or its Affiliates may elect to destroy any books and records described in
Section 7.4(a). The Purchaser shall, prior to the seventh (7th) anniversary of the Closing Date or
thereafter during the effective term of the requirements under this Section 7.4(b), advise the Seller
as to the Law referred to in the immediately precedmg sentence.

Section 7.5 Further Assurances.

(a) The Parties shall (and shall cause their respective Affiliates to, as applicable)
cooperate reasonably with each other and with their respective Representatives in connection with
any steps required to be taken as part of their respective obligations under this Agreement, and,
subject to any restrictions set forth in Section 7.2, shall furnish upon request to each other such
further information as the other Party may reasonably request for the purpose of carrying out the
intent of this Agreement and the Contemplated Transactions.

(b) Subject to the terms and conditions of this Agreement, at any time or from
time to time after the date of this Agreement, at any Party’s reasonable request and without further
consideration, each Party shall do all acts and things as may be necessary or desirabie and are
within its control to carry out the intent of this Agreement and the Related Agreements, including
executing and delivering further instruments of sale, transfer, conveyance, assignment, novation,
confirmation or other documents that may be reasonably required and providing additional
maierials and information.

(¢) Both afier the date hereof and after the Closing Date, each of the Seller and
the Purchaser shall use commercially reasonable efforts to take, or cause to be taken, all
appropriate action, do or cause to be done all things necessary, proper or advisable under
applicable Law, and to execute and deliver such documnents and other papers, as may be necessary
or appropriate to carry out the terms and conditions of this Agreement and to consummate the
Contemplated Transactions, including obtaining any and all outstanding Required Consents.

(d) The Parties shall (and shall cause their respective Affiliates to, as applicable)
use commercially reasonable efforts in connection with the steps required to be taken to effectuate
any leasing arrangements required hereby.

Section 7.6  Transition Plans.

(a) Within five (5) Business Days after the date of this Agreement, the Seller and
the Purchaser shall form one or more joint transition teams to plan for and perform the various
activities set forth in this Section 7.6, as well as other activities that are to be performed between
the date of this Agreement and Closing.
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(b) With respect to each Financial Assurance relating to any Transferred Asset,
the Purchaser shall use commercially reasonable efforts, with the assistance of the Seller and its
Affiliates as reasonably requested by the Purchaser, to (i) cause IEG and its Affiliates to be
released from any such Financial Assurances, including obtaining waivers and Consents from any
applicable Persons to replace any such Financial Assurances with appropriate Financial
Assurances from the Purchaser and/or Purchaser Parent and (11) to perfonn the actions requn'ed by
Section 2.8(b). e , e

Section 7.7  Confidentiality.

(a) Unless and until the Contemplated Transactions have been consummated, the
Purchaser and Seller will abide by the Confidentiality Agreement. If the Contemplated
Transactions are consupimated, the Confidentiality Agreement will no longer apply o
Confidential Information related solely to the Transferred Assets, but will continue in fuil force
and effect with respect to all other Confidential Information.

(b) From and after the Closing, the Seller shall treat as confidential and shall
safeguard any and all information, knowledge and data relating to the Transferred Assets in its
possession by using the same degree of care, but no less than a reasonable standard of care, to
prevent the unauthorized use, dissemination or disclosure of such information, knowledge and
data as the Seller used with respect thereto prior to the date hereof, it being understood that the
Seller may disclose such information (i) to the extent required to comply with Law, the rules of
any exchange or pursuant to regulatory request; provided, that the Seller shall provide as much
prior written notice to the Purchaser of such disclosure as is practical under the circumstances and
shall seek to limit such disclosure, and (ii) to its representatives and advisors to the extent that
such representatives and advisors have a reasonable basis to know such information in connection
with any services or work to be performed for or on behalf of the Seller.

{c} From and after the Closing, the Purchaser shall treat as confidential and shall
safeguard any and all information, knowledge or data inchuded in any information relating to the
business of the Seller and its Affiliates and the Transferred Assets that becomes known to the
Purchaser as a result of the Contemplated Transactions except as otherwise agreed to by the Seller
in writing by using the same degree of care, but no less than a reasonable standard of care, o
prevent the unauthorized use, dissemination or disclosure of such information, knowledge and
data as the Purchaser uses with respect to its own information, knowledge and data, it being
understood that the Purchaser may disclose such information (i) to the extent required to comply
with Law, the rules of any exchange or pursuant to regulatory request; provided, that the
Purchaser shall provide as much prior written notice to the Seller of such disclosure as is practical
under the circumstances and shall seek to limit such disclosure, and (i} to its representatives and
advisors to the extent that such representatives and advisors have a reasonable basis to know such

information in connection with any services or work to be performed for or on behalf of the
Purchaser.
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(d) The Purchaser and the Seller acknowledge that the confidentiality obligations
set forth in this Section 7.7 shall not extend to information, knowledge and data that is publicly
available or becomes publicly available through no act or omission of the party owing a duty of
confidentiality, or is or becomes available on a non-confidential basis from a source other than the
party owing a duty of confidentiality so long as such source is not known by such party to be
bound by a confidentiality agreement with, or other obligations of secrecy to, the other party.

() Intheevent of a breach of the 6Bligaﬁohs hereunder by the Purchaser orthae* |
Seller, the other party, in addition to all other available remedies, shall be entitled to injunctive
relief to enforce the provisions of this Section 7.7 in any court of competent jurisdiction.

Section 7.8  Related Agreements. Each of the Seller and the Purchaser agrees that it
shall, and shall cause their respective Affiliates to, as applicable, enter into and deliver, at or
prior to the Mirror Effective Date or the Closing Date, as applicable, each of the Related
Agreements, to which it or its Affiliates is intended to be a party.

Section 7.9 Non-Competition

(a) Each of the Seller and IEG agrees that for a period of thirty-six (36) calendar
months beginning at the Closing (the “Restricted Period™), none of the Seller, IEG or any of their
Affiliates, whether or not a party to this Agreement or any Related Agreement, shall offer,
participate through ownership or engage, either directly or indirectly, in the sale or marketing of
wholesale electricity in the United States, or otherwise operate, control or manage, either directly
or mndirectly, any business substantially similar to the Business (the “Restricted Business™).

(b) Notwithstanding the foregoing, this Section 7.9 shall not operate to prevent
or restrict:

(i)  the regulated public utility Affiliates of each of the Seller and IEG
that are identified on Schedule 7.9;

(1i) the Seller, IEG or their Affiliates from managing, servicing,
operating, using or otherwise transacting business with any of the Excluded Assets or Excluded
Transactions;

_ (iii) any Person or Persons acquiring any of the Seller, IEG or their
respective Affiliates by merger, consolidation, amalgamation, share purchase or purchase of
substantially all of the assets of the Seller, IEG or any such Affiliates where such Person was not,
prior to such acquisition, an Affiliate of the Seller or IEG, as the case may be;

(iv) the Seller, IEG and their Affiliates from purchasing or selling
wholesale electricity, or related hedge positions, in connection with {A) the generation facilities
owned by the Seller, IEG or their Affiliates, and (B) the retained retail electricity business
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encompassed by the Excluded Assets; provided, that the primary purpose of the Seller, IEG or
any of their Affiliates in conducting such activity is not to compete with the Restricted Business;

(v) the direct or indirect acquisition by the Seller, IEG or any of their
Affiliates (through acquisition, merger or other strategic transaction) of an interest in any Person
that engages in the Restricted Business; provided, that the primary purpose of the Seller, IEG or
any of their Affiliates in conducting such activity is not to complete with the Restricted Business;
and

() The Restricted Period shall be extended by the length of any period during
which the Seller, IEG or its Affiliates are in breach of the terms of this Section 7.9.

(d) As aseparate and independent covenant of each of the Seller and IEG, fora
period of one (1) year following the Effective Date, each of the Seller and IEG shall, and shall
cause their respective Affiliates not to, (i) employ or receive or accept the performance of services
by any Purchaser Key Employee, or (ii) solicit for employment any Purchaser Key Employes;
pravided, that clause (i) or (ii) shall not limit the Seller’s, [EG’s or their respective Affiliates’
ability to engage in general solicitations of employment not targeted at Purchaser Key Employees
or employing an individual who contacts Seller, IEG or their respective Affiliates on his or her
own initiative.

{e) Each of the Seller dnd IEG acknowledges and agrees that its obligations set
forth in this Section 7.9 are an essential element of this Agreement and that, but for the agreement
of the Seller and IEG in this Section 7.9, the Purchaser would not have entered into this
Agreement. Bach of the Seller, IEG and the Purchaser acknowledges and agrees that the
undertakings of the Seller and IEG in this Section 7.9 constitute an independent covenant of the
Seller and IEG and shall not be affected by the performance or nonperformance by any Party
hereto of any other term or provision of this Agreement. Each of the Seller, IEG and the
Purchaser acknowledges that it has consulted with its own counsel with regard to this Section 7.9
and, after such consultation, agrees that the obligations of the Seller and IEG set forth in this
Section 7.9 are reasonable and proper, bave been negotiated fully and fairly and represent an
agreement based on the totality of the Contemplated Transactions.

Section 7.10 Notice of Material Developments. Prior to the Closing Date, the
Purchaser and the Seller shall use commercially reasonable efforts to communicate promptly
with each other about material events, circumstances, facts and occurrences relating to the
Transferred Assets and arising subsequent to the date hereof; provided, however, that no such
notification shall otherwise affect in any manner the liability of such party hereunder, including
with respect to indemnification.

Section 7.11 The Seller’s Employees.
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(2) No later than thirty (30) Business Days prior to the Closing, the Purchaser
will give a Qualifying Offer of employment to each of the employees of the Seller that Purchaser
identifies on a Schedule to be provided to Seller by Purchaser not iater than the Mirror Effective
Date; provided, however, that each such Qualifying Offer shall be subject to the customary hiring
policies and procedures of the Purchaser, including, but not limited to, appropriate screening
procedures, as applicable. Each such person who becomes emploved by the Purchaser pursuant
to this Section 7.11 is referred to herein as a “Transferred Employee”. For purposes hereof,a- . . ...
“Qualifying Offer” means an offer that provides for employment with the Purchaser or one of its
Affiliates commencing on the Closing Date. All of such Qualifying Offers shall be made in
accordance with applicable Laws, and shall remain open for a period expiring no earlier than five
(5) Business Days prior to the Closing Date. Any such offer which is accepted before it expires
shall thereafter be irrevocable, except for good cause. Following acceptance of such offers, the
Purchaser will provide written notice thereof to the Seller.

(b) The Purchaser, for a period of one (1) year following the Effective Date,
shall, and shall cause its Affiliates not to, (i} employ or receive or accept the performance of
services by any employee of the Seller or any of its Affiliates (other than the Transferred
Employees), or (ii) solicit for employment any employee of the Seller or any of its Affiliates;
provided, that clause (i) or (ii) shall not limit the Purchasers or it Affiliates” ability to engage in
genera) solicitations of employment not targeted at such employees of the Seller or any of its
Affiliates or employing an individual who contacts the Purchaser or its Affiliates on his or her
own initiative. '

ARTICLE VIII
TERMINATION

Section 8.1 Termination. This Agreement may be terminated prior to the Closing
solely as follows: :

(a) by mutual written consent of the Seller and the Purchaser;

(b) [CONFIDENTIAL TREATMENT REQUESTED] by the Seller or the
Purchaser by not less [CONFIDENTIAL TREATMENT REQUESTED)] prior written notice to
the other Party (if the terminating Party is not, at such time, in material breach of this Agreement
which breach has caused the Closing not to occur prior to such date), if the Closing has not
occurred on or before the date such notice is given; or

(c) ifthe Seller or the Purchaser fails in any material respect to perform or
comply with any covenant hereunder or under any Related Agreement to be performed or
complied with on or prior to the Closing Date or any representation or warranty made or deemed
made by the Seller or the Purchaser proves to be incorrect or misleading in any material respect
when made or deemed made and as a result thereof the non-defanlting Party would not under the
terms of this Agreement be obligated to consummate the Closing, then, in each case, upon
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[CONFIDENTIAL TREATMENT REQUESTED] written notice from the non-defaulting Party
(unless the defaulting Party shall have cured, within such [CONFIDENTIAL TREATMENT
REQUESTED)] period, the condition giving rise to such notice in a manner that would cause the
conditions to Closing of this Agreement to be satisfied, in which case, this Agreement shall
continue in effect notwithstanding any such notice ot,); or

(d) by either Party immediately upon the occurrence of an Insolvency Event with
respect to the other Party or the Person guarantceing the obligations of such Party; or

(e) Dby the Purchaser if on any date the sum of all payments made pursuant to
Section 2.6 either to the Purchaser or to the Seller aggregate to (i) $ [CONFIDENTIAL
TREATMENT REQUESTEDY] (in each instance, a “Misbooking Trigger Date”) upon written
notice to the Seller within the earlier [CONFIDENTIAL TREATMENT REQUESTED] following
the relevant Misbooking Trigger Date and [CONFIDENTIAL TREATMENT REQUESTED].

Section 8.2 Termination Fee; Sole and Exclusive Remedy. In the event this
Agreement is terminated pursuant to Section 8.1(c) or (d), in addition to any amounts payable by
either Party pursuant to Sections 2.9, 2.10 and 2.11, the Defaulting Party with respect to such
termination shall pay to the Non-Defaulting Party, within five (5) Business Days of the date of
termination of this Agreement, the Termination Fee by wire transfer in immediately available
funds to the account or accounts designated by the Non-Defaulting Party. Each of the Seller and
the Purchase hereby expressly acknowledge, agree and stipulate that (i) the Termination Fee
represents compensation for costs and losses associated with the termination of this Agreement
and the failure to consummate the Contemplated Transactions, which costs and losses are
difficult or impossible to ascertain with any certainty, including costs and losses relating, but not
limited, to hedging costs, attorneys fees, other professional services fees, costs of capital and
opporiunity costs related to the Transferred Assets, but particularly to the Transferred Contracts
and Other Assets, (ii) the amount of the Termination Fee, in addition to any amounts payable by
either Party pursuant to Sections 2.9, 2.10 and 2.11, constitutes a reasonable approximation of
the costs and losses to the Non-Defaulting Party as a result of termination of this Agreement and
the failure to consummate the Contemplated Transactions, (iii) it hereby waives its right to
contest the payment or amount the Termination Fee, including on the grounds that the payment
of the Termination Fee constitutes a penalty or otherwise, (iv) except in the case of fraud, willful
breach or willful misconduct, the payment of the Termination Fee by the Defaulting Party
constitutes, together with any amounts payable by either Party pursuant to Sections 2.9, 2.10 and
2.11, the sole and exclusive remedy available to the Non-Defaulting Party for any breach or
default under this Agreement or any Related Agreement. For the avoidance of doubt, the remedy
of specific performance set forth in Section 10.11 shall not be available to any Party upon
termination of this Agreement and payment of the Termination Fee in accordance with this
Section 8.2.

Section 8.3 Effect of Termination.
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(a) Inthe event this Agreement is terminated pursuant to Section 8.1, all further
obligations of the Parties hereunder shall terminate and this Agreement shall become null and void
and of no further force and effect, except with respect to Section 2.9(b), Section 2.1((b), Section
2.11(b), Section 8.2, this Section 8.3 and Article X and except that nothing in this Section 8.3
shall relieve any Party from liability for any breach of this Agreement that arose prior to such
termination, for which liability the provisions of Article IX shall remain in effect in accordance

with the provisions and limitations of such Article. Such termination shall not relieve any Party of ... . ..

any Liability for any intentional breach of this Agreement or fraud prior to such termination. The
provisions of the Confidentiality Agreement shall survive termination of this Agreement for a
period of two (2) years from the date of termination.

(b) Any payments to be made between the Parties pursuant to (i) this Agreement,
including any payments to be made pursuant to Sections 2.9(b), 2.10(c), 2.11(b), and 8.2, (ii) the
Guarantee Agreements, (iii) the Supply Trade Agreements, (iv) the Mirror Confirm, and (v) the
MCP-IES ISDA Master Agreement as it relates to Section 2.16, may be made on a net basis, with
the Party owing the greater amount paying to the Party owing the lesser amount the difference
between such amounts; provided, in calculating any such payment on a net basis, such calculation
shall be performed by, first, calculating the payments to be made on a net basis with respect to
each agreement individually and, second, by calculating the payment to be made on a net basis
among all the foregoing agreements collectively; provided, however, that the foregoing provision
shall not apply to any rights, claims or payments made, owing or relating to the terms and
conditions set forth in Article IX.

ARTICLE IX
INDEMNIFICATION

Section 9.1 Survival.

(@) All covenants and other agreements in this Agreement to be performed after
the Closing shall survive the Closing until so performed. All representations and warranties in
this Agreement shall survive the Closing for a period of eighteen (18) months after the Closing
Date; provided, however, that the representations and warranties set forth in Sections 3.2, 3.3, 3 .4,
3.6 and 3.8 shall survive the Closing for a period of three (3) years after the Closing Date.

{b) Subject to Section 9.1(c), the Seller shall not be liable for the exacerbation of
any Losses with respect to any claim, action or Proceeding in connection with this Agreement
unless the Seller receives from the Purchaser written notice (i) as soon as reasonably practicable
after the Purchaser becomes aware of such claim, action or Proceeding, and {ii) containing
specific details of the claim, action or Proceeding, including the Purchaser’s estimate, or for a
claim, action or Proceeding with respect to Taxes, the Purchaser’s estimate resulting from its best
efforts, on a without prejudice basis, in each case, of the amount at issue with respect to such the
claim, action or Proceeding,
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(¢) Notwithstanding anything to the contrary herein, the Seller shall not be liable
for any Losses with respect to any claim, action or Proceeding in connection with this Agreement
unless the Seller receives from the Purchaser written notice prior to the expiration of the
applicable survival period set forth in Section 9.1(a) with respect to any claim for indemnification
pursuant to Section 9.2(a).

Section 9.2 Indemnification by Seller

From and after the Closing Date, the Seller shall indemnify and hold the Purchaser and
each of its Affiliates, directors, shareholders, officers and employees (collectively, the
“Purchaser Group™), harmiess from and against Losses imposed upon or incurred by any of them
which arise out of:

(a) any misrepresentation or inaccuracy of a representation or warranty made by
the Seller in this Agreement, pursuant to any certificate delivered by the Seller pursuant hereto or
as may be made by the Seller in any Related Agreements; .

(b) any breach or non-fulfillment of any covenant or agreement on the part of the
Seller or its Affiliates in this Agreement or any Related Agreement to which it is a party, as the
case may be;

(¢} any (A) Liabilities for Successor Liability Taxes or any other Taxes with
respect to any of the Transferred Assets or the Business, in each case related to a Tax period (or
portion of any period) which ends, with respect to each Transferred Asset or the Business, on or
before the earlier of (1) the date that such Transferred Asset or the Business is novated (if
applicable), and (i1) the date that such Transferred Asset or the Business is treated by the Law
imposing such Taxes as transferred from the Seller to the Purchaser, or (B) Liability of the Seller
for Transfer Taxes pursuant to Section 10.3(a); and

(d) the Excluded Assets, the Excluded Transactions and the Excluded Liabilities.

Section 9.3  Indemnification by Purchaser. From and after the Closing Date, the
Purchaser shall indemnify and hold the Seller and each of its Affiliates, directors, shareholders,
officers and employees (the “Seller Group™), harmless from and against Losses imposed upon or
incurred by any of them which arise out of:

{a) any misrepresentation or inaccuracy of a representation or warranty made by
the Purchaser in this Agreement, pursuant to any certificate delivered by the Purchaser pursuant
hereto or as may be made by the Seiler in any Related Agreements;

{b) any breach or non-fulfillment of any covenant or agreement on the part of the
Purchaser in this Agreement;
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(c) any (A) Liabilities for any Taxes with respect to the Transferred Assets or the
Business, in each case related to a Tax period (or portion of any period) which begins, with
respect to each Transferred Asset or the Business, after the earlier of (i} the date that such
Transferred Asset or the Business is novated (if applicable), and (ii) the date that such Transferred
Asset or the Business is treated by the Law imposing such Taxes as transferred from the Seller to
the Purchaser, or (B) liability of the Purchaser for Transfer Taxes pursuant to Section 10.3(a); or

(d) the oWnershi]S, possession; ﬁse, maintenance, administration, or operation of
the Transferred Assets after the Closing; and

(e) the Assumed Liabilities.
Section 9.4 Indemnification Procedures.

{a) Asserting a Claim. Without limiting the provisions of Section 9.1, if a Party
(an “Indemmnified Party™) wishes to assert a claim for indemnification against the other Party (the
“Indemnifying Party™), the Indemnified Party shall give notice to the Indemnifying Party, setting
forth with particularity the basis for the claim, promptly after the Indemnified Party becomes
aware of any fact, condition, or event which gives rise to a Claim for which indemnification may
be sought under this Article IX. Failure to notify the Indemnifying Party shall not relieve the
Indemnifying Party of liability it may have to the Indemnified Party, except to the extent that the
Indemnifying Party has been materially prejudiced by such failure and except that nothing in this
Agreement shall be deemed to extend the time Iimits set forth in Section 9.1. Each Indemnified
Party shall use commercially reasonable efforts to mitigate Losses for which it seeks
indemnification under this Article IX.

(b) Third Party Claims. If any lawsuit, enforcement action, demand or claim is
brought or made by any other Person (a ‘““Third Party Claim™) against an Indemnified Party is the
basis for an indemnification claim pursuant to Section 9.2 or Section 9.3, the Indemmifying Party
shall be entitied, if it so elects, to take control of the defense and investigation of the Third Party
Claim and to employ and engage attorneys of its own choice reasonably acceptabie to the
Indemnified Party to handle and defend the Third Party Claim, at the Indemnifying Party’s cost,
risk and expense. Any election by the Indemnifying Party to take control of the defense and
investigation of a Third Party Claim shall not be deemed a waiver of the Indemnifying Party’s
right to determine at a later date that the Third Party Claim is not entitled to indemnification under
this Agreement, in which casc Indemnifying Party may, in the exercise ofits sole discretion,
determine not to continue to defend that Third Party Claim and any action taken by the
Indemnifying Party in connection with that determination shall be undertaken in 2 manner so as
not to materially prejudice the defense or the rights of the Indemnified Party. The Indemnified
Party shall cooperate with the Indemnifying Party so as to minimize the risk of any such
prejudice. The Indemnified Party shall cooperate in all reasonable respects with the Indemnifying
Party and such attorneys in the investigation, trial and defense of any Third Party Claim and any
resulting appeal, which shall include: (a) furnishing such records, information and testimony, and
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attending such conferences, discovery proceedings, hearings, trials and appeals, as reasonably
may be requested in connection with the Third Party Claim, (b) affording access during normal
business hours to the Indemnifying Party to, and reasonable retention by the Indemnified Party of,
records and information which are reasonably relevant to the Third Party Claim, and (c) making
its employees available on a mutually convenient basis to provide additional information and
explanation of any material provided to the Indemnifying Party under this Agreement. The

Indemnified Party nevertheless may, at its own cost, participate in the investigation, trialand ... ...

defense of such Third Party Claim or any resulting appeal.

Section 9.5  Settlement or Compromise of Third Party Action; Failure to Assume
Defense. If the Indemnifying Party has assumed control of ihe defense of a Third Party Claim
pursuant to Section 9.4, the Indemnifying Party may consent to a settlement or compromise of,
or the entry of any monetary judgment arising from the Third Party Claim without the prior
consent of the Indemnified Party if, and only if, the proposed settlement, compromise or entry (a)
does not contain an admission of guilt or wrongdoing on the part of the Indemnified Party, and
(b) does not provide for any remedy or sanction against the Indemnified Party other than the
payment of money which the Indemnifying Party agrecs to pay and does pay. If the
Indemnifying Party does not assume the defense of the Third Party Claim in accordance with
Section 9.4 within twenty (20) Business Days after the receipt of notice of the Third Party Claim,
the Indemnified Party may, at the Indemnifying Party’s expense, defend the Third Party Claim,
but may settle or compromise the Third Party Claim only with the consent of the Indemnifyipg

Party.

Section 9.6  Adjustment to Purchase Price. Amounts paid with respect to
indemnification pursuant to Section 9.2(a) or Section 9.3(2) shall be treated as an adjustment to
the Purchase Price.

Section 9.7 General Limitations.

(a) Basket Except in the case of (i} fraud, wiltful breach or willful misconduct,
(ii) Liability for Taxes that are the responsibility of the Seller, and (iii) as provided in Section
10.11, the Seller shall not be liable to any member of the Purchaser Group under Section 9.2(a),
and the Purchaser shall not be liable to any member of the Seller Group under Section 9.3(a)
unless and until the aggregate cumulative amount of all such Losses exceeds one million dollars
(51,000,000.00), and then shall be liable only to the extent of such excess; provided, however, that
the limitation pursuant to this Section 9.7(a) shall not apply (i) to any adjustment to the Purchase
Price occurring pursuant fo the terms and provisions of Article II, including without limitation
with respect to any Misbooking and Identified Transactions, or (ii) to any claim for
tndemnification arising from a breach of Section 3.2, 3.3,3.4 or 3.6.

(b) Cap. Except in the case of (i) fraud, willful breach or willful misconduct, (it}
Liability for Taxes that are the responsibility of the Seller, and (iii) as provided in Section 10.11,
in no event shall the aggregate cumulative amount of the Seller’s Liabilities under Section 9.2(a),
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or the Purchaser’s Liabilities under Section 9.3(a), exceed twenty-five million dollars
($25,000,000.00); provided, however, that the limitation pursuant to this Section 9.7(b) shall not
apply (i) to any adjustment to the Purchase Price occurring pursuant to the terms and provisions of
Article II, including without limitation with respect to any Misbooking and Identified
Transactions, or (ii} to any claim for indemnification arising from a breach of Section 3.2, 3.3, 3.4,
3.6,3.9,3.120r3.13.

(¢) Limitation. NOTWITHSTANDING ANYTHING TO THE CONTRARY
ELSEWHERE IN THIS AGREEMENT OR PROVIDED FOR UNDER ANY APPLICABLE
LAW, NO PARTY WILL, IN ANY EVENT, BE LIABLE, EITHER IN CONTRACT OR IN
TORT, FOR ANY CONSEQUENTIAL, INCIDENTAL, INDIRECT, SPECIAL, OR PUNITIVE
DAMAGES, INCLUDING LOSS OF FUTURE REVENUE, INCOME, OR PROFITS,
DIMINUTION OF VALUE, OR LOSS OF BUSINESS REPUTATION OR OPPORTUNITY,
RELATING TO THE BREACH OR ALLEGED BREACH OF THIS AGREEMENT OR
OTHERWISE, WHETHER OR NOT THE POSSIBILITY OF SUCH DAMAGES HAS BEEN
DISCLOSED IN ADVANCE OR COULD HAVE BEEN REASONABLY FORESEEN (*Non-
Reimbursable Damages™).

(d) Collateral Sources. In calculating the amount of Losses for which an
Indemnified Party is entitled to indemnification under Section 9.2(a) or Section 9.3(a), as
applicable, the amount of Losses shall be reduced by (a) any insurance proceeds actually received
by the Indemnified Party from an insurance carrier with respect to those Losses, provided that if
the Indemnified Party fails to either diligently pursue any such insurance proceeds reasonably
available to it or assign a valid right to the Indemnifying Party to pursue such insurance proceeds,
the Indemnifying Party’s obligation shall be reduced by the amount of insurance proceeds that
would have been reasonably available to and obtainable by the Indemnified Party, (b) any
amounts actually received by the Indemnified Party from Third Parties with respect to Losses
pursuant to indemnification, warranty or other similar rights, provided that if the Indemmnified
Party fails to diligently pursue such rights, the Indemnifying Party’s obligation shall be reduced
by the amounts available to the Indemnified Party, and (c) Tax benefits. If any Losses for which
indemnification is provided under Section 9.2(a) or Section 9.3(a), as applicable, subsequently are
reduced by any insurance payment or recovery from a Third Party or loss of Tax benefits, the
Indemnified Party prompily shall remit the amount of such reduction to the Indemnifying Party.

{e) Duty to Mitigate Losses. Each Indemnified person shall use its
commercially reasonable efforts to mitigate any indemnifiable Losses.

(f) Additional Limitations. Neither Indemnifying Party shall have any
indemnification obligations under this Article IX to the extent that, as a result of any gross
negligence or willful misconduct of an Indemnified Party after the Closing Date, the amount of
Losses subject to indemnification by such Indemnifying Party is exacerbated.
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Section 9.8  Exclusive Remedies. Except in the case of fraud, willful breach and
willful misconduct, and except as provided in Section 10.11, the Scller and the Purchaser
acknowledge and agree that, from and after the Closing, the sole and exclusive remedy for any
breach or inaccuracy, or alleged breach or inaccuracy, of any representation or warranty in this
Agreement, any certificate delivered pursuant hereto, as the case may be, or any Related
Agreement or any covenant or agreement to be performed under this Agreement or any Related
Agreement on or prior to the Closing Date, will be indemnification in accordance with this. __ _____ . .
Article IX. In furtherance of the foregoing, the Seller and the Purchaser waive, to the fullest
extent permitted by applicable Law, any and all other rights, claims, and causes of action
(including rights of contributions, if any) that may be based upon, arise out of, or relate to this
Agreement or any such certificate or Related Agreement, or the negotiation, execution, or
performance of this Agreement or any Related Agreement {including any tort or breach of
contract claim or cause of action based upon, arising out of, or related to any representation or
warranty made in or in connection with this Agreement or any Related Agreement or as an
inducement to enter into this Agreement or any Related Agreement), known or unknown,
foreseen or unforeseen, which exist or may arise in the future, that it may have against the other
arising under or based upon any Law (including any such Law under or relating to environmental
matters), common law, or otherwise.

Section 9.9  Non-Recourse. No past, present or future director, officer, employee,
incorporator, member, partner, stockholder, affiliate, agent or Representative of the Seller or the
Purchaser, respectively, or their respective Affiliates, shall have any Liability for any obligations
or Liabilities of Seller under this Agreement or the other documents delivered by the Seller or the
Purchaser in connection with this Agreement, of or for any claim based on, in respect of, or by
reason of, the Contemplated Transactions.

ARTICLE X
GENERAL PROVISIONS

Section 10.1 Expenses. Except as otherwise expressly provided in this Agreement
(including in Section 7.3(c}), whether or not the Contemplated Transactions are consurmmated,
the Parties shall bear their own costs and expenses in connection with the preparation,
negotiation and execution of this Agreement and the Related Agreements and the consummation
of the Contemplated Transactions.

Section 10.2 - Public Announcements and Confidentiality. None of the Parties nor
their respective Subsidiaries or Affiliates, as the case may be, shall issue or cause the publication
of this Agreement, any Related Agreement or any press release or other public announcetnent or
communication with respect to the Contemplated Transactions without the prior written consent
of the other Parties hereto, which consent shall not be unreasonably withheld or withdrawn,
except to the extent a Party’s counsel deems necessary or advisable in order to comply with any
Law or the regulations or policies of any securities exchange or other sitnilar regulatory body (in
which case the disclosing Party shall give the other Parties notice as is reasonably practicable of
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any required disclosure, shall limit such disclosure to the information required to comply with
such Law or regulations, and shall use commercially reasonable efforts to accommodate any
suggested changes to such disclosure from the other Parties to the extent reasonably practicable).

Section 10.3 Tax Matters,

(a) Notwithstanding any provision of this Agreement to the contrary,the =~~~ =~
Purchaser and the Seller shall each pay one-half of all Transfer Taxes incurred in connection with

this Agreement and the Contemplated Transactions. The Seller and the Purchaser shall cooperate
in timely making all filings, Tax Returns, reports and forms as may be required to comply with the
provisions of Tax Laws. For purposes of this Agreement, “Transfer Taxes” shall mean all
transfer, sales and use, stamp duty, stamp duty reserve tax, documentary, registration and other
such taxes (including all applicable real estate transfer taxes).

(b)  Within sixty (60) days of the Closing Date, the Seller shall prepare a draft
allocation of the consideration paid for the Transferred Assets among the Transferred Assets,
which allocation will also include a determination as to the total gross valtue of all Transferred
Assets that have a positive value, and a determination as to the total gross value of all Transferred
Assets that have a negative value (the “Draft Allocation™). The Purchaser shall have sixty
(60) days after receipt of the Draft Allocation to object in writing to the Draft Allocation. If the
Purchaser does not object to the Draft Allocation within such 60-day period, the Draft Allocation
shall become final (the “Final Allocation™. If the Purchaser objects to the Draft Allocation in
writing within such 60-day period, the Seller and the Purchaser shall attempt in good faith to
resolve the disputed items in the Draft Allocation, and any such resolution shall constitute the
Final Allocation. If, within thirty (30) days after the Purchaser has objected in writing to the Draft
Allocation, the Parties have not resolved all disputed items with respect to the Draft Allocation,
the remaining disputed items shall be resolved by a nationally recognized accounting firm, and its
resolution shall constitute the Final Allocation. The Seller and the Purchaser (1) shall be bound
by the Final Allocation for purposes of determining any and all consequences with respect to
Taxes of the Transferred Assets, (2) shall prepare and file all Tax Returns to be filed with any
taxing authority in a manner consistent with the Final Allocation, and (3) shall take no position
inconsistent with the Final Allocation in any Tax Return, in any discussion with or Proceeding
before any taxing authority, or otherwise.

(¢) To the exient necessary to determine the liability for Taxes for a portion of a
taxable year or period that begins before and ends after the Closing Date, the determination of the
Taxes for the portion of the year or period ending on, and the portion of the year or period
beginning after, the Closing Date shall be determined by assuming that the taxable year or period
ended as of the close of business on the Closing Date, except that those annual property taxes and
exemptions, allowances or deductions that are calculated on an annual basis shall be prorated on a
time basis.
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Section 10.4 Notices. All notices, Consents, waivers and other communications
required or permitted by this Agreement shall be in writing and shall be deemed given to a Party
when (a) delivered to the appropriate address by hand or by nationally recognized ovemight
courier service (costs prepaid), (b) sent by facsimile or e-mail with confirmation of transmission
by the transmitting equipment or (c) received or rejected by the addressee, if sent by certified
mail, return receipt requested, in each case to the following addresses, facsimile numbers or

e-mail addresses and marked to the attention of the person (by name or title) designated below .. . ..

(or to such other address, facsimile number, e-mail address or person as a Party may designate by
notice to the other Parties);

If to the Seller:

Integrys Energy Services, Inc.

1716 Lawrence Drive

De Pere, WI 54115

Attention; Daniel J. Verbanac, COOQ
Facsimile: {920) 617-6070

With copies to:

Foley & Lardner LLP

777 East Wisconsin Avenue

Milwaukee, W1 53202

Attention: Allen W. Williams, Jr.
Jason W. Allen

Facsimile: (414) 297-4900

If to the Purchaser:

Macquarie Cook Power Inc.
One Allen Center

500 Dallas Street, Suite 3100
Houston, TX 77002

Attention: Benjamin Preston
Telephone:  +1-713-275-6142
Facsimile: +1-713-275-6115

With a copy to:

Macquarie Cook Power Inc.
One Allen Center

500 Dallas Street, Suite 3100
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Houston, TX 77002

Attention: Patricia Jones, Legal Risk Management
Telephone:  +1-713-275-6107

Facsimile:  +1-713-275-6115

If to IEG:

Integrys Energy Group, Inc.

700 North Adams Street

Green Bay, WI 54301

Attention: Barth J. Wolf, Vice President, Chief Legal Officer and Secretary
Facsimile: (920) 433-1526

With copies to:

Foley & Lardner LLP

777 East Wisconsin Avenue

Milwaukee, WI 53202

Attention: Allen W. Williams, Jr.
Jason W. Allen

Facsimile: (414) 297-4900

Section 1.5 Governing Law; Submission to Jurisdiction; Selection of Forum;
Waiver of Trial by Jury. THE AGREEMENT SHALL BE GOVERNED BY AND.
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK
WITHOUT REGARD TO PRINCIPLES OF CONFLICTS OF LAW TO THE EXTENT THAT
SUCH PRINCIPLES WOULD PERMIT QR REQUIRE THE APPLICATION OF LAWS OF
ANOTHER JURISDICTION. Each Party hereto agrees that it shall bring any action or
Proceeding in respect of any claim arising out of or related to this Agreement or the transactions
contained in or contemplated by this Agreement and the Related Agreements, exclusively in the
United States District Court for the Southern District of New York (or if subject matter
junsdiction before the federal court does not exist, then before the New York State Supreme
Court for the Borough of Manhattan, in New York, New York) (the “Chosen Courts™), and
solely in connection with claims arising ynder this Agreement or the transactions that are the
subject of this Agreement or any of the Related Agreements (i) irrevocably submits to the
exclusive jurisdiction of the Chosen Courts, (1i) waives any objection to laying venue in any such
action or Proceeding in the Chosen Courts, (iii) waives any objection that the Chosen Courts are
an inconvenient forum or do not have jurisdiction over any Party hereto and (iv) agrees that
service of process upon such Party in any such action or Proceeding shall be effective if notice is
given in accordance with Section 10.4 of this Agreement. Each Party hereto irrevocably
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designates C.T. Corporation as its agent and attorney in fact for the acceptance of service of
process and making an appearance on its behalf in any such claim or Proceeding and for the
taking of all such acts as may be necessary or appropriate in order to confer jurisdiction over it
before the Chose Courts and each Party hereto stipulates that such consent and appoiniment is
irrevocable and coupled with an interest. Each Party hereto irrevocably waives any and all right
to trial by jury in any legal Proceeding arising out of or relatmg to this Agreement or the

Contemplated Transactions. . IS

Section 10.6 Amendment and Waiver. Any provision of this Agreement may be
amended or waived if, and only if, such amendment or waiver is in writing and signed, in the
case of an amendment, by the Purchaser and the Seller, or in the case of a waiver, by the Party
against whom the waiver is to be effective. No failure or delay by any Party in exercising any
right, power or privilege hereunder shall operate as a waiver thereof nor shall any single or
partial exercise thereof preclude any other or further exercise thereof or the exercise of any other
right, power or privilege. The rights and remedies herein provided shall be cumulative and not
exclusive of any rights or remedies provided by law except as otherwise provided in Article IX
hereof.

Section 10.7 Entire Agreement.

(a) This Agreement, together with the Related Agreements, supersedes all prior
agreements, whether written or oral, between the Parties with respect to its subject matter
(including any letter of intent between the Parties related to the subject matter of this Agreement)
and constitutes (along with the Schedules, Exhibits and other documents delivered pursuant to this
Agreement} the entire agreement between the Parties with respect to its subject matter except for
the Confidentiality Agreement, which shall remain in full force and effect until the Closing.

{b) Inthe case of any conflict between this Agreement and any of the Related
Agreements, the relevant Related Agreement shall prevail except as expressly set forth in such
Related Agreement. '

Section 10.8 Assignments, Successors and No Third-Party Rights. No Party may, in
whole or in part, assign any of its rights or interests or delegate any of its obligations under this
Agreement without the prior written consent of both the Purchaser and the Seller, and any
attempt to do so will be void; provided, however, that without prior written consent either the
Purchaser or the Seller may pursuant to a corporate reorganization assign any of its rights or
interests under this Agreement to any Affiliate so long as (a) the assignee is bound by this
Agreement, (b) the assignee remains an Affiliate of the Purchaser or the Seller, as the case may
be, and (c) such assignment does not prevent or materially impede, interfere with, or delay the
Contemplated Transaction, increase the costs to non-assigning Party of the consummation of
Contemplated Transaction or result in any Seller or its Affiliates incurring a Tax Liability in
excess of the Tax Liability Scller or its Affiliates would otherwise incur without such
designation. Suhject to the preceding sentence, and except as otherwise expressly provided in

58



ATTACHMENT G

CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED|. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

Sections 9.2 and 9.3, this Agreement will apply to, be binding in all respects upon and inure to
the benefit of the successors and permitted assigns of the Parties. Nothing expressed or referred
to in this Agreement will be construed to give any Person other than the Parties to this
Agreement any legal or equitable right, remedy or claim under or with respect to this Agreement
or any provision of this Agreement, except such rights as shall inure to a successor or permitted
assignee pursuant to this Section 10.8.

Section 10.9 Severability. The provisions of this Agreement shall be deemed
severable and the invalidity or unenforceability of any provision shall not affect the validity or
enforceability of the other provisions hereof. If any provision of this Agreement, or the
application thereof to any Person or any circumstance, is invalid or unenforceable, (a) a suitable
and equitable provision shall be substituted therefor in order to carry out, so far as may be valid
and enforceable, the intent and purpose of such invalid or unenforceable provision, and (b) the
remainder of this Agreement and the application of such provision to other Persons or
circumstances shall not be affected by such invalidity or unenforceability, nor shall such
invalidity or unenforceability affect the validity or enforceability of such provision, or the
application thereof, in any other jurisdiction.

Section 10.10 Execution of Agreement. This Agreement may be executed in one or
more counterparts, each of which will be deemed to be an original copy of this Agreement and
all of which, when taken together, will be deemed to constitute one and the same agreement.

The exchange of copies of this Agreement and of signature pages by facsimile ot e-mail
transmission shall constitute effective execution and delivery of this Agreement as to the Parties
and may be used in lieu of the original Agreement for all purposes. Signatures of the Parties
transmitted by facsimile or e-mail shall be deemed to be their original signatures for all purposes.

Section 10.11 Specific Performance. Subject to Section 8.2, the Parties hereto,
including IEG (solely with respect to Section 7.9), acknowledge and agree that irreparable harm
for which monetary damages would not be an adequate remedy would occur in the event of a
breach of any of the terms or provisions of this Agreement related to effecting the Closing or
Section 2.7(a) and (d) (Transferred Contracts; Other Assets), Section 2.8(a) (Trading Contracts},
Section 2.9 (Exchange Traded Transactions), Section 2.10 (Mirror Transactions), Section 2.11
(180 Contracts), Section 7.3 (Filings; Commercially Reasonable Efforts to Close), Section 7.6
(Transition Plans), Section 7.7 (Confidentiality) and Section 7.9 (Non-Competition).
Accordingly, the Parties hereto, including IEG, agree that, in addition to other remedies, each of
the Parties shall be entitled to specific performance without the necessity of proving the
inadequacy of monetary damages as a remedy and to obtain injunctive relief against any such
breaches or threatened breaches of this Agreement.

Section 10.12 Disclosures. Prior to the Closing Date, the Seller may, at its option,
supplement or amend the Schedules with items that are not material i order to avoid any
misunderstanding; provided, however, that any such inclusion, or any references to dollar
amounts, shall not be deemed to effectuate an acknowledgment or representation that such items
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are material, to establish any standard of materiality, or to define further the meaning of such
terms for purposes of this Agreement. Other than with respect to supplements and amendments
made in accordance with Section 2.10(b), (i) in the event that the Purchaser reasonably believes
that the changes to the Schedules resulting from such supplements and amendments, considered
collectively, will cause a closing condition set forth in Section 5.1 to fail to be satisfied, the .
Purchaser shall have the right to terminate this Agreement upon fifteen (15) Business Days
notice from the date of such relevant supplement or amendment pursuant to Article VIIL, and (ii)
if the Purchaser does not exercise its right pursuant to clause (i) above, any supplement or
amendment made pursuant this Section 10.12 shall not diminish, limit or waive the Seller’s
indemnification obligations under this Agreement.

[Remainder of page left blank intentionally]
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FIRST AMENDMENT TO PURCHASE AND SALF AGREEMENT

This FIRST AMENDMENT TO PURCHASE AND SALE AGREEMENT
{(this “Amendment”) is dated and executed as of January 26, 2010, by and between
Macquarie Cook Power Inc., (“MCP”) a corporation organized and existing under the
laws of the State of Delaware, Integrys Energy Services, Inc., (*IES”) a Wisconsin

corporation, and Integrys Energy Group, Inc., (“IEG”) a Wisconsin cor‘poration,_,.\ §

(collectively, the “Parties” and individually, a “Party™).

BACKGROUND

WHEREAS, reference is made to that certain Purchase and Sale Agreement (the
“Agreement”}, dated December 23, 2009, between and among MCP, IES and IEG.

WHEREAS, the Parties wish to amend certain terms of the Agreement.
NOW, THEREFORE, the Parties hereby agree as follows:
1. DEFINITIONS.

Capitalized terms used in this Amendment, to the extent not otherwise defined
herein, have the same meanings assigned to such terms in the Agreement, as amended
hereby.

2. AMENDMENTS TO AGREEMENT.

2.1 Definition of “Initial Purchase Price”

The definition of “Initial Purchase Price” set forth in the Agreement shall
be deleted in its entirety and replaced with the following: ““Initial Purchase
Price” means [CONFIDENTIAL TREATMENT REQUESTED].” ‘

22 Section 2.9: Exchange Traded Transactions

The terms of Section 2.9 shall be deleted in their entirety and replaced
with the terms set forth on Exhibit A hereto.

23 Section 2.16: Flattening Trade and New Trades

The terms of Section 2.16 shall be deleted in their entirety and replaced
with the following: :

“Flattening Trades and New Trades. On the Mirror Effective Date and on a

monthly basis thereafter until the Mirror Confirm is terminated in its entirety, -
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Purchaser and Seller shall enter into one or more physically-settled transactions
under the MCP-IES ISDA Master Agreement representing sales to Seller with
respect to all requirements of the Seller during the applicable month to purchase
additional physically-delivered eclectric energy, capacity, ancillary services,
renewable energy certificates, or related products (“Electricity”) or representing
purchases from Seller during such month for any excess Electricity Seller may
have in order to establish and maintain, to the extent reasonably practicable, a
flattened position in Electricity for Seller during such month (such transactions,
the “Flattening Trades”). All Flattening Trades shall be priced using the same or
equivalent index price, ISO-published price or mutually-agreed price as specified
in the relevant Mirror Transaction or Post-Mirror Trade.”

24 Schedule 2.1{(a)(ii{A) — Master A ments

The following is added as an additional Master Agreement on Schedule
2.1(a)(ii)(A): “Kentucky Municipal Power Agency”

2.5 Schedule 2.2(b): Initial Purchase Price Adjustment

Paragraph 1 in Schedule 2.2(b) is deleted in its entirety and replaced with
the following: “Initial Purchase Price Adjustment Amount” is defined as
${CONFIDENTIAL TREATMENT REQUESTED].”

2.6 Schedule 2.2(c): Final Purchase Price Adjustment

(a) The “First Valuation Difference” referenced in the first sentence of
Paragraph 2 shall be deleted and replaced with
“[CONFIDENTIAL TREATMENT REQUESTEDL”

(b)  The last sentence of Paragraph 2 of the Schedule is deleted in its
entirety and replaced with the following: “For purposes hereof,
the MCPI First Valuation is [CONFIDENTIAL TREATMENT
REQUESTED] and the IES First Valuation is
[CONFIDENTIAL TREATMENT REQUESTED].”

(c) Paragraph 9, “Exchange Traded Contract Adjustment,” is deleted
in its entirety and replaced with the following:

“Exchange Traded Contract Adjustment” means the dollar
amount (positive or negative) of the negative value of those

Exchange Traded Transactions which are natural gas forward
exchange traded transactions, calculated at the settlement price as
of the close of trading on the Relevant Exchange on the Mirror
Effective Date. For the avoidance of doubt, the parties
acknowledge and agree that the Exchange Traded Transactions
referenced above do not include power trades or option trades.”

amemc n i dee 4 mmem s
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3. GENERAL PROVISIONS.

3.1  Section Headings. Headings and numbers have been set forth herein for
convenience only. Unless the contrary is compelled by the context, everything contained
in each Section applies equally to this entire Amendment.

3.2  Severability of Provisions. Each provision of this Amendment will be
severable from every other provision of this Amendment for the purpose of determining
the legal enforceability of any specific provision.

3.3  Counterparts; Electronic Executiop. This Amendment may be executed
in any number of counterparts and by different parties on separate counterparts, each of ~~ -
which, when executed and delivered, will be deemed to be an original, and all of which,
when taken together, will constitute but one and the same Amendment. Delivery of an
executed counterpart of this Amendment by facsimile or other then generally accepted
means of electronic transmission (such as portable document format (“PDF”)) will be
equally as effective as delivery of an original executed counterpart of this Amendment.
Any party delivering an executed counterpart of this Amendment by electronic means
also will deliver an original executed counterpart of this Amendment but the failure to
deliver an original executed counterpart will not affect the time of deemed delivery,
validity, enforceability, or binding effect of this Amendment. ‘

34  Reference to Agreement; Effectiveness. The Agreement, as amended
hereby, and all other agreements, documents or instruments now or hereafier executed

and delivered pursuant to the terms thereof are hereby amended so that any reference in
the Agrcement or such other agreements, documents and instruments will mean a
reference to the Agreement, as amended hereby. This Amendment shall be'deemed
effective on and as of the date of execution of this Amendment. Except as hereby
amended, the Agreement remains in full force and effect, and is hereby, in all respects,
ratified and confirmed.

3.5  Successors and Assipns. This Amendment is binding upon and will inure
to the benefit of Parties and their respective successors and assigns, subject to the
provisions of Section 10.8 of the Agreement.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment o be
executed and delivered as of the date first above written.

INTEGRYS ENERGY SERVICES, INC.

By:
Name:
Title:

INTEGRYS ENERGY GROUP, INC,

By:
Name:
Title:

MACQUARIE COOK POWER INC.

By:
Name: Benjamin Preston
Title: Executive Director

By:
Name: Patricia Jones
Title: Associate Director
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EXHIBIT A
Section 2.9 Exchange Traded Transactions.

(a) The Seller shall request of the Relevant Exchange (the “Exchange Request”) that
the Exchange Traded Transactions be transferred to the Purchaser in accordance with the rules
and procedures of the Relevant Exchange (if applicable) from the commodity futures brokerage
accounts of the Seller listed on Schedule 2.9(a) attached hereto, carried by the futures
commission merchants (each an “FCM”) listed thereon, to the account of the Purchaser as set
forth below, and the Purchaser shall assume each Exchange Traded Transaction, by a novation
effected pursuant o the applicable rules of the Relevant Exchange, if applicable. The Exchange
Request shall be in form and substance reasonably satisfactory to the Seller and the Purchaser.
To the extent that the transfer or conveyance of any of the Exchange Traded Transactions to the
Purchaser requires the Consent of a Third Party or Governmental Authorization, the Seller and
the Purchaser shall use commercially reasonable efforts, and cooperate with each other, to obtain
promptly the relevant Consent or Governmental Authorization prior to the Mirror Effective Date.

() Exchange Power Forwards. On the Mirror Effective Date, Exchange
Traded Transactions which are power forward transactions shall be transferred to Purchaser in
one account at histarical (original) prices via an ex-pit book transfer in accordance with the
applicable rules of the Relevant Exchange. The Parties acknowledge that the Relevant Exchange
shall transfer such transactions at the settlement price as of the close of trading on the Relevant
Exchange on the Mirror Effective Date. Any difference between such transfer calculations shatl
be resolved by mutual agreement between the Parties and their respective brokerage accounts,
such that the Parties are kept whole to the Relevant Exchange. The Purchase Price will not
require adjustment due to the transfer of Exchange Power Forwards.

(i)  Exchange Power Options. On the Mirror Effective Date, Exchange
Traded Transactions which are power option transactions shall be transferred to Purchaser in one
account at historical (original) strike prices with no additional premium via an ex-pit book
transfer in accordance with the applicable rules of the Relevant Exchange. The Purchase Price
will not require adjustment due to the transfer of Exchange Power Options.

(1)  Exchange Gas Options. On the Mirror Effective Date, Exchange Traded
Transactions which are natural gas option transactions with contract months on or after March
2010 shall be transferred from Seller to Purchaser through the execution of a new exchange-
cleared options between Seller and Purchaser, such that the transactions will be transferred to
Purchaser at the original strike prices of such transactions with no added premium, The Purchase
Price will not require adjustment duc to the transfer of Exchange Gas Options.

(iv)  Exchange Gas Forwards. On February 1, 2010, Exchange Traded
Transactions which are natural gas forward transactions with contract months on or after March
2010 shall be transferred from Seller to Purchaser through the execution of a new exchange-
cleared swap between Selier and Purchaser, such that the transactions will be transferred to
Purchaser at the settlement price as of the close of trading on the Relevant Exchange on January
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29, 2010. The Purchase Price will be adjusted for such transactions in accordance with the Final
Purchase Price Adjustment,

(b}  If following the Mirror Effective Date this Agreement is terminated in accordance
with the terms and conditions set forth in Article VIII, then with respect to Exchange Power
Forwards and Exchange Power Options, on the Business Day immediately following the date
that this Agreement is terminated, the Purchaser shall submit to the Relevant Exchange an
Exchange Request that such Exchange Traded Transactions, or trades cleared on the Relevant
Exchange that are substantially similar to such Exchange Traded Transactions (each a
“Substitute Exchange Traded Transaction’) be transferred to the Seller in accordance with the

rules and procedures of the Relevant Exchange from the commodity futures brokerage accounts

of the Purchaser listed on Schedule 2.9(b) attached hereto, carried by each FCM listed thereon, to
the account of the Seller via an ex-pit, ex-Ring or ex-order book transfer, and the Seller shall
assume each Substitute Exchange Traded Transaction, by a novation effected pursuant to the
applicable rules of the Relevant Exchange. Each such transfer pursuant to this Section 2.9(b)
shall be effected at the historic (original) price. The Exchange Request shall be in same form
and have the same substance as that which was provided to the Relevant Exchange under Section
2.9(a).

(c)  If following the Mirror Effective Date this Agreement is terminated in accordance
with the terms and conditions set forth in Article VIII, then with respect to Exchange Gas
Options and Exchaunge Gas Forwards, on the Business Day immediately following the date
that this Agreement is terminated, the Purchaser and Seller shall enter into equal and off-setting
exchange-cleared option and swap transactions, respectively, such that the Exchange Gas
Options and Exchange Gas Forwards positions are transferred back to Seller. Each such transfer
of Exchange Gas Options pursuant to this Section 2.9(c) shall be effected at the oniginal strike
prices of such transactions (with no premium payable), and each such transfer of Exchange Gas
Forwards pursuant to this Section 2.9(c) shall be effected at the settlement price as of the close of
trading on the Relevant Exchange on the trading date immediately preceding the date of such
transfer. Other than as provided in Article VIII, the Parties intend that no additional
consideration will be paid in respect of the Substitute Exchange Traded Transactions.
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IN WITNESS WHEREOQF, the Parties have executed this Agreement, all as of the date
first above written.

INTEGRYS ENERGY SERVICES, INC.

By:
Name:
Title:

INTEGRYS ENERGY GROUP, INC. (solely with
respect to Section 2.13, Section 7.9, and Section
10.11)

By:
Name:
Title;

MACQUARIE COOK POWER INC.

By:
Name: Benjamin Preston
Title: Executive Director

By:
Name: Patricia Jones
Title: Associate Director

[Signature Page to Purchase and Sale Agreement]
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Exhibit A — Form of Assignment and Assumption Agreement
[X]Form Attached[X]
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Exhibit B — Form of Bill of Sale
[X]Form Attached[X]
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Exhibit C-1 — Form of Bangor Financial Trade Agreement

[X]Form Attached[X]
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Exhibit C-2 Form of Bangor Supply Trade Agreement
[X]Form Attached[X]
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Exhibit D — Form of Mirror Confirm

[X]Form Attached[X]
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Exhibit E — Form of Novation Agreement

[X]Form Attached[X]
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Exhibit F — Form of Purchaser Guarantee Agreement

[X]JForm Attached[X]
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Exhibit G — Form of Seller Guarantee Agreement

[X]JForm Attached[X]
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Exhibit H — Form of Indicated Transactions Letter of Credit

[X]Form Attached[X]
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PERSONAL AND CONFIDENTIAL
April 2, 2008

Mark A. Radike
3240 Crystal Creek Ct
Greer_m Bay, Wi 54313-8554

Re: Incentive Agreement
Dear Mark:

As you know, Integrys Energy Group, Inc., {the “Company”) is engaged in a restructuring
process for its wholly owned subsidiary, Integrys Energy Services, Inc. (“TEGE"). This
restructuring may involve the sale or transfer of all or portions of TEGE's and its subsidiaries’
business, and/or an intemal reorganization or re-sizing of that business {collectively, the “TEGE
Restructuring”). In an effart to ensure business continuity, preserve value and facilitate the TEGE
Restructuring (the “Objective™), the Company is therefore willing to enter into this Incentive
agreement {this “Agreement™) with you, subject to the provisions set forth herein.

1. Definitions. In this Agreement, the following terms have the meanings indicated: (a)
“Purchaser” means any person or entity that acquires part or all of TEGE or TEGE's
. business in connection with the TEGE Restructuring, specifically excluding TEGE itself,
the Company, and any antity 80% or more of whose squity interest is owned, directly or
indirectly, by the Company; and (b) "Acquisition” means the acquisition of part or all of
TEGE or TEGE's business by a Purchaser in connection with the TEGE Restructuring.

2. Eligibility Guidelines. The Company, in its reasonable discration, will determine whether
you are eligible to receive an award of the target incentive (“TEGE Restructuring
Incentive”) under this Agreement. In determining your eligibility for the TEGE
Restructuring Incentive, the Company will consider several factors including but not
limited 1o the following:

a. The Company and TEGE obtzin the Objective pursuant to the TEGE
Restructuring;

b. You accomplish a sale of all or major core portions of the TEGE business
obtaining full value for the forward book and the return of working capital,

& You accomplish a sale of substantial parts of the TEGE business such as
product or regional forward books;

d. You accomplish a timely wind-down of the TEGE business;

g. You accomplish an altemative rasult agreed to and approved by the Company;

£ You maintain a Company value perspective in all decisions;

g. You cooperate fully in achieving the TEGE Restructuring and meeting the

Objective, including but not limited to cooperating with all constituents such as
the Company management team, internal service provider, and third party
service providers {investment bankers, consultants, outside counse! and gthers
associated with the TEGE Resfructuring.)
You have no entitement to a TEGE Restructuring Incentive unless and until you are
awarded a TEGE Restructuring Incentive by the Company.
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5.

Amount and Payment, The ameount of your target TEGE Restructuring Incentive is
$1,500,000 {One Million Five Hundred Thousand Dollars). This is a target amount

only and may be modified by the Company in its discretion. As soon as practicable after - -

the date on which the Company determines that the TEGE Restructuring has been
completed (the “TEGE Rastructuring Completion Date™), the Company shall determine
under Paragraph 2 whether a TEGE Restructuring Incentive will be awarded. Unless a
forfeiture condition identified in Paragraph 4 applies, or the Company determines you are
otherwise ineligible to receive the TEGE Restructuring incentive pursuant to Paragraph 2,
the TEGE Restructuring Incentive will be paid as soon as reasonably possible after the
date on which the Company awards a TEGE Restructuring Incentive to you but not later
than March 15 of the calendar year following the calendar year in which the Company

awards a TEGE Restructuring Incentive to you. The payment will be reflected assabonus

payment subject to usual and customary withhoiding amounis. 1t will be directly”
deposited into your primary account as shown in our racords.

Forfeiture. You shall forfeit your right to the TEGE Restructuring incentive if (i} you
voluntarily terminate your employment with TEGE or the Company before the TEGE
Restructuring Completion Date, except for a termination in conjunction with your
accepting employment, with Company’s consent, with a Purchaser in connection with an
Acquisition; {(ii) your employment is ferminated by TEGE or the Company for cause
before the TEGE Restructuring Completion Date; or (iii} you die or become disabled
before the TEGE Restructuring Completion Date. For purposes of this Agreement,
“cause” shall mean (1) your violation of Paragraph 5 (Confidentiality) or any other
provision of this Agreement, () willful misconduct by you or regular neglect in the
performance of your duties and responsibilities o TEGE or the Company, or
unsatisfactory job performance by you, ar (lll} your viclation of any written agreement
hetween you and TEGE and/or the Company, or your viplation of any TEGE or Company
policy or agreement, including but not limited to any policy concerning fair empioyment
practices, confidentiality non-solicitation or non-competition. “Disability” or “disabled”,
shall have the meaning set forth in the iong-tarm disability bansfits plan (pelmanent
disability) covering employees of TEGE or the Company.

Confidentiality. The TEGE Restructuring Incentive is payable to you only if you keep the
existence and terms of this Agreement strictly confidential. You agree not to disclose this
Agreement or any information conceming this Agreement to other employees of TEGE,
the Company or its affiliates, or to any TEGE or Company customers or suppliers, or to
any other third party, except your spouse, attorney, financial advisor, accountant, or as
may be required by law, This confidentiality commitment on your part is material to this
Agreement and will remain in full force and effect after any TEGE Restructuring Incentive
is paid.

Terms and Conditions. The following terms and conditions also apply o this Agreement:
{i) The offer or provision of any TEGE Restruciuring Incentive under this

Agreement is not an offer of a contract of employment by TEGE or the Company and
does not alter your current employment status with TEGE or the Company.

(i) You may not sell, assign, pledge or otherwise transfer your right to any portion
of the TEGE Restructuring Incentive, and any pumorted sale, assignment, pledge or
transfer is void.

(i} In the event that any arbifrator or court of competent jurisdiction holds or finds
any term or provision of this Agreement to be invalid or illegal under applicable law, the
remaining terms and provisions shall continue to be fuily effective.
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{iv) It is expressly understood and agreed that if you receive payment of the TEGE
Resfructuring Incentive in accordance with this Agreement, that payment is in addition to
any other compensation or benefits for which you may be eligible by reason of your

employment with TEGE or the Company. Notwithstanding the foregoing, in the event-— - -

your Key Executive Employment and Severance Agreement with the Company dated
January 1, 2009, is triggered prior to the TEGE Restructuring Completion Date, the
Company reserves the right to modify the target TEGE Restructuring Incentive set forth
herein,

{vi) Any amounts paid hersunder are not intended to constitute “deferred
compensation” subject to the election and distribution requirements of Section 409A of
the Internal Revenue Code.

{vii)  Notwithstanding any other provision of this Agreement, if any portion of any
TEGE Restructuring Incentiva awarded to you, in conjunction with any other payment to
which you are entitied under any other agreement with or plan of the Company or its
affiliates (in its aggregate, “Total Payments”), would constitute an “excess parachute
payment” that is subject to the tax (the “Excise Tax") imposed by Section 4998 of the
intarnal Revenua Code of 1988, as amended (the “Code”), or any successor provision,
then the Total Payments to be made to you shall be reduced such that the value of the
aggregate Total Payments that you are entitled to receive shall be One Dollar (31) less
than the maximum amount which you may receive without becoming subject to the tax
imposed by Section 4999 of the Code (or any successor provision); provided that the
foregoing reduction in the amount of Total Payments shall not apply if the after-tax value
to you of the Total Payments prior to reduction in accordance with this paragraph is
greater than the after-tax value to you if Total Payments are reduced in accordance with
this paragraph. For purposes of defermining the after-iax value of Total Payments, you
will be deemed to pay federal income taxes and employment taxas at the highest
marginal rate of federal income and employment taxation in the calendar year in which
the TEGE Restructuring Incentive is to be paid and state and local income taxes at the
highest marginal rates of taxation in the state and locality of your domicile for income tax
purposes on the date the TEGE Restructuring Incentive payment is mads, net of the
maximum reduction in federal income taxes that may be obtained from deduutlon of
such state and local taxes.

(vii}  No verbal or written representations made by TEGE or Company employees or
others that are contrary or in addition 1o the terms set forth in this Agreemant shall be
binding upon TEGE, the Company, or any other affiiate of the Company, ar their
respective sharsholders, direclars, officers, empioyees or agents. As used in this
Agreement, the term “TEGE™ also inciudes any successor in interest o TEGE. This
Agreement may be amended only in a writing signed by you and by the Executive
Chairman or President and CEQ of the Company.

(ix) In the event of any dispute or controversy over the meaning or application of any
provision of this Agreement, you and the Company shall meet to discuss the dispute and
atiempt to resolve it in good faith. If you and the Company are unable to rescive the
dispute, however, you agree that it will be submitted to an arbitrator for final and binding
resolution, pursuant to the rules of the Amarican Arbitration Association. Any such
arbifration shall take place in Wisconsin. This Agreement shall ba governed by the
internal laws of the State of Wisconsin,

(x) Any amounts paid hereunder shall not constitute compensation for purposes of
any vetirement plan or other plan, program, policy or contract covering the Company and
its affiliates and shall not entitle you to a benefit under any pian, program, policy or
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contract which is greater than the benefit to which you would have been entitled had
such amounts not been paid,

Please confirm your agreement with and acceptance of the terms of this Agreement by dating
and signing the enclosed copy and refuming it to me no later than April 24, 2009,

Sincerely yours,

Larry L. Weyers

Executive Chairman
Integrys Energy Group, Inc.
Accepted and Agreed to:

Signature:

Print Name:

Date:




