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Please type or print all required infomiation. Identify all attachments with an exhibit label and titie (Example: Exhibit 
A-16 - Company History). All attachments should bear the legal name ofthe Applicant. Applicants should file completed 
applications and all related correspondence with the Public Utilities Commission of Ohio, Docketing Division, 13* Floor, 
180 East Broad Street, Columbus, Ohio 43215-3793. 

i .; 

This PDF form is designed so that you may directly input information onto the form. You «iay also download tlie form by 
saving it to your local disk. 

SECTIONA^^JJT^^ 

A-l Applicant intends to be certified as: (check all that apply) 

[/] Retail Natural Gas Aggregator f/lRetail Natural Gas Broker [/IRetail Natural Gas Marketer 

A-2 Applicant information: 

Integrys Energy Services - Natural Gas. LLC 

1716 Lawrence Drive, De Pere, WI 54115 
Legal Name 

Address 

Telephone No. 920-617-6100 Web site Address www.lr^rysenargy.com 

A-3 Applicant information under which applicant will do business in Ohio: 

Integrys Energy Services - Natural Gas, LLC 

1716 Lawrence Drive, De Pere, WI 54115 

Web site Address www.integrysenergy.conn Telephone No. 920-617-6100 

Name 
Address 

A-4 List all names under which the applicant does business in North America: 
Integrys Energy Services - Natural Gas, LLC 

A-5 Contact person for regulatory or emergency matters: 

Name Amy Klaviter 

Business Address 500 W. Madison. Suite 3300, Chicago, !L 60661 

o =̂  ^ 

-t3 
C 

Title Regulatory Compliance Analyst 
An ^ 

Telephone No. 312-681-1855 Fax No. ̂''2-681-1999 

This 1B to certify that the images appearing are an 
accurate and complotQ reproduction of a oase file 
document delly«f̂ |6 in the regular course o£-JtnĤ intt9S 
Technician y ^ ff^^^ Date Processed 

Email Address AKIaviter@int^rysenergy.com 
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A-6 Contact person for Commission Staff use in investigating customer complaints: 

Name Glenda O'Bannon Title Value Support 

Business address ^^^ ^- "̂ ^ îson, Suite 3300. Chicago, IL 60661 

Telephone No. 312-681-1866 p ^ ^ ^ 312-681-1999 Email Address GO'Bannon@integrysenergy.g 

A-7 Applicant's address and toll-free number for customer service and complaints 

Customer service address 300 W. Wilson Bridge Road, Suite 350, Worthington, 

Toll-Free Telephone No. 888-367-4493 pax No. 614-844-4305 Email Address columbus@integi^energy^ 

A-8 Provide "Proof of an Ohio Office and Employee," in accordance with Section 4929,22 of the Ohio 
Revised Code, by listing name, Ohio office address, telephone number, and Web site address ofthe 
designated Ohio Employee 

Name Charles Koontz j j t le General Manager 

Business address 300 W. Wilson Bridge Road, Suite 350. Worthington, OH 43085 

Telephone No. 614-844-4324 pax No. 614-844-4305 Email Address CAKoontz@integrysenergy.com 

A-9 Applicant's federal employer identification number 27-1158190 

A-10 Applicant's form of ownership: (Check one) 

LJ Sole Proprietorship [Z\ Partnership 

LU Limited Liability Partnership (LLP) [ 3 Limited Liability Company (LLC) 

LJ Corporation LJ Other 

A-11 (Check all that apply) Identify each natural gas company service area in which the applicant is 
currently providing service or intends to provide service, including identification of each customer 
class that the applicant is currently serving or intends to serve, for example: residential, small 
commercial, and/or large commercial/industrial (mercantile) customers, (A mercantile customer, as defined 
in Section 4929.0](L)(1) ofthe Ohio Revised Code, means a customer that consumes, other than for residential use, more 
than 500,000 cubic feet of natural gas per year at a single location within the state or consumes natural gas, other than for 
residential use, as part of an undertaking having more than three locations within or outside of this state. In accordance with 
Section 4929.01(L)(2) ofthe Ohio Revised Code, "Mercantile customer" excludes a not-for-profit customer that consumes, 
other than for residential use, more than 500,000 cubic feet of natural gas per year at a single location within this state or 
consumes natural gas, other than for residential use, as part of an undertaking having more than three locations within or 
outside this state that has filed the necessary declaration with the PubUc Utilities Commission.) 

(CRNGS Supplier -Version 1.07 Page 2 of 7 

mailto:CAKoontz@integrysenergy.com


/ 

/ 

Columbia Gas of Ohio 

Dominion East Ohi 

i>wke Energ>- Ohi 

Vectren Energy Delivery of Ohio 

/ 

/ 

/ 

Residential / 

Residential / 

Residential / 

Residential 

Small Commercial 

Small Commercial 

Small Commercial 

Small Commercial 

LargeCi»niFierctal /lodiKMal 

Lai^e Commercial / Industrial 

Large ComiLterclal / liEdieiEtrial 

Large ComiMercial / Industrial 

A-12 If applicant or an affiliated interest previously participated in any of Ohio's Natural Gas Choice 
Programs, for each service area and customer class, provide approximate start date(s) and/or end 
date(s) that the applicant began delivering and/or ended services. 

I / I Columbia Gas of Ohio 

\ / Residential Beginning Date of Service 4/97 

Small Commercial Beginning Date of Service 4/97 

Large Commercial Begmning Date of Service 5/86 

Industrial Beginning Date of Service 5/86 

_/ 

0 
l/bominion East Ohio 

I / I Residential Beginning Date of Service 10/00 

/ 

/ 

0 

Small Commercial Beginning Date of Service 10/00 

Large Commercial Beginnii^ Date of Ser\ice 12/95 

Industrial Beginning Date of Service 12/95 

[/jDuke Energy Ohio 

I / I Residential Beginnli^ Date of Sendee 2/99 

Small Commercial Beginning Date of Service 2/99 

Large Commercial BeitinniiigDate^JSer^ce WBB. . 

I / I Industrial Beginning Date of Service 12/92 

ULJ Vectren Energy Delivery of Ohio 

Itesidcntial Beginning Date of Service 

Small Commercial Beginning Date of Service 

Large Commercial Beginning Date of Service 

Industrial Beginning Date of Service 10/01 

End Date 

End Date 

End Date 

End Date 

End Date 

End Date 

EttdDate 

End Date 

End Date 

End Date 

End Date 

End Date 

End Date 

End Date 

End Date 

A-13 If not currently participating in any of Ohio's four Natural Gas Choice Programs, provide the 
approximate start date that the applicant proposes to begin delivering services: 
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I / I Columbia Gas of Ohio Intended Start Date June 2010 

I / I Dominion East Ohio Intended Start Date June 2010 

I / I Duke Energy Ohio Intended Start Date June 2010 | 

\ / \ Vectren Energy Delivery of Ohio Intended Start Date June 2010 

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED. 

A-14 Exhibit A-14 "Principal Officers, Directors & Partners," provide the names, titles, addresses and 
telephone numbers ofthe applicant's principal officers, directors, partners, or other similar officials. 

A-15 Exhibit A-15 "Corporate Structure," provide a description of the applicant's corporate structure, 
including a graphical depiction of such structure, and a list of all affiliate and subsidiary companies that 
supply retail or wholesale natural gas or electricity to customers in North America. 

A-16 Exhibit A-16 "Companv History," provide a concise description ofthe applicant's company history 
and principal business interests. 

A-17 Exhibit A-17 "Articles of Incorporation and Bylaws," if applicable, provide the articles of 
incorporation filed with the state or jurisdiction in which the applicant is incorporated and any 
amendments thereto. 

A-18 Exhibit A-18 "Secretary of State." provide evidence that the applicant is currently registered with the 
Ohio Secretary ofthe State. 

^ ^ i i l i p i l l M W W i I M B l M i P i P I ^ ^ 

ACTION B - APPLICANT MANAGERIAL CAPABILITY AND E S Q ^ ^ ^ ^ . 

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED 

B-1 Exhibit B-1 "Jurisdictions of Operation,^' provide a current list of all jurisdictions in which the 
applicant or any affiliated interest of the applicant is, at the date of filing the application, certified, 
licensed, registered, or otherwise authorized to provide retail natural gas service, or retail/wholesale 
electric services. 

B-2 Exhibit B-2 "Experience & Plans." provide a current description of the applicant's experience and 
plan for contracting with customers, providing contracted services, providing billing statements, and 
responding to customer inquiries and complaints in accordance with Commission rules adopted pursuant 
to Section 4929.22 ofthe Revised Code and contained in Chapter 4901:1-29 oftiie Ohio Administrative 
Code. 

B-3 Exhibit B-3 "Summary of Experience," provide a concise and current summary of the applicant's 
experience in providing the service(s) for which it is seeking to be certified to provide (e.g., nimiber 
and types of customers served, utility service areas, volume of gas supplied, etc.). 

B-4 Exhibit B-4 "Disclosure of Liabilities and Investigations," provide a description of all existing, 
pending or past rulings, judgments, contingent liabilities, revocations of authority, regulatory 
investigations, or any other matter that could adversely impact the applicant's fin^cial or operational 
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status or ability to provide the services it is seeking to be certified to provide. 

B-5 Exhibit B-5 "Disclosure of Consumer Protection Violations," disclose whether the ^plicant, 
affiliate, predecessor ofthe applicant, or any principal officer ofthe applicant has been convicted or held 
liable for fraud or for violation of any consumer protection or antitrust laws within the past five years. 

0 No DYes 
If Yes, provide a separate attachment labeled as Exhibit B-5 "Disclosure of Consumer Protection 
Violations," detailing such violation(s) and providing all relevant documents. 

B-6 Exhibit B-6 "Disclosure of Certification Denial, Curtailment, Suspension, or Revocation," disclose 
whether the applicant or a predecessor ofthe applicant has had any certification, license, or application 
to provide retail natural gas or retail/wholesale electric service denied, curtailed, suspended, or revoked, 
or whether the applicant or predecessor has been terminated fi'om any of Ohio's Natural Gas Choice 
programs, or been in default for failure to deliver natural gas. 

Ea No DYes 

If Yes, provide a separate attachment, labeled as Exhibit B-6 "Disclosure of Certification Denial, 
Curtailment, Suspension, or Revocation.," detailing such action($) and providing all relevant documents. 

SECTION C - APPLICANT FINANCLVL CAPABiiitY AND I S R | R | M C E ^ 
i • n i i i y i i i i i i £ i t t l i i i i « ^ 

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED 

C-1 Exhibit C-1 "Annual Reports," provide the two most recent Annual Reports to Shareholders. If 
applicant does not have annual reports, the applicant should provide similar information, labeled as 
Exhibit C-1, or indicate that Exhibit C-1 is not applicable and why. 

C-2 Exhibit C-2 "SEC Filings," provide the most recent 10-K/8-K Filings with the SEC. If applicant does 
not have such filings, it may submit those of its parent company. If the applicant does not have such 
filings, then the applicant may indicate in Exhibit C-2 whether the applicant is not required to file with 
the SEC and why. 

C-3 Exhibit C-3 "Financial Statements," provide copies of the applicant's two most recent years of 
audited financial statements (balance sheet, income statement, and cash flow statement). If audited 
financial statements are not available, provide officer-certified financial statements. If the applicant has 
not been in business long enough to satisfy this requirement, it shall file audited or officer-certified 
financial statements covering the life ofthe business. 

C-4 Exhibit C-4 "Financial Arrangements," provide copies of the applicanfs current financial 
arrangements to conduct competitive retail natural gas service (CRNGS) as a business activity (e.g., 
guarantees, bank commitments, contractual arrangements, credit agreements, etc.) 

C-5 Exhibit C-5 "Forecasted Financial Statements," provide two years of forecasted financial statements 
(balance sheet, income statement, and cash flow statement) for the applicant's CRNGS operation, along 
with a list of assumptions, and the name, address, email address, and telephone number ofthe preparer. 

(CRNGS Supplier -Verson 1.07) P ^ e 5 of 7 



C-6 Exhibit C-(* "Cr?* '̂* Rating," provide a statcmfint disclosing the applicant's cunent credit rating as 
reported by two of the following organizations: Duif & Phelps, Dim and Bradstreet Information 
Services, Fitch IBCA, Moody's Investors Service, Standard & PO<HS, or a similar oz^anization. In 
instances where an ^>plicant does not have its own credit ratings^ it may substitute the credit ratings of a 
parent or affiliate organization, provided the applicant submits a statement signed by a p r i n c ^ of&c^ 
ofthe applicant's parent or af&liate organization that guarantees the obligations of ̂  applicant. 

C-7 y.Yhihit r-7 "Credit Report" provide a copy of Ae applicant's current credit r^>ort foan Expeiicm, 
Dun and Bradstreet, or a similar organization. 

C-8 Exhibit C-8 "Bankmntcv Information." provide a list and description of any reorganizations, 
protection from creditors, or any other form of bankngrtcy fdings made by the appUcant, a parent or 
affiliate organization that guarantees the obligations of Ihe s^Kcant or any ofScer ofthe £ îplicaiit in the 
current year or since applicant last filed for certification. 

C-9 Exhibit C-9 "Merger Tnffti^^tion," provide a statanent describing any dissoluticHi or merger or 
acquisition ofthe applicant within the five most recent years preceding the application, or at any time as 
a participant in the Ohio Natural Gas Choice programs. 

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED. 

D-1 plxhibtt D-1 "Operations," provide a current written descrq>tion of tibe operational nature of the 
applicant's business. Please inchide 'niiether the applicant's operations will include the contracting of 
natural gas purchases ibr retail sales, the nomination and scheduling of retail natural gas fyr deHvety, 
and the provision of retail ancillary services, as weU as other services used to s i ^ y natural gas to the 
natural gas company city gate for retail customers. 

D-2 Kyhibit n-2 "Operations Expftptj^" given fhe operational nature oftiie applicant's business, provide 
evidence ofthe applicant's current experience and technical expertise in p^orming such operations. 

D-3 Exhibit D-3 "Kev Technical PersonneL'* provide the names, tities, email address^ tdephone 
numbers, and baclcgFOund of key personnel involved in the operational aspects ofthe i^licant*$ current 
business. 

Applicant Signature and Ti 

Sworn and subscribed before me fliis ^ 3 ^ dayof A ^ 4 j i i ^ 4 ^ Monli ^ i p j O \ Year 

\ J ^ y \ ^ ^ ' ^ . Daniel Verbanac vice PfBsldent 

Signature of ofScial administeiiag oaA Print Name and Tide 

'^.' *' ' 1 v̂ ^N ̂  \ My conuntssioii eŝ fdres on ^ —̂  £). - / "7^ 
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The Public Utilities Commission of Ohio 
Comp^itive Retail Natural Gas Service 

Affidavit Form 
(Version IJOT) 

In the Matter ofthe Application of ) 

Integrys Energy Services-Natural Gas. LLC . ) CaseNo, H ^ ^ S I P -<5^^'^^*^ 
for a Certificafe or Renewal Certificate to Provide ) u^Mb î i. J^fSMi^ 

Competitive Retail Natural Gas Service is Ohio. ^ 

County of Brown 
State of AWisconsIn 

Daniel Verbanac ^ ^̂^̂  ̂ ^̂ ^̂ ^̂ ^̂ ^̂ ^̂ . \ ^ 

(1) The infomiation pro\aded within the certification or certification renewal application aad supporting infiHmation is 
complete, true, aiid accurate to the best knowledge of afBant 

(2) The applicant will timely file an aimual r^wrt of its intrastate gross receipts and sales of hundred cubic feet of 
natural gas pursuant to Sections 4905.10(A), 4911.18(A). and 4929.23(B). Ohio Revised Code. 

(3) The applicant will timely pay aiiy assessment made pursuant to Section 4905.10 or Section 4911.18(AX CWiio 
Revised Code. 

(4) Applicant will comply wilfa aU applicable rules and orders adopted by the PubHc Utilities Commission of Ohio 
pursuant to Title 49, Ohio Revised Code. 

(5) Applicant will cooperate whh tiie Public Utilities Commission of Ohio and its staff m the hivestigation of any 
consumer complaint regarding any service offered or provided by tiie applicant. 

(6) Applicant wiU comply vnlh Section 492921, Ohio Revised Code, regarding consent to tiie jurisdiction of tiie CMo 
courts and the service of process. 

(7) Applicant will inform the Public Utilities Commission of Ohio of any material change to the mftamstion st^ipiied in 
the certification or certification renewal application within 30 d^s of such material change, including a^y clwnge in 
contact person for regulatory or emergency purposes or contact person for Staff use in investigating customer 
complaints. 

fi^rihersayetti naught . ^ (8) Affiant 

Affiant Signature & Titie 

Sworn and sabscribed before me this ^ i ^ - daiy of M c L l ^ ^ Month ^ 0 ( 0 Year 

( [ ^ • ^ ' ^ ^ ^ Dan^Verbanao.VK«P«^e^^ 

Sisnature f̂f, Official Administerins Oath Print Name and Ti& 

/ . r-]. '7^/t/\ 
^/"^''"^^A^- '*\V^ ^ commission expires an C ^ ^ l ^ ^ l ^ 

- • " - - - 5 (CRNGSS^)pUer-Vcrsiaal.07)Page7of7 

V ^ % / ' . . ' ' v y vftiePubUcUtllifi«Coinini5rf(mo£CHiJol*tnBquaIOpporta^ 
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A-14 Exhibit A-14 "Principal Officers. Directors & Partners" provide the names, titles, addresses 
and telephone numbers of the applicant's principal officers, directors, partners, or other similar 
officials. 

Directors: 

Mark A. Radtke 
Integrys Energy Services, Inc. 
1716 Lawrence Drive 
DePereWI. 54115 
(920) 617-6053-P 
(920) 617-6070-F 

Charles A. Schrock 
Integrys Energy Group, Inc. 
130 E.Randolph 
Chicago, IL 60601 
(312) 228-5420 ~P 
(312) 228-5404-F 

Joseph P. O'Leary 
Integrys Energy Group, Inc. 
700 North Adams St. 
P.O. Box 19001 
Green Bay WI. 54307 
(920) 433-1463-P 
(920) 433-1693-F 

Officers: 

MarkA. Radtke 
President 
Integrys Energy Services, Inc. 
1716 Lawrence Drive 
DePereWI. 54115 
(920) 617-6053-P 
(920) 617-6070-F 

Barth J. Wolf 
Secretary 
Integrys Energy Group, Inc 
700 North Adams St. 
P.O. Box 19001 
Green Bay WI 54304 
(920) 433-1727-P 
(920) 433-1526-F 

Daniel Verbanac 
Vice President 
Integrys Energy Services, Inc. 
1716 Lawrence Drive 
DePereWI 54115 
(920) 617-6058-P 
(920) 617-6070-F 

William J. Guc 
Vice President 
Integrys Energy Services, Inc. 
1716 Lawrence Drive 
DePereWI. 54115 
(920) 617-6223-P 
(920) 617-6070-F 

Bradley A. Johnson 
Treasurer 
Integrys Energy Group, Inc. 
700 North Adams St. 
P.O. Box 19001 
Green Bay WI. 54307 
(920) 433-6094-P 
(920) 433-1693-F 



A-15 Exhibit A-15 "Corporate Structure." provide a description of the applicant's corporate 
structure, including a graphical depiction of such structure, and a list of all affiliate and 
subsidiary companies that supply retail or wholesale natural gas or electricity to customers in 
North America. 

The following description states the relationship between Integrys Energy Group, Inc. ("TEG"), 
Integrys Energy Services, Inc ("TEGE Inc"), and Integrys Energy Services - Natural Gas, LLC 
("TEGE LLC"). Also listed are TEGE Inc's affiliate and subsidiary companies that supply retail 
or wholesale natural gas and electricity in North America. The attached diagram shows a detailed 
picture of the TEG corporate structure. We have also included an organizational chart 
(Attachment A) 

AFFILIATE/DIVISION 

INTEGRYS ENERGY 
GROUP, INC. 

INTEGRYS ENERGY 
SERVICES, INC. 

INTEGRYS ENERGY 
SERVICES 
NATURAL GAS, LLC 

ADDRESS 

130 EAST RANDOLPH DRIVE, CHICAGO, IL 
60601 

1716 LAV^nENCE DRIVE, DEPERE, V^ 54115 

1716 LAWRENCE DRFVE, DEPERE, WI 54115 

RELATIONSHIP 

PARENT COMPANY 
OF INTEGRYS 
ENERGY SERVICES, 
INC. 

NON-UTELFTY 
SUBSIDIARY OF 
INlEGRYS ENERGY 
GROUP INVOLVED 
IN MARKETING 
REIAn, ELECTRIC 
POWER AND 
NATURAL GAS 

NON-UTE.ITY 
DIRECT WHOLLY 
OWNED 
SUBSIDIARY OF 
INTEGRYS ENERGY 
SERVICES, INC. 
INVOLVED IN 
RETAn, 
MARKETING FOR 
NATURAL GAS 

TEGE Inc has five other wholly owned subsidiaries, Quest Energy LLC located in Ami Arbor, 
MI, Integrys Energy Services of New York, Inc. located in Buffalo, NY, Integrys Energy 
Services of Canada Corp. located in DePere, WI, Integrys Energy Services - Electric, LLC 
located in DePere, WI and WPS Power Development, LLC located in DePere, WI. 

TEGE Inc has a limited partnership in Integrys Energy Services of Texas LP located in Houston, 
TX. 
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A-16 Exhibit A-16 "Companv Historv," provide a concise description ofthe applicant's company 
history and principal business interests. 

On February 21, 2007, WPS Energy Services, Inc's name changed to Integrys Energy Services, 
Inc. (TEGE Inc). The name of the parent corporation also changed on that date fi-om WPS 
Resources Corporation to Integrys Energy Group, Inc. This new name, Integrys, reflected the 
integration of Peoples Energy Corporation into the holding company structure. Megrys Energy 
Group, Inc. is a publicly traded (NYSE: "TEG") holding company based in Chicago, Illinois. 
TEGE Inc is a wholly owned direct subsidiary of Integrys Energy Group, Inc. On October 21, 
2009, the applicant, Integrys Energy Services - Natural Gas, LLC (TEGE LLC) was created as a 
separate legal entity with the intent to serve all of TEGE Inc's natural gas retail business upon 
receipt of contract assignments and any required regulatory approvals and me^mg any utility 
requirements to effectuate the transfer. 

TEGE Inc acquired an Ohio-based natural gas marketer, Fuel Services Group, in October 1996. 
With the acquisition, Fuel Services Group was renamed FSG Energy Services and operated as a 
division of TEGE Inc. However, TEGE Inc gradually transitioned all customers' agreements to 
the Integrys Energy Services Inc brand name and operating company. As soon as practical, after 
all applicable customers are assigned to TEGE LLC, TEGE Inc intends to abandon its certificate 
of authority to serve natural gas retail customers in Ohio. 

Headquartered in DePere, WI, TEGE LLC cuorently does not serve any customers, but expects to 
serve residential, small commercial, large commercial, industrial and aggregation customers in 
Ohio behind Duke Energy, Dominion East Ohio Gas, Columbia Gas and Vectren Energy 
Delivery. 



A-17 Exhibit A-17 "Articles of Incorporation and Bylaws." if applicable provide the articles of 
incorporation filed with the state or jurisdiction in which the applicant is incorporated and any 
amendments thereto. 

Attached is the Operating Agreement for TEGE LLC. (Attachment B) 



ATTACHMENT B DRAFT 10-26-09 

LIMITED LIABILITY COMPANY AGREEMENT 

OF 

INTEGRYS ENERGY SERVICES - NATURAL GAS, LLC 

EFFECTIVE AS OF OCTOBER 21,2009 
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LIMITED LIABILFTY COMPANY AGREEMENT 

This Limited Liability Company Agreement f"Agreement") of Integrys Energy 
Services - Natural Gas, LLC (the "Company") is created and shall be effective as of October 21, 
2009, by Integrys Energy Services, Inc., a Wisconsin corporation (the "Sole Member"). 

RECITALS 

A. A limited liability company known as Integrys Energy Services - Natural 
Gas, LLC (the "Company"), was formed on October 21, 2009 by causing the filing of its 
Certificate of Formation with the Delaware Secretary of State pursuant to the Act. 

B. Sole Member desires to adopt this Agreement as the operating agreement 
ofthe Company under the Act with respect to the capitalization and operation ofthe Company. 

NOW, THEREFORE, in consideration of the foregoing, tiie Company shall be 
managed and operated pursuant to this Agreement as follows: 

ARTICLE I 
DEFINITIONS 

Certain capitalized terms used in this Agreement shall have the following 
meanings: 

1.1. "Act" means the Delaware Limited Liability Company Act, 6 Del. C. §§ 
18.101 et seq., as amended fi-om time to time, and any successor provisions thereto. 

1.2. "Actor" has the meaning set forth in Section 5.17. 

1.3. "Agreement" means this Operating Agreement, as it may be amended, 
supplemented, or restated firom time to time. 

1.4. "Board of Directors" means the manager of the Company as described in 
Section 5.1. 

1.5. "Business Dav" means any day other than Saturday, Sunday, and any day 
which is a day on which banking institutions in De Pere, Wisconsin are authorized or required by 
law or other govemmental action to close. 

1.6. "Code" means the Intemal Revenue Code of 1986, as amended fi*om time 
to time, and any successor provisions thereto. 

1.7. "Certificate of Formation" means the Certificate of Formation of the 
Company, as filed with the Delaware Secretary of State, as the same may have been or may be 
amended fi-om time to time. 
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1.8. "Company" has the meaning set forth in the Recitals of this Agreement, 

l-^- "Director" means a member ofthe Board of Directors. 

1.10. "Dissolution Event" has the meaning set forth in Section 9.1. 

1.11. "Entity" means any general partnership, limited partnership, limited 
liability partnership, limited liability company, corporation, joint venture, tmst, business tmst, 
estate, cooperative, association, or government unit. 

1.12. "GAAP" means United States generally accepted accoimting principles as 
in effect fi"om time to time, consistentiy appHed. 

1.13. "Membership Interest" means a member's entire interest in the Company, 
including the member's share of any distributions of the Company's assets pursuant to this 
Agreement and the Act, and the right to vote on, consent to, or otherwise participate in, any 
decision or action of or by the members required xmder this Agreement and the Act. 
Membership Interests are represented by Units. 

1.14. "Person" means any individual or Entity. 

1.15. "President/CEO of Integrvs Energy Services" means the individual who 
fi-om time to time holds tiie position of President and Chief Executive Officer of the Sole 
Member. 

1.16. "Secretary" means the Secretary ofthe Company or other officer ofthe 
Company as designated by the Board of Directors pursuant to Section 5.14, or if no such Person 
has been appointed, then the highest officer ofthe Company, or if no officer has been appointed, 
then the Board of Directors. 

1.17. "Sole Member" means Integrys Energy Services, Inc., a Wisconsin 
corporation. 

1-18. "Treasury Regulations" or "Treas. Reg." means the regulations 
promulgated under the Code, as such regulations may be amended firom time to time. All 
references herein to specific sections ofthe Treasury Regulations shall be deemed also to refer to 
any corresponding provisions of succeeding Treasury Regulations. 

1.19. "Unit" means the Units issued and owned or held by the Sole Member 
representing its Membership Interest in tiie Company. 

ARTICLE II 
ORGANIZATION AND PURPOSE 

2.1. Formation. The Company was organized as a Delaware limited liability 
company by the filing ofthe Certificate of Formation pursuant to the Act. 
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2.2. Name. The name ofthe Company is "Integrys Energy Services - Natural 
Gas, LLC". The name ofthe Company may be changed from time to time at the discretion of 
the Board of Directors, and the Board of Directors is hereby authorized and empowered to 
execute and deliver in the name and on behalf of the Company any and all documents necessary 
or appropriate to effect any such name change, including, without limitation, amendments to the 
Certificate of Formation, provided that the Secretary promptiy notifies the Sole Member of any 
such name change. The Company may conduct its business under such other fictitious names as 
the Board of Directors selects and the law permits. 

2.3. Principal Place of Business. The principal office and place of business of 
the Company shall be located at 1716 Lawrence Drive, De Pere, Wisconsin 54115. The 
Company may locate its principal office and places of business at any other place in the United 
States as tiie Board of Directors may from time to time deem advisable. 

2.4. Registered Agent and Registered Office. The Company's registered agent 
shall be The Corporation Trust Company. The address ofthe Company's registered office shall 
be Corporation Trust Center, 1209 Orange Street, Wilmington, Delaware 19801. The 
Company's registered agent and registered office may be changed from time to time in the sole 
discretion of the Board of Directors by filing the name of the new registered agent and/or the 
address ofthe new registered office with the appropriate authority as required by applicable law. 

2.5. Term. The Company shall continue until the wuading up ofits business is 
completed following a Dissolution Event. 

2.6. Purpose. The purpose of the Company shall be to engage in the business 
of marketing and selling natural gas. The Company may exercise all powers reasonably 
connected with such business activities as well as any other business activities that may be 
legally exercised by limited liability companies under the Act, and the Company may engage in 
all activities necessary, customary, convenient, or incident to any ofthe foregoing. 

2.7. Organization Costs. The Company shall be responsible and shall pay for 
all fees, expenses and costs incurred in establishing and forming the Company, including, but not 
limited to, organizational fees, legal fees and accounting fees, 

2.8. Separate Entity. Subject to Section 2.9, the Sole Member intends that the 
Company conduct its business in a marmer consistent wifh its treatment as a limited liability 
company and not be operated or treated as an alter ego or surrogate of the Sole Member for any 
purpose, including, but not limited to, the Federal Bankruptcy Code, and this Agreement shall 
not be construed to suggest otherwise. The Sole Member shall not be liable for the liabilities of 
the Company except to the extent the Sole Member specifically assumes or guarantees any such 
liability in writing. The failure of the Company to observe any formalities or requirements 
relating to the exercise of its powers or the affairs of fhe Company shall not be grounds for 
imposing personal liability on the Sole Member for liabilities ofthe Company. 

2.9. Tax Classification. For federal income tax purposes and, where permitted, 
for state income tax purposes, the Company shall be treated as 
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tmless the Sole Member elects different treatment under Treasury Regulation Section 301.7701-3 
and/or applicable state tax law. 

2.10. Foreign Qualification. Before the Company transacts business in any 
jurisdiction other than Delaware in a manner that would require the Company to qualify or 
register to do business in such additional jurisdiction, the officers ofthe Company shall take all 
necessary actions to qualify the Company as a foreign limited liability company authorized to 
transact business in each such jurisdiction. 

2.11, Membership Unit Certificate. The Company may issue certificates that 
evidencing the current ownership of Units in the Company. 

ARTICLE III 
THE SOLE MEMBER 

3.1. Sole Member. The name and the business address of the Sole Member of 
the Company is: 

Integrys Energy Services, Inc. 
1716 Lawrence Drive 
De Pere, Wisconsin 54115 

3.2. Admissions of Additional Members. Additional members may be 
admitted to the Company in the sole discretion of the Board of Directors. Any additional 
member so admitted shall execute this Agreement as it may be modified or restated to reflect the 
addition such new member(s). 

3.3. Meetings. A meeting of the Sole Member may be held at such time and 
place as may be designated by the Board of Directors, for the purposes of transacting such 
business as may come before the meeting. 

3.4. Consent without Meeting. Any action required or permitted by this 
Agreement or any provision of law to be taken at a meeting ofthe Sole Member, may be taken 
without a meeting if a consent in writing, setting forth the action so taken, shall \ ^ signed by an 
officer or authorized representative of the Sole Member and the written consent is delivered to 
the Company for inclusion in the records ofthe Company. 

3.5. Limitation of Liability. The Sole Member's liability for debts, liabilities, 
and obligations of the Company shall be limited as set forth in this Agreement and other 
applicable law. Unless otherwise specifically agreed by the Sole Member in a writing separate 
fi-om this Agreement, the Sole Member shall not be personally liable for any debt, obhgation or 
liability ofthe Company. The failure ofthe Company to observe any formalities or requirements 
relating to the exercise of its powers or management of its business or affairs xmder this 
Agreement or the Act shall not be grounds for imposing liability on the Sole Member or the 
Board of Directors for Habilities ofthe Company. 



ATTACHMENT B 

3.6. Liability of Sole Member to the Company. If the Sole Member receives a 
distribution made by the Company in violation of this Agreement or the Act, the Sole Member 
shall be liable to the Company for the amount of such distribution if the Company makes a claim 
for such amount within three (3) years ofthe distribution date. 

ARTICLE IV 
CAPITAL CONTRIBUTIONS 

4.1. Initial Capital Contributions. The Capital Contribution made to the 
Company by the Sole Member upon the execution of this Agreement, and the number of Units 
issued to the Sole Member in exchange for such Capital Contribution are set forth on Exhibit A. 

4.2. Additional Capital Contributions. Additional capital contributions to the 
Company may be made at the discretion of the Sole Member. The Sole Member shall not be 
required to make any additional Capital Contributions. No additional Units in the Company 
shall be issued without the prior written consent ofthe Board of Directors. 

4.3. Interest on Capital Contributions. Except as otherwise expressly provided 
in this Agreement, the Sole Member shall not be paid mterest on the Sole Member's Capital 
Contributions to the Company. 

4.4. Loans. No provision of. this Agreement shall be construed so as to 
prohibit the Company from obtaining working capital or investment capital funds through loans 
firom third parties (which loans shall be nonrecourse with respect to the Sole Member) or in any 
other manner permitted by law. 

ARTICLE V 
MANAGEMENT 

5.1. Generally. The business of the Company shall be durected, managed, and 
controlled by its Board of Directors (the "Board of Directors"). Except as otherwise provided by 
nonwaivable provisions of applicable law, the Board of Directors shall have authority, power, 
and discretion to establish policies and procedures for the Company, to manage, direct, and 
control the business and properties of the Company. Unless authorized to do so by this 
Agreement or by the Board of Directors, no member. Director, officer, employee, attomey-in-
fact or other agent of the Company shall have any power or authority to bind the Company in 
any way, to pledge its credit or to render it liable for any purpose. The Board of Dkectors shall 
be considered the "manager" ofthe Company as that term is defined under the Act. 

5.2. Election of Directors: Eligibility. The Board of Directors shall consist of 
not less than three (3) Directors, the exact nmnber of which may be designated fi'om time to time 
by the Board of Directors. Only an individual (and not an Entity) may serve as a Director. 

5.3. Chairman. The Board of Directors may elect fi'om among its nmnber a 
Chairman. The principal duties ofthe Chairman shall be to preside at all meetings of the Board 
of Directors and at all meetings of the Sole Member which pertain solely to the Company, to 
coimsel with the officers of the Company, to coordinate fimctions of the Board of Directors and 
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those of the officers and other members of tiie Board of Directors, and to help develop and 
implement the overall policies and principles ofthe Company's operation endorsed by the Board 
of Directors. In the event the Chairman is imable to attend a Board of Directors meeting, the 
President/CEO of Integrys Energy Services shall assume the duties of the Chairman -until tiie 
Chairman can act on his own behalf. 

5.4. Meetings. The Board of Directors shall meet at such time and place as is 
determined by the Board of Directors and approved by the Chairman, as required to carry on the 
business ofthe Company. After obtaining tiie approval ofthe Chairman, any Director may call a 
meeting of the Board of Directors. The Director calling tiie meeting may designate any place, 
either within or outside tiie State of Delaware, as tiie place of meeting for any meeting of the 
Board of Directors. Meetings of tiie Board of Directors may be held in person or by use of any 
means of communication by which all Directors participating in the meeting may simultaneously 
hear each other. 

5.5. Notice of Meetings: Waiver of Notice. Written notice stating the place, 
day, and hour of the meeting and the purpose or purposes for which the meeting is called shall, 
after securing the approval ofthe Chairman, be delivered no fewer than two (2) days before the 
date of the meeting to each Director. Whenever any notice is required to be given to any 
Director under this Agreement or the Act, a written waiver of the notice signed at any time, 
whether before or after the time of the meeting, by the Director entitied to such notice shall be 
deemed equivalent to the giving of such notice. 

5.6. Quorum. A majority ofthe number of Directors shall constitute a quorum 
for the transaction of Company business at any meeting ofthe Board of Directors. 

e 

5.7. Manner of Acting. Except as otherwise required by the Act or by this 
Agreement, the Board of Directors shall act by the affirmative vote of a majority of the Directors 
present or participating at a meeting ofthe Board of Directors at which a quorum is present. 

5.8. Action Without a Meeting. Any action required or permitted to be taken 
at a meeting of the Board of Directors may be taken without a meeting if: (a) the action is 
evidenced by a written consent describing the action taken; (b) the written consent is signed by 
all members of the Board of Directors; and (c) the written consent is delivered to the Company 
for inclusion in the records ofthe Company. 

5.9. Resignation. A Director may resign at any time by delivering written 
notice to the Company. 

5.10. Removal. Any Director may be removed at any time, with or without 
cause, by majority vote ofthe Board of Directors. 

5.11. Vacancies. Any vacancy occurring in the Board of Directors shall be 
filled by majority vote ofthe Board of Directors. 

5.12. Good Faith. The Directors shall perform their duties in good faith, in a 
manner they reasonably believe to be in the best interests ofthe Company, and with such care as 
an ordinarily prudent person in a like position would use under similar circtmistances. 
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5.13. No Exclusive Duty to Company. The Directors shall not be required to 
manage the Company as their sole and exclusive function and they may have otiier business 
interests and may engage in other activities in addition to those relating to the Company. 

5.14. Delegation of Autiiority. The Board of Directors may, from time to time, 
delegate to one or more individuals such autiiority and duties as tiie Board of Directors may 
deem advisable to carry out the day-to-day business of the Company and may enter into 
contracts with such individuals for such purpose. In addition, the Board of Directors may, fixim 
time to time, assign titles (including chief executive officer, president, vice president, secretary, 
and treasurer) to any such individuals selected by the Board of Directors. Unless the Board of 
Directors specifies otherwise, if tiie title is one commonly used for officers of a business 
corporation, then the assignment of such title shall constitute tiie delegation ofthe authority and 
duties that are normally associated with that office, subject to any specific delegation of authority 
and duties made pursuant to this Section. Any number of tities may be held by the same 
individual. Any delegation pursuant to this Section may be revoked at any time by the Board of 
Directors. A delegation of authority pursuant to this Section, or the assignment of a titie 
pursuant to this Section, shall not, of itself, create any contract or employment rights. 

5.15. Execution of Documents. Any one or more of the authorized officers of 
the Company may execute docimients or instruments on behalf of the Company, including but 
not limited to agreements, contracts, checks, drafts, mortgages, leases, deeds, and bills of sale. 
This Section 5.15 relates only to the execution of documents or mstruments on behalf of the 
Company, Any approval required for such documents or instnmients, or the transactions 
contemplated therein, shall be governed by other Sections of this Agreement. 

' 5.16. Reliance, Any Person dealing witii tiie Company may rely on the 
authority of any officer in taking any action that is in the name ofthe Company without inquiry 
into the provisions of this Agreement or compliance therewith. 

5.17. Indemnification. The Company shall, to the maximmn extent permitted or 
required by law, indemnify, defend, and hold harmless any Director, officer, or employee ofthe 
Company (each, an "Actor") to the extent ofthe Company's assets, for, from, and agamst any 
liability, damage, cost, expense (including, witiiout limitation, attorneys' fees), loss, judgment, or 
amount paid in settlement incurred by the Actor arising out of any claim based upon acts 
perfonned or omitted to be performed by the Company, its Directors, officers, employees, or any 
of its or their agents in cormection with the business of the Company. Notwithstanding the 
foregoing, no Actor shall be so indemnified, defended, or held harmless firom claims related to or 
resulting fi'om (i) any act or omission that constitutes fraud, gross negligence, or willfiil 
misconduct on the part ofthe Actor, (ii) any act wherein the Actor failed to act in good faith and 
in a manner that the Actor reasonably believed to be in or not opposed to the best interests ofthe 
Company, or (iii) any act or omission that constitutes a violation of a criminal law (imless the 
Actor had no reasonable cause to believe that its act or omission was unlawfiil); and provided, 
further, that indemnification under this Section 5.17 shall be recoverable only fi'om the assets of 
the Company and not fi-om any assets of tiie Sole Member. Unless the Board of Dkectors 
determines in good faith that an Actor is unlikely to be entitied to indemnification imder this 
Section 5.17. the Company shall pay or reimburse attorneys' fees of the Actor as incurred, 
provided that the Actor executes an undertaking, with appropriate security if requested by the 
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Board of Directors, to repay the amoxmt so paid or reimbursed in the event that there is a final 
determination by a court of competent jurisdiction that the Actor is not entitied to 
indemnification under this Section 5.17. 

5.18. Exculpation. No Actor shall be liable, in damages or otherwise, to the 
Company or to the Sole Member for any loss that arises out of any act performed or omitted to 
be performed by such Actor pursuant to the authority granted by this Agreement if all the 
following conditions are met: (a) the Actor, at the time of such action or omission, determined in 
good faith that the Actor's course of conduct was in, or not opposed to, the best interests ofthe 
Company; (b) the conduct of the Actor did not constitute fraud, gross negligence, or willful 
misconduct; and (c) the conduct of the Actor did not constitute a violation of a criminal law 
(unless the Actor had no reasonable cause to believe that its action or omission was unlawful). 

ARTICLj: VI 
DISTRIBUTIONS 

6.1. Distributions Other Than in Liquidation. 

(a) In General. From tune to time prior to the occurrence of a 
Dissolution Event, the Board of Directors may, in its sole discretion, cause the 
Company to make distributions of cash or other property that the Board of 
Directors detennines is not needed for the operation ofthe Company. 

(b) Restrictions. Notwithstanding any other provision in this 
Agreement, no distribution may be made under this Section 6.1 if, after giving 
effect to such distribution, any of the followuig would occur: (i) the Company 
would not be able to pay its debts as they become due in the usual course of 
business; (ii) the fair value ofthe Company's total assets would be less than the 
total amoimt of its liabilities; or (iii) such distribution would otherwise be in 
violation ofthe Act. 

6.2. Distributions in Liquidation. During the winding up of the business of the 
Company following the occurrence of a Dissolution Event, the Company assets shall be applied 
and distributed in the following order of priority: 

(a) First, to the payment of any debts and liabilities of the Company, 
including debts owed to the Sole Member. 

(b) Second, to the setting-up of reserves to provide for any contingent 
liabilities or obligations of the Company, and any such reserves which are not 
applied to such liabilities or obligations shall be distributed in accordance with 
clause (c) below. 

(c) Third, to the Sole Member. 

All payments under this Section 6.2 shall be made as soon as reasonably practicable after the 
occunence ofthe Dissolution Event, and in any event by the end ofthe fiscal year in which the 
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Dissolution Event occurs, or, if later, witiiin ninety (90) days after tiie date that tiie Dissolution 
Event occurs. 

ARTICLE VII 
ACCOUNTING AND CERTAIN TAX MATTERS 

7.1. Fiscal Year. The Company's fiscal year shall end on December 31 of each 

year. 

7.2. Books and Records. The Company shall estabhsh such books, records, 
and accounts for tiie Company as are customary for businesses similarly situated or as are 
required by the Act, and as accurately reflect the financial condition and position of the 
Company in accordance with generally accepted accounting principles consistently appHed. The 
books and records ofthe Company may be inspected and/or copied by tiie Sole Member during 
ordinary business hours and for proper purposes. 

7.3. Reports. The Company shall prepare and provide tiie Sole Member with 
unaudited annual financial statements (balance sheet, income statement and statement of cash 
flow), together with all information required for the preparation of tax retums, within 90 days 
after the close of each fiscal year. 

7.4. Tax Elections. The Board of Directors shall have the sole discretion and 
authority to make or revoke any elections on behalf of tiie Company for tax purposes. 

ARTICLE VIII 
TRANSFER OF INTERESTS 

8.1. Assignment and Transfer. The Sole Member may voluntarily Assign its 
Units or any portion of its rights with respect to, or interest in, the Company. As used in this 
Section 8.1, "Assign" means sell, transfer or assign and "Assignment" means a sale, transfer or 
assignment. 

8.2. No Dissolution. The Sole Member's Assignment of its Units or any 
portion ofits interest shall not result in the dissolution ofthe Company. 

ARTICLE IX 
DISSOLUTION AND TERMINATION 

9.1. Dissolution. The Company shall be dissolved upon the occurrence of any 
ofthe following events (each, a "Dissolution Event"): 

(a) A written agreement to dissolve is signed by the Sole Member; 

(b) The unanimous affirmative vote ofthe Board of Directors; or 

(c) The entry, pursuant to the Act, of a decree of judicial dissolution of 
the Company. 
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Notwithstanding any provision of the Act, the Company shall not dissolve prior to the 
occurrence of a Dissolution Event. 

9.2. Effect of Dissolution. Upon a Dissolution Event, the Company shall cease 
to carry on its business, except insofar as may be necessary for the winding up of its business 
(including the sale or distribution of Company assets in an orderly manner), and such assets shall 
be applied in the manner and in the order of priority set forth in Section 6.2. As soon as possible 
following the occunence of a Dissolution Event, tiie appropriate representative ofthe Company 
shall execute certificate of cancellation in such form, and shall file such certificate of 
cancellation in such manner, as is prescribed by the Act. 

ARTICLE X 
MISCELLANEOUS PROVISIONS 

10.1. Notices. Any notice, consent, request, authorization, or approval 
permitted or required under this Agreement shall make specific reference to the fact that the 
notice is pursuant to this Agreement, shall be in writing, shall be delivered in person, by 
facsimile transmission (fax), by overnight air courier, or by registered or certified mail, and shall 
be directed to the parties at the addresses described below in this Section (or at such other 
address as shall be given in writing by a party hereto). Any such notice shall be deemed to have 
been duly given and to have become effective (i) in the case of personal delivery, when 
delivered, (ii) in the case of facsimile, when received by the recipient in legible form and the 
sender has received an electronic confirmation of receipt oftiie transmission (provided, however, 
that such transmission and confirmation are received by 5:00 p.m., local time, on a Business 
Day; otherwise, such transmission shall be deemed to have been received on the next Business 
Day), (iii) in the case of delivery by overnight courier, upon the date of delivery indicated in the 
records of such courier, and (iv) three (3) days after having been deposited in the mails as 
certified or registered matter, all fees prepaid. Any notice to the Company shall be sent to it at 
1716 Lawrence Drive, De Pere, Wisconsin 54115. Any notice to the Sole Member or a Director 
shall be sent to the most recent address ofthe Sole Member or such Director as reflected in the 
records ofthe Company. 

10.2. Choice of Law and Severability. This Agreement shall be construed, 
interpreted, and enforced in accordance with the intemal laws and decisions of fhe State of 
Delaware. If any provision of this Agreement shall be contrary to the laws of Delaware or any 
other applicable law, at the present time or in the future, such provision shall be deemed null and 
void, but this shall not affect the legality of the remaining provisions of this Agreement. This 
Agreement shall be deemed to be modified and amended so as to be in compliance with 
applicable law, and this Agreement shall then be construed in such a way as will best serve the 
intention ofthe parties at the time ofthe execution of this Agreement. 

10.3. Captions, Gender, References, and Number. The captions in this 
Agreement are inserted only as a matter of convenience and in no way affect the terms or intent 
of any provision of this Agreement. The words such as "herein", "hereinafter''^ "hereof, and 
"hereunder" refer to this Agreement as a whole and not merely to a subdivision in which such 
words appear unless the context otherwise requires. The singular shall include the plural, and the 
masculine gender shall include the feminine and neuter, and vice versa, unless the context 
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otherwise requires. All references to "Section" or "Article" shall be construed to mean the 
conesponding Section or Article in this Agreement, unless clearly indicated to the contrary. Any 
dollar amoimts specified in this Agreement refer to United States dollars. 

10.4. Binding Effect. Except as provided to the contrary, tiie terms and 
provisions of this Agreement shall be binding upon and shall inure to the exclusive benefit ofthe 
Sole Member, the Company and their permitted successors and assigns. 

10.5. Third-Party Beneficiaries. Nothing in this Agreement shall be construed 
to give any Person other tiian the parties to this Agreement any legal or equitable right, remedy, 
or claim under or with respect to provisions of this Agreement, except for (i) claims made 
regarding the authority to act on behalf of the Company pursuant to the provisions of Section 
5.16, and (ii) the indemnification rights granted pursuant to Section 5.17. In particular, but 
without limitation, the provisions of this Agreement are not for the benefit of, and may not be 
enforced by, any creditors ofthe Company. 

10.6. Entire Agreement. This Agreement constitutes the entire agreement of the 
Sole Member regarding the terms and operations ofthe Company, except for any amendments to 
this Agreement adopted in accordance with the terms herein. This Agreement supersedes all 
prior and contemporaneous agreements, statements, understandings, and representations 
regarding the terms and operations of the Company, except as provided in the preceding 
sentence, 

10.7. Amendment. The Agreement may be altered, amended or repealed and a 
new Agreement may be adopted only by the Sole Member; provided, however, that any action 
taken or authorized by the Sole Member or by the Board of Directors, which would be 
inconsistent with the Agreement then in effect but is taken or authorized by the Sole Member, 
shall be given the same effect as though the Agreement had been temporarily amended or 
suspended so far, but only so far, as is necessary to permit the specific action so taken or 
authorized, 

[SIGNATURE PAGE FOLLOWS] 
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IN WITNESS WHEREOF, the imdersigned has caused this Agreement to be 
executed by a duly authorized officer as oftiie date first written above. 

INTEGRYS ENERGY SERVICES, INC 

By: _ ^ 
Name: Mark A. Radtke 
Titie: President and Chief Executive Officer 

T:\DEPTS\LG_CoipSec\Departmentat\BoardOfDirectors\Iiitegrys Energy Services - Natural Gas. LLC\2009.10.21 Limited Liability Company AgreementEX)C 
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ATTACHMENT B 

EXHIBIT A 

SOLE MEMBER AND CAPITAL CONTRIBUTION 

Name and Number 
Address of Member Description of Capital Contribution Agreed Value of Units 

Integrys Energy Services, 
Inc., 1716 Lawrence Drive, 
De Pere, Wisconsin 54115 

13 



A-18 Exhibit A-18 "Secretary of State," provide evidence that the applicant is still currentiy 
registered with the Ohio Secretary ofthe State. 

TEGE LLC, a Delaware limited liability company, was formed as of October 21, 2009. Attached 
is a certificate of registration with the Ohio Secretary of State for TEGE LLC. (Attachment C) 



ATTACHMENT C 

illlill Illl 
DATE 
03/01/2010 

DOCUMmriD 
201005700449 

DKCRIRTON 
REG. OF FOR. PROFrf LW. LIAB. CO. 
(LFP) 

FILING 
125.00 

EXPED 
.00 

PENALTY 
.00 

CERT 
.00 

copy 
.00 

Receipt 
This is not a bill. Please do not remit payment. 

INTEGRYS ENERGY GROUP, INC 
700 NORTH ADAMS STREET 
POBOX 19001 
GREEN BAY. WI 54307 

S T A T E OF O H I O 
C E R T I F I C A T E 

Ohio Secretary of State, Jennifer Brunner 

1917325 

It is hereby certified that the Secretary of State of Ohio has custody ofthe business records for 

INTEGRYS ENERGY SERVICES-NATURAL GAS, LLC 

and, that said business records show the filing and recording of: 

Document(s): 

REG. OF FOR. PROFIT LIM. LIAB, CO. 

Document No(s): 

201005700449 

Witness my hand and the seal of the 
Secretary of State at Columbus, Ohio 
this 22nd day of Febmary, A.D. 2010. 

United Stales of America 
State of Ohio 

Office ofthe Secretary of State Ohio Secretary of State 



B-1 Exhibit B-1 **Jurisdictions of Operation," provide a current list of all jurisdictions in which the 
applicant or any affiliated interest of the applicant is, at the date of filing the application, 
certified, licensed, registered, or otherwise autiiorized to provide retail natural gas service, or 
retail or wholesale electric services. 

TEGE LLC has an altemative gas supplier license pending approval with the State of Michigan 
and the State of Illinois. 

TEGE Inc is a FERC licensed power marketer with the authority to participate in wholesale 
electric power markets throughout the U.S. Additionally, TEGE Inc or, as noted, an affiliate, is 
registered to provide retail electric service in the States of Ohio, Texas (Integrys Energy Services 
of Texas, LP), Rhode Island, Massachusetts, Maine, Illinois, New Hampshire, Connecticut, 
Michigan, New York (Integrys Energy Services of New York, Inc.), Delaware, Maryland, 
District of Columbia, New Jersey and Pennsylvania. In Ohio, TEGE Inc is a PUCO certified 
CRES and CRNGS supplier. TEGE Inc is also a registered natural gas supplier in Iowa (large 
customers), Illinois, Michigan, New York (Integrys Energy Services of New York, Inc.), and 
Pennsylvania. 

Among the other affiliates, WPS Power Development and Wisconsin Public Service Corporation 
(WPSC) hold power-marketing authority for wholesale markets, and WPSC, a public utility, is a 
retail gas and electric service provider in Wisconsin and the Upper Peninsula of Michigan. 
Upper Peninsula Power Company, a pubhc utility, is also a retail electric service provider in 
Michigan's Upper Peninsula. Michigan Gas Utilities Corporation, a public utility, is a retail gas 
service provider in southern and westem Michigan. The Peoples Gas Light and Coke Company 
and North Shore Gas Company, each a public utility, are retail gas service providers in lUinois. 

, Miimesota Energy Resources Corporation, a public utility, is a retail gas service provider in 
Minnesota. 



B-2 Exhibit B-2 "Experience & Plans/' provide a description ofthe applicant's experience and plan 
for contracting with customers, providing contracted services, providing billing Statements, and 
responding to customer inquiries and complaints in accordance with Commission rules adopted 
pursuant to Section 4929.22 ofthe Revised Code and contained in Chapter 4901:1-29 ofthe 
Ohio Administrative Code. 

TEGE Inc's intent is to assign its natural gas business in Ohio for Ohio Choice Programs and 
Aggregation programs to TEGE LLC as soon as practical. TEGE LLC has a Service Agreement 
in place with TEGE Inc (Attachment D). Therefore, TEGE LLC will utilize TEGE Inc's process, 
policy, systems and resources for contracting with customers, providing contracted services, 
providing billing statements, and responding to customer inquiries and complaints in accordance 
with Commission rules adopted pursuant to Section 4929.22 of the Revised Code and contained 
in Chapter 4901:1-29 ofthe Ohio Administrative Code. 

TEGE Inc's ability to successfully serve as a CRNGS Provider has been amply demonstrated 
through their past and cunent performance as both a retail electric and natural gas provider in 
Ohio and other states nationwide. TEGE Inc has been successful to date in the Ohio retail 
electric and gas markets serving over 99,000 customers of all sizes behind four different utilities. 
All efforts comply with the requirements of Commission rules adopted pursuant to the Ohio 
Revised Code. This includes such activities as telephone solicitation of customers, customer 
enrollment methods, customer service activities and response to customer concems. 

TEGE Inc has a local office in Worthington, OH and has participated in Ohio Choice Programs 
since 1986. As of December, 2009, TEGE Inc served over 99,000 Ohio customers and delivered 
approximately 53,000 dekatherms of gas a day for both Choice and non-Choice customers. 
Billing is accomplished with a combination of billing through the local distribution utility and 
using TEGE Inc's own proprietary billing system. Through TEGE Inc, TEGE LLC will provide 
a fully staffed and trained 24/7 call center to handle all customer questions and needs. Customer 
complaints are handled first through normal customer service channels but appropriately raised 
for management attention when circumstances dictate. TEGE Inc's customer complaint handling 
process is in the Attachment E, An established intemet site provides customer education content, 
program information and customer service access. This site contains links to specific infonnation 
regarding the various commimities served. Secure intemet and telephone based enrollment 
options will also be available. Additional internet-based services include online access to 
consumption data, energy consulting and accounting services, and energy efficiency product 
sales. 

TEGE LLC will ensure that TEGE Inc's high performance in the natural gas market, including 
the Ohio customers, will continue to represent our dedication to reliable service, commitment to 
customer satisfaction, and overall quality of energy supply service. 
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ATTACHMENT D 

SERVICE AGREEMENT 

THIS SERVICE AGREEMENT (the "Service Agreement") is made and entered 
into as ofthe 1st day of February, 2010, by and between INTEGRYS ENERGY SERVICES -
NATURAL GAS, LLC, a Delaware limited liability company (the "Qient Compmy"), and 
INTEGRYS ENERGY SERVICES, INC., a Wisconsin corporation (the '"Service Company"). 

R E C I T A L S 

A. The Service Company and the Client Compmy desire to eaiter into this 
Service Agreement whereby the Sendee Company agrees to provide, and the Client Cornpany 
agrees to accept and pay for, various services in support of Client Conipany and Client 
Company's retail business in Wisconsin, Michigan, Illinois, Ohio, Minnesota, (and in any other 
market as agreed to by the parties) and as provided herein; and 

B. Economies and efficiencies benefiting the Client Con^any will result 
from tiie performance by the Service Cowpmy of services as herein provided. 

NOW, THEREFORE, in consideration ofthe premises and fhe mutual agreements 
herein contained, the parties to this Service Agreement covenant and agree as follows: 

ARTICLE I 
SERVICES 

Ll. Services Provided. The Service Conipany shall finnish to the Client 
Company, if requested by the Client Company, upon the terms and conditions hereinafter set 
forth, such ofthe services desaibed in Appendix A attached hereto, at such times, for such 
periods and in such manner as the Client Company may fix)m time to time request and which 
the Service Company concludes it is able to perform. Tlie Service Cornpany shall also provide 
the Client Company with such special services, in addition to those services described in 
Appendix A hereto, as may be requested by the Client Coix^any firom time to time and which 
the Service Con^any concludes it is able to perform. In supplying such services, the Service 
Company may, where it deems appropriate, arrange for or utilize the services of such intemal or 
extemal e7q)erts, consultants, advisers, subcontractors, and oHher persons with necessary 
qualifications as are required for or pertinent to the performance of such services. 

1.2. Acceptance of S^T/ices. The Clieat Conq âny shall take firom the Service 
Company such ofthe services described in Section 1.1, and such additbnal general or special 
services, whether or not now contemplated, as are requested fi'om time to time by the CKeot 
Con^any and which the Service Conq)any concludes it is able to perform. 

1.3. Assigtmient of Sa'vice Costs. The services described herein shall be 
directly assigned by activity, project, program, work order, work group, particular personnel or 
other appropriate basis. The Client Con^any shall have the right from time to tune to amend, 
alter or rescind any activity, project, program or work order provided that (i) any sudi 
amendment or alteration which results in a material change in the scope ofthe services to be 
performed is agreed to by the Service Company, (ii) the Costs (as that term is defined in Section 

-2J-beiow^-for4he-seî iGes-Go-yered-l̂ the-activity î3g3ectr^ 



ATTACHMENT D 

any expense uicurred by the Service Company as a direct resoilt of such amendment, alteration 
or rescission ofthe activity, project, program or work order, and (m) no amendment, alteration 
or rescission of an activity, project, program or work order shall release the Client Company 
from liabiHty for all Costs already incurred by or contracted for by the Service Company 
pursuant to the activity, project, program or work order, regardless of whether the services 
associated with such Costs have been completed. 

1.4. Limited Warranty: Disclaimers. Subject to the tanas and conditions of 
this Service Agreement, the Service Company warrants that the services described herein will 
be performed consistently within the range of standard and reasonable practices ofthe industry 
performing similar services (the "Limited Warranty^. Any claim for breach ofthe Limited 
Warranty must be provided to the Service Cornpany in writing within ninety (90) days after the 
particular incident of service giving rise to such claim occurs (the 'Warranty Pmod"). The 
Service Company's sole obhgation and the Client Corr^any's exclusive remedy in the Qv&st of 
a breach ofthe Limited Warranty of which the Service Cornpany is notified in writing within 
the applicable Warranty Period shall be for the Service Company to reperform the non
conforming service, promptly and at no additional charge to fhe Client Company. THE 
LIMITED WARRANTY SET FORTH IN THIS SECTION IS EXCXUSIVE AND IN LIEU 
OF ALL OTHER WARRANTIES, WHETHER EXPRESS, IMPLIED OR STATUTORY. 
WITHOUT LIMITING THE FOREGOING, THE SERVICE COMPANY DISCLAIMS THE 
IMPLIED WARRANTIES OF MERCHANTABILITY AND HTNESSFOR PARTICULAR 
PURPOSE, AND ANY WARRANTIES ARISING FROM COURSE OF DEALING OR 
USAGE OF TRADE. 

ARTICLE n 
COMPENSATION 

2.1. Compensation for Services. As conipensation for the services to be 
rendered hereunder, the Client Company shall pay to the Service Cornpany all Costs which 
reasonably can be identified that are related to or arise from services performed by the Service 
Company for or on behalf of the Client Company. 

2.2. Monthlv Billing. The Service Company shall render a monthly bill to the 
Client Company which shall reflect the billing information necessary to identify the Costs 
charged for the preceding month. The bill for a given month shall be furnished to the Client 
Company by the 15*̂  day ofthe following month, and shall be paid by the Client Company on 
or before the last day of that following month. 

2.3. Service Costs. It is the intent ofthe parties that the payment for services 
rendered by the Service Conipany under this Service Agreement shall covrar all of the Service 
Con^any's Costs. "Costs" sMl mean all direct and indirect costs ofthe Service Con^any's 
performing and providing the services, including both directly assigned costs and altocated 
shares of general and indirect costs incurred by the Service (Zompany in doing business. The 
Costs shall include, but not be limited to, saferies and wages, office supplies and expenses, 
empbyee expenses, material costs, information systems, technology, software, transport^on 
charges, outside vendors and services employed, property insurance, injuries and damages, 
employee pensions and benefits, taxes, miscellaneous general e3q)enses, administration costs. 

MILW 9670209.3 
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rents, maintenance of structures and equipment, depreciation and amortization, other overhead, 
and compensation for use of capital at the Service Company's customary rates in effect from 
time to trnie. Certain directly assigned Costs will be calculated as described in Appendix A. 
Allocations of shares of general and indirect Costs shall be made in accordance with the Service 
Company's standard procedures in effect from time to time. 

ARTICLE m 
TERM 

3.1. Term. This Service Agreement shall become effective on the date hereof 
and shall continue in force unless and until it is tenninated by either party by giving not less 
than 180 days' prior written notice to the other party. This Service Agreement may also be 
subject to termination or modification at any time, without notice, if and to the extent 
performance under this Service Agreement may conflict with any applicable law (statutory or 
otherwise), ordinance, rule, regulation, bylaw or code of any govemmental or regulatory 
authority, whether fed^al, state or local. 

ARTICLE IV 
MISCELLANEOUS 

4.1 Amendment and Modification This Service Agreement may be amended, 
modified, or supplemented only through a writing signed by all ofthe parties hereto. 

4.2 Waiver of Compliance: Consents. Any feilure of a party to coniply with 
any obligation, covenant, agreement, or condition herein may be waived by the other party; 
provided, however, that any such waiver shall be effective only if made by a written mstrument 
signed by the party granting such waiver, and any such writtoa waiver shall not operate as a 
waiver o1̂  or estoppel with respect to, any subsequent or other Mure. 

4.3 Assignment. This Service Agreement and all of the provisions hereof 
shaD be binding upon and inure to the benefit ofthe parties hereto and their respective successors 
and permitted assigns. This Service Agreem^it may not be assigned by either party, in whole or 
in part, without the prior written consent ofthe other party, such consent not to be unreasonably 
withheld or delayed. Nothing in this Service Agreement, expressed or impEed, is intended or 
shall be construed to confer upon any pei^on or entity other than the parties and any of their 
respective successors and permitted assigns, any rights, remedy, or claim under or by reason of 
this Service Agreement or any provisions herein contained. 

4.4 Notices. All notices and other communications hereunder shall be in 
writing and shall be deemed to have been duly given if delivered by hand, sent via confirmed 
facsimile transmission, or mailed by registered or certified mail (return receipt requested) to the 
party to be notified at its address or fecsimOe number as set forth below. 

Ifto Client Conipany: 
Integrys Energy Services - Natural Gas, LLC 
1716 Lawrence Drive 
De Pere, Wisconsin 54115 

—Attnf-Daniel-JA^erbana -̂ViGePre&ident 
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Fax: (920)617-6253 

Ifto Service Coropany: 
Integrys Energy Services, Inc. 
1716 Lawrence Drive 
De Pere, Wisconsin 54115 
Attn: Contract Administration 
Fax: 920-627-6070 

Notices shall be effective upon receipt. A party may change its address or &csinrile number for 
notices by giving written notice ofthe change to fhe other party in accordance with this section 

4.5 Headings. The article and section headings contained in this Service 
Agreement are for reference purposes only and shaU not afifect in any way the meaning or 
interpretation of this Service Agreement. 

4.6 Severability. If any one or more provisions contained in this Service 
Agreement shall, for any reason, be held to be invalid, illegal, or unenforceable in any respect, 
such invahdity, illegality, or unenforceability shall not affect any other provision of this Service 
Agreement, and this Service Agreement shall be construed as if such invalid, .illegal, or 
unenforceable provision had never been contained herein 

4.7 Disclaimer of Damages. Notwithstanding anything to the contrary herein, 
IN NO EVENT SHALL EITHER PARTY BE LIABLE FOR ANY LOST OR PROSPECTIVE 
PROFITS OR REVENUES OR FOR ANY OTHER INCIDENTAL, CONSEQUENTIAL, 
PUNITIVE, EXEMPLARY, SPECIAL, CONTINGENT OR INDIRECT LOSSES OR 
DAMAGES ARISING FROM THIS SERVICE AGREEMENT OR ITS PERFORMANCE OR 
BREACH, OR FROM ANY ACT OR OMISSION UNDER OR IN CONNECTION WITH 
THIS SERVICE AGREEMENT, REGARDLESS OF WHETHER SUCH PARTY HAS BEEN 
ADVISED OF THE POSSIBILITY OF SUCH LOSSES OR DAMAGES. 

4.8 Liability Cap. Notwithstanding anytiiing to the contrary herein, in no 
event shall the Service Company's total liability under this Service Agreement, whether for 
breach of contract, breach of warranty, tort (indudiag negligence and strict liability) or 
under any other theory of law or equity, exceed an amount equal to the aggregate amount 
of Costs actually paid to the Service Company hereunder by the Client Company. 

4.9 Governing Law. This Service Agreement shall be gov^ned by and 
construed in accordance with the domestic laws ofthe State of Wisconsin without giving effect 
to any choice or conflict of law provision or rule that would cause the application ofthe laws of 
any jurisdiction other than the State of Wisconsin. 

4.10 Execution In Counterparts. To fecilitate execution, this Service 
Agreement may be executed in as many counterparts as may be required; and it shall not be 
necessary that the signatures o^ or on behalf o:l̂  each party appear on each counterpart; but it 
shall be sufficient that the signature of, or on behalf o^ each party appear on one or more ofthe 
counterparts. All counterparts shall collectively constitute a single agreement. It shall not be 

4 
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necessary in making proof of this Service Agreement to produce or account for more than the 
number of counterparts containing the respective signatures ol̂  or on behalf o5 the parties. 

4.11 Force Majeure. "Force Majeure" shall mean in respect of a party (the 
"Excused Party") an event beyond the reasonable control of such Excused Party which 
prevents or delays such Excused Party firom performing all or some ofits obligations under 
this Service Agreement (except for the obligation to pay money when due), including, 
without limitation, war, hostilities, civil disturbances, any kind of local or national 
emergency, acts of terrorism, riot, fire, flood, hurricane, storm, earthquake, concealed or 
subterranean conditions, power failure or power surge, epidemic, explosion, sabotage, act 
of God, acts or failures to act by governmental authorities (including feilure to issue, delay 
in issuing, or revocation of, permits, licenses, approvals and consents, except to the extent 
such failure, delay or revocation is due solely to the gross negligence or willful misconduct 
ofthe party claiming an excuse), acts or failures to act of a third party, strike, slowdown or 
other labor unrest or dispute, delay of carriers, failure ofthe usual modes of transportation, 
embargo, or change in applicable law firom that m effect on the date hereof Neither party 
shall be liable to. the other for any failure of or delay ni performance of any of its 
obligations under this Service Agreement (other than feilure to make any payment at the 
time due and owing) to the extent due to the occurrence of a Force Majeure affecting such 
party. Each party shall notify the other party pron^tly of the occurrence of any Force Majeure 
and its expected duration, and shall resume fiill performance under this Service Agreement as 
promptly as practicable aft^ such Force Majeure has terminated. 

4.12 Independent Contractor. The Service Conpany is an independent 
contractor, and nothing in this Service Agreement shall constitute or create a joint venture, 
partnership, agency or other similar arrangement between the parties. Neither party is authorized 
to act as agent for the other party, except as otherwise expressly agreed to m writing by the 
parties. 

4.13 Entire Agreement. This Service Agreement, together with Appendix A 
attached hereto, represents the entire undertaking and agreement ofthe parties with r ^ e c t to the 
subject matter hereof sxipersediag aU prior and conten5)oraneous agreements, representations, 
warranties, undertakings, and understandings by and bdween the parties with respect to said 
subject matter, whether oral or written. 

[Signature Page Follows] 
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IN WITNESS WHEREOF, the parties hereto have caused this Service Agreement 
to be executed as ofthe date and year first above written. 

INTEGRYS ENERGY SERVICES -
NATURAL GAS, LLC 

Nake:^ 

IAL GAS, LLC 

Tide: T * ^ 
A. " ^ A A V ^ 

t i t - f ^ 

INTEGRYS ENERGY SERVICES, BVC 

By:_cJ^ 
Name: Q . ^ ^ . ^ ^ . SJcoMM^ 
Title: p j t ^ k u ' v U ^ 

MILW 9670209.3 
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APPENDIX A 
DESCRIPTION OF SERVICES AND 

DETERMINATION OF CERTAIN CHARGES FOR SERVICES 

I. Certain directly assigned Costs will be d^ermined as follows: the Service Company will 
maintain an accounting system for accumulating Costs on an activity, project, program, 
work order, work group, particular personnel or other appropriate basis. To the extrait 
practicable, time records of hoxars worked by Service Company eniployees will be kept 
by activity, project, program or work order. Charges for salaries and wages will be 
determined ^ m such time records and will be conputed on the basis of employees' 
effective hourly rates, including the cost of fringe benefits and payroll taxes. Records of 
employee-related expenses and other Costs will be maintained for each service provided 
by the Service Company hereunder (hereinafter referred to as the "Services"). Where 
identifiable to a particular activity, project, program or work order, sudi Costs will be 
directly assigned to such activity, project, program or work order. 

II. The Service Conpany's Costs accumulated in an activity, project, program, or work 
order for Services performed for the Client Company will be directly assigned and 
charged to the Client Company. In addition, aUocations of shares of general and indirect 
Costs shall be made in accordance with the Service Corr^any's standard procedures in 
effect from time to time and charged to the Client Con5)any, as described in the Service 
Agreement. 

III. A description of the Services, which may be modified from time to time upon mutual 
agreement ofthe parties, is set forth below. The Service Company shall perform such of 
these Services, at such times, for such periods and in such manner as the Client Company 
may from time to time request and which the Service Con^any concludes it is able to 
perform, all subject to the terms and oonditioiis ofthe Service Agreement. 

1) Human Resource Services 

2) Administrative Services 

3) Competitive Excellence & Project Management Sarices 

4) Accounting & Finance / Treasury Services 

5) Credit Services 

6) Sales & Marketing Services 

7) Account Management Services 

8) Risk Administration Services 

'9)~SupplyV43oad-F0r©Gast-mg--̂ 0minat4ig-A-FriGm êFviGes 
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10) Legal, Regulatory & Audit Services 

11) Information Technology Services 

12) Facilities Services 

MILW 9670209.3 
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Integrys Energy Services - Natural Gas, LLC, via Integrys Energy Services, Inc., handles all customer 
inquires and complaints according to the following internal procedure: 

integrvs Energy Services Customer Complaint Procedure 

Scope of Procedure: This procedure documents the process that will be followed for any 
Integrys Energy Services - Natural Gas, LLC ("TEGE LLC") customer complaint including, but 
not limited to pricing, billing, usage, and other disputes. This procedure includes all small 
commercial and residential accounts whether active or inactive. 

When TEGE LLC receives a complaint from a customer, complete the following steps within 24 
hours: 

Step 

1 

2 

3 

4 

5 

Action 

Notate the complaint in the appropriate 
system 

Gail customer to acknowledge and confirm 
receipt ofthe complaint. 
Notate customer conversation into appropriate 
system with specific notation as to whether the 
issue is resolved or requires additional follow 
up. 

If the customer is Satisfied 
with the explanation of the 
issue... 

If the customer is 
NOT satisfied with the 
resolution/explanation and 
further research is 
required... 

Notate the 
resolution in the 
appropriate 
system as being 
closed. 

Notate the 
conversation in 
the appropriate 
system. 
Note the account 
with possible 
next steps, if 
known, and a 
follow up date to 
provide the 
customer with 
status. 

Owner 

Value 
Support 

Value 
Support 

Value 
Support 

Value 
Support 

Value 
Support 



B-3 Exhibit B-3 "Summary of Experience." provide a concise and current summary of the 
applicant's experience in providing the service(s) for which it is seeking renewed certification 
(e.g. number and types of customers served, utility service areas, volume of gas supplied, etc.). 

TEGE LLC will be serving the Ohio market utilizing a Service Agreement with TEGE Inc. 
TEGE LLC intends to serve all of the TEGE Inc customers in Ohio as soon as practical. In 
2009, TEGE Inc had wholesale and retaii natural gas sales of 639 BCF. TEGE hic. tiirough its 
office in Worthington, OH has participated in Ohio Choice Programs since 1986, as Fuel 
Services Group, since 1994 under WPS Energy Services and beginning in 2007 as TEGE Inc. 
TEGE Inc currentiy participates in the Columbia Gas of Ohio, Dominion East Ohio, and Duke 
Energy Choice Programs. In Ohio's Choice Programs, as of December 2009, TEGE Inc 
delivered approximately 20 Mcf/per customer to over 18,000 customers on Columbia Gas of 
Ohio: approximately 28 Mcf/per customer to over 49,000 customers on Dominion East Ohio; 
and approximately 24 Mcf/per customer to over 31,000 customers on Duke Energy. 

TEGE Inc also serves non-choice customers throughout Ohio. These numbers are included in the 
list below. 

Utility 

Columbia Gas of Ohio 
Dominion East Ohio 
Duke Energy 
Vectren 

Approximate Annual Volume for 
Year 2009 in Mcf 

364,000 
1,366,000 

744,000 
1,117,000 

Approxunate Number of 
Customers 

18,000 
49,000 
31,000 

2 



B-4 Exhibit B-4 "Disclosure of Liabilities and Investigations/* provide a description of all existing, 
pending or past rulings, judgments, contingent liabilities, revocations of authority, regulatory 
investigations, or any other matter that could adversely impact the applicant's financial or 
operational status or ability to provide the services for which it is seeking renewed certification. 

TEGE LLC does not have any liabilities or investigations to disclose which could adversely 
impact its financial or operational ability to serve as a retail natural gas supplier in the State of 
Ohio. 

In Docket No. IN09-2-000, the Federal Energy Regulatory Commission (FERC) issued an order 
on October 24, 2008 approving a Stipulation and Consent Agreement between the Office of 
Enforcement and TEGE Inc. The Order resolved an investigation into certain self-reported 
violations by TEGE Inc ofthe FERC's capacity release policies, including circumvention ofthe 
posting and bidding requirements for released capacity and violations of the shipper-must-have-
title requirement. TEGE Inc agreed to pay a civil penalty of $800,000 and to disgorge 
$194,505.78, plus interest, in unjust profits. TEGE Inc has completed the reporting requirements 
required by the FERC Order. 



B-5 Exhibit B-5 "Disclosure of Consumer Protection Violations" disclose whetiier the applicant, 
affiliate, predecessor ofthe applicant, or any principal officer ofthe applicant has been convicted 
or held liable for fraud or for violation of any consumer protection or antitrust laws since 
applicant last filed for certification. 

0 N o D Yes 

If yes, provide a separate attachment labeled as Exhibit B-5 "Disclosure of Consimier Protection 
Violations" detailing such violation(s) and providing all relevant documents. 

10 



B-6 Exhibit B-6 "Disclosure of Certification DeniaK Curtailment. Suspension, or 
Revocation"disclose whether the applicant or a predecessor of the applicant has had any 
certification, license, or application to provide retail natural gas or retail/wholesale electric 
service denied, curtailed, suspended, or revoked, or whether the applicant or predecessor has 
been terminated from any of Ohio's Natural Gas Choice programs, or been m default for failure 
to deliver natural gas since last filed for certification. 

a No D Yes 

If yes, provide a separate attachment labeled as Exhibit B-6 "Disclosure of Certification DeniaL 
Curtailment. Suspension, or Revocation" detailing such action(s) and providing all relevant 
documents. 
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C-1 Exhibit C-1 ''Annual Reports," provide the two most recent Annual Reports to Shareholders. If 
applicant does not have aimual reports, the appUcant should provide similar information, labeled 
as Exhibit C-1, or indicate that Exhibit C-1 is not applicable and why. 

TEGE LLC is a wholly owned subsidiary of TEGE Inc, which is a wholly owned subsidiary of 
Integrys Energy Group, Inc ("TEG"). Attached are tiie 2007 and 2008 Annual Reports for TEG. 
(Attachment F) 
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* WPS Investments owned 34.5% of American Transmission Company, LLC at December 31, 2007, 
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'I'oy. Peoples Gas Senior Service Specialists la tonva Morsby (left) and Clarence Terteet (caita) and Crew Leader [ames Garcia (ci({hi) work in a North 

Chicago neighborhood. 

Iwiimi. Wisconsin Public Service Corporaiion Line Electrician Craig Gierczak (kfi) and Lead Line Liectrician Scott Palubicki (ry/;:) prepare for work on an electric 

di«ributioii ]ine in Green Bay. Wisconsin, 
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Highlights 
Year E n d e d D e c e m b e r 31 

Consolidated revenues - nonregulated (Millions) * 

Consolidated revenues - utility (Millions) 

Margins - nonregulated segment (Millions) * 

Margins - utility segments (Miltions) 

Income from continuing operations (Mill ions)* 

Income available for common shareholders (Millions) 

Earnings per common share (basic) 

Income from continuing operations 

Discontinued operations, net of tax 

Earnings per common share (basic) 

Earnings per common share (diluted) 

Income from continuing operations 

Discontinued operations, net of tax 

Earnings per common share (diluted) 

Dividends per share 

Book value per share 

Common stock price at year end 

Shares outstanding at year end (excludes treasury 

stock and shares in deferred compensation trust) 

Total assets fM///fonsJ 

* Refer to Management's Discussion and Anslysis for an explanation of changes from prior year. 

Cash F ows Summary 

Year E n d e d D e c e m b e r 31 (Mi l l ions) 

Net cash operating activities * 

Net cash investing activities * 

Net cash financing activities * 

Net cash discontinued operations * 

Change in cash and cash equivalents * 

2007 
$ 6 ^ 8 7 . 0 

3 , ^ . 4 

310.8 

1 ^ 1 . 2 

1 f 1 . 1 
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$zm 
;,.'4 . ^ 1 - ^ 
'a mm 

mAQ 
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$ 2.56 
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1-5.992,234 
$11.^1.4 

zm? 
: s^.5 

mm 
^ C4S9.2) 

i 0^Z 
! $ 1 8 ^ 

2 0 0 6 

$5,1567 

1,734.0 

187.8 

727.9 

151.6 

155.8 

$3.51 

0.17 

$3.68 

$3.50 

0.17 

$3.67 

$ 2.28 

35.61 

$54.03 

43,063,794 

$6,861.7 

2 0 0 6 

$ 72.9 

(1,030.1) 

891.7 

61.0 

$ (4.5) 

Percent 
Change 

35.5 

90.6 

65.5 

73.3 

19.5 

61.3 

(29.1) 

-

(4.6) 

(29.1) 

-

(4.6) 

12.3 

19.6 

(4.3) 

76.5 

63.7 

2 0 0 5 

$77 .4 

(148.8) 

-

59.1 

$(12.3) 

* Refer to Management's Discussion and Analysis ^or an explanation of changes from prior year. 

2007 Earnings By Segment (Millions) 

Integrys Energy Sen/ices 

Oil and Natural Gas Production * 

Holding Compan^, 

Total Earnings S251.3 

* This business segment was sold in September 2007, and results are forthe period January 1, 2007, through September 23, 2007. 
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At-A-Glance 
Regulated Operations 

I [ Minnesota Energy Resources Corporation 

Q Michigan Gas Utilities Corporation 

^ Wisconsin Public Service Corporation 

[^ Upper Peninsula Power Company 

H The Peoples Gas Light and Coke Company 

• North Shore Gas Company 

i ta^JXQ w 
^ ^ 

integrys 
Integrys Energy Group, Inc. is a holding conrtpany headquartered 

in Chicago, Illinois. Subsidiaries provide products and services 

in both regulated and nonregulated energy nnarkets. 
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The Peoples Gas Light and Coke Company 
Bus iness 

• Established in 1855 (acquired by Integrys Energy Group 
on February 21,2007). 

• Regulated natural gas utility, 

• Operates in Illinois (see map at left). 

• 1,534 employees. 

M a r k e t 

• Serves approximately 830,000 residential, commercial, and industrial 

retail sales and transportation customers in the city of Chicago. 

• Natural gas revenues are comprised of 100% retail sales. 

Fac i l i t i es 

• Approximately 4,336 miles of natural gas main. 

• Owns and operates an underground natural gas storage reservoir 
(Manlove Field) and a liquefied natural gas plant in central Wl'ino'is. 

m Owns a natural gas pipeline system that runs from Manlove Field 
to Chicago with seven major interstate pipeline interconnects at 
various points. 

Wisconsin Public Service Corporat ion 
Bus iness 

• Established in 1883. 

• Regulated electnc and natura) gas utility. 

• Operates in northeast and central Wisconsin and an adjacent port ion 

of Upper Michigan (see map at left). 

• 2,158 employees. 

M a r k e t 

• Serves approximately 433,000 electric and approximately 
314,000 natural gas customers. 

• Provides electric and natural gas products and sen/ices to residential, 

farm, commercial, and industrial customers. Also provides electric 
power to wholesale customers, 

• Electric operations accounted for 70.5% and natural gas operations 

accounted for 29.5% of 2007 revenues. 

• Electric revenues are comprised of 87.6% retail sales and 
12.4% wholesale sales. 

• Wisconsin customers accounted for 94.5% and Michigan customers 

accounted for 5.5% of 2007 revenues. 

Fac i l i t ies 

• Electric generating capacity based on summer capacity ratings is 
1,757.4 megawatts, including share of jointly owned facilities. A 
peak demand was reached on July 31 , 2007, with a system demand 
of 2,305 megawatts. 

• Electric property includes 21,496 miles of electric distribution lines, 

95% of which are operated at 24.9 kV. 

• Natural gas property includes 7,392 miles of natural gas main, 

73% of which is plastic main, and 50 gate and city regulator stations. 

Minnesota Energy Resources Corporat ion 
Bus iness 

• Natural gas distribution operations for more than 70 years 

(acquired by Integrys Energy Group in 2006). 

• Operates in Minnesota (see map at left), 

• 225 employees. 

M a r k e t 

• Provides natural gas distribution services lo more than 
207,000 natural gas customers in 165 communities. 

• Natural gas revenues are comprised of 100% retail sales. 

f a c i l i t i e s 

• Natural gas property includes 4.424 miles of transmission and 

distribution main, approximately 64% of which is plastic main, 

and 158 gate and city regulator stations. 

Michigan Gas Util it ies Corporat ion 
Bus iness 

• Natural gas distribution operations since 1859 
(acquired by Integrys Energy Group in 2006). 

• operates in southern and western Michigan (see map at left). 

• 177 employees. 

M a r k e t 

• Provides natural gas distribution services to approximately 

165,000 natural gas customers in 147 communities. 

• Natural gas revenues are comprised of 100% retail sales. 

Fac i l i t i es 

• Owns a 3.6 bil l ion-cubic-foot natural gas storage f ield. 

• Natural gas property includes 3,744 miles of transmission and 

distribution main, approximately 50% of which is plastic main, 

and 32 gate and city regulator stations. 

Nor th Shore Gas Company 
Bus iness 

• Established in 1900 (acquired by Integrys Energy Group 

on February 2 1 , 2007). 

• Regulated natural gas utility. 

• Operates in Illinois (see map at left). 

• 203 employees. 

M a r k e t 

• Serves approximately 158,000 residential, commercial, and industrial 

retail sales and transportation customers in the northern suburban 

area of Chicago. 

• Natural gas revenues are comprised of 100% retail sales. 

Fac i l i t i es 

• Approximately 2,368 miles of natural gas main, and 7 gate and city 

regulator stations. 

Upper Peninsula Power Company 
Bus iness 

• Established in 1884 (acquired by Integrys Energy Group in 1998). 

• Regulated electric utility. 

• Operates in primarily rural countryside covering 10 o f t h e 15 counties 

in the Upper Peninsula of Michigan (see map at left). 

• 163 employees. 

M a r k e t 

• Serves approximately 52,000 electric customers in 99 communities. 

• Electric revenues are comprised of 82 . 1% retail sales and 
17.9% wholesale sales. 

Fac i l i t i es 

• Electric generating capacity based on summer capacity ratings is 
58.9 megawatts. A peak demand was reached on August 1, 2007, 
with a system demand o i 1S4.9 megawatts. 

• Electric property includes 3,248 miles of electric distribution lines. 

Moving Forward Integrys Energy Group, Inc. 



At-A-Glance 
Nonregulated Operations 

n American Transmission Company, LLC 
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Integrys Energy Services, Inc. 
Business 

• Established in 1994, 

• Competit ive energy supply and services company, which also owns 
and operates various nonregulated electric generation facilities. 

• Principal energy marketing operations and energy assets located 

near customers served (see map at left). 

• Provides retail and wholesale products in deregulated energy 

markets in the United States and Canada, 

• Develops nonregulated assets and provides electric power 

generation services. 

• 499 employees. 

Market 
• Geographic footprint targets services to organized markets, most 

heavily concentrated in the northeast quadrant of the United States 

ar)d adjacent portions of Canada, and also includes services targeted 

toward energy-intensive regions of Texas and Alberta, Canada. 

• Emphasis is on serving retail (industrial commercial, and residential) 
and wholesale customers. 

P r o d u c t s a n d Serv i ces 

• Provides individualized energy supply solutions, structured products, 

and strategies that allow customers to manage energy needs while 

capitalizing on opportunities resulting from deregulation. 

• Provides natural gas, electric, and alternate fuel products, real-time 
energy management services and energy utilization consulting. 

• Provides market management services and optimization of energy 
assets in the competit ive marketplace. 

• Patented DENet® and eMiner'" computer technology allows 
customers to monitor and manage their energy usage. 

• Provides engineering and management services and operations and 
maintenance sen/ices. 

• Generation areas of expertise indude cogeneration, distributed 

generation, renewables and clean fuel generation. 

Facilities 
• Electric generation facilities include 367.2 megawatts of summer-rated 

capacity as follows: 

• 210.7 megawatts of combined cycle generation facilities 

• 96.2 megawatts of steam generation facilities 

• 36.8 megawatts of hydroelectric generation facilities 

• 23.5 megawatts of combustion turbine and diesel generation facilities 

Integrys Business Support, LLC 
Bus iness 

• Established in 2007, became operational on January 1, 2008. 

• Provides centralized business support services to Integrys Energy 

Group, Inc. and its subsidiaries. 

WPS Investments, LLC 
Business 
• Organized in 2000. 

• A nonutility company that holds the investment of Integrys Energy 
Group and its subsidiaries in American Transmission Company, LLC, 

• As of December 31 , 2007, WPS Investments owned a 34.5% interest 
in American Transmission Company. 

• As of December 31 , 2007, Integrys Energy Group, Inc. owns 77.9%, 
Wisconsin Public Service Corporation owns 17.3%, and Upper 
Peninsula Power Company owns 4.8% of the outstanding 
membership interest of WPS Investments, LLC. 

American Transmission Company, LLC 
Business 
• Organized in 2000. 

• A for-profit, transmission-only utility company. 

• Owns, maintains, monitors, and operates electric transmission 
assets in portions of Wisconsin, Michigan, Minnesota, and Illinois. 

• Assets were previously owned and operated by multiple electric 
utilities serving the upper Midwest, all of which transferred their 
transmission assets to American Transmission Company in 
exchange for an ownership interest. A Wisconsin law encouraged 
utilities In the state to transfer ownership and control of their 
transmission assets to a state-wide transmission company. 

• The Midwest Independent System Operator (MISO) directs American 

Transmission Company's operation o f t h e transmission system. 

Moving Forward Integrys Energy Group, Inc. 



Fellow Shareholders: 

Shockwaves rolled through the United States 

economy in recent months, impacting the real 

estate market, financial institutions, and the 

general health ofthe economy. Apprehension 

regarding the fallmg value ofthe dollar and 

America's ability to compete in a global economy, 

as well as concern for the environment, inapacted 

our industry and our company. 

Employees at Integrys Energy Group reacted by 

moving forward, embracing these challenges, 

and continuing to create a new company from 

the merged and acquired entities we brought 

together in the past two years. Let's examine 

the tremendous progress we've made. 

&'• iff 
Li'.J . 

Witf , ^ % 

\ 

LarrvL. Wevers 

IVesidf nt and Chief Executive Officer 

Integrys Energy Group, Inc. 

m^ " i 
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Capturing Value Quickly 
We completed the merger of WPS Resources Corporation and 

Peoples Energy Corporation on February 21 , 2007, and became 

Integrys Energy Group, Inc. This was less than eight months 

after announcement, an almost unheard-of accomplishment 

in the energy industry, which Is subject to numerous regulatory 

approvals. Following merger completion, we immediately began 

to identify and capture benefits from the combination. 

Teams throughout the company immediately began implementing 

plans to capture synergies from our combined entities. These 

activities resulted in synergy savings of $38 million in 2007, well 

beyond our budgeted savings for the year. Our plans to capture 

additional synergy savings are in place and should result in savings 

that exceed our original estimates. We currently expect to achieve 

$406 million In total synergy savings through 2011, savings that 

will be shared with both customers and shareholders. 

On the very day we closed our merger, we announced our 

decision to sell the acquired oil exploration and natural gas 

production division located in Houston, Texas. We completed 

the sale on September 28, 2007, earlier than anticipated and 

at a higher price than we expected. The sale and substantial 

receipt of cash enabled us to reduce our short-term borrowing, 

lower our risk profile, and strengthen our balance sheet. 

We also immediately began strengthening existing relationships, 

and building new ones, in the regulatory and political 

environments where Integrys Energy Group operates. Our 

goal continues to be building relationships of trust and respect 

for every level of our company, everywhere we operate. 

We filed for rate relief in Illinois for Peoples Gas and North 

Shore Gas. These two subsidiaries had not sought base rate 

relief for 12 years. The rate cases were successfully completed 

in early February 2008, resulting in $71 million of rate increases 

and terms and conditions that will enable us to create additional 

value for our customers and enhance the value of these 

subsidiaries for our shareholders. 

As part of our rate cases, the Illinois Commerce Commission 

approved our proposed Volume Balance Adjustment rider, also 

known as decoupling, on a four-year trial basis. This mechanism 

breaks the link between utility revenues and customers' energy 

consumption and provides the revenues necessary to run our 

6,000-m[(e natural gas delivery system in Illinois. The mechanism 

will allow the utilities to adjust rates to recover or return under or 

over collections of margin revenues due to variations from the 

margin revenues that are approved in the rate case. Such 

variations result from weather, customer conservation, or factors 

other than the addition or loss of customers. Decoupling does 

not shelter the utilities from the impact of increased costs or 

guarantee the utilities' profits. Overall, customers pay no more or 

no less than what the utilities are authorized to recover by state 

regulators. The approval o f the decoupling mechanism reflects the 

Illinois Commerce Commission's support for the long-term financial 

health of the company and recognition of the importance of 

innovative rate mechanisms in the current business environment. 

An Overview of Our Financial Performance 

I n t e g r y s E n e r g y G r o u p , Inc. 

2006 2007 

Diluted Earnings 
(Per Share) 

2006 2007 

Market Capitalization 
(Millioris) 

$4,000 

$3,200 

$2,400 

$1,600 

2006 2007 2006 2007 

U t i l i t y O p e r a t i o n s 
The Peoples Gas Ught and Coke Company, Wisconsin Public Service Corporation, 

Minnesota Energy Resources Corporation, Michigan Gas UtilKies Corporation, 
North Shore Gas Coinpany, and Uppar Peninsula Power Company 

2006 20D7 2006 2007 

N o n r e g u l a t e d O p e r a t i o n s 
integrys Energy Services, Ire. 

2006 2007 

Assets 
(MillioFJs) 

$3,500 

2006 2007 2006 2007 2006 2007 
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Returns on Investment 

D i l u t e d Earn ings Per Comnnon Share 

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

D i v i d e n d s Per C o m m o n Share 

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

C u m u l a t i v e T o t a l Re tu rn * 

$4.00 

$3.00 

S2.00 

$1.00 

$0.00 

$2.50 

$2.00 

$1.50 

$0.00 

$250.00 

$200.00 

$150.00 

$100.00 

$50.00 

$0.00 
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

Equivalent average annual return of 10.1%. 

Assumes $100 investment in common stock at year-end 1997 and all dividends 
reinvested quarterly. Cumulative total return f o r t he ten-year per iod is equivalent 
to an average annual return of 10,1%, 

We also committed to building a more efficient business model 

for our entire enterprise with the creation of a shared services 

business unit, Integrys Business Support, LLC. This subsidiary is 

already providing centralized services to all seven subsidiaries 

at a lower overall cost than could othenwise be achieved. This is 

where we expect to capture a majority of the synergy savings we 

have identified through 2011. 

We have also re-dedicated ourselves to operational excellence, 

and I have asked all employees to commit themselves personally 

to this initiative. We define operational excellence as doing 

things right the first time and serving our customers in a manner 

that creates value for them. The tools of lean technology and 

project management are at work throughout our enterprise, 

striving to create the most efficient processes possible. 

Creating a Single Culture 
We have begun creating a single culture for Integrys, ever 

mindful that as we change and modify the existing cultures, 

we must protect those elements that should remain constant. 

These are elements engrained in the legacy cultures of our 

companies including integrity, trust, customer focus, safety, 

and community involvement. In addition, we continue working 

to enhance our financial strength so we are able to control 

our own destiny and provide value for customers, value for 

shareholders, and a vibrant work environment for employees. 

Cultures do not change overnight, but we have made 

substantial strides with the creation of a shared vision, mission, 

statement of values, and expectations of employees. 

Creating Value for Shareholders 
Stewardship of our shareholders' investment is a serious 

responsibility. We plan to grow shareholder value while 

reducing your risk exposure. 

Growth will continue at Wisconsin Public Service as we invest 

in natural gas pipeline laterals, renewable sources of energy, 

and environmental upgrades at our power plants that will 

reduce our impact on the environment. 

Growth will occur at American Transmission Company, in which 

we hold a 34,5 percent ownership interest. This for-profit, 

transmission-only utility company has a $2.8 billion expansion 

plan for the next 10 years. 

There are also substantial opportunities to grow our investment 

base at Peoples Gas, where infrastructure upgrades during the 

next several years will improve service reliability and enhance 

customer satisfaction. We are discussing these opportunities 

with Illinois regulators now to ensure that the investments can 

be made while maintaining reasonable rates for customers. 

Minnesota Energy Resources is poised to grow but will likely be 

Impacted for some time by the recent downturn In the housing 

market. Michigan Gas Utilities' growth will also be impacted by 

the economic environment in the United States and, In particular, 

the state of Michigan, as a result o f the downturn In the auto 

Industry. Although the near-term economic outlook is unfavorable 

Integfys Energy Gro^s, tnc. 
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and Is limiting profitable growth in these companies in 2008; 

we expect increased business expansion and customer growth 

in the long term due to these areas being perceived as cost-

competitive when the economy recovers. Consequently, we 

continue to believe that both Minnesota Energy Resources and 

Michigan Gas Utilities will strategically enhance our business 

over the long term, as we originally anticipated. 

Our nonregulated subsidiary, Integrys Energy Services, is 

continuing to expand and increase its profitability. It recently 

began new business initiatives in Colorado, New England, 

New York City, and New Jersey. Our nonregulated geographic 

focus continues to evolve from the northeast quadrant of 

the United States and adjacent portions of Canada to all 

developed and viable retail and wholesale competitive markets 

within the United States and Canada. We are pursuing renewable 

energy business opportunities in the nonregulated market and 

continuing to search for ways to provide more transparency Jn 

this business model for investors. 

These are a few of the many ways that we are moving forward as 

we continue to grow our company and enhance shareholder value. 

Reducing Risk Exposure 
We are also taking steps to reduce the risk profile o f the 

corporation with the following activities: 

• We completed construction o f t he Wausau, Wisconsin, 

to Duluth, Minnesota, transmission line for American 

Transmission Company, and the line began commercial 

operation in January 2008. This 220-mIle transmission line 

provides access to new energy resources for the state of 

Wisconsin and will result in enhanced reliability and stability 

of the transmission grid. It will also enable us to remain 

competitive in the central Wisconsin region. 

• The 500-megawatt Weston 4 supercritical, coal-fired electric 

generating unit is nearing the end of construction and should 

be commercially operational in June 2008. 

• Our substantial investment in utility properties over the last two 

years has created a much larger utility base, and the percentage 

of earnings flowing from our generally more predictable 

regulated business will now be a larger portion of total earnings. 

Long-Terin Financial Goals 
• Provide investors with a solid r e tum on their investments. 

• Grow our earnings per share from continuing operations by 

6 to 8 percent on an average annualized basis. 

• Achieve 70 to 80 percent of our earnings from our regulated 

utilities, leaving 20 to 30 percent from our nonregulated energy 

supply and services company. 

• Manage the risk profile of our business portfoUo. 

• Continue growth in the annual dividend payment. 

Focusing on the Environment 
Throughout the world, people are concerned about global 

climate change and the sustainability of their current quality of 

life. Integrys Energy Group and the energy industry are actively 

addressing these concerns because we want to be part of the 

solution. As a company, we have taken steps to understand our 

overall impact on the environment, including our carbon footprint. 

We have also taken steps to reduce our Impact on the 

environment and will continue to do so. 

Weston 4 is a state-of-the-art generating facility with leading edge 

environmental control systems that will result in lower emission rates. 

We have retired two of our oldest coal-fired units at our Pulliam 

generating facility in Green Bay, resulting in lower emission rates 

and, consequently, less Impact on the environment. We are pursuing 

energy from wind farms in Wisconsin, Iowa, and other Midwestern 

locations that will further reduce our overall emissions rate. We are 

also continuing to study available options for reducing greenhouse 

gases through our Investments in research and development at the 

Electric Power Research Institute, and we are devoted to 

implementing the new technologies that are made available. 

We take our stewardship of the environment very seriously and 

are working with state and federal agencies to further protect 

our environment. 

Staying Financially Strong 
We continue to devote efforts to maintaining our financial strength 

with strong equity-to-debt ratios on our balance sheet, quality 

credit ratings for our debt, and quality returns for our shareholders. 

We have paid dividends to investors for 68 consecutive years and 

have increased our common stock dividend for 50 consecutive 

years. Our dividend provides a competitive return for investors and 

our growth strategy offers potential substantial upside. 

Managing Through Change 
This year, many changes in management occurred at Integrys 

companies as we staffed our new organizations and integrated 

the acquired and merged entities. We are moving forward with 

strong leadership throughout our company, and we have 

considerable bench strength for the future. 

Our management team will continue to focus on the future 

and our responsibility to customers, shareholders, employees, 

and the communities we serve. 

Thank you fo r the confidence you have shown in our company 

and for your investment. We will continue to move fon/vard to 

safeguard that investment and enhance shareholder value. 

Sincerely, 

cetj,^*^ 

Larry L. Weyers 

President and Chief Executive Officer 

March 9, 2008 
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Moving Forward 

Integrys Energy Group is an enterprise on the move. Stronger. Leaner. More focused than 

ever before. Advancing into our future as a premier and growing energy company. 

This forward momentum is born of 365 days of intense integration of two energy companies— 

WPS Resources Corporation and Peoples Energy Corporation—into Integrys Energy Group. 

During this time, our people laid the foundation for a new future, bringing together 

seven major subsidiaries, offices in more than a dozen states and Canadian provinces, 

and more than 5,000 employe^ to create one culture, one people, one core focus. 

Thanks to remarkable effort, Inpgrys is where we need it to be: poised for future^rowth 

and operational excellence. I 

Here's how it happened. 

t • B B I U , , ;• 
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i'vom a cixihs-\p.cticin of our hLi!,ines;.s kLncrions. A few of the man\ ernpioNccs who coiUribLited to ariiic--ving thifs miie5;i;one inciude fjro'u /,•/; !o noja) Naihan Behling, 

Director - .Vppiiciilian Developmenr; Lh-iJa Kî Ua ,̂ Vice Pres ident- riiintu-eand Accounting Services; Mike O'Neil, Manager - Budger.s; Marviim B^o^\^, 

Seni<)ir Human Resources Srraiegisi; and Sue .Vlorzenii, Customet- Reiatioii.'^hip Ma.nagei-. 
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All Together Now 
Throughout 2007, we were h the thick of transformation. We 

began our merger Integration at the core, building on the basics 

of vision and shared values. These elements guide our course as 

we pursue our clear mission of providing customers with the best 

value In energy and energy-related services. 

We then asked our people to approach the challenges, bumps, 

and pressures of transition using positive, compelling standards 

known as "Our Commitments." These guiding principles describe 

expectations of action and behavior in serving our customers, 

shareholders, and other stakeholders. 

Each day, our people are asked to fulfill their comTmitments to 

embrace change; foster inclusion and diversity; work toward 

a shared purpose; be adaptable, creative, and tenacious; 

communicate openly and respectfully; use operational 

excellence to achieve customer-focused results; be safe in all 

things; strive for work/life balance; and finally, have fun. 

With our commitments, vision, mission, and values in place, 

we approached the challenge of aligning our businesses' 

long*standIng traditions. 

Integrating People, Processes, 
and Systems 
Irttegrat^ion projects—focused on combining the organizations— 

were front and center in 2007. Transition teams worked to 

streamline processes, capture synergies, and transform 

our company. Systems were simplified. Processes were 

standardized. Redundancies were eliminated. And resources 

and people were strategically deployed. 

It was a pivotal chance to examine—and integrate—best practices 

and innoyat\ye approaches. We brainstormed hundreds of 

potential business Ideas to help achieve budget and transition 

goals. Thirty-eight critical projects were selected for 

implementation, and about 340,000 hours were invested in the 

transformation process. 

People throughout the organization stepped up to meet the 

challenge, taking on extra work, putt ing in long hours, and 

making sacrifices of their time. Leader were visibly hands-on. 

Working together raised our employees' openness to new 

ways of thinking. Relationships were both Initiated and 

enhanced. A heightened degree of diversity energized 

our workforce with new ideas, markets, perspectives, and 

backgrounds—fundamental drivers of innovation and growtl i . 

Process Integration is Paying Off 
Throughout Integrys, smarter processes, from big-picture 

technology platforms to safety programs, are yielding cost 

savings while providing more value. Combining the best of 

both worlds, we have drawn on effective practices from all of 

our companies. 

Our Enterprise Resource Planning project consolidated systems 

and processes In accounting, finance, human resources, and 

supply chain to achieve merger synergies. Savings of more 

than $5 million annually are being achieved through the 

successful integration of these systems. A prime objective was 

to complete this consolidation seamlessly^ with no disruption 

of service to customers, employees, or shareholders. It was 

successfully completed on time and under budge t 

The merged Information Technology group saved more than 

$4 million in 2QQ7 by leveraging applications, infrastructure, 

architecture, and resources. In addit ion, the merger allowed 

the Information Technology group to reduce capital 

expenditures by $6 million In 2007. 

Supply Chain Services began an initiative called "Combined 

Total Spend," the first step In a long-range strategic sourcing 

initiative. The project is expected to save $8 million in 2008 by 

working through a single point of procurement for more than 

160 categories of purchases, and the benefits of these arrangements 

will continue in the following years. Significant savings have 

been gained by pool ing purchases, consolidating vendors, 

standardizing inventory, pursuing volume discounts, and seeking 

competitive bids on supplies from pipe to temporary services. 

Integrys Energy Group as a larger national account, rather than 

several local accounts, has Increased its purchasing power. 

New human resources systems were put in place, including a 

standardized recruiting approach to attract new, energized 

talent to our company. Nearly 120 leaders sre completing the 

Integrys Leadership Development Program, which reinforces 

our leadership model and how to live out our vision, mission, 

values, and commitments. And finally, one o f t he largest 

endeayors in human resources was the introduction of new 

competit ive pay and benefit plans across all companies. 

These are just some of the ways we have set the stage to work 

leaner and smarter. And the effort doesn't stop here. Look for more 

of our operational excellence efficiencies in the years to come. 

Integrys Business Support Centralizes 
Services for Bottom-Line Advantage 
Like many companies in transition, we changed our organizational 

structure to support grov^th and improve service. One such 

improvement was a new business services organization, Integrys 

Business Support, LLC, designed to centralize many key functions 

once held in each subsidiary. Examples include information 

technology, accounting, and supply chain management. 

The new services organization delivers value through four 

important strategies: focusing on customers; delivering high-

quality, cost-effective service; managing cost and creating value; 

and engaging employees to maintain a high-performance culture. 

Integrys Business Support went from concept to operation in less 

than 12 short months, obtaining all required regulatory approvals 

by the end of 2007. 
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Synergies Flow in New Gas Group 
In 2007, we centralized our regulated natural gas operations 

support services under the management of our new Integrys 

Gas Group organization. This synergy strategy centralized the 

natural gas side of our business to leverage core competencies, 

processes, and expertise. Services include managing our 

natural gas supply portfolio, providing compliance oversight, 

customer relations, and natural gas engineering. Through 

economies of scale and system-wide standardization, the 

group has realized significant reductions In costs, posting 

savings in the millions of dollars. 

Integrys Energy Services 
Makes Its Mark 
Perhaps the most profound integration shift occurred in 

our rapidly growing nonregulated business. Integrys Energy 

Services went to market with a new brand identity. At the same 

time, it ramped up its nationwide sales and service presence to 

meet a growing customer base, with new offices in Colorado, 

the mid-Atlantic, New England, New York City, and Kentucky. 

Integrys Energy Services launched a new initiative focused on 

customer delight—uncovering the experiences that attract and 

keep customers, creating customers who recommend the 

company to others, and differentiating Integrys Energy 

Services in the marketplace. 

Managing costs while enhancing growth has become an important 

Initiative. The nonregulated business is pursuing a process 

improvement project with the power to deliver scalable growth. 

By closely examining all processes, Integrys Energy Services is 

identifying system improvements that Increase the flow of business 

while maximizing existing resources and reducing costs. 

Market demand is leaning to environmentally friendly products 

and services, so Integrys Energy Services Is creating new offerings 

related to green, or renewable, energy. 

For example, Integrys Energy Services was Involved in developing 

the Winnebago Energy Center—a landfill gas-to-electriclty 

plant in Rockford, Illinois. The 6.5-megawatt plant captures 

methane gas produced by decomposing trash, and the gas 

powers generators producing enough electricity to power 

about 5,000 homes while offering the potential to save nearly 

590,000 barrels of oil a year 

The growth and strength of Integrys Energy Services has not 

gone unnoticed. 

KEMA, Inc., one o f t he world's leading Independent research 

and strategic consulting firms to the energy industry, ranked 

Integrys Eriergy Services third for megawatt-hours under 

contract In Its August 2007 review of U.S. power retailers. 

Integrys Energy Services rose eight places, from eleventh to 

third, reflecting a more than 200 percent increase In megawatt-

hours under contract f o r the 12-month period from February 

2006 to February 2007. 

As you can see, a disciplined yet aggressive approach to 

nonregulated markets is delivering valuable results. 

Getting It Right for Custonners 
One of the year's most critical challenges was to ensure that 

despite the complexities of reorganization, we still provided great 

service to our customers. 

More than 600 employees in the newly formed Customer Relations 

group continued to passionately focus on the needs of more 

than 2 million utility customers to ensure continuity and 

quality—doing what's important for customers while still 

watching our bottom line. 

Our Customer Relations group was put in place to provide 

oversight and manage services for the company's six regulated 

utilities. The organization is unified behind the mission, "We get 

it right—using our energy and talents to create great sen/Ice 

experiences for our customers." 

Much of this group's focus comes down to this simple fact: it 

should be easy to do business with us. This translates into 

simple but important factors like timely, accurate billing, 

understandable information, and easy access when customers 

need assistance. 

So we continue to look for ways to make customer experiences 

easy and helpful, leaving customers with a positive memory of 

their interaction with us. 

In the Midst of Change, Constancy 
While much changed in 2007, important things remained the 

same: safe, reliable service at all of our regulated subsidiaries, a 

focus on an environmentally conscious energy future, and giving 

back to the communities where we work and serve. This is the 

nature of who we are and the heart of what communities and 

customers have come to expect of us. 

A t Wisconsin Public Service, we continue to update 

Infrastaicture to Improve reliability and manage costs for 

our customers. 

Online accessibility to energy information has improved as 

we continuously update the function and content of our Web 

sites. In fact, the Wisconsin Public Service Web site ranked 

third out of more than 100 utility sites evaluated for easy access 

and operation by E-source, a Colorado-based information 

services company. The ranking is based on how sites support 

the Increasing needs of customers who prefer to pay bills, 

check account Information, or gain information online. 

Approximately 7,000 natural gas customers enrolled in the new 

Fixed Bill program at Wisconsin Public Service, an ideal program 

for those who want natural gas price certainty In times of market 

volatility and unpredictable winter weather. The program locks in 

a customer's natural gas bill for 12 months with no changes, 

providing peace of mind for customers who want no 

monthly surprises. 
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The Work and Asset Management project is a $24 million 

initiative to improve gas distribution compliance and operational 

excellence at Peoples Gas and North Shore Gas. Modeling a 

system already in place at our other regulated utilities, the project 

moves our enterprise toward a common information technology 

platform to support gas distribution processes within the utilities. 

The program delivers tools for gas system design, efficient 

asset management, managing regulatory and maintenance 

requirements, providing timely and accurate Information for 

operational decisions and reporting, centralizing scheduling, 

and automating manual processes. 

Investments in Infrastructure Drive 
Growth, Reliability 
Throughout 2007, we made additions and Improvements to our 

generating assets and infrastructure, fortifying reliability and 

access to supplies for growing energy demand. 

The Wausau, Wisconsin, to Duluth, Minnesota, electric 

transmission line project by American Transmission Company is 

now operational. Wisconsin Public Service was contracted to 

manage construction of the 210-mile Wisconsin portion of the 

220-mIle transmission line connecting Duluth, Minnesota, with 

Wausau, Wisconsin. Thanks to the dedication of all involved and 

to our project management discipline, the line was completed five 

months ahead of schedule and came in within the approved 

budget. This resolves load growth and reliability issues in what the 

U.S. Department of Energy named one of the most congested 

transmission Interfaces In the country. 

Weston 4, designed to be one of the cleanest fossil-fueled 

power plants in the nation, is on track to be commercially 

operational in June 2008. Critical start-up processes were 

completed on the 500-megawatt plant in 2007, including 

boiler testing and firing, steam blow cleaning, and system 

synchronization. Located near Wausau, Wisconsin, Weston 4 

will be the newest addition to our electric generation fleet, 

bringing much-needed capacity online. 

We also laid the course for construction of natural gas laterals 

that will stem from the Guardian 11 Pipeline project, a 119-mile 

pipeline being constructed by Guardian Pipeline, LLC, which 

will help ensure reliability and create a competitive source of 

natural gas supply In Northeastern Wisconsin for years to come. 

The natural gas transmission line, which has received regulatory 

and environmental approvals, along with our laterals, will 

eventually provide access to natural gas supplies from multiple 

interstate pipelines. 

Reliability is also driving Infrastructure upgrades at Peoples Gas, 

a leader In the urban utility sector. The subsidiary is demonstrating 

leadership through the use of 12-inch and larger plastic pipe in 

a program to replace cathodlcally unprotected steel pipe and 

cast-iron gas main. The large-diameter polyethylene pipe is 

about one-third the cost per foot of steel pipe, is easier to Install, 

requires no corrosion maintenance, is less likely to leak, and has 

a projected longer life than either steel or cast-iron pipe. 

Caring for a Sustainable Future 
A clean, sustainable energy future is paramount to our customers, 

employees, Investors, and the states in which we operate. Our 

commitment to acting in the interest of the environment has 

remained firm in our Environmental Principles (see next page). 

Today, from promoting conservation and efficiency to pursuing 

innovative clean-generation technology, we are tackling the 

complexity of providing customers with affordable, reliable energy 

while being a responsible environmental steward. 

One effective tool is our Environmental Management System 

{EMS), an initiative being implemented to ensure regulatory 

compliance and strive for excellence in our environmental 

performance. The new system combines software tools with 

better record keeping, training, monitoring, and process 

Improvements. Employees at all levels will be involved in 

the initiative. The EMS will help us improve environmental 

accountability, monitor performance, and reduce our impact 

on the environment. {See statistics on Integrys Energy Group's 

2007 environmental performance on page 20.) 

Wind is becoming a bigger part of our green portfolio, an investment 

that secures clean energy while meeting the Wisconsin Renewable 

Portfolio Standard. Wisconsin Public Service is purchasing 

58 megawatts of wind-generated electricity from the Forward 

Energy Wind Project in Brownsville, Wisconsin, which has a total 

capacity of 129 megawatts. The power from the wind project equals 

the amount of energy consumed by approximately 22,000 homes. 

Looking fonward, the company is also working toward the purchase 

of a 99-megawatt wind farm in northeastern Iowa, where both 

access to transmission and strong wind dynamics come together. 

Fuel Used t o Produce Integrys Energy Group's 

Renewable Energy in 2007 

2%1% 

• Hydro 

• Wind 

m Landfill 

B Farm 

H Biomass Residues 

In line with our commitment to renewable resources, Upper 

Peninsula Power announced its decision to restore Silver Lake 

as a reservoir for power generation, pending approval of an 

economically feasible design by the Federal Energy Regulatory 

Commission {FERC). FERC has required that a board of consultants 

evaluate and oversee the design approval process. We continue 

to work with FERC and its board to develop an economically feasible 

design. After work Is done. Silver Lake is expected to take 

approximately two years to refill, based upon natural precipitation. 

A new biogas project at Scenic View Dairy, in Fennville, Michigan, 

one o f the first in the country, was developed In cooperation with 

Michigan Gas Utilities. Because cow manure is about 70 percent 
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Environmental Principles 
Over the years, Integra's Energy Group, Inc. and its subsidiaries have taJcen an 

aggressive stance regarding the use of energy and its inipact on the environment. 

We are committed to looking for environmentally friendly ways to ser\-e the 

growing demand for energy. And, vv-hen it comes to regulatory compliance, 

Integrys Energy Group exceeds stringent air emission regulations set by state 

and federal agencies. Our actions arc guided by the following principles: 

Protect the Environment: Integra's Energy Group will continue our goal of 

being a leader in emironmental stewardship. To the greatest extent practicable, 

we will limit our impact on the environment. We will continue to operate 

our facilities to meet or surpass environmental standards. 

Use Natural Resources Responsibly: Integrys Energy Group will be 

responsible when using renewable natural resources, such as water, soils, and 

forests. We wall conserve nonrenewable natural resources through efficient 

use and careful planning. We will protect wildlife habitat, open spaces, and 

wilderness and work to preserve a diversit)' of life. 

Reduce and Dispose of Waste: Integrys Energv' Group will minimize the 

creation of waste, especially hazardous -waste, and whenever practical, we will 

recycle. We will dispose of all wastes through safe and responsible methods. 

Use Energy Wisely: As an energy supplier, integrys Energy Group will 

make every effort to provide environrnentally safe energy sources to meet 

our customers' needs. We will invest in improved energy efficiency and 

conservation in our operations and will actively encourage our customers 

to do the same. 

Reduce Risk: We will strive to reduce the environmental, health, and safety 

risks to Integtys Energy Group's employees and the communities in which 

we operate by employing safe technologies and operating procedures and by 

being prepared for emergencies. 

Market Safe Products and Services: Integrys Energy Group will supply 

our energy products in a manner that minimizes adverse environmental 

impacts. We will continue to stress safety when customers use our products. 

Compensate for Damage: Integrys Energy Group will take reasonable 

precautions to avoid harm to the environment. In the event of an accident, 

we will take responsibility for the harm we caused by fault or negligence and 

make a reasonable effort to mitigate damage or restore the environment. 

Disclose Environmental Information: Wc will inform Integrys Energy 

Group's employees and the public of incidents relating to our operations 

that may cause emironmental harm or pose health or safety hazards. 

Employ Environmental Directors or Managers: integrys Energy Group 

will commit management resources to implement these principles. This 

includes the continuation of an Environmental Services Department to 

monitor and report on our efforts. 

Annual Evaluation: Integrys Energy Group will conduct seli-evaluation of 

our progress in accomplishing these principles and our efforts to comply 

with all applicable environmental laws and regulations. 

methane, it is a relatively pure biofuel—an ideal energy 

solution fo r the energy-intensive dairy industry. The 2,600-cow 

dairy farm generates power for Its own operations, but can 

generate enough electricity to sell to the local power company. 

The dairy also has the option to clean the gas to pipeline 

quality for sale to Michigan Gas Utilities, compressing it into 

the utility's natural gas system. Michigan Gas Utilities was 

Instrumental in helping engineer, test, and Install the biogas 

system, and the utility has offered its assistance to other 

utilities who would like to do the same. 

Connmunity at the Heart 
Throughout 2007, employees who came from both WPS Resources 

and Peoples Energy exemplified the importance of community. 

It was a strong commonality that bridged our cultures. 

Broad-reaching financial support—from Wisconsin Public Service 

Foundation (a charitable foundation operating In Michigan, 

Minnesota, and Wisconsin) and from Peoples Gas and North 

Shore Gas—impacted many areas of focus, including education, 

health and human services, environment, arts and culture, and 

community and neighborhood development. 

Across all Integrys companies, philanthropy was evidenced In 

Individual employees' contributions and volunteerism for a variety 

Categor ies of G iv ing In 2007 

Through donaUons, Integrvs supports the giving initiatives of 

Wi.^con.sin Puhljc Service f-oundation. Inc., in jMichigaii, Minnesota, 

and Wisconsin. Other significant giving by Integrvs occurs through 

programs operated bv Peoples Gas and JNorlh Shore Gas. 

Wisconsin Peoples Gas 
Public Service and North 

Foundation, Inc. Shore Gas 

$ '̂mMs 

Total 

Total $2,153,280 

Not broken out separately until 2008. Gifts to environmental organizations are 
represented in other cetegories. 
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of programs, such as United Way drives, Salvation Army holiday 

baskets, and meals for those who are homeless. 

At Minnesota Energy Resources and other subsidiaries, our 

Natural Gas Safety Program continues helping middle-schoolers 

understand how to use energy safely. Trained employees 

conduct lively presentations and experiments that demonstrate 

the properties of natural gas, including information about carbon 

monoxide poisoning. Combining science and safety awareness, 

the popular program was first developed at Wisconsin Public 

Service, but now is being adopted across our companies. 

At Peoples Gas, a program called Team Heat shared the warmth 

with customers in need, as teams of employees volunteered to 

winterize homes in low-income neighborhoods in Chicago. Armed 

with window sheeting, caulk guns, insulation, and energy-saving 

advice, the teams made homes more winter-worthy while showing 

customers we care. The idea spread to volunteers In Green Bay, 

where Wisconsin Public Service teams took on their own Team 

Heat pnogram. 

These are just some of the ways our shared commitment to 

community made a difference In the last year. 

Making Ends Meet 
One important part of community outreach Is to make sure 

customers who have difficulties paying their bills have access to 

resources, information, and public assistance dollars. 

We realize that many customers have difficulties making ends meet, 

but they may not be aware of programs that can help. Based on 

census data, we know that many of our current customers who 

qualify for program benefits do not apply for them. Our companies 

continue looking for creative ways to increase our utility customers' 

awareness of state energy assistance programs. 

We pursue ways to help our customers manage their energy and 

overall budgets. We work closely with community nonprofits to 

assist customers with budget counseling and provide low-cost/ 

no-cost ways of making homes more energy-efficient. And we 

partner with state fuel funds, where dollars are available to help 

with energy bills. 

Helping customers move forward in their lives is an important part 

of our values. 

Moving Forward with Firm 
Foundations 
The challenges of creating a new energy organization are vast. 

Not every change we made in 2007 worked smoothly. Not 

every process performed to expectation. Not every experience 

delighted. In those instances, we learned and adapted so we 

could move forward. We've accomplished so much. We're 

overcoming challenges as we meet them and not forgetting to 

celebrate our successes. 

Thanks to that effort, we've never been better positioned to face 

the complex and far-reaching challenges o f the energy industry. 

We have all the elements in place to succeed. 

First and foremost, we've demonstrated the financial strength that is 

the most critical factor in fueling organizational growth and change. 

Second, our culture is following four key pillars of operational 

excellence. We know our vision can be achieved this way. 

1. We employ competitive excellence to improve performance in all 

areas of our business, using the power of continuous improvement 

to make Integrys Energy Group more efficient, effective, and 

customer-focused than ever before. This sustained, systematic 

approach is making constant improvement a "way of life." 

2. A formal project management discipline is being used across all 

areas, properly identifying, selecting, prioritizing, arvd executing 

projects that support our strategies. Project management 

lowers our cost of operations by helping us accomplish more 

work in less t ime and with fewer resources or rework—all 

without sacrificing the quality of the product we deliver. 

3. We apply a consistent, uniformly administered contract 

administration model for contracts throughout the organization. 

Linked to competitive excellence and project management, 

this competency impacts everything from environmental 

compliance to consistent criteria for engaging contractors 

and consultants. 

4. Finally, an effective ethics and compliance program forms a 

critical component in our company's overall governance. It is a 

key endeavor—driving our culture, practices, and principles. 

From ensuring compliance with applicable law and policies to 

fortifying an environment of strong values and standards, this 

pillar frames our corporate character. 

Grounded In excellence, we are heading confidently into the 

future. We are focused on our customers, firm in our mission to 

provide them with the best value in energy and related services. 

We are propelled by our people, who are creating our success 

as a premier and growing energy company. And now, more than 

ever before, we are poised to meet our responsibilities to our 

communities, our environment, and the world we share. This, we 

believe and expect, will ultimately lead to enhanced value for all 

of our stakeholders—our employees, our customers, our 

communities, and our shareholders. 
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An Overview of Our Environmental Performance 

Integrys Energy Group's Nitrogen Oxide (NOx) Emissions Integrys Energy Group's Carbon Dioxide (CO2) Emissions 
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Increase due to an extended Kewaunee Nuclear Plant outage. 
The Sunbury generation facility was sold in 2006. 
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orward-Looking Statements 

This report contains forward-looking statements within the 

meaning of Section 21E of the Securities Exchange Act of 1934. 

You can identify these statements by the fact that they do not 

relate strictly to historical or current facts and often Include words 

such as "anticipate," "believe," "estimate," "expect," "Intend," 

"p lan," "project," and other similar words. Although we believe 

we have been prudent in our plans and assumptions, there can 

be no assurance that Indicated results will be realized. Should 

known or unknown risks or uncertainties materialize, or should 

underlying assumptions prove inaccurate, actual results could 

vary materially from those anticipated. 

Forward-looking statements speak only as o f the date on 

which they are made, and we undertake no obligation to 

update any forward-looking statements, whether as a result of 

new Information, future events, or otherwise. We recommend 

that you consult any further disclosures we make on related 

subjects in our 10-Q, 8-K, and 10-K reports to the Securities 

and Exchange Commission. 

The following is a cautionary list of risks and uncertainties that may 

affect the assumptions which form the basis of foHA/ard-looklng 

statements relevant to our business. These factors, and other 

factors not listed here, could cause actual results to differ 

materially from those contained in forward-looking statements. 

• Unexpected costs and/or unexpected liabilities related to 

the Peoples Energy merger; 

• The successful combination o f the operations of Integrys 

Energy Group and Peoples Energy; 

Integrys Energy Group may be unable to achieve the 

forecasted synergies in connection with the Peoples Energy 

merger or It may take longer or cost more than expected to 

achieve these synergies; 

Resolution of pending and future rate cases and 

negotiations (including the recovery of deferred costs) 

and other regulatory decisions impacting Integrys Energy 

Group's regulated businesses; 

The impact of recent and future federal and state regulatory 

changes, Including legislative and regulatory initiatives 

regarding deregulation and restructuring o f t he electric and 

natural gas utility Industries and possible future initiatives to 

address concerns about global climate change, changes in 

environmental, tax and other laws and regulations to which 

Integrys Energy Group and its subsidiaries are subject, as well 

as changes In application of existing laws and regulations; 

Current and future litigation, regulatory investigations, 

proceedings or inquiries, including but not limited to, 

manufactured gas plant site cleanup, and the contested 

case proceeding regarcling the Weston 4 air permit; 

Resolution of audits or other tax disputes by the Internal 

Revenue Service and various state, local, and Canadian 

revenue agencies; 

The effects, extent, and t iming of additional competit ion or 

regulation in the markets in which our subsidiaries operate; 

Available sources and costs of fuels and purchased power; 

Investment performance of employee benefit plan assets; 

Advances in technology; 

Effects of and changes In political and legal developments, 

as well as economic conditions and Its impact on customer 

demand, In the United States and Canada; 

Potential business strategies, including mergers, 

acquisitions, and construction or dispositions of assets 

or businesses, which cannot be assured to be completed 

timely or within budgets; 

The direct or Indirect effects of terrorist incidents, natural 

disasters, or responses to such events; 

The impacts of changing financial market conditions, credit 

ratings, and Interest rates on our financing efforts, and the 

risks associated with changing commodity prices (particularly 

natural gas and electricity); 

Weather and other natural phenomena, in particular the 

effect of weather on natural gas and electricity sales; 

The effect of accounting pronouncements issued periodically 

by standard-setting bodies; and 

Other factors discussed in the 2007 Annual Report on 

Form 10-K and in other reports fi led by us from t ime to 

t ime with the Securities and Exchange Commission. 
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Management's Discussion and Analysis 

Introduction 
Integrys Energy Group is a diversified holding company with regulated 
utility operations operating through six wholly owned subsidiaries, 
Wisconsin Public Service Corporation (WPSC), The Peoples Gas Light and 
Coke Company (PGL), North Shore Gas Company (NSG), Upper Peninsula 
Power Company (UPPCO), Michigan Gas Utilities Corporation (MGUC), 
and Minnesota Energy Resources Corporation (MERC); nonregulated 
energy operations through its wholly owned nonregulated subsidiary, 
Integrys Energy Services; and also a 34.5% equity ownership interest 
In American Transmission Company LLC (ATC) (an electric transmission 
company operating In Wisconsin, Michigan, Minnesota, and Illinois). 

Strategic Overview 
Integrys Energy Group's goal is the creation of long-term value for 

shareholders and customers through growth in its regulated and 

nonregulated portfolio (while placing an emphasis on regulated 

growth). In order t o create value, Integrys Energy Group is focused on: 

Maintain ing a n d Growing a St rong Regutated Ut i l i ty Base—A strong 
regulated utility base is necessary to maintain a strong balance sheet, 
predictable cash flows, a desired risk profile, attractive dividends, and 
quality credit ratings, which are critical to our success. Integrys Energy 
Group believes the following recent developments have helped, or will 
help, maintain and grow its regulated utility base: 

• The February 2007 merger with Peoples Energy Corporation (PEC), 
which added the regulated natural gas distribution operations of 
PGL and NSG to the regulated utility base of Integrys Energy Group. 

• Our investment in ATC was at 34.5% at December 3 1 , 2007. ATC 
owned approximately $2.2 billion In net transmission and general 
plant assets at December 3 1 , 2007, and anticipates additional capital 
Investment of approximately $865 million over the next 3 years. 

• Construction of the 500-megawatt coal-fired Weston 4 base-load 
power plant located near Wausau, Wisconsin, which is scheduled to 
be placed in service in the first quarter of 2008. This power plant is 
jointly owned with Dairyland Power Cooperative (DPC). WPSC holds 
a 70% ownership interest In the Weston 4 power plant, with DPC 
owning the remaining 30% Interest In the facility. 

• The proposed acceleration of investment In ffie natural gas 
distribution system at PGL The replacement of cast iron mains and 
investment in underground natural gas storage facilities is expected 
to total approximately $100 million through 2010. 

• Investment of approximately $75 million In lateral Infrastructure 
related to the connection of the WPSC distribution system to the 
Guardian II natural gas pipeline to Green Bay. 

• WPSC's negotiations to purchase a 99-megawatt wind generation 
facility to be constructed in Howard County, Iowa. 

• WPSC's continued investment in environmental projects to Improve 
air quality and meet the requirements set by environmental 
regulators. Capital projects to construct and upgrade equipment 
to meet or exceed required environmental standards are planned 
each year. 

• For more detailed Information on Integrys Energy GnDup's capital 

expenditure program see "Liquidity and Capital Resources, Capital 

Requirements," below. 

Strategically Growing Nonregu la ted Business—Integrys Energy 
Services Is focused on grovrth In the competitive energy services and 
supply business through growing its customer base. Integrys Energy 

Group expects its nonregulated operations to provide between 20% 

and 30% of Integrys Energy Group's earnings, on average. In the future. 

Integrys Energy Group believes the fol lowing recent developments 

have helped, or will help, maintain and grow Its nonregulated business: 

• The merger with PEC combined the nonregulated energy marketing 
businesses of both companies. The combination provided Integrys 
Energy Sen/ices with a strong market position In the Illinois retail 
electric market and expanded its originated wholesale natural gas 
business, creating a stronger, more competit ive, and better balanced 
growth platform for the nonregulated business. 

• The 2007 opening of nonregulated operations in Denver, Colorado, 

has allowed Integrys Energy Services to expand its operations into 

the Western Systems Coordinating Council markets. 

• The 2007 completion of a 6.5-megawatt landfill gas project, the 

Winnebago Energy Center Development in Rockford, Illinois, which 

consists of gas cleanup equipment and engines to collect and bum 

landfill gas at the site to generate electricity. 

• The on-going development of renewable energy products, such as 

landfill gas and solar projects. 

In tegrat ing Resources t o Provide Operat ional Excellence—Integrys 
Energy Group is committed to integrating resources of its regulated 
businesses and also Its nonregulated businesses, while meeting any and 
all applicable regulatory and legal requirements. This will provide the 
best value to customers and shareholders by leveraging the individual 
capabilities and expertise of each business and assist in lowering costs 
for certain activities. Integrys Energy Group believes the following 
recent developments have helped, or will help. Integrate resources and 
pnsvide operational excellence: 

• The PEC merger Is helping to align the best practices and expertise 
of both companies, which will continue to result in efficiencies by 
eliminating redundant and overlapping functions and systems. 
Integrys Energy Group expects the merger to generate annual pre
tax synergy savings of approximately $106 million fo r the combined 
company by the end of the fifth full year of operations following 
completion of the merger. One-time costs to achieve the synergies 
are expected to be approximately $155 mill ion. 

• Integrys Business Support, LLC, a wholly owned service company, 
was formed to achieve a significant port ion of the cost synergies 
anticipated from the merger with PEC through the consolidation and 
efficient delivery of various support services and to provide more 
consistent and transparent allocation of costs throughout Integrys 
Energy Group and its subsidiaries. 

• "Competit ive Excellence" and project management initiatives are 
being Implemented at Integrys Energy Group and Its subsidiaries 
to ImpnDve processes, reduce costs, and manage projects within 
budget and timeline constraints to provide more value to customers. 

Placing Strong Emphasis on Asset and Risk Management—Our asset 
management strategy calls for the continuous assessment of our 
existing assets, the acquisition of assets, and contractual commitments 
to obtain resources that complement our existing business and strategy, 
thereby providing the most efficient use of and best return on our 
resources while maintaining an acceptable risk profile. This strategy 
calls for a focus on the disposition of assets, including plants and 
entire business units, which are either no longer strategic to ongoing 
operations, are not performing as needed, or have an unacceptable risk 
profile. We maintain a portfolio approach to risk and earnings. Integrys 
Energy Group believes the following recent developments have helped, 
or will help, manage assets and risk: 
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• The combination of Integrys Energy Grciup and PEC created a 
larger, stronger, and more competitive regional energy company. 
This merger, along with the 2006 acquisition o f t he Michigan and 
Minnesota natural gas distribution operations, diversified the 
company's regulatory and geographic risk due to the expansion of 
utility operations to multiple jurisdictions. 

• The September 2007 sale of Peoples Energy Production Company 
(PEP), (ntegrys Energy Group's oil and natural gas production 
subsidiary acquired in the merger with PEC, The divesture of the 
oil and natural gas production business reduced Integrys Energy 
Group's business risk profile and provided funds to reduce debt. 

• The January 2007 sale of WPS Niagara Generation, LLC for 

approximately $31 million. WPS Niagara Generation, LLC owned a 

50-megawatt generation facility located in the Niagara Mohawk 

Frontier region in Niagara Falls, New York. 

Our risk management strategy, in addition to asset risk management, 
includes the management of market, credit, and operational risk 
through the normal course of business. Fonvard purchases and sales of 
electric capacity, energy, natural gas. and other commodit ies allow for 
opportunities to secure prices in a volatile energy market. Oversight of the 
risk profile related to these finandai instruments is monitored daily in each 
business unit consistent with the company's financial risk management 
policy. Corporate oversight Is provided through the Corporate Risk 
Management group which reports through the Chief Financial Officer. 

Results of Operations 

(Millions, except per share arr]ounts) 

Electric utility operations 

Natural gas utility operations 

Nonregulated energy operations 

Holding company and other operations 

Oil and natural gas operations 

Income available for common shareholders 

Average basic shares of common stock 

Average diluted shares of common stock 

Basic earnings per share 

Diluted earnings per share 

Year Ended December 31, 
- • V : y ^ - 3 = - • 

2006 

$ 85.5 

(2.3) 

72.3 

0.3 

$155.8 

42.3 

42.4 

$3.68 

$3.67 

2005 

$ 64.2 

13.2 

74.1 

5.9 

$157.4 

38.3 

38.7 

$4.11 

$4.07 

_ Change in 
2007 Over 

2006 

2.2% 

35.5 % 

61.3% 

69.3% 

69.3% 

(4.6)% 

(4.6)% 

Change in 
2006 Over 

2005 

33.2% 

(2.4)% 

(94.9)% 

(1.0)% 

10.4% 

9.6% 

(10.5)% 

(9.8)% 

2007 income available for common shareholders Increased $95.5 million 
and 2007 diluted earnings per share decreased $0.17, both compared 
to 2006, 2006 income available for common shareholders decreased 
$1.6 million and 2006 diluted earnings per share decreased $0.40, both 
compared to 2005. Significant factors impacting the change in earnings 
and diluted earnings per share were as follows (and are discussed in 
more detail thereafter): 

Electric Util ity Operations: 
Earnings increased $1.9 million in 2007 over 2006, resulting primarily 
from the follovvirtg; 

• Retaii electric rate increases at both WPSC and UPPCO had a 

positive year-over-year Impact on operating income. 

Favorable weather conditions at WPSC contributed an approximate 
$6.0 million ($3.6 million after-tax) year-over-year Increase In 
operating income; however, this increase was partially offset by 
a decrease in weather normalized residential and commercial and 
industrial customer usage. 

Fuel and purchased power costs were higher than what was recovered 
in rates during the year ended December 31. 2007, compared with fuel 
and purchased power costs that were less than what was recovered 
in rates during the same period in 2006, driving a $14.4 million 
($8.6 million after-tax] negative variance in operating income. 

Earnings increased $21.3 million from 2005 to 2006, primarily due to 

the fol lowing: 

• Fuel and purchased power costs that were less than what was 
recovered In rates during the year ended December 3 1 , 2006, 
compared with fuel and purchased power costs that were more 
than what was recovered in rates during the same period in 2005 
(the under collection in 2005 was primarily due to the impact 2005 
hurricanes had on natural gas prices), contributed an estimated 
$14 million after-tax, year-over-year increase in earnings. 

• A Public Service Commission of Wisconsin (PSCW) ruling, which 
disallowed recovery of costs that were deferred related to the 2004 
Kewaunee nuclear plant outage as well as a port ion o f t h e loss on 
the Kewaunee sale, resulted in the write-off of $13.7 million of 
regulatory assets in 2005, which resulted in an after-tax reduction 

in earnings in 2005 of approximately $8 millton (positive variance 

compared with 2(X)6 eamings). 

• Retail electric rate increases at both WPSC and UPPCO also had a 

positive year-over-year impact on earnings. 

• Unfavorable weather conditions in 2006, compared with 2005, had 

an estimated $9 million year-over-year negative after-tax impact on 

electric utility earnings. 

Maintenance expense related to WPSC's power plants was higher in 
2007 compared to 2006, driven by an increase in unplanned outages 
in 2007 as well as the extension of some 2007 planned outages. 
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Management's Discussion and Analysis 

Natural Gas Utility Operations: 
Financial results Improved $31.0 million In 2007 over 2006, primarily 
due to the fol lowing: 

• Financial results for MGUC and MERC Increased $18.1 million, 
from a combined net loss of $11.3 million in 2006, to earnings of 
$6.8 million in 2007. The positive change In earnings at MGUC and 
MERC was driven by the fact that these natural gas utilities operated 
during the first quarter heating season in 2007, but were not 
acquired by Integrys Energy Group until after the first quarter 2006 
heating season. In addit ion, MGUC and MERC incurred a combined 
$11.8 million ($7.1 million after-tax) of transition costs in 2006 for the 
start-up of outsourcing activities and other legal and consulting fees. 
In 2007, MGUC and MERC were allocated $1.7 million ($1.0 million 
after-tax) of external costs to achieve merger synergies related to the 
PEC merger. 

• Regulated natural gas utility eamings at WPSC increased $13.5 million, 

from earnings of $9.6 million in 2006, to earnings of $23.1 million 
in 2007. Higher earnings were driven by Increased volumes due 
to colder weather conditions during the heating season. A natural 
gas rate increase effective January 12, 2007, also contributed to 
the increase. 

• The PEC natural gas utilities (PGL and NSG), which were acquired 
effective February 21 , 2007, recognized a combined net loss of 
approximately $1 mill ion, primarily related to the seasonal nature 
of natural gas utilities, which derive earnings during the heating 
season (first and fourth quarters). Because o f t h e late February 
acquisition date, results for the majority of the two coldest months 
of the year were not induded in natural gas utility earnings in 2007. 
The 2007 net income for PGL was less than the level we would 
normally expect, primarily due to increased costs of providing 
service. It is important to note, however, that we received a rate 
increase at PGL In February 2CX)8, which will help offset rising costs. 
Please see Note 23, "Regulatory Environment," for more information 
on the rate increase. 

Earnings decreased $15.5 mi 
the fol lowing: 

ion from 2005 to 2006, primarily due to 

• Miscellaneous expense at Integrys Energy Services decreased 

$11.1 million ($6.7 million after-tax), driven by a decrease In pre-tax 

losses recognized for the period related to Integrys Energy Services' 

investment in a synthetic fuel facility. 

• Minority interest Income decreased $3.7 million ($2.2 million 
after-tax) as Integrys Energy Services' partner elected to stop 
receiving production from the synthetic fuel facility and, therefore, 
d id not share in losses from this facility in 2007. 

• Section 29/45K federal tax credits recognized from Integrys 

Energy Services' investment in a synthetic fuel facility decreased 

$15.9 mill ion, from $29.5 million in 2006, to $13.6 million in 2007. 

Earnings decreased $1.8 million from 2005 to 2006, primarily due to 
the following: 

• An $11.0 million ($6.6 million after-tax) Increase In interest expense 
due to higher working capital requirements, primarily related to 
growrth in Integrys Energy Services' natural gas operations. 

• A $10.6 million ($6.4 million after-tax) increase in miscellaneous 
expenses, primarily related to increased tons procured from Integrys 
Energy Services' investment in a synthetic fuel facility and the fact 
that Integrys Energy Services received no royalty payments from this 
investment in 2006. 

• A $4.2 million after-tax decrease in income from discontinued 

operations. 

• The items negatively impacting earnings (discussed above) were 

partially offset by a $14.4 million ($8.6 million after-tax) Increase In 

margin (including an $11.1 million pre-tax decrease in gains on 

derivative instruments used to protect the value of Section 29/45K 

tax credits). 

• A $6.7 million ($4.0 million after-tax) decrease in operating 

expenses, primarily related to the recognition of a $9.0 million 

pre-tax gain on the sale of WPS ESI Gas Storage, LLC in the second 

quarter of 2006. 

• MGUC and MERC (acquired on April 1 and July 1, 2006, respectively) 
had a combined net loss of approximately $11 million. Included in the 
net loss Incurred by MGUC and MERC, was $7.1 million of after-tax 
extemal transition costs incurred by these regulated natural gas utilities. 
The net loss recognized at MGUC and MERC in excess of transition 
costs incurred can be attributed to not owning these operations during 
the January through March 2006 heating season and warmer than 
normal weather conditions during the last few months of 2006. From 
the acquisition dates through December 3 1 , 2006, actual heating 
degree days were 13.9% and 7.3% below normal for MGUC and 
MERC, respectively. 

• Earnings at WPSCs natural gas utility also decreased approximately 
$4 million, driven by unfavorable weather conditions and customer 
conservation efforts. 

Nonregulated Energy Operations: 
Earnings increased $25.7 million in 2007 over 2006, primarily due to 
the following: 

• Operating income at Integrys Energy Services increased 

$40.2 million ($24.1 million after-tax). 

• After-tax Income from discontinued operations at Integrys 
Energy Services increased $7.5 million, driven by the sale of 
WPS Niagara Generation, LLC in the first quarter of 2007. 

• A $3.4 million increase in Section 29/45K federal tax credits 

recognized from Integrys Energy Services' investment in a synthetic 

fuel facility. 

Holding Company and Other Operations: 
in 2007, financial results decreased $19.1 mill ion, from earnings 
of $0.3 million In 2006, to a net loss of $18.8 million In 2007. See 
"Overview of Holding Company and Other Segment Operations," 
for more information. 

In 2006, earnings decreased $5.6 million from earnings of $5.9 million 
In 2005, to earnings of $0.3 million in 2006. See "Holding Company 
and Other Segment Operations," for more information. 

Oil and Natural Gas Operations: 
In connection with the PEC merger, Integrys Energy Group announced 
its intent to divest of PEC's oil and natural gas production operations, 
PER PEP was sold in the third quarter of 2007. In 2007, PEP recognized 
earnings of $56.0 million, including $58.5 million of earnings reported 
as discontinued operations. The $2.5 million loss reported in continuing 
operations related primarily to intercompany expense allocations to 
PEP (salaries, interest expense, etc.) related to employees and debt 
that remained at Integrys Energy Group after the sale. The sale of 
PEP resulted In a $7.6 million after-tax gain. 
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Earnings Per Share: 
Diluted earnings per share was Impacted by the Items discussed above as 
well 3s an 'increase of 29.4 million shares (69.3%) in the weighted average 
number of outstanding shares of Integrys Energy Group's common stock 
from 2006 to 2007 and an increase of 3.7 million shares (9.6%) In the 
weighted average number of outstanding shares of Integrys Energy 
Group's common stock fnam 2005 to 2006. Integrys Energy Group Issued 
31.9 million shares of common stock on February 21 , 2007, in conjunction 
with the merger with PEC, issued 2,7 million shares of common stock in 
May 2006 in order to settle Its forward equity agreement with an affiliate 
of J.P Morgan Securities, and issued 1.9 million shares of common stock 
through a public offering In November 2005. Additional shares were also 
Issued under the Stock Investment Plan and certain stock-based 
employee benefit plans in 2007, 2006, and 2005, 

Utility Operations 
In 2007, utility operations included the regulated electric segment, 
consisting o f t h e regulated electric operations of WPSC and UPPCO, 
and the regulated natural gas utility segment, consisting o f t h e natural 
gas operations of WPSC, PGL, NSG, MGUC, and MERC. The natural gas 
operations of WPSC, MGUC, and MERC were included for all of 2007, 
while the natural gas operations of PGL and NSG were included from 
February 22, 2007, through December 31 , 2007. The natural gas 
operations of WPSC were included for all of 2006, while the natural gas 
operations of MGUC and MERC were included from April 1, 2006, through 
December 3 1 , 2006. and July t , 2006, through December 3 1 , 2006, 
respectively. For the year ended December 3 1 , 2005, utility operations 
included the regulated electric segment, induding the electric operations 
of WPSC and UPPCO, and the regulated natural gas utility segment, 
including the natural gas operations of WPSC. 

Regulated Electric Segnnent Operations 

(Millions) 

Revenues 

Fuel and purchased power costs 

Margins 

Operating and maintenance expense 

Depreciation, amortization and decommissioning expense 

Taxes other than income 

Operating income 

Sales in kilowatt-hours 

Residential 

Commercial and industrial 

Wholesale 

Other 

Total sales in kilowatt-hours 

Weather - WPSC 

Heating degree days 

Cooling degree days 

Year Ended December 31, 

'Wi 
^ 

^^ i 
^ B J S 

i'^^m. J 

^&mi 

•fm$ 

2006 

$1,099.4 

551.0 

548.4 

265.3 

78.5 

41.6 

$ 163.0 

3,144.8 

8,645.2 

4,093.1 

42.2 

15,925.3 

6,785 

521 

2005 

$1,037.1 

444.2 

592.9 

355.7 

120.4 

38.5 

$ 78.3 

3,127.4 

8,641.8 

3,849.2 

41.7 

^5,660.1 

7,401 

649 

Change in 
2007 Over 

2006 

13.3% 

15.5% 

11.2% 

21.0% 

2.0% 

3.8% 

1.3% 

0.9 % 

1.2% 

(1.7)% 

0.5% 

0.4% 

4.7% 

21.7% 

Change in 
2006 Over 

2005 

6.0% 

24.0% 

(7.5)% 

(25.4)% 

(34.8)% 

8.1% 
108.2% 

0.6% 

-% 
6.3% 

1.2% 

1.7% 

(8.3)% 

(19.7)% 

Revenue 

2007 Compared with 2006: 

Regulated electric revenue increased $146.7 million, driven by 
the fol lowing; 

• On January 11, 2007, the PSCW issued a final written order to 

WPSC authorizing a retaii electric rate Increase of $56.7 million 

(6.6%), effective January 12, 2007, for Wisconsin electric customers. 

• In June 2006, the Michigan Public Service Commission (MPSC) issued 
a final written order to UPPCO authorizing an annual retail electric rate 
increase for UPPCO of $3.S million (4,8%), effective June 28, 2006. 
Sea Note 23, "Regulatory Environment," for more information 
related to the retail electric rate increases at WPSC and UPPCO. 

• On a per-unit basis, fuel and purchased power costs were 
approximately 17% higher during the year ended December 3 1 , 2007, 
cofTipared with the same period in 2006. In addition, sales volumes 

Increased 0.4%, primarily related to an Increase in sales volumes 
to residential and commercial and industrial customers, driven by 
warmer weather during the cooling season and colder weather 
during the heating season (a portion of heating load Is electric) In 
2007, compared with 2006. The increase in sales volumes related 
to weather was partially offset by an approximate 2% decrease 
in weather normalized residential and commercial and industrial 
customer usage, driven by customer conservation resulting from 
higher energy costs and weaker general economic conditions. 

2006 Compared with 2005: 

Regulated electric revenue increased $62.3 mill ion, driven by 
the following; 

• Approved 2006 electric rate increases for WPSC and UPPCO retail 
electric customers and rate Increases for WPSC's wholesale customers 
resulting from the formula rate mechanism in place for these 
customers. See Note 23, "Regulatory Environment," for more 
information related to these rate increases. 
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• Electric sales volumes increased 1.7%, primarily related to a 

6.3% increase In sales volumes to wholesale customers due to 

higher demand and new wholesale contracts. 

• Unfavorable weather conditions during both the heating and cooling 

seasons for the year ended December 3 1 , 2006, compared with 2005, 

partially offset the increases discussed above. 

Margin 

2007 Compared with 2006: 

The regulated electric margin increased $61.2 million, driven by 

the fol lowing: 

• A $57.0 million (11.5%) Increase in the electric utility margin at WPSC. 

• WPSC's margin was positively impacted by the retail electric rate 
increases discussed above and by higher electric sales volumes 
to residential and commercial and Industrial customers related to 
weather. Favorable weather conditions during both the heating 
and cooling seasons positively Impacted margin by an estimated 
$6.0 million. 

• The year-over-year change in WPSC's margin was also positively 
impacted by a $16.2 million decrease In the 2006 margin related 
to the accrual o f t h e refund to wholesale customers In 2006 of 
their portion o f t he Kewaunee nonqualified decommissioning 
trust fund. Pursuant to regulatory accounting, the decrease in the 
2006 margin related to this refund was offset by a corresponding 
decrease In operating and maintenance expenses in 2006 and, 
therefore, d id not have an impact on earnings. No such accrual 
to wholesale customers occurred in 2007; however, the payment 
of the refund was made in 2007. 

• Partially offsetting the increase in WPSC's margin, fuel, and 
purchased power costs were 3.7% higher than what was 
recovered in rates during the year ended December 31 , 2007, 
compared with fuel and purchased power costs that were 10.5% 
less than what was recovered in rates during the same period In 
2006, driving a $14.4 million negative variance In WPSC's electric 
margin. In 2007, fuel and purchased power prices were above 
what was projected In the rate case primarily due to higher than 
anticipated commodity costs and the market effects of unplanned 
plant outages. On October 6, 2007, a lightning strike hit Weston 3. 
The unit returned to full service on January 14, 2008. The 
unscheduled outage d id not have a significant impact on the 
electric utility margin as the PSCW approved deferral of 
unanticipated fuel and purchased power costs directly related 

to the outage. The outage d id, however, cause the price of 
purchased power from other sources to increase. Excluding the 
additional purchased power which resulted from the Weston 3 
outage, fuel and purchased power costs at WPSC increased 
17% in 2007, compared with the same period in 2006, primarily 
related to the higher per-unit cost of fuel and purchased power 
required from the market to serve WPSC's customers. 

• UPPCO's margin Increased approximately $4 million, primarily due 
to its retail electric rate Increase, effective June 2006, and higher 
retail sales volumes. 

2006 Compared with 2005: 

The regulated electric margin decreased $44.5 million, driven by 

the following: 

• A $48.7 million decrease In WPSC's electric margin, primarily 
related to the sale of the Kewaunee nuclear generation plant to 
Dominion Energy Kewaunee on July 5, 2005, and the related power 
purchase agreement. Excluding the $54.2 million increase in fixed 
payments made to Dominion Energy Kewaunee during the year 
ended December 3 1 , 2006, WPSC's electric utility margin increased 
$5.5 million. 

• The retail and wholesale electric rate increases discussed above 

had a favorable impact on WPSC's regulated electric margin. 

• WPSC's fuel and purchased power costs were less than were 
recovered in rates during the year ended December 3 1 , 2006, 
compared with fuel and purchased power costs that were more 
than were recovered in rates during the same period in 2005 (the 
under collection in 2005 was primarily due to the Impact 2005 
hurricanes had on natural gas prices), which had an estimated 
$23 million positive year-over-year impact on margin. 

• WPSC's margin was also positively impacted by higher wholesale 
electric sales volumes, driven by higher demand from existing 
customers and new wholesale customer contracts. 

• The increase in WPSCs margin was partially offset by a 
$70.8 million decrease in 2006 margin related to the refund 
to retail customers and the accrual f o r t h e refund to wholesale 
customers of a port ion of the Kewaunee nonqualified 
decommissioning trust fund. 

• Also, unfavorable weather conditions during the 2006 heating 
and cooling seasons negatively Impacted margin by an 
estimated $14 million. 

• UPPCO's margin increased approximately $4 million primarily due 
to its first retail electric base rate increase since 2002. 

Operating income 

2007 Compared with 2006: 

Operating income increased $2.2 million, driven by the $61.2 million 
Increase In regulated electric margin discussed above, partially offset by 
a $54.3 million (23.7%) increase in operating and maintenance expenses 
at WPSC and a combined $3.2 million increase in depreciation and 
taxes other than income taxes at the regulated electric utility. 

• The change in operating and maintenance expense at WPSC was 
primarily related to the following: 

• Regulated electric maintenance expenses Increased $15.3 million, 
driven by longer than anticipated planned outages and a higher 
number of unplanned outages year-over-year (which included 
major overhauls planned at the Weston 2 and Weston 3 
generation stations and the De Pere Energy Center, planned 
major turbine and generator work performed at the Pulliam 
electric generation station, and several unplanned outages at the 
Weston 3 generation station). 

• Regulated electric transmission expenses Increased $14.2 mill ion, 
primarily related to higher rates charged by Midwest Independent 
Transmission System Operator (MISO) and ATC due to additional 
transmission investment. 

UPPPi 
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• The regulated electric segment of WPSC was allocated external 
costs to achieve merger synergies of $11,4 million for the year 
ended December 3 1 , 2007. 

• Amortization in 2006 o f t he regulatory liability recorded for 
WPSC's obligation to refund proceeds received from the 
liquidation o f the Kewaunee nonqualified decommissioning trust 
fund to wholesale electric ratepayers contributed $16.2 million to 
the increase in WPSC's operating and maintenance expense. 
Pursuant to regulatory accounting, the 2006 increase in operating 
and maintenance expense related to this refund was offset by a 
corresponding increase in 2006 margin and, therefore, did not 
have an Impact on earnings. 

• Lower pension, postretirement, and other employee benefit costs 

partially offset the Increase In regulated electric operating and 

maintenance expense at WPSC. 

• An Increase in depreciation expense related to continued capital 

investment at the electric utility, while the increase in taxes other 

than Income reflected an increase in sales year-over-year. 

2006 Compared with 2005: 

Operating Income increased $85-1 million, driven by a $90.8 million 

decrease in operating and maintenance expense, and a $41.9 million 

decrease in depreciation and amortization expense, partially offset by 

the $44.5 million decrease In the regulated electric margin. 

• The change In operating and maintenance expense was primarily 

related to the fol lowing: 

• Partial amortization of the regulatory liability recorded for WPSC's 
obligation to refund proceeds received from the liquidation of 
the Kewaunee nonqualified decommissioning trust fund to retail 
and wholesale electric ratepayers contributed $70.8 million to 
the decrease In operating expenses in 2006, compared with 
2005. Pursuant to regulatory accounting, the decrease In 
operating expense related to this refund was offset by a 
corresponding decrease In margin, 

• Operating and maintenance expense related to the Kewaunee 
nuclear plant decreased approximately $17 million, driven by the 
sale of this facility in July 2005. The decrease in operating and 
maintenance expense related to Kewaunee did not have a 
significant Impact on Income available for common shareholders 
as WPSC is still purchasing the same amount of power from this 
facility as it obtained from it when WPSC owned a 59% interest 
In the plant. The cost o f t he power is included as a component 
of utility cost of fuel, natural gas, and purchased power. 

• As a result of the PSCW's disallowance of certain costs, WPSC 

incurred a $6.1 million charge In 2005 related to one-half the loss 

on the sale of Kewaunee, creating a corresponding year-over-year 

decrease in operating expenses. 

• Also, as disallowed by the PSCW, WPSC wrote-off $2.1 million 
in 2005 of previously deferred operating and maintenance 
expenses related to the 2004 extended outage at Kewaunee, 
creating a corresponding year-over-year decrease in operating 
expenses. 

• Salaries and employee benefits also decreased in part due to the 

sale of Kewaunee in 2005. 

• Partially offsetting the decrease in operating and maintenance 
expense, software amortization increased $5.4 million, driven by 
the late 2005 implementation of a new customer billing system. 

• Excluding Kewaunee, maintenance expenses at the electric 
utility segment were up $4.9 mil l ion. Planned maintenance 
was required on certain combustion turbines, and maintenance 
expense related to electric distribution assets also increased. 

• Electric transmission expense increased $4.1 mill ion. 

The change in depreciation, amortization and decommissioning 

expense was primarily related to the following: 

• Approximately $41 million of decommissioning expense was 
recorded during 2005, compared with no decommissioning 
expense recorded in 2006. In 2005, realized gains on 
decommissioning trust assets were substantially offset by 
decommissioning expense pursuant to regulatory practice 
(see analysis of "Miscellaneous Income" below). 

• A $10.2 million decrease in depreciation expense resulting from 

the sale of Kewaunee in July 2005. Subsequent to the sale of 

Kewaunee, decommissioning expense is no longer recorded. 

• An increase in depreciation ejq^ense related to continued capital 
investment at the electric utility partially offset the overall 
decrease in depreciation and decommissioning expense. 
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M a n a g e m e n t ' s D i s c u s s i o n a n d A n a l y s i s 

Regulated Natural Gas Utility Segment Operations 

(Millions) 

Revenues 

Purchased natural gas costs 

Margins 

Operating and maintenance expense 

Depreciation and amortization expense 

Taxes other than income 

Operating income 

Throughput in therms 

Residential 

Commercial and industrial 

Interruptible 

Interdepartmental 

Transport 

Total sales in therms 

Weather* 

WPSC heating degree days 

Year Ended December 31, 

*. 
• ; , ^ ^ ^ . ^ 

> J^^ i^ l ^ l t ^J^ 

.̂ M 

" ^ -TO*? 

i ' -as-T 
X ' w t x j , ' 

S .W13 
' ' ; 4J9-.2 

i »« ^ 1 flr.1 

4^^ MM.1 

• 4 -

7A(3^ 

2006 

$676.9 

493.8 

183.1 

121.3 

32.7 

11.8 

$ 17.3 

351.5 

190.6 

40.1 

27.6 

657.5 

1,267.3 

6.785 

2005 

$522.0 

397.4 

124.6 

69.4 

19.5 

6.1 

$ 29.6 

241.6 

134.7 

36.1 

70.8 

344.0 

827.2 

7,401 

Change In 

2007 Over 

2006 

2108% 

194.4% 

255.1% 

252.4% 

198.8% 

180.5% 

431.8% 

256.1% 

130.4% 

48.1% 

70.7% 

129.0% 

160.6% 

4.7% 

Change in 
2006 Over 

2005 

29.7% 

24.3% 

47.0% 

74.8 % 

67.7 % 

93.4% 

(41.6)% 

45.5% 

41.5% 

11.1% 

(61.0)% 

91.1% 

53.2% 

(8.3)% 

' Weather I'nformatfor for MGUC, MERC, PGL, and NSG is not shown as the information is not comparable to the prior year sines the companies were not part of/ntegrys Energy Group pnor to 
April I 2006 (MGUC), July h 2006 (MERC), and February 21. 2007 (PGL and NSG). 

Revenue 

2007 Compared with 2006: 

Regulated natural gas utility segment revenue increased $1,426.8 million, 
driven by the fol lowing: 

• PGL and NSG (acquired February 2 1 , 2007) generated 
$1,118.5 million of natural gas utility revenue and contributed 
approximately 1.5 billion therms of natural gas thnaughput 
volumes in 2007. 

• MERC (which acquired natural gas distribution operations in 
Minnesota on July 1, 2006) generated $294.0 million of natural 
gas utility revenue and approximately 705 million therms of natural 
gas throughput volumes In 2007, compared with $123.0 million 

of natural gas utility revenue and approximately 348 million therms 
of natural gas throughput volumes in 2006. 

• MGUC (which acquired natural gas distribution operations in 
Michigan on April 1, 2006) generated $220.2 million of natural 
gas utility revenue and approximately 311 million therms of natural 
gas throughput volumes in 2007, compared with $110.1 million of 
natural gas revenue and approximately 193 million therms of natural 
gas throughput volumes during 2006. 

• WPSC's natural gas utility revenue increased $27.2 million, 
from $443.8 million in 2006, to $471.0 million in 2007, driven 
by the fol lowing: 

• On January 11, 2007, the PSCW issued a final written order 
to WPSC authorizing a retail natural gas rate increase of 
$18.9 million (3.8%), effective January 12, 2007. See Note 23, 
"Regulatory Environment," for more Information related to the 
retail natural gas rate increase at WPSC. 

• An 8.6% increase In natural gas throughput volumes. The 
increase In natural gas throughput volumes was driven by a 
10.3% increase in residential volumes and a 70.7% increase in 
natural gas volumes sold to the electric utility. The increase In 
sales volumes to residential customers was driven in part by 
colder year-over-year weather conditions during the 2007 heating 
season. The increase in natural gas volumes sold to the electric 
utility was driven by an increase in the need for the electric utility 
t o run its peaking generation units. 

• Natural gas prices were 10 .1% lower on a per-unit basis, 
compared with 2006, resulting in a decrease in natural gas utility 
revenue, which partially offset the overall increase in natural gas 
utility revenue at WPSC. 

2006 Compared with 2005: 

Regulated natural gas utility segment revenue increased $154.9 mill ion, 

driven by the fol lowing: 

• The acquisition of natural gas distribution operations in Michigan 
by MGUC on April 1, 2006, and the acquisition of natural gas 
distribution operations in Minnesota by MERC on July 1, 2006. 
These acquisitions contributed approximately $233 million to natural 
gas utility revenue and approximately 541 million therms to natural 
gas throughput volumes in 2006. 

• WPSC's natural gas utility revenue was $443.8 million in 2006, 
compared with $522.0 million in 2005. Lower natural gas revenues 
at WPSC were primarily related to: 

• A 12.2% decrease in natural gas throughput volumes, primarily 
related to a 61.0% decrease in natural gas throughput volumes 
sold to the electric utility for electric generation and a 9.2% 
decrease In thrciughput volumes to residential and commercial 
and industrial customers. The decrease in throughput volumes 
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to the electric utility resulted from a decrease in the need for 
the electric utility to run its natural gasTired peaking generation 
units during the year ended December 3 1 , 2006, compared with 
2005, and from higher dispatch of these peaking generation 
units by MISO In 2005 for reliability purposes. The decrease in 
throughput volumes to residential and commercial and Industrial 
customers was also driven by unfavorable weather conditions in 
2006 compared with 2005. as well as customer conservation 
efforts. Particularly at the beginning of 2006, customers were 
taking measures to conserve energy as a result o f t he high 
natural gas prices In the first half of 2006. 

• In 2006. natural gas prices were 1.4% lower on a per-unit basis, 
compared with 2005, resulting from a large decline in the price 
of natural gas in the second half of 2006, also contributing to the 
decrease in natural gas revenue. 

• Partially offsetting the decrease in WPSC's natural gas utility 
revenue was the 2006 natural gas rate increase at WPSC (see 
Note 23, " Regulatory Environment," for more information related 
to this rate increase). 

Margin 

2007 Compared with 2006: 

The regulated natural gas utility segment margin increased $467,1 million, 
driven by the following: 

• The combined margin provided by PGL and NSG in 2CHD7 was 
$387.2 million, 

• The combined margin at MGUC and MERC increased $55.1 million, 
from $59,1 million in 2006, to $114,2 million In 2007. The increase in 
natural gas margin at MGUC and MERC was driven primarily by the 
fact that MGUC and MERC operated during the first quarter heating 
season In 2007, but were not acquired by Integrys Energy Group 
until after the first quarter heating season in 2006. 

• WPSC's natural gas margin increased $24.8 million, from 
$124.0 mlllioa in 2006, to $148,8 million in 2007. As discussed 

in more detail above, the increase In WPSC's margin was driven by 
the retail natural gas rate increase and an increase in throughput 
volumes to higher margin residential customers due in part to colder 
year-over-year weather conditions during the heating season. The 
increase in throughput volumes sold to the electric utility d id not 
have a significant Impact on WPSC's natural gas utility margin. 

2006 Compared with 2005; 

The regulated natural gas utility segment margin increased 
$58.5 million, driven by the following: 

• The combined margin provided by MGUC and MERC was 
approximately $59 million. 

• WPSC's natural gas utility margin decreased $0.6 million. As 
discussed In more detail above, a decrease in throughput volumes 
to higher margin residential and commercial and industrial 
customers was partially offset by the natural gas rate increase. 

Operating Income 

2007 Compared with 2006: 

Operating income increased $74.7 million, driven b y t h e $467.1 million 
increase in the regulated natural gas utility margin, partially offset by 
a $306.1 million increase in operating and maintenance expense, a 
$65.0 million increase in depreciation and amortization expense, and 
a $21.3 million increase in taxes other than income taxes. 

• The Increase in operating and maintenance expense was primarily 

related to the fol lowing: 

• Combined operating and maintenance expenses of $292.9 million 
were incurred by PGL and NSG in 2007. 

• Combined operating and maintenance expense at MGUC and 
MERC increased approximately $9 million, primarily due to the 
fact that both of these businesses incurred operating expenses 
for only a partial year in 2006, compared to incurring a full year 
of operating and maintenance expenses in 2007. For the year 
ended December31 , 2006, $ U . 8 million of combined operating 
and maintenance expense related to external transition costs, 
primarily for the start-up of outsourcing activities and other legal 
and consulting fees. For the year ended December 3 1 , 2007, 
MGUC and MERC were allocated $1.7 million of external costs to 
achieve merger synergies related to the PEC merger. 

• Operating expenses related to WPSC's natural gas operations 
increased $3.7 million year-over-year, due primarily to the 
allocation of $2.8 million of external costs to achieve merger 
synergies related to the PEC merger. 

• The increase in depreciation and amortization expense was primarily 
related to the merger with PEC (a combined $59.0 million of 
depreciation and amortization expense was recognized at PGL and 
NSG in 2007) and an increase in depreciation expense at MERC and 
MGUC (these businesses were not included in results of operations 
for the full year In 2006). Depreciation and amortization expense at 
WPSC's natural gas utility was relatively flat year-over-year 

• The increase in taxes other than income taxes from 2006 to 2007 
was primarily related to the merger with PEC ($16.8 million of taxes 
other than income taxes were recognized at PGL and NSG in 2007), 
and the acquisition of the Michigan and Minnesota natural gas 
distribution operations, which were not included in results of 
operations for the full year in 2006. Taxes other than income taxes 
are primarily related to property taxes, real estate taxes, gross 
receipts taxes, and payroll taxes paid by these companies. 

2006 Compared with 2005: 

Operating income decreased $12.5 mil l ion, driven by a $71.0 million 
increase in total operating and maintenance expense, partially 
offset by the $58.5 million increase in regulated natural gas utility 
margin as discussed above. The increase in operating expenses is 
explained below. 

• Operating and maintenance expenses increased $52.1 million. The 
increase in operating and maintenance expense at the regulated 
natural gas utility segment was driven by S56.6 million of combined 
operating and maintenance expense incurred by MGUC and MERC. 
O f t h e $56.6 million of operating and maintenance expense incurred 
by MGUC and MERC during the year ended December 31 , 2006, 
$11.8 million related to external transition ejq^enses, primarily f o r t he 
start-up of outsourcing activities and other legal and consulting fees. 
Partially offsetting the increase in operating and maintenance 
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Management's Discussion and Analysis 

expenses related to MGUC and MERC, operating expenses related 
to WPSC's natural gas operations decreased, driven by decreases in 
various employee benefit related expenses. 

The $13.2 million year-over-year increase In depreciation expense 
recorded at the regulated natural gas utility segment was driven 
by a combined $10.4 million of depreciation expense recorded 
by MGUC and MERC for the year ended December 3 1 , 2006. 
Continued capital investment at WPSC's natural gas utility also 
contributed to the increase in depreciation expense. 

• The $5.7 million increase in taxes other than income taxes was 

driven by $4.8 million of taxes other than income taxes recorded 

by MGUC and MERC, primarily related to property taxes. 

Integrys Energy Services' Operations 
Integrys Energy Services is a diversified nonregulated energy supply 
and services company serving residential, commercial, industrial and 
v\^olesale customers in developed competit ive markets in the United 
States and Canada. 

Integrys Energy Services' Segment Results of Operations 

Year Ended December 3 1 . 

(Miliions, except natural ^as sales volumes) 

Revenues 

Cost of fuel, natural gas, and purchased power 

Margins mmMM 
Margin Detail 

Eiectric and other margins 

Natural gas margins 

Operating and maintenance e)qDense 

Depreciation and amortization 

Taxes other than income taxes 

2006 2005 

$5,159.1 

4,978.0 

$5,314.9 

5,148.6 

$ 181.1 $ 166.3 

$ 6 0 5 

$120.6 

$105.3 

$ 61.0 

$81.5 

9.4 

7.2 

J8.9 

9.5 

5.4 

Change in 
2007 Over 

2006 

35.3% 

3 4 . 1 % 

67.9% 

172.6% 

15.4% 

95.6% 

53.2% 

(1.4)% 

Change in 
2006 Over 

2005 

(2.9)% 

(3.3)% 

8.9% 

(42.5)% 

97.7% 

(8.3)% 

(1.1)% 

33.3% 

Operating income $83.0 $62.5 48 .4% 32.8% 

Gross volumes (includes volumes bo th 
physically delivered and net settled) 

Wholesale electric sales volumes in kilowatt-hours 

Retail electric sales volumes in kilowatt-hours 

Wholesale natural gas sales volumes in billion cubic feet 

Retail natural gas sales volumes in billion cubic feet 

Physical volumes (indudes only transactions 
sett led physically for the periods shown) 

Wholesale electric sales volumes in kilowatt-hours * 

Retail electric sales volumes in kilowatt-hours * 

Wholesale natural gas sales volumes in billion cubic feet 

Retail natural gas sales volumes in billion cubic feet * 

58,794.9 

6,554.1 

402.2 

314.5 

968.2 

4,565.6 

373.5 

264.0 

44,778.3 

8,021.0 

338.1 

276.6 

1,515.6 

6,594.5 

327.8 

227.7 

125.6% 

126.6% 

2 0 . 1 % 

17.3% 

271.8% 

219.4% 

19.3% 

21.0% 

31.3% 

(18.3)% 

19.0% 

13.7% 

(36.2)% 

(30.8)% 

13.9% 

15.9% 

' Represents gn^ss physical volumes. 

Revenue 

2007 Compared with 2006: 

• Year-over-year, revenues increased approximately $1.8 billion. The 
increase was primarily due to increased volumes as a result o f t h e 
addition o f t h e nonregulated energy operations of PEC and an 
average increase In 2007 electric prices of over 10%. In addition to 
revenue and volume contributions from the merger with PEC, retail 
electric sales volumes and related revenue increased as a result of 
Integrys Energy Services' new retail electric product offerings to 
existing markets and expansion into new retail electric markets. 
Wholesale electric sales volumes and revenue increased as a result 
o f t he additional wholesale origination structured transactions. 
Wholesale natural gas volumes increased as a result of an increase 
in the profitability of wholesale origination structured natural gas 
transactions throughout 2006 and into 2007. Some of these 
transactions were entered into in prior periods for future delivery; 

therefore, Integrys Energy Services is seeing an increase in volumes 
in the periods In which these transactions settle. Retail natural gas 
volumes also increased, driven by favorable pricing compared with 
2006, which encouraged new and existing customers to enter into 
or extend supply contracts with Integrys Energy Services. 

2006 Compared with 2005: 

• Year-over-year, revenues decreased $155.8 million, primarily related to 
a decrease in both physical retail and wholesale electric sales volumes 
and a decrease in energy prices during the latter half of 2006. The 
decrease in physical retail electric sales volumes was driven by a 
decrease in retail electric sales volumes in Ohio as aggregation sales 
In Ohio ended on December 31 , 2005, with the expiration of Integrys 
Energy Services' contracts with Ohio aggregation customers. Michigan 
retail electric sales volumes also decreased as many customers 
returned to their utility supplier beginning in 2005 and continuing into 
2006 as a result of high wholesale energy prices and utility tariff 
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changes, which significantly lowered the savings that customers could 

obtain from contracting with non-utility suppliers. In offier areas, lower 

wholesale energy prices in the latter half of 2006 allowed Integrys 

Energy Services to sign up a significant number of new retail 

customers. The decrease In physically settled wholesale electric sales 

volumes was driven by a trend toward more financially settled 

transactions in 2(X)6, compared to 2005, 

M a r g i n s 
Integrys Energy Sen/ices' margin increased $123.0 million from 2006 to 
2007 and increased $14,8 million from 2005 to 2006, The table below 
provides a summary o f t he significant items contributing to the change 
in margin. "Other significant items" in the table below are generally 
related to the t iming of gain and loss recognition on certain transactions 
and the settlement of the derivative instruments used to protect the 
value of Section 29/45K tax credits. 

(Miilions, except 

natural gas sales volumes) 

Electric and other margins 
Realized gains on structured 

origination contracts 
Realized retail electric margin 
All other wholesale 

electric operations 

Other significant Items: 
Oil option activity 
Retail mari<-to-market activity 
2005 liquidation of electric 

supply contract 

Net increase (decrease) in 
electric and other marqlns 

Natural gas margins 
Realized natural gas margins 

Other significant items: 
Mass market supply options 
Spot to forward differential 
Other mark-to-market activit/ 

Net increase in natural aas nnarqins 

Net increase in Integrys Energy 
Services' margin 

ncrease (Decrea 

ZOCfT 

$ 11.8 
15.9 

3.9 

22.0 

45.3 

5.5 

1 0 4 ^ 

8.0 

6.6 
( 0 . » 
4.2 

18 .^ 

$123.0 

se) in Margin in 
2006 

$ 6.3 

(2.9) 

4.8 

(11.1) 
(27.3) 

(14.6) 

(448) 

32.2 

(8.4) 

5.4 

30.4 
59.6 

$14.8 

E iec t r i c a n d O t h e r M a r g i n s 
Integrys Energy Services' electric and other margins increased 
$104.4 million from 2006 to 2007 and decreased $44.8 million from 
2005 to 2006- The 2007 electric and other margin included the negative 
Impact of $15.2 million of amortization related to purchase accounting 
adjustments required as a result of the merger with PEC. The fol lowing 
items were the most significant contributors to the change in Integrys 
Energy Sen^'ices' electric and ether margins. 

REALIZED GAINS O N STRUCTURED ORIGINATION CONTRACTS 
• Realized gains on structured origination contracts increased 

$11.8 niillion, from $6.3 million In 2006 to $18.1 million in 2007. 
Origination contracts are physical, customer-based agreements with 
municipalities, merchant generators, cooperatives, municipalities, and 
regulated utilities. The Increase was primarily due to continued growth 
in existing markets in the Midwest and northeastern United States, as 
well as expansion Into the niarkets in the western United States. 

• Realized gains on structured origination contracts increased 
$6.3 million from 2005 to 2006. The increase was primarily due 
to realized gains from origination contracts involving the sale of 

energy through structured transactions to wholesale customers in 

the Midwest and northeastern United States. These origination 

contracts were not in place in 2005. Integrys Energy Sen/ices 

provided products to large origination customers desiring to take 

advantage of falling energy prices. 

REALIZED RETAIL ELECTRIC MARGIN 
• The realized retail electric margin increased $15.9 million from 

$18.3 million in 2006 to $34.2 million in 2007. The change was 

primarily due to the following: 

• A $13.9 million increase related to operations in Illinois, driven by 

the merger with PEC's nonregulated business and the addition of 

new customers due to the expiration of certain regulatory 

provisions in the state in 2007 that effeaively opened the market 

to nonregulated energy suppliers. 

• A $6.0 mill ion increase related t o operations in Texas, as a result 

of further penetration into this market resufting from continued 

marketing efforts. Retail offerings In Texas first began In the third 

quarter of 2006. 

• A $3.6 millian increase related to operatior^s \n New England as 

new customers were added due to an increased sales focus in 

this region. 

• Partially offsetting the increases discussed above were: 

• A $4.4 million decrease related to Michigan operations as many 
customers continued to return to utility suppliers as a result of high 
wholesale energy prices and changes in utility tariffs, which have 
continued to make the Michigan energy maricet less competitive. 

• A $3.3 miilion decrease related to operations in the state of New 

York, related to a change in the product mix offered to customers 

in response to utility rate structure changes. 

• The realized retail electric margin decreased $2.9 million from 2005 to 
2006. The decrease was primarily driven by an $8.2 million decrease 
in margin in Ohio and a $3.7 million decrease in margin in northern 
Maine. These decreases were partially offeet by a $4.4 million increase 
in margin In Michigan, a $2.8 million increase in margin in New Yoric, 
and positive margin contributions from retail electric operations in 
Texas and Illinois. Integrys Energy Services' retail electric aggregation 
sales in Ohio ended on December 3 1 , 2005, with the expiration of 
Integrys Energy Services' contracts with Ohio aggregation customers. 
The decrease in margin from operations in northern Maine was driven 
by higher supply costs in part tied to diesel fuel prices. A portion of 
the electricity purchased by Integrys Energy Services to supply 
customers in northern Maine is derived from burning wood chips. The 
cost to transport wood chips, as well as the operating costs o f the 
machine utilized to make the wood chips, were negatively impacted 
by higher diesel fuel prices. In 2006, Integrys Energy Services shared 
in this diesel fuel exposure with the generation supplier. The increase 
in margin from retail electric operations in Michigan was driven by the 
elimination of the Seams Elimination Charge Adjustment (SECA) 
effective March 31 , 2006. See Note 23, "Regulatory Environment," 
for more information related to SECA. Integrys Energy Services began 
developing a product offering in the Texas retail electric maricet in 
2005 and started to deliver power to these customers in July 2006. 

In 2006, Integrys Energy Services began offering retail electric 
products to large commercial and industrial customers in Illinois. In 
2005, Integrys Energy Sen/ices was only offering natural gas products 
and energy management services to customers in Illinois. 
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ALL OTHER WHOLESALE ELECTRIC OPERATIONS 
As part of its trading activities, Integrys Energy Services seeks to generate 
profits from the volatility of the price of electricity by purchasing or selling 
various financial and physical instruments (such as forward contracts, 
options, financial transmission rights, and capacity contracts) in established 
wholesale markets where Integrys Energy Services has maricet expertise, 
under risk management policies set by management and approved by 
Integrys Energy Group's Board of Directors. Integrys Energy Services also 
seeks to reduce market price risk and extract additional value from its 
generation and customer supply portfolios through the use of various 
financial and physical instruments (such as forward contracts, options, 
financial transmission rights, and capacity contracts). Period-by-period 
variability in the margin contributed by Integrys Energy Services' 
optimization strategies and trading activities is expecrted due to 
changing market conditions and differences in the timing of gains and 
losses recognized on derivative and non-derivative contracts, as required 
by generally accepted accounting principles. A diverse mix of products 
and markets, combined with disciplined execution and exit strategies, 
has allowed Integrys Energy Services to generate economic value and 
earnings from these activities while staying within the value-at-risk (VaR) 
limits authorized by Integrys Energy Group's Board of Directors. For 
more information on VaR, see "Item 7A, Quantitative and Qualitative 
Disclosures about Market Risk." 

• Integrys Energy Services' margin from all other wholesale electric 
operations increased $3.9 million from 2006 to 2007, driven by an 
Increase In net realized and unrealized gains (primarily unrealized 
gains) related to trading activities utilized to optimize the value of 
Integrys Energy Services' merchant generation fleet and energy 
contract portfolios. Partially offsetting the increase resulting from 
realized and unrealized gains, the overall level of proprietary trading 
was less In 2007, due primarily to a decrease in electric price 
volatility during the first three quarters of 2007, increased emphasis 
on structured electric transactions in 2007, and the departure of 
several key traders in the third quarter of 2006. Proprietary trading 
started picking up again In the fourth quarter of 2007 as electric 
price volatility increased. Integrys Energy Services used the 2006 
departure of several of its traders as an opportunity to restructure 
trading operations into two groups. Its East trading group was 
relocated from Washington, D.C, to Chicago and the West trading 
group is located In Denver. The restructured trading operations 
allow Integrys Energy Services to more effectively sen/ice customers 
in the West by providing better diversification of trading talent, 
market expertise, and product offerings. 

• Oil opt ion activity drove an $11.1 million decrease in electric and 
other margins from 2005 to 2006. The decrease was driven by a 
decrease in the fair value of derivative instruments utilized to protect 
the value of a portion of Integrys Energy Services' Section 29/45K 
federal tax credits from 2005 to 2006. This decrease is a result of 
net mark-to-market and realized losses on oil options of $2.4 million 
in 2006, compared with net mark-to-market and realized gains on 
oil options of $8.7 million in 2005. 

RETAIL MARK-TO-MARKET ACTIVITY 
Earnings volatility from this activity results from the application of 
derivative accounting rules to customer supply contracts (requiring 
that these derivative instmments be marked-to-market), without a 
corresponding mark-to-market offset related to the customer sales 
contracts, which are not considered derivative instruments. These 
mark-to-market gains and losses will vary each per iod, and ultimately 
reverse as the related customer sales contracts settle. As a result, 
Integrys Energy Sen/ices generally experiences mart<-to-market losses 
on supply contracts in periods of declining wholesale prices and 
mark-to-mari<et gains in periods of increasing wholesale prices. 

• Results from retail mark-to-market activity increased $45.3 million 

from $18.5 million of unrealized losses in 2006 to $26.8 million of 

unrealized gains in 2007. 

Results from retail mark-to-market activity decreased $27.3 

from 2005 to 2006. 

million 

2005 LIQUIDATION OF ELECTRIC SUPPLY CONTRACT 
In the fourth quarter of 2005, an electricity supplier exit ing the 
wholesale market In Maine requested that Integrys Energy Sen/ices 
liquidate a firm contract to buy power in 2006 and 2007. At that 
t ime, Integrys Energy Services recognized an $8.2 million gain 
related to the liquidation o f t h e contract and entered into a new 
contract with another supplier for firm power In 2006 and 2007 to 
supply its customers in Maine. The cost to purchase power under the 
new contract was more than the cost under the l iquidated contract 
The liquidation and subsequent replacement of this contract resulted 
In the fol lowing: 

• A $5.5 million increase in margins from 2006 to 2007. The 
replacement contract increased the cost of purchased power 
needed to serve customers in Maine by $6.4 million in 2006, 
compared with $0.9 million in 2007. 

• Integrys Energy Sen/ices' margin from all other wholesale electric 
operations increased $4,8 million from 2005 to 2006, driven by 
an increase in net realized and unrealized gains related to trading 
activities utilized to optimize the value of Integrys Energy Services' 
merchant generation fleet and energy contract portfolios. 

OIL OPTION ACTIVITY 

• Oil option activity drove a $22.0 million increase in electric and other 
margins from 2006 to 2007. The oil options were utilized to protect the 
value of a portion of Integrys Energy Services' Section 29/45K federal 
tax credits from 2005 to 2007. However, companies are no longer 
allowed to generate tax credits from the production of synthetic fuel as 
this program ended effective December 3 1 , 2007. Therefore, Integrys 
Energy Sen^/ices exercised substantially all of its remaining oil options 
in 2007. Net mark-to-market and realized losses on oil options of 

$2.4 million were recognized in 2006, compared with net mark-to-market 
and realized gains on oil options of $19.6 million in 2007. These 
derivative instruments were not designated as hedging instruments 
and, as a result, changes in the fair value were recorded in earnings. 
The increase in the fair value of these instruments in 2007 over 2006 
reflects increased oil prices. 

• A $14.6 million negative impact on the 2006 electric and other 
margin, as a result of higher purchased power costs recorded under 
the new contract of $6.4 million compared with an $8.2 million gain 
recognized on the liquidation of the original contract in 2005. 

N a t u r a l Gas M a r g i n s 

Integrys Energy Services' natural gas margins increased $18.6 million 
from 2006 to 2007 and increased $59.6 million from 2005 to 2006. The 
2007 natural gas margins included the negative impact of $6.1 million 
of amortization related to purchase accounting adjustments required as 
a result o f t he merger with PEC. The following items were the most 
significant contributors to the change in Integrys Energy Services' 
natural gas margins. 

REALIZED NATURAL GAS MARGINS 
• Realized natural gas margins increased $8.0 million, from $92.6 million 
in 2006, to $100.6 million in 2007. The majority of this increase, $5.7 million, 
was driven by margin contributed by the nonregulated retail natural 
gas marketing operations of PEC and improved supply optimization, 
as Integrys Energy Services was able to secure lower supply costs for 
firm sales commitments to retail natural gas customers In Ohio and 
Illinois. The remaining increase in realized natural gas margins was 
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driven by the nonregulated wholesale natural gas marketing operations 

added with the PEC merger. 

• Realized natural gas margins increased $32.2 million, from 
$60.4 million in 2005. to $92.6 million in 2006. The majority of 
this increase, $26.6 million, related to an increase in retail natural 
gas margin, driven by continued expansion of Integrys Energy 
Services' Canadian retail operations (including higher sales volumes 
to existing customers as well as new customer additions). Margins 
from retail natural gas operations in Wisconsin, Michigan, and Illinois 
also increased, as Integrys Energy Sen/Ices was able to better 
manage supply to these customers, aided by favorable market 
conditions. The remaining $5,6 million increase in realized natural 
gas margins related to wholesale operations, driven by an increase 
in structured wholesale natural gas transactions attributed to an 
increase In the volatility of the price of natural gas as well as high 
natural gas storage spreads during most of 2006. 

MASS MARKET SUPPLY OPTIONS 

Options utilized to manage supply costs for mass market customers 
are used to reduce the risk of price movements, customer migration, 
and changes in consumer consumption patterns. Earnings volatility 
results from the application of derivative accounting rules to the options 
(requiring that these derivative instruments be marked-to-market), 
without a corresponding mark-to-market offset related to the customer 
contracts. Full requirements natural gas contracts with Integrys Energy 
Services' customers are not considered derivatives and, therefore, no 
gain or loss is recognized on these contracts until settlement. The 
option mark-to-market gains and losses will reverse as the related 
customer sales contracts settle. 

• In 2007, options utilized to manage supply costs for mass market 

customers drove a $6.6 million increase In Integrys Energy Services' 

natural gas margin. These options had a $1.1 million positive impact 

on margin in 2007 (commensurate with higher natural gas prices), 

compared with a negative $5,5 million impact on margin in 2006 

(commensurate with declining natural gas prices). 

• In 2006, options utilized to manage supply costs for mass market 
customers drove an $8.4 million decrease in Integrys Energy Services' 
natural gas margin. These options had a $5.5 million negative Impact 
on Integrys Energy Sen/ices' natural gas margin in 2006 (commensurate 
with declining natural gas prices), compared with a $2.9 million positive 
impact on margin In 2005 (commensurate with higher natural gas 
prices in the latter half of 2005). 

SPOT TO FORWARD DIFFERENTIAL 

Integrys Energy Services experiences earnings volatility associated 
with the natural gas storage cycle, which njns annually from April 
through March of the next year. Generally, injections of natural gas into 
storage inventory take place In the summer months and natural gas is 
withdrawn from storage In the winter months. Integrys Energy Services' 
policy is to hedge the value of natural gas storage with contracts in the 
over-the-counter and futures markets, effectively lacking in a margin on 
the natural gas in storage. However, fair market value hedge accounting 
rules require the natural gas In storage to be marked-to-market using 
spot prices, while the future sales contracts are marked-to-market 
using forward prices. When the spot price of natural gas changes 
disproportionately to the forward price of natural gas, Integrys Energy 
Sen/Ices expehences volatility in its earnings. Consequently, earnings 
volatility may occur within the contract period for natural gas in storage. 
The accounting treatment does not impact the underiying cash flows or 
economics of these transactions. 

• The natural gas storage cycle had a negative $0.2 million impact 
on natural gas margins from 2006 to 2007. There was no material 
Impact on margin as a result o f t he natural gas storage cycle in 

2007 compared with a $0.2 million positive impact in 2006. At 
December 3 1 , 2007, the market value of natural gas in storage 
was $5.6 million less than the maricet value of future sales contracts 
(net unrealized loss), related to the 2007/2008 natural gas storage 
cycle. This $5.6 million difference is expected to vary with market 
conditions, and will reverse entirely and have a positive impact on 
earnings when all o f t h e natural gas Is withdrawn from storage. 

• The natural gas storage cycle had a positive $5.4 million impact 

on natural gas margins from 2005 to 2006. In 2006, the natural 

gas storage cycle had a positive $0.2 million impact on margin, 

compared with a $5.2 million negative impact on margin in 2005. 

OTHER MARK-TO-MARKET ACTIVITV 
Other maric-to-market activity primarily relates to changes in the feir market 
value of basis swaps utilized to mitigate maricet price risk associated with 
natural gas transportation contracts and certain rratural gas sales contracts 
as well as contracts utilized to mitigate maricet price risk related to certain 
natural gas storage contracts. Eamings volatility results from the application 
of derivative accounting rules to the basis and other swaps (requiring that 
these derivative instnjments be marked-to-market), without a conTesponding 
mari<-to-market offeet related to the physi<:al natural gas transportation 
contracts, the natural gas sales contracts, or the natural gas storage 
contracts (as these contracts are not considered derivative instruments). 
Therefore, no gain or loss is recognized on the transportation contracts, 
customer sales contracts, or natural gas storage contracts until physical 
settlement of these contracte occurs. 

m Derivative instruments not previously discussed drove a $4.2 million 

increase in the natural gas margins as mark-to-maricet gains on these 

instruments increased to $37.5 million In 2007. 

• Derivative instruments not previously discussed drove a $30.4 million 

increase in the natural gas margins as mark-to-market gains on 

these instruments increased in 2006, compared with 2005. 

Operating Income 

2007 Compared with 2006: 

• Operating income at Integrys Energy Sen/ices increased $40.2 million, 

driven by the $123.0 million increase in margin discussed above, 

partially offeet by a $77.9 million increase in operating and 

maintenance expense and a $5.0 million increase in depreciation 

and amortization expense. 

The increase in operating and maintenance expense was driven by 
higher payroll and benefit costs related to additional employees 
required as a result of continued business expansion activities at 
Integrys Energy Sen/ices (the most significant of which related to 
the merger of PEC's nonregulated operation into Integrys Energy 
Services). A $9.0 million pre-tax gain on the 2006 sale of WPS ESI Gas 
Storage, LLC, $7.7 million of costs to achieve merger synergies and 
additional costs related to plant outages of $2.6 million in 2007 also 
contributed to the increase in operating and maintenance expense. 

2006 Compared with 2005: 

• Operating income at Integrys Energy Services Increased $20.5 million, 
driven by the $14.8 million increase in margin discussed above and 
a $7.4 million decrease in operating and maintenance expense. 
The decrease in operat ing and maintenance expense was primarily 
related to a $9.0 million pre-tax gain recognized on the sale of 
WPS ESI Gas Storage, LLC in the second quarter of 2006. This 
gain was partially offeet by higher payroll and benefit costs related 
to an increase in the number of employees as a result of business 
expansion activities. 
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Management's Discussion and Analysis 

Holding Company and Other Segment Operations 

2007 Compared with 2006: 

Financial results at the Holding Company and Other segment 
decreased $19.1 million, from net income of $0.3 million f o r t he year 
ended December 3 1 , 2006, to a net loss of $18.8 million fo r the year 
ended December 3 1 , 2007. The change was driven by the fol lowing: 

• A $42.0 million ($25.2 million after-tax) increase in interest expense, 
driven by additional borrowings assumed in the merger with PEC, as 
well as an increase in short-term and long-term borrowings required 
to fund the acquisitions of the natural gas distribution operations in 
Michigan and Minnesota, higher woricing capital requirements at 
Integrys Energy Sen/Ices, and transaction and transition costs related 
to the merger with PEC. 

• A $6.2 million ($3.7 million after-tax) gain on the sale of Integrys 

Energy Group's one-thind interest in Guardian Pipeline, LLC In April 

2006 also contributed to the decrease in year-over-year earnings. 

• An $11.5 million increase in pre-tax earnings ($6.9 million after-tax) 

from Integrys Energy Group's 34.5% ownership interest in ATC. 

Integrys Energy Group recorded $50.5 million of pre-tax equity 

earnings from ATC during the year ended December 3 1 , 2007, 

compared with $39.0 million f o r t he same period in 2006. 

• A $1.7 million ($1.0 million after-tax) decrease in operating and 
maintenance expenses, primarily related to the reallocation of 
external costs to achieve merger synergies associated with the PEC 
merger, incurred from July 2006 through March 2007. In March 
2007, all external costs to achieve were reallocated from the Holding 
Company and Other segment (where they were initially recorded) to 
other reportable segments, which will ultimately be the beneficiaries 
of the synergy savings resulting from the costs to achieve. 

2006 Compared with 2005: 

Earnings at the Holding Company and Other segment decreased 
$5.6 mill ion, from net income of $5.9 million for the year ended 

December 3 1 , 2005, to a net income of $0.3 million for the year ended 

December 3 1 , 2006. The changes were driven by the fol lowing: 

• A $12.9 million Increase In interest expense, net of intercompany 

interest income ($7.7 mill ion after taxes). Higher interest esqDense 

was driven by an increase In short-term and long-term borrowings 

required to fund the acquisition of natural gas distribution 

operations in Michigan and Minnesota and working capital 

requirements at Integrys Energy Services. 

• A $9.2 million increase In operating and maintenance expense 

($5.5 million after taxes). The increase in operating and maintenance 

expense was driven by legal and consulting expenses related to 

business expansion activities, primarily attributed to the merger 

with PEC. 

• A $4.8 million year-over-year decrease in after-tax gains from 

land sales. 

• A $13.9 million increase in pre-tax earnings ($8.3 million after-tax) 

from ATC (pre-tax equity earnings from ATC increased to 

$39.0 million in 2006, from $25.1 million in 2005). 

• A $6.2 million ($3.7 million after-tax) gain recognized from the 

2006 sale of Integrys Energy Group's one-third interest in 

Guardian Pipeline, LLC. 

S u m m a r y o f E x t e r n a l Cos ts t o A c h i e v e 
Below is a table depicting the pre-tax Impact that external costs to achieve 
had on each reportable segment of Integrys Energy Group during the year 
ended December 3 1 , 2007. Note that external costs to achieve incurred 
at the holding company in 2006 and the first quarter of 2007 were 
reallocated down to the segment level in the first quarter of 2007. 

Reportable Segment (Millions) 

Electric utility 
Natural gas utility 
Integrys Energy Services 
Holding company and other 

Total 

Other Income (Expense) 

(Millions) 

Miscellaneous income 

Interest expense 

Minority interest 

Other (expense) income 

Year Ended December 31 

$ « 4 . 1 

W»4> 

2006 

$42.8 

(99.2) 

3.8 

$(52.6) 

. 

2005 

$88.8 

(62.0) 

4.5 

$31.3 

Change in 
2007 Over 

2006 

49.8% 

65.8% 

(97.4)% 

90.7% 

Change in 
2006 Over 

2005 

(51.8)% 

60.0% 

(15.6)% 

-

Misce l laneous I n c o m e 

2007 Compared with 2006: 

The $21.3 million increase in miscellaneous income was primarily driven by: 

• An $11.5 million increase in pre-tax equity eamings from Integrys 
Energy Group's 34.5% ownership interest in ATC. 

• A $5.7 million decrease in pre-tax losses recognized for the year 
related to Integrys Energy Services' investment in a synthetic fuel 
facility. Integrys Energy Services took less production from this 
facility In 2007 compared with 2006. 

A $3.8 million increase in foreign cun-ency gains at Integrys Energy 
Sen/ices' Canadian subsidiaries, which was offset by related losses in 
gross margin. These transactions are substantially hedged from an 
economic perspective, resulting in no significant impact on income 
(loss) available for common shareholders. 

An increase of $2.9 million, partially due to an increase in interest 
income recognized related to the transmission facilities WPSC is 
funding on ATC's behalf pending the start-up of Weston 4, 

A decrease due to the $6.2 million pre-tax gain recognized from 
the sale of Integrys Energy Group's one-third interest in Guardian 
Pipeline, LLC in the second quarter of 2006. 
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2006 Compared with 2005: 2006 Compared with 2005: 

Miscellaneous income decreased $46.0 million driven primarily by: 

• Approximately $41 million of realized gains on nuclear 

decommissioning trust assets recorded during the year ended 

December 31 , 2005. Pursuant to regulatory practice, the increase 

in miscellaneous income related t o these realized gains was offset 

by a corresponding increase in decommissioning expense in 2005. 

• Integrys Energy Services' equity investment in a synthetic fuel facility 

contributed an additional $11.3 million decrease in miscellaneous 

income, driven In part by additional synthetic fuel production 

procured In 2006 from our partners in this facility, 

• Pre-tax gains recognized on land sales decreased $8.0 mill ion, 

from $10.3 million in 2005 to $2.3 million in 2006. 

• These decreases were partially offset by a $13.9 million increase in 
pre-tax equity earnings from ATC and a $6.2 million pre-tax gain 
recognized from the sale of Integrys Energy Group's one-third 

Interest in Guardian Pipeline, LLC. 

In te res t Expense 

2007 Compared with 2006: 

Interest expense increased $65.3 million as a resuft of: 

• Interest expense of $30.3 million recorded at PGL and NSG from 
February 22, 2007, through December 3 1 , 2007. 

• The rennaining increase in interest expense was driven by an increase 
in short-term and long-term borrowings required to fund the 
acquisitions of the natural gas distribution operations in Michigan 
and Minnesota, higher working capital requirements at Integrys 
Energy Services, and transaction and transition costs related to the 
merger with PEC. 

2006 Compared with 2005: 

Interest expense increased S37.2 million due primarily to: 

• An increase in the average amount of both short-term and long-term 
debt outstanding and higher average short-term interest rates. 
During 2006, borrowings were primarily utilized to fund the purchase 
of natural gas distribution operations in Michigan and Minnesota, 
the construction of Weston 4, and for working capital requirements 
at Integrys Energy Services, 

Minority interest 

2007 Compared with 2006: 

A decrease of $3.7 million In minority interest related to Integrys Energy 
Services' synthetic fuel operations. In 2007, Integrys Energy Services' 
partner elected to stop receiving production from the synthetic fuel 
facility and, therefore, did not share In losses from this facility. 

Minority interest related to Integrys Energy Services' synthetic 

fuel operation d id not significantly change f o r t h e year ended 

December 3 1 , 2006, compared to the same period in 2005. 

Provision for Income Taxes 

Year Ended December 3 1 , 
2006 

Effective tax rate 

2005 

22.9% 20.8% 

The 2007 increase in the effective tax rate was driven by a decrease in 

Section 29/45K federal tax credits recognized in 2007 compared with 

2006, The decrease in Section 29/45K federal tax credits recognized 

was driven by the impact of high oil prices on our ability to realize the 

benefit of Section 29/45K federal tax credits. Section 29/45K federal tax 

credits recognized from the production and sale of synthetic fuel were 

$13.6 million in 2007, compared with $29.5 million in 2006. 

The 2006 increase in the effective tax rate was driven by a higher 

effective state tax rate, primarily related to the acquisition of regulated 

natural gas operations in Minnesota and also due to a loss in value of 

various state net operating loss carryforwards. Section 29/45K federal 

tax credits from the production and sale of synthetic fuel inaeased 

$3.4 million to $29.5 million In 2006, to partially offset the increase in 

effective tax rate. 

Discontinued Operations, Net of Tax 

2007 Compared with 2006: 

Income from discontinued operations, net of tax, increased $66.0 million, 
from after-tax income of $7.3 millton in 2006 t o after-tax income of 
$73.3 million in 2007. 

• In September 2007, Integrys Energy Group completed the sale of 
PEP for approximately $879.1 million. Post-dosing adjustments in 
the amount of $9.9 million were settled In February 2008 related to 
this sale, which reduced the sale price t o $869.2 mill ion. These post-
closing adjusttnents were funded through other current liabilities at 
December 3 1 , 2007. During the year ended December 3 1 , 2007, 
$58.5 million of income from discontinued operations was recognized 
related to PEP, which included an after-tax gain of $7.6 million on 
the sale. 

• Discontinued operations, net of tax, related to WPS Niagara 

Generation, LLC (Niagara), which was sold in January 2CJ07, 

increased $14.4 million, from income of $0.4 million in 2006 to 

income of $14.8 million in 2007. The increase in income generated 

from Niagara was mostly due to a $14.7 million after-tax gain on 

the sale of the facility. 

• Partially offeetting these increases were discontinued operations 
related to Sunbury Generation, LLC (Sunbury). Income from 
discontinued operations related t o Sunbury was $6.9 million for 
the period January 1, 2006, through the date of sale in July 2006, 
including a $12.5 million after-tax gain on the sale of this facility. 
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Management's Discussion and Analysis 

2006 Compared with 2005: 

Income from discontinued operations, net of tax, decreased $4.2 million, 

from after-tax income of $11.5 million in 2005 to after-tax income of 

$7.3 million In 2006. 

• Discontinued operations, net of tax, related to Sunbury decreased 

$2.2 mill ion, from income of $9.1 million in 2005, to income of 

$6.9 million In 2006- The $6.9 million of income recorded in 2006 

included a $12.5 million after-tax gain on the sale of Sunbury, v\rfiich 

was sold in July 2006. 

• Discontinued operations, net of tax, related to WPS Niagara 
Generation, LLC decreased $2.0 million, from income of $2.4 million 
in 2005 to income of $0.4 million in 2006. The decrease in income 
generated from WPS Niagara Generation was mostly due to a 
decrease in the average price per megawatt sold from this facility 

in 2006 compared to 2005. 

Cumulative Effect of Change in Accounting Principles 

2006 Compared with 2005: 

In March 2005, the Financial Accounring Standards Board (FASB) Issued 
Interpretation No. 47, "Accounting for Conditional Asset Retirement 
Obligations." This Interpretation clarifies when companies are required 
to recognize conditional legal asset retirement obligations that result 
from the acquisition, constmction, and normal operation of a long-lived 
asset. Because the accounting for conditional asset retirement obligations 
had been interpreted differently between companies. Statement of 
Financial Accounting Standards (SFAS) No. 143, "Accounting for Asset 
Retirement Obligations," had been inconsistently applied in practice. 

The adoption of Interpretation No. 47 at Integrys Energy Sen/ices on 
December 31 , 2CX)5, resulted in a negative $1.6 million after-tax cumulative 
effect of change in accounting principle, related to recording a liability for 
asbestos remediation at certain of Integrys Energy Services' generation 
plants. For the utility segmente of Integrys Energy Group, we concluded it 
vras probable that any differences between expenses under Interpretation 
No. 47 and expenses currently recovered through customer rates will be 
recoverable in future customer rates. Accordingly, the adoption of this 
statement had no impact on the utility segment's income. 

Balance Sheet 
Net accounts receivable increased $368.0 million (35.5%), from 
$1,037.3 million at December 3 1 , 2006, to $1,405.3 million at 
December 3 1 , 2007, primarily due to the fol lowing: 

• At December 31 , 2007, PGL and NSG had a net accounts receivable 
balance of $196.0 million. 

• Net accounts receivable at Integrys Energy Services increased 
$83.5 million, driven primarily by the integration of PEC's 
nonregulated business into Integrys Energy Services, as well as 
continued grovrth in Integrys Energy Services' business In 2CK)7. 

• Net accounts receivable at WPSC increased $84.7 million (49.8%), 
primarily due to an $82,3 million receivable from ATC pertaining 
to transmission facilities required to support Weston 4 that WPSC 
is funding on their behalf pending completion of Weston 4. A t 
December 3 1 , 2006, the amount owed to WPSC by ATC was 
$20.8 million and was included as a component of other long-term 
assets. At December 31 , 2007, the $20.8 million was reflected as a 
receivable from ATC as was the $61.5 million of incremental funding 
that was incurred in 2007. 

Accrued unbilled revenues increased $279.9 million (151.5%), from 
$184.8mi l l ionat December 3 1 , 2006, to $464.7 million at December 31 , 
2007, primarily driven by combined accrued unbilled revenues of 
$155.1 million at PGL and NSG at December 3 1 , 2007. Accrued unbilled 
revenues at Integrys Energy Services also increased $108.9 million, 
driven by the integration of PEC's nonregulated business into Integrys 
Energy Services, as well as continued growth In Integrys Energy Services' 
business in 2007. 

Inventories increased $207.1 million (45.4%), from $456.3 million at 
December 31 , 2006, to $663.4 million at December 31 , 2007. The 
inventory balance at Integrys Energy Services increased $139.9 million 
(48.6%), due to the addition of PEC's nonregulated business as well 
as an increase in storage volumes related to continued growth of 
Integrys Energy Services' natural gas business in new and existing 
maricets. The inventory balance at PGL and NSG was $93.8 million 
at December 3 1 , 2007. 

At December 3 1 , 2007, compared to December 3 1 , 2006, total assets 
from risk management activities decreased $76.8 million (5.6%) and total 
liabilities from risk management activities decreased $80.9 million (6.4%). 
The decrease in assets and liabilities from risk management activities 
was driven by t iming of mark-to-market gain and loss recognition on 
the underlying contracts. Although total risk management assets and 
liabilities decreased, long-term risk management assets and liabilities 
increased at December 3 1 , 2007, compared to December 3 1 , 2006. This 
increase related to more emphasis on structured origination contracts, 
which are physical, customer based agreements with municipalities, 
merchant generators, and regulated utilities, and are generally longer 
term in nature. 

Total regulatory assets increased $805.2 million (183.5%), from 
$438.8 million at December 3 1 , 2006, to $1,244.0 million at 
December 3 1 , 2007, primarily attributed to a $656.1 million increase 
in the regulatory asset related to environmental remediation costs 
and a $63.2 million increase in the regulatory asset for pension and 
postretirement benefit related items. The increase in the environmental 
related regulatory asset related to estimated costs of future natural 
gas remediation for several manufactured gas plant sites at PGL and 
NSG. See Note 17, "Commitments and Contingencies," for more 
information. The increase in the regulatory asset related to pension 
and postretirement benefit related items was driven by the merger 
with PEC and changes Integrys Energy Group made to certain of its 
retirement benefit plans. See Note 19, "Employee Benefit Plans," 
for more information. 

Net property, plant, and equipment increased $1,929.0 million (76.1%), 
from $2,534.8 million at December 31 , 2006, to $4,463.8 million at 
December 3 1 , 2007, due primarily to the fol lowing: 

• Net property, plant, and equipment related to PGL and NSG at 

December 3 1 , 2007, was $1,788.6 million. 

• Net property, plant, and equipment at WPSC increased $106.0 million. 
WPSC's capital expenditures in 2007 were $221.1 million, in part due 
to $100.3 million of capital expenditures related to the constmction of 
Weston 4 and the purchase of unit trains for this facility, partially offset 
by depreciation and amortization expense of $96.4 million in 2007. 

The $644.0 million (212.0%) increase in goodwill from December 31,2006, 
to December 3 1 , 2007, is primarily related to goodwil l recorded in 
conjunction with the PEC merger. See Note 11, "Goodwi l l and Other 
Intangible Assets," for more information. 

The change in pension and postretirement assets and liabilities 
recorded on the Consolidated Balance Sheets was driven by the PEC 
merger as well as changes Integrys Energy Group made to certain of its 



retirement benefit plans, as well as changes made to the assumptions 
used to measure these plans at December 3 1 , 2007, compared with 
December 31 , 2006. See Note 19, "Employee Benefit Plans," for more 
Information, 

Detailed explanations for changes in the short-term and long-term 
debt balances at December 31 , 2007, compared to December 3 1 , 
2006. are included In Note 13, "Short-Term Debt and Unes o f Cred i t " 
and Note 14, "Long-Term Debt." 

Accounts payable increased $382,4 million (40.3%), from $949.4 million 
at December 3 1 , 2006, to $1,331.8 million at December 3 1 , 2007. 
Accounts payable recorded at PGL and NSG at December 31 , 2007, was 
$197.0 million. Accounts payable at Integrys Energy Services increased 
$177.8 mill ion, driven by the addit ion of PEC's nonregulated business 
($120.6 million of accounts payable related to PEC's nonregulated 
operarions was assumed on the merger date). Accounts payable at 
Integrys Energy Services also increased as a result of an increase in 
natural gas purchases in the fourth quarter of 2007, compared with 
the same quarter of 2006, due to general business growth. 

Other current liabilities increased $304,0 million (168.8%), from 
$180.1 mil l ionat December 31 , 2006, to $484.1 million at December 3 1 , 
2(X)7, primarily due t o an increase in liabilities related to vacation, 
salaries, and other general expenses related to the PEC merger. 

Environmental remediation liabilities increased $609.8 million (636.5%), 
from $95.8 million at December 31 , 2006, to $705.6 million at 
December 31 , 2007. The Increase related to estimated costs of future 
natural gas remediation for several manufactured gas plant sites at 
PGL and NSG. PGL and NSG anticipate that natural gas plant site 
remediation costs will be collected in rates; therefore, an offsetting 
regulatory asset has been recorded. See Note 17, "Comm/tments 
andCc>nt;ngenc/es," for more Information, 

Liquidity an<d Capital Resources 
We believe that our cash balances, l iquid assets, operat ing cash 
flows, 3ccess to equity capital markets and borrowing capacity made 
available because of strong credit ratings, when taken together, 
provide adequate resources to fund ongoing operating requirements 
and future capital expenditures related to expansion of existing 
businesses and development of new projects. However, our operating 
cash flow and access to capital markets can be impacted by 
macroeconomic factors outside of our control. In addit ion, our 
borrowing costs can be impacted by short-term and long-term debt 
ratings assigned by independent rating agencies. Currently, we believe 
our ratings are among the best In the energy industry (see "Financing 
Cash Flows—Credit Ratings" below). 

Operating Cash Flows 
During 2007, net cash provided by operating activities was $238.5 million, 
compared with $72.9 million in 2006. The $165.6 million increase in 
net cash provided by operating activities was driven by a $84.0 million 
decrease in working capital requirements year-over-year. It is important 
to note that changes In working capital balances at February 2 1 , 2007, 
as a result of the PEC merger are not Incorporated in the Consolidated 
Statement of Cash Flows, as the merger was a noncash transaction. 
Only PEC changes in working capital from the merger date to 
December 3 1 , 2007, are Included. Inventory levels at Integrys Energy 
Sen,/lce5 increased from December 3 1 , 2006, to December 3 1 , 2007, 
but this change was less than the increase from December 3 1 , 2005, 
to December 3 1 , 2006, driving the majority o f t h e decrease in working 
capital requirements. Integrys Energy Services continued to see growth 
in its natural gas business in both new and existing markets. The year-
over-year change in natural gas Inventories at the regulated utilities was 

not significant. The remaining increase in net cash provided by operating 

activities was driven by a year-over-year increase In income available for 

common shareholders. 

During 2006, net. cash provided by operating activities was $72.9 mill ion, 
compared with $77.4 million in 2005. The $4.5 million decrease in net 
cash provided by operating activities was driven by an $88.2 million 
increase in cash required to fund woricing capital requirements, primarily 
due to an increase in natural gas inventories at Integrys Energy Services. 
Natural gas in storage at Integrys Energy Services increased $85.2 million 
primarily related to a 121% increase in natural gas volumes in storage at 
December 31 , 2006, compared to December 3 1 , 2005 (partially offset 
by a 20% decrease in the average cost of inventory in storage). Integrys 
Energy Services chose to purchase more natural gas for storage due to 
high natural gas storage spreads (future natural gas sales prices were 
higher than the near term price of natural gas). The increase in cash 
used to fund higher Integrys Energy Ser»/ices natural gas inventories 
was partially offset at the regulated utilities by cash used to fund costs 
incurred in 2005 related to the unplanned outage at Kewaunee, the 
start-up of MISO, and coal shortages. 

Investing Cash Flows 
Net (:ash used for investing activities was $451.5 million in 2007, 
compared with $1,030.1 miilion in 2006. The $578.6 million decrease 
was driven by $659.3 million of cash used by Integrys Energy Group to 
acquire natural gas operations in Michigan and Minnesota in 2006. Also 
contributing $44.0 million t o the decrease in net cash used for investing 
activities in 2007 was WPSC's liquidation o f t h e cash that was deposited 
into an escrow account in 2006, which was used for the payment of the 
outstanding principal balance of first mortgage bonds in January 2007 
(discussed below in significant financing activities). Partially offsetting 
these decreases were $58.4 million of proceeds received from the sale 
of our investment in Guardian Pipeline, LLC, and WPS ESI Gas Storage, 
LLC in 2006 and a $50.6 million year-over-year increase in capital 
expenditures (discussed below). 

Net cash used for investing activities was $1,030.1 million in 2006, 
compared with $148.8 million in 2005. The $881.3 million year-over-year 
Increase was primarily due to $659.3 million of cash paid in 2006 for the 
acquisition o f t h e Michigan and Minnesota nattiral gas distribution 
operations from Aquila, $112.5 million of proceeds received in 2005 
related to the sale of Kewaunee, $127.1 million of proceeds received in 
2005 from the liquidation of the related non-qualified decommissioning 
trust, and $95.1 million of proceeds received in 2005 from DPC upon 
closing of the sale of a 30% ownership interest in Weston 4. Also 
contributing t o the increase was $22.0 miilion of cash deposited into 
an escrow account in 2006 for the payment of the outstanding principal 
balance of first mortgage bonds in January 2007. Partially offeetti'ng 
the increase in cash used for investing activities was a $71.9 million 
decrease in capital expenditures (discussed below), proceeds of 
$38.5 million received in 2006 from the sale of the company's one-third 
interest in Guardian Pipeline, LLC, and proceeds of $19.9 million 
received in 2006 from the sale of WPS ESI Gas Storage, LLC. 

Cap i t a l E x p e n d i t u r e s 

Capital expenditures by business segment for the years ended 
December 3 1 , 2007, 2006, and 2005 were as follows: 

Reportable Segment (Millions) 

Electric utility 
Natural gas utilrty 
Integrys Energy Services 

Holding company and other 

Inteqrys Energy Group consolidated 

Year Ended December 3 1 , 

2006 2005 

$282.1 
54.6 

5.5 
(0.2) 

$342.0 

$373.9 
36.4 
27 
0.9 

$413.9 
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The decrease in capital expenditures at the electric utility in 2007 
compared with 2006 was mainly due to 3 decrease in capital 
expenditures associated with the construction of Weston 4. The 
increase in capital expenditures at the natura! gas utility was primarily 
driven by capital requirements of PGL and NSG, which were acquired 
in the merger with PEC on February 2 1 , 2007. Capital expenditures in 
2007 for PGL and NSG related mainly to the natural gas distribution 
systems. The increase in capital e)^endltures at Integrys Energy Services 
was due to capital required to open new offices in Colorado, Michigan, 
and Washington, D.C, as well as to move the Chicago office; improvements 
at various generation facilities; new systems Infrastructure; and the 
Winnebago Energy Center landfill gas project. The increase in capital 
expenditures at the Holding Company and Other segment was driven 
by the purchase of a corporate airplane. 

The decrease in capital expenditures at the electric utility in 2006 

compared with 2005 was mainly due to lower capital expenditures 

associated with the construction of Weston 4. The increase in capital 

expenditures at the natural gas utility was related to a combined 

$20.1 million of capital expenditures incurred by MGUC and MERC 

for natural gas mains. 

Financing Cash Flows 
Net cash used for financing activities was $459.2 million in 2007, 
compared with net cash provided by financing activities of $891.7 million 
in 2006. The $1.4 billion change was driven by $458.0 million of short-
term debt borrowings during 2006, compared with the repayment of 
$463.7 million of short-term debt in 2007. In 2007, Integrys Energy 
Group was able to pay down short-term debt with a portion of the 
proceeds received from the sale of PEP. The remaining net change in 
financing activity was driven by a $321.8 million decrease in long-term 
debt issuances year-over-year and a $119.0 million year-over-year 
decrease in common stock issued. Short-term borrowings in 2006 and 
the long-term debt and stock issuances in 2006 were used primarily for 
the acquisitions of the natural gas distribution operations in Michigan 
and Minnesota. An $81.0 million increase in dividends paid in 2007, 
compared with 2006, was driven by an increase in shares outstanding 
and higher dividend rates. These items were partially offset by natural 
gas loan proceeds at Integrys Energy Services of $34.4 million in 2007, 
compared with repayment of $68.4 million of natural gas loans during 
2006. An increase in natural gas spreads made it more conducive to 
enter into natural gas loan deals in 2007 compared with 2006. 

Net cash provided by financing activities was $891.7 million in 2006, 
compared with net cash related to financing activities of $0 in 2005. 
The change was primarily attr ibuted to a $458.0 million increase in 
short-term debt and the issuance of $447.0 million of long-term debt 
in 2006. Increased bomowings were used primarily f o r t he acquisitions 
o f t h e natural gas distribution operations in Michigan and Minnesota, 
construction expenditures related to Weeton 4, working capital 
requirements at Integrys Energy Services, and other general 
corporate purposes. 

S ign i f i can t F inanc ing A c t i v i t i e s 
Dividends paid increased in 2007 compared with 2006 as a result o f t h e 
merger with PEC. Integrys Energy Group issued 31.9 million shares of 
common stock as part of the merger and increased the dividend paid 
per share. The quarterly common stock dividend was increased from 
57.5 cents per share to 66 cents per share in 2007. In February 2008, 
Integrys Energy Group Increased its quarteriy common stock dividend 
to 67 cents per share. 

Integrys Energy Group had outstanding commercial paper borrowings 
of $308.2 million and $562.8 million at December 3 1 , 2007, and 2006, 
respectively- Integrys Energy Group had other outstanding short-term 
debt of $160.0 million as of December 31 , 2007, and 2006. In April 2006, 
Integrys Energy Services entered into a $150.0 million credit agreement. 

which has been renewed to April 2008, to finance its margin 
requirements related to natural gas and electric contracts traded on 
the New York Mercantile Exchange (NYMEX) and the Intercontinental 
Exchange (ICE), as well as the cost of natural gas in storage and for 
general corporate purposes. As of December 3 1 , 2007 and 2006, 
$150.0 million of borrowings were outstanding under this credit 
agreement, which is guaranteed by Integrys Energy Group. 

In 2007, 2006, and 2005 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 these 
plans, equity increased $45.7 million, $25,0 mill ion, and $29.0 million in 
2007, 2(X)6, and 2005, respectively Integrys Energy Group did not 
repurchase any existing common stock during 2007, 2006, or 2005. 

In November 2007, WPSC issued $125.0 million of 5.65%, 10-year senior 

notes. The net proceeds from the issuance of the senior notes were used 

to fund construction costs and capital additions, reduce short-term 

indebtedness, as well as for general corporate utility purposes. 

On December 14, 2006, the Village of Weston, Wisconsin, Issued 
$22.0 million of 3.95% Pollution Control Refunding Revenue Bonds and 
loaned the proceeds from the sale of the bonds to WPSC. In return, 
WPSC issued $22.0 million of 3.95% senior notes, due in 2013, to the 
Village of Weston. At December 3 1 , 2006, the $22.0 million of proceeds 
received from the Village of Weston were classified as restricted cash. In 
January 2007, WPSC used the restricted cash to repay the outstanding 
principal balance of its 6.90% first mortgage bonds which originally were 
to mature in 2013. 

In December 2006, WPSC issued $125.0 million of 5.55% 30-year senior 

notes. The net proceeds from the issuance of the senior notes were used 

for general corporate utility purposes, including funding construction 

costs and capital additions and reducing short-term indebtedness. 

On December 1, 2006, Integrys Energy Group issued $300.0 million of 
junior subordinated notes. Interest has been fixed at 6.22% through the 
use of forward-starting interest rate swaps. For more information on the 
junior subordinated notes, see Note 14, "Long-Term Debt." 

In November 2005, Integrys Energy Group entered into a forward 
equity sale agreement with an affiliate of J.P Morgan Securities, Inc., 
as fonward purchaser, relating to 2.7 million shares of Integrys Energy 
Group's common stock. On May 10, 2006, Integrys Energy Group 
physically settled the forward equity agreement by Issuing 2.7 million 
shares of common stock, and received proceeds of $139.6 million. 
The proceeds were used to pay down commercial paper borrowings. 

In November 2005, Integrys Energy Group Issued and sold 1.9 million 
shares of common stock at a public offering price of $53.70 per share. 
The proceeds of $98.3 million, net of underwriting discounts and 
commissions, were used to reduce short-term debt and fund equity 
contributions to subsidiary companies. 

In June 2005, $62.9 million of non-recourse debt at an Integrys Energy 
Sen/ices subsidiary that was used to finance the purchase of Sunbury was 
restiuctured to a five-year Integrys Energy Group obligation in connection 
with the sale of Sunbury's allocated emission allowances. An additional 
$2.7 million drawn on a line of credit at Integrys Energy Services was 
rolled into the five-year Integrys Energy Group obligation. The floating 
interest rate on the total five-year Integrys Energy Group obligation of 
$65.6 million was fixed at 4.595% through two interest rate swaps. 

C r e d i t Rat ings 
Integrys Energy Group uses internally generated funds and commercial 
paper borrowings to satisfy most of its capital requirements. Integrys 
Energy Group also periodically issues long-term debt and common 
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stock to reduce short-term debt, maintain desired capitalization ratios, 
and fund future growth. Integrys Energy Group may seek nonrecourse 
financing for funding nonregulated acquisitions. Integrys Energy 
Group's commercial paper borrowing program provides for working 
capital requirements o f t h e nonregulated businesses, PEC, UPPCO, 
MGUC, and MERC, WPSC and PGL have their own commercial paper 
borrowing programs, NSG provides for its working capital needs 
through inter-company borrowings. WPSC periodically issues long-term 
debt, receives equity contributions from Integrys Energy Group, and 
makes payments for returns of capital to Integrys Energy Group 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 order 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 other factors. 

The current credit ratings for Integrys Energy Group, WPSC, 
and NSG are listed in the table below. 

PEC, PGL, 

Credit Ratings 

Integrys Energy Group 
Issuer credit rating 
Senior unsecured debt 
Commercial paper 
Credit facility 
Junior subordinated notes 

WPSC 
Issuer credit rating 
First mortgage bonds 
Senior secured debt 
Preferred stock 
Commercial paper 
Credit facility 

PEC 
Issuer credit rating 
Senior unsecured debt 

PGL 
Issuer credit rating 
Senior secured debt 
Commercial paper 

NSG 
Issuer credit rating 
Senior secured debt 

Sland»d&Poar^ 

Ar 
raB+ 
A-2 
n/a 
aBB 

A 
A-*-
A 

BBB-i-
A ^ 
n/a 

A-
BBB+ 

A-
A-

A-2 

A-
A 

t i J i t 1 t i l <1ii .H 

n/a 
A3 
PL2 
A3 

Baa1 

A l 
Aa3 
AaS 
A3 
M 
A t 

n/a 
A3 

i^a 
A l 
P-1 

n/a 
A l 

We believe these ratings continue to be among the best in the energy 
industry and allow us to access commercial paper and long-term debt 
markets on favorable terms, Credit ratings are not recommendations to 
buy and 3re subject to change, and each rating should be evaluated 
independently of any other rating. 

In December 2007, Standard & Poor's and Moody's withdrew the 

ratings assigned to PEC's commercial paper at the request of 

Integrys Energy Group. 

On November 13, 2007, Standard & Poor's revised the outlook on 
Integrys Energy Group and alt of its subsidiaries to stable from negative. 
Standard & Poor's outlook had been negative since February 2 1 , 2007, 
for all Integrys Energy Group companies, as discussed below. The 
revised outlook reflects Integrys Energy Group's progress to improve its 
financial position and business profiles since its one-notch downgrade 
on February 2 1 , 2007. On November 13, 2007, Standard & Poor's also 
reaffirmed its A rating on WPSC's senior secured debt. 

On September 6, 2007, Standard & Poor's raised the senior secured 
debt for NSG one notch from A- to A. The new rating was the result of 
a review and changes made to the collateral coverage requirements 

Standard and Poor's uses when assigning recovery ratings to United 

States Utility First Mortgage Bonds. 

On February 2 1 , 2007, Standard & Poor's lowered the corporate credit 
rating on Integrys Energy Group to A- from A and removed it fn^m 
CreditWatch with negative implications. Standard 8i Poor's also lowered 
Integrys Energy Group's unsecured ratings to BBB-f from A and all other 
issue-specific ratings by one notch. Standard & Poor's stated that the 
ratings actions were due to concerns related to plans to expand Its 
energy marketing business, the dividend requirements resulting from 
the PEC merger, moderate capital expenditure requirements, lower than 
expected performance at MGUC and MERC, uncertainty regarding 
future rate relief, and full integration of the newly acquired PEC utilities. 
At the same t ime. Standard & Poor's lowered all WPSC's issue-specific 
ratings by one notch as they stated "WPSC's liquidity is being pressured 
by its ongoing construction program." Standard & Poor's affirmed all 
PEC, PGL, and NSG ratings. Standard & Poor's outiook for all Integrys 
Energy Group related companies was negative pending successful 
integration of recent acquisitions. 

On February 2 1 , 2007, Moody's downgraded the senior unsecured 
rating of Integrys Energy Group to A3 from A l , the bank credit fadl i ty 
to A3 from A l , the commercial paper rating to Prime-2 from Prime-1, 
and the junior subordinated notes to Baal from A2. Moody's also 
downgraded WPSC's senior secured rating to Aa3 from Aa2, its senior 
unsecured bank credit facility to A l from Aa3, and its prefenred stock to 
A3 fnDm A2 and confirmed WPSC's commercial paper rating at Prime-1. 
At the same time, Moody's affirmed the ratings of PGL and NSG. 
Moody's actions to downgrade were due t o concerns about increases 
in Integrys Energy Group's consolidated debt levels and business risk 
profile evidenced by the increased scale and scope of the post merger 
non-regulated energy marketing business plus the entry into the 
historically more challenging regulatory jurisdiction of Illinois. Moody's 
outlook for all Integrys Energy Group related companies is stable. 

On February 21 , 2007, Moody's also upgraded the senior unsecured rating 
of PEC to A3 from Baa2, conforming it with those of Integrys Energy Group, 
and affirmed all other ratings for PEC. Moody's actions to upgrade the senior 
unsecured rating were due to the expected business risk improvement 
from the merger with Integrys Energy Group, which resulted in the sale 
of PEP and transferred PEC's energy and marketing business to Integrys 
Energy Services, leaving PEC holding only the two regulated subsidiaries, 
PGL and NSG. In addition, the upgrade reflects Integrys Energy Group's 
guaranty o f the $325.0 million of PEC 6.90% notes due in 2011. 

Discontinued Operations 
Net cash provided by discontinued operations was $690.2 million in 
2007 and $61.0 mill ion in 2006. The increase in net cash provided by 
discontinued operations was driven by approximately $879.1 mill ion 
of proceeds received from the sale of PEP in the third quarter of 2007. 
Post-closing adjustments in the amount of $9.9 million were settled 
in February 2008 related to this sale, which reduced the sale price to 
$869.2 million. These post-closing adjustinents were funded through other 
cunent liabilities at December 3 1 , 2007 and, therefore, are included in 
Note 1(d), "Cash and Cash Equivalents," as a non-cash transaction. 

Net cash provided by discontinued operations was $61.0 million in 
2006 and $59.1 million in 2005. The increase in cash provided by 
discontinued operations in 2006 was driven by a decrease in cash 
paid for emission allowances required t o operate Sunbury in 2006, 
compared with 2005 (substantially all o f t h e emission allowances 
required to operate Sunbury through the 2006 sale were purchased in 
2005), and by the $33.6 million of proceeds received from the safe of 
Sunbury in 2006. These increases were partially offeet by $110.9 million 
of proceeds received from the sale of Sunbury's allocated emission 
allowances in 2005 (which was partially offset by income taxes paid 
related t o the gain on the sale of these emission allowances). 
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Future Capital Requirements and Resources 

C o n t r a c t u a l O b l i g a t i o n s 

The following table summarizes the contractual obligations of Integrys 

Energy Group, including its subsidiaries. 

Contractual Obligations 

As of December 31, 2007 

(Millions) 

Long-term debt principal and interest payments '" 

Operating lease obligations 

Commodity purchase obligations •̂ ' 

Purchase orders '^ 

Other ™ 

Total contractual cash obligations 

CbnvniM 

$ 3,642.2 

43.7 

4,93&7 

349.1 

379^ 

$ 1 1 ^ 1 . 2 

^ ^ r m 
asNKt 

$ 186.5 

8 3 

3,352.6 

3$6.1 

72.1 

$3,935.4 

^̂l̂^̂ î 
,. y^i,fFfKtva,,vi,*v--^Z 

a00^2&tt , 

$ 522J2 

1 3 ^ 

2,102^ 

9 4 

79A 

$2727.6 

mmmar' 
• « " 

. ^ t ^ & t ^ 

$ * i e ^ 
1Z4 

784.7 

ZS 

4<U» 

$1,756.2 

* *•• ' 1 ' ' • £ # ! 

2W3and ' 
Ih^r&aitair 

$V3SSiJ0 
9^ 

746^ 
1.1 

n7^ 
$2,967.8 

'" Represents bonds issued, notes issued, and loans made to htegrys Energy Group and its subsidiaries. Ail principal obligations are recorded on the Consolidated Balance Sheet For purposes of 
this table, it is assumed that the interest rates on variable rate debt at December 31. 2007, will remain ir effect until the debt matures. 

'̂ ' Energy supply contracts at integrys Energy Services included as part of commodity purchase obligations are generally entered into to meel: obiigations to deliver energy to customers. WPSC, 
UPPCO, MGUC, MEi?C, PGL, and NSG expect to recover the costs of their contracts in future customer rates. 

'̂ ' includes obligations related to normai business operations and large construction obligations, induding 100% of Weston 4 obligations. The sale of a 30% interest in Weston 4 to DPC was completed 
in November 2005. but WPSC retains the legal obligation to initially remit payment to third parties for 100% of a'/construction costs incurred, 30% of which will subsequently be billed to DPC. 

1̂ ' Mainly represents expected pension and postretirement funding obligations. 

The table above does not reflect any payments related to the 

manufactured gas plant remediation liability of $704.2 million at 

December 3 1 , 2007, as the amount and timing of payments are 

uncertain. See Note 17, "Commitments and Contingendes," for more 

infonnation about environmental liabilities. Also, the table does not 

reflect any payments for our liability at December 31 , 2007, for 

unrecognized tax benefits. See Note 16, "/ncome Taxes," for more 

information about this liability. 

gy^onip^inA^ 



C a p i t a l Requ i r emen ts 
Estimated construction expenditures by company for the three-year 
period 2008 through 2010 are as follows; 

(Millions) 

WPSC 

Environmental projects 

Wind generation projects 

Electric and natural gas distribution projects 

Natural gas laterals to connea t o Guardian Pipeline 

Weston 4 ' " 

Other projects 

UPPCO 

Electric distribution projects and repairs 

and safety measures at hydroelectric facilities 

MGUC 

Natural gas pipe distribution system and 

underground natural gas storage facilities 

MERC 

Natural gas pipe distribution system 

PGL 

Natural gas pipe distribution system and 

underground natural gas storage fadlities '̂  

NSG 

Natural gas pipe distribution system 

Integrys Energy Sen/ices 

Miscellaneous projects and landfill natural gas project 

Integrys Business Support, LLC (IBS) 

Corporate services infrastructure pro|ects 

Tot^i capital expenditures 

$ ^ . 4 

2 ^ Z & 

- • 2 2 1 3 ^ : 

m 
m? 

^ ^ 
- ' " • ' • • ' " ' • 

5 4 ^ 

• • , 1 ^ . 

sm: 

• ^ i # . 

• "•; V •'• 

22.^ 

/ « ^ 
$i;W^ 

Integrys Energy Group may seek nonrecourse financing for a port ion of 

the cost of these acquisitions. 

C a p i t a l Resources 
As of December 3 1 , 2007, Integrys Energy Group and each of its 

subsidiaries were in compliance with all of their respective covenants 

under their lines of credit and other debt obligations. 

For the period 2008 through 2010, Integrys Eriergy Group plans to 

use internally generated funds net of forecasted dividend payments, 

cash proceeds from asset sales, and debt and equity financings to fund 

capital requirements. Integrys Energy Group plans to maintain current 

debt t o equity ratios 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. 

See Note 13, "Short-Term Debt and Unes o f Credit," for more 

information on our credit facilities and other short-term credit 

agreements. 

In April 2006, Integrys Energy Group fi led a shelf registration under 
the new United States Securities and Exchange Commission (SEC) 
securities offering reform rules for the ability to issue debt , equity, and 
certain types of hybrid securities. This shelf registration statement 
includes the unused capacity remaining under Integrys Energy Group's 
prior registration statement. Specific terms and conditions of securities 
issued will be determined prior to the actual issuance of any specific 
security. Under the new SEC securities offering reform rules, Integrys 
Energy Group will be able to issue securities under this registration 
statement for three years. Integrys Energy Group's Board of Directors 
has authorized Issuance of up to $700 million of equity, debt, or other 
securities under this shelf registration statement, $3CX) million of which 
was used in December 2006 when Integrys Energy Group issued junior 
subordinated notes. 

In May 2004, WPSC filed a shelf registration with the SEC authorizing 
the issuance of up to $350 million of senior debt securities. WPSC 
issued $125 million of senior debt securities under this registration 
statement in December 2006 and an additional $125 million of senior 
debt securities under this registration statement in November 2007, 
leaving existing capacity under the registration statement of $100 million 
as of December 31 , 2007. 

(') A s o f December 31, 2007, WPSC has incurred a totd l cost of approximately $516 mil l ion 

re lated to its ownership interest in the project. WPSC has incurred approximately 

J7? mil l ian a n d expects to incur an addi t ional $16 mil l ion re lated to the construction o f 

ths transmission facilities required to suppor t Weston 4. ATC wil l reimburse WPSC for 

tf iese transmission fadl i t ies a n d related carrying costs (^approximateiy $8 mil l ion in 

carrying casts) when Weston 4 becomes operations!. Weston 4 js schedu led t o b e p l a c e d 

in service in the first quarter o f 2008. 

'^' iric'udes approximately $100 miii ian af expenditures related to the accelerated replacement 

o f cast iron mains at P G L The expenditures were initiaJly included in a request for recovery 

in a rider to PGL's rate case; however, the Illinois Commerce Commission ( ICQ rejected the 

r ider The company is investigating alternative recovery options. See No te 23, "Regulatory 

Environment," for more informati'on on the PGL rate case. 

(ntegrys Energy Group expects to provide additional capital contributions 
t o ATC (not included in the above table) of approximately $47 mill ion 
fo r the period 2008 through 2010. 

All projected capital and investment expenditures are subject to 
periodic review and revision and may vary significantly from the 
estimates depending on a number of factors, including, but not 
l imited to , industry restructuring, regulatory constraints, acquisition 
opportunit ies, market volatility, and economic trends. Other capital 
expenditures for Integrys Energy Group and its subsidiaries for 2008 
through 2010 couid be significant depending on its success in pursuing 
development and acquisition opportunities. When appropriate. 

Other Future Considerations 

Asset Management Strategy 
Integrys Energy Group continues t o pursue alternatives for the sale 

of the balance o f its identif ied real estate holdings no longer needed 

for operation. 

R e g u t a t o r y M a t t e r s a n d Rate Trends 

To mitigate the volatility of electric fuel genersrtion and purchased 
power costs in 2008 and beyond, WPSC is employing risk management 
techniques pursuant t o its PSCW approved Rid< Plan and Policy, 
including the use of derivative instruments such as futures and options. 

In WPSC's retail electric rate case proceeding for 2006, the PSCW applied 
a "financial harm" test when considering the rate recovery of certain costs 
previously authorized for deferred accounting treatment. The PSCW has 
not applied a financial harm test previously w h ^ considering the rate 
recovery of costs that were previously authorized for deferral. In WPSC's 
rate case proceeding for 2006, after applying the financial harm test, 
the PSCW disallowed rate recovery o f the 2004 extended outage at 
Kewaunee. The PSCW also disallowed recovery of 50% of the pr^-tax loss 
realized on the sale of Kewaunee. None- of these disallowed coste were 
found to be imprudent by the PSCW. Notwithstanding the PSCW's 
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decision on these Kewaunee related deferred costs, WPSC still believes it 
is probable that all regulatory assets recorded at December 31 , 2007, will 
be collected from ratepayers. 

Forecasting and monitoring of fuel costs have become extremely difficult 
for both the PSCW and WPSC. These challenges can be attributed to 
the implementation o f t h e MISO Day 2 market and volatility in natural 
gas prices. In 2005, the PSCW received several applications from 
various Wisconsin electric utilities under the PSCW Chapter 116 fuel 
rules for large rate increases due to increased natural gas prices. In 
response, on February 7, 2006, the PSCW opened Docket 01-AC-224 
to review the fuel mles. On February 1, 2007, the five utilities subject to 
the cun-ent fuel rules filed proposed changes to the fuel rules with the 
PSCW. The primary proposed change was to replace the trigger 
mechanism with a true "dead band" of 1 % , which would limit a utility's 
annual exposure or opportunity to a maximum of 1 % of fuel costs. On 
May 3, 2007, the PSCW directed staff to prepare a draff rule revision to 
PSCW Chapter 116 fuel rules incorporating many o f t h e components of 
the utilities' proposal, with a 2% bandwidth as opposed to the 1 % 
bandwidth recommended by the utilities. The PSCW staff circulated a 
draff rule to that effect and the parties have commented on the draft 
rule. The draft rule is currently awaiting PSCW action. 

For a discussion of regulatory filings and decisions, see Note 23, 
"Regulatory Environment." 

See Note 9, "Regulatory Assets and Liabilities," for a list of regulatory 

assets and liabilities recorded at December 3 1 , 2007. 

Standard Offer Service for a number of utilities. Northern Maine 
customers experienced a significant increase in their energy supply 
rates starting January 1, 2007. This increase was a result o f t h e 
competitive bid process conducted in late 2006 whereby Integrys 
Energy Services was the successful bidder. Integrys Energy Services Is 
currently petit ioning the Maine Public Utilities Commission for rate relief 
as a result of mari<et njle changes in the northern Maine market. These 
changes are a part of bidder conditions for the utility Standard Offer 
Service (default service) that was included in Integrys Energy Services' 
bid in late 2006. 

The legislature is back in session and there are a few bills that will 
be of interest to Integrys Energy Services, ranging from the creation 
of a Northern Maine Power Authority, changes/enhancements to 
transmission investment, encouragement of wind development, and 
different levels of re-regulation. 

New Renewable Portfolio Standard requirements are in effect for the 

state of Maine. The new standard will cause Competit ive Electric 

Providers to acquire 10% of new renewable generation by 2017. As 

part of its obligations as an active Competit ive Electricity Provider in 

Maine, Integrys Energy Services is working to meet this obligation with 

qualified generators. 

Seams E l im ina t ion C h a r g e A d j u s t m e n t 

For a discussion of SECA, see Note 23, "Regulatory Environment." 

I n c o m e Taxes 

N a t u r a l Gas C h a r g e Reconc i l i a t i on P r o c e e d i n g s a n d 
R e l a t e d M a t t e r s 

For the Integrys Energy Group regulated retail gas operations, tiie ICC, 
PSCW, Minnesota Public Utility Commission (MPUC), and MPSC 
conduct annual proceedings regarding the reconciliation of revenues 
from the Gas Charge and related gas costs. In these proceedings, the 
accuracy of the reconciliation of revenues and costs is reviewed and the 
prudence of gas costs recovered through the Gas Charge is examined 
by interested parties. 

MICHIGAN TAXES 
On July 12, 2007, the Michigan Governor signed legislation that replaced 
the Single Business Tax with an effective date of January 1, 2008. On 
September 30, 2007, the Michigan legislature passed, and the governor 
signed into law, a "SFAS No. 109" amendment to the new Michigan 
Business Tax (MBT), providing a future tax deduction for existing book-tax 
differences. This legislation allows companies to record a state deferred 
tax asset for this future tax deduction, v^rfiich offeets the state deferred tax 
liability recorded in the third quarter of 2007 for this new MBT. 

For additional information on the Gas Charge Reconciliation 
Proceedings and Related Matters, see Note 17, "Comm/tments 
and Contingencies." 

I ndus t r y Res t ruc tu r i ng 

ILLINOIS 

The Illinois Attorney General fi led a complaint at Federal Energy 
Regulatory Commission (FERC) on March 15, 2007, against 15 power 
generators and suppliers that won contracts In the auction to supply 
Commonwealth Edison and the three Ameren utilities. Integrys Energy 
Sen/ices was named in the complaint because it won three tranches of 
approximately 50 megawatts each In the auction. On August 29, 2007, 
the Attorney General filed a motion to voluntarily dismiss the pending 
action at the FERC with prejudice. The FERC ruled on that motion and 
issued an order dismissing the people's claims based on the Illinois 
2006 power auction "with prejudice, and terminating the proceeding." 

On the heels of the Illinois Attorney General's complaint filed at FERC, 
two class action lawsuits were filed by various ratepayers in Cook County. 
Those complaints, which essentially mirrored the Attorney General's 
complaint, were removed to federal court. Motions to dismiss these 
cases fi led by the defendants were granted on December 21 , 2007, 
and the cases were dismissed without prejudice. 

MAINE 

Integrys Energy Services continues to serve retail customers In both 

northern and southern Maine by way of direct customer contracts and 

On September 30, 2007, the Michigan legislature passed a bill that will 
expand the state's 6% sales tax to additional sen/ices. The Governor 
signed the legislation on September 30, 2007. On December 1, 2007, 
the Governor signed legislation that would repeal the previous expansion 
of the state's sales tax. The same legislation added an annual surcharge 
to taxpayer's MBT liability. These new provisions discussed above are 
effective as of January 1, 2008, at which time we began recording the 
effects on current earnings. 

E n v i r o n m e n t a l 
See Note 17, "Comm/tments and Contingencies," for a detailed 
discussion of environmental considerations. 

Wiscons in Ene rgy Ef f ic iency a n d Renewab les A c t 
In March 2006, Wisconsin's Governor signed 2005 Wisconsin Act 141 
(2005 Senate Bill 459), the Energy Efficiency and Renewables Act, which 
requires Wisconsin eiectric providers to increase the amount of renewable 
electricity they sell by 2% above their current level before 2010 and 
6% above their current level by 2015. The goal is to have 10% of the 
state's electricity generated from renewable sources by 2015, which is 
intended to increase the use of renewable energy in Wisconsin, promote 
the development of renewable energy technologies, and strengthen 
the state's energy efficiency programs. As of December 3 1 , 2007, 
approximately 4% of Integrys Energy Group^ generation in Wisconsin is 
from renewable sources. Integrys Energy Group continuously evaluates 
alternatives for cost-effective renewable energy sources and will secure 
reliable and efficient renewable energy sources to meet both requirements 
by their respective dates. Currently, WPSC is negotiating a transaction to 
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purchase a 99-megawatt wind generation project, to be constructed in 
Howard County, Iowa. An agreement with the counterparty is anticipated 
to be reached In the first quarter of 2008. 

M i c h i g a n 21s t C e n t u r y Ene rgy Plan 

On January 3 1 , 2007, the MPSC Chairman presented the "21st Century 
Energy Plan" to Michigan's Governor. The plan recognizes the increased 
need for energy in the next 20 years. The plan proposes an alternative 
method of receiving pre-construction approval for significant generating 
plant additions versus the alternative of building a generation plant and 
then seeking approval for recovery of costs. The plan calfe for legislation 
to implement a 10% renewable energy portfolio standard by 2015 as 
well as a statewide energy efficiency program. Discussions have moved 
to the legislature and several bills have been introduced, though none 
have been enacted at this time. 

Midv\fest I n d e p e n d e n t Transmission S y s t e m O p e r a t o r 
WPSC, UPPCO, and integrys Energy Services are members o f t h e 
MISO, which operates a financial and physical electric wholesale 
market in the Midwest. The market pricing is based on a locational 
marginal pricing system. MISO participants offer thetr generation and 
bid their customer load Into the market on an houriy basis and on a 
day ahead basis. This results In net receipts f rom, or net obligations 
to, MISO for each hour of each day. MISO aggregates these hourly 
transactions and provides bi-weekly settlement statements. These 
disputable settlements have an adjustment period based on the 
subsequent data which may require billing adjustments resulting in 
increases or decreases to the net MISO receipt or obl igation. For 
WPSC and UPPCO, It is anticipated that the bill ing adjustments will 
be recovered through the state rate recovery process. 

M e w A c c o u n t i n g P r o n o u n c e m e n t s 
See Note 1(v), "New Accounting Pronouncements," for a detailed 
discussion of new accounting pronouncements. 

Guarantees and Off Balance 
Sheet Arrangements 
See Note 18, "Guarantees," for information regarding guarantees. 

Market Price Risk 
Management Activities 
Market price risk management activities include the elecbic and natural 

gas marketing and related risk management activities of Integrys Energy 

Services, along with oil options used to mitigate the risk of an increase 

in oil prices. Integrys Energy Sen/ices' marketing and trading operations 

manage electiicity and natural gas procurement as an integrated 

portfolio with its retail and wholesale sales commitments. Derivative 

Instruments are utilized in these operations. 

Integrys Energy Services measures the fair value of derivative 
instruments on a mark-to-maricet basis. The fair value is included in 
assets or liabilities from risk management activities on Integrys Energy 
Group's Consolidated Balance Sheet, with an offsetting entry t o other 
comprehensive income (for the effective portion of cash flow hedges) or 
to earnings. The following table provides an assessment o f t h e factors 
impaa ing the change in the net value of Integrys Energy Services' 
assets and liabilities from risk management activities for the year ended 
December 31 , 2007. 

Integrys Energy Services 
Mark-to-Wlarket Roll Forward 
(Millions} 

at 
op t ions 

Natural 

Gas Eidctric Total 

Fairvalueof contracts at December 31 , 2006'" 

Plus: Contracts assumed in the merger with PEC 

Less: Contracts realized or settled during period '̂  

Plus: Changes In fair value of contracts in existence at December 31 , 2007 

Fair value of contracts at December 31^ 2007 '" 

$(4.7) $105.2 $ 7.1 $107.6 

"* Reflects the values reported on the balance sheet for net mark-to-market current and long-term risk management assets and liabilities as of those dates. 
'^ /ncludes the value of contracts in e^xisience at December 3), 2006, that were no longer induded in the net mark-to-market assets as of December 31, 2007, along with the amortization of 

contracts originally accounted for as derivatives and later designated as normel purchases arKJ sales unchr SFAS No. 133 
'̂ ' Includes unrealized gains and losses on contracts that existed at December 31, 2006, and contracts that were entered into subsequent to December 3), 2006, which are induded in Integrys 

Energy Services' portfolio at December 31, 2007, as well as gains and losses at the inception of contracts when a liquid market exists. 

There were, in many cases, offsetting positions entered into and settled 

during the period resulting in gains or losses being realized during the 
current per iod. The realized gains or losses from these offeetting 

positions are not reflected in the tabte above. 
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Market quotes are more readily available for short duration contracts (generally for contracts with a duration of less than five years). The table below 

shows the sources of fair value and maturities of Integrys Energy Sen/ices' risk management Instruments, 

Integrys Energy Sen/ices 
Risk Management Contract Aging at Fair Value 
As of December 31, 2007 (Miliions) 

Source of Fair Value 

Prices actively quoted"' 

Prices provided by external sources '" 

Prices based on models and other valuation methods 

Total fair value 

Ma^iir% 
Lew Than 

lYear 

$37.2 

7.5 

$44.7 

• - " - • ' ; • " ' • • • * * • • -

1 t v 3 
Years 

$30.8 

36.9 

$67.7 

lN«MurHy 
4 t o 5 
Years 

$10.8 

3.0 

$13.8 

In Excess 
of 5y«ars 

$ -

11.4 

$11.4 

$ 78.8 

47.4 

11.4 

$137.6 

"' Includes exchange-traded contracts such as NYMEX and ICE contracts and basis swaps, 
''' Indudes electric and natural gas contract positions for which pricing information, used hy Integrys Energy Services to calculate fair value, is obtained primarily through broker quotes and other 

publicly available sources. 

Critical Accounting Policies 
Integrys Energy Group has identified the fol lowing accounting pol ides 
to be critical to the understanding of our financial statements because 
their application requires significant judgment and reliance on estimations 
of matters that are inherently uncertain. Integrys Energy Group's 
management has discussed these critical accounting policies with the 
Audit Committee o f t he Board of Directors. 

Risk Management Activities 
Integrys Energy Group has entered into contracts that are accounted 
for as derivatives under the provisions of SFAS No. 133, "Accounting 
for Derivative Instruments and Hedging Activities," as amended. At 
December 3 1 , 2007, those derivatives not designated as hedges are 
primarily commodity contracts used to manage price risk associated 
with natural gas and electricity purchase and sale activities. The utilities 
defer the effects of mark-to-market accounting for most energy-related 
derivatives as regulatory assets or liabilities, pursuant to SFAS No. 71 . 
In addit ion, Integrys Energy Group may apply the normal purchases 
and sales exception, provided by SFAS No. 133, as amended, to 
certain derivative contracts. The normal purchases and sales exception 
provides that recognition of gains and losses in the consolidated 
financial statements is not required until the settlement o f t he contracts. 

Cash flow hedge accounting treatment may be used when Integrys 
Energy Group enters contracts to buy or sell a commodity at a fixed 
price for future delivery to protect future cash flows corresponding with 
anticipated physical sales or purchases- Fair value hedge accounting 
may be used when Integrys Energy Group holds assets or firm 
commitments and enters Into transactions that hedge the risk that the 
price of a commodity may change between the contract's inception 
and the physical delivery date of the commodity. To the extent that the 
hedging instrument is fully effective in offsetting the transaction being 
hedged, there is no impact on income available for common 
shareholders prior to settlement o f t h e hedge. 

Derivative contracts that are determined to fall within the scope 
of SFAS No. 133, as amended, are recorded at fair value on the 
Consolidated Balance Sheets of Integrys Energy Group. Changes in 
fair value, except those related to derivative instruments designated 
as cash flow hedges or qualifying for regulatory deferral, are generally 
included in the determination of income available for common 
shareholders at each financial reporting date until the contracts are 
ultimately settled. When available, quoted market prices are used to 
determine a contract's fair value. If no active trading market exists for a 
commodity or for a contract's duration, fair value is estimated through 
the use of internally developed valuation techniques or models using 
external information wherever possible. Such estimates require 
significant judgment as to assumptions and valuation methodologies 
deemed appropriate by Integrys Energy Group's management. Like 

most commodity markets, after some length of t ime, markets for 

natural gas and power become relatively il l iquid, making it difficult 

t o obtain reliable price information. 

As a component o f t h e fair value determination, Integrys Energy Group 
considers the requirements to sen/ice certain of its contracts as well as 
counterparty credit risk and liquidity risk. This component o f t h e fair 
value determination is especially subjective because limited liquid 
market information is available. Under SFAS No. 157, "Fair Value 
Measurements," beginning January 1, 2008, Integrys Energy Services 
will no longer include transaction costs in these fair value determinations. 
See Note 1(v), "New Accounting Pronouncements," for more 
information on this topic. The effect of changing the underlying 
assumptions for this component of fair value at December 3 1 , 2007, 
is as follows: 

Change in Component 

Effect on Fair Value of Net Risk 

Management Assets at 
December 3 1 , 2007 (Millions) 

100% increase 
50% decrease 

$27.1 decrease 

$13.5 increase 

These potential changes in fair value would be included in current and 
long-term liabilities from risk management activities on the Consolidated 
Balance 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. 

Purchase Accounting 
The merger with PEC in 2007, as well as the acquisitions of natural 
gas distribution operations in Michigan and Minnesota in 2006, were 
accounted for using the purchase method of accounting in accordance 
with SFAS No. 141, "Business Combinations." Under this statement, 
the purchase price paid by the acquirer, including transaction costs, 
is allocated to the assets and liabilities acquired as of the acquisition 
date based on their fair values. The per share fair value of the common 
stock Issued by Integrys Energy Group for the acquisition of PEC was 
determined by using the average market value of Integrys Energy 
Group's common stock over a five-day period, beginning two days 
before the announcement date of the merger. As Integrys Energy 
Group announced its intent to sell PEP at the time of the closing of 
the merger, the PEP assets and liabilities were reported at estimated 
fair value less costs to sell. 

Management makes estimates of fair value based upon historical 
experience and information obtained from the management o f t h e 
acquired company. Assumptions may be incomplete, and unanticipated 
events and circumstances may occur which may affect the validity of 
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such assumptions, estimates, or actual results. As discussed below 

within "Asset Impairment," a significant amount of goodwil l resulted 

from these acquisitions, which requires Impairment testing on at least 

an annual basis. 

In conjunction with the PEC merger, the most significant fair value 
adjustments related to nonderivative commodity contracts and 
customer relationships, which were recorded as intangible assets at 
Integrys Energy Sen/ices. The it^tangible asset related to the contracts is 
being amortized into earnings as the contracts settle, and the intangible 
asset related to customer relationships is being amortized over the 
estimated lives of those relationships. The amortization of these items 
had a negative impact on earnings in 2008. 

PGL, NSG, MGUC, and MERC are predominantly regulated utilities; 
therefore, in accordance with SFAS No. 7 1 , "Accounting for the Effects 
of Certain Types of Regulation," the fair value of the majority of their 
assets and liabilities did not change significantly as a result of applying 
purchase accounting. 

Environmental Activities Relating t o Former 
Manufactured Gas Operations 
Integrys Energy Group's utility subsidiaries, their predecessors, and 
certain former affiliates operated facilities in the past at multiple sites 
for the purpose of manufacturing gas and storing manufactured gas 
(manufactured gas sites). The utility subsidiaries are accruing and 
deferring the costs they incur in connection with environmental activities 
at the manufactured gas 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, 

Integrys Energy Group considers this policy critical due to the substantial 
uncertainty in the estimation of future costs with respect to the amount 
and t iming of costs, and the extent of recovery from other potential 
responsible parties. (See Note 17, "Commitments and Contingencies" 
for further discussion of environmental matters.) 

Asset Impairment 
Integrys Energy Group annually reviews its assets for impairment. 

SFAS No. 144, "Accounting for the Impairment and Disposal of 

Long-Lived Assets," and SFAS No, 142, "Goodwil l and Other 

Intangible Assets," form the basis for these analyses. 

WPSC recorded goodwill of $36.4 million In its natural gas utility segment 
resulting from the Wisconsin Fuel and Light acquisition in 2001. In 2006, 
Integrys Energy Group recorded $267.0 million of goodwill in conjunction 
with the acquisition of the natural gas distribution operations in Michigan 
and Minnesota. In 2007, $644.9 million of goodwill attributable to the 
PEC merger was recorded. The goodwil l for each of our reporting units 
is tested for impairment annually or when events or circumstances 
warrant based on the guidance of SFAS No. 142. The test for impairment 
includes estimating the fair market value of each reporting unit using 
assumptions about future profitability of the reporting units. A significant 
decrease in mari<et values and/or projected future cash flows could result 
in an impairment loss. 

The review for impairment of tangible assets is more critical to Integrys 
Energy Services than to our other segments because of its significant 
investment in property, plant, and equipment and lack of access to 
rate setting based on cost of service that is available to our regulated 
segments. At December 31 , 2007, the carrying value of Integrys Energy 
Services' property, plant, and equipment totaled $140.1 million. Integrys 
Energy Group believes that the accounting estimate related to asset 

impairment of power plants is a "critical accounting estimate" because: 

(1) the estimate is susceptible to change from period to period because 

it requires management to make assumptions about future market sales 

pricing, production costs, capital e)^enditures, and generation volumes 

and (2) the impact of recognizing an impairment could be material to 

our financial position or results of operations. Management^ assumptions 

about future electricity and capacity prices and generation volumes 

require significant judgment because actual prices and generation 

volumes have fluctuated in the past as a result of changing fuel costs, 

environmental changes, and required plant maintenance and are 

expected to continue to do so in the future. 

The primary estimates used at Integrys Energy Services in the 
impairment analyses are future revenue streams and operating costs. 
A combination of inputs from both internal and external soun::es is used 
to project revenue streams, integrys Energy Services forecasts future 
operating costs with input from external sources for fuel costs and 
fonward energy prices. These estimates are modeled over the projected 
remaining life of the power plants using the methodology defined in 
SFAS No. 144. Integrys Energy Services evaluates property, plant, and 
equipment for impairment whenever indicators of impairment exist. 
These indicators include a significant underperformance o f t h e assets 
relative to historical or projected future operating results, a significant 
change in the use of the assets or business stiategy related to 
such assets, and significant negative industry or economic trends. 
SFAS No. 144 requires that if the sum of the undiscounted expected 
future cash flows from a company's asset is less than the carrying value 
of the asset, an asset impairment must be recognized in the financial 
statements. 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 canying value of the asset t o its. feir value (or fair value 
less costs to sell If held for sale). 

Throughout 2007, Integfys Energy Services tested various power plants 
for impairment whenever events or changes In circumstances indicated 
that their carrying amount might not be recoverable. No impairment 
charges were recorded in 2007 as a result o f t h e recoverabillty tests. 
Results of past impairment tests may not necessarily be an indicator of 
future results given the nature o f t h e accounting estimates involved, as 
discussed more fully above. Changes in actual results or assumptions 
could result in an impairment 

Receivables and Reserves 
Our regulated natural gas and electric utilities and Integrys Energy 
Services accrue estimated amounts of revenue for services rendered 
but not yet bil led. Estimated unbilled sales are calculated using actual 
generation and throughput volumes, recorded sales, and weatfier 
factors. The estimated unbil led sales are assigned different rates based 
on historical customer class allocations. At December 3 1 , 2007, and 
2006, Integrys Energy Group's unbilled revenues were $464.7 mill/on 
and $184.8 million, respectively. Any difference between actual sales 
and the estimates are recorded In revenue in the next period. 
Differences historically have not been significant. 

Integrys Energy Services, UPPCO, MERC, MGUC, PGL, and NSG 
record reserves for potential uncollectible customer accounts as an 
expense on the income statement and an uncollectible reserve on 
the balance sheet. WPSC, however, records a regulatory asset t o offset 
its uncollectible reserve. The resen/e is most critical to PGL because 
their accounts receivables have higher credit risk and are sensitive 
to the price of natural gas, and to Integrys Energy Services because 
their receivables comprise the majority of the total . PGL's resen/e for 
uncollectible accounts reflects its best estimates of probable losses 
on the accounts receivable balances. The reserve is based on known 
troubled accounts, historical experience, and other currently available 
evidence. Provisions for bad debt expense are affected by changes 
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in various factors, including the impacts of natural gas prices and 
weather. Each quarter, PGL evaluates the adequacy of the reserve for 
uncollectible accounts based on the most current available information 
and adjusts the reserve for changes in estimated probable accounts 
receivable losses. Integrys Energy Services calculates the resen/e for 
potential uncollectible customer receivable balances by applying an 
estimated bad debt experience rate to each past due aging category 
and reserving for 100% of specific customer receivable balances 
deemed to be uncollectible. The basis for calculating the reserve 
for receivables from wholesale counterparties considers netting 
agreements, collateral, and guarantees. If the assumption that 
historical uncollectible experience matches current customer default is 
incorrect, or if a specific customer with a large account receivable that 
has not previously been identified as a risk defaults, there could be 
significant changes to the expense and uncollectible resen/e balance. 

Pension and Postretirement Benefits 
The costs of pnDviding non-contributory defined benefit pension benefits 

and other postretirement benefits, described in Note 19, "Employee 

Benefit Plans," are dependent upon numerous 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 on plan assets. Pension and other postretirement benefit costs 
may be significantly affected by changes in key actuarial assumptions, 
including anticipated rates of return on plan assets, discount rates used in 
determining the projected pension and other postretirement benefit 
obligations and pension and other postretlrement benefit costs, and 
health care cost trends. Changes made to the plan provisions may also 
impact cun'ent and future pension and other postretirement benefit costs. 

Integrys Energy Group's pension and other postietirement benefit plan 
assets are primarily made up of equity and fixed income investments. 
Fluctuations in actual equity market returns, 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 our regulated segments through the ratemaking process. 

The following chart shows how a given change in certain actuarial 
assumptions would Impact the pnDjected benefit obligation and the 
reported annual pension cost on the income statement. Each factor 
below reflects an evaluation o f t h e change based on a change in that 
assumption only. 

Actuarial Assumption 
(Miliions, except percentages) 

Discount rate 

Discount rate 

Rate of retum on plan assets 

Rate of retum on plan assets 
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The following chart shows how a given change in certain actuarial 
assumptions would impact the accumulated other postretirement 
benefit obligation and the reported annual other postretirement benefit 
cost on the income statement. Each factor below reflects an evaluation 
of the change based on a change in that assumption only. 

Actuarial Assumption 

(Millions, except percentages) 

Discount rate 

Discount rate 

Health care cost trend rate 

Health care cost trend rate 

Rate of retum on plan assets 

Rate of retum on plan assets 

Integrys Energy Group utilizes the assistance of its plan actuaries In 
determining the expected timing of cash outflows from plan payments. 
Integrys Energy Group considers bonds, rated by Moody's as "Aa" or 
better, when determining the discount rate at the measurement date. 
Regression analysis Is applied to construct a best-fit curve that makes 
coupon yields to maturity a function of time to maturity. The pension 
or retiree medical c a ^ flows are then matched to the appropriate spot 
rates and discounted back to the measurement date. 

To select an assumed long-temn rate of retum on qualified plan assets, the 
historical returns and the future expectations for returns for each asset 
class are considered, as well as the target allocation of the benefit trust 
portfolios. The assumed long-term rate of retijrn was 8.5% in 2007,2006, 
and 2005. For 2007, 2006, and 2005, the actual rates of return on pension 
plan assets, net of fees, were 6.2%, 11.3%, and 6.9%, respectively. 

The determination of expected return 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% o f t h e greater 
o f t he pension benefit obligation or market-related value are amortized 
over the average remaining future service to expected retirement ages. 
Realized and unrealized gains and losses on plan assets are recognized 
for purposes of calculating benefit cost over a five-year period. Because 
of this method, the future value of assets will be impacted as previously 
deferred gains or losses are recorded. 

In selecting assumed health care cost trend rates, past performance and 
forecasts of health care costs are considered. More information on health 
care cost trend rates can be found in Note 19, "Employee Benefit Plans." 

For a table showing future payments that Integrys Energy Group 

expects to make for pension and other postretirement benefits, see 

Note 19, "Employee Benefit Plans." 

u 
' ^ * ' . V 



R e g u l a t o r y A c c o u n t i n g 
The electric and natural gas utility segments of Integrys Energy Group 
follow SFAS No. 71 , "Accounting for the Effects of Certain Types of 
Regulation," and our financial statements reflect the effects o f t he 
different ratemaking principles followed by the various jurisdictions 
regulating these segments. We defer certain items tiiat would othenwise 
be immediately recognized as expenses and revenues because our 
regulators have authorized deferral of these items as regulatory assets 
and regulatory liabilities for future recovery or refund to customers. 
Future recovery of regulatory assets is not assured, but is generally 
subject to review by regulators in rate proceedings for matters such as 
prudence and reasonableness. Management regularly assesses whether 
these regulatory assets and liabilities are probable of future recovery 
or refund by considering factors such as changes in the regulatory 
environment, earnings at the utility segments, and the status of any 
pending or potential deregulation legislation. Once approved, we 
amortize the regulatory assets and liabilities into income over the rate 
recovery period, if recovery of costs is not approved or is no longer 
deemed probable, these regulatory assets or liabilities are recognized 
in current period Income, 

If our regulated electric and natural gas utility segments would no 
longer meet the criteria for application of SFAS No. 7 1 , we would 
discontinue its application as defined under SFAS No. 101, "Regulated 
Enterprises—Accounting for the Discontinuation of Application of 
SFAS No- 7 1 . " Assets and liabilities recognized solely due to the actions 
of rate regulation would no longer be recognized on the balance sheet 
and would be classified as an extraordinary item in income for the 
period in which the discontinuation occurred. A write-off of all of 
Integrys Energy Group's regulatory assets and regulatory liabilities at 
December 31 , 2007, would result in an 11.1% decrease in total assets 
and a 4.7% decrease in total liabilities. 

Tax Provision 
As part of the process of preparing our Consolidated Financial 

Statements, we are required to estimate our income taxes for each of 

the jurisdictions in which we operate. This process involves estimating 

our actual current tax exposure 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 our 

Consolidated Balance Sheet. We must also assess the likelihood that 

our deferred tax assets will be recovered from future taxable income 

and, to the extent we believe that recovery is not likely, we must 

establish a valuation allowance, which is offset by an adjustment to 

income tax expense In the income statement. The interpretation of 

tax laws involves uncertainty, since tax authorities may interpret them 

differentiy As of January 1, 2007, we adopted the provisions of 

FASB Interpretation No. 48, "Accounting for Uncertainty in Income 

Taxes—an Interpretation of FAS 109." As allowed under Interpretation 

No. 48, Integrys Energy Group elected to change its method of 

accounting to record interest and penalties paid on income tax 

obligations as a component of income tax expense. 

Significant management judgment is required In determining our 

provision for income taxes, our deferred tax assets and liabiliti'es, and 

any valuation allowance recorded against our deferred tax assets. The 

assumptions involved are supported by historical data, reasonable 

projections, and technical interpretations of applicable tax law and 

regulation across multiple taxing jurisdictions. Significant changes in 

these assumptions could have a material impact on Integrys Energy 

Group's financial condition and results of operations. 

Impact of Inflation 
Our financial statements are prepared in accordance with accounting 

principles generally accepted in the United States of America and 

report operating results in terms of historic cost. The statements 

provide a reasonable, objective, and quantifiable statement of financial 

results, but they do not evaluate the impact of inflation. For our 

regulated operations, to the extent we are not recovering the effects 

of inflation, we wil! file rate cases as necessary in the various jurisdictions. 

Our nonregulated businesses include inflation in forecasted costs. 

However, any increase from inflation is offset with projected business 

growth. Therefore, the estimated effect of inflation on our nonregulated 

businesses is minor 
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Consolidated Statements of Income 

Year Ended December 31 (Mittions, except per share data) 

Nonregulated revenue 
Utility revenue 
Total revenues 

Nonregulated cost of fuel, natural gas, and purchased power 
Utility cost of fuel, natural gas, and purchased power 
Operating and maintenance expense 
Depreciation, amortisation, and decommissioning expense 
Taxes other than income taxes 
Operating income 

Miscellaneous income 
interest expense 
Minority interest 
Other (expense) income 

Income before taxes 
Provision for incx)me taxes 
Income from continuing operations 

Discontinued operations, net of tax 
Income before cumulative effect of change in accounting principle 

Cumulative effect of change in accounting principle, net of tax 
Income before preferred stock dividends of subsidiary 

Prefened stock dividends of subsidiary 
Income available for common shareholders 

Average shares of common stock 
Basic 
Diluted 

Earnings (loss) per common share (basic} 
Income from continuing operations 
Discontinued operations, net of tax 
Cumulative effect of change in accountinq principle, net of tax 
Earnings per common share (basic) 

Earnings (bss) per common share (diluted) 
Income from continuing operations 
Discontinued operations, net of tax 
Cumulative effect of chanqe in accountinq principle, net of tax 
Earnings per common share (diluted) 

Dividends per common share 

2007 

$ 6,987.0 

^ j m k 

174 . 
& 4 

m i 

' M 4 ^ ^ 

^*%^ , 

\ ' * 7 " N J ^ B . ^ 

., f^,„,g^.,w.r. 

sisyEt *'' 

mm 

2006 

$5,156.7 
1,734.0 
6,890.7 

4,968.9 
1,006.1 

484,3 
121.3 
60.9 

249.2 

42.8 
(99.2) 

3.8 
(52,6) 

196.6 
45.0 

151.6 

7.3 
158,9 

158.9 

3.1 
$ 155.8 

42.3 
42.4 

$3.51 
$0.17 

$3.68 

$3,50 
$0.17 

$3.67 

$2.28 

2005 

$5,301.3 
1,524.2 
6,825.5 

5,139.5 
801.2 
525.9 
1497 
50.3 

158.9 

88.8 
(62.0) 

4.5 
31.3 

190.2 
39.6 

150.6 

11.5 
162,1 

(1.6) 
160.5 

3.1 
$ 157.4 

38.3 
38.7 

$3.85 
$0.30 
(0.04) 

$4.11 

$3.81 
$0,30 
(0.04) 

$4.07 

$2.24 

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements. 
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Consolidated Balance Sheets 

At December 31 (MiUions) 2006 

Assets 

Cash and cash equivalents 

Restricted cash 

Accounts receivable- net of reserves of 551.3 and $17,0, respectively 

Accrued unbilled revenues 

Inventories 

Assets from risk management activities 

Regulatory assets 

Assets held for sale 

Other current assets 

Current assets 

Property, plarrt, and equipment, net 

Regulatory assets 

Assets from risk management activities 

Goodwill 

Pension assets 

Other 

Total assets 

Liabilities and Shareholders' Equity 

Short-term debt 

Current portion of long-term debt 

Accounts payable 

Liabilities from risk management actlvitit 

Regulatory liabilities 

Defened income taxes 

Other cuirent liabilities 

Current liabilities 

l a * * '^ m 

I 23.2 
22.0 

1,037.3 

164.8 

456.3 
1,068.6 

8.7 

6.1 

120.4 

2,927.4 

2,534.8 

430.1 

308.2 

303.9 

357.3 
$6,861.7 

. 722.8 

26.5 

949.4 

1,001.7 

22.8 

3.1 

180.1 

Long-term debt 

Defened income taxes 

Deferred investment tax credits 

Regulatory liabilities 

Environmental remediation liabilities 

Pension and postretirement benefit obligations 

Liabilities from risk management activities 

Asset retirement obligations 

Other 

assw-MS 

2,906.4 

1,287.2 

97.6 

13.6 

301.7 

95.8 

188.6 

264.7 

10.1 

111.3 
Long-term liabilities 2,370.6 

Commitments and contingencies 

Preferred stock of subsidiary with no mandatory redemption 

Common stock equity ^ 
51.1 

1,533.6 
Total liabilities and shareholders' equity $6,861.7 

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements. 
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Consolidated Statements of Common Shareholders ' Equity 

(Miirions) 
Comprehensive 

IrKome Total 

Employee Stock 
Plan Guarantees 

and Deferred 
Compensation 

Trust 
Common 

Stock 

Capital in 
Excess of 
Par Value 

Retained 
Earnings 

Treasury 
Stock 

Accumulated 
Other 

Comprehensive 
Income (Loss) 

Balance at December 31,2004 $ - $1,091.8 $ (8.4) 
Income available for common shareholders 157.4 157.4 
Other comprehensive income - cash How hedges 

(net of tax of $7.9) (12.1) (12.1) 
Other comprehensive income - minimum pension 

liability (net oftax of $11.4) 17.1 17.1 
Other comprehaisive income - available for sale 

securities (net of tax of $0.4) 0.6 0.6 
Other comprehensive income - cuirency translation 

(net of tax of $0.1) 0.1 0.1 
Comprehensive income 163.1 
Issuance of common stock - 127.3 
Dividends on common stock - (85.4) 
Other - 7.4 (2.5) 

$37.5 $ 582.1 $497.0 
157.4 

$(0.3) $(16.1) 

02.1} 

17.1 

0.6 

0,1 

2.5 

-
0.1 

$40.1 

-

-

-

-

_ 

124.6 

-
10.1 

$ 717.0 

-

-

-

-

_ 

-
(85.4) 
(0.3) 

$568.7 
155.8 

-

-

-

_ 

-
-
-

$(0.3) 

-

-

-

-

_ 

-
-
-

$(10.4) 

-

(0.6) 

2.4 

(0.4) 

(0.3) 

Balance at December 31,2005 $ - $1,304.2 $(10.9) 
Income available for common shareholders 155.8 155,8 
Other comprehensive income - cash flow hedges 

(net of tax of $0.4) (0.6) (0,6) 
Other comprehensive income - minimum pension 

liability(netoftaxof$1.6) 2.4 2.4 
Other comprehensive income - available for sale 

securities (net of tax of $0.2) (0.4) (0.4) 
Other comprehensive income - currency translation 

(net of tax of $0.2) (0.3) (0.3) 
Comprehensive income 156.9 
Issuance of common stock • - 164.6 
Dividends on common stock - (96.0) 
Adjustnents to initially apply SFAS No. 158 

(net oftax of $2.9) - (4.5) 
Other - 8.4 (2.3) 

3.2 161.4 
(96.0) 

(4.5) 
01 10.9 (0.3) 

Balance at December 31, 2006 
Income available for common shareholders 
Other comprehensive income - cash flow hedge 

(net of taxes of $3,1) 
Other comprehensive income - SFAS No. 158 

unrecognized costs (net of taxes of $3,0) 
Other comprehensive income - available for sale 

securities (net of taxes of $0.2) 
Other comprehensive income - foreign currency 

translation (net of taxes of $2.2) 
Comprehensive income 
Issuance of common stock 
Peoples Energy merger 
Stock-based compensation 
Dividends on common stock 
Other 

Balance at December 31, 2007 

$ -

" • ' • - • ^ • ^ , : : ^ - - ' 

4.9 

3.8 

0.4 

3.6 
264.0 

_ 
-
-
-
-

$ -

$1,533.6 
,ii,MP|i||y)|§.!ji 
.--j.™'^S'STw7^^ --.-.-

4.9 

3.8 

0.4 

3.6 

-
45.6 

1,559.3 
8.7 

(177.0) 
1.6 

$3,235.8 

$(13.2) 

7^^"^^^^C 

-

-

-

-
-
-
-
-
-

(1.5) 

$(14.7) 

$43.4 

i y ' . ( •< , ' •= - .«^ j f . 

-

-

-

-
-

1.1 
31.9 

-
-
-

$76.4 

$ 889.3 

^^HH 
' • ^ ^ ^ ^ ^ 

-

-

-

-
-

44.5 
1,527.4 

8.7 

-
3.9 

$2,473.8 

$628.2 

•MMH 
^^^^S 

•• - • • 

-

-

-
_ 
-
-
-

(177.0) 
(0.6) 

$701.9 

$(0.3) 

HHHH 
^^^^S 

-

-

-
-
-
-
-
_ 
-

$(0.3) 

$(13.8) 

^-V •3 ' ' ^ ' . ' ' ^w^^ i^^v ' 
• • • " • • • * * » - -

3.8 

0.4 

3.6 

_ 
-
-
-
-

(0.2) 

$ (1.3) 

The accompanying notes to Integrys Energy Grciup's consolidated financial statements are an integral part of these statements. 
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Consolidated Statements of Cash Flows 

Year Ended December 31 (MilUons) 

Operat ing Activi t ies 

income before preferred stock dividends of subsidiary 

Adjustments to reconcile net income to net cash provided by operating activities 

Discontinued operations, net o f tax 

Depreciation, amortization, and decommissioning expense 

Recovery (deferral) of Kewaunee outage expenses 

Refund of non-qualified decommissioning trust 

Deferral of Weston 3 outage expenses 

Recoveries and refunds of other regulatory assets and liabilities 

Amortization of nonregulated customer contract intangibles 

Realized gain on investments held in trust, net of regulatory deferral 

Unrealized (gains) losses on nonregulated energy contracts 

Pension and postretirement expense 

Pension and postretirement funding 

Deferred income taxes and investment tax credit 

Gains due to settlement of contracts pursuant to the merger with PEC 

Gain on sale of interest in Guardian Pipeline, LLC 

Gain on sale of WPS ESI Gas Storage, LLC 

Gain on sale of partial interest in synthetic fuel operation 

(Gain) Loss on sale of property, plant, and equipment 

Equity income, net of dividends 

Cumulative effect of change in accounting principles, net of tax 

Other 
Changes in working capital 

Receivables, net 

Inventories 

Other current assets 

Accounts payable 

Other current liabilities 

A;9»%A-t^4;-
'0 :J 

2006 2005 

158.9 

(7.3) 
121.3 

9.5 
(54.5) 

5.7 

7.3 
51.6 

(43.2) 
12.4 

(6.2) 
(9.0) 

$160.5 

(11.5) 
149.7 
(49.2) 

7.6 

(15.7) 
(39.2) 
50.5 
(28.6) 

9.0 

(6.4) 
1.3 

14.4 

-
25.2 

(10.0) 
(206.5) 

(32.4) 
7.5 

33.3 

(7.1) 
(5.5) 
10.9 
1.6 

(35.7) 

(499.8) 
(112.9) 

(19.9ft 
487.3 

25.4 
Net cash prov ided by operat ing a^Aivities 

Investing Activit ies 

Capital expenditures 

Proceeds from the sa\e of property, plant, and equipment 

Purchase of equity investments and other acquisitions 

Proceeds from the sale of interest in Guardian Pipeline, LLC 

Proceeds from the sale of WPS ESI Gas Storage, LLC 

Proceeds from the sale of Kewaunee power plant 

Proceeds from the sale of partial interest in Weston 4 power plant 

Cash paid for transaction costs related to PEC merger 

Proceeds from liquidation of non-qualified decommissioning tnjst 

Purchases of nuclear decommissioning tmst investments 

Sales of nuclear decommissioning trust investments 

Acquisition of natural gas operations in Michigan and Minnesota, net of liabilities assunned 

Restricted cash for repayment of long-term debt 

Transmission interconnection 

Other 

Ne t cash used for investing activities 

72.9 

(342.0) 
4.5 

(60.1) 
38.5 
19.9 

(5.5) 

(659.3) 
(22.0) 
(11.6) 

7.5 
(1,030.1) 

Financing Activit ies 

Short-term debt, net 

Gas loans, net 

Issuance of long-term debt 

Repayment of long-term debt 

Payment of dividends 

Preferred stock 

Common stock 

Issuance of common stock 

Other 

ir7 
iu&Ti 

s s : : ^ 

458.0 
(68.4) 

447.0 

(4.0) 

(3.1) 
(96.0) 

164.6 
(6.4) 

77.4 

(413.9) 
12.0 

(82.6) 

112.5 
95.1 

127.1 
(18.6) 
18.6 

(6.3) 
7.3 

(148.8) 

(25.0) 
(7.1) 

(3.4) 

(3.1) 
(85.4) 
127.3 

(3.3) 
Net cash provided by (used for) financing activities 891.7 

Change in cash and c a ^ equivalents - continuing operat ions 

Change in cash and cash equivalents- discontinued operations 

Net cash (used for) provided by operating activities 

Net cash provided by investing activities 

Net cash used for financing activities 

> i i ^ f P l * (65.5) 

41.9 
19.1 

Change in cash and cash equivalents 

Cashand cash equivalents at beginning of year 

^ J ? B | > ^ . » J 
TES 

-^*4. T*r»-Ir 
(4.5) 

27.7 

(71.4) 

(15.0) 
74.9 

(12.3) 
40.0 

Cash and cash equivalents at end o f year $ 23.2 $ 27.7 

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements. 
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Notes to Consolidated Financial Statements 

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(a) Nature o f Operations—Integrys Energy Group is a holding 
company whose phmary wholly owned subsidiaries at December 3 1 , 
2007, include Wisconsin Public Service Corporation (WPSC), Upper 
Peninsula Power Company (UPPCO), Michigan Gas Utilities Corporation 
(IvtGUC), Minnesota Energy Resources Corporation (MERC), The Peoples 
Gas Ught and Coke Company (PGL), North Shore Gas Company (NSG), 
and Integrys Energy Services. Of these subsidiaries, six subsidiaries are 
regulated electric and/or natural gas utilities and one subsidiary, Integrys 
Energy Services, is a nonregulated energy supply and sen/ices company. 
For more information about our regulated and nonregulated segments, 
see Mote 24, "Segments of Business." 

The term "uti l i ty" refers to the regulated activities of the electric and 
natural gas utility segments, while the temn "nonuti l i ty" refers t o the 
activities of the electric and natural gas utility segments that are not 
regulated. The term "nonregulated" refers to activities at Integrys 
Energy Services. 

The line item on the Consolidated Statements of Income "Income 
available for common shareholders," is net income. 

(b) Consol idat ion Basis o f Presentation—The Consolidated Financial 
Statements include the accounts of Integrys Energy Group and all 
majority owned subsidiaries, after eliminating intercompany transactions 
and balances, and proportionate shares of jointly owned utility facilities. 
If a minority owner's equity is reduced to zero, our policy is to record 
100% o f t h e subsidiary's losses until the minority owner makes capital 
contributions or commitments to fund Its share of the operating costs. 
The cost method of accounting is used for investments when Integrys 
Energy Group owns less than 20% of the voting equity of the company, 
unless other evidence indicates we have significant influence over 

the operating and financial policies o f t he investee. Investments in 
businesses not controlled by In teg r^ Er>ergy Group, but over which we 
have significant influence regarding the operating and financial policies 
of the investee, are accounted for using the equity method. For 
additional information on our equity method investments see Note 10, 
"investments in Affiliates, at Equity M e t h o d " 

Merqpp; and Acquisitions 

Effective February 2 1 , 2007, the Peoples Energy Corporation (PEC) 
merger was consummated and the assets and liabilities, results of 

operations, and cash flows of PEC were included in Integrys Energy 

Group's Consolidated Financial Statements commencing February 22, 
2007, See Note 6, "Acqu/s/tions and Sales o f Assets." for more 
information. 

The assets and liabilities, results of operations, and cash flows of MGUC 
and MERC were included in Integrys Energy Group's Consolidated 
Financial Statements effective Apri l 1, and July 1, 2006, respectively. 
See Note 6, "Acquislt/ons and Sales of Assets," for more information. 

Dispositions 

Peoples Energy Production Company's (PEP) results of operations and 

cash flows were recorded as discontinued operations in 2007. The sale 

of PEP was completed on September 28, 2007. Refer to Note 4, 

"Discontinued Operations," for more information. 

For all periods presented, certain assets and liabilities of Sunbury and 
Niagara have been reclassified as held for sale and Sunbury's and 
Niagara's results of operations and cash flows have been reclassified as 
discontinued operations. Refer to Note 4, "Discontinued Operations," 
for more information. 

(c) Use o f Estimates—^We prepare our financial statements in conformity 
with accounting principles generally accepted In the United States of 
America. We make estimates and assumptions that affect reported 
amounts. These estimates and assumptions affect 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 fram these estimates. 

(cO Cash and Cash Equivalents—We consider short-term investments 
with an original maturity of three months or less to be cash equivalents. 

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

(Millions) 

Cash paid for interest 

C^sh paid for income taxes 

nijMffigtl^wuJiy 
2006 2005 

$87.6 
37.7 

$59.6 

50.4 

Significant non-cash transactions were as follows: 

(Millions) 

Weston 4 constmction costs funded 

through accounts payable 

Equity issued for net assets 

acquired In PEC merger 
Realized gain on settlement of 

contracts due to PEC merger 

PEP post-closing adjustments funded 
through other current liabilities 

Transaction costs related to the 
merger with Peoples Energy 

funded through other 

current liabilities 

4 ^m 
• . i i 1 

• - 4 j r 

-•^'fS^ 
• s ' - v * . ; 
' " , ' J 'S -

' • ' ^ * 

' _ ; • 

2006 

$32.0 

-

-

-

8.1 

2005 

$33.7 

-

-

-

-

(e) Revenue and Customer Receivables—Revenues are recognized 
on the accrual basis and include estimated amounts for electric and 
natural gas services rendered but not bil led. Currently there are no 
customers or industries that account for more than 10% of Integrys 
Energy Group's revenues. 

Integrys Energy Group's regulated electric utility segment operations 
use automatic fuel and purchased power adjustment clauses for the 
retail electric portions of their business in Michigan and also for their 
Federal Energy Regulatory Commission (FERC) wholesale electric 
business. There is a portion of Integrys Energy Group's wholesale 
electric business that limits cost recovery to no greater than the two-year 
average rate charged to large industrial retail customers for that same 
period. The Wisconsin retail electric portion of Integrys Energy Group's 
business uses a "cost variance range" approach, based on a specific 
estimated fuel and purchased power cost for the forecast year. If the 
actual fuel and purchased power costs fall outside this range, the Public 
Service Commission of Wisconsin (PSCW) can authorize an adjustment 
to future rates. Decreases to rates can be implemented without a 
hearing, unless requested by Integrys Energy Group, PSCW staff, or 
interveners, while increases to rates are generally subject to a hearing. 

Billings to Integrys Energy Group's retail electric customers under the 
Michigan Public Seivice Commission's (MPSC) jurisdiction indude base rate 
charges and a power supply cost recovery fector. Power supply cost recovery 
factors are established annually to recover projected power supply costs 
approved by the MPSC, The MPSC reconciles these factoid to actual costs 
annually and permilB 100% recovery of allowed power supply costs. Integrys 
Energy Group recognizes any over or under recovery cunently in its revenues, 
and the regulatory asset or liability is recognized on the balance sheet until 
settlement. The deferrals are relieved with additional billings or refunds. 
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Integrj/s Energy Group's regulated natural gas utility segment operations 

Bre approved to use one-for-one natural gas cost recovery plans for all 

prudently incurred natural gas costs. These plans allow Integrys Energy 

Group to pass changes in the cost of natural gas on to system natural 

gas customers, subject to regulatory review for reasonableness. 

All of Integrys Energy Group's utility subsidiaries are required to provide 
service and grant credit to customers within their service territories. 
The companies continually review their customers' credit-worthiness 
and obtain or refund deposits accordingly. The utilities are generally 
precluded from discontinuing service to residential customers during 
winter moratorium months. 

For Integrys Energy Services' merchant electric generation plants, 
electric power revenues related to fixed-price contracts are recognized 
at the lower of amounts billable under the contract or an amount equal 
to the volume o f t he capacity made available or the energy delivered 
during the period multiplied by the estimated average revenue per 
kilowatt-hour per the terms of the contract. Under floating-price 
contracts, electric power revenues are recognized when capacity is 
provided or energy is delivered. 

For its nonregulated business of supplying energy, management, and 
consulting sen/ices to retail and wholesale customers, Integrys Energy 
Services accrues revenues in the month that energy is delivered and/or 
services are rendered. Revenues related to derivative instruments 
classified as trading are reported net of related cost of sales for all 
periods presented. 

(f) (nventon'es—Inventories consist of natural gas in storage, liquid 
propane, and fossil fuels. Including coal. Average cost is used to value 
fossil fuels, l iquid propane, and natural gas in storage for our regulated 
segments, 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 storage are priced on the 
last-in, first-out (LIFO) cost method. Inventories stated on a LIFO 
basis represent approximately 14% of total inventories at December 3 1 , 
2007. The estimated replacement cost of natural gas in inventory at 
December 3 1 , 2007, exceeded the LIFO cost by approximately 
$304.4 million. Inventories at Integrys Energy Services are valued 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. 

(g) Risk Management Activit ies—As part of our regular operations, 
Integrys Energy Group enters into contracts, including options, swaps, 
futures, fonwards, and other contractual commitments, to manage 
market risks such as changes in commodity prices and interest rates, 

Integrys Energy Group accounts for derivative instruments pursuant 
to Statement of Financial Accounting Standards (SFAS) No. 133, 
"Accounting for Derivatives Instruments and Hedging Activities," as 
amended and interpreted. Under the provisions of SFAS No. 133, all 
derivatives are recognized on the balance sheet at their fair value 
except for certain derivatives that qualify for the normal purchases and 
sales exception. Subsequent changes in fair value of the derivatives are 
recorded currently in earnings unless certain hedge accounting criteria 
are met. If the derivatives qualify for regulatory deferral subject to the 
provisions of SFAS No. 71 , "Accounting for the Effects of Certain Types 
of Regulation," they are marked to fair value pursuant to SFAS No. 133 
and are offset with a corresponding regulatory asset or liability. 

Integrys Energy Group classifies mark-to-market gains and losses on 
derivative instruments not qualifying for hedge accounting or regulatory 
deferral as a component of revenues. 

(h) Emission Allowances—Integrys Energy Services accounts for 
emission allowances as an intangible asset, with cash inflows and 
outflows related to purchases and sales of emission allowances 
recorded as investing activities in the Consolidated Statements of C a ^ 
Flows. Integrys Energy Sen/ices uses the guidance in SFAS No. 144, 
"Accounting for the Impairment and Disposal of Long-Lived Assets," 
to test allowances for impairment. The utilities account for allowances 
as inventory at average cost by vintage year. Emission allowances 
granted to WPSC are recorded at zero cost. Charges to income result 
when allowances are utilized in operating the utilities' generation plants. 
Gains on sale of allowances are generally returned to ratepayers. 

(1) Property, Plant, and Equipment—Util i ty plant is stated at the 
original cost of construction including an allowance for funds used 
during construction. The costs of renewals and betterments of units of 
property (as distinguished from minor items of property) are capitalized 
as additions to the utility plant accounts. Except for land, no gain or loss 
is recognized in connection with ordinary retirements of utility property 
units. Maintenance, repair, replacement, and renewal costs associated 
with items not qualifying as units of property are considered operating 
expenses. PGL and NSG charge the cost of units of property retired, 
sold, or othen/vise 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 provisicffi for 
depreciation and initially record a regulatory liability for removal costs 
and charge the costs against the liability as incurred. 

Integrys Energy Group records straight-ltne depredat ion expense over 
the estimated useful life of utility property. The PSCW approved 
depreciation rates for WPSC effective January 1, 2005. Depreciation 
rates for UPPCO were approved by the MPSC effective January 1, 2002. 
Depreciation rates for MGUC and MERC were appnaved by the MPSC 
and Minnesota Public Utility Commission (MPUC) effective Apri l 1, 2006, 
and July 1, 2006, respectively. In April 2005, the Illinois Cx)mmerce 
Commission (ICQ approved depreciation rates for PGL and NSG. 
Annual utility composite depreciation rates are shown below. 

Annual UtilNy Composite 
Depreciation Rates 

WPSC-Electric 
WPSC-Natural Gas 
UPPCO 
MGUC 
MERC 
PGL 
NSG 

^̂ î 
^^1 l^gH 

a ^ 

H -̂S^̂  H ̂ -̂^̂  
H 2.06%'" 
• •̂̂ 6%'' 
H • 

2005 

3.65% 
3.61% 
2.S5% 

-
_ 
_ 
-

'" Composite depredation rate for 9 months ofthe year 
î ' Composite depreciation rate for 6 months ofthe year. 
'•̂  Composite depreciation rate from February 22, 2007, t h r o i ^ the ertd of 2CX>7. 

Interest capitalization is applied to nonutility prejperty during constmction, 

and gain and loss recognition occurs in connection with retirements. 

Currently, nonutility property at the regulated utilities consists primarily 

of land. 

Nonregulated plant is stated at cost, which includes capitalized interest, 
or estimated fair value at the t ime of acquisition. The costs of renewals, 
betterments, and major overhauls are capitalized as additions to p lant 
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. 
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Most o f t h e nonregulated subsidiaries compute depreciation using the 

straight-line method over the following estimated useful lives: 

Structures and improvements 
Office and plant equipment 

Office furniture and fixtures 

Vehicles 

Computer equipment 
Leasehold Improvements 

15 to 40 years 

5 to 40 years 
3 to 10 years 
5 years 

3 to 8 years 
Shorter of: life o f t h e 

lease or life o f t he asset 

The nonregulated Combined Locks Energy Center uses the units of 
production depreciation method for selected components of equipment 
having defined lives stated in terms of hours of production. 

Integrys Energy Group capitalizes certain costs related to software 
developed or obtained for internal use and amortizes those costs to 
operating expense over the estimated useful life of the related software, 
which ranges from 3 to 15 years. 

(j) Capital ized Interest and M o w a n c e fo r Funds Used Dur ing 

Construct ion—Our nonregulated subsidiaries capitalize interest for 

construction projects, while our utilities capitalize the cost of funds used 

for construction using a calculation that includes both internal (equity) 

and external (debt) components, as required by regulatory accounting. 

Approximately 50% of WPSCs retail jurisdictional constmction in progress 
expenditures are subject to the allowance for funds used during 
construction (AFUDC) calculation, except on specific projects approved 
by the PSCW. For 2007, WPSC's AFUDC retail rate was 8.61%. Carrying 
costs related to Weston 4 are currently being recovered in rates. 
WPSC's construction In progress AFUDC debt and equity percentage 
formula for the wholesale jurisdiction is specified in tiie FERC's Uniform 
System of Accounts. The 2007 average AFUDC wholesale rate was 
8.54%. WPSC's allowance for equity funds used during constmction for 
2007, 2006, and 2005 was $0.9 million, $0.6 million, and $1.5 million, 
respectively. WPSC's allowance for borrowed funds used during 
construction for 2007, 2006, and 2005 was $0.3 million, $0.2 million, 
and $0.4 million, respectively 

The AFUDC calculation for the other utilities is determined by the 

respective state commissions, each with specific requirements. Based 

on those requirements, the other utilities d id not record AFUDC for 

2007, 2006, or 2005. 

Our nonregulated subsidiaries calculate capitalized interest on long-term 
construction. The interest rate capitalized is based upon the monthly 
short-term borrowing rate Integrys Energy Group incurs for such funds. 
The amount of interest capitalized during 2007, 2006, and 2005 was 
not significant. 

(k) Regu/atory Assets and Liabilities—^The regulated electric and 
natural gas utility segments are subject to the provisions of SFAS No. 71 . 
Regulatory assets represent probable future revenue associated with 
certain incurred costs that will be recovered from customers through the 
ratemaking process. Regulatory liabilities represent amounts that are 
refundable in future customer rates. Based on a current evaluation of 
the various factors and conditions that are expected to impact future 
cost recovery, we believe that future recovery of our regulatory assets is 
probable. If at any reporting date a previously reconded regulatory asset 
is no longer probable of recovery, the regulatory asset is reduced to the 
amount considered probable of recovery with the reduction charged to 
e j^ense in the year the determination is made. 

(I) Asset Impairment—We review the recoverabillty of long-lived 
tangible and intangible assets in accordance with SFAS No. 144. This 
Statement requires review/ of assets when circumstances indicate that 

the carrying amount may not be recoverable. The carrying amount of 
assets held and used is not recoverable if it exceeds the undiscounted 
sum of cash flows expected to 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. Tlie carrying value of assets held for sale is not 
recoverable if it exceeds the fair value less cost t o sell the asset. An 
impairment charge is recorded for any excess of the carrying value over 
the fair value less cost to sell. If events or circumstances indicate the 
carrying value of investments accounted for under the equity method of 
accounting may not be recoverable, potential impairment is assessed 
by comparing the fair value of these investments to their carrying values 
as well as assessing if a decline in fair value is temporary. If an impairment 
is indicated, a charge is recognized equal to the amount the carrying 
value exceeds the investment's fair value. Impairment charges are 
recorded if the carrying value of such assets exceed the future anticipated 
cash flows. See Note 4, "Discontinued Operations," for infonnation 
related to the impairment charge recorded at Sunbury in 2005. 

(m) Goodwi l l and Other Intangible Assets—In accordance with 
SFAS No. 142, "Goodwil l and Other Intangible Assets," goodwil l and 
other intangible assets with indefinite lives are not amortized, but are 
subject to annual impairment tests. The regulated electric and natural gas 
utility segments perform their impairment test during the second quarter 
of each year, while Integrys Energy Services performs its impairment test 
annually during the third quarter. The intangible asset impairment tests 
are updated whenever events or changes in circumstances indicate that 
the assets might be impaired. Based upon the results of testing, no 
impairments were noted in 2007, 2006, or 2005. 

Other intangible assets with definite lives consist primarily of emission 
allowances, customer related intangible assets, and customer contract 
assets and liabilities. For more information on Integrys Energy Group's 
intangible assets, see Note 11, "Goodwi l l and Other Intangible Assets." 

(n) Ret i rement o f Debt—Premiums, discounts, and expenses incurred 
with the Issuance of outstanding long-term debt are amortized over the 
terms of the debt issues. Any call premiums or unamortized expenses 
associated with refinancing higher-cost debt obligations used to finance 
regulated assets and operations are defined and amortized consistent 
with regulatory treatment of those items. 

(o) Asset Retirement Obligations—Integrys Energy Group applies 
SFAS No. 143, "Accounting for Asset Retirement Obligations," and 
Interpretation No. 47, "Accounting for Conditional Asset Retirement 
Obligations." Under these accounting standands, Integrys Energy Group 
recognizes, at fair value, legal obligations associated with the retirement 
of tangible long-lived assets that result from the acquisition, construction 
or development, and/or normal operation o f t h e assets. A liability is 
recorded for these obligations as long as 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 credit-adjusted risk-free interest rate commensurate with the 
expected settlement dates o f t h e asset retirement obligations. The 
associated retirement costs are capitalized as part of the related long-
lived assets and are depreciated over the useful lives of the assets. 

(p) Income Taxes—^We account for income taxes using the liabiiity 
method as prescribed by SFAS No. 109, "Accounting for Income 
Taxes." Under this method, deferred income taxes have been recorded 
using currently enacted tax rates for the differences between the tax 
basis of assets and liabilities and the basis reported in the financial 
statements. Our regulated utilities are allowed to defer certain 
adjustments made to income taxes and record regulatory assets or 
liabilities related t o these adjustments. 
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Integrys Energy Group adopted the provisions of Financial Accounting 

Standands Board (FASB) Interpretation No. 48, "Accounting for 

Uncertainty in Income Taxes—an Interpretation of FAS 109," on 

January 1, 2007. As a result of the implementation of Interpretation 

No. 48, Integrys Energy Group recognized a $0.1 million decrease in 

the liability for unrecognized tax benefits, which was accounted for as 

an increase in the January 1, 2007, balance of retained earnings. 

Investment tax credits, which have been used to reduce our federal 
income taxes payable, have been deferred for financial reporting 
purposes. These deferred investment tax credits are being amortized 
over the useful lives of the property to which they relate. 

Integrys Energy Group files a consolidated United States income tax 

return 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 income tax provision on a stand-alone basis. In several 

states, combined or consolidated filing is required for certain members 

of Integrys Energy Group doing business in that state. The tax 

allocation arrangement equitably allocates the state taxes associated 

with these combined or consolidated filings. 

(q) Taxes Other Than Income—Integrys Energy Group presents revenue 

net of pass-through taxes on the Consolidated Statements of Income. 

(r) Guarantees- ln tegrys Energy Group applies Interpretation No. 45, 
"Guarantor's Accounting and Disclosure Requirements for Guarantees 
Including Indirect Guarantees of Indebtedness of Others," which requires 
that the guarantor recognize, at the inception of the guarantee, a 
liability for the fair value of the obligation undertaken In issuing the 
guarantee, See Note 18, "Guarantees," for additional information on 
Interpretation No. 45. 

(s) Stock-Based Employee Compensation—Integrys Energy Group 

has stock-based employee compensation plans, which are described 
more fully in Note 22, "Stock-Based Compensation." Prior to January 1, 
2006, Integrys Energy Group accounted for these plans under the 
recognition and measurement provisions of Accounting Principles 
Board Opinion No. 25, "Accounting for Stock Issued to Employees." 
Accordingly, Integrys Energy Group provided pro forma disclosure 
amounts in accordance with SFAS No. 148, "Accounting for Stock-
Based Compensation—Transition and Disclosure," as if the fair value 
method defined by SFAS No. 123, "Accounting for Stock-Based 
Compensation," had been applied. 

The following table Illustrates the effect on 2005 income available for 
common shareholders and earnings per share If Integrys Energy Group 
had applied the fair value recognition provisions of SFAS No. 123: 

(Millions, except per share amounts) 2005 

Income available for common shareholders 
As reported 

Add; Stock-based compensation expense 

using the intrinsic value method - net o f tax 
Deduct: Stock-based compensation expense 

using the fair value method - net of tax 

157.4 

2.0 

(1.9) 
Pro forma 

Basic earnings per common share 
As reported 
Pro forma 

Diluted earnings per common share 
As reported 
Pro forma 

$157.5 

$4.11 

4.11 

$4.07 
4.07 

Effective January 1, 2006, Integrys Energy Group adopted the fair value 
recognition provisions of SFAS No. 123(1^, "Share-Based Paymwit," using 
the modified prospective transition method. Under this transition method, 
prior periods' results are not restated. Stock-based compensation cost for 
2006 included compensation cost for all stock-based compensation 
awards granted prior to , but not yet fully vested as of January 1, 2006, 
based on the grant date fair value estimated in accordance with the 
original provisions of SFAS No. 123, adjusted for estimated future 
forfeitures. The fair values of stock-based compensation awards granted 
after January 1, 2006, were estimated In accordance with the provisions 
of SFAS No. 123(R). There was no material cumulative effect of a change 
in accounting principle recorded upon adoption of SFAS No. 123(R). The 
implementation of SFAS No. 123(R) did not have a material impact on 
cash flows from operations and cash flows from financing activities. 

(t) Cumulative Effect o f Change in Account ing Principles—The 

adoption of Interpretation No. 47 on December 3 1 , 2005, resulted 
in a $1.6 million after-tax cumulative effect of change In accounting 
principle, decreasing income available for common shareholders, 
related to recording a liability for asbestos remediation at certain of 
Integrys Energy Sen^ices' generation plants. Approximately $1.4 million 
of the after-tax cumulative effect of change in accounting principle 
recorded in 2005 related to Sunbury. For more information on Sunbury, 
see Note 4, "Discontinued Operations." For the utility segments of 
Integrys Energy Group, we concluded it was probable that any 
differences between expenses under Interpretation No. 47 and 
expenses currentiy recovered through customer rates will be 
recoverable or refundable in future customer rates. Accordingly, the 
adoption of Interpretation No. 47 had no impact on the utility 
segments' income, as its effect is offeet by the establishment of 
regulatory assets or liabilities pursuant to SFAS No. 71 . 

(u) Reclassifications—VJe reclassified certain prior year flnancial 

statement amounts to conform to the current year presentation. 

Significant reclassifications are as follows. 

Conso/idated Balance Sheet 

Customers electing a budget payment plan had a credit balance of 

$49.2 million at December 3 1 , 2006. Since this balance is subject to 

change based upon the amount of future billings, this balance was 

reclassified from accounts payable to other current liabilities to conform 

to the December 3 1 , 2007, presentation. 

Consolidated Statements of Income 
For the year ended December 3 1 , 2006, and 2005, $16.5 million and 
$9.1 mill ion, respectively, of software and intangible asset amortization 
expense was reclassified from operating and mairrtenance expense to 
depreciation and amortization expense to conform to tiie presentation 
for the year ended December 3 1 , 2007. 

Consolidated Statement of Cash Flows 
The reclassifications discussed above were also reflected as 
reclassifications in the Consolidated Statements of Cash Flows for 
the year ended December 3 1 , 2006, and 2005. These reclassifications 
had no impact on total operating, investing, or financing activities. 

(v) New Account ing Pronouncements—In September 2006, the 
FASB issued SFAS No. 157, "Fair Value Measurements," which defines 
fair value, establishes new criteria to be considered when measuring 
fair value and expands disclosures about fair value measurements. 
SFAS No. 157 does not require any new fair value measurements. 
Integrys Energy Group applies fair value measurements to certain 
assets and liabilities, primarily derivative instruments, available-for-sale 
securities, deferred compensation liabilities, financial instruments 
required to be disclosed at fair value under SFAS No.107, "Fair Value 
of Financial Instruments," and long-lived assets evaluated for 
impairments. SFAS No. 157 Is effective for Integrys Energy Group on 
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January 1, 2008, for financial assets and liabilities and January 1, 2009, 

for nonfinanclal assets and liabilities. 

SFAS No. 157 nullified a 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 unless the fair value of the derivative 
was substantially based on quoted prices or other current market 
transactions. However, SFAS No. 157 provides a framework to consider, 
in evaluating a transaction, whether a transaction represents fair value 
at initial recognition. Integrys Energy Services expects to recognize a 
pre-tax cumulative effect increase to retained earnings of $4.5 million 
on January 1,2008. 

SFAS No. 157 requires that a fair value measurement 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 valuation technique (such as a pricing 
model) and the risks inherent in the inputs to the model. SFAS No. 157 
also requires that we consider our own credit profile in valuing liabilities 
and specifies that transaction costs should not be considered in the 
determination of fair value. On January 1, 2008, Integrys Energy Group 
expects to recognize an increase to operating income of $0.5 million as 
a result of considering its own credit proflle In the measurement of 
certain liabilities at fair value, and an increase of $11.0 million due to 
the exclusion of transaction costs from Integrys Energy Services' fair 
value estimates. 

In February 2007, the FASB issued SFAS No. 159, "The Fair Value 

Opt ion for Financial Assets and Financial Liabilities." This standard 

permits entities to choose to measure many financial instmments and 

certain other items at fair value, fol lowing the provisions of SFAS 

No. 157. SFAS No. 159 is effective for Integrys Energy Group beginning 

January 1, 2008. We have chosen not to elect the fair value opt ion for 

any of our financial assets and liabilities. 

In December 2007, the FASB issued SFAS No. 141(R), "Business 
Combinations." SFAS No. 141(R) provides greater consistency in the 
accounting and financial reporting of business combinations. SFAS 
No. 141(R) requires the acquiring entity in a business combination to 
recognize all assets acquired and liabilities assumed in the transaction 
and any non-control I ing interest in the acquiree at the acquisition date, 
measured at the falrvalue as of that date. This includes the measurement 
o f t he acquirer's shares issued as consideration In a business combination, 
the recognition of contingent consideration, the accounting for pre
acquisition gain and loss contingencies, the recognition of capitalized 
in-process research and development, the accounting for acquisition-
related restructuring cost accnjals, the treatment of acquisition-related 
transaction costs, and the recognition of changes In the acquirer's 
income tax valuation allowance and deferred taxes. This statement also 
establishes disclosure requirements to enable the evaluation of the 
nature and financial effect of the business combination. SFAS No. 141(R) 
is effective for business combinations consummated after January 1 , 
2009. Also effective January 1 , 2009, any adjustments to uncertain tax 
positions from business combinations consummated prior to January 1, 
2009, will no longer be recorded as an adjustment to goodwil l , but will 
be reported in income. 

NOTE 2—FAIR VALUE OF FINANCIAL INSTRUMENTS 
The following methods and assumptions were used to estimate the fair 

value of each class of financial instrument for which it is practicable to 

estimate such value: 

Cash and cash equivalents, restricted cash, accounts receivable, 
accounts payable, notes payable, and outstanding commercial paper: 
The carrying amount approximates fair v^lue due to the short maturity 
of these investments and obligations. 

Long-term debt and preferred stock: The fair values of long-term debt 

and preferred stock 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. 

Risk management assets—net: Assets and liabilities from risk management 

activities are recorded at fair value in accordance with SFAS No. 133. 

The estimated fair values of our financial instruments as of 

December 31 were: 

(Millions) 

Cash and cash equivalents 
Restricted cash 
Accounts receivable - net 
Accounts payable 
Notes payable 
Commercial paper 
Long-temn debt 
Preferred stock 
Risk management assets - net 
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2006 
Carrying 
Amourrt 

$ 23.2 
22.0 

1,037.3 
949.4 
160.0 
562.8 

1,313.7 
51.1 

110.4 

Fair 
Value 

$ 23.2 
22.0 

1,037.3 
949.4 
160.0 
562.8 

1,323.1 
48.8 

110.4 
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NOTE 3—RISK MANAGEMENT ACTIVITIES 
The fol lowing table shows Integrys Energy Group's assets and liabilities from risk management activities as of December 3 1 , 2007, and 2006: 

(Miilions) 

Utility Segments 
Commodity contracts 
Financial transmission rights 
Cash flow hedges - commodity contracts 

Nonregulated Segments 
Commodity and foreign currency contracts 
Fair value hedges 

Commodity contracts 
Interest rate swaps 

Cash flow hedges 
Commodity contracts 
Interest rate swaps 

Total 
Balance Sheet Presentation 
Current 
Lonq-term 
Total 

Assets 
•• -mm 

v' 
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2006 

$ 5.9 
14.3 

-

1,237.7 

11.0 
_ 

107.9 
_ 

$1,376.8 

$1,068.6 
308.2 

$1,376.8 

Liabilities 

'"^' ' ^ ' 
^/^^ f f i t '% 

"s^^BSk 

2006 

$ 12.1 
2.0 

-
^-'JJS 

-̂  ^ v ^ p S g 
•^^^ 

J^*. ^ W 
• ' S K 

^w|Mi 

^ -^t^SlttSE * 
^ ' • T s 

$ ^ . 

^ • • • ^ T M . 

1,195.4 

0.3 
-

53.3 
3.3 

$1,266.4 

$1,001.7 
264.7 

$1,266.4 

Assets and liabilities from risk management activities are classified as 

current or long-term based upon the maturities of the underlying contracts. 

Utility Segments 
Derivative instruments at the utilities are entered into in accordance 
with the terms o f t h e risk management policies approved by Integrys 
Energy Group's Board of Directors and, if applicable, by the respective 
regulators. For most energy-related physical and financial derivatives in 
our regulated operations, our regulators allow the effects of mark-to-
market accounting to be deferred as regulatory assets and liabilities. 
Management believes any gains or losses resulting from the eventual 
settlement of these derivative instruments will be collected from or 
refunded to customers. 

The derivatives listed in the above table as "commodity contracts" 
include a limited number of electric and natural gas purchase contracts 
as well as financial derivative contracts (New York Mercantile Exchange 
[NYMEX] futures and options) used by both the electric and natural gas 
utility segments to mitigate the risk associated with market price 
volatility of natural gas. The electric utility segment also uses financial 
instruments to manage transmission congestion costs, which are shown 
in the above table as "financial transmission rights." 

Additionally, PGL uses derivatives to hedge changes in the price of natural 
gas used to support operations. These instmments are designated as cash 
flow hedges, which allow for the effective portion o f the unrealized change 
in value dunng the life of the hedge to be recorded in comprehensive 
income, net of taxes. Commodity contracts that are designated as 
cash flow hedges extend through February 2009. Cash flow hedge 
ineffectiveness recorded in operating and maintenance expense on 
the Consolidated Statements of Income related to these commodity 
contracts was insignificant for the year ended December 3 1 , 2007, When 
testing for effectiveness, no portion of the derivative instruments was 
excluded. Amounts recorded in other comprehensive income related to 
these cash flow hedges will be recognized In earnings as the hedged 
transactions occur or If It becomes probable that the hedged transaction 
will not occur. The amount to be recognized in earnings over the next 
12 months as the hedged transactions occur is insignlflcant. 

Nonregulated Segments 
The derivatives in the nonregulated segments not designated as 
hedges under generally accepted accounting principles are primarily 
commodity contracts used to manage price risk associated with natural 

gas and electric energy purchase and sale activities and foreign 
currency contracts used to manage foreign currency exposure related 
to (ntegrys Energy Sen/ices' Canadian operations. In addit ion, Integrys 
Energy Services entered into interest rate swaps associated with 
long-term storage contracts as well as a series of options covering a 
specified number of barrels of oil in order to manage exposure to the 
risk of an increase in oil prices. Changes in the fair value of non-hedge 
derivatives are recognized currentiy in earnings. 

In the second quarter of 2006, Integrys Energy Services began entering 
into a l imited number of derivative energy contracts with terms that 
extend as long as 12 years. Observable market data is not available 
for the longer-dated portion (generally periods greater than five years) 
(the unobservable periods) of these contracts and, therefore, Integrys 
Energy Services had valued the unobservable periods of these contracts 
at zero. In the third quarter of 2(X)7, Integrys Energy Services determined 
that this approach was inappropriate under generally accepted accounting 
principles and began to use internally developed pricing data to 
estimate the fair value of such unobsen/able periods. The cumulative 
effect related to prior periods was an increase in income from 
continuing operations and income available for common shareholders 
of $4.6 million, net of taxes. Management has determined that this 
amount is not material to prior periods. The determination of fair value 
for these derivative contracts is subjective and requires significant 
management judgment. 

Our nonregulated segments also enter into commodity derivative 
contracts that are designated as either fair value or cash flow hedges. 
Integrys Energy Services uses fair value hedges to mitigate the risk of 
changes In the price of natural gas held in storage. The changes In 
the fair value of these hedges are recognized currently in earnings, as 
are the changes in fair value of the hedged items. Fair value' hedge 
ineffectiveness recorded in nonregulated revenue on the Consolidated 
Statements of Income was not significant in 2007. Fair value hedge 
ineffectiveness recorded in nonregulated revenue on the Consolidated 
Statements of Income was a pre-tax gain of $3.7 million in 2006, and 
a pre-tax loss of $2.5 million in 2005. Changes in the difference 
between the spot and forwand prices of natural gas were excluded 
from the assessment of hedge effectiveness and reported directly in 
nonregulated revenue. During 2007 and 2006, the amounts excluded 
were not significant. During 2005, the amount excluded was a pre-tax 
loss of $5.2 million. 
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Commodity contracts that are designated as cash flow hedges extend 
through December 2011, and are used to mitigate the risk of cash 
flow variability associated with future purchases and sales of natural 
gas and electricity. To the extent they are effective, the changes in the 
values of these contracts are included in other comprehensive income, 
net of taxes. Cash flow hedge ineffectiveness recorded in nonregulated 
revenue on the Consolidated Statements of Income related to 
commodity contracts was a pre-tax loss of $4.4 million in 2007, a 
pre-tax gain of $8.6 million in 2006, and a pre-tax loss of $2.6 million 
in 2005. When testing for effectiveness, no portion of the derivative 
instruments was excluded. Amounts recorded in other comprehensive 
income related to these cash fiow hedges will be recognized in earnings 
when the hedged transactions affect earnings, which is typically as the 

related contracts are settled, or if it is probable that the hedged 
transaction will not occur During 2007, the amount reclassified from other 
comprehensive income into earnings as a result of the discontinuance of 
cash flow hedge accounting for certain hedge transactions was not 
significant. During 2006 and 2005, Integrys Energy Group reclassified 
pre-tax gains of $2.1 million, and $5.2 million, respectively, from other 
comprehensive income Into earnings as a result of the discontinuance of 
cash flow hedge accounting for certain hedge transactions. In the next 12 
months, subject to changes in market prices of natural gas and electricity, 
Integrys Energy Group expects that a pre-tax gain of $7.4 million will be 
recognized in earnings as the hedged transactions occur. This amount is 
expected to be substantially offeet by the settlement o f t he related 
nonderivative contracts that are being hedged. 

NOTE 4—DISCONTINUED OPERATIONS 
PEP 
In September 2007, Integrys Energy Group completed the sale of PEP, its 
oil and natural gas production subsidiary acquired in the merger with PEC, 
for $879.1 million. Post-closing adjustments in the amount of $9.9 million 
were settled in February 2008 related to this sale, which reduced the 
sale price to $869.2 million. These post-closing adjustments were 
funded through other current liabilities at December 3 1 , 2007, and, 
therefore, are included in Note 1(d), "Cash and Cash Equlva/ents," 
as a non-cash transaction. Including the impact o f t he post-closing 
adjustments, the pre-tax gain recorded was $12.6 million ($7.6 million 
after-tax), and was included as a component of discontinued operations. 

A summary of the components of discontinued operations recorded in 
the Consolidated Statements of Income related to PEP was as follows: 

(Millions) 

Nonregulated revenue 
Operating and maintenance expense 
Gain on PEP sale 

Taxes other than income 

Other expense 

Income before taxes 
Provision for income taxes 

Discontinued operations, net of tax 

It is Integrys Energy Group's policy to not allocate interest to 

discontinued operations unless the asset group being sold has external 

debt obligations. PEP did not have any extemal debt obligations. 

Niagara 
In January 2007, Integrys Energy Services completed the sale of 
Niagara for approximately $31 million. The gain recorded in 2007 was 
$24.6 million pre-tax ($14.7 million after-tax), and was included as a 
component of discontinued operations. This facility was a merchant 
generation facility and sold power on a wholesale basis when market 
conditions were economically favorable. 

The major classes of assets held for sale at December 3 1 , 2006, for 
Niagara were as follows: 

fMi7//onsJ 

Inventories 

Property, plant, and equipment, net 
Other assets 

$0.4 

4.6 

1.1 

A summary o f t h e components of discontinued operations recorded In 

the Consolidated Statements of Income related to Niagara for the year 

ended December 31 were as follows: 

(Miliions) 

Nonregulated revenue 
Nonregulated cost of fijel, natural 

gas, and purchased power 
Operating and maintenance expense 
Gain on Niagara sale 
Depreciation and amortization expense 
Taxes other than income 
(Dther income 

Income before taxes 
Income tax provision 
Discontinued operations, net of tax 

2006 2005 

$19.3 

12.9 
5.3 

0.4 
0.3 
0.2 
0.6 
0.2 

$ 0.4 

$21.8 

12.2 
4.9 

0.3 
0.2 

-
4.2 
1.8 

$ 2.4 

No interest expense was allocated to discontinued operations as 

Niagara d id not have any external debt obligations. 

Sunbury 
In July 2006, Integrys Energy Services completed the sale of Sunbury. 
Sunbury's primary asset was the Sunbury generation plant located in 
Pennsylvania. The gain recorded in 2006 was $20.2 million pre-tax 
($12.5 million after taxes), and was included as a component of 
discontinued operations. This facility sold power on a wholesale basis 
when market conditions were economically favorable. 

A summary of the components of discontinued operations recorded 
in the Consolidated Statements of Income for the years ended 
December 31 related to Sunbury were as follows: 

(Mf//ionsJ 2006 2005 

Nonregulated revenue 
Nonregulated cost of fuel, natural gas, and 

purchased power 
Operating and maintenance expense 
Gain on Sunbury sale 
Depreciation and amortization expense 
Gain on sale of emission allowances 
impalmnent loss 
Taxes other than income 
Interest expense 

$69.2 

61.6 
17.9 
20.2 
0.3 

-
-

0.3 
_ 

$115.4 

68.7 
27.5 

-
0.2 

(86.8) 
80.6 
0.4 

(10.4) 
Income before taxes 

Income tax provision 

9.3 
2.4 

14.4 
5.3 

Total assets held for sale $6.1 
Discontinued operations, net of tax $ 6.9 $ 9.1 

sd 
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For the year ended December 31 , 2005, interest expense of $9.1 million 

was recognized related to the termination of an interest rate swap 

pertaining to Sunbury's non-recourse debt obligation in addition to the 

recognition of interest expense on the non-recourse debt prior to the 

restructuring of this debt to an Integrys Energy Group obligation in the 

second quarter of 2005. 

NOTE 5—PROPERTY, PLANT AND EQUIPMENT 
Property, plant, and equipment in service at December 31 consists of the fol lowing utility, nonutility, and nonregulated assets: 

fM///ionsJ 

Electric utility 
Natural gas utility 

Total utility plant 

Less: Accumulated depreciation 
Net 
Construction in progress _̂  

Net utility plant 

Nonutility plant 
Less: Accumulated depreciation 

Net nonutility plant 

Electnc nonregulated 
Natural gas nonregulated 

Other nonregulated 
Total nonregulated property, plant, and equipment 
Less: Accumulated depreciatiori 

Net nonregulated property, plant, and equipment 
Total property, plant, and equipment 

The increase in the natural gas utility assets in 2007 is due to the merger with PEC. See Note 6, "Acquisitions and Sales o f Assets," for more 
Information on the merger with PEC. The increase in construction in progress in 2007 is mainly due to the construction of Weston 4, which is 

scheduled to be placed in sen/ice in the first quarter of 2008. 

NOTE 6—ACQUISITIONS AND SALES OF ASSETS 
Merger with PEC 
Effective Febmary 2 1 , 2007, the PEC merger was completed and 
WPS Resources Corporation changed Its name to Integrys Energy 
Group, Inc. The merger was accounted for under the purchase method of 
accounting, with Integrys Energy Group treated 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 total purchase price was approximately $1.6 billion (as shown in the 
table below). The results of operations attributable to PEC are included 
in the Consolidated Financial Statements from February 22, 2007, 
through December 3 1 , 2007. 

The purchase price was allocated based on the estimated fair market 
values o f t he assets acquired and liabilities assumed. The excess of 
the purchase price over the estimated fair values o f t h e tangible net 
assets acquired was allocated to identifiable intangible assets, with the 
remainder then allocated to goodwil l . The fol lowing table shows the 
allocation of the purchase price to the assets acquired and liabilities 
assumed at the date of the acquisition. 

(Millions) 

Current assets 

Assets held for sale (PEP) 
Property, plant, and equipment, net 
Regulatory assets 

Goodwill 

Other long-term assets 

Total assets 

Cunient liabilities 
Liabilities held for sale (PEP) 
Long-term debt 
Regulatory liabilities 
Other long-term liabilities 

Total liabilities 
Net assets acquired/purdiase price 

In connection with the merger, Integrys Energy Services recorded a 
non-cash gain related t o the deemed settiement o f existing natural gas 
and electricity contracts between Integrys Energy Services and certain 
PEC subsidiaries. Based on forward energy prices existing at the date 
of tiie merger, Integrys Energy Senyices recognized a $4.0 million gain, 
representing the fair value of these natural gas and electricity contracts 
at the merger date. 

Acquired intangible assets are included in other long-term assets in the 
above table. See Note 11 , "Goodwi l l and O ^ e r Intangible Assets," for 
a description o f t he acquired Intangible assets. 
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Notes to Consolidated Financial Statements 

Goodwill of $644.9 million was recorded In connection with the merger, 

none of which is deductible for tax purposes. 

In order to achieve Integrys Energy Group's anticipated merger synergies, 
a restructuring plan has been Implemented, which includes a process to 
eliminate duplicative jobs within Integrys Energy Group. Costs associated 
with the merger-re I ated involuntary termination of employees at PEC 
(the acquired company) have been recognized as a liability assumed in 
the merger and included in the purchase price allocation. The following 
table summarizes the activity related to these specific costs for the 
period February 22, 2007, through December 31 , 2007. 

(Millions) 

Accrued employee severance costs at beginning of period 
Adjustments to accrual reflected in purchase price 
Cash payments 

Severance cost reserve at December 3 1 , 2007 

Costs related to the involuntary termination of the acquirer's employees 
are expensed fol lowing the guidance of SFAS No. 146, "Accounting for 
Costs Associated with Exit or Disposal Activities." Costs associated with 
the relocation or voluntary termination of employees are expensed in 
accordance with SFAS No. 88, "Employers' Accounting for Settlements 
and Curtailments of Defined Benefit Pension Plans and for Termination 
Benefits." The fol lowing table summarizes the activity related to 
costs incurred under SFAS No. 146 and SFAS No. 88 for the period 
February 22, 2007, through December 31 , 2007. 

e~".?''':^^.-^i?.'!^3 

(Millions) 

Accrued employee severance costs at beginning of period 
Severance expense recorded 

Cash payments ^ _ 

Severance cost reserve at December 3 1 , 2007 

Purchase of Aquila's Michigan and Minnesota Natural 
Gas Distribution Operations 
On April 1, 2006, Integrys Energy Group, through its wholly owned 
subsidiary MGUC, completed the acquisition of natural gas distribution 
operations in Michigan from Aquila. On July 1, 2006, Integrys Energy 
Group, through Its wholly owned subsidiary MERC, completed the 
acquisition of natural gas distribution operations in Minnesota from 
Aquila. Integrys Energy Group paid total consideration of $341.7 million 
for the Michigan natural gas distribution operations, and $315.7 million 
fo r the Minnesota natural gas distribution operations. Both amounts 
include closing adjustments related primarily to purchased working 
capital. Both transactions were accounted for under the purchase 
method of accounting. 

S u p p l e m e n t a l Pro F o r m a I n f o r m a t i o n 
The following table shows prc) forma results of operations for 
Integrys Energy Group for the year ended December 31 , 2007, as 
if the acquisition of PEC had been completed at January 1, 2007, as 
well as pro forma results of operations for Integrys Energy Group for 
the year ended December 31 , 2006, as if the acquisitions of PEC and 
the Michigan and Minnesota natural gas distribution operations from 
Aquila had been completed at January 1, 2006. Pro forma results are 
presented for informational purposes only, assume commercial paper 
was used to finance the Michigan and Minnesota transactions, and 
are not necessarily indicative of what the actual results would have 
been had the acquisitions actually occurred on January 1, 2007, and 
January 1, 2006. 

Pro Forma for the Year 

Ended December 31 

(Millions, except per share amounts) 

Net revenue 

Income from continuing operations 
Income available for 

common shareholders 

Basic eamings per share -

continuing operations 

Basic eaminqs per share 

,we, 

Diluted earnings per share -

continuing operations .^ jjSJmf 
Diluted earnings per share .. . S S ^ . 

2006 

$9,686.1 

144.8 

178.4 

$1.91 

$2.40 

$1.91 

$2.40 

Sale of WPS ESI Gas Storage, LLC 
In April 2006, Integrys Energy Services sold WPS ESI Gas Storage, LLC, 

which owned a natural gas storage field located in the Kimball Township, 

St. Clair County, Michigan, for $19.9 million. The transaction resulted in the 

recognition of a pre-tax gain of $9.0 million in ihe second quarter of 2006. 

Sale of Guardian Pipeline 
In Apri l 2006, WPS Investments, LLC, a consolidated subsidiary of 

Integrys Energy Group, completed the sale of its one-third interest in 

Guardian Pipeline, LLC to Northern Border Partners, LP for $38.5 million. 

The transaction resulted in the recognition of a pre-tax gain of $6.2 million 

in the second quarter of 2006. 

Sale of UPPCO Lands 
In December 2005, UPPCO sold a port ion of its real estate holdings, 
which was no longer needed for operations, for $5.9 million. UPPCO 
recognized a pre-tax gain of $5.5 million on the sale in 2005. 

Dairyland Power Cooperative (DPC) 
In November 2005, WPSC and DPC closed a transaction in which DPC 
acquired a 30% ownership interest in Weston 4. Under the terms of the 
agreement, WPSC received $95.1 million in cash from DPC for Its share 
of Weston 4 construction costs through the date of the closing. DPC is 
remitting payments to WPSC for its 30% share o f t h e remaining costs to 
complete the construction of Weston 4 and will begin to reimburse 
WPSC for its share of operating costs when the plant is operational. 

Sale of Kewaunee 
On July 5, 2005, WPSC completed the sale of its 59% ownership interest 
in Kewaunee to Dominion Energy Kewaunee, LLC, a subsidiary of 
Dominion Resources, Inc. At the same time, Wisconsin Power and Light 
Company sold its 4 1 % ownership interest in Kewaunee to Dominion. 

WPSC's share of the cash proceeds from the sale of Kewaunee was 
$112.5 million. The sale resulted in a loss of $12.5 mill ion. The loss 
includes adjustments for the fair value of an indemnity Issued to cover 
certain costs Dominion may Incur related to an unplanned outage in 
2005, as well as certain costs related to the termination of the plant 
operating agreement and withdrawal from Integrys Energy Group's 
investment in the Nuclear Management Company, which served as the 
licensed operator of Kewaunee. 

In conjunction with the sale, Dominion received the assets in WPSC's 
qualified decommissioning tmst and assumed responsibility fo r the 
eventual decommissioning of Kewaunee. These trust assets had a pre-tax 
fair value of $243.6 million at closing. WPSC retained ownership of the 
assets contained in its nonqualified decommissioning tmst. Proceeds 
received from the liquidation o f the nonqualified decommissioning tmst 
were $127.1 million, substantially all of which have been refunded to 
ratepayers. See Note 23, "Regulatory Environment," for details regarding 
regulatory treatment of the proceeds received from the nonqualified 
decommissioning tmst and the loss on the sale of Kewaunee. 
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At the closing date, WPSC's share of the carrying value of the assets 
and liabilities that were included within the sale agreement, or that were 
otherwise eliminated pursuant to the sale, were as follows: 

(Millions) 

Qualified decommissioning trust fund 
Other utility plant, net 
Other current assets 

Total assets 

Regulatory liabilities 

Accounts payable 

Asset retirement obligations 

Total liabilities 

July 5, 2005 

$243.6 
165.4 

5.5 

$414.5 

$(72.1) 

2.5 

376.4 

$306.8 

Upon the closing of the sale, WPSC entered into an agreement with 
Dominion to purchase energy and capacity from the plant consistent 
with volumes available when WPSC owned Kewaunee. The power 
purchase agreement extends through 2013 when the plant's current 
operating license will expire. 

NOTE 7—JOINTLY OWNED UTILITY FACILITIES 
WPSC holds an ownership interest in certain jointly owned electric 
generating facilities. WPSC is entit led to shares of the generating 
capability and output of each facility equal to its respective ownership 
interest WPSC also pays its ownership share of additional construction 

(Millions, except for percentages and megawatts) 

costs, fuel inventory purchases, and operating expenses unless specific 
agreements have been executed to limit its maximum exposure to 
additional costs. WPSC's share of significant jointly owned electric 
generating lacilities as of December 3 1 , 2007, is as follows: 

Ownership 

WPSC's share of plant nameplate capadty (megawatts) 

Util ity plant in service 

Accumulated depreciation 
in-service date 

Weston 4 is a nominal 500-megawatt coal-fired generation station that 
Is scheduled to be placed in sen/ice in the first quarter of 2008. WPSC 
has a 70% ownership in this facility. 

WPSC's share of direct expenses for these plants Is recorded in 
operating expenses in the Consolidated Statements of Income. WPSC 
has supplied its own financing for all jointly owned projects. 

NOTE 8—NUCLEAR DECOMMISSIONING TRUST 
In conjunction with the sale of Kewaunee in July 2005, the qualified 
decommissioning trust assets were transferred to Dominton and WPSC 
liquidated the assets contained in the nonqualified decommissioning 
trust. Proceeds received from the liquidation of the nonqualified 
decommissioning trust are being refunded to ratepayers. See Note 23, 
"Regulatory Environment," for details regarding regulatory treatment of 
the proceeds received from the nonqualified decommissioning trust. 

Decommissioning costs collected in customer rates and charges for 

realized earnings fnom the trusts were included In depreciation expense. 

Realized after-tax trust earnings totaled $41.0 million in 2005 as the 

trust assets were l iquidated due to the sale of Kewaunee. 

m 
Mo\ jntf Forward I n t e ^ ^ Eo«^Qroup , tne. 



Notes to Consolidated Financial Statements ^ ^ ^ ^ ^ ^ ^ 

NOTE 9—REGULATORY ASSETS AND LIABILITIES 
The following regulatory assets and liabilities are refiected in our Consolidated Balance Sheets as of December 31, 

(Millions) 

Regulatory assets 
Environmental remediation costs (net of insurance recoveries) 

Pension and postretirement benefit related items 

De Pere Energy Center 

Nuclear costs 

Derivatives 

Energy recoveries 

Income tax related items 
Weston 3 lightning strike 
Midwest Independent Transmission System Operator (MISO) costs 

Asset retirement obligations 
Costs to achieve merger synergies 

Unamortized loss on debt 
Resen/e for uncollectible accounts 

Reduced coal deliveries 

Other 

Total 

Balance Sheet Presentation 
Cun-ent 
Lonq-term 

Total 

2006 

$102.7 
158.7 
40.5 
45.3 
14.1 
21.0 
4.6 

20.8 

4.2 

0.8 

7.0 
6.6 

12.5 

$438.8 

$ 8.7 

430.1 

$438. 

Regulatory liabilities 

Cost of removal reserve 

Pension and postretirement benefit related items 

Energy refunds 
Derivatives 

Income tax related items 
American Transmission Company LLC (ATC) and MISO refunds 

Non-qualified decommissioning trust 

Other 

Total 
Balance Sheet Presentation 

Current 
Lonq-term 

$206.4 
3.6 

22.8 

16.1 

9.7 

4.2 
55.9 

5.8 

Total 

Our utility subsidiaries expect to recover their regulatory assets and 
return their regulatory liabilities through rates charged to customers 
based on specific ratemaking decisions or precedent for each item 
over periods specified by the regulators or over the normal operating 
period o f t h e assets and liabilities to which they relate. Based on prior 
and current rate treatment for such costs, we believe it is probable that 
our utility subsidiaries will continue to recover from customers the 
regulatory assets described above. 

Pension and postretirement benefit related items at December 3 1 , 

2007, and 2C>06, include all adjustmente made to Implement 

SFAS No. 158, "Employers' Accounting for Defined Benefit Pension 

and Other Postretirement Plans—an amendment of FASB Statements 

No. 87, 88,106, and 132(R)," which was effective December 3 1 , 2006. 

See Note 1(e), " Summary o f Significant Accounting Policies—Revenue 
and Customer Receivables"; Note 3, "Risk Management Activities": 
Note 6, "Acquisitions and Sales o f Assets"; Note 15, "Asset Retirement 
Ob//gat/ons"; Note 17, "Commitments and Contingencies"', Note 19, 
"Employee Benefit Plans"; and Note 23, "Regulatory Environment"; for 
more information on some of the more significant regulatory assets and 
liabilities listed in the above table. 



NOTE 10—INVESTMENTS IN AFFILIATES, AT EQUITY METHOD 
Investments in corporate joint ventures and other companies accounted 
for under the equity method at December 31 , 2007, and 2006, are 
as follows: 

(Millions) 

ATC 
Wisconsin River Power Company (WRPC) 
Other 
Investments in affiliates, at equity method 

mm 

":•-. i s 
•mm^ 

2006 

$231.9 
8.9 
3.2 

$244.0 

Investments in affiliates under the equity method are a component of 
other assets on the Consolidated Balance Sheets, and the equity income 
is recorded in miscellaneous income on the Consolidated Statements of 
Income. We are taxed on ATC's equity Income, rather than ATC, due to 
the tax flow through nature of ATC's business structure. Accondingly, the 
provision for income taxes includes our taxes on this equity income. 
Included in other investments in 2006 in the above table is Integrys 
Energy Services' ownership in ECO Coal Pelletization #12, LLC. See 
below for further explanation of this investment. 

ATC 
Integrys Energy Group had an approximate 34.5% ownership interest in 
ATC at December 31 , 2007. ATC is a for-profit, transmission-only company. 
ATC owns, maintains, monitors, and operates electric transmission 
assets in portions of Wisconsin, Michigan, Minnesota, and Illinois. 

\n January 200S, ATC's Wausau, Wisconsin, to Duluth, Minnesota, 
transmission line became operational. Integrys Energy Group 
committed to fund 50% of total project costs incurred by investing 
additional equity in ATC, 

The regulated electric utilities provide construction and other services 
to, and receive network transmission services from, ATC. The charges to 
ATC for services and construction provided by the regulated electric 
utilities and the network transmission sen/ice costs received from ATC 
by the regulated electric utilities at December 31 , were as follows; 

(Millions) 

Total charges to ATC for 
services and construction 

Total network transmission service 
costs provided by ATC 

»a^ 

m i 

2006 2005 

$126.5 $72.9 

$ 63.3 $54.2 

Integrys Energy Group recorded dividends received of $36.7 mill ion, 
$29.7 mill ian, and $17.3 million from ATC in 2007, 2006, and 2005, 
respectively. Integrys Energy Group made capital contributions to ATC 
of $50.9 million, $36.5 million, and $65.1 million in 2007, 2006, and 
2005, respectively. 

WRPC 
WPSC owns 50% of the voting stock of WRPC, which operates two 
hydroelectric plants on the Wisconsin River and an oil-fired combustion 
turbine. Two-thirds o f t h e energy output o f t h e hydroelectric plants is 
sold to WPSC, and the remaining one-third is sold to Wisconsin Power 
and Light. The electric power from the combustion turbine is sold in 
equal parts to WPSC and Wisconsin Power and Light. 

WPSC has sales to and purchases from WRPC and receives net 
prciceeds fi-om sales of energy into the MISO market from WRPC. The 
related party transactions recorded and net proceeds received at 
December 3 1 , were as follows: 

IMill/ons) 

Revenues from sen/ices 

provided to WRPC 

Purchases of energy from WRPC 

Net proceeds frc)m WRPC sales 

of energy into the MISO 

2006 2005 

$1.5 
4.1 

4.2 

$0.7 
4.3 

3.1 

WPSC recorded dividends received of $0.9 mil l ion, $4.2 mil l ion, and 

$7.8 million from WRPC in 2007, 2006, and 2005, respectively 

Of Integrys Energy Group's equity in net income disclosed below, 

$1.8 mil l ion, $3.2 mil l ion, and $4.9 million relates to WPSC's investment 

in WRPC in 2007, 2006, and 2005, respectively 

ECO Coal Pelletization #12 
A t December 3 1 , 2£X)7, Integrys Energy Services held a 70% ownership 
interest in ECO Coal Pelletization #12, LLC, which held an equity 
method investment in an entity that produced synthetic fuel for tax 
credite under Section 29/45K of the Internal Revenue Code. By law, 
Section 29/45K federal tax credits for synthetic fuel produced from coal 
expired on December 3 1 , 2007; therefore, this fadl i ty ceased operation 
effective January 1, 2008. Integrys Energy Services' investment in this 
facility was not significant at December 3 1 , 2007, or 2006. The losses 
and royalty income received from the equity method investment 
Integrys Energy Services held through its ownership interest in ECO 
Coal Pelletization #12, LLC, were as follows: 

(Mi/lions) 

Losses generated fiom operations 
of ECO Coal Pelletization #12 

Integrys Energy Services' partnei^ 
share ofthe losses (recorded 
as minority interest) 

Royalty income recognized 

H H $23.9 • 
HH ^̂'̂̂  

2005 

$16.8 

(4.5) 
(3.5) 

In 2007, 2006, and 2005, the operation of this facility generated 

positive earnings when Including the tax credits generated and tiie 

impact of gains on oil options utilized to mitigate the risk that rising oil 

prices had on the value of the tax credits. 

Guardian Pipeline 
Guardian Pipeline, LLC owns a natural gas pipeline, which began 

operating in 2002, that stretches about 140 miles from near Joliet, 

Illinois, into southern Wisconsin. It can transport up to 750 million 

cubic feet of natural gas daily In April 2006, Integrys Energy Group 

completed the sale of its one-third interest in Guarclian Pipeline to 

Northern Borcier Partners, LP See Note 6, "Acquisitions and Sales o f 

Assets," for more information related to i^e sale. 

Integrys Energy Services recorded related party transactions for 
purchases from Guardian Pipeline. These purchases amounted to 
$0.9 million In 2006 through the date of sale, and $0.6 million in 2005. 

Other Investments 
Other investments accounted for under the equity method include various 
investments that were not significant at December 31 , 2CK)7, and 2006. 

63 
Moving Forward frttagrya EiHir^mfa&pi>inc. 



Notes to Consolidated Financial Statements 

Financial Data 
Combined financial data of ATC and WRPC are Included in the table 

below for 2007 and 2006. Combined financial data of ATC, WRPC, and 

Guardian Pipeline are included in the table below for 2005. The 

financial data of Guardian Pipeline is not included In the 2007 or 2006 

information, as Integrys Energy Group sold this investment in April 2006 

and the financial Information from January 1, 2006, through the date of 

sale was not significant. 

(Millions) 

Income statement data 

Revenues 

Operating expenses 

Other expense 

Net income 

Integrys Energy Group's equity in net Income 

Balance sheet data 

Cun-ent assets 
Non-current assets 

Total assete 

Current liabilities 
Long-term debt 
O h e r non-current liabilities 
Shareholders' equity 

Total liabilities and shareholders' equity 

, * ^ , , 

'^s'^m:^' 
'r..S. . ^ . / 

V 

^^ir* 

•Jftii 

2006 

$ 347.5 

184.3 

34.9 

S 128.3 

$ 42.2 

$ 36.2 

1,872.4 

$1,908.6 

$ 306.4 

648.9 

128.2 

825.1 

$1,908.6 

2005 

$ 339.8 

189.4 

37.8 

$ 112.6 

$ 31.8 

$ 40.3 

1,791.8 

$1,832.1 

$ 158.5 

796.9 

102.4 

774.3 

$1,832.1 

NOTE 11—GOODWILL AND OTHER INTANGIBLE ASSETS 
The following table shows goodwil l recorded by Integrys Energy Group 
as of December 3 1 , 2007, and 2006: 

December 3 1 , 

(Millions) 
l « i ^ 

Natural Gas Utility segment 

Inteqrys Energy Sen/ices 

Total goodwi l l by segment 

m 
4936.8 

•^sgy 

Integrys Energy Group had the following changes to the carrying 

amount of goodwil l for the year ended December 3 1 , 2007: 

(Miliions) 

2006 

$303.9 

Goodwill recorded at December 31 , 2006 

Purchase accounting adjustmente for MGUC and MERC j * 

Goodwill associated with PEC merger | 

tr-^n"^ o 

$303.9 Goodwil l recorded at December 3 1 , 2007 

Identifiable intangible assets other than goodwil l are included as a component of other assete within the Consolidated Balance Sheete. Information In 

the tables below relates to purchased identifiable intangible assets for the periods indicated. 

(M)7f/onsJ 

Asset Class 

Customer related 
Natural gas and electric contract assets '̂ ' 

Natural gas and electric contract liabilities '̂ ' 

Emission allowances '̂ ' 

Other 
Total 

,^-k^^^a0^Mmi 
G r q s K l ^ r r s ^ 

Ansoiwt 

$32^ 
m.i 
m^^ 

ZA 
3,S 

^m 

Accurmdaced 

AmofQKSboii 

$<9,3} 
(34.1) 
13.1 

«a^ 
<1.23 

$<5t.7) 

N e t 

$23*3" 
26.0 *» 

<aa53» 
z^ 
Z.6 

$33.6 

December 3 1 , 2006 

Gross Carrying 

Amount 

$12.2 

-
-

5.0 
3.9 

$21.1 

Accumulated 

Amort izat ion 

$(4.3) 

_ 
-

(0.8) 
(0.8) 

$(5.9) 

Net 

$ 7.9 

-
-

4.2 

3.1 

$15.2 

'" Includes customer relationship assets associated with bath PEC's nonregulated retail natural gas and electric operations and MERC's non-utility boma services business. Tfve remaining weighted 
average amortization period for custorfier related intangible assets is approximately 8 years. 

'^ Represents the fair value of certain PEC natura) gas and electric customer contracts acquired in tfie merger that were not considered to be derivative instruments, and as a result, were recorded as 
intangible assets. 

'•̂  Consists of both s/iort-term and iong-t&rm intangible assets related to customer contracts in the amount of $20.5 million and $5.5 million, respectively, which have a weighted average amortization 
periodof 1.2 years. 

'"' Consists o/both short-term and long-term intangible liabilities related to customer contracts in the amount af $7.1 million and $13.4 million, respectively, which have a weighted average 
amortization period of 2.8 years. 

'* Emission sflowances do not have a contractual term or expiration date. 

Intangible asset amortization expense for all intangibles (except for the increase In amortization expense in 2007 primarily related to customer 

natural gas and electric contracts, which are discussed below), in the related intangible assets associated with PEC's nonregulated retail and 
aggregate, for the years ended December 3 1 , 2007, 2006, and 2005, electric operations and MERC's non-utility home sen/ices business, 
was $8.5 million, $2.1 million, and $2.2 million, respectively. The 
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Amortization expense for the next five fiscal years is estimated 
as follows: 

(Millions) 

For year ending December 31 , 2008 

For year ending December 31 , 2(X19 

For year ending December 31 , 2010 

For year ending December 31, 2011 

Foryear ending December 31 , 2012 

The effect of purchase accounting related to the natural gas and electric 

contracts is recorded as a component of nonregulated fuel, natural gas. 

and purchased power and is not included in the table at the left. 
Amortization of these contracts in 2007 resulted in an increase to 
nonregulated fuel, natural gas, and purchased power in the amount of 
$21.0 million. Estimated future amortization of these contracts wilt 
increase nonregulated cost of fuel, natural gas, and purchased power 
by $13,3 miilion in 2008. The estimated future amortization of tiiese 
contracts will decrease nonregulated cost of fuel, natural gas, and 
purchased power by $2.9 million in 2009, $2.7 million in 2010, 
$2.0 million in 2011 , and $0.2 million in 2012. The amortization of 
these contracts substantially reduces the PEC margin that would have 
been recognized related to these contracts absent the merger. 

NOTE 12—LEASES 
Integrys Energy Group leases various property, plant, and equipment. 
Terms o f t h e operating leases vary, but generally require Integrys 
Energy Group to pay property taxes, insurance premiums, and 
maintenance costs associated with the leased property. Many of 
Integrys Energy Group's leases contain one o f t h e following options: 
(a) Integrys Energy Group can, at the end of the lease term, purchase 
the property at the current fair market value or (b) exercise a renewal 
opt ion, as set forth in the lease agreement. Rental expense attributable 
to operating leases was $13.6 million, $7.0 million, and $6.6 million in 
2007, 2006, and 2005, respectively. Future minimum rental obligations 
under non-cancelable operating leases, are payable as follows: 

Vear ending December 31 (Millions) 

2008 

2009 

2010 

2011 

2012 

Later years 
Total payments 

NOTE 13—SHORT-TERM DEBT AND LINES OF CREDIT 
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 and lines of credit. 

(Miliions) 

Credit agreements and revolving notes 
Revolving credit facility (Integrys Energy Group) 

Revolving credit facility (Integrys Energy Group) 

Bridge credit facility (Integrys Energy Group) •'' 

Revolving credit facility (WPSC) •'' 
Revolving credit facility (PEC)''' 

Revolving credit facility (PGL) ™ 

Revolving credit facility (Integrys Energy Services) '̂ ' 
Revolving short-term notes payable (WPSC) '*• 

Uncommitted secured cross-exchange agreement (Integrys Energy Services) 
Total short-term credit capacity 

Less: 
Uncollaterallzed portion of gross margin credit agreement 

Letters of credit issued Inside credit facilities 

Loans outstanding under the credit agreements 

Commercial paper outstanding '̂' 

Accrued interest or original discount on outstanding commercial paper 
Available capacity under existing agreements 

Maturrty 

6/02/10 
6/09/11 
9/05/07 
6/02/10 
6/13/11 
7/12/10 
4/18/08 
5/13/08 
4/15/08 

n Matured on 9/D5/2007. 

P' Provides backup lor WPSC's commercial psper borrowing program. 

'^' Borrowings under this agreement are guaranteed by Integrys Energy Group. 

Ki Provides backup for PGL's seasonal commercial paper borrowing program. 

*^ Matures oo 04/18/2008. Sorrowings under tfi/s agreement are guaranteed by Inlegrys Energy Group. 

'*' Facility is renewed every six months. 

i'' A por t ion of the proceeds from the saie of PEP in September 2007 were used to reduce the commerciai paper borrowings. 

12/31/2006 
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Integrys Energy Group's short-term borrowings consist of commercial paper backed by the unsecured revolving credit facilities (discussed above), as 
well as short-term notes as shown below. 

(Millions, ex<^ t for percerOages) 

As of end of year 
Commercial paper outstanding 
Average discount rate on outetanding commercial paper 
Short-temn notes payable outstanding 
Average interest rate on short-tenn notes payable 

For the year 
Maximum amount of short-temn debt 
Average amount of short-temn debt 
Average interest rate on short-temi debt 

2006 

$562.8 
5.43% 
$160.0 
5.56% 

$1,085.6 
$678.8 
5.34% 

2005 

$254.8 
4.54% 
$10.0 

4.32% 

$310.7 
$174.4 
3.21% 

The commercial paper at December 31, 2007, had varying maturity dates ranging from January 2, 2008, through January 11, 2008. 

0 



NOTE 14—LONG-TERM DEBT 

(Millions) 

WPSC •" 

First mortoaae bonds 

Senes 

6.90% 

7.125% 
Senior notes 

Series 

6.125% 

4.875% 

4.80% 
3.95% 

6.08% 

5.55% 

5.65% 

UPPCO '̂  

Series 

9.32% 
PEC "̂  

Unsecured senior note 

Series 

A, 6.90% 

Year Due 

2013 

2023 

Year Due 

2011 

2012 

2013 
2013 

2028 
2036 
2017 

Year Due 

2021 

Year Due 

2011 
Fair value hedge adjustment 

pQ|_™,B, 

Fixed first and refundino mnrtaaoe br)nd.<t 

Series 

HH, 4.75% 
KK, 5.00% 

LL, 3.05% 
MM-2, 4.00% 

NN-2. 4.625% 
QQ, 4.875% 

RR, 4.30% 

Year Due 

2030 

2033 

2033 
2010 

2013 
2038 

2035 
Adjustable first and refundino mortaane bond.*; 

Series Year Due 

adjustable after July 1, 2014 

adjustable after November 1, 2018 
adjustable after June 1, 2016 

nortgage bonds 
2ye 

OO 2037 

PP 2037 

NSG'"' 
First mortgage bonds 

Series 
M, 5.00% 

N-2, 4.625% 
Integrys Energy Group '•' 

Unsecured senior notes 
Series 
7.0% 
5.375% 

Unsecured junior subordinated notes 
Series Year Due 

6.11% 2066 

Unsecured term loan due 2010 - Integrys Energy Group 
Tenn loans - nonrecourse, collateralized by nonregulated assete *• 
Integrys Energy Services' loan 
Other term loan" ' 

Senior secured note "°' _ _ _ _ _ ^ 
Tot^l 
Unamortized discount and premium on bonds and debt 

Tot3l debt 
Less current portion 

Year Due 

2028 

2013 

Year Due 

2009 

2012 

December 3 1 , 

2006 

22.0 

0.1 

150.0 
150.0 
125.0 
22.0 
50.0 

125.0 

13.5 

150.0 
100.0 

300.0 

65.6 

13.7 

Total lonq-term debt 

27.0 

2.0 
1,315.9 

(2.2) 

1,313.7 

(26.5) 
$1,287.2 

1/1 January 2007, WPSC used the proceeds from the $22.0 million 3.95% senior notes issued 
iri December 2006 to the Village of Weston, Wisconsin, to repay the outstanding principal 
balance ofthe 6.90% first mortgage bonds. 

WPSC's long-term first mortgage bonds and senior notes ars subject ta (fte terms and 
conditions of WPSC's First Mortgage Indenture, Under the terms of-^e indenture, 
substantia/Jy all property owned by WPSC is pledged as collateral for these outstanding 
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debt securities. A l l o f these deb t securities require semi-annual payments of interest. 

Principal payments are due on the maturity date o f each series WPSC senior notes 

become non-collateralized i f WPSC retires all o f its outstanding first mor tgage bonds and 

no new mor tgage is p u t in their place. 

WPSC issued $125.0 mil l ion o f 5.55% 30-year senior notes on December 1, 2006. The net 

proceeds from the issuance o f the senior notes were used for general corporate utility 

purposes, including funding construction costs and capita/ addit ions a n d reducing 

short-term indebtedness. 

In November 2007, WPSC issued $125.0 mii l ion of series 5,65% senior notes due 

November 1, 2077. The net proceeds from the issuance o f t h e sen/or notes were used 

for general corporate utility purposes, including funding construction costs and other 

capital addit ions. 

'^ Under the terms o f UPPCO's First Mor tgage Indenture, substantially alt property owned by 

UPPCO is p l e d g e d as collateral for this outstanding deb t series. Interest payments are due 

semi-annually on May ) and November I wi th a sinking fund payment of $900,000 due 

each November 1. The final sinking fund payment due iVovember 1, 2021, will completely 

retire the series. 

'^ On March 6, 2007, Integrys Energy Group announced that i t had entered into a first 

supplemental indenture with PEC and The Bank o f New YbrJc Tnjst Company, N.A. The 

terms o f the supplementa l indenture prov ide that Integrys Energy Group wil l fully a n d 

uncondit ionally guarantee, on a senior unsecured basis, PEC's ob/igat/ons under its 

$325.0 mil l ion, 6.90% notes due January 15, 2011 See Note 18, "Guarantees," for more 

information related to this guaranty. 

<̂ ' O n February J, 2008, the interest rate on the $50.0 mil l ion 3.05% Series LL first mor tgage 

bonds at PGL, which support the Illinois Deve lopment Finance Authori ty Adjustable-Rate 

Gas Supply Refunding Revenue Bonds, Series 2Q03B, was established at a term rate 

through January 3 1 , 2012, a t3 .75%. adjustable after February 1, 2012. These bonds were 

subject to a mandatory tender for purchase for remarketing on February 1, 2008, and, as a 

result, are presented as current por t ion o f long-term d e b t on Integrys Energy Group's 

Consol idated Balance Sheets at December 3 1 , 2007. 

A n indenture o f mortgage, da ted January 2, 1926, as supplemented, securing the First and 

Refunding Mor tgage Bonds issued by PGt, constitutes a direct, f i rst-mortgage lien on 

substantially all property owned by PGL 

f̂ l PGi. has outstanding $51.0 mil l ion of Adjustable Rate, Series O O bonds, due October I , 

2037, and $51.0 mil l ion of Adjustable Rate, Series PP bonds, due October 1. 2037, which 

are currently in a 35-day Auct ion Rate M o d e (the interest rate is reset every 35 days 

through an auction process). The weighted-average interest rate for the pe r iod beginn ing 

February 22, 2007, a n d ending December 3 1 , 2007. was 3.96% for bo th Series O O a n d 

PP bonds. 

* ' A n indenture o f mortgage, da ted Apr i l 1. 1955, as supplemented, securing the first 

mor tgage bonds issued by WSG, constitutes a direct, f i rst-mortgage lien on substantially all 

p roper ty owned by NSG. 

" ' O n December 1, 2006, Integrys Energy Group issued $300.0 mil l ion o f junior subordinated 

notes. Due t o certain features o f these notes, rating agencies consider them to be hybr id 

instruments with a combinat ion o f deb t a n d equity characteristics. These notes have a 

60-year term and rank jun ior to all current and future indebtedness o f Integrys Energy 

Group, with the except ion of t rade accounts payable a n d other accmed liabilities arising 

in the ordinary course of business. Interest is psyabie semi-annually at the stated rate of 

6 .11% for the first ten years, but the rate has been f ixed at 6.22% through the use o f 

forward-starting interest rate swaps. The interest rate will float for the remainder o f the 

term. The notes can b e prepa id without penaity after the first ten years. Integfys Energy 

Group has agreed, however, in a replacement capital covenant with the holders o f Integrys 

Energy Group's 5.375% unsecured senior notes due December 1, 2012, that i t wi l l no t 

redeem or repurchase the jun ior subord inated notes on or pr ior to December 1, 2036, 

unless such repurchases or redemptions are made from the proceeds o f the sale o f specific 

securities considered by rat ing agencies to have equity characteristics equal to or greater 

than those o f t h e junior subord inated notes. 

*̂ ' Sorrowings by Integrys Energy Services under term loans and collateral ized by 

nonregulated assets to ta led $10.5 mil l ion at December 31, 2007. The assets of 

WPS New England Generat ion, Inc. and WPS Canada Generat ion, Inc., subsidiaries o f 

Integrys Energy Seivices, collateralize $3,0 mil l ion and $7,5 mil l ion, respectively, o f 

the tota l outstanding amount. Both loans have semi-annual installment payments, 

interest rates o f 8.75%, and maturity dates in May 2010. 

^ In Apr i l 2001, the Schuylkill County Industrial Deveiopment Author i ty issued $27.0 mil l ion 

o f refunding tax-exempt bonds. The proceeds f rom the bonds were loaned to 

WPS Westwood Generat ion, LLC, a subsidiary o f Integrys Energy Services. This loan is 

repaid by WPS Westwood Generation to Schuylkill County Industrial Development 

Authori ty with monthly payments that have a f loat ing interest rate that is reset weekly. 

A t December 31, 2007, the interest rate was 3.70%. The loan is t o be repaid by Apr i l 2021. 

Integrys Energy Group agreed t o guarantee WPS Westwood Generat ion^ obl igat ion to 

provide suff ident funds to pay the loan and the related obl igat ions and indemnities, 

'^^ Upper Peninsula Bui lding Development Corporat ion has a senior secured note o f 

$1.7 mil l ion as o f December 31, 2007, which requires semi-annual payments at an interest 

rate o f 9.25%. a n d matures in 2011. The note is secured by a first mor tgage lien on the 

bu i ld ing they own, which is also leased to UPPCO for use as their corporate headquarters. 

PGL and NSG utilize mortgage bonds to secure tax exempt financing. 

The Illinois Finance Authority has issued tax exempt bonds for the 

benefit of PGL and NSG, and the City of Chicago has Issued tax 

exempt bonds for the benefit of PGL. Each Issuance Is collateralized by 

an equal principal amount of PGL's or NSG's first mortgage bonds. 

At December 3 1 , 2007, Integrys Energy Group and ite subsidiaries were 

in compliance with all covenante relating to outstanding debt. A 

schedule of all principal debt payment amounts, including bond 

maturities and early retirements, for Integrys Energy Group is as follows: 

Year ending December 31 (Millions) 

2008 
2009 
2010 
2011 
2012 
Later years 
Total paymente 

wm 
, . : * * # : 
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NOTE 15—ASSET RETIREMENT OBLIGATIONS 
The utility segments identified asset retirement obligations primarily 
related to asbestos abatement at certain facilities, office buildings, and 
service centers; disposal of PCB-contaminated transformers; removal of 
natural gas distribution pipe (including asbestos and PCBs); and closure 
of fiy-ash landfills at certain generation facilities. In accordance with 
SFAS No. 71 , the utilities establish regulatory assets and liabilities to 
record the differences between ongoing expense recognition under 
SFAS No. 143 and Interpretation No. 47, and the rate-making practices 
for retirement costs authorized by the applicable regulators. Asset 
retirement obligations identified at Integrys Energy Services relate to 
asbestos abatement at certain generation facilities. 

As discussed In Note 6, "Acquis/tions and Safes of Assete," the sale 
of Kewaunee to Dominion was completed on July 5, 2005. As a result 
o f t h e sale. Dominion assumed the asset retirement obl igation related 
to Kewaunee. As discussed in Note 4, "Discontinued Operations," 
Integrys Energy Services completed the sale of Sunbury in July 2006, 
which included the transfer of asset retirement obligations related 
to Sunbury. 

Changes to Asset Retirement Obligation Liabilities 
The fol lowing table shows changes to the asset retirement obligations 
of Integrys Energy Group through December 3 1 , 2007. 



(MtlfionsJ Utilities 

$364.4 
12.4 

(376.4) 
8.2 

Irrtegrys 
Energy 
Services 

$2.2 
0.2 

-
3.9 

Totel 

$366.6 
12.6 

(376.4) 
12.1 

Asset retirement obligations at December 31 , 2004 

Accretion 

Asset retirement obligation transfen-ed to Dominion 

Adoption of Interpretation No. 47 
Asset retirement obligations at December 31, 2005 
Asset retirement obligations from acquisition of natural gas operations in Michigan and Minnesota 
Asset retirement obligations transferred in sales 
Accretion 

8.6 
0.3 

_ 
0.5 

6.3 
-

(5.3) 
0.2 

14.9 
0.3 
(5.8) 
0.7 

Asset retirement obligations at December 31, 2006 
Asset retirement obligations from merger with PEC 
Asset retirement obligations transferred in sales 
Asset retirement obligations settled 
Accretion 

Asset retirement obligations at December 3 1 , 2007 

NOTE 16—INCOME T/0(ES 
Deferred Tax Assets and Liabilities 
Certain temporary differences, in which the offsetting amount is 

recorded as a regulatory asset or liability, are presented in the table 

fM)7l/onsJ 

below as net amounts, consistent with regulatory treatment. The 

principal componente of our deferred tax assete and liabilities 

recognized in the balance sheets as of December 31 are as follows: 

^^:v- . . . . : -« 
Defen-ed tax assets: 

Tax credit carryfonwards 

Plant related 
Employee benefits 

Bad debts 
Regulatory deferrals 

State capital and operating loss carryfon/vards 
Deferred deductions 
Other 

Total deferred tax assets 

Valuation allowance 

Net deferred tax assets 

Deferred tax liabilities: 

Plant related 

Regulatory defen-als 

Price risk management, net 

Deferred Income 

Employee benefits 

Other 

Total deferred tax liabilities 

Consolidated Balance Sheet Presentation: 
Current deferred tax liabilities 
Long-term deferred tax liabilities 

Net deferred tax liabilities 

2006 

$100.7 

Deferred tax credit carryforwards at December 3 1 , 2007, include 
$102.1 million of alternative minimum tax credits related to tax credits 
available under Section 29/45K of the Internal Revenue Code. These 
alternative minimum tax credit carryfonwards can be carried forward 
indefinitely. Carryforward periods for state capital and operating loss 
carryforwards vary. In the majority of states in which Integrys Energy 

Group operates the period Is 15 years or more, with the majority 
beginning t o expire in 2013. Valuation allowances have been 
established for certain state operating and capital loss carryfonwands 
due to the uncertainty of the ability to realize the benefit of these losses 
in tiie future. 
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Federal Income Tax Expense 
The fol lowing table presents a reconciliation of federal income taxes to 

the provision for income taxes reported in the Consolidated Statemente 

of Income for the periods ended December 31 . 

The taxes are calculated by multiplying the statutory federal income tax 

rate by book income before federal income tax. 

(Miilions, except for percentages) 

Statutory federal income tax 
State income taxes, net 
Foreign income taxes, net 
Unrecognized tax benefite - Interpretation No. 48, net 

Benefite and compensation 

Investment tax credit 

Federal tax credite 

Other differences, net 

^ : p ^ 

Effective income tax 

Current provision 

Federal 

State 

Foreign 

Total current provision 

Deferred provision 

Net operating loss canyforwards 
Unrecognized tax benefite - Interpretation No. 48, net 

Interest 

Penalties 

Investment tax credit 

Total income tax expense 

2006 2005 

Rate Amount Rate Amount 

35.0% 

6.5 

(2.5) 

(0.4) 
(15.8) 

0.1 

$68.8 
12.8 

(4.8) 

(0.8) 

(30.2) 

(0.8) 

35.0% 

4.3 

(0.1) 

(2.6) 
(0.9) 

(14.1) 
(0.8) 

$66.8 

8.2 

(0.2) 

(4.8) 
(1.7) 

(26.9) 

(1.8) 

22.9% $45.0 20.8% $39.6 

$21.1 

6.2 

5.3 

$13.1 

14.3 

3.2 
32.6 

11.4 

1.8 

(0.8) 

30.6 

13.0 

(2.3) 

(1.7) 

$45.0 $39.6 

Foreign income before taxes was $23.3 million in 2007, $24.5 million in 

2006, and $10.2 million in 2005. 

As the related temporary differences reverse, our regulated utilities 
are prospectively refunding taxes to or collecting taxes frcim customers 
for which deferred taxes were recorded in prior years at rates different 
than current rates. The regulatory (asset) liability for these and other 
regulatory tax effects totaled $(11.3) million and $9.7 million as of 
December 3 1 , 2007, and 2006, respectively. 

Effective January 1, 2007, Integrys Energy Group records penalties and 
accrued Interest related to income taxes as a component of income tax 
expense. Prior to January 1, 2007, Integrys Energy Group recorded 
interest and penalties as components of Income before taxes. Integrys 
Energy Group recognized interest and penalties of $2.3 million in 2007, 
$0.3 million in 2006, and $0.3 million in 2005. Integrys Energy Group 
had accmed liabilities for interest and penalties of $4.6 million at 
December 3 1 , 2007, and $0.2 million at January 1, 2007. 

Unrecognized Tax Benefits 
A reconciliation o f t he beginning and ending amount of unrecognized 
tax benefits is as follows: 

Unrecognized Tax (Millions) 

' Balance at January 1, 2007 
Increase related to tax positions acquired 

Increase related to tax positions taken in prior years 
Decrease related to tax positions taken In prior years 

Decrease related to tax positions taken in current year 

Decrease related to settlemente 
Decrease related to lapse of statutes 

Balance at December 31 , 2007 

At December 3 1 , 2007, unrecognized tax benefits of $0.8 million 
could affect Integrys Energy Group's effective tax rate for continuing 
operations if recognized in subsequent periods. 

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 to the fol lowing 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 2003. 

• Wisconsin Department of Revenue—^WPSC has agreed to statute 

extensions for tax years covering 1996-2002. 

• Illinois Department of Revenue—PEC and combined subsidiaries 
have agreed to statute extensions for tax years covering 2001-2004. 

• United States Internal Revenue Service (IRS)—PEC and consolidated 
subsidiaries have agreed to statute extensions for tax years covering 
1999-2004. 

In 2007, Integrys Energy Group has closed the following examinations for: 

• IRS—Integrys Energy Group (formerly WPS Resources Corporation) and 
consolidated subsidiaries have an agreed to audit report and closing 
statement for an IRS examination o f t he 2002 and 2003 tax years. 

• IRS—Integrys Energy Group (fonnerly WPS Resources Corporation) and 

consolidated subsidiaries have settled all issues for 2004 and 2005. 

• IRS—PEC and consolidated subsidiaries have a partially agreed to 

audit report and closing statement for an IRS examination of the 

1999-2003 tax years, but one open issue from the agents report has 

been protested by the taxpayer and has been sent to IRS appeals. 

• Illinois Department of Revenue—PEC and its combined subsidiaries 
have an agreed to audit report and closing statement with the IDR 
for the 2001 and 2002 tax years. 



Integrys Energy Group has the fol lowing open examinations: 

• IRS—PEC and consolidated subsidiaries have an open examination 
for the 2004-2005 tax years. 

u Illinois Department of Revenue—PEC and combined subsidiaries 

have an open examination f o r t he 2001-2(X)6 tax years. 

Wisconsin Department of Revenui 

f o r the 1996-2001 tax years. 

-WPSC has an open examination 

We do not expect a significant impact to our unrecognized tax benefite 

frc>m the expiration of the statute of limitations in any jurisdiction to 

occur within the next 12 months. We do expect to settle several of the 

examinations listed above within the next 12 months and estimate that 

it is reasonably possible our unrecognized tax benefits could be 

reduced up to $2.0 million within the next 12 months. 

NOTE 17—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 requiremente and 
durations. The regulated natural gas utilities have obligations to sell 
natural gas to their customers, and the regulated electric utilities have 
obligations to distribute and sell electricity to its customers. The utilities 
expect to recover costs related to these obligations in future customer 
rates. Additionally, the majority of the energy supply contracts entered 
into by our nonregulated segment, Integrys Energy Services, are to 
meet its obligations to deliver energy to customers. 

The obligations described below are as of December 31 , 2007. 

• The electric utility segment has obligations related to coal and 
transportation that extend through 2016 and total $569.5 mill ion, 
obligations of $1.3 billion for either capacity or energy related to 
purchased power that extend through 2016, and obligations for 
other commodities totaling $9.2 million, which extend through 2012. 

• The natural gas utility segment has obligations related to natural gas 
supply and transportation contracts totaling $784.2 million, some of 
which extend through 2019. 

• Integrys Energy Services has obligations related to energy supply 
contracts that extend through 2018 and total $4.3 billion. The 
majority of these obligations end by 2009, with obligations totaling 
$323.9 million extending beyond 2011, 

• Integrys Energy Group also has commitments in the form of purchase 

orders issued to various vendors, which totaled $349.1 million. 

A significant portion of these commitments relate to large 

construction projects. 

Environmental 

Pulliam Air Notice of Violation 

In September 2007, a Notice of Violation (NOV) was issued to WPSC 
by the Wisconsin Department of Natural Resources (WDNR) alleging 
various violations o f the Pulliam facility's Titie V permit, primarily 
pertaining to certain recordkeeping and monitoring requiremente. WPSC 
met with the WDNR in November 2007 to discuss and attempt to resolve 
the matters Identified In the NOV, and subsequently submitted additional 
information pursuant to the WDNR's request. While not confirmed by the 
WDNR, it is WPSCs understanding that this issue is essentially resolved. 

Weston 4 Air Permit 

In November 2004, the Sierra Club filed a petition with the WDNR under 
Section 285.61 o f t h e Wisconsin Statutes, seeking a contested case 
hearing on the construction permit issued fo r the Weston 4 generation 
station, which is a necessary predicate to plant construction under the 
pertinent air emission regulations (hereinafter referred to as the "Weston 4 
air permit"). In February 2006, the administrative law judge affirmed the 

Weston 4 air permit with changes to the emisston limits for su l^ r dioxide 

and nitrogen oxide from tfie 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 tiiat are more 

stringent than those originally set by the WDNR (hereinafter referred to 

as the "March 28, 2007, permit language"). 

On Apri l 27, 2007, the Sierra Club filed a second petit ion requesting a 

contested case hearing regarding the March 28, 2007, pennit language, 

which was granted by the WDNR. Both parties subsequently moved for 

summary judgment. In a decision issued on November 8, 2CK)7, the 

administrative law judge granted WPSC's motion for summary judgment 

In that proceeding, upholding the March 28, 2007, permit language. 

The Sien^ Club filed petitions with the Dane County Circuit Court c»^ 
April 27, 2007, and November 14, 2007, for judidal review o f the Weston 4 
air permit and the underiying proceedings before the administrative law 
judge. These two judicial review proceedings wens consolidated by the 
court, and the parties are currently briefing the issues. 

These activities d id not stay the construction of the Weston 4 facility or 
the administrative law judge's decision on the Weston 4 air permit. 
WPSC believes that It has substantial defenses to the Sierra Club's 
challenges. Until tiie Sierra Club's challenge is finally resolved, Integrys 
Energy Group will not be able to make a final determination of the 
probable cost impact, if any, of compliance with any changes to the 
Weston 4 air permit on its future operating or construction costs. 

Weston Operating Permits 

In July 2005 and February 2006, NOVs were issued to WPSC by the 
WDNR alleging various violations o f t h e operating permit requirements 
applicable t o the then existing Weston facility. Subsequently, by letter 
dated April 11 , 2007, the WDNR refemed the mati:ers set forth in the 
NOVs to the Wisconsin Attorney General's office. The referral letter 
alleged that the Weston facility was not in compliance with the following 
provisions o f the facllit/s Title V operating permit: (i) limitations on the 
sulfur content of the fuel oil stored at the Weston facility; (ii) the carbon 
monoxide and nitnagen oxide limite for certain of the fadlhy's combustion 
turbines; (iii) the particulate matter emission limite app^icaWe to the coal 
handling equipment; (iv) opacity monitoring requiremente; and (v) a 
requirement to conduct an elemental metals analysis. WPSC is negotiating 
with tiie Wisconsin Attomey General's office to resolve the matters. 

In early November 2006, It came to the attention of WPSC that previous 
ambient air quality computer modeling doneby the WDNR for tiie Weston 
facility (and other nearby air sources) d id not take into account the 
emissions frc)m the existing Weston 3 facili"^ for purposes of evaluating air 
quality increment consumption under the required Prevention of Significant 
Deterioration. WPSC believes it has undertaken and completed corrective 
measures to address any identified modeling Issues and anticipates 
issuance of a revised Title V permit in the near future that will resolve this 
issue. In the unlikely event the revised Titie V pennit, once issued, does not 
resolve the issues caused by the WDNR air quality modeling errors, WPSC 
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believes that such issues could be resolved through a limited compliance 
plan applicable to appropriate equipment or operations at the Weston 
facility. Integrys Energy Group currently is not able to make a final 
determination of the probable cost impact of this issue, if any. 

Mercury and Interstate Air Quality Rules 

Mercury 

In October 2004, the mercury emission contrc>l rule became effective In 
Wisconsin {Chapter NR 446), requiring WPSC to control annual system 
mercury emissions in phases. The first phase will occur in 2008 and 2CX)9. 
In this phase, the annual mercury emissions are capped at the average 
annual system mercury emissions for the period 2002 through 2004. The 
next phase will run from 2010 through 2014 and require a 40% reduction 
from average annual 2002 through 2004 mercury input amounts. After 
2015, a 75% reduction is required with a goal of an 80% reduction by 
2018. The State of Wisconsin had filed suit against the federal 
government along with other states in opposition to the federal mercury 
rule. On February 8, 2007, the U.S. Court of Appeals for the District of 
Columbia Circuit ruled in favor of the petitioners and vacated the federal 
rule. It is not knovm whether the United States Environmental Protection 
Agency (EPA) will appeal or proceed with the new rulemaking. WPSC 
estimates capital costs of approximately $22 million, which includes 
estimates for both wholly owned and jointly owned plants, to achieve 
the proposed reductions in the State's revised draft rule. The capital 
costs are expected to be recovered in a future rate case. 

Weston 4 Installed and will operate mercury control technology, which 
will achieve a mercury emission rate that meets the permit limit for 
mercury. The State of Wisconsin Is considering rules which would 
exceed the vacated federal requirements. These rules have not been 
finalized at this t ime. Based on information understood to date, these 
rules may require additional investment by WPSC in order to comply. 
The capital costs are anticipated to be recovered in future rate cases. 

Sulfur Dioxide and Nitrogen Oxide 
The EPA finalized the Clean Air Interstate Rule (formeriy known as the 
Interstate Air Quality Rule), which will reduce sulfur dioxide and nitrogen 
oxide emissions from utility boilers located in 29 states, including 
Wisconsin, Michigan, Pennsylvania, and New York. The final Clean Air 
Interstate Rule requires reduction of sulfur dioxide and nitrogen oxide 
emissions in two phases. The first phase requires about a 50% reduction 
beginning in 2009 for nitrogen oxide and beginning in 2010 for sulfur 
dioxide. The second phase begins in 2015 for both pollutante and 
requires about a 65% reduction in emissions. The rule allows the State 
of Wisconsin to either require utilities located in the state to participate 
in the EPA's interstate cap and trade program or meet the state's 
emission budget for sulfur dioxide and nitrogen oxide through 
measures to be determined by the state. Wisconsin's rule, which 
incorporates the cap and trade approach, has completed the state 
legislative review and has been fonwarded to the EPA for final review. 

Currently, WPSC is evaluating a number of options that include using the 
cap and trade program and/or installing controls. For planning purposes, 
it is assumed that additional sulfur dioxide and nitrogen oxide controls 
will be needed on existing unite or the existing unite will need to be 
converted to natural gas by 2015. The installation of any controls and/or 
any conversion to natural gas will need to be scheduled as part of WPSC's 
long-term maintenance plan for ite existing unite. As such, controls or 
conversions may need to take place before 2015. On a preliminary basis 
and assuming controls or convei^ion are required, WPSC estimates 
capital coste of $572 million, which includes estimates for both wholly 
owned and jointly owned plante, in order to meet an assumed 2015 
compliance date. This estimate is based on coste of current control 
technology and current information regarding the final EPA mle. The 
coste may change based on the requiremente o f t he final state rules. The 
capital costs are anticipated to be recovered in future rate cases. 

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, and as 
such, are responsible for the environmental impacts at 55 manufactured 
gas plant sites located In Wisconsin, Michigan, and Illinois. All are former 
regulated sites and, as such, are being remediated, with costs charged 
to existing ratepayers at WPSC, MGUC, PGL, and NSG. Nine of these 
sites have been transferred to the EPA Superi^und Altemative Sites 
Program, and 11 sites have been transfened to the EPA's Superfund 
Removal Program, with the intent of being transfened to the EPA 
Superfund Alternative Sites Program. Integrys Energy Group estimated 
and accrued for approximately $704.2 million of fijture undiscounted 
investigation and cleanup coste as of December 31 , 2007. Integrys 
Energy Group has recorded a net regulatory asset of $758.8 million 
related to the recovery of both unrecovered expenditures, and estimated 
future expenditures as of December 3 1 , 2007. Integrys Energy Group 
has received $52.5 million in insurance recoveries as of December 3 1 , 
2007, which were recorded as a reduction to the regulatory assets. 

The natural gas utilities are coondinating the investigation and the 
cleanup of the manufactured gas plant sites under what is called a "mult i-
site" program. This program involves 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 remedies. 

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, Illinois (Waukegan Site). The Waukegan Site is part of the 
Outboarcl Marine Corporation (OMC) Superfund Site. The EPA also 
identified OMC, General Motors Cx>rporatian, and certain other parties as 
PRPs at the Waukegan Site. NSG and the other PRPs are parties to a 
consent deaee that requires NSG and General Motors, jointly and 
severally, to perform tiie remedial action and establish and maintain 
financial assurance of $27.0 million (In the form of certain defined net 
worth levels which NSG has met). The soil component of the remedial 
action was completed in August 2005. The final design for the 
groundwater component o f the remedial action has been completed and 
construction o f the groundwater treatment plan has commenced. The 
EPA agreed to reduce the financial assurance requirement to $21.0 million 
to reflect completion o f the soil component o f t he remedial action. 

With respect to portions of certain sites in the City of Chicago (Chicago), 
PGL received demands from site owners and others asserting standing 
regarding the Investigation or remediation of their parcels. Some of 
these demands seek to require PGL to perform extensive investigations 
or remedlations. These demands include notice letters sent to P(3L by 
River Village West LLC. In April 2005, River Village West filed suit against 
PGL in the United States District Court for the Northern District of Illinois 
under the Resource Conservation and Recovery Act (RCRA). The suit, 
River Village West LLC et al. v. The Peoples Gas Light and Coke 
Company, No. 05-C-2103 (N.D. III. 2005) (RVW II), seeks an order 
directing PGL to remediate three former sites; the fomner South Station, 
the former Throop Street Station and the former Hough Place Station. 

In August 2006, a member of River Village West individually filed suit 
against PGL in the United States District Court for the Northern District 
of Illinois under RCRA. The suit, Thomas A. Snitzer v. The Peoples Gas 
Light and Coke Company, No. 06-C-4465 (N.D. III. 2006) (Snitzer I), 
seeks an order directing PGL to remediate the Wil low Street Station 
former manufactured gas plant site which is located along the Chicago 
River. In October 2006, the same individual filed another suit in the 
United States District Court for the Northern District of Illinois under 
RCRA and CERCLA. The suit, Thomas A. Snitzer v. The Peoples Gas 
Light and Coke Company, No. 06-C-5901 (N.D. III. 2006) (Snitzer II), 
seeks an order directing PGL to remediate four former manufactured 



gas plant sites, which are located on or near the Chicago River: 22nd 

Street Station, Division Street Station, Hawthorne Station, and North 

Shore Avenue Station. This individual also notified PGL of his intent to 

file suit under RCRA and CERCLA seeking an order directing PGL to 

remediate two other such sites: Calumet Station and North Station. 

In February 2007, Snitzer I and Snitzer II were consolidated with the 
RVW II case. In June 2007, PGL filed a motion to dismiss, or in the 
alternative, stay the consolidated litigation on the basis of the transfer 
o f t he sites at Issue in the litigation to the EPA Superfund Removal 
Program. On September 28, 2007, the federal district court issued a 
ruling staying the litigation "pending the conclusion o f t he United 
States EPA actions" at these sites. The effect of this ruling, if it stands, is 
to bring the litigation to a halt until some fijture point In time when the 
EPA has completed Its actions and then only with respect to issues "left 
over" from the EPA sections. There is no time limit on ihe stay and it 
may be years before plaintiffs will be permitted to proceed with the 
litigation. If at all. The plaintiffs have filed a motion for reconsideration. 

Management believes that any coste incurred for environmental activities 
relating to former 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 WPSC, MGUC, 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 financial position or results of operations of Integrys Energy Group. 

Flood Damage 

In May 2003, a fuse plug at the Silver Lake reservoir owned by UPPCO 

was breached. This breach resulted in subsequent flooding downstream 

on the Dead River, which is located in Michigan's Upper Peninsula near 

Marquette, Michigan, Several lawsuits were fi led related to this incident, 

all of which have been settled and for which insurance recovery was 

received in excess o f t h e applicable self-insured retention. 

UPPCO has completed significant environmental restoration activities 
and is working with the Michigan Department of Environmental Quality 
to determine what additional activities are necessary to resolve the 
Impacts associated with this event. Integrys Energy Group maintains a 
comprehensive insurance program that includes UPPCO that it believes 
is sufficient to cover its responsibilities related to this event. The self-
insured retention on this policy is not material to Integrys Energy Group. 

In November 2003, UPPCO received approval from the MPSC and the 
FERC for deferral of incremental operation and maintenance costs that 
are not reimbursable through insurance. At this t ime, it is expected that 
all of these costs will be recovered by third party settlemente. UPPCO 
also received approval from the MPSC to defer incremental power 
supply costs associated with the Incident. Recovery o f t h e deferred 
power supply costs will be addressed in future rate proceedings. 

UPPCO has announced its decision to restore Silver Lake as a reservoir 
for pc3wer generation, pending approval of an economically feasible 
design by the FERC. The FERC has required that a board of consultants 
evaluate and oversee the design approval process. UPPCO continues to 
work with its Board of Directors and the FERC to develop an 
economically feasible design. 

Former Mineral Processing Site in Denver, Colorado 
In 1994, NSG received a demand from the S.W. Shattuck Chemical 
Company, Inc. alleging that NSG is a successor to the liability of a 
former entity that was allegedly responsible during the period 1934 
through 1941 fo r the disposal of mineral processing wastes containing 
radium and other hazardous substances at the site. In 1992, the EPA 
issued a record of decision (ROD) for the Denver site and remediation 
work began. The remedy selected In the ROD consisted of the on-site 

stabilization, solidification, and capping of soils containing radioactive 

wastes. In 1998, the remedial action under the 1992 ROD was 

completed. In 2002, the EPA issued an amended ROD that required 

removing the monolith cap and undertaking additional soil excavation. 

The work peri^ormed under the Amended ROD began in September 

2002 and was completed in September 2006. 

NSG does not believe that it has liability for the coste related to this 

site, but cannot determine the matter with certainty. At this time, NSG 

canr^ot reasonably estimate what range of loss, if any, may occur. In the 

event that NSG incurs liability, it would pursue reimbursement from 

insurance carriers and other responsible parties, if any. 

Greenhouse Gases 

There is increasing concern over the issue of climate change and the 
effect of emissions of greenhouse gases. Integrys Energy Group is 
evaluating both the technical and cost implications which may result 
from a future state, regional, or federal greenhouse gas regulatory 
proQram. This evaluation indicates that it is prejbable that any regulatory 
program that caps emissions or imposes a carbon tax will increase costs 
for Integrys Energy Group and its customers. The greatest impact is 
likely to be on fossil fuel-fired generation, with a less significant impact 
on natural gas storage and distribution operations. At this t ime, tiiere is 
no commercially available technology for removing carbon dioxide from 
a pulverized coal-fired plant, but significant research is in progress. 
Efforts are underway within the utility industry 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. Based on the 
complexity and uncertainty o f the climate issues, a risk existe that future 
carbon regulation will increase the cost of electricity produced at coal-
fired generation units. However, we believe the capital expenditures we 
are making at our generation units are appropriate under any reasonable 
mandatory greenhouse gas program, and we believe future expenditures 
by our regulated electric utilities will be recoverable in rates. Integrys 
Energy Group will continue to monitor and manage potential risks and 
opportunities associated with future greenhouse gas regulatovy actions. 

Natural Gas Charge Reconciliation Proceedings and 
Related Matters 

Natural Gas Charge Settlement 

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 and transportation and storage services purchased by PGL and 
NSG (Gas Charge). In these proceedings, interested parties review the 
accuracy o f t h e reconciliation of revenues and coste and the pmdence 
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 Imprudentiy incurred, the ICC would orcier the utility to refund the 
affected amount to customers through subsequent Gas Charge filings. 

Pursuant to a 2006 settlement agreement related to fiscal year 2001-
2004 natural gas coste, PGL and NSG agreed to make paymente of up 
to $30 million towards conservation and weatherization programs for 
low and moderate Income customers. At the date of tiie PEC merger, 
$25 million of that amount had not yet been paid and was recorded as 
a preacquisition contingency. At December 3 1 , 2007, $20 million 
remains unpaid and was included in other long-tenm liabilities. 

PGL and NSG also refunded certain amounte related to fiscal 2001-2004 
natural gas costs, but those refunds had been completed prior to the 
PEC merger 

The settlement agreement provides that PGL and NSG will cooperate 
with Chicago and the Illinois Attorney General ("AG") to identify those 
customers who were not receiving natural gas as of the date of the 
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Agreement that are financial hardship cases. The hardship cases were 
identified by the utilities, the AG, and Chicago. Following Identification, 
PGL and NSG reconnected the hardship cases. PGL and NSG forgave 
all outstanding debt for reconnected customers. Although PGL and 
NSG believe they have fully complied with this provision of the 
Agreement, Chicago and the AG have indicated that they believe the 
terms of the hardship program are broader than what PGL and NSG 
believe they are obligated to implement. Management continues to 
believe that it has fully complied with the obligations o f t he Agreement 
with respect to the hardship program. 

PGL and NSG agreed to conduct internal and external audits of their 
natural gas procurement practices. An annual internal audit is required 
for five years, and the first two are completed. The external audit being 
performed by a consulting firm retained by the ICC is In progress. No 
findings or recommendations have yet been Issued. 

The fiscal 2005 Gas Charge reconciliation cases were initiated in 
November 2005. The settlement of the prior fiscal years' Gas Charge 
reconciliation proceedings does not affect these cases, except for PGL's 
agreement to credit fiscal 2005 Hub revenues as an offset to utility 
customers' natural gas charges. The ICC staff and inten/ener witnesses 
recommended disallowances. The majority o f the recommended 
disallowances are for a one-time adjustment to transportation customers' 
bank (storage) natural gas liability balances. For PGL, the ICC issued its 
order, which accepted the administrative law judges' recommendations 
and ICC staff's recommended disallowances in their entirety, on January 16, 
2008. The gas cost disallowance for PGL is $20.5 million. For NSG, the 
ICC issued ite order, which accepted the administrative law judges' 
recommendations and ICC staff's recommended disallowances in their 
entirety, on January 16, 2008. The natural gas cost disallowance for NSG 
is $1.0 million. On February 14,2008, PGL and NSG filed for rehearing 
on one o f the two bank (storage) gas liability Issues. The disallowance for 
the rehearing issue is approximately $0.8 million for PGL and $0.3 million 
for NSG. The ICC must act on rehearing no later than March 5, 2008. 
The customer refunds from the 2005 Gas Charge reconciliation cases 
have been accounted for as a preacquisition contingency. As of 
December 31 , 2007, PGL and NSG recorded a current liability of 
$22.5 million and $1.1 million, respectively, induding interest. 

The fiscal 2006 Gas Charge reconciliation cases were initiated on 
November 2 1 , 2006. PGL and NSG filed their direct testimony on 
April 10, 2007. On May 16, 2007, the ICC initiated Gas Charge 
reconciliation cases for the period of October 2006 through December 
2006 to cover the gap created by PGL and NSG's change to a calendar 
year reconciliation period. The ICC staff moved to consolidate the new 
cases with the fiscal 2006 cases, and the administrative law judge 
granted the motion in July 2007. PGL's and NSG's direct testimony for 
the October through December 2006 period was filed on October 17, 
2007. There is a status hearing scheduled for March 17, 2008, to set a 
schedule. As of December 3 1 , 2007, the amounts recorded related to 
the 2006 Gas Charge reconciliation cases were Insignificant. 

The ICC initiated the calendar year 2007 Gas Charge reconciliation 
cases on November 28, 2007. The initiating order directs PGL and NSG 
to file direct testimony on April 15, 2008. There is a status hearing 
scheduled for July 15, 2008. 

Class Action 

In February 2004, a purported class action was filed in Cook County Circuit 
Court against PEC, PGL, and NSG by customers of PGL and NSG, 
alleging, among other things, violation o f the Illinois Consumer Fraud and 
Deceptive Business Practices Act related to matters at issue in the utilities' 
fiscal year 2001 Gas Charge reconciliation proceedings. The suit, Alport et 
a). V. Peoples Energy Corporation seeks unspecified compensatory and 
punitive damages. PGL and NSG have been dismissed as defendants and 
the only remaining counte o f the suit allege violations o f the Consumer 

Fraud and Deceptive Business Practices Act and that PEC acted In concert 

with others to commit a tortious act. PEC denies the allegations and is 

vigorously defending the suit. 

Based upon the settlement of the ICC's final orders in PGL's and NSG's 
fiscal years 2001 through 2004 reconciliation cases, the court, on 
September 25, 2006, granted in part PEC's motion to dismiss the case 
by limiting the potential class members in the suit to ihose persons who 
were customers during the time that PEC's joint venture with Enrc)n was 
in operation and d id not receive part of the settlement proceeds from 
the reconciliation cases. However, the court denied PECs motion to 
dismiss the case to the extent that the complaint seeks punitive 
damages (regardless of whether such customers received part o f t h e 
settlement proceeds from the reconciliation cases). The plaintiffs filed a 
third amended complaint and a motion for class certification, and on 
April 25, 2007, the Court denied, without prejudice, plaintiffs' motion 
for class certification. On June 29, 2007, PEC filed a motion to dismiss 
tiie proceeding for failure to join a necessary party. Plaintiffs filed an 
amended complaint on July 11, 2007. On December 4, 2007, the court 
denied PEC's motion to dismiss. Management cannot predict the 
outcome of this litigation at this time. 

Corrosion Control Inspection Proceeding 
Illinois state, as well as federal laws, require natural gas utilities to 
conduct periodic corrosion control inspections on natural gas pipelines. 
On April 19, 2006, the ICC initiated a citation proceeding related to such 
inspections that were required to be performed by PGL during 2003 and 
2004, but which were not completed in the requisite timeframe. On 
December 20, 2006, the ICC entered an order approving a stipulation 
between the parties to this proceeding under which PGL agreed that it 
had not been In compliance with applicable regulations, and further 
agreed to pay a penalty of $1.0 million, pay for a consultant to conduct a 
comprehensive investigation of ite compliance with ICC pipeline safety 
regulations, remain compliant with those regulations, not seek recovery 
in future rate cases of certain coste related to non-compliance, and hold 
meetings with the City of Chicago to exchange information. This orcler 
resolved only the ICC proceeding and did not constitute a release of any 
other potential actions outeide o f t he ICC proceeding. Wit i i respect to 
the comprehensive investigation, the ICC selected an auditor for this 
matter and the auditor, the ICC staff, and PGL began the investigation 
process during the second quarter of 2007. No findings or 
recommendations have yet been communicated. 

On May 16, 2006, the AG sen/ed a subpoena requesting documente 
relating to PGL's corrosion inspections. PGL's counsel has met with 
representatives of the AG's office and provided documents relating to 
the subpoena. On July 10, 2006, the United States Attorney for the 
Northern District of Illinois served a grand jury subpoena on PGL 
requesting documente relating to PGL's corrosion inspections. PGL's 
counsel has met with the United States Attorney's office and provided 
documents relating to cortosion inspections. PGL has had no further 
communication with the United States Attorney's office since that time. 
Management cannot predict the outcome of this investigation and has 
not recorded a liability associated with this contingency. 

Builders Class Action 
In June 2005, a purported class action was filed against PEC and Its 
utility subsidiaries by Birchwood Builders, LLC in the Circuit Court of 
Cook County, Illinois alleging that PGL and NSG were fraudulently and 
improperly charging fees to customers with respect to utility 
connections, disconnections, reconnections, relocations, extensions of 
natural gas service pipes and extensions of distribution natural gas mains 
and failing to return related customer deposite. PGL and NSG filed two 
motions to dismiss the lawsuit On January 25, 2007, the judge entered 
an order dismissing the complaint, but allowing the plaintiffs the option 
of filing an amended complaint (except as to the plaintiffs' seeking of 
declaratory relief, which was dismissed with prejudice). The judge also 



ruled that the plaintiffs could file their claims directly with the ICC. On 

June 28, 2007, plaintiffs filed an amended complaint with the Circuit 

Court. PGL and IMSG responded by filing motions to dismiss and are 

awaiting a decision on these motions. PEC and its utility subsidiaries 

continue to believe they have meritorious defenses and intend to 

vigoPDUsly defend against the class action lawsuit. 

NOTE 18—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 othenvise 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 include inter

company guarantees between parents and their subsidiaries, which are 

eliminated in consolidation, and guarantees of the subsidiaries' own 

performance. As such, these guarantees are excluded from the 

recognition and measurement requirements of Interpretation No. 45. 

The following table shows Integrys Energy Group's outstanding 

guarantees at December 31 , 2007, 2006, and 2005: 

December 31, 

(Millions) 2006 2005 

Guarantees of subsidiary debt WSSi 

and revolving line of credit W M 
Guarantees supporting commodity m m 

transactions ot subsidiaries H H 
Standby letters of credit H | 

Surety bonds w U 
Other guarantees i l H 

Total guarantees l | | l | 

HI B r a s 178.3 
[̂ 1 
H I 1,314.0 
wmm 155.3 
• H 1.2 
•SB 10.2 
H I $1,659.0 

$ 27.2 

1,154.7 
114.3 

0.8 
13.6 

$1,310.6 

Integrys Energy Group's outstanding guarantees at December 3 1 , 2007, will expire as shown in the following table: 

fM/l//onsJ 

Guarantees of subsidiary debt and revolving line of credit 
Guarantees supporting commodity transactions 

of subsidiaries 
Standby letters of credit 
Surety bonds 
Other guarantees 

Total guarantees 

At December 31 , 2007, management was authorized to issue corporate 
guarantees in the aggregate amount of up to $2.1 billion to support the 
business operations of Integrys Energy Services. The following 
outstanding amounts are subject to this limit: 

(Miliions) 

Guarantees supporting commodity 
transactions of subsidiaries 

Guarantees of subsidiary debt 
Standby letters of credit 

Surety bonds 
Total guarantees subject to $2.1 billion limit 

In February 2008, Integrys Energy Group's Board of Directors increased 

this limit to $2.35 billion. 

Of the parental guarantees provided by Integrys Energy Group to 
Integrys Energy Services, the current amount at December 3 1 , 2007, 
which Integrys Energy Group would be obligated to support, is 
approximately $620.1 million. 

At December 3 1 , 2007, Integrys Energy Group's $903.1 million of 
outstanding guarantees supporting subsidiary debt and revolving lines 
of credit consisted of the fol lowing: 

• An agreement to fully and unconditionally guarantee PEC's 
$400.0 million revolving line of credit, 

• An agreement to fully and unconditionally guarantee, on a senior 
unsecured basis, PEC's obligations under its $325.0 million, 6.90% 
notes due January 15, 2011, 

• A $150.0 million credit agreement at Integrys Energy Services 

used to finance natural gas in storage and margin requirements 

related to natural gas and electric contracts traded on the NYMEX 

and the Intercontinental Exchange (ICE), as well as for general 

corporate purposes, and 

• $28.1 million of guarantees supporting outstanding debt at Integrys 

Energy Services' subsidiaries, of which $1.1 million Is subject to 

Integrys Energy Services' parental guarantee limit discussed above. 

At December 31 , 2007, Integrys Energy Group's $1,907.4 million of 

outstanding guarantees supporting commodity transactions of 

subsidiaries consisted o f t h e fol lowing: 

• Parental guarantees of $1,761.0 million to support the business 
operations of Integrys Energy Sen/ices, of which $8.1 million is 
not included In the table on the left of guarantees subject to the 
$2.1 billion limit, due to specific authorization received from 
[ntegrys Energy Group's Board of Directors, 

• $0.1 mill ion, of an authorized $15.0 million, of corporate guarantees 
to support energy and transmission supply at UPPCO that are not 
reflected on Integrys Energy Group's Consolidated Balance Sheet, 

• Guarantees of $60.9 million and $75.4 mill ion, respectively, related 
to natural gas supply at MGUC and MERC. Corporate guarantees 
in the amounts of $75.0 million and $125.0 million have been 
authorized by Integrys Energy Group's Board of Directors to support 
MGUC and MERC, and 

• $10.0 million, of an authorized $125.0 million, to support business 

operations at PEC. 
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At December 3 1 , 2007, financial institutions, at the request of Integrys 
Energy Group, have issued $137.1 million In standby letters of credit 
for the benefit of third parties that have extended credit to certain 
subsidiaries. Of this amount, $132.5 million was issued to support 
Integrys Energy Services' operations, including $2.5 million that 
received specific authorization from Integrys Energy Group's Board of 
Directors; $4.3 million was issued for workers compensation coverage 
in Illinois; and the remaining $0.3 million relates to letters of credit at 
MGUC and MERC. Any amounte owed by our subsidiaries are reflected 
in Integrys Energy Group's Consolidated Balance Sheet. 

At December 3 1 , 2007, Integrys Energy Group furnished $1.7 million 
of surety bonds for various reasons, including worker compensation 
coverage and obtaining various licenses, permits, and rights of way. 
Liabilities incurred as a result of activities covered by surety bonds are 
included in Integrys Energy Group's Consolidated Balance Sheet. 

At December 3 1 , 2007, Integrys Energy Group's outstanding 

$10.2 million of other guarantees consisted o f t he following: 

• A guarantee issued by WPSC to indemnify a third party for 
exposures related to the construction of utility assete. This amount is 
not reflected on the Consolidated Balance Sheet, as this agreement 
was entered into prior to the effective date of Interpretation No. 45. 
The maximum exposure related to this guarantee was $3.8 million at 
December 31 , 2007, and $4.9 million at December 3 1 , 2006. 

• A liability related to WPSC's agreement to indemnify Dominion 
for certain costs arising from the resolution of design bases 
documentation issues incurred prior to Kewaunee's scheduled 
maintenance period in 2009. As of December 3 1 , 2007, WPSC had 
paid $4.8 million to Dominion related to this guarantee, reducing 
the liability to $4.1 million. The liability recorded for this guarantee 
was $5.3 million at December 3 1 , 2006. 

• A $2.3 million indemnification provided by Integrys Energy Services 

related to the sale of Niagara. This indemnification related to 

potential contamination from ash disposed from this facility. A 

$0.2 million liability was recorded related to this indemnification 
at December 31 , 2007. 

Typically, under agreements related to the sale of assets or subsidiaries, 
Integrys Energy Group or Its subsidiaries agree to indemnify the buyers 
for losses resulting from potential breaches of Integrys Energy GnDup's 
or its subsidiaries' representations and warranties thereunder. Integrys 
Energy Group believes the likelihood of having to make any material 
cash paymente under these sales agreemente as a result of breaches of 
representations and warranties is remote, and as such, has not recorcJed 
any liability related to these agreemente. 

NOTE 19—EMPLOYEE BENEFIT PLANS 
Defined Benefit Plans 
Integrys Energy Group and its subsidiaries have three non-contributory 
qualified retirement plans covering substantially alt employees, as well 
as several unfunded nonqualified retirement plans. 

Integrys Energy Group also currently offers medical, dental, and life 
insurance benefits to employees and their dependents. Integrys Energy 
Group expenses the costs of these benefite for active employees as 
incurred and funds benefite for retirees through irrevocable trusts as 
allowed for income tax purposes. 

The net periodic benefit cost associated with the plans Is allocated 
among Integrys Energy Group's subsidiaries. Actuarial calculations are 
performed (based upon specific employees and their related years of 
service) in order to determine the appropriate benefit cost allocation. 

The costs of pension and other postretirement benefits are expensed 
over the period during which the employee renders service. The 
transition obligation related to plans that existed at Integrys Energy 
Group prior to the PEC merger is being recognized over a 20-year 
period beginning in 1993. Integrys Energy Group uses a December 31 
measurement date for all of its plans. 

Integrys Energy Group adopted SFAS No, 158, "Employers' Accounting 
for Defined Benefit Pension and Other Postretirement Plans—an 
amendment of FASB Statements No. 87, 88, 106, and 132(R)," at 
December 3 1 , 2006. SFAS No. 158 requires employers to recognize a 
defined benefit postretlrement plan's funded status in the balance 
sheet, and recognize changes in the plan's funded status in 
comprehensive income In the year in which the changes occur. Integrys 
Energy Group's regulated utilities record changes in the funded status 
to regulatory asset or liability accounts, pursuant to SFAS No. 7 1 . 

During the third quarter of 2007, Integrys Energy Group made a series 

of changes to certain of its retirement benefit plans. Specifically, the 

changes include: 

• Closure of the defined benefit pension plans to non-union new hires, 

effective as of January 1, 2008; 

• A freeze in defined benefit pension service accruals for non-union 

employees, effective as of January 1, 2013; 

• A freeze in compensation amounte used for determining defined 

benefit pension amounte for non-union employees, effective as of 

January 1, 2018; 

• Revised eligibility requlremente for retiree medical benefite for 
employees hired on or after January 1, 2008, and the introduction, 
beginning in 2013, of an annual premium reduction credit for 
employees retiring after December 3 1 , 2012; and 

• 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 retiring after December 3 1 , 2012. 

As a result of the changes described above, Integrys Energy Group 
remeasured certain of its pension and other postretirement benefit 
obligations as of August 1, 2007. The curtailment gains and losses 
recognized, as a result o f t h e plan design changes, were not significant 
and are included in the table on the next page. 

A second remeasurement occurred on October 1, 2007, because the 
ratification of a union contract resulted In changes to a postretirement 
medical plan. The changes d id not result in a curtailment. 
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The following tables provide a reconciliation of the changes in the plans' benefit obligations and fair value of assets during 2007, 2006, and 2005. 

(Millions) Pension Benefits Other Benefits 

Reconciliation of benefit obligation 
(qualified and non-qualified plans) 

Obligation at January 1 
Sen/ice cost 
Interest cost 
Plan amendmente 
Plan curtailments 
Plan spin off- Kewaunee sale 
Plan acquisitions - MGUC and MERC 
Plan acquisitions-PEC 
Actuarial (gain) loss - net 
Participant contributions 
Benefit paymente 
Federal subsidy on benefits paid 
Obligation at December 31 
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2006 

$727.8 
24.2 
42.1 

_ 
-
-

60.8 

-
(19.5) 

-
(48.1) 

-
$787.3 

2005 

$720.7 
23.9 
40.3 

_ 
-

(25.7) 

-
-

8.2 

-
(39.6) 

-
$727.8 
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2006 

$286.9 
7.1 

17.3 

_ 
-
-

23.0 

-
(33.1) 

-
(10.2) 

1.1 
$292.1 

2005 

$294.7 
8.0 

16.5 

-
-

(13.3) 

-
-

(9.6) 

-
(9.4) 

-
$286.9 

(Miliions) 

Reconciliation of fair value of plan assets 
(qualified plans) 

Fair value of plan assets at January 1 
Actual return on pian assets 
Employer contributions 
Participant contributions 
Plan spin off- Kewaunee sale 
Plan acquisitions - MGUC and MERC 
Plan acquisitions - PEC 
Benefit paymente 
Fair value of plan assets at December 31 
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$ 674^ 
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Pension Benefits 

2006 

$583.0 
67.3 
25.3 

-
— 

45.0 

-
(46.6) 

$674.0 

2005 

$588.9 
39.7 

8.2 

-
(15.5) 

-
_ 

(38.3) 
$583.0 
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Other Benefits 

2006 

$183.0 
16.5 
17.9 

_ 
-

5.4 

-
(10.0) 

$212.8 

2005 

$170.9 
11.3 
20.4 

-
(10.4) 

-
-

(9.2) 
$183.0 

Amounts recognized in Integrys Energy Group's Consolidated Balance Sheet at December 31 related to the benefit plans consisted of: 

(Miilions) 

Noncurrent assets 
Current liabilities 
Noncurrent liabilities 
Net assets 

Pension Benefits 

mff 

95.0 
' ' ' % [ 9 3 

2006 

$ -
3.8 

109.5 
$(113.3) 

Other B< 

r t^BK^KBSStT 

»nefits 

2006 

$ -
0.2 

79.1 
$(79.3) 

The accumulated benefit obligation for all defined benefit pension plans 
was $1.1 billion and $700.1 million at December 3 1 , 2007, and 2006, 
respectively. Information for pension plans with an accumulated benefit 
obligation in excess of plan assets is presented in the following table. 

December 3 1 , 

fM/;//onsJ 

Projected benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

2007 

$276.0 
240.4 
193.3 

2006 

$34.3 
32.2 

77 
Moving Forward )Ti/tegTy$ t n e r ^ C n » ^ , Inc. 



Notes to Consolidated Financial Statements 

The following table shows the amounts that have not yet been recognized in Integrys Energy Group's net periodic benefit cost as of December 31, 
Amounts related to the nonregulated entitles are included in accumulated other comprehensive income, while amounts related to the utilities are 
recorded as regulatory assets or liabilities. 

Pension Benefits Other Benefits 

fM////onsJ 

Accumulated other comprehensive income (pre-tax) 
Net actuarial loss 
Prior service coste (credite) 
Total 

Net regulatory assets 
Net actuarial loss (gain) 
Prior service costs (credite) 
Transition obligation 
Merger related regulatory adjustment 
Total 

Integrys Energy Group recorded the PEC pension assete acquired and 
liabilities assumed at fair value at the February 2007 acquisition date. 
PGL and NSG continue to have rates set based on their historical basis 
of accounting, including amortizations of prior service cost, actuarial 
losses, and transition obligations, which were recognized in the 
Consolidated Financial Statements as regulatory assete at the purchase 
date. The amount reflected in net periodic benefit cost in the table 
below is based on the amount used in the rate-setting process for PGL 
and NSG. The difference in the basis of accounting Is shown as a 
merger related regulatory adjustment in the table above. 

The estimated net loss and prior service cost for defined benefit 
pension plans that will be amortized as a component of net periodic 

2006 

$ 1.7 
(3.1) 

$(1.4) 

$31.1 
(11.8) 

2.5 

$21.8 

benefit cost during 2008 are $0.9 million and $5.1 million, respectively. 
The estimated net loss, prior service credit, and transition obligation 
for other postretirement benefit plans that will be amortized as a 
component of net periodic benefit cost during 2fX)S are $0.6 million, 
$(3.8) million, and $0.3 million, respectively. The estimated merger-
related regulatory adjustment that will be amortized as a component of 
net periodic benefit cost for defined pension and other postretirement 
benefit plans during 2008 is $2.6 million and $2.7 million, respectively. 

The following table presents the components ofthe consolidated net 
periodic benefit cost for the plans: 

Pension Benefits Other Benefits 

(Millions) 

Net periodic benefit cost 
Service cost 
Interest cost 
Expected return on plan assete 
Plan curtailmente (gain) loss 
Amortization of transition obligation 
Amortization of prior-sen/ice cost (credit) 
Amortization of net loss 
Amortization of merger related regulatory adjustment 
Net periodic benefit cost 

2006 

$24.2 
42.1 
(44.2) 

0.2 
5.1 
9.8 

2005 

$23.9 
40.3 
(43.6) 

0.2 
5.3 
8.7 

$37.2 $34.8 

2006 

$ 7.1 
17.3 

(13.5) 

0.4 
(2.2) 
5.3 

$14.4 

2005 

$ 8.0 
16.5 

(12-5) 

0.4 
(2.2) 
5.5 

$15.7 

Assumptions - Pension and Other Postretirement Benefit Plans 
The weighted average assumptions used at December 31 in accounting for the plans are as follows: 

Discount rate for benefit obligations 
Discount rate for net periodic benefit cost 
Expected return on assete 
Rate of compensation increase 

^L#ii§ 
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•*jMahBifc»* 
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Pension Benefits 

2006 

5.87% 
5.65% 
8.50% 
5.50% 

2005 1 ^ 

5.65% • 
5.75% H 
8.50% M 
5.50% H 

Other Benefits 

H H 2006 
|HHHH||9 

I B H 5.87% 
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2005 

5.65% 
5.75% 
8.50% 

-
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The assumptions used for Integrys Energy Group's medical and dental cost trend rates are shown in the following table: 

Assumed medical cost trend rate (under age 65) 

Ultimate trend rate 

ultimate trend rate reached in _ _ ^ ^ 

Assumed medical cost trend rate (over age 65) 
ultimate trend rate 
ultimate trend rate reached in _ ^ _ 

Assumed dental cost trend rate 

2006 

9.0% 
5.0% 

2010 

n.0% 
6.5% 

2011 

5.0% 

2005 

10.0% 
5.0% 

2010 

12.0% 
6.5% 

2011 

5.0% 

Assumed health care cost trend rates have a significant effect on the 
amounts reported by Integrys Energy Group for the health care plans. 
A 1% change In assumed health care cost trend rates would have the 
following effects: 

(Miilions) 

Integrys Energy Group 
Effect on total of sewice and interest 

cost components of net periodic 
postretirement health care benefit cost 

Effect on the health care component 
ofthe accumulated postretirement 
benefit obliqation 

1%lMni«tt 

$ 5.3 

$49.7 

rmamm 

Pension and Other Postretirement Benefits Plan Assets 
Weighted-average asset allocations of the plans at December 3 1 , 2007, 
and 2006, are as follows: 

Pension Plan Postretirement 

Assets at Plan Assets a t 

December 3 1 , December 3 1 , 

Asset categofy 

Equity securities 
Debt securities 
Real estate 
Total 

2007 

63% 
33% 

4% 
100% 

2006 

60% 
35% 
5% 

100% 

'mi. 
2006 

61% 
39% 

100% 

The target asset allocations for plans in place prior to the PEC merger 
for the above listed asset classes are as follows: pension plan—equity 
securities 60%, debt securities 35%, and real estate 5%; postretirement 
plan—equity securities 65% and debt securities 35%. The target asset 
allocations for plans acquired in the PEC merger are as follows: pension 
plan—equity securities 70% and debt securities 30%; postretirement 
plan—equity securities 60% and debt securities 40%. The Board of 
Directors has established the Employee Benefits Administrator 
Committee to manage the operations and administration of all benefit 
plans and related trusts. The Committee periodically reviews the asset 
allocation, and the portfolio is rebalanced when necessary. 

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 to contribute $24.8 million to pension plans and 
$12.8 million to other postretirement benefit plans in 2008. 

The following table shows the payments, refiecting expected future 
service, which Integrys Energy Group expects 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 Modernization Act of 2003, which will partially oflset 

other postretirement benefits. 

(Mi/lions) 

2008 
2009 
2010 
2011 
2012 
2013-2017 

U;-;^;/;>^:: 

10&P 
1 0 * 9 

.S4&4 

Defined Contribution Benefit Plans 
integrys Energy Group maintains 401 (k) Savings Plans for substantially all 
full-time employees. Prior to 2008, employees generally could contribute 
from 1 % to 30% of their base compensation to individual accounte within 
the 401 (k) Savings Plan. The Employee Stock Ownership Plan (ESOP) 
required a match in the form of shares of Integrys Energy Group's 
common stock equivalent to 100% o f the first 4% and 50% o f the next 
2% contributed by non-union employees. O r t a i n non-union employees 
automatically qualified for participation in the ESOP and certain union 
employees receive a conirlbution to their ESOP account regardless of 
their participation in the 401(k) Savings Plan. The ESOP held 2.3 million 
shares of Integrys Energy Group's common stock (market value of 
$121.9 million) at December 3 1 , 2007. Certain employees participate in 
a discretionary profit-sharing contribution and/or cash match in place of 
participation in the ESOP. Total coste incurred under these plans were 
$14.4 million in 2007, $9.4 million in 2006, and $8.4 million In 2005. 

In conjunction with the PEC merger, Integrys Energy Group made 

changes to the defined contribution benefit plans effective January 1, 

2008. These changes include: 

• A lump-sum company contribution component for certain 

employees; 

• Company match equivalent to 100% of the first 5% contributed by 

non-union employees; and 

• Employees can contribute up to 50% of their base compensation. 

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 1(X}% of their director fees. Compensation 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. Effective 
March 3 1 , 2008, the investment opt ion of indexing to Integrys Energy 
Group's return on equity will be closed to new contributions. 
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Notes to Consolidated Financial Statements 

The deferred compensation arrangemente in which distributions are made 
solely in Integrys Energy Group's common stock are classified as an equity 
instrument. Changes in the fair value o f the deferred compensation 
obligation are not recognized. The deferred compensation obligation 
associated with this arrangement was $24.6 million at December 31 , 
2007, and $19.9 million at December 3 1 , 2006. 

The portion of the deferred compensation obligation associated 
with deferrals that allow for distribution in cash is classified as a liability 
in the Consolidated Balance Sheete and adjusted, with a charge or 
credit to expense, to reflect changes in the fair value of the deferred 
compensation obligation. The obligation classified within other long-

term liabilities was $30.2 million at December 3 1 , 2007, and 
$26.8 million at December 3 1 , 2006. The costs incurred under this 
arrangement were $2.3 million in 2007, $3.0 million in 2006, and 
$2.6 million in 2005. 

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 a manner similar to accounting for treasury stock. 
The total cost of Integrys Energy Group's common stock held in the 
rabbi trust was $14.7 million at December 3 1 , 2007, and $13.2 million 
at December 3 1 , 2006. 

NOTE 20—PREFERRED STOCK OF SUBSIDIARY 
Integrys Energy Group's subsidiary, WPSC, has 1,000,000 authorized shares of preferred stock with no mandatory redemption and a $100 par value. 
Outstanding shares are as follows at December 3 1 : 

(M///ions, except share amounts) Series 

5.00% 
5.04% 
5.08% 
6.76% 
6.83% 

Total 

mr 

130.7tt $ 1 i t 

i ^ m ' -^cr"^' 

2006 

Shares 
Outstanding 

130,765 
29,920 
49,928 

150,000 
150,000 
510,613 

Carrying 
Value 

$13.1 
3.0 
5.0 

15.0 
15.0 

$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 surplus or other available surplus is not restricted by the terms 
of any indenture or other undertaking by WPSC. Each series of 
outstanding preferred stock is redeemable In whole or in part at WPSC's 
option at any time on 30 days' notice at the respective redemption 
prices. WPSC may not redeem less than all, nor purchase any, of its 
preferred stock during the existence of any dividend default. 

In the event of WPSC's dissolution or liquidation, the holders of 

preferred stock are entit led to receive (a) the par value of their preferred 

stock out of the corporate assets other than prc)fits 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 o f t h e surplus or net profite before any of such surplus or net 
profits are paid to the holders of common stock. Thereafter, 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, 

righte, and has no sinking fund provisions. 

NOTE 21—COMMON EQUITY 
Integrys Energy Group had the fol lowing shares outstanding at 

December 31 , 2007, and 2006, respectively: 

Shares outstanding at December 31 

Common stock, $1 par value, 
200,000,000 shares authonzed 

Treasury shares 
Average cost of treasury shares 
Shares in deferred compensation 

rabbi trust 
Average cost of deferred 

compensation rabbi trust shares 
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2006 

43,387,460 
12,000 
$25.19 

311,666 

$42.24 

Treasury shares at December 31 , 2007, and 2006, relate to our 
Non-Employee Direcrtors Stock Option Plan. All options under this plan 
have a ten-year life, but may not be exercised until one year after the 
date of grant. 

Pursuant to the merger with PEC, shareholders of PEC received 
0.825 shares of Integrys Energy Group (then known as WPS Resources) 
common stock, $1 par value, 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 $1.6 billion as of December 3 1 , 2007. 

In November 2005, Integrys Energy Group entered into a forward 
equity sale agreement with an affiliate of J.P Morgan Securities, Inc., 
as forward purchaser, relating to 2.7 million shares of Integrys Energy 
Group's common stock. On May 10, 2006, Integrys Energy Group 
physically settled the forward equity agreement (and, thereby, issued 
2.7 million shares of common stock) and received proceeds of 
$139.6 million. The proceeds were used to pay dovm commercial 
paper borrowings originally utilized to finance the acquisition of 
the natural gas distribution operations in Michigan and for general 
corporate purposes. 

We issue common stock under our Stock Investment Plan and under 
certain of our stock-based employee benefit plans. These stock 
issuances increased equity $45.7 mill ion, $25.0 million, and 
$29.0 million in 2007, 2006, and 2005, respectively 
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Reconciliation of Integrys Energy Group's 

common stock shares 
Common Stock 

Shares Outstanding 

Balance at December 31, 2004 

Shares issued 
Stock Investment Plan 

Stock-based compensation 
Common stock offering 

Rabbi trust shares 
Balance at December 31, 2005 

Shares Issued 
Stock Investment Plan 

Stock-based compensation 
Common stock offering 

Rabbi trust shares 

Balance at December 31 , 2006 
Shares Issued 

Merger with PEC 

Stock Investment Plan 

Stock-based compensation 
Rabbi trust shares 

Balance at December 3 1 , 2007 

37,500,791 

370,928 
262,714 

1,900,000 

55,465 
40,089,898 

406,878 

134,392 

2,700,000 
56,292 

43.387.460 

31,93B/49t 
529,935 
444,041 

40,829 

76,340,^S6 

Dividends 
Integrys Energy Group is a holding company and our ability to pay 
dividends Is largely dependent upon the ability of our subsidiaries to pay 
dividends to us. The PSCW has by order restricted our subsidiary, WPSC, 
to paying normal dividends on Its common stock of no more than 103% 
of the previous year's common stock div idend The PSCW also requires 
WPSC to maintain a financial capital structure (i.e., the percentages by 
which each of common stock equity, preferred stock equity and debt 
constitute the total capital Invested In a utility), which has a common 
equity range of 50% to 55%. The PSCW has also established a targeted 
financial common equity ratio at 52% that results in a regulatory common 
equity ratio of 57.46%. The primary difference between the financial and 
the regulatory common equity ratio relates to certain off-balance sheet 
obligations; primarily purchased power obligations, considered by the 
PSCW in establishing the financial common equity target Eadi of these 
limitations may be modified by a future order o f the PSCW. Our right to 

(Miliions, except per share amounts) 

receive dividends on the common stock of WPSC is also subject to the 

prior righte of WPSC's preferred shareholders and to provisions in WPSC's 

restated articles of incorporation which limit the amount of common 

stock dividends which WPSC may pay if ite common stock and common 

stock surplus accounte constitute less than 25% of ite total capitalization. 

These limitations are not expected to limit any dividend paymente in the 

foreseeable future. A t December 3 1 , 2007, WPSC had $335.9 million of 

retained earnings available for the payment of dividends. 

UPPCO's indentures relating to its first mortgage bonds contain certain 

limitations on the payment of cash dividends on ite common stock, 

which is held solely by Integrys Energy Group. Under the most restrictive 

of these provisions, $26.1 million of retained earnings were available at 

December 3 1 , 2007, for the payment of common stock cash dividends 

by UPPCO. 

For the year ended December 3 1 , 2007, PEC, MGUC, MERC, and 

Integrys Energy Sen/ices have not made any dividend paymente. These 

companies do not have any dividend restrictions. 

A t December 31 , 2007, Integrys Energy Group had $680.4 million of 
retained earnings available for the payment of dividends. Integrys 
Energy Group does not have any dividend restrictions. 

Earnings Per Share 
Basic earnings per share are computed by dividing income available for 
common shareholders by the weighted average number of shares of 
common stock outstanding during the period. Diluted earnings per 
share are computed by dividing Income available for common 
shareholders by the weighted average number of shares of common 
stock outstanding during the period adjusted fo r the exercise and/or 
conversion of all potentially dilutive securities. Such dilutive items 
include in-the-money stock options, performance stock righte, and 
shares related to the fonvard equity transaction discussed above. The 
calculation of diluted earnings per share for the years shown below 
excludes some insignificant stock option and performance stock rights 
that had an anti-dilutive effect. The fol lowing table reconciles the 
computation of basic and diluted earnings per share: 

2006 2005 

Numerator: 

Income from continuing operations 

Discontinued operations, net of tax 

Cumulative effect of change in accounting principles, net of tax 

Preferred stock dividends declared 

$151.6 

7.3 

(3.1) 

S150.6 

11.5 

(1.6) 

(3.1) 
Net earnings available for common shareholders $155.8 $157.4 

Denominaton 

Average shares of common stock outetanding 
Effect of dilutive securities 

Stock options 

basic - v l ^ 42.3 

0.1 

38.3 

0.4 
Average shares of common stock outstanding - diluted 

î WSl 
42.4 38.7 

Net earnings per share of common stock 

Basic 

Diluted m. $3.68 
3.67 

$4.11 
4.07 
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Notes to Consolidated Financial Statements 

NOTE 22—STOCK-BASED COMPENSATION 
In May 2007, Integrys Energy Group's shareholders approved the 2007 
Omnibus Incentive Compensation Plan (2007 Omnibus Plan). Under the 
provisions ofthe 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 th^ plans will continue to exist for purposes 
of the existing outetandlng stock-based compensation. At December 31, 
2007, stock options, performance stock righte, restricted shares, and 
stock appreciation righte were outstanding under the various plans. 

Stock Options 
Under the provisions ofthe 2007 Omnibus Plan, no single employee 
who is the chief executive officer of Integrys Energy Group or any ofthe 
other firtur highest compensated officers of Integrys Energy Group and 
ite 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 
mari<et value ofthe stock on the date the stock option is granted. 
One-fourth ofthe stock options granted vest and become exercisable 
each year on the anniversary of the grant date. 

The fair values of stock option awards granted in May 2007 and 
December 2006 were estimated using a binomial lattice model. 
The expected term of option awards is calculated based on historical 
exercise behavior and represente the period of time that options 
granted are expected to be outstanding. The risk-free interest rate 
is based on the U.S. Treasury yield cun/e. The expected dividend 
yield incorporates the post-merger dividend rate as well as historical 
dividend Increase patterns. Integrys Energy Group's expected stock 
price volatility was estimated using the 10-year historical volatility. 

The fair values of stock option awards granted in December 2005 
were estimated using the Black-Scholes option-pricing model. The 
following table shows the weighted-average fair values along with 
the assumptions incorporated into the models: 

" " 2006 2005 

Weighted-average fair value 
Expected term 
Risk-free interest rate 
Expected dividend yield 
Expected volatility 

$6.04 
6 years 
4.42% 
4.90% 

17% 

$4.40 
6 years 
4,38% 
4,73% 

12% 

Total pre-tax compensation cost recognized for stock options during 
the years ended December 31, 2007, and 2006, was $1.8 million and 
$1.8 million, respectively No compensation cost was recognized for 
stock options in 2005, as Integrys Energy Group did not adopt the fair 
value recognition provisions of SFAS No. 123(R), "Share-Based Payment," 
until January 1, 2006, The total compensation cost capitalized in 2007 
and 2006 was Immaterial. As of December 31, 2007, $1.9 million of 
total pre-tax compensation cost related to unvested and outstanding 
stock options is expected to be recognized over a weighted-average 
period of 2.9 years. 

Cash received from option exercises during the years ended December 31, 
2007, 2006, and 2005, was $14.0 million, $1.9 million, and $5.9 million, 
respectively. The tax benefit realized from these option exercises was 
$2.3 million in 2007, immaterial in 2006, and $1.3 million In 2005, 

A summary of stock option activity for the year ended December 31, 
2007, and the number of outstanding and exercisable stock options at 
December 31, 2007, is presented below: 

Weighted-Average Aggregate 
Weighted-Average Remaining Intrinsic 

Stock Exercise Price Contractual Lrfe Value 
Options Per Share (in Years) (Millions) 

Outetanding at December 31, 2006 
Converted options from merger 
Granted 
Exercised 
Forfeited 
Expired 

1,968.625 

Outstanding at Decemlser 31, 2007 
Exerdsable at December 31, 2007 1.^Bg,1g& $4443 

On February 21, 2007, all of PEC's then outetanding stock options were 
converted Into 377,833 Integrys Energy Grciup stock options based on 
the exchange ratio of 0.825. These options were fully vested prior to 
the merger date. 

During the years ended December 31, 2006, and 2005, the intrinsic value 
of options exercised totaled $0.9 million and $3.3 million, respectively. 

The aggregate intrinsic value for outstanding and exercisable options in 
the above table represente the total pre-tax intrinsic value that would have 
been received by the option holders had tiiey all exercised their options at 
December 31,2(X)7. This is calculated as the difl^rence between Integrys 
Energy Group's closing stock price on December 31, 2007, and the option 
exercise price, multiplied by the number of in-the-money stock options. 

Performance Stock Rights 
Performance stock righte vest over a three-year performance period and 
are paid out in shares of tntegr/s Energy Group's common 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 calculated by multiplying a performance percentage 
by the number of outstanding stock rights at the completion of the 
vesting period. The performance percentage is based on the total 
shareholder return of Integrys Energy Group's common stock relative to 
the total shareholder return of a peer group of companies. The payout 
may range from 0% to 200% of target. 

The fair value of performance stock right awards granted in Decemhfer 
2005 was estimated using Integrys Energy Group's common stock price 
on the date of grant, less the present value of expected dividends over 
the three-year vesting period, assuming a payout of 100% of target. 
The fair values of performance stock rights granted in May 2007 and 
December 2006 were estimated using a Monte Carlo valuation model, 
incorporating the assumptions In the table on the next page. The 
nsk-free interest rate is based on the U.S. Treasury yield curve. The 
expected dividend yield incorporates the post-merger dividend rate as 
well as historical dividend increase patterns. The expected volatility was 
estimated using three years of historical data. 
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Expected term 

Risk-free interest rate 

Expected dividend yield 

Expected yolat i l i^ 

2006 

3 years 

4.74% 

4.90% 

14,40% 

Pre-tax compensation cost recorded for performance stock rights for 
the years ended December 3 1 , 2007, 2006, and 2005, was $3.5 million, 
$2.8 million, and $3.4 million, respectively. The total compensation cost 
capitalized during these same years was immaterial. As of December 3 1 , 
2007, $2.3 million of total pre-tax compensation cost related to 
unvested and outstanding peri^ormance stock rights is expected to be 
recognized over a weighted-average period of 1.7 years. 

A summary of the activity related to performance stock righte for the 

year ended December 3 1 , 2007, is presented below: 

Performance 

Stock Rights 
Weig hted-Average 

Grant Date Fair Value 

Outstanding at 
December 31, 2006 

Granted 
Forfeited 
Outstandir\g at 

December 31, 2007 

215,568 
40,590 
38,700 

217.458 

$45.58 

• " ^ ^ ^ ' ^ ^ ^ 

$47.94 

No performance shares were distributed during the year ended 
December 3 1 , 2007. 

Restricted Shares 
In December 2006, May 2007, and September 2007, a portion of tiie 

long-term incentive was awarded in the form of restricted shares. Most 

of these shares have a four-year vesting period, with 25% of each awarcJ 
vesting on each anniversary o f t he grant date. During the vesting period, 
award recipiente have voting righte and are entitied to dividends in the 
same manner as other common shareholders. f?estrtcted shares have a 
value equal to the fair market value o f t he shares on the grant date. 
Total pre-tax compensation cost recognized for restricted shares was 
$1.4 million during the year ended December 3 1 , 2007, and immaterial 
for the year ended December 3 1 , 2006. The total compensation cost 
capitalized In 2007 and 2006 was immaterial. As of December 3 1 , 2007, 
$3.8 million of total pre-tax compensation cost related to tiiese awards is 
experted to be recognized over a weighted-average period of 3.1 years. 

A summary of the activity related to restricted shares for the year ended 

December 3 1 , 2007, is presented below: 

Restricted Weighted-Average 
Shares Grant Date Fair Value 

Outetanding at 

December 31,2006 
Granted 
Vested 

Forfeited 
Outstanding at 

December 3 1 , 2007 

71,424 $52.73 

Stock Appreciation Rights 
On Febmary 2 1 , 2007, all of PEC's then outetandlng stock appreciation 

rights were converted into 14,021 Integrys Energy Group stock 

appreciation rights. The fair value o f t h e stock appreciation rights is 

estimated with a Black-Scholes model and was not significant at 

December 3 1 , 2007. No stock appreciation righte were issued during 

the year ended December 3 1 , 2007. 

NOTE 23—REGULATORY ENVIRONMENT 
Wisconsin 
On February 11, 2008, WPSC filed with the PSCW to reopen its 2008 
fuel filing, requesting an increase in retail rates. The increase is intended 
to recover $13-4 million of additional fuel and related coste in 2008. The 
increase in costs is due to a later start-up of the Weston 4 unit, increased 
coal and coal transportation costs, and increased natural gas coste. The 
rate increase is anticipated to go into effect March 3, 2008, subject to 
refund based on an audit o f the fuel filing. 

On October 6, 2007, Weston 3, a 321.6-megawatt base load coal-fired 
generating facility located near Wausau, Wisconsin, sustained 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, the turbine rotors, and the boiler feed pumps. WPSC incurred 
approximately $7 million of incremental pre-tax non-fuel operating and 
maintenance expenditures through December 31 , 2007, to repair and 
return Weston 3 to service. WPSC has insurance in place that is expected 
to cover all equipment damage costs, less a $1.0 million deductible. 
WPSC was granted appnoval from the PSCW to defer the costs, net of 
insurance recoveries, for recovery in a future rate proceeding. WPSC also 
Incurred a total of $21.7 million of incremental pre-tax fuel and purchased 
power costs through December 31 , 2CX37, and a total of approximately 
$24 million during the entire 14-week outage. WPSC filed a request 
with the PSCW to defer the replacement purchased power coste for 
the Wisconsin retail portion of these costs and was granted approval 
retroactive to October 6, 2007. It Is anticipated that WPSC will recover 

replacement purchased power costs for the Michigan retail portion of 
these coste thrc)ugh the annual power supply cost recovery mechanism. 

Assuming favorable outcomes for the recovery of deferred replacement 

purchased power and non-fuel operating and maintenance expenses, 

WPSC does not expect this incident to have a material impact on 

future eamings. 

The PSCW approved the merger with PEC as of February 16, 2007. 

The merger approval order contains the fol lowing conditions: 

• WPSC will not have a base rate increase for natura! gas or electric 
service prior to January 1, 2009. WPSC was allowed to adjust rates 
for changes in purchased power coste as well as fuel costs related to 
electric generation due to changes in the NYMEX natural gas fijtures 
prices, coal prices, and transportation coste for coal. WPSC made this 
ifuel and purchased power cost filing on Aug js t 14, 2CX)7, requesting 
an increase of $33.3 million (3.6%). The August 14, 2007, fuel and 
purchased power cost filing included recovery o f t h e increased 
electric transmission coste and recovery of defened MISO Day 2 coste 
over three years. The PSCW granted a proposed increase effiective 
January 16, 2008, which reflected updated fuel and purchased power 
cost Information. The final rate order Issued on January 15, 2(X)8, 
allowed for a $23.0 million (2.5%) retail electric rate increase and 
included recovery of defened 2005 and 2006 MISO Day 2 coste 
over a one-year period and increased transmission coste. 

Moving Forward \riBQrys 
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• WPSC was required to seek approval for the formation of a service 
company within 120 days o f the closing of the merger. On June 8, 
2007, Integrys Energy Group and its regulated utilities filed 
applications wit i i the ICC, PSCW, MPUC, and MPSC seeking the 
necessary regulatory approvals or waivers associated with the 
formation and operation o f t he service company. All required 
regulatory approvals were received and Integrys Business Support, 
LLC became an operational centralized service company on 
January 1,2008. 

• WPSC will not recover merger related transaction costs. Recovery of 
merger related transition costs in 2009 and later years will be limited 
to the verified synergy savings in those years. 

• WPSC will hold ratepayers harmless from any increase in interest and 
prefen'ed stock coste attributable to nonutility activities, provided that 
the authorized capital stnjcture is consistent with the authorized costs. 

• WPSC will not pay dividends to Integrys Energy Group in an amount 
greater than 1 C)3% of the prior year's dividend. 

On January 11, 2007, the PSCW issued a final written order authorizing 
a retail electric rate increase of $56.7 million (6.61%) and a retail natural 
gas rate increase of $18.9 million (3.77%), effective January 12, 2007. 
The 2007 rates reflect a 10.9% return on common equity. The PSCW 
also approved a common equity ratio of 57.46% in Its regulatory capital 
structure. The 2007 retail electric rate Increase was required primarily 
because of increased costs associated with electric transmission, costs 
related to the constnjction of Weston 4 and the additional 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 Improvemente necessary 
to ensure the reliability of the natural gas distribution system and coste 
associated with ihe remediation of former manufactured gas plant sites. 

In 2006, WPSC filed an agreement with the PSCW to refund a port ion 
of the difference between the projected fuel costs in the 2006 
Wisconsin retail rate case and actual fuel costs incurred from January 
2006 through March 2006, as well as the projected fuel savings in April 
through June 2006. In March 2007, the PSCW approved a refund to 
WPSC retail electric customers of $14.5 million. This refund had been 
accrued at December 3 1 , 2006. The refund resulted in a credit to 
customers' bills over the period mid-March through mid-April. At 
December 3 1 , 2007, a regulatory liability of $1.9 million remained t o be 
refunded to customers in 2008, and was included in the final order for 
the fuel filing and in the 2008 rate increase described previously 

On December 22, 2005, the PSC:W issued a final written orcJer authorizing 
a retail electric rate increase of $79.9 million (10.1%) and a retail natural 
gas increase of $7.2 million (1.1%), effective January 1,2006. The 2006 
rates reflect an 11.0% return on common equity. The PSCW also 
approved a common equity ratio of 59.7% in Its regulatory capital 
structure. The 2006 retail electric rate Increase was required primarily 
because of higher fijel and purchased power coste (including costs 
associated with the Fox Energy Center power purchase agreement), 
and also for costs related to the construction of Weston 4, higher 
transmission expenses, and recovery of a portion of the costs related 
to the 2005 Kewaunee outage. Partially offsetting the Items discussed 
above, retail electric rates were lowered to reflect a refund to customers 

of the proceeds received from the liquidation of the nonqualified 
decommissioning trust fund as a result o f t h e sale of Kewaunee 
(discussed below). The 2006 retail natural gas rate increase was driven 
by infrastructure improvemente necessary to ensure the reliability of the 
natural gas distribution system. 

WPSC received $127.1 million of proceeds from the liquidation of the 
Kewaunee nonqualified decommissioning trust fund In 2005, to be 
refunded to customers in the following manner 

• The PSCW ruled that WPSC's Wisconsin customers were entit led to 

be refunded approximately 85% of the proceeds over a two-year 

period beginning on January 1 , 2006. 

• The MPSC njled that WPSC's Michigan customers were entitied to be 
refunded approximately 2% of the proceeds over a 60-month period, 
beginning in the third quarter of 2C)05. Subsequentiy, the MPSC 
issued an order authorizing WPSC to amortize the approximately 

$2 million remaining balance o f t he refund simultaneously with the 

amortization of approximately $2 million of the 2005 power supply 

under collections from January 2007 through July 2010. 

• The FERC njled that WPSC's wholesale customers were entitied 
to be refunded the remaining 13% o f the proceeds. A refund of 
approximately $3 million was made to one customer in the second 
quarter of 2006, which was offeet by approximately $1 million related 
to both the loss WPSC recorded on the sale of Kewaunee and costs 
Incurred related to the 2005 Kewaunee outage. Pursuant to the FERC 
order settlement received on August 14, 2007, WPSC completed 
lump-sum paymente to the remaining FERC customers of approximately 
$16 million (including interest, representing their contributions to the 
nonqualified decommissioning tnjst fund during the period in which 
they received service from WPSC. The settlement would also require 
these FERC customers to make two separate lump-sum paymente to 
WF*SC with respect to the loss from the sale of Kewaunee and the 
2005 Kewaunee power outage. Paymente made to WPSC total 
approximately $1 million and $8 million, respectively, and were netted 
against the $16 million refund due to these customers. 

At December 3 1 , 2007, WPSC had recorded a $1.3 million regulatory 

liability representing the amount of proceeds received from the 

liquidation of the nonqualified decommissioning trust fund remaining 

to be refunded in 2008. 

The PSCW disallowed recovery of 50% of the 2005 loss on the sale of 
Kewaunee. The entire loss had previously been approved for deferral, 
resulting in WPSC writing off $6.1 million o f the regulatory asset previously 
recorded. WPSC petitioned the PSCW for rehearing on this matter; however, 
the request for rehearing was denied and this decision is now final. 

On Febnjary 20, 2005, Kewaunee was temporarily removed from 
service after a potential design weakness was identified in Ite auxiliary 
feedwater system. In WPSC's 2006 rate case, the PSCW determined 
that it was reasonable for WPSC to recover all deferred coste related to 
the 2005 Kewaunee forced outage over a five-year period, beginning 
on January 1, 2006. At December 3 1 , 2007, $29.3 million was left to be 
collected from ratepayers and remained recorded as a regulatory asset 
related to this outage. 
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In 2005, WPSC received notification from its coal transportation suppliers 
that ejttensive maintenance was required on the railroad tracks that lead 
into and out o f the Powder River Basin. During the maintenance efforts, 
WPSC received approximately 87% of the expected coal deliveries. WPSC 
took steps to conserve coal usage and secured alternative coal supplies at 
ite affected generation facilities during that time. The PSCW approved 
WPSC's request for deferred treatment of the incremental fuel coste 
resulting from the coal supply issues. As of December 31 , 2007, $3.0 million 
was deferred related to this matter These costs were addressed in WPSC's 
2007 retail electric rate case and will be recoverable in 2008. 

Michigan 
On December 4, 2007, the MPSC issued a final written order 
authorizing a retail electric rates Increase of $0.6 million, effective 
December 5, 2007. WPSC's last retail electric rate increase in Michigan 
was effective in July 2003. The 2008 rates ref iea a 10.6% return on 
common equity. The MPSC also approved a common equity ratio of 
56.4% in its regulatory capital structure. The 2008 retail electric rate 
increase was required because of increased costs primarily related to 
the construction of Weston 4 and the costs to maintain and operate the 
plant, a decrease in industrial load, and inflation since July 2003. As 
approved by the MPSC, effective December 5, 2007, WPSC also began 
recovering the capacity payments related to its power purchase 
agreement with Dominion Energy Kewaunee, LLC through the power 
supply cost recovery mechanism. 

On June 27, 2006, the MPSC issued a final written order authorizing a 
retail electric rate increase for UPPCO that reflects a 10.75% return on 
common equity and a common equity ratio of 54.9% in its regulatory 
capital structure. The Increased retail electric rate does not reflect tiie 
recovery by UPPCO of any deferred costs associated with the Silver 
Lake incident, which will be addressed in a future rate proceeding. 

Illinois 
On March 9, 2007, PGL and NSG filed requests with the ICC to 
increase natural gas rates on an annualized basis for PGL and NSG by 
$102.5 million and $6.3 million, respectively, for 2008. Both the PGL 
and NSG filings included an 11.06% return on common equity and a 
common equity ratio of 56% In their regulatory capital structure. In 
addition, PGL and NSG proposed the following "riders" that would 
allow changes in costs to be passed through between rate cases. Other 
than the infrastructure rider, which was a mechanism to recover the 
return on, and return of, capital investment in excess of historical capital 
investment associated with accelerating the replacement of cast iron 
mains and only applied to PGL, the riders that applied to both PGL 
and NSG were: 

• a "decoupl ing" mechanism that would allow PGL and NSG to adjust 
rates going fonA/ard to recover or refund the difference between 
actual recovered non-gas costs recovered in revenue and authorized 
non-gas costs; 

• a mechanism to recover the natural gas cost portion of uncollectible 

expense based on current natural gas prices; and 

• a mechanism to recover $6.4 million and $1.1 million of energy 
efficiency costs for PGL and NSG, respectively, under a program to 
be approved by the ICC. 

On February 5, 2008, the ICC issued a final written order authorizing 
a rate increase of $71.2 million for PGL, which includes a retum on 
common equity of 10.19% and a common equity ratio of 56% in ite 
regulatory capital structure, and a rate decrease of $0.2 million for NSG, 
which includes a return on common equity of 9.99% and a common 
equity ratio of 56% in its regulatory capital structure. The order includes 
approval o f t h e decoupling mechanism as a four-year pilot and the 
energy efficiency mechanism for both PGL and NSG. The infrastnjcture 
mechanism (proposed by PGLJ and the uncollectible expense 
mechanism (prcjposed by both PGL and NSG) were not apprc)ved. 
PGL and NSG filed tariffs in compliance with the order on February 8, 
2(K)8, and the new rates went into effect on February 14, 2008. A 
rehearing request, which is a prerequisite for any party wishing to 
appeal the order, is due 30 days after service o f t h e order. 

The PEC merger was effective February 21 , 2007. PGL and NSG are 

wholly owned by PEC. On February 7, 2007, the ICC approved the PEC 

merger by accepting an agreed upon order among the active parties t o 

the merger case. The orcJer included Conditions of Approval regarcJing 

commitmente by the applicants to: 

• provide certain reports, 

• perform studies of the PGL natural gas system, 

• promote and hire a l imited number of union employees in 

specific areas, 

• make no reorganization-related layofl^ or position reductions within 

the PGL union woricforce, 

• maintain both the PGL and NSG operation and maintenance and 
capital budgete at recent levels, 

• file a plan for formation and implementation of a service company, 

• accept certain limite on the merger-related coste that can be 

recovered from ratepayers, and 

• not seek cost recovery for any increase in deferred tax assete that 
may result f rom the tax treatment of the PGL and NSG storage 
natural gas Inventory in connection with closing the meiger. 
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The Conditions of Approval also included commitments with respect 
to the recently completed rate cases of PGL and NSG. These are 
the inclusion of merger synergy savings of $11.4 million at PGL and 
$1.6 million at NSG in the proposed test year, the recovery of $6.2 million 
at PGL and $0.8 million at NSG of the merger-related costs in the test 
year (refiecting recovery of $30.9 million at PGL and $4.2 million at NSG 
of costs over 5 years), proposing a combined PGL and NSG $7.5 million 
energy efficiency program which was contingent on receiving cost 
recovery In the rate case orders, and filing certain changes to the small 
volume transportation service programs. Finally, the order provides 
authority for PGL and NSG to recover from ratepayers in a future rate case 
up to an additional $9.9 million of combined merger coste, for a maximum 
potential recovery of $44.9 million. PGL and NSG must demonstrate in the 
future that merger synergy savings realized have exceeded the merger 
coste. As of December 31 , 2007, the regulatory asset balance representing 
merger coste to be recovered totaled $12.8 million at PGL and $1.7 million 
at NSG. 

Federal 
Through a series of orders issued by the FERC, Regional Through and 
Out Rates for transmission service between the MISO and the 
Pennsylvania, New Jersey, Maryland Interconnection were eliminated 
effective December 1, 2004. To 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) to be put into place. Load-
serving entities paid these SECA charges during a 16-month transition 
period from December 1, 2004, through March 3 1 , 2006. 

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 o f t he $19.2 million, as it Is probable 
that Integrys Energy Services' total eiq^osure will be reduced by at least 
$4.5 million due to inconsistencies between the FERC's SECA order and 
the transmission owners' compliance filings. Integrys Energy Services 
anticipates settling a portion of its SECA matters through vendor 
negotiations In 2008. Integrys Energy Services has reached settlement 
agreemente with three of ite 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, which is expected some t ime in 
2008, is consistent with the Initial Decision of the administrative law 
judge, Integrys Energy Services' exposure of $19.2 million may be 
reduced by as much as $13 million (pre-tax). 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. Since SECA Is a transition charge that ended on March 3 1 , 
2006, it does not directly impact Integrys Energy Sen/ices' long-term 
competitiveness because the only unresolved issue is the final FERC 
Order and pending refund. 

The SECA is also an issue for WPSC and UPPCO. It is anticipated that 
most of the SECA rate charges incun-ed by WPSC and UPPCO and any 
refunds will be passed on to customers through rates, and thus, will not 
have a material effect on the financial position or resulte of operations 
of WPSC or UPPCO. 



NOTE 24—SEGMENTS OF BUSINESS 
SFAS No. 131, "Disclosures About Segments of an Enterprise and 

Related Information," requires that companies disclose segment 

information based on how management makes decisions about 

allocating resources to segments and measuring their performance. 

Integrys Energy Group manages its reportable segments separately 

due to their different operating and regulatory environments. At 

December 3 1 , 2007, Integrys Energy Group reported five segmente, 

which are described below. 

• The two regulated segments include the regulated electric utility 
operations of WPSC and UPPCO, and the regulated natural gas 
utility operations of WPSC, MGUC, MERC, PGL, and NSG. PEC's 
regulated natural gas utility operations (PGL and NSG) were 
included In results of operations since the merger date. 

• Integrys Energy Services is a diversified nonregulated energy supply 
and services company serving residential, commercial, industrial, and 
wholesale customers in developed competitive markete in the 
United States and Canada. 

• The nonregulated oil and natural gas production segment includes 
the resulte of PEP, which were reported as discontinued operations. 
PEP engages in the acquisition, development and production of oil 
and natural gas reserves in selected onshore basins in the United 
States through direct ownership in oil, natural gas, and mineral 
leases. In September 2007, Integrys Energy Group completed the 
sale of PEP 

• The Holding Company and Other segment, another nonregulated 
segment, includes the operations of the integrys Energy Group 
holding company and the PEC holding company, along with any 
nonutility activities at WPSC, MGUC, MERC, UPPCO, PGL, and NSG. 
Equity earnings from our Investmente in ATC, WRPC, and GuarcJian 
Pipeline, LLC (prior to ite sale in 2006) are Included in the Holding 
Company and Other segment. 

The tables below present Information for the respective years pertaining 

to our operations segmented by lines of business. 

2007 (Miilions) 

Income Statement 

External revenues 
Intersegment revenues 

Depreciation and 

amortization expense 

Miscellaneous 

income (expense) 
Interest expense 

Provision (benefit) for 

income taxes 

Income (loss) from 

continuing operations 

Discontinued operations 
Preferred stock dividends 

of subsidiary 

Income (loss) available 

for common shareholders 

Total assets 
Cash expenditures for 

long-lived assets 

Electric 

U t i l i t y " 

$1,202.9 

43.2 

80.1 

8.3 

32.4 

51.5 

89.6 

-

2.2 

87.4 

2.470.8 

202.6 

Regi i la t8< l^ | j ^ ids 

Natural 
Gas 

Ut i l i ty ' " 

$2,102.5 

1.2 

97.7 

5.5 

53.4 

14.5 

29.6 

-

0.9 

28.7 

4.777.8 

158.8 

' ^ " ^ ^ 

Total 

Ut i l i ty" ' 

$3,305.4 

44.4 

177.8 

13.8 
85.8 

66.0 

119.2 

-

3.1 

116.1 

7.248.6 

361.4 

• ^ ^ m ^ - ^ ^ 
-T^^r^fTT 

Integrys 

Energy 

Services 

$6,975.7 

4.0 

14.4 

(0.3) 

13.5 

26.3 

83.2 

14.8 

-

98.0 

3,150.6 

20.5 

• - ? • , . , ^ ^ ' • 

O l i a n d 

Natural Gas 

ProductkMi 

$ -
-

-

0.1 
2.4 

(1.0) 

(2.5) 

58.5 

-

56.0 

_ 

-

nMra i tg ' 

Con^sanyand 

Other "̂  

$ 11.3 

1.2 

2.9 

81.4'^' 
93.7 

(5.3) 

(18.8) 

-

-

(18.8) 

1.911.4 

10.7 

1 ^ ^ ^ ^ ^ 
R ^ A X i n c ^ & v ^ 9 y G r o u p 

E^tiinaHons 

* -
; (49.6) 

! 

i (30.9) 
; (30.9) 

i 

-
-

-

_ 
(1,076.2) 

-

Consottdated 

$10,292.4 
-

195.1 

64.1 
164.5 

86.0 

181.1 

73.3 

3.1 

251.3 

11.234.4 

392.6 

Includes only uhHty operations. 
Nonutility operations are included in the Holding Company and Other column. 
Other miscellaneous incorvc includes $52.3 miilion of pre-ta>( income from equity method investments. 
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Notes to Consolidated Financial Statements 

Nonutility and 

2006 (Millions) 

Income Statement 
External revenues 
Intersegment revenues 
Depreciation and 

amortization expense 
Miscellaneous income (expense) 
Interest expense 
Provision (benefit) for income taxes 
Income (loss) from 

continuing operations 
Discontinued operations 
Prefen-ed stock dividends of subsidiary 
Income (loss) available 

for common shareholders 
Total assets 
Cash expenditures for 

long-lived assets 

Electric 
Utility'" 

$1,057.9 
41.5 

78.5 
3.2 

30.0 
48.6 

87.6 
-

2.1 

85.5 
2,368.0 

282.1 

Regulated Utilities 

Natural 
Gas 

Utility"' 

$676.1 
0.8 

32.7 
1.0 

18.1 
1.5 

(1.3) 
-

1.0 

(2.3) 
1,483.9 

54.6 

Total 
Utility"' 

$1,734.0 
42.3 

111.2 
4.2 

48.1 
50.1 

86.3 

-
3.1 

83.2 
3,851.9 

336.7 

Nonregulated Operations 

Integrys Holding 
Energy 

Services 

$5,151.8 
7.3 

9.4 
(11-4) 
15.4 
(5.0) 

65.0 
7.3 

-

72.3 
2,736.7 

5.5 

Company and 
Other <̂' 

$ 4.9 
1.2 

0.7 
66.0'^ 
51.7 
(0.1) 

0.3 

-
-

0.3 
741.5 

(0.2) 

Recondling 
Eliminations 

$ -
(50.8) 

-
06.0) 
(16.0) 

-

-
-
-

_ 
(468.4) 

-

Integrys 
Energy Group 
Consolidated 

$6,890.7 
-

121.3 
42.8 
99.2 
45.0 

151.6 
7.3 
3.1 

155.8 
6,861.7 

342.0 

'•''̂  Includes only utility operations. 
'•̂  Nonutility operations are included in the Holding Company and Other column. 
'^ Other miscellaneous income includes $42.2 million of pre-tax income from equity method investments. 

Nonutility and 

2005 (M///;onsJ 

Income Statement 

Extemal revenues 
Intersegment revenues 
Depreciation and 

amortization expense 
Miscellaneous income (ejq^ense) 
Interest expense 
Provision (benefit) for income taxes 
Income from 

continuing operations 
Discontinued operations 
Cumulative effect of change 

in accounting principle 
Prefen-ed stock dividends of subsidiary 
Income available 

for common shareholders 
Cash expenditures for 

long-lived assets 

Electric 
Utility'" 

$1,003.6 
33.5 

120.4 
52.0 
27.1 
37.0 

66.2 

-

-
2.0 

64.2 

373.9 

Regulated Utilities 

Natural 
Gas 

Utility'" 

$520.6 
1.4 

19.5 
0.7 
8.7 
7.3 

14.3 

-

-
1.1 

13.2 

36.4 

Total 
Utility'' 

$1,524.2 
34.9 

139.9 
52.7 
35.8 
44.3 

80.5 

-

-
3.1 

77.4 

410.3 

Nonregulati 

Integrys 
Energy 
Services 

$5,301.3 
13.6 

9.5 
(0.8) 
4.4 

(2.4) 

64.2 
11.5 

(1.6) 
-

74.1 

2.7 

ad Operations 

Holding 
Company and 

Other « 

$ -
1.1 

0.3 
41.4 "̂  
26.3 
(2.3) 

5.9 

-

-
-

5.9 

0.9 

Reconciling 
Eliminations 

$ -
(49.6) 

-
(4.5) 
(4.5) 

-

-
-

-
-

-

-

Integr^ 
Energy Group 
Consolidated 

$6,852.5 
-

149.7 
88.8 
62.0 
39.6 

150.6 
11.5 

(1.6) 
3.1 

157.4 

413.9 

'̂ ' Includes only utility operations. 
'̂ ' Nonutility operations are included in the Holding Company and Other column. 
î i Other miscellaneous income includes $31.8 million of pre-tax income from equity method /'nvestments. 

•^^EZiz^m. $6,890.7 $3,626.1 $6,825.5 

Revenues and assets of Canadian subsidianes. 
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NOTE 25—QUARTERLY FINANCIAL INFORMATION (Unaudited) 

(Miliions, except for share amounts) 

Operating revenues 
Operating income (loss) 
Income (loss) from continuing operations 
Discontinued operations, net of tax 
Preferred stock dividends of subsidiary 
Income (loss) available for common shareholders 

Average number of shares of common stock [basic) 
Average number of shares of common stock (diluted) 

Earnings (loss) per common share (basic) * 
Income (loss) from continuing operations 
Discontinued operations 
Earnings (loss) per common share (basic) 

Earnings (toss) per common share (diluted) * 
Income (loss) from continuing operations 
Discontinued operations 
Earnings (loss) per common share (diluted) 

-v - ' ^ ^Kf-r^- T^v^mmtsW^^^M^M"^^^^^^^ ^ 

MaPdi 

$2,746.6 
183.1 
117^ 

23.0 
0.8 

139.4 

57.5 
57.8 

$2.02 
0.40 
2.42 

2.01 
0.40 
2.41 

. j ^ , , . ^ . „ , . , . , ™ . _ _ — _ 

June 

$2^61.7 
(33.9) 
(39.61 
24.0 

0.8 
(16.4) 

76.0 
76.0 

$(0.53) 
0.31 
(0.22) 

(0.53) 
0.31 

(0.22) 

2flC7 ^ T 
S^>temt>er 0»£ mthe^ 

$2,1223 $^W1.6 
54.1 ;y64.l 
11.6 
32.3 

a? 
43.2 

76.2 
76.5 

91.9 
^ .0 ) 
0.8 

85.1 

76.5 
76.6 

$0.14 $1.19 
0.43 
0.57 

0.14 
0.42 
0.56 

10.08) 
11.11 

^1.19 
(0.08) 
i1.11 

' Ib ta l 

S15y!92.4 
367.4 
1*1,1 

73.3 
3.1 

2$1.3 

71.6 
71.8 

$2.49 
1.02 
3.51 

2.48 
1.02 
3.50 

* Earnings per share forthe wdi'^idusi quanecs do not total the year ended earnings per sfiara amount because of changes Co the average number of sdares outstanding and changes in inaemental 
issuable shares throughout theyp.ai. 

(Millions, except for share amountsj 

Three Months Ended 

March 

$1,995.7 
95.1 
59.3 

1.6 
0.8 

June 

$1,475.3 
67.6 
41.9 
(6.2) 
0.8 

2006 
September 

$1,555.1 
44.4 
28.0 
12.2 
0.7 

$1,864.6 
42.1 
22.4 
(0.3) 
0.8 

Total 

$6,890.7 
249.2 
151.6 

7.3 
3.1 

Operating revenues 

Operating income 
Income from continuing operations 

Discontinued operations, net of tax 
Preferred stock dividends of subsidiary 

Income available for common shareholders 

Average number of shares of common stock (basic) 
Average number of shares of common stock (diluted) 

60.1 

40.3 
40.6 

34.9 

42.2 
42.2 

39.5 

43.3 
43.4 

21.3 

43.5 
43.6 

155.8 

42.3 
42.4 

Earnings (loss) per common share (basic) * 
Income from continuing operations 
Discontinued operations 
Earnings per common share (basic) 

Earnings (loss) per common share (diluted) * 
Income from continuing operations 
Discontinued operations 
Earnings per common share (diluted) 

$1.45 
0.04 
1.49 

1.44 
0.04 
1.48 

$0.97 
(0.14) 
0.83 

0.97 
(0.14) 
0.83 

$0.63 
0.28 
0.V1 

0.63 
0.23 
0.91 

$0.50 
(0.01) 
0.49 

0.50 
(0.01) 
0.49 

$3.51 
0.17 
3.68 

3.50 
0.17 
3.67 

* Earnings per share for the individual quarters do not total the year ended earnings per share amount because of changes to the average number of shares outstarKiing and changes in incremental 
issuable shares throughout the year 

Because of various factors, the quarteriy results of operations are not necessarily comparable. 
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Report of Independent Registered Public Accounting Firm 

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

We have audited the accompanying consolidated balance 

sheets of Integrys Energy Group, Inc. and subsidiaries (the 

"Company") as of Decennber 3 1 , 2007, and 2006, and the 

related consolidated statements of income, common 

shareholders' equity, and cash flows for each of the three 

years In the period ended December 31 , 2007. These 

financial statements are the responsibility of the Company's 

management. Our responsibility is to express an opinion 

on these financial statements based on our audits. 

We conducted our audits in accordance with the standards 

o f t he 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 3 1 , 2007, and 2006, and the results of their 

operations and their cash flows for each of the three years 

in the period ended December 3 1 , 2007, in conformity with 

accounting principles generally accepted In the United States 

of America. 

As discussed in Note 19 to the consolidated financial 

statements, at December 3 1 , 2006, the Company adopted 

Statement of Financial Accounting Standards No. 158, 

"Employers' Accounting for Defined Benefit Pension 

and Other Postretirement Plans - an amendment of 

FASB Statements No. 87, 88, 106, and 132(R)." 

We have also audited, in accordance with the standards o f t he 

Public Company Accounting Oversight Board (United States), 

the Company's internal control over financial reporting as 

of December 31 , 2007, based on the criteria established 

in Internal Control—Integrated Framework issued by the 

Committee of Sponsoring Organizations o f t he Treadway 

Commission and our report dated February 27, 2008, 

expressed an unqualified opinion on the Company's internal 

control over financial reporting. 

Milwaukee, Wisconsin 

February 27, 2008 
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inancial and Other Statistics 

As of or fo r Year Ended December 31 

(PiAitlior^s, except per share amounts, stock price, return 

and number o f shareboiders and employees) 

Total revenues 

Income from continuing operations 

Income available for common shareholders 

Total assets 

Preferred stock of subsidiaries 

Long-term debt (excluding current portion) 

Shares of common stock (less treasury stock and shares in 

Outstanding 

Average 

Earnings per common share (basic) 

Income from continuing operations 

Earnings per common sliare 

Eamings per common share (diluted) 

Income from continuing operations 

Earnings per common share 

Dividend per share of common stock 

Stock price at year-end 

Book value per share 

Return on average equity 

Number of common stock shareholders 

Number of employees 

on average equrty. 

deferred compensation trust) 

2 0 D 7 " ' 

$ 1 0 > » U 

W 1 . 1 

2 5 1 ^ 

%r̂ s*A 

S1.1 

aa*5.i 

7WI 
TfA 

i3J9 
3LS1 

2 ^ 8 

3150 

256 

$&1.6» 

5 4 2 ^ 

&$% 
35^2 
5 3 1 

2006'^* 

$6,890.7 

151.6 

155.8 

6,861.7 

51.1 

1,287.2 

43,1 

42.3 

$3.51 

3.68 

3.50 

3.67 

2.28 

$54.03 

$35,61 

10.6% 

19,837 

3,326 

2005 

$6,825.5 

150.6 

157.4 

5,462.5 

51.1 

867.1 

39.8 

38.3 

$3.85 

4.11 

3.81 

4.07 

2.24 

$55.31 

$32.76 

13.6% 

20,701 

2,945 

2004 

$4,876.1 

156.6 

139.7 

4,376.8 

51.1 

865.7 

37.3 

37.4 

$4.10 

3.74 

4,08 

3.72 

2.20 

$49.96 

$29.30 

13.5% 

21,358 

3,048 

2003 

$4,309.8 

110.7 

94.7 

4,292.3 

51.1 

871.9 

36,6 

33,0 

$3.26 

2.87 

3.24 

2.85 

2.16 

$46.23 

$27.40 

11.5% 

22,172 

3,080 

'̂ ^ Includes the impact of the Peoples Energy Corporation merger on February 2 1 , 2007. 

'̂ ' Includes the impact of the acquisition of natural gas distribution operations from Aquila by Michigan Gas Utilities Corporation on April 1, 2006, and Minnesota Energy 

Resources Corporation on July 1, 2006, 
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B o a r d o f D i r e c t o r s * ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ M M I B M M 

Keith E. Bailey 
Age 65 • Tulsa, Oklahoma 
Former Chairman and Chief Executive Off icer-

The Williams Companies, Inc. 
(Director since 2005) M Financial Committee 

Richard A . Bemis 
Age 66 • Sheboygan Falls, Wisconsin 
Co-chairman of the Board of Directors - Bemis Manufacturing Company 
(Director since 1983) • Compensation Committee • 

Environmental Committee 

James R. Bor is 
Age 63 • Chicago, Illinois 
Former Chairman and Chief Executive Officer- Everen Capital Corporation 

and Everen Securities, Inc. (formerly Kemper Securities, Inc.) 
(Director since 1999) • Non-Executive Chainnan 

William J. Brodsky 
Age 64 • Chicago, Illinois 
Chairman and Chief Executive Officer- The Chicago Board Options Exchange 
(Director since 1997) • Compensation Committee 

Albert J. Budney, Jr. 
Age 60 • Dover, Massachusetts 
Former President - Niagara Mohawk Holdings, Inc. and 

Niagara Mohawk Power Corporation 
(Director since 2002) m Governance Committee (Chair) 

Pastora San Juan Cafferty 
Age 67 • Chicago, Illinois 
Professor emerita - University of Chicago 
(Director since 1988) • Governance Committee 

Ellen Carnahan 
Age 52 • Chicago, Illinois 
Managing Director- Seyen Capital Management LLC 
Managing Director- William Blair Capital Management, LLC 
("Director since 2003) • Audit Committee 

Diana S. Ferguson 
Age 44 • Chicago, Illinois 
Former Executive Vice President, Finance and Chief Financial Off icer-

Merisant Worldwide, Inc. 
(Director since 2005) • Audit Committee 

*Age is as of December 31, 2007. Years as director take into consideration service with Integrys Bnergy Group or Peoples Energy Corporation. 

Rober t C Ga l lagher 
Age 69 • Green Bay, Wisconsin 
Fomier Chairman ofthe Board - Associated Banc-Corp. 
(Director since 1992) • Financial Committee (Chair) 

Kathryn M. Hasselblad-Pascale 
Age 60 • Green Bay, Wisconsin 
Managing Partner- Hasselblad Machine Company, LLP 
(Directorsince 1987) ' Environmental Committee (Chair)" 

Governance Committee 

John W. Higgins 
Age 61 • Chicago, Illinois 
Chairman and Chief Executive Officer- Higgins Development Partners 
(Director since 2003) • Environmental Committee 

James L. Kemeriing 
Age 68 • Wausau, Wisconsin 
President and Chief Executive Officer - Rilser Oil Company, Inc. 
(Director since 1988} • Audit Committee • Financial Committee 

Michae l E. Lavin 
Age 62 • Chicago, Illinois 
Former Midwest Ajrea Managing Partner- KPMG LLP 
(Director since 2003) • Audit Committee (Chair) 

John C. Meng 
Age 63 • Green Bay, Wisconsin 
FomierChaiman o f ^ e Board- Schreiber Foods, Inc. 
(Director since 2000) m Compensation Committee (Chair) 

W i l l i am F. Protz, Jr. 
Age 63 • Northfield, Illinois 
Fomier President and Chief Executive Officer • 
(Director since 2001) • Audit Committee 

Santa's Best, LLP 

Larry L Weyers 
Age 62 • Chicago, Illinois 
President and Chief Executive Officer -
(Director since 1996) 

Integrys Energy Gnaup, Inc. 

M a n a g e m e n t Team** 

Lawrence T. Borgard 
President and Chief Operating Officer • 
Integrys Gas Group 
Age 46 • Years of service 23 

Charles A. Cloninger 
President- Minnesota Energy 
Resources Corporation 
Age 49 • Years of service 26 

Gary W. Erickson 
President- Michigan Gas 
Utilities Corporation 
Age 65 • Years of service 39 

Diane L. Ford 
Vice Presid&nt and 
Corporate Controller 
Age 54 • Years of service 32 

Bradley A. Johnson 
Vice President and Treasurer 
Age 53 • Years of service 28 

Thomas P. Meinz 
Executive Vice F*resident -
External Affairs 
Age 61 • Years of service 38 

Phillip M. Mikulsky 
Executive Wee President and 
Chief Development Officer 
Age 59 • Years of service 36 

Thomas A. Nardi 
Presi'd'enf - (ntegrys Business 
Support, LLC 
Age 53 • Years of sen/ice 7 

Barbara A. Nick 
President - Upper Peninsula 
Power Company 
Age 49 • Years of service 23 

Joseph P. O'Leary 
Senior Vice Presiderit and 
Chief Financial Officer 
Age 53 • Years of service 6 

Mark A. Radtke 
President- Integrys Energy 
Sen/ices, Inc. 
Age 46 • Years of service 24 

Desiree Rogers 
President-The Peoples Gas Light 
and Coke Company, and 
President - North Shore Gas Company 
Age 43 • Years of service 10 

Charles A. Schrock 
President-Wisconsin Public 
Service Corporation 
Age 54 • Years of service 28 

Bernard J. TremI 
Senior Vice President and 
Chief Human Resource Officer 
Age 58 • Years of service 35 

Larry L. Weyers 
President and Chief Executive O f ^ r 
Age 62 • Years of service 22 

Barth J. Wolf 
V/ce President - Chief Legal Officer 
and Secretary 
Age 50 • Years of service 19 

'̂ * Titie, age, and years of service are as of December 3T, 2007. Years of service take into consideration sen/ice with integrys Energy Group or a system company. 
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Comparative Five-Year Investm^ent Performance Graph (') 

The following graph presents a five-year connparison of: 

• Integrys Energy Group's comnnon stock cumulative total return, 

• Standard & Poor's (S&P) 500 Index, and 

• Edison Electric Institute (EEI) Gas and Electric Index for the last five fiscal years. 

300 

Comparison of Five-Year Cumulative Total Return' 

250 

200 

150 

100 

50 

2002 2003 2006 2007 

-^- Integrys Energy Group 

2004 2005 

YEAR 

•*- S&P 500 Index -•- EEI Gas and Electric Index 

2002 2003 2004 2005 2006 

Integrys Energy Group 
S&P 500 Index 

EEI Gas and Electric Index 

100 
100 
100 

125 
129 
125 

142 
143 
156 

164 
150 
183 

167 
173 
221 

Assumes $100 invested on December 31, 2002, In Integrys Energy Group Common Stock, S&P 500 Index, and EEI Gas and Electric Index, 

"̂  This performance graph is not to be deemed to be filed with the Securities and Exchange Commission, except to the extent specifically 
requested by Integrys Energy Group or incorporated by reference in documents otherwise filed. 

'̂  Total return assumes reinvestment of dividends. 
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Investor Information 

Shareholder nauines q 
Our transfer agent, American Stock Transfer & Trust Company, 

can be reached via telephone between 7 a.nn. and 6 p.m.. 

Central t ime, Monday through Thursday, or 7 a.m. and 4 p.m., 

Central t ime, Friday, by calling 800-236-1551. You also have 

direct access to your account 24 hours a day through the 

Internet at www.amstock.com. 

Our Investor Relations staff is also available to assist you 

by calling 800-228-6888 between 8 a.m. and 4:30 p.m., 

Central t ime, Monday through Friday. 

Mailing addresses and Internet addresses, along with additional 

telephone numbers, are listed on the back cover of this report. 

Common Stock 
The New York Stock Exchange is the principal market for 

Integrys Energy Group, Inc. common stock, which trades 

under the ticker symbol of TEG. 

You may purchase or sell 

our common stock through 

our Stock Investment Plan 

described below or 

through brokerage firms 

and banks that offer 

brokerage services. 

Common stock certificates 

issued before September 1, 1994, bear the name of Wisconsin 

Public Service Corporation and remain valid certificates. 

Common stock certificates issued from September 1, 1994, 

through February 21 , 2007, bear the name of WPS Resources 

Corporation and remain valid certificates. 

On December 31 , 2007, we had 75,992,234 shares of common 

stock outstanding, which were owned by 35,212 holders of record. 

Dividends 
We have paid quarterly cash dividends on our common stock 

since 1953, and we expect to continue that trend subject to 

Board approval. Future dividends are dependent on regulatory 

limitations, earnings, capital requirements, cash flows, and 

other financial considerations. 

Year Ended D e c e m b e r 31 (By Quarter) 

Dividends 
Per Share 

Price Range 
High Low 

m^ 2nd quarter 
3rd<|iiarter 
4#t quarter 

f :s83 
.660 
.660 
.660 

6 0 . ^ 
55.25 
54.10 

50.11 
4S.10 
50.02 

2006 1 st quarter 
2nd quarter 

3rd quarter 
4th quarter 

$2,563 

$ .565 
.565 

.575 

.575 

$57.75 
51.60 
52.88 
54.83 

$49.02 
47.39 

47.67 
49.18 

Anticipated record and payment dates for common stock 

dividends to be paid in 2008 are: 

Record Da;^ Payment Dstta 

Febnjsry29 
jL .nA20 

Soptcjviber 20 

If you are a record holder of our common stock, you may have 

your dividends electronically deposited in a checking or savings 

account at a financial institution. If you are a record holder and 

your dividends are not electronically deposited, we will mail 

your dividend check directly to you. 

If you are a record holder of our common stock and your 

dividend check is not received on the payment date, wait 

approximately ten days to allow for delays in mail delivery. 

Then, contact American Stock Transfer 6c Trust Company to 

request a replacement check. 

Stock Investment Plan 
We maintain a Stock Investment Plan for the purchase of 

common stock, which allows persons who are not already 

shareholders to become participants by 

making a minimum initial cash investment 

of $100. Our Plan enables you to maintain 

registration with us in your own name 

rather than with a broker in "street name." 

/ntegrys-

$2,280 

The Stock Investment Plan also provides 

you with options for reinvesting your 

dividends and making optional cash 

purchases of common stock directly 

through the Plan without paying brokerage 

commissions, fees, or service charges. 

Optional cash payments of not less than 

$25 per payment may be made subject to a maximum of 

$100,000 per calendar year. An automatic investment option 

allows you to authorize the deduction of payments from your 

checking or savings account automatically once each month, 

on the third day o f the month, by electronic means for 

investment in the Plan. 

Cash for investment must be received by the 3rd or 18th day of 

the month. Investment generally commences on or about the 5th 

or 20th day of the month, or as soon thereafter as practicable. 

The shares you hold in our Stock Investment Plan may be sold 

by the agent for the Plan as you direct us, or you may request 

a certificate for sale through a broker you select. We will 

accumulate sale requests from participants and, approximately 

every five business days, will submit a sale request to the 

independent broker-dealer on behalf of those participants. 
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Participation in the Stock Investment Plan is being offered 

only by means of a prospectus. If you would like a copy 

o f t he Stock Investment Plan prospectus, you may use 

American Stock Transfer & Trust Company's Web site at 

www.amstock.com, call American Stock Transfer & Trust 

Company at 800-236-1551, contact us by sending an e-mail 

to lnvestor@integrysgroup.com, or order or download the 

prospectus and enrollment forms from our Web site at 

www.integrysgroup.com under "Investors." 

Safekeeping Services 
As a participant in the Stock Investment Plan, you may transfer 

shares of common stock registered in your name into a Plan 

account for safekeeping. Contact American Stock Transfer &. 

Trust Company or our Investor Relations staff for details. 

Preferred Stock of Subsidiary 
The preferred stock of Wisconsin Public Service Corporation 

trades on over-the-counter markets. Payment and record dates 

for preferred stock dividends to be paid in 2008 are: 

Record Date Payment Date 

January 15 

April 15 

July 15 

October 15 

February 1 

May 1 

August 1 

November 1 

Stock Transfer Agent and Registrar 
Questions about transferring common or preferred stock, lost 

certificates, or changing the name in which certificates are 

registered should be directed to our transfer agent, American 

Stock Transfer & Trust Company, at the addresses or telephone 

numbers listed on the back cover. 

Address Changes 
If your address changes, write to American Stock Transfer & 

Trust Company at the address on the back of this report or use 

their Web site at www.amstock.com. 

Availability of Information 
Company financial information is available on our Web site at 

www.integrysgroup.com under Investors. 

You may obtain, without charge, a copy of our 2007 Form 10-K, 

without exhibits, as filed with the Securities and Exchange 

Commission, by contacting the Corporate Secretary at the 

corporate office mailing address listed on the back cover, 

or by using our Web site. 

Internet 
Visit our Web site at 

www.integrysgroup.com 

to find a wealth of 

information about 

our company and its 

subsidiaries. 

J ^ 

The site will give you 

instant access to Annual Reports, SEC filings, proxy statements, 

financial news, presentations, news releases, corporate 

governance, career opportunities, and much more. You may also 

download a copy of the prospectus for the Stock Investment 

Plan and the associated forms for participation in the Plan. 

The site is updated regularly, so visit it often. 

Annual Shareholders' Meeting 
Our Annual Shareholders' Meeting will be held on 

Thursday, May 15, 2008, at 10 a.m. Central daylight t ime at 

the Chase Auditorium in the Chase Tower, 10 South Dearborn, 

Chicago, Illinois. 

Proxy statements for our May 15, 2008, Annual Shareholders' 

Meeting were mailed to shareholders of record on April 4, 2008. 

Annual Report 
If you or another member of your household receives 

more than one Annual Report because of differences in the 

registration of your accounts, please contact American Stock 

Transfer & Trust Company so account mailing Instructions can 

be modif ied accordingly. 

This Annual Report is prepared primarily for the information of 

our shareholders and is not given in connection with the sale 

of any security or offer to sell or buy any security. 

Corporate Governance Information 
Corporate governance information, including our Corporate 

Governance Guidelines, our Code of Conduct, charters for 

the committees of our Board of Directors, By-Laws, and 

Articles of Incorporation, is available on our Web site at 

www.integrysgroup.com under "Investors." You may also 

obtain the information by written request to the Corporate 

Secretary at the mailing address fo r the corporate office 

indicated on the back cover of this report. 

Certifications 
We have filed as exhibits to our Annual Report on Form 10-K for 

the fiscal year ended December 3 1 , 2007, the certifications of 

our Chief Executive Officer and Chief Financial Officer required 

by Section 302 of the Sarbanes-Oxley Act. We also submitted 

to the New York Stock Exchange during 2007 the Annual CEO 

Certification required by Section 303A.12(a) o f t h e New York 

Stock Exchange Listed Company Manual. 
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Investor Relations 
Integrys Energy Group, Inc. 

700 North Adams Street 
Green Bay, WI 54301 

Mai l ing Address: 
Integrys Energy Group, Inc. 

P. O, Box 19001 
Green Bay, WI 54307-9001 

Telephone: 800'228-6888 
Fax: 920-433-1526 

E-Mail: investor@integrysgroup.com 

Financial Analyst Inquiries 
Steven R Eschbach, CFA 
Vice President - Investor Relations 
Integrys Energy Group, Inc. 
130 East Randolph Drive 
Chicago, IL 60601 
Telephone: 312-223-5408 

T E G ^^*^^^ Exchange Listing 
• • R H n n | New York Stock Exchange 

J r J I ^ S p Ticker Symbol : TEG 

I " I j t . Listing Abbrev ia t ion : IntegrysEngy 

Transfer Agent and Registrar 
For General In format ion: 

American Stock Transfer & Trust Company 

59 Maiden Lane 
islewYork, NY 10038 

W e b Site: www.amstock.com 

E-Mail: Info@amstock.com 

Telephone: 800-236-1551 (toll free), 718-921-8124 (international) 
Fax:718-236-2641 

For Div idend Reinvestment and Direct Stock Purchase 
American Stock Transfer & Trust Company 
Wall Street Station 
R O. Box 922 

New York, NY 10269-0560 
Telephone: 800-236-1551 (toll free) 

WISCONSIM UTILIPr l^fVESTORS, INC. 
With over 16,000 members, Wisconsin Utility Investors, Inc. (WUI) is an 
independent, non-profit organization representing the collective voices of 
all shareholders in Wisconsin utilities. It monitors and evaluates industry 
issues and trends and is a resource for Its members, regulators, andthe 
public. WUl can be reached by calling 608-663-5813 or by e-mail at 
contact@wuiinc.org. 

MINNESOTA UTILITY INVESTORS, INC. 
Minnesota Utility Investors, Inc. (MUl) is an independent, non-profit 
organization representing the collective voices of neariy 27,000 shareholders 
in electric and gas utilities operating in Minnesota. For more information, 
MUl can be reached by calling toll-free 888-850-5171 or by e-mail at 
mui@mnutililyinvestors.org. 

EQUAL EMPLOYMENT OPPORTUNITY 
Integrys Energy Group, Inc, is committed to equal employment opportunity 
for all qualified individuals without regard to race, color, religion, sex, 
national origin, age, sexual orientation, disability, disabled veterans, recently 
separated veterans, other protected veterans, and armed forces service 
medai veterans, or any other protected class. To this end, we support and 
will cooperate fully with all applicable laws, regulations, and executive 
orders in all of our employment policies, practices, and decisions. 

^ a ^ Printed on paper that contains 10% total recovered fiber/all post-consumer fiber. 

Subjects in photos were not placed in unsafe conditions -for tbe production of this Annual Report 

© 2Q08 Integrys Energy Group, Inc. 
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WPS Investments, 
LLC 

PEOPLES GAS. Ne^RTH SHORE GAS. 
NATURAL GAS DELIVERY NATURAL GAS DELIVERY 

WPS Investments owned approximately 34% of American Transmission Company, LLC at December 31, 2008, 

Pictured on front cover: 
Our front cover features Images from Integrys Energy Group's environment of energy. From caring for our natural envircinment {top left) t o 

providing natural gas, electricity from natural resources, reliable service In any weather and Investments In new renewable resources {bot tom 

left to right), our energy is focused on the future. 

Robin Langlais is a meter reader with Minnesota Energy Resources. Zachary Warden is a line electrician and Mark Slusarek is a lead line 

electrician with Wisconsin Public Service. 

Pictured on next page: 
Carlos Coronado, a gas supply administrator with Integrys Gas Group in Illinois, helps ensure a steady supply of clean-burning natural gas 
for customers. 

Integrys Energy Group, Inc. An Environment of Energy 



Year E n d e d D e c e m b e r 31 

Consolidated revenues-nonregulated (Mil i ions)* 

Consolidated revenues - utility (Millions) 

Margins - nonregulated segment (M///ionsJ * 

Margins - utility segments (Millions) 

Income from continuing operations (Miilions) * 

Income available for common shareholders (Millions) 

Earnings per common share (basic) 

Income from continuing operations 

Discontinued operations, net of tax 

Earnings per common share (basic) 

Earnings per common share (diluted) 

Income from continuing operations 

Discontinued operations, net of tax 

Earnings per common share (diluted) 

Dividends per share 

Book value per share 

Common stock price at year end 

Shares outstanding at year end (excludes treasury 

stock and shares in deferred compensation trust) 

Total assets (Miltions) 

2008 

$9,737.9 

4,309.9 

S3.6 

1 ,56^^ 

124.S 

1 2 ^ 

$1J i9 

0il6 
145 

1;!,,. . I l | ) 

; . 'I 

f l j58 
. 0196 

1i64 

$ 2168 

4 ^ 7 9 

$ ^ 1 ^ 

75.9^74S 

$i4^m.s 

2007 

$6,987.0 

3,305.4 

310.8 

1,261.2 

181.1 

251.3 

$2.49 

1.02 

3.51 

$2.48 

1.02 

3.50 

$ 2.56 

42.58 

$51.69 

75,992,234 

$11,234.4 

Percent 
Change 

39.4 

30.4 

(271.8) 

24.2 

(31.1) 

(49.7) 

(36.1) 

(94.1) 

(53.0) 

(36.3) 

(94.1) 

(53.1) 

4.7 

(4.2) 

(16.9) 

-

27.0 

Refer to Manageinenf's Discuss'on and Analysis for an explanation of changes f rom pr ior year. 

Year Ended December 31 (Millions) 2008 2007 

Net cash operating activities * 

Net cash investing activities * 

Net cash finandng activities * 

Net cash discontinued operations * 

$ (249^ 

(452^ 
911.1 

3.8 

$238.5 

(451.5) 

(459.2) 

690.2 

Change In cash and cash equivalents * $212.9 $ 18.0 

2006 

$ 72.9 

(1,030.1) 

891.7 

61.0 

S (4.5) 

•• Refer to Msnagen^em's Discussion and Analysis fcr an explanation of changes from pr ior year. 
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integrys 
Integrys Energy Group, Inc. is a holding connpany 

headquartered in Chicago, Illinois. Subsidiaries 

provide products and services in both regulated 

and nonregulated energy markets. 

REGULATED 
OPERATIONS 

THE PEOPLES GAS LIGHT AND COKE COMPANY 
BUSINESS 
• Established in 1855 (acquired by Integrys 

Energy Group on February 21, 2007): 

• Regulated natural gas utility^ 

FACILITIES 

• Approximately 4,400 miles of transmission 
and distribution malh, approximately 43% of 
which is cast iron mam and 22% of which is 
plastic main, and I t natural gas distribution 

% .Pf *, ' ,•>*, 

. , . . I " | - i ' i i | j 

i i , - i n 

^r J t r .^ 

U 

MINNESOTA ENERGY RESOURCES CORPORATION 
BUSINESS 

, •Natui-af^gas distribution. . 
-:', operatidns'ior rnor^ than 
f-';;/7f3yeaT&(a(^yimd'fc^ <-̂ ;< 
V-r integr^ g n ^ y Grciup; V 

MARKET 
* Provides natural gas 
V /distribution:serviiies to; 
^•;:mpre,tHarv"2iOpO&' .; 
:.". "natUrctLg^S'tustoVners/ 
••':: in 165 CGnr̂ munities. ; 

FAaUTlES 

• ;Natural gas property • 
. -includes-.appit&iimateiy •:.-" 

4^400 miies.of.i^ansmlssion 
• snd cflstributipn main, 
\ ;apprQxim3tety64%-of-;' 

'^y-j-o^^^^^tc^. 
'^rf lr , ,•»-, i ^ ; "f^m^m^^m 
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WISCONSIN PUBLIC SERVICE CORPORATION 

miSINESS 

* Established in 1883. 

# R e l a t e d electric and natural gas utility. 

Operates fe northeast and central 
^;::Wlsconsirv^d^n advent portico 
i'H t;Jpper Mfc^igan (see niap 

and natural yd^ upeidLiuna a-..'̂ : 
30,9% of 2008 revenues. 

Electric revenues are comprised of 79' 
retail sales and 21% wholesale sales. 

Wisconsin customers accounted for 94.5% 
and Michigan customers accounted for 
5.5% of 2008 revenues. 

I FA^T l iS 
" Electrlcgenerating cstpacity based on ; 

, •. ^nfihier: capacity:ratings is Z,V 
Onegawatts, induding sh^re of m 

&•;^> '^vnv ' : : fe lUTlES 

Ownsva 3.#l^iion-cublc-foiot;natural gas. ^ 
;^GragefiefcJ;y;';v^;r - ' : :• 

Wstyral ^ j 3 * ^ a^rbximat^l^ 
,3,S0& rifles erf trani^issipn arKl distrlbutN^ 

Pf^, :and^ir i4Ei^^ 9f^ dfetrtstiticin ^ 
:^^~^n#>N¥»Tf g^testattens.: 

•̂ 'M 

FACIUTIES 
i i ; Electric generating capacl^ based 

vbd summer edacity ratings is 
.. ; ^ . 3 megawatts* A peak demand 

: Was reached pri December 16,2008, 
I with a system dehnand of 174 megawatts. 

• €ieclTic proper%^ includes approximately >. 
: = 3,300 mites ©f electric dtstribtftk)n lines. 

Integrys -nergy L-rouo, inc. An Environ-nent of Energy 
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^ ^ ^ ^ K ' • Integrys Energy Sen/ices, Inc. 

\ NONREGULATED 
j OPERATIONS 

INTEGRYS ENERGY SERVICES, 
BUSINESS 

• Established in 1994. 

• Competitive energy supply and sen/ices 
company, which also owns and operates 
various nonregulated electric generation 
facilities. 

• Principal energy marketing operations and 

-energy a^ets: tocated near customers 

"'\;:seryedisee;map'above}.- ^/-•••v 

PRODUCTS AND SERVICES 

- Provides individualized energy supply 
solutions, structured products, and 
strategies that allow customers to manage 
energy needs while capitalizing on 
opportunities resulting from deregulation. 

Provides natural gas, electric, and 
ahernate fuel products, real-time energy 
management services and energy 
utilization consulting. 

• Patented ' " ^ " "" " " '• "• 

FACIUTIES 

Eiectric generation facilities include 

329.2 megawatts of summer-rated 

capacity as follows: 

• 210.7 megawatts of combined 

cycle generation facilities V 

:• 51.7 megawatts of 

•generation fadlf 

;;;-;•; ^<S^8:Fri:^^wai 

• W-; ;̂ ; defier^tioh^^est ^ ^ ^ 

>^^ 
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INTEGRYS BUSINESS 
SUPPORT, LLC 
BUSINESS 

1 Established in 2007, became operational 

on January 1, 2008. 

• Provides centralized business support 

services to Integrys Energy Group and 

its subsidiaries. 

• 1,296 employees. 

WPS INVESTMENTS, LLC 
BUSINESS 

• Organized in 2000, 

• A nonutility company that holds the 

investment of Integrys Energy Grou 

and its subsidiaries in American 

Transmission Company, LLC. 

• As of December 31, 2008, WPS Investments 

owned an approximate 34% interest in 

American Transmission Company. 

• As of December 31 , 2008, Integrys Energy 

Group, Inc. owns 82.9%, Wisconsin Public 

Sen/ice Corporation owns 14 .1%, and 

Upper Peninsula Power Company owns 

3.0% of the outstanding membership 

interest of WPS Investments, LLC. 

integrys Energy Group, Inc. 

AMERICAN TRANSMISSION 
COMPANY, LLC 
BUSINESS 
• Organized in 2000. 

• A for-profit, transmission-only 

utility company. 

• Owns, maintains, monitors, and 
operates electric transmission assets 
in portions of Wisconsin, Michigan, 
Minnesota, and Illinois. 

• Assets were previously owned and 
operated by multiple electric utilities 
serving the upper Midwest, all of which 
transferred their transmission assets to 
American Transmission Company In 
exchange for an ownership Interest. 

A Wisconsin law encouraged utilities in 
the state to transfer ownership and 
control of their transmission assets to 
a state-wide transmission company. 

~ The Midwest Independent System 
Operator (MISO) directs Amencan 
Transmission Company's operation of 
the transmission system. 

I WPS Investments, LLC, a subsidiary 
of Integrys Energy Group, owned 
approximately 34% of American Transmission 
Company at December 31 , 2008. 

An Environment of Energy 



The worldwide financial crisis has presented a 

significant challenge for businesses throughout 

America. Contractions in liquidity, volatility in 

commodity prices, and a general downturn in 

business activity have affected our customers, the 

communities we serve, and Integrys Energy Group. 

It has been, and continues to be, a difficult 

environment for all. 

Our financial strength and conservative business 

model have aided us in dealing with the challenges. 

However, the global financial crisis has negatively 

impacted our shareholders, and we are modifying 

our business model and risk profile to provide 

more protection for our company, customers, and 

shareholders. I will address this later in the letter. 

First let's review our actions in 2008. 

Charlie Schrock, President and Chief Executive Officer, 

Integrys Energy Group, Inc. 

Larry Weyers, Executive Chairman, Integrys Energy Group, Inc. 

a t r i g h t : ' "• ' '^."••": ;^- l , . /^••^ ' '^^•• i ;• i^ ' '^v^'•^"" ' • ' ; • ; • . ; , • " . _ • 

I ^e Weston 4 electric 0eneratitlg:V*i*t^i>e98f^^ 

Service c u S t ^ n i & : H s ! J t i ^ i ; ^ > 6 ^ i 1 ^ i i t i ^ ^ €? 
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Throughout the past year, our employees have kept their focus 

and used their energy to produce results that we expect will 

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

hnade progress on several initiatives. 

AN ENVIRONMENT OF 
"GETTING IT DONE RIGHT" 
We completed major construction projects, including the 

500-megawatt Weston 4 generating facility. Weston 4 was 

placed into service on July 1, 2008, and garnered two national 

recognition awards—POWER magazine's 2008 Plant of the Year 

award, and Power Engineering magazine's 2008 Best Coal-Fired 

Project award. The project was completed on schedule and 

under budget, at a cost well below comparable projects. 

We completed construction of the natural gas laterals for the 

Guardian 11 pipeline project on schedule and slightly under 

budget, at $79 million versus a revised estimate of $85 million. 

The Guardian li trunkline was completed on February 26, 2009. 

As a result, our customers now enjoy the benefits of competitive 

natural gas pipeline service to northeastern Wisconsin. 

American Transmission Company, of which Integrys is a 34 percent 

owner, completed major components of its $2.8 billion building 

plans. Our investment in Amencan Transmission Company is 

adding significant value for shareholders today and will continue 

doing so for many years. 

Completing these projects provides benefits for customers, 

reduces our future capital expenditures, and reduces our cash 

requirements. This represents a significant improvement in our 

overall risk profile. 

We have made good progress integrating the Michigan and 

Minnesota natural gas distribution operations we acquired in 

2006 and the Illinois natural gas distribution companies we 

acquired in 2007 with the Peoples Energy merger. We captured 

$83 million of annual synergy savings In 2008, surpassing our 

target by $10 million. We expect the savings to increase to 

$114 million annually by 2011. In addition, we reduced the 

costs to achieve the integration by $39 million, to $147 million 

in total costs to achieve. 

We have successfully established Integrys Business Support as a 

separate business unit within Integrys Energy Group to provide 

centralized services to all subsidiaries and the parent company. 

This business unit has helped us lower costs for services provided, 

increase service quality, and provide transparency to regulators. 

Demonstrating leadership In protecting the envinanment and 

using energy efficiently, we have also beer> involved in the 

design and construction of four new buildings that are LEED 

(Leadership in Energy and Environmental Design) certified. The 

new office buildings for Minnesota Energy Resources Corporation 

in Rochester, Minnesota; Wisconsin Public Service Corporation in 

Rhinelander, Wisconsin; Integrys Energy Sen/ices in De Pere, 

Wisconsin; and the American Transmission Company in Pewaukee 

are all being designed and/or constructed in accordance with 

these new environmental and efficiency standards. 

Integrys Energy Group, Inc. 

A WORKABLE REGULATORY 
ENVIRONMENT 
During 2008, we were very active in several regulatory arenas. 

We successfully completed rate cases in Wisconsin, Illinois, 

and Michigan. We also received an interim rate increase in 

Minnesota. These rate cases were critical to our continuing 

success. They are the first authorized rate increases following our 

significant merger activity in 2006 and 2007, and the successful 

completion of the rate cases acknowledges that the business 

systems and processes we are using are accepted by regulators. 

The conclusion of these cases also improves our return on 

investment by correcting for the regulatory lag that typically 

follows a merger or acquisition. The rate orders received in 

Illinois and Wisconsin have also appnoved the use of an energy-

efficiency and conservation tool known as "decoupling." This will 

enhance our ability to help customers conserve energy and use 

energy more effidently. The decoupling mechanism also reduces 

our company's exposure to the risk of fluctuating demand by 

helping to stabilize our margins and net income. We have 

approximately 2.2 million regulated utility customers, and about 

80 percent are now served thn^ugh decoupling mechanisms. 

STRATEGY CHANGES FOR THE 
NEW ENVIRONMENT 
Our accomplishments during the past year have been many 

and varied, but the economic environment and financial crisis 

throughout the worid continues. In light of this, and with a 

determination to remain a strong company, our management 

team has taken steps to re-evaluate our strategy and business 

model for the near and far term. Success during this period of 

illiquidity requires timely and swift action. 

In the short-term, we have taken steps to reduce our cash 

requirements, improve the liquidity in our business model, and 

thereby lower our risk profile. We increased our credit facilities 

for the 2008-2009 winter heating season by $400 million in 

November 2008. We reduced our capital expenditures by 

28 percent, or $186 million, for 2009 and another 41 percent, 

or $213 million, for 2010. We are continuing to scrutinize 

our capital expenditure programs and our working capital 

requirements with the intent of improving cash flow. We have 

reduced wage Increases for 2009, and the senior management 

team and the Board of Directors have accepted zero wage 

increases for this year. We have also initiated a hiring freeze 

and announced a general reduction in the use of contractors 

throughout our organization. 

These initiatives will help improve our liquidity and risk profile 

in the near term, but a strategic shift in our business model is 

required for the long term. 

As a result, in February 2009, we announced a strategic shift 

affecting our nonregulated subsidiary, Integrys Energy Services. 

This subsidiary has been very successful and has enhanced 

shareholder value for over a decade, but Its success has 

outgrown our ability to adequately support its growth. This 

An Environment of Energy 



situation is exacerbated by the uncertain financial markets. The 

risk would be less of an issue for an owner larger than Integrys. 

We are, therefore, pursuing a full divestiture of this business 

segment, with alternatives including divestiture of portions of 

this business or scaling back by further modifying the scope of 

the products offered and/or the markets we serve. The goal is to 

reduce the demands on our balance sheet and capital support 

obligations that are driven by commodity prices, which, at this 

time, have demonstrated unprecedented volatility. We are 

seeking to deploy our capital to areas with more desirable 

risk-adjusted rates of return. We expect to significantly reduce 

corporate guarantees and invested capital that have been required 

by our nonregulated energy services segment. If we do not 

divest of this business segment entirely, our ultimate objective 

is a size and scope for Integrys Energy Services that will reduce 

the liquidity, capital, and credit support requirements for our 

nonregulated energy services segment to an insignificant level 

and will give us greater control of our own destiny. 

Certain business activities within the nonregulated subsidiary 

may remain. These will be identified through our strategic 

planning process but could revolve around our expertise in 

renewable energy and energy effidency. 

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

nonregulated business, we are planning to expand the regulated 

side of our business. The regulated utilities within Integrys Energy 

Group have significant opportunities for investment, which will 

enhance shareholder value. These investments will focus on 

energy efficiency, conservation, renewable energy sources, 

environmental Improvements, and infrastructure improvements. 

Over the long-term, our utilities have investment opportunities 

exceeding $3 billion. Much of this investment will be 

required for Infrastructure improvements at Peoples Gas. 

Wisconsin Public Service and LJpper Peninsula Power will also 

require investments in additional renewable projects and 

environmental improvements. 

During 2009, we committed to developing a 99-megawatt wind 

farm project known as Crane Creek. The project, located in Iowa, 

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

it will provide renewable energy for our customers. 

These projects, combined with our investments in infrastructure 

improvements and environmental equipment, will provide 

r- v " [^^^iSsF^'i " ^ n ^ ' f s i a f ^ vt jwyitt . 
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substantial growth opportunities and help us reach our finandai 

goal of creating long-term value for investors. We expect our 

strategic modifications will improve our earnings quality. Capital 

investments combined with timely rate relief should pnDvide 

earnings per share growth of 4 to 6 percent on an average 

annualized basis, subject to some fluctuations depending on 

the economic environment. From a financial perspective, our 

goal is to provide solid returns to investors, manage our risk 

profile to acceptable levels, and continue providing consistent 

and dependable dividends to our shareholders. 

D i v i d e n d s Per C o m m o n Share 

I 1 I I i I 
1999 2000 2001 2002 2003 2004 2005 20D6 2007 2008 

S2.50 

S2.0Q 

i t .50 

$1.00 

$0,50 

$0.00 

Integrys Energy Group, Inc. 

AN ENVIRONMENT OF LEADERSHIP 
Dealing effectively with financial challenges and meeting our 

obligations to shareholders will require effective leadership 

for years to come. Charles (Charlie) Schrock, the new president 

and chief executive officer of Integrys Energy Group, effective 

January 1, 2009, is well qualified to provide that leadership. 

He brings over 30 years of utility industry experience and a 

strong record of accomplishment to the job. 

The board of directors also elected Charlie a director effective in 

February 2009. 

Charlie will be supported by a very capable and talented group 

of leaders throughout our company. There have been numerous 

changes in our leadership team during the past year, and I will 

only mention a few of those changes here. Phillip (Phil) Mikulsky, 

executive vice president - corporate development and 

shared services of Integrys Energy Group, is now also president 

of Integrys Business Support. William (Bill) Laakso is our new 

vice pres ident-human resources. Willard (Will) Evans, Jr., 

is our new president of Peoples Gas and North Shore Gas. 

Charles (Chuck) Cloninger is now president of Michigan Gas 

Utilities as well as Minnesota Energy Resources, and Jodi Caro 

joined us as vice president - legal services. 

Membership on the board of directors also changed, and I 

want to express our gratitude to departing members Jim Boris, 

Diana Ferguson, and Jack Meng. We thank each of them for 

the contributions they have made to our success. 

An Environment of Energy 



We have also made progress in creating a single culture 

throughout Integrys Energy Group. Over 674 of our leaders have 

graduated from our Leadership Development classes, which are 

based on Integrys Energy Group's values and expectations. 

We are delivering on our core values and expectations daily. 

And we continue to gain recognition for our efforts, as was 

recently evidenced when we were recognized by FORTUNE 

magazine when it designated Integrys Energy Group as the 

World's Most Admired Energy Company on its prestigious 2009 

list of "Most Admired Companies" (in its March 16, 2009, issue) 

In fact, Integrys rated well against the 363 companies that 

appear on FORTUNE'S most admired list, where we were the 

8th most-admired company In the Use of Corporate Assets 

category, the 9th most-admired company in the Innovation 

category, the 10th most-admired company in the Long-Term 

Investment category, and the 11th highest-rated company 

overall by total score. 

AN ENVIRONMENT OF ENERGY 
I can assure you that the Integrys team is dedicated to 

operational excellence and has the expertise and energy 

needed to enhance shareholder value for our investors. 

We thank you for your investment in Integrys Energy Group 

(TEG), and we assure you that we will protect your Investment 

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

Sincerely, 

Larry L. Weyers 

Executive Chairman 

March 6, 2009 
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The energy world is evolving at an unprecedented 

pace. From escalating concerns about climate 

change to volatile energy costs, environmental 

issues have moved front and center among our 

stakeholders. These issues have a profound 

impact on the expectations of an energy company. 

Increasingly, we are being asked how we will 

meet the energy needs of today while ensuring 

a safe, responsible energy future. At Integrys 

Energy Group, we stand ready for the challenge. 

Over the last year, we've revisited our 

environmental vision and principles. We've 

retooled our enterprise to become significantly 

more efficient, from the facilities we work in to 

the processes we use. We're reducing our risk 

profile, finding ways to conserve cash in a 

challenging economy, and bringing forward 

new solutions in how energy is produced, 

delivered, and consumed. 

We invite you to learn more about our 

Environment of Energy. 

Hydroelectric power is a longstanding method of using a renewable 

energy resource. David Gr igg, Jr. (left), a maintenance mechanic operator 

in Upper Peninsula Power's hydroelectric operations, performs Inspections 

in the confined and wet environment o f t h e embankment at the Hoist 

Hydroelectric Project. His job is to fulfill the facility's surveillance and 

monitoring requirements. Jeff Benda (below left), lead line electrician, and 

Jamie Sundberg (below right), line electrician with Upper Peninsula Power, 

conduct pole maintenance for electric distribution lines. 

I " • I ! • I . • . . . • • . " I • ' • 
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THE NATURAL ENVIRONMENT 
Throughout our company, we've forged a long-term, sustainable 

approach: finding ways to become more environmentally 

responsible while upholding responsibilities to stakeholders; 

providing reliable energy while safeguarding the well-being of 

the places where we work and live. 

In 2008 we revisited our environmental vision, taking a fresh look 

at our environmental ideals and activities as they affect and 

protect the environmental landscape. 

Our renewed environmental vision—"Creating Energy Solutions 

for a Sustainable Tomorrow"—points to how we will live out 

our environmental responsibility, and helped us fashion new, 

environmentally focused strategies and principles. With these 

foundations in place, leaders across al! business units are charged 

with incorporating an environmental focus into short- and long-

range plans and embedding it within the Integrys culture. 

THE N E W FACE OF EFFICIENCY 

Transforming environmental aspirations into actionable 

opportunities for customers and shareholders is the charge of 

Integrys' newly chartered Energy-Efficiency Steering Committee. 

In 2008, the team crystallized its plans, targeting both 

immediate energy-efficiency projects to help customers save 

money and manage resources, and critical long-term business 

opportunities created by a changing energy marketplace. 

In mid to late 2009, innovative programs will test ways for our 

customers to save money and conserve resources. The programs 

will promote a variety of methods—^from traditional rebates to 

Smart Grid pilots—so customers can enhance their energy 

efficiency. We will partner with stakeholders, including local 

communities, organizations, state commissions, and customers. 

We will test innovative rate options that cause energy users to 

think about their energy use and change their energy behavior. 

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

the value o f the tools, technologies, and information. 

On a parallel track, the Energy-Efficiency Steering Committee 

will also evaluate long-term business opportunities that take 

advantage of emerging technologies In the growing energy-

efficiency industry—models with potential to grow the business 

and create even more value. 

" L E E D I N G " EDGE EXAMPLE 

Another way we're demonstrating our commitment to corporate 

responsibility is to "green" the places where we do business. 

In 2008, we reduced the environmental impact of our office 

operations by integrating LEED (Leadership in Energy and 

Environmental Design) principles Into three of our buildings. 

These high-performance buildings will help us improve energy 

efficiency and lower operating costs. 

LEED construction uses materials with a high percentage of 

recycled content; natural lighting to decrease energy use and 

enhance indoor aesthetics; water savings through use of 

low-impact plumbing technologies; motion sensor lighting; 

computer technologies that use substantially less energy; 

and waste management to recycle construction materials. 

Minnesota Energy Resources' new LEED building in Rochester, 

Minnesota, brings all office, warehouse, and work center 

functions together in one highly efficient facility. 

Integrys Energy Services' De Pere office building incorporates 

LEED principles in a wing successfully built using recycled 

materials from old buildings, such as bricks and insulation. 

And in the new Wisconsin Public Service office in Rhinelander, 

Wisconsin, two office fadlities and a warehouse have been 

integrated into one 7 6,000-squa re-foot environmentally friendly, 

energy-efficient service center. 

R E W A R D I N G RESPONSIBLE CHOICES 

Partnering with the Arbor Day Foundation, we've rewarded our 

customers for making economical, earth-friendly choices. 

Planting the seed of paperless billing among neariy 1.5 million 

customers from four of Integrys' regulated utilities, we raised 

awareness about the environmental benefits of enrolling in 

e-Bill electronic billing. More than 5,000 trees were purchased 

to plant in our national forests, one for each customer who 

signed up for e-Bill frcim April through June 2008. The impact 

of these online transactions truly adds up: by using e-Bill, 

25,000 customers of Wisconsin Public Service alone save more 

than 19,000 pounds of paper and 55,000 pounds of gneenhouse 

gas emissions every year. 

A total of 14,000 trees were also planted on behalf of 

nonregulated natural gas customers in Ohio, who chose 

Integrys Energy Services' new Ecovations™ biogas. This 

incredible response was generated in the first three months 

of the program, showing the impact sustainable choices can 

have when they are both convenient and cost-effective. 

THE GENERATION ENVIRONMENT 
Ensuring a sustainable energy future means bringing increased 

supply and alternative sources of clean, renewable power to our 

customers in an increasingly carbon-constrained world. 

To that end, Wisconsin Public Service entered into an agreement 

for wind generation with enXco Sen/ice Company, a wind 

developer that wili construct and maintain our Crane Creek 

Wind Farm, a 99-megawatt wind facility in Howard County in 

northeastern Iowa. The wind farm will help Wisconsin Public 

Service reach its state-mandated renewable portfolio standard 

of generating 10% of retail electric sales with renewable power 

by 2015. The wind farm is on a site with favorable wind speed, 

access to transmission, and community support. It is expected 

to be operational in December 2009. 

The Crane Creek Wind Farm joins our other wind generation 

assets, including the Glenmore Wind Energy Facility—the first 

utility-grade wind terminal in the state of Wisconsin, and the 

Lincoln Wind Energy Facility, a 9.24-megawatt wind farm. 

Integrys Energy Group, Inc. An Environment of Energy 



RENEWABLE GAS REVOLUTION 

Ecovations'" renewable biogas is harnessing the power of waste 

to offer customers an eco-friendly choice at no extra cost. 

Available to Integrys Energy Services customers in Ohio for the 

first t ime last year, the renewable gas is delivered and performs 

like regular natural gas. But that's where the similarities stop. 

Ecovations biogas Is methane generated from renewable 

sources like manure digesters, sewage treatment plants, and 

landfill gas collection systems. 

For customers who select Ecovations, 8% o f the carbon dioxide 

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

year is offset by a blend of the renewable gas and carbon offsets 

(emission reduction credits for emitting fewer greenhouse gases 

into the atmosphere). 

The highly successful offering demonstrates that renewable 

options, attractively priced, can delight customers and generate 

true competitive advantage. 

S H I N I N G SUCCESS 

We're also adding solar power to our renewable mix. Late last 

year, Integrys Energy Services tapped the power o f the sun in 

16 projects across four states, making this subsidiary one of 

the nation's top five retail providers of solar electricity. 

Unlike our wind farms, which generate power for customers 

acrciss the energy grid, Integrys Energy Sen/ices is placing solar 

energy systems directly on customer sites. Customers purchase 

the power without having to make an up-front capital investment 

in solar-generating facilities. Better yet, they are able to leverage 

legislative incentives, including tax benefits and incentives, for 

the lowest possible cost. 

FUEL USED TO PRODUCE INTEGRYS ENERGY GROUP'S 
RENEWABLE ENERGY IN 2008 

Recent pnojects include a 341.6-kilowatt solar-generating system 

mounted to the roof of Pilgrim Furniture Showroom in Milford, 

Connecticut—which generates enough energy to reduce 

greenhouse emissions by 225 tons a year—as well as multi-state 

installations for the J.C. Penney Company. 

Integrys Energy Services also has one o f the largest university 

installations in the United States at Arizona State University. 

Beginning operation in December 2008, the project is 

antidpated to generate more than 3 million kilowatt-hours 

of electricity annually, enough to run 3,680 computers at the 

school, power 260 Arizona households, or reduce carbon 

emissions equivalent to taking 425 cars off the road. 

Integrys Energy Group, Inc. 

H Y D R O — T H E O R I G I N A L RENEWABLE 

Driven by an abundant natural resource and creating no 

greenhouse gas emissions, hydroelectric power is perhaps the 

first and best-known "renewable" energy source. Nowhere 

does hydroelectric power play more of a role in our system 

than at Upper Peninsula Power Company, operating in 

Michigan's Upper Peninsula. 

Upper Peninsula Power Is poised to capitalize on regional 

environmental momentum: Besides providing a carbon-neutral 

energy source for the company's own portfolio, hydroelectric 

energy's value has greatly increased as renewable energy 

connects to the market. The Michigan legislature's recent 

renewable energy portfolio standard requires electric utilities to 

have 10% of their energy come from in-state renewable sources 

by 2015 and establishes renewable credit opportunities. 

To care for these assets, improvement projects are underway 

for Upper Peninsula Power's turn-of-the century facilities. 

W E S T O N 4 W O W S POWER INDUSTRY 

In June 2008, we moved to a more secure energy future as 

Wisconsin Public Service placed its worid-class 525-megawatt 

Weston 4 generating unit into service. One o f the cleanest 

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

technology offers higher efficiency and lower carbon dioxide 

emissions per megawatt-hour of electridty produced as 

compared to a standard sub-critical coal-fired unit. 

Construction o f the $774 million project began in October 2004 

and was completed on an aggressive 3.5-year schedule. It was 

built in close cooperation with the local community, using local 

trades and suppliers whenever possible. In August 2008, 

community leaders, local neighbors, elected officials, regulators, 

contractors, management, union representatives, and others 

turned out to officially dedicate the new fadlity. 

In the short t ime since it began operation, the clean-coal plant 

is generating not only electricity, but also national and global 

energy awards: 

• 2008 Plant of the Year from POWER magazine, dt ing 

"unequalled environmental protection credentials employing 

without a doubt the most advanced coal-fired stearin 

generation technology in the U.S. today"; 

• Best Coal-Fired Project for 2008 from Power Engineering 

magazine, which recognizes projects that set quality 

standards in the woridwide energy industry; and 

• 2008 Big Diverter Award frcim WasteCap, Wisconsin, for a 

high recycling rate, diverting more than 9,000 tons of waste 

from being placed in a landfill over four years. 

R E N E W I N G A G I N G ASSETS 

Many of our older generating plants are still "go- to" sources for 

reliable energy at a reasonable cost. Yet often, their environmental 

performance isn't as impressive as that of newer generation 

resources. So we're investing capital and brainpower to make 

these assets smarter, cleaner, and more efficient. 
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Serving customers well brings an environment of comfort to their homes 

and lives, and It brings an environment of satisfactior! to our employees. 

Trevor Gates (right), a fitter with North Shore Gas in Waukegan, Illinois, is 

on the scene if customers suspect they have a natural gas leak, and regularly 

performs in-home safety Inspections. Angeles Herrera, a senior customer 

service associate with Integrys Gas Group in Chicago, Illinois, Is the voice 

of the company when customers call her with questions or concerns. 



Integrys Energy Services launched Ecovations"' in 2008, giving its natural gas 

customers in Ohio the opportunity to choose eco-friendly renewable gas at 

no additional cost, Joanne Weycker (left), senior nnarketing communications 

coordinator in Integrys Energy Services' De Pere, Wisconsin, headquarters, 

and Susanne Buckley (right), direct mass markets income stream lead in 

Ohio, were Instrumental In launching the new product. 

Projects developed, constructed, and owned by Integrys Energy Services 

n 2008 positioned the nonregulated company as one o f t he nation's top 

five providers of solar electricity through power purchase agreements. 

The solar panels above are installed on the rooftop of Pilgrim Furniture 

Showroom in Milford, Connecticut. The panels' first year of electricity 

production Is projected to be about 370,000 kilowatt-hours—reducing 

greenhouse emissions by 225 tons and roughly equal to the power 

consumed by 37 average homes. 
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At Wisconsin Public Service's Pulliam coal-fired generating plant, 

for example, we significantly reduced excess opacity (visible 

emissions) incidents. While new emission-control equipment 

helped remediate the problem, the main gains came from 

listening and engaging the people closest to the problem. 

Five crews of front-line operators focused intensely on the 

challenge and Identified practical, ongoing corrective actions 

that delivered out-of-the park results. Solutions ranged fnom a 

more controlled boiler firing process that lovi/ered emissions to 

improved crew training and day-to-day corrective equipment 

repairs. Thanks to the employees at Pulliam, the plant achieved 

a dramatic ten-fold increase in opacity performance in 2008 for 

four active operating coal units (Pulliam units 5-8) compared to 

average performance from 2000 to 2005. 

We've also ramped up efforts to equip our older coal-fired power 

plants with new combustion technology that promises to reduce 

nitrogen oxide (NOx) emissions by 40% to 50% overall. In 2008, 

retrofits were completed on Weston 1 (commissioned in 1954), 

and work was begun on Weston 2 (1960). Retrofits will also be 

made at Pulliam 6, Pulliam 7, Weston 3, and Pulliam 8 in 2009. 

THE ECONOMIC ENVIRONMENT 
Helping customers during the economic downturn was a key 

focus for our organization in 2008, as surging energy costs and 

tough times created unprecedented challenges. 

SAFETY NET CATCHES VULNERABLE CUSTOMERS 

Across all of our utilities, our concem rose for our most vulnerable 

customers—those with limited Income, who are most affected 

by economic hardships. Beginning in July 2008, we turned our 

energies to helping customers anticipate winter energy costs and 

learn about applying for heating assistance. 

The federal government made an unprecedented level of 

Low Income Home Energy Assistance Program (LIHEAP) funds 

available to help customers. So our first priority was to make sure 

struggling customers knew about this important safety net. 

Peoples Gas and North Shore Gas exemplified our tactics with 

nothing short of a community blitz. Community relations teams 

reached out person by person, neighborhood by neighborhood, 

agency by agency, to educate, inform, and jumpstart the 

assistance program. 

Customers were contacted through many touch points, from bill 

inserts and Web content to phone calls and community meetings. 

We worked with community agendes and city officials. And we 

found more ways than ever to connect people in need with help 

in walking through the application process. 

And our teams didn't stop there. To encourage safety during 

the heating months, our utilities offered discounts on carbon 

monoxide and smoke detectors. They promoted budget billing 

plans. And they continued the successful utility-sponsored 

heating funds—^with the utilities matching customer donations 

to cover heating costs for low- and fixed-income neighbors. 

It was an outreach effort echoed throughout our companies. 

And for many. It brought comfort in an increasingly harsh 

economic environment 

GRASSROOTS M A R K E T I N G AT 
M I C H I G A N GAS UTILITIES 

In the landscape of Michigan's struggling economy, employees at 

Michigan Gas Utilities formed a game plan to grow the utility's 

base of natural gas customers when new development faltered. 

Relying on service crews, meter readers, and other team members, 

the utility mapped and identified existing mains that could be 

cost-effectively extended to reach new natural gas customers, 

who might be using oil or propane to heat their homes. 

Employees identified 23 new projects, and the Information 

sharing began. The team used competitive cost modeling to 

demonstrate the attractive cost of natural gas against pnDpane, 

making dollars and sense of switching to natural gas. 

Two hundred and fifty service lines later, neariy half the 

Identified potential customers had come online, increasing 

Michigan Gas Utilities' customer base. Today, the momentum 

continues, proving our employees' ability to be Innovative 

in demanding times. 

" G E T T I N G IT R IGHT" (ALWAYS) 

For our utility customer relations group, the mantra "Getting It 

Right" to create great service experiences for customers remained 

a core goal. 

We began with a first-ever benchmari: of capabilities and 

customer satisfaction throughout our utilities, so we knew where 

we stood. We identified which areas required work. Then we 

raised the bar—and met it—leveraging best practices. 

O N E CALL DOES IT ALL 

Resolving customer issues Immediately—on the first call—^was a 

core focus for a more seamless customer experience. Across our 

organization, we shared best practices to reduce the need for 

customers to contact us more than once to address their 

questions or concems. 

We spent considerable effort coaching our front-line service 

teams and monitoring call quality. We fine-tuned our processes 

and systems; we deepened our teams' technical and people skills; 

we took time to ensure we cleariy understood and answered each 

customer's question. And when we were done, we asked, "Is there 

anything else we can do for you today?" 

The outcome speaks for itself. Each quarter we made 

imprcivements in call center performance, lowering the amount of 

repeat calls, lowering cost, and bettering our customers' experience. 

A SELF-SERVICE W O R L D 

Our companies accelerated self-service options to match our 

customers' increasing use of Internet and interactive voice 

technologies, providing low-cost, easy-to-use ways to do business. 
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ENVIRONMENTAL POLICY 
STATEMENT 
At Integrys, we act responsibly to balance the economic, 

social, and environmental objectives o f the company and our 

stakeholders. We strive for operational excellence and factor 

environmental protection into our business planning ; 

operating decisions. We are committed to continually 

improving our environmental performance and will seek 

opportunities that benefit the environment as we grow our 

business. We partner with others to promote energy efficiency, 

conservation, environmental awareness, and stewardship of 

our natural resources. 

ENVIRONMENTAL PRINCIPLES 
Protect the environment. We are a leader In environmental 

stewardship. We execute strategies to reduce our impact on 

the environment and operate our faciiities to meet or surpass 

environmental standards, 

Use natural resources responsibly. We use natural resources 

responsibly, conserve resources through efficient use, i " ' 

the creation of waste and recycle whenever possible. 

Use energy wisely. We promote efficiency in the generation, 

distribution and end use of energy. We invest in energy 

efficiency and conservation In our own operations and help 

our customers to do the same. 

Improve environmental performance. We commit, at all levels 

in the organization, to implement these principles, make 

continuous improvements in our environmental performance, 

meet our obligations with integrity and reduce environmt 

risk. Employees draw upon their expertise, innovation, and 

energy to achieve our vision. 

Safeguard a healthy environment. We supply energy in a 

manner that minimizes adverse Impacts and protects the 

health and safety of our employees, customers, and the public. 

We continue to inform and educate customers about using 

energy safely. 

Engage stakeholders. We draw upon an open and honest 

dialog with our employees, stakeholders, and the public to 

improve our environmental performance. We forge partnerships 

with educators, communities, and other organization 

consider their environmental expectations in our business 

planning and decision-making. 

Embrace environmental sustainability. We strive to meet the 

energy needs of today while ensuring a reliable energy future. 

This includes being stewards o f the environment and making 

business decisions that will protect and enhance the quality of 

the environment for current and future generations. 

Measure and report performance. We regularly review our 

environmental policy and performance, and assess and audit 

our operations from an environmental perspective. 

We worked diligently, identifying changes that would make our 

automated voice recognition systems and Web sites easy to use. 

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

navigation to make sure choices were clear and customer-friendly. 

We automated back-end systems to deliver immediate response. 

Popular self-service functions were added to Web sites at 

Wisconsin Public Service, Upper Peninsula Power, Peoples Gas, 

and North Shore Gas, including options to set up budget billing 

and search for payment locations. 

Moving to a "self-service" world for simple transactions is truly a 

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

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

customer contacts; and greater value for shareholders. 

DEL IGHTING N O N R E G U L A T E D CUSTOMERS 

At our nonregulated operations, delighting customers is also a 

focus for delivering value. 

Using customers' feedback, we worked to improve key aspects 

of delight, from easy-to-understand billing to knowledgeable 

customer care. By the end of the year, we had moved from a 

score of 3.88 to 4.09 in customer satisfaction, an 18.75% gain 

on our aspiration of achieving a perfect 5.0 score. 

FUTURE FOCUS 

Moving fon/vard, Integrys will continue to seek great experiences 

for our customers while improving our cost effectiveness. Our 

work has only begun. 

We're pursuing new ways to make it easy to do business with us. 

Customers told us they wanted even more self-service options, so 

we're expanding self-service options even further, sharing effective 

tactics and technologies from sister company to sister company. 

Yet we know that knowledgeable one-on-one customer care 

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

our call centers and our account executives be more effective 

listeners and more expert problem solvers than ever before. 

THE COMMUNITY AROUND US 
In difficult economic times, Integrys' community support remains 

vibrant. It's bedrock to our belief that business sustainability Is 

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

Our responsibility takes many forms, from encouraging employee 

volunteerism and matching contributions to their favorite charities 

to sharing expertise on boards and community task forces. 

Sometimes our efforts are a direct extension of our business. 

For example, each fall, our employees give their time to bring 

energy efficiency to customers by weatherizing homes for those 

who are elderiy or disabled. 

And we've also come together across Integrys to support 

community needs through United Way. 

It's a true measure of our corporate values, giving back a measure 

of what our communities give to us. 
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Being part of the local community means putt ing our words into act ion— 

demonstrating our commitment to the future energy environment. Mary Frank 

(right), a community relations specialist at Wisconsin Public Service, spends 

countless hours talking with customers and explaining easy changes that can 

make a difference In energy use and costs. Minnesota Energy Resources 

built its new office building in Rochester, Minnesota, using LEED principles. 

The employee breakroom (below), for example, incorporates lights that 

adjust to the natural light in the room. Energy Star^ appliances, and a 

low-flow sink aerator And Wisconsin Public Service Foundation funded 

unique solar panel installations (bottom) at the Green Bay Botanical Garden, 

powering an educational building and helping the public become more 

familiar with solar energy. 

An Environment of Energy 



THE REGULATORY ENVIRONMENT 
Navigating the complexities of the changing regulatory environment 

has become increasingly important for Integrys Energy Group. 

We're at work on a number of core regulatory activities: providing 

energy efficiency services and information in new state programs; 

complying with all environmental rules and regulations; 

and forging new rate structures lhat encourage, not inhibit, 

energy-saving programs. 

E M P O W E R I N G ENERGY PARTNERSHIPS 

In our regulated utilities, we're building on a history of encouraging 

energy efficiency. 

Wisconsin Public Sen/ice has provided energy-efficiency programs 

for customers since the 1970s. Today, these programs are 

administered, with our guidance, through a statewide energy-

efficiency program called Focus on Energy. Minnesota Energy 

Resources has also provided pn^grams to its customers and is 

increasing its efforts to meet recentiy enacted Minnesota 

legislation, which established aggressive energy-savings goals. 

Similar legislation has been passed in Michigan, and both 

Upper Peninsula Power and Michigan Gas Utilities will participate 

in state-administered energy-efficiency programs. Peoples Gas 

and North Shore Gas are a part of the newly created Chicagoland 

Natural Gas Savings Program, offering energy-efficiency and 

weatherization programs to customers o f the two utilities. 

Integrys supports the giving 
initiatives of Wisconsin Public 
Service Foundation, Inc, in 
Michigan, Minnesota, and 
Wisconsin. Other significant 
giving by Integrys occurs 
through programs operated 
by Peoples Gas and North 
Shore Gas in Illinois. 

Wisconsin Peoples Gas 
Public Sen/ice and North 

Foundation, Inc. Shore Gas Total 

Arts and Culture 

297420 293,847 591.26> 

Total $1,410,539 $1,073,182 $2,483,721 

* Includes corporate gifts to United Way agencies. 

All these efforts by Integiys companies contribute to a better 

use of energy, protection for the environment, and lower energy 

bills for customers. 

INNOVATIVE RATES REWARD EFFICIENCY 

Another initiative is to remove current disincentives for utilities 

to encourage energy efficiency—known In the energy industry 

as "decoupling." Pioneering projects make Peoples Gas, 

North Shore Gas, and Wisconsin Public Service the first utilities 

in Illinois and Wisconsin to gain approval for decoupling. 

This tool separates the amount the utilities charge to deliver 

natural gas and electridty from the amount that customers use. 

For our companies, revenue becomes less dependent on the 

volume of natural gas and electridty we deliver—so we can 

actively promote energy efficiency without hurting our bottom 

line. Equally important, decoupling benefits customers. Generally, 

when weather is colder, customers will receive a credit, and 

when it is warmer than normal, customers will see a charge. 

And customers will see a direct benefit from saving energy: 

reducing energy use will reduce their bill. 

THE FUTURE ENVIRONMENT 
We are leveraging best practices across our companies and 

embedding them In our culture. We have become leaner, more 

disciplined, and even more customer-centric. And despite 

competing business and environmental pressures, we are 

confident we have a practical and proactive path forward. 

P O S I T I O N I N G A N D INVESTING IN THE FUTURE 

Integrys Energy Group is a larger, stronger, and more competitive 

regional energy company than ever before. Our growth since 

2006 has diversified our company's regulatory and geographic 

risk and provided a larger, more stable regulated utility base. 

Regulatory and industry forces demand a strong emphasis on 

asset and risk management. We are constantly evaluating 

strategies to provide the best return on our resources while 

maintaining an acceptable risk profile. Moving forward, we will 

continue to adjust our energy portfolio, evaluate existing assets, 

the acquisition of assets, and contracts for resources that 

complement our business. 

As we look to the future, we will make well-planned investments 

to meet changing expectations of energy companies. 

Part of our obligation is to anticipate future energy demand while 

making sense for our environment. As the market calls for more 

environmentally friendly sources, we will respond with continued 

investment in renewables, energy effidency, emission reduction 

and conservation, focusing on options that offer the greatest 

returns In efficiency and savings. 

Sustaining our vision, we are confident that wise planning of 

our resources will deliver stability and continued value in an 

ever-changing energy future. 
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In 2008, our regulated utilities Introduced the concept of natural gas 

rate decoupl ing to the regulatory environment in Illinois and Wisconsin. 

Valerie Grace (left), manager of gas regulatory services for Peoples Gas 

and North Shore Gas, and Sharon Moy (right), rate case consultant in 

Illinois, focused on this rate concept as a way to allow the utilities to earn 

their approved revenue requirement while removing disincentives for the 

utilities to support energy conservation. Decoupling also provides value 

to customers, particularly when weather Is colder than normaL 

Peoples Gas demonstrated natural gas conservation by sponsoring and 

providing natural gas for the Museum of Science and Industry's Smart 

Home in 2008. The home, visited by more than 100,000 people over 

eight months, is an example of eco-friendly and sustainable design using 

technologies available today. 
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Integrys Energy Group's 
Ni t rogen Oxide (NOx) Emissions 

2004 2005 

N O x (Tons) — 

2006 2007 2008 

N O x {Pounds per Megawat t -Hour) 

Integrys Energy Group's 
Sulfur Dioxide (SO2) Emissions 

2004 

SO2 (Tons) 

2005 2006 2007 2008 

SO2 (Pounds per Megawat t -Hour) 

integrys Energy Group's Mercury Emissions 

2004 2005 2006 2007 2008 

Integrys Energy Group's 
Notices of Violat ion (NOVs) 

"̂TSN'h TT^P^ 

2004 2005 2006 2007 2008 

Notes: 
There was an extended Kewaunee Nuclear Plant outage in 2005. 
The Sunbury Generation facility was said in 2006. 
Warden and Niagara Falls. Generating facilities were sold in 2007. 
The Stoneman Generating facility was sold in 2008. 
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Integrys Energy Group's 
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FORWARD-LOOKING STATEMENTS 

This report contains forward-looking statements within the 

meaning of Section 21E o f the Securities Exchange Act of 1934. 

You can identify these statements by the fact that they do not 

relate strictly to historical or current facts and often include 

words such as "anticipate," "believe," "estimate," "expect," 

" intend," "plan," "project," and other similar words. Forwarcl-

looking statements are subject to assumptions and uncertainties; 

therefore, actual results may differ materially frc»m those 

expressed or Implied by such forward-looking statements. 

Although we believe that these forward-looking statements and 

the underiying assumptions are reasonable, we cannot provide 

assurance that such statements will prove correct. 

Forward-looking statements speak only as of the date on which 

they are made, and, except to the extent required by the federal 

securities laws, we undertake no obligation to update any 

forward-looking statements, whether as a result of new 

information, future events, or otherwise. We recommend that 

you consult any further disclosures we make on related subjects 

in our 10-Q, 8-K, and 10-K reports to the Securities and 

Exchange Commission. 

The following is a cautionary list of risks and uncertainties that 

may affect the assumptions which form the basis of forward-

looking statements relevant to our business. These factors, and 

other factors not listed here, could cause actual results to differ 

materially from those contained in fonvard-looking statements. 

• Resolution of pending and future rate cases and 

negotiations (including the recovery of deferred costs) and 

other regulatory decisions impacting Integrys Energy 

Group's regulated businesses; 

• The impact of recent and future federal and state 

regulatory changes, including legislative and regulatory 

initiatives regarding deregulation and restructuring o f t he 

electric and natural gas utility industries and possible future 

initiatives to address concerns about global climate change, 

changes in environmental, tax, and other laws and regulations 

to which Integrys Energy Group and its subsidiaries are 

subject, as well as changes in the application of existing 

laws and regulations; 

• Current and future litigation, regutatory investigations, 

proceedings, or inquiries, including but not limited to , 

manufactured gas plant site cleanup, reconciliation of 

revenues from the Gas Charge and related natural gas 

costs, and the contested case proceeding regarding the 

Weston 4 air permit; 

• The impacts of changing financial market conditions, credit 

ratings, and interest rates on the liquidity and financing 

efforts of Integrys Energy Group and its subsidiaries; 

• The risks associated with executing Integrys Energy Group's 

plan to significantiy reduce the scope and scale of, or divest 

In its entirety, the nonregulated energy sen/ices business; 

The risks associated with changing commodity prices 

(particularly natural gas and electricity) and the available 

sources of fuel and purchased power. Including their 

impact on margins; 

Resolution of audits or other tax disputes with the Internal 

Revenue Service and various state, local, and Canadian 

revenue agencies; 

The effects, extent, and t iming of additional competit ion or 

regulation in the markets in which Integrys Energy Group's 

subsidiaries operate; 

The retention of market-based rate authority; 

The risk associated with the value of goodwil l or other 

intangibles and their possible impairment; 

Investment performance of employee benefit plan assets; 

Advances in technology; 

Effects of and changes in political and legal developments, 

as well as economic conditions and the related impact on 

customer demand; 

Potential business strategies. Including mergers, 

acquisitions, and construction or disposition of assets or 

businesses, which cannot be assured to be completed 

timely or within budgets; 

The direct or indirect effects of terrorist incidents, natural 

disasters, or responses to such events; 

The effectiveness of risk management strategies and the 

use of financial and derivative instruments; 

The risks associated with the inability o f Integrys Energy 

Group's and Its subsidiaries' counterparties, affiliates, and 

customers to meet their obligations; 

Weather and other natural phenomena, in particular the 

effect of weather on natural gas and electricity sales; 

The utilization of tax credit carryforwards; 

The effect of accounting pronouncements issued 

periodically by standard-setting bodies; and 

Other factors discussed in the 2008 Annua! Report on 

Form 10-K and in other reports filed by Integrys Energy 

Group from time to time with the Securities and 

Exchange Commission. 
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INTRODUCTION 
Integrys Energy Group is a diversified energy holding company 
with regulated electric and natural gas utility operations (serving 
approximately 2.2 million customers in Illinois, Michigan, Minnesota, 
and Wisconsin), nonregulated energy operations, and an equity 
ownership interest in American Transmission Company, LLC (ATC) 
(a federally regulated electric transmission company operating in 
Wisconsin, Michigan, Minnesota, and Illinois) of approximately 34%. 

Strategic Overview 
Integrys Energy Group's goal is to create long-term value for shareholders 

and customers primarily through growth in its core regulated businesses. 

The company has made a decision to either fully or partially divest of 

its nonregulated energy services business segment, Integrys Energy 

Services, or reduce Its size, risk, and financial requirements tn response 

to increased collateral requirements at a time when global credit and 

financial markets are constraining the availability and increasing the cost 

of capital. In order to create value, Integrys Energy Group focuses on: 

Maintaining and Growing a Strong Regutated Uti l i ty Base—A strong 
regulated utility base is necessary to maintain a strong balance sheet, 
predictable cash flows, a desired risk profile, attractive dividends, and 
quality credit ratings, which are critical to our success. Integrys Energy 
Group believes the following investments have helped, or will help, 
maintain and grow its regulated utility base: 

• The February 2007 merger with Peoples Energy Corporation (PEC), 
which added the natural gas distribution operations of The Peoples 
Gas Light and Coke Company (PGL) and North Shore Gas Company 
(NSG) to the regulated utility base of Integrys Energy Group. 

• Our ownership interest in ATC, which owned over $2.5 billion of 
assets at December 31 , 2008. Integrys Energy Group will continue to 
fund its share of the equity portion of future ATC growth. ATC plans 
to invest $2.7 billion in the next ten years to ensure that the power 
grid will continue to meet the needs of its customers. 

availability and increasing the cost of capital. As a result, Integrys 
Energy Group has decided to take steps to protect its financial position 
and liquidity by either fully or partially divesting of its nonregulated 
energy sen/ices business segment or significantly scaling it back. On an 
operational level, Integrys Energy Group's short-term strategy will be to 
reduce and refocus its financial, credit, and risk capital on those aspects 
of Integrys Energy Services' business that yield the highest return, with 
consideration given toward lower risk. Integrys Energy Services has 
recently, and as necessary in the future, expects it will continue to adjust 
pricing strategies to capture margins that are commensurate with its 
increasing capital costs and collateral requirements. 

Longer term, in the event that a full divestiture of Integrys Energy 
Services does not occur and a portion of the nonregulated energy 
services business segment remains. It will be a smaller segment that 
requires significantly less capital, parental guarantees, and overall 
financial liquidity from Integrys Energy Group, integrys Energy Group is 
seeking to deploy its capital to areas with more desirable risk-adjusted 
rates of return. Although Integrys Energy Group anticipates a reduction 
in future earnings capacity from this business segment going fonward, 
an Improvement in the liquidity position and reduced business risk 
profile of Integrys Energy Group is expected. 

Integrat ing Resources t o Provide Operat ional Excellence— 
Integrys Energy Group is committed to integrating resources of all its 
regulated and nonregulated businesses, while meeting all applicable 
regulatory and legal requirements. This will provide the best value to 
customers and shareholders by leveraging the individual capabilities and 
expertise of each business and lowering costs. Integrys Energy Group 
believes the following recent developments have helped, or will help. 
Integrate resources and provide operational excellence: 

• The PEC merger provides the opportunity to align the best practices 
and expertise of both companies, which will continue to result in 
efficiencies by eliminating redundant and oveHapping functions 
and systems. 

• Weston 4, a 537-megawatt coal-fired base-load power plant located 
near Wausau, Wisconsin, was completed and became operational 
June 30, 2008. Wisconsin Public Service Corporation (WPS) holds a 
70% ownership interest in the Weston 4 power plant. 

• A proposed accelerated annual investment in natural gas distribution 

facilities (replacement of cast Iron mains) at PGL. 

• The investment of approximately $79 million to connect WPS's 
natural gas distribution system to the Guardian II natural gas 
pipeline to be completed In 2009. 

• WPS's purchase of a 99-megawatt wind generation project to be 

constructed in 2009 in Howard County, Iowa. 

• WPS's continued investment In environmental projects to Improve air 
quality and meet the requirements set by environmental regulators. 
Capital projects to construct and upgrade equipment to meet or 
exceed required environmental standards are planned each year. 

For more detailed information on Integrys Energy Group's capital 
expenditure program, see "Liquidity and Capital Resources. Capital 
Requirements." 

Systematically Reduce the Size a n d the Capital a n d Liquid i ty 
Commitments o f the Nonregu la ted Energy Services Busmess 
Segment—Unprecedented energy price volatility, combined with 
significant growth in the forward customer business, has increased the 
collateral requirements of Integrys Energy Services at a t ime when 
global credit and financial market conditions are both constraining the 
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• Integrys Business Support, LLC (IBS), a wholly owned service company 
of Integrys Energy Group, became operational on January 1, 2008. 
IBS was formed to achieve a significant portion of the cost synergies 
anticipated from the PEC merger through the consolidation 

and efficient deiivery of various support sen/ices and to provide 

more consistent and transparent allocation of costs tinroughout 

Integrys Energy Group and its subsidiaries. 

• "Operational Excellence" initiatives were implemented to provide 
top performance in the areas of project management, process 
improvement, and contract administration and compliance in order 
to reduce costs and manage projects and activities within 
appropriate budgets, schedules, and regulations. 

Placing Strong Emphasis on Asset and Risk Management—Our asset 
management strategy calls for the continuous assessment of our 
existing assets, the acquisition of assets, and contractual commitments 
to obtain resources that complement our existing business and strategy. 
The goal is to provide the most efficient use of our resources while 
maximizing return and maintaining an acceptable risk profile. This 
strategy focuses on the disposition of assets, including plants and entire 
business units, which are no longer strategic to ongoing operations, 
are not performing as needed, or have an unacceptable risk profile. 
We maintain a portfolio approach to risk and earnings. Our decision 
regarding the future of Integrys Energy Services noted above illustrates 
our asset management strategy. 

Our risk management strategy Includes the management of market, 
credit, and operational risk through the course of business. Forward 
purchases and sales of electric capacity, energy, natural gas, and other 
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commodities allow opportunities to secure prices in a volatile energy 

market. Each business unit monitors daily oversight of the risk profile 

related to these instruments consistent with the company's risk 

management policy. The Corporate Risk Management Group, which 

reports through the Chief Financial Officer, provides corporate oversight. 

-V -1 

RESULTS OF OPERATIONS 

(Millions, except per share amounts) 

Natural gas utility operations 

Electric utility operations 

Nonregulated energy operations 

Holding company and other operations 

Oil and natural gas operations 

Income available for common shareholdei 

Average basic shares of common stock 

Average diluted shares of common stock 

Basic earnings per share 

Diluted earnings per share 

Earn ings S u m m a r y 
From 2007 to 2008, income available for common shareholders 

decreased $124.9 million and diluted earnings per share decreased 

$1,86. From 2006 to 2007, Income available for common shareholders 

increased $95.5 million and diluted eamings per share decreased $0.17. 

Significant factors impacting the change in earnings and diluted earnings 

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

N a t u r a l G a s U t i l i t y O p e r a t i o n s : 
Earnings improved $55.8 million In 2008, compared with 2007, primarily 

due to the following: 

• The inclusion of PGL and NSG for all of 2008 compared with only 
a partial year of operations in 2007 since they were acquired on 
February 21,2007. A rate Increase for PGL in February 2008 also 
contributed to the Increase in earnings In 2O08. From 2007 to 2008, 
after-tax earnings related to PGL and NSG operations increased 
$43.3 million, after including a $6.5 million after-tax goodwil l 
Impairment loss related to NSG in 2008. 

• An Increase In natural gas sales volumes, which drove an approximate 
$11 million ($6.6 million after-tax) increase In margin for WPS, 
Minnesota Energy Resources Corporation (MERC), and Michigan 
Gas Utilities Corporation (MGU). 

• An interim rate increase for MERC, effective October 1, 2008, which 
had a positive impact on margin. 

Financial results improved $31.0 million In 2007, compared with 2006, 
primarily due to the following: 

• Financial results for MGU and MERC increased $18.1 million, from a 
combined net loss of $11.3 million in 2006, to earnings of $6.8 million 
In 2007. The positive change in earnings at MGU and MERC was 
driven by the fact that these natural gas utilities operated during 
the first quarter heating season in 2007, but were not acquired by 
Integrys Energy Group until after the first quarter 2006 heating 
season, In addition, MGU and MERC incurred a combined 

$11.8 million ($7.1 million after-tax) of transition costs in 2006 for the 
start-up of outsourcing activities and other legal and consulting fees. 
In 2007, MGU and MERC were allocated $1.7 million ($1.0 million 
after-tax) of external costs to achieve merger synergies 
related to the PEC merger. 
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Bi i i l i i hk 
Year Ended December 31, | 

H ^ H 2007 2006 

^H 
SjiJBIH 
MMS 
^ ^ M 

J ISH •BH 
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\ / w ^ ^ 

$ 28.7 

87.4 

98.0 

(18.8) 

56.0 

$251.3 

71.6 

71.8 

$3.51 

$3.50 

$ (2.3) 

85.5 

72.3 

0.3 

-
$155.8 

42.3 

42.4 

$3.68 

$3.67 

Change Iiji 
2008 Over 

2007 ; 

194.4% 

5.9% 

N/A 

N/A 

(100.0)% 

(49.7)% 

7 .1% 

7.2% 

(53.0)% 

(53.1)% 

Change in 
2007 Over 

2006 

N/A 

2.2% 

35.5% 

N/A 

N/A 

61.3% 

69.3% 

69.3% 

(4.6)% 

(4.6)% 

• Regulated natural gas utility earnings at WPS increased $13.5 million, 
from earnings of $9.6 milllDn in 2006, to earnings of $23.1 million in 
2007. Higher earnings were driven by increased volumes due to 
colder weather during the heating season. The full year impact of 
the natural gas rate increase that was effective January 12, 2007, 
also contributed to the increase. 

• PGL and NSG, which were acquired effective February 2 1 , 2(X)7, 
recognized a combined net loss of approximately $1 million In 2007, 
primarily related to the seasonal nature of natural gas utilities, which 
derive earnings during the heating season (first and fourth quarters). 
Because of the late February acquisition date, results for the majority 
of the two coldest months of the year were not included in natural 
gas utility earnings in 2007. The 2007 net income for PGL was less 
than the level we would normally expect, primarily due to increased 
costs of providing service. 

Elect r ic U t i l i t y O p e r a t i o n s : 
Earnings increased $5.2 million in 2008 compared with 2007, resulting 
primarily from: 

• A combined $17.7 million ($10.6 million after-tax) decrease in electric 
maintenance expense and costs to achieve merger synergies related 
to the PEC merger. 

• An approximate $10 million ($6 million after-tax) increase in margin 
from WPS's 2008 retail electric rate Increase effective January 16, 2008, 
and the full benefit of WPS's 2007 retail electric rate increase 
effective January 12, 2007, 

• An approximate $10 million ($6 million after-tax) Increase in margin 
driven by higher contracted sales volumes to a large wholesale 
customer year-over-year. 

• An approximate $5 million ($3 million after-tax) increase in regulated 
electric utility margin year-over-year, driven by fuel and pundiased 
power costs that were approximately $1 million lower than what was 
recovered in rates during 2008, compared with fuel and purchased 
power costs that were approximately $4 million higher than what 
was recovered in rates during 2007. 
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The above increases were partially offset by: 

• A $13.8 million ($8.3 million after-tax) increase in electric transmission 
expenses primarily related to higher rates charged by Midwest 
Independent Transmission System Operator, Inc. (MISO) and ATC 
due to additional transmission costs. 

accounting mismatch. As such, the non-cash unrealized gains and 
losses related to the electric customer supply contracts will vary each 
period, with non-cash unrealized gains being recognized in periods 
of increasing energy prices and non-cash unrealized losses being 
recognized in periods of declining energy prices, and will ultimately 
reverse when the related customer sales contracts settle. 

• An increase in depreciation and amortization expense of $4.2 mill ion 

($2.5 million after-tax) driven by depreciation related to Weston 4, 

which was placed in sen/ice for accounting purposes in April 2008. 

• An approximate $11 million ($6.6 million after-tax) decrease in 
margin due to a decline in residential and commercial and industrial 
sales volumes at WPS as a result of cooler weather during the 
cooling season and customer conservation efforts. 

• A $4.3 million ($2.6 million after-tax) Increase In interest e j^ense. 

Earnings increased $1.9 million in 2007 over 2006, resulting primarily 
from the fol lowing: 

• Retail electric rate Increases at both WPS and Upper Peninsula 
Power Company (UPPCO) had a positive year-over-year impact 
on operating income. 

• Favorable weather at WPS contributed an approximate $6 million 
($3.6 million after-tax) year-over-year increase in operating income; 
however, this increase was partially olfset by a decrease in weather 
normalized residential and commercial and industrial customer usage. 

• Fuel and purchased power costs were higher than what was 
recovered in rates during the year ended December 31 , 2007, 
compared with fuel and purchased power costs that were less 
than what was recovered in rates during the same period in 2006, 
driving a $14.4 million ($8.6 million after-tax) negative variance in 
operating income. 

• Maintenance expense related to WPS's power plants was higher in 

2007 compared with 2006, driven by an increase in unplanned outages 

in 2007 as well as longer than anticipated 2007 planned outages. 

Nonregulated Energy/lntegrys Energy Services' 
Operations: 
Financial results decreased $159.5 million in 2008, compared with 2007, 

primarily due to the fol lowing; 

• A $133.6 million after-tax decrease in Integrys Energy Services' 
United States Generally Accepted Accounting Principles (G/\AP) 
margin year-over-year related to non-cash activity, of which 
$106.1 million was related to non-cash activity associated with 
electric operations, with the remaining $27.5 million related to 
non-cash activity associated with natural gas operations. An 
overview of this non-cash activity has been pnovided below. 

Non-cash electric operations: 
A decline in energy prices during 2008 drove an $82.4 million net 
after-tax non-cash loss, compared with a $23.7 million net after-tax 
non-cash gain recognized in 2007, related to an increase in energy 
prices during 2007. The non-cash unrealized gains and losses 
recognized resulted from the af^l ication of derivative accounting njles 
to Integrys Energy Services' portfolio of derivative eiectric customer 
supply contracts, requiring that these derivative instnjments be 
adjusted to fair market value. The derivative instalments are utilized to 
economically hedge the price, volume, and ancillary risks associated 
with related electric customer sales contracts. The associated electric 
customer sales contracts are not adjusted to fair value, as they do not 
meet the definition of derivative Instruments under GAAP, creating an 
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Non-cash natural gas operations: 

The spot price of natural gas decreased significantly during the second 
half of 2008 (below the average cost of natural gas in inventory which 
Integrys Energy Sen/ices had injected into storage eariier in 2008), 
which resulted in a lower-of-cost-or-market adjustment, as required by 
GAAP. This adjustment contributed a $96.2 million year-over-year 
decrease in the non-cash natural gas margin, driven by non-cash 
inventory write-downs in the third and fourth quarters of 2008. The 
negative impact on realized margin related to these Inventory 
adjustments was substantially offset by $91.9 million of net after-tax 
non-cash unrealized gains recognized in 2008, primarily related to 
derivative instruments utilized to mitigate the price risk on natural 
gas Inventory underiying natural gas storage transactions. In 2007, 
natural gas derivative instruments resulted In the recognition of 
$23.2 million of net after-tax non-cash unrealized gains. Similar to 
the electric operations discussed above, non-cash gains and losses 
related to derivative natural gas sales and customer supply contracts 
will vary each period, and will ultimately reverse v ^ e n the physical 
contracts settle, or when natural gas is withdrawn from inventory. 

• The recognition of $17.1 million of after-tax earnings from Integrys 
Energy Services' Investment in a synthetic fuel production facility 
during the year ended December 3 1 , 2007. Production and sale of 
synthetic fuel by Integrys Energy Services ended when Section 29/45KI 
of the Internal Revenue Code, which provided for Section 29/45K 
federal tax credits from the production and sale of synthetic fuel, 
expired effective December 3 1 , 2007. 

• After-tax income from discontinued operations decreased 
$10.9 million as a result o f t h e sale of Niagara Generation in 2007, 

which was partially offset by a contingent gain that was realized in 

the fourth quarter of 2008 related to the sale of the Stoneman 

generating facility in the third quarter of 2008. 

• Operating and maintenance expenses at Integrys Energy Services 
increased $22.3 million ($13.4 million after-tax) in 2008 compared 
with 2007, driven by an increase in bad debt esq^ense, broker 
commissions, a full year of operations from businesses acquired in 
the PEC merger, and employee benefit costs. 

• Partially offsetting the above decreases, the realized retail electric 
margin increased $28.1 million ($16.9 million after-tax), driven 
primarily from operations in Illinois, due to the addition of new 
customers as a result of the PEC merger, and the reduced impact 
from purchase accounting in 2008. 

Eamings increased $25.7 million in 2007, compared with 2006, primarily] 

due to the fol lowing: 

• Operating income at Integrys Energy Services increased $40.2 million 

($24.1 million after-tax). 

• After-tax income fram discontinued operations at Integrys Energy 
Services increased $7.5 mill ion, driven by the sale of Niagara 
Generation, LLC in the first quarter of 2007. 

• Miscellaneous expense at Integrys Energy Services decreased 
$11.1 millian ($6.7 million after-tax), driven by a decrease in pre-tax 
losses recognized for the period related to Integrys Energy Services' 
investment in a synthetic fuel facility. 
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• Minority interest income decreased $3.7 million ($2,2 million after
tax) as Integrys Energy Sen/ices' partner elected to stop receiving-
production from the synthetic fuel facility and, therefore, did not 
share In losses from this facility In 2007. 

• Section 29/45K federal tax credits recognized from Integrys 
Energy Services' investment in a synthetic fuel facility decreased 
S15.9 million, from $29.5 million in 2006, to $13.6 million in 2007. 
The decrease in Section 29/45K federal tax credits recognized was 
driven by the impact of high oil prices on our ability to realize the 
benefit of Section 29/45K federal tax credits. 

H o l d i n g C o m p a n y and O t h e r O p e r a t i o n s : 

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

to higher earnings from our investment in ATC, lower interest e:^ense, 

and lower operating expenses at the holding company, partially offset 

by the negative year-over-year impact on operating income related to 

the reallocation of external costs to achieve merger synergies in 2007. 

In 2007, financial results decreased $19.1 million, from earnings of 

$0.3 million In 2006, to a net loss of $18.8 million. 

See "Overview of Holding Company and Other Segment Operations" 
for more Information. 

Oil and Natural Gas Operations: 
In connection with the PEC merger, Integrys Energy Group announced 
Its intent to divest of PEC's oil and natural gas production operations, 
Peoples Energy Production Company (PEP). PEP was sold In the third 
quarter of 2007. In 2007, PEP recognized earnings of $56.0 million, 
including $58.5 million of earnings reported as discontinued operations. 
The sale of PEP resulted in a $7.6 million after-tax gain in 2007. In 2008, 
tax adjustments of $0.8 million related to the 2007 PEP sale were 
recorded as discontinued operations. 

Regulated Natural Gas Utility Segment Operations 

Earnings Per Share: 
Diluted earnings per share was impacted by a 5.2 million share (7.2%) 
increase In the weighted average number of outstanding shares of 
Integrys Energy Group common stock from 2007 to 2008, as well as an 
increase of 29.4 million shares (69.3%) in the weighted average number 
of outstanding shares of Integrys Energy Group's common stock from 
2006 to 2007. Integrys Energy Group issued 31.9 million shares of 
common stock on Febmary 2 1 , 2007, in conjunction with the merger 
with PEC, and Issued an additional 2.7 million shares of common stock 
in May 2006 in order to settle its fonward equity agreement with an 
affiliate of J.P. Morgan Securities. Additional shares were also issued 
under the Stock Investment Plan and certain stock-based employee 
benefit plans in 2007 and 2006. 

The following discussion provides the analysis of Integrys Energy Group's 
four segments: regulated natural gas utility, regulated electric utility, 
Integrys Energy Services, and its holding company and other segment. 

Utility Operations 
In 2008, the utility operations included the regulated natural gas utility 
segment, consisting o f t h e natural gas operations of PGL, WPS, MERC, 
MGU, and NSG. The regulated natural gas operations of WPS, MERC, 
and MGU, were included In results of operations for all of 2007, while the 
regulated natural gas operations of PGL and NSG were included in results 
of operations beginning February 22, 2007 through December 3 1 , 2007. 
The natural gas operations of WPS were included for all of 2006, while 
the natural gas operations of MGU and MERC were included from 
April 1, 2006 through December 3 1 , 2006, and July 1, 2006 through 
December 31 , 2006, respectively. 

Utility operations also included the regulated electric segment, 

consisting of the regulated electric operations of WPS and UPPCO for 

all of 2008, 2007, and 2006. 

(Millions) 

Revenues 

Purchased natural gas costs 

Margins 

Operating and maintenance expense 

Goodwill Impairment loss * 

Depreciation and amortization expense 

Taxes other than income taxes 

Operating income 

Miscellaneous Income 

Interest expense 

Other expense 

Income before taxes 

Tliroughput in therms 

Residential 

Commercial and Industrial 

Intemjptible 

Intendepart mental 

Transport 

Total sales in therms 
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^J-^^Hî -^^ 
?^B -
x^m' 
"^'^m^ 

^̂ H \^M 
^'W^ 'r3 ^ 
*^^m---

' ̂ ^^Iv^ 
' f ^ 

t . ^ i * 
^aV 
» t 
*'Pi*w 

• ^ 1 ' 

2007 

$2,103.7 

1,453.5 

650.2 

427.4 

-
97.7 

33.1 

92.0 

5.5 

(53.4) 

(47.9) 

$ 44.1 

1,251.8 

439.2 

59.4 

47.1 

1,505.6 

3,303.1 

1 

2006 

$676.9 

493.8 

183.1 

121.3 

-
32.7 

11.8 

17.3 

1.0 

(18.1) 

(17.1) 

$ 0.2 

351.5 

190.6 

40.1 

27.6 

657.5 

1,267.3 

Change in 

2008 Over 
2007 

43J8% 

47.8% 

35.1% 

26.1% 

N/A 

10.8% 

(3.0)% 

108.9% 

27.3% 

6;0% 

3.5% 

223.4% 

36.5% 

25.4% 

1.2% 

(39.3)% 

21.8% 

26.6% 

Change in 

2007 Over 
2006 

210.8% 

194.4% 

255.1% 

252.4% 

-% 
198.8% 

180.5% 

431.8% 

450.0% 

195.0% 

180.1% 

21,950.0% 

256.1% 

130.4% 

48.1% 

70.7% 

129.0% 

160.6% 

See Note 9, "Goodwili and Other Intangible Assets." for more information. 
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Revenue 2007 Compared with 2006: 

2008 Compared with 2007: 

Regulated natural gas utility segment revenue increased $922.2 million, 
driven by: 

• A combined Increase In PGL and NSG natural gas utility revenue of 
$780.5 million, from $1,118.5 million during 2007, to $1,899.0 million 
during 2008. The increase in revenue at both of these natural gas 
utilities was driven primarily by the fact that they were not Included 
in regulated natural gas utility results until after the merger with PEC 
on February 2 1 , 2007. Other factors that contributed to this 
combined Increase Include: 

• PGL's annualized rate increase effective February 14, 2008, which 
increased revenue year-over-year by approximately $61 million. 
See Note 23, "Regulatory Environment," for more Information 
on the PGL and NSG rate cases. 

• Higher year-over-year natural gas prices. Increases in natural gas 

commodity costs are passed directly through to customers in rates. 

• Colder weather during the 2008 heating season, partially offset 
by energy conservation efforts by natural gas utility customers 
and a larger number of customer disconnections, which we 
believe resulted from high energy prices and a general slowdown 
in the economy. 

• An increase in natural gas revenue of $141.7 million at the remaining 
natural gas utilities (WPS, MERC, and MGU) from $985.1 million 
during 2007, to $1,126.8 million during 2008, which resulted 
primarily from: 

• A combined $112.2 million increase in revenue driven by the 

approximate 13% increase in the per-unit cost of natural gas in 

2008 compared with 2007. 

• A $43.4 million increase in revenue from colder weather during 
the 2008 heating season compared with 2007, evidenced by an 
approximate 1 1 % year-over-year Increase in heating degree days 
across these three utilities. 

• An increase in revenue from MERC's interim rate increase, 
effective October 1, 2008, for retail natural gas customers. This 
interim rate increase is subject to refund pending the final rate 
order, which is expected in the second quarter of 2009. See 
Note 23, "Regulatory Environment," for more information on 
MERC's interim rate increase. 

• The combined increase in revenue at WPS, MGU, and MERC, 
was partially offeet by a $17.9 million decrease in revenue driven 
by a decrease in year-over-year volumes normalized for the 
Impact of weather, $15.6 million of which was driven by a 39.3% 
decrease in natural gas throughput volumes sold by WPS to its 
electric utility segment. The decrease in volumes sold to the 
electric utility segment was a result of a decrease in the need for 
the electric utility to run Its peaking generation units during the 
2008 summer cooling season because of cooler year-over-year 
weather. In addition, additional electricity was available within the 
electric utility segment from Weston 4, a coal-fired generating 
facility that became commercially operational in June 2008. The 
remaining decrease in weather normalized volumes was driven 
by energy consen/ation efforts of residential customers and a 
larger number of customer disconnections year-over-year, which 
we believe resulted from high energy prices and a general 
slowdown in the economy. 
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Regulated natural gas utility segment revenue increased $1,426.8 million, 

driven by the fol lowing: 

• PGL and NSG (acquired Febmary 21 , 2007) generated $1,118.5 million 
of natural gas utility revenue and contributed approximately 1.5 billion 
therms of natural gas throughput volumes In 2007. 

• MERC (which acquired natural gas distribution operations in 
Minnesota on July 1, 2006) generated $294.0 million of natural gas 
utility revenue and approximately 705 million therms of natural gas 
throughput volumes in 2007, compared with $123.0 million of 
natural gas utility revenue and approximately 348 million therms of 
natural gas throughput volumes in 2006. 

• MGU (which acquired natural gas distribution operations in Michigan 
on April 1, 2006) generated $220.2 million of natural gas utility 
revenue and approximately 311 million therms of natural gas 
throughput volumes in 2007, compared with $110.1 million of 
natural gas revenue and approximately 193 million therms of natural 
gas throughput volumes during 2006. 

• WPS's natural gas utility revenue increased $27.2 mill ion, from 
$443.8 million in 2006, to $471.0 million in 2007, driven by the 
following: 

• On January 11 , 2007, the Public Service Commission of 
Wisconsin (PSCW) issued a final written order to WPS authorizing 
a retail natural gas distribution rate increase of $18.9 million 
(3.8%), effective January 12, 2007. See Note 23, "Regulatory 
Environment," for more information related to the retail natural 
gas rate increase at WPS. 

• An 8.6% increase in natural gas throughput volumes. The 
increase in natural gas throughput volumes was driven by a 
10.3% increase in residential volumes and a 70.7% increase in 
natural gas volumes sold to the electric utility. The increase in 
sales volumes to residential customers was driven in part by 
colder year-over-year weather during the 2007 heating season. 
The Increase in natural gas volumes sold to the electric utility was 
driven by an increase in the need for tiie electric utility to run its 
peaking generation units. 

• Natural gas prices were 10 .1% lower on a per-unit basis, 
compared with 2006, resulting in a decrease in natural gas utility 
revenue, which partially offset the overall increase in natural gas 
utility revenue at WPS. 

Margin 

2008 Compared with 2007: 

The regulated natural gas utility segment margin increased $228.0 million, 
primarily due to: 

• An increase in the combined margin at PGL and NSG of 
$208.6 mill ion, from $387.2 million In 2007 to $595.8 million In 
2008. The Increase in combined margin was driven by: 

• The acquisition of PGL and NSG on February 2 1 , 2007. The 
combined operations for the entire heating season were included 
in the 2008 natural gas utility margin. However, only operations 
from the merger date through December 3 1 , 2007, were Included 
in the 2007 natural gas utility margin. Due to the seasonal nature 
of natural gas utilities, higher margins are generally derived 
during the heating season (first and fourth quarters). 
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• The 2008 rate increase for PGL, which resulted in an approximate 
$61 million Increase In margin. 

• Colder than normal weather experienced by both PGL and 

NSG resulted In an approximate $7 million Increase In 2008 

margin before the decoupling mechanism went into effect on 

March 1,2008. 

• An increase In natural gas margin of $19.4 million at the remaining 
natural gas utilities [WPS, MERC, and MGU), primarily driven by: 

• A combined 5.2% increase in natural gas throughput volumes at 
WPS, MERC, and MGU, which had an approximate $11 million 
positive impact on natural gas utility margins. Colder year-over-
year weather had an approximate $14 million positive impact on 
margins. Partially offsetting the positive impact of colder weather, 
were energy conservation efforts by residential customers and a 
larger number of customer disconnections year-over-year, which 
had an approximate $3 million negative Impact on margins. 

• The interim rate increase for MERC, effective October 1, 2008, 

which had a positive Impact on natural gas margin. 

• An approximate $2 million year-over-year increase In margin at 

MGU related to an adjustment for recovery of prior natural gas 

costs in a Michigan Public Service Commission (MPSC) 

proceeding. 

2007 Compared with 2006: 

The regulated natural gas utility segment margin Increased $467.1 million, 
driven by the fol lowing; 

• The combined margin provided by PGL and NSG In 2007 of 

$387.2 million. 

• The combined margin at MGU and MERC increased $55.1 million, 
from $59,1 million in 2006, to $114.2 million in 2007. The increase In 
natural gas margin at MGU and MERC was driven primarily by the 
fact that MGU and MERC operated during the first quarter heating 
season In 2007, but were not acquired by Integrys Energy Group 
until after the first quarter heating season in 2006. 

• WPS's natural gas margin increased $24.8 million, from $124.0 million 
in 2006, to $148.8 million in 2007, The increase in WPS's margin was 
dhven by the retail natural gas rate increase and an increase in 
throughput volumes to higher margin residential customers due in 
part to colder year-over-year weather during the heating season. The 
increase In throughput volumes sold to the electric utility did not 
have a significant impact on WPS's natural gas utility margin. 

Operating Income 

2008 Compared with 2007: 

Operating income at the regulated natural gas utility segment increased 
$100.2 million, driven by the $228,0 million increase In the natural 
gas utility margin, partially offset by a $127.8 million increase in 
operating expenses. 

The increase in operating expenses was primarily related to an increase 
in combined operating expenses at PGL and NSG of $125.8 million, 
from $368.7 million for 2007 to $494.5 million for 2008. 

The increase in operating expenses related to PGL and NSG was 

primarily driven by: 

• The acquisition of these natural gas utilities on February 2 1 , 2007. 

As a result, operating expenses fo r the period January 1, 2007, to 

the acquisition date were not included in the 2007 operating results. 

• A non-cash goodwil l impairment charge of $6.5 million recognized 

In the second quarter of 2008 related to NSG. 

• A combined Increase in bad debt expense, driven by the impact of 

high energy prices and worsening economic conditions on overall 

accounts receivable balances. 

2007 Compared with 2006: 

Operating income increased $74.7 million, driven by the $467.1 million 

Increase In the regulated natural gas utility margin, partially offeet by a 

$306.1 million increase in operating and maintenance expense, a 

$65.0 million increase in depreciation and amortization expense, and 

a $21.3 million Increase in taxes other than income taxes. 

• The increase in operating and maintenance expense was primarily 

related t o the fol lowing: 

• Combined operating and maintenance expenses of $292.9 million 

incun-ed by PGL and NSG in 2007. 

• Combined operating and maintenance expense at MGU and 
MERC that increased approximately $9 million, primarily due to 
the fact that operating expenses at both of these utilities incurred 
prior to the acquisition were not included in earnings in 2006, 
compared to incurring a full year of operating and maintenance 
expenses in 2007. For the year ended December 3 1 , 2006, 
$11.8 million of combined operating and maintenance expense 
related to external transition costs, primarily f o r the start-up of 
outsourcing activities and other legal and consulting fees. For the 
year ended December 3 1 , 2007, MGU and MERC were allocated 
$1.7 million of external costs to achieve merger synergies related 
to the PEC merger. 

• Operating expenses related to WPS's natural, gas operations 
Increased $3.7 million year-over-year, due primarily to the 
allocation of $2.8 million of external costs to achieve merger 
synergies related to the PEC merger. 

• The Increase in depreciation and amortization expense was primarily 

related to the merger with PEC (a combined $59.0 million of 

depreciation and amortization expense was recognized at PGL 
and NSG from February 2 1 , 2007 to December 3 1 , 2007) and 
an increase in depreciation expense at MERC and MGU (these 
businesses were not included in results of operations for the full year 
in 2006). Depreciation and amortization expense at WPS's natural 
gas utility was relatively flat year-over-year. 

• The increase in taxes other than income taxes from 2006 to 2007 
was primarily related to the merger with PEC ($16.8 mill ion of taxes 
other than income taxes were recognized at PGL and NSG in 2007), 
and the acquisition o f t h e Michigan and Minnesota natural gas 
distribution operations, which were not included in results of 
operations for the full year in 2006. Taxes other than income taxes 
are primarily related to property taxes, gross receipts taxes, and 
payroll taxes paid by these companies. 
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Other Expense The increase in other expense was offset by: 

2008 Compared with 2007: 

Other expense at the regulated natural gas utilities increased $1,7 million, 
driven by a $3.2 million increase in interest expense, partially offset by a 
$1.5 million increase in miscellaneous income. The increase in otfier 
expense was a result of: 

• A $6.1 million Increase In combined interest expense at PGL and 
NSG, from $30.3 million in 2007 to $36.4 million in 2008. The 
increase in interest expense at PGL and NSG is primarily due to the 
fact that these utilities were first acquired on February 2 1 , 2007, and, 
therefore, did not recognize a full year of Interest expense In 2007. 
The increase in interest expense was also due to additional long-
term debt borrowings and higher interest rates on new and 
remarketed long-term debt. 

Regulated Electric Segment Operations 

• A $2.6 million increase in Allowance for Funds Used During 
Construction (AFUDC) at WPS related to the construction of 
natural gas laterals for connection to the Guardian ll pipeline. 

• A decrease in interest expense resulting from a decrease in short-

term borrowing levels and a decrease in interest rates for WPS's 

natural gas segment. 

2007 Compared with 2006: 

Other expense at the regulated natural gas utilities increased $30.8 million, 
driven by a $35.3 million increase in interest expense, partially offset by 
a $4.5 million increase in miscellaneous income. The Increase in other 
expense was a result of combined interest expense of $30.3 million, 
partially offeet by $4.5 million of miscellaneous income, recorded both at 
PGL and NSG from Febmary 22, 2007, through December 3 1 , 2007. 

(Millions) 

Revenues 

Fuel and purchased power costs 

Margins 

Operating and maintenance expense 

Depredation and amortization expense 

Taxes other than income taxes 

Operating income 

Miscellaneous income 

Interest expense 

Other expense 

Income before taxes 

Sales in kilowatt-hours 

Residential 

Commercial and industrial 

Wholesale 

Other 

Total sales in kilowatt-hours 

Weather-WPS: 

Heating degree days 

Cooling degree days 

Weather-UPPCO: 

Heating degree days 

Cooling degree days 

'"' j Year Ended December 31, | 

•. mim 

m 

mm 
&m 

1 l i l M l , . 

^ i m ^ 

464 

i |8 

2007 

$1,246.1 

636.5 

609.6 

321.1 

80.1 

43.2 

165.2 

8.3 

(32.4) 

(24.1) 

$ 141.1 

3.173.6 

8.750.9 

4.024.9 

42.4 

15,991.8 

7,102 

634 

8,625 

352 

2006 

$1,099.4 

551.0 

548.4 

265.3 

78.5 

41.6 

163.0 

3.2 

(30.0) 

(26.8) 

$ 136.2 

3,144.8 

8,645.2 

4,093.1 

42.2 

15,925.3 

6,785 

521 

8,386 

297 

Change in 
2008 Over 

2007 

6.6% 

2.4% 

11.1% 

16.9% 

5.2% 

2.5% 

5.0% 

(27.7)% 

13.3% 

27.4% 

1.2% 

(3.4)% 

(1.3)% 

18.4% 

0.5% 

3.2% 

12.2% 

(26.8)% 

8.4% 

(60.8)% 

Change in 

2007 Over 
2006 

13.3% 

15.5% 

11.2% 

21.0% 

2.0% 

3.8% 

1.3% 

159.4% 

8.0% 

(10.1)% 

3.6% 

0.9% 

1.2% 

(1.7)% 

0.5% 

0.4% 

4.7% 

21.7% 

2.8% 

18.5% 

Revenue 

2008 Compared with 2007: 

Regulated electric utility segment revenue increased $82.8 million, 

driven by: 

• A 3.2% increase in electric sales volumes, which resulted in an 
approximate $26 million increase In revenue year-over-year, related to: 
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An 18.4% increase in wholesale volumes year-over-year, which drove 
an approximate $48 million increase in revenue. There was an 
approximate $36 million increase in opportunity sales year-over-year 
as the electric utili"ty had more low-cost generation with Weston 4 
becoming commercially operational in 2008, combined with 
available capadty from lower sales volumes to residential customers. 
In addit ion, WPS experienced an approximate $12 million 
increase in wholesale revenue, driven by higher contracted sales 
volumes to a large wholesale customer year-over-year. 
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• The increase in revenue related to wholesale volumes was partially 
offset by a 3,4% decrease in residential sales volumes and a 1.3% 
decrease in commercial and industrial sales volumes year-over-year, 
which drove an approximate $22 million decrease In revenue. Of this 
decrease in revenue, approximately $13 million related to energy 
conservation efforts on the part of residential customers, which we 
believe was the result of high energy prices and the general 
economic slowdown. Approximately $6 million related to decreased 
demand by our commercial and industrial customers in the third and 
fourth quarters of 2008 as the economy weakened. In addition, 
cooler weather during the 2008 cooling season compared to 2007 
contributed approximately $3 million to the decrease in revenue. 

• An interim fuel surcharge approved by the PSCW for WPS's retail 
electric customers effective March 22, 2008, related to higher fuel and 
purchased power costs. In addition, a surcharge increase was approved 
by the PSCW effective July 4, 2008. Both orders had an overall impact 
on revenue of approximately $25 million. Contributing factors in this 
rate change were increased purchased power costs due to lower-than-
expected generation from the new Weston 4 power plant during the 
start-up phases, increased coal and coal transportation costs, and 
increased natural gas costs. On September 30, 2008, the PSCW 
reopened the 2008 fuel surcharge to review forecasted fuel costs as 
WPS's current and anticipated annual fuel costs were below those 
projected in the fuel surcharge. As a result of these lower costs, WPS 
accrued at December 31, 2008, a refund payable in 2009 to its electric 
customers of approximately $5 million, which is already excluded from 
the $25 million noted above. See Note 23, "Regulatory Environment," 
for more information on WPS's interim fuel surcharges. 

• A retail electric rate Increase, effective January 16, 2008, which 
contributed an approximate $23 million increase in revenue. The full 
benefit of the 2007 retail electric rate Increase, effective January 12, 
2007, also conthbuted to the increase in revenue year-over-year. 
Per the PSCW's order approving the PEC n-ierger, WPS was not 
permitted to increase its base rates for natural gas or electnc sen/ice 
prior to January 1, 2009. However, WPS was allowed to adjust rates 
for changes In purchased power costs as well as fuel costs related 
to electric generation due to changes in N^w York Mercantile 
Exchange (NYMEX) natural gas futures prices, delivered coal prices, 
and transmission costs. The increase also Included recovery of 
deferred 2005 and 2006 MISO Day 2 costs over a one-year period. 
See Note 23, "Regulatory Environment," for more information on 
WPS's Interim rate Increase. 

• An approximate $5 million increase in revenue at UPPCO related to 
Increased energy and transmission costs In 2008 compared with 
2007. Increases in fuel and purchased power costs at UPPCO are 
passed directly through to customers in rates. 

2007 Compared with 2006: 

Regulated electric revenue increased $146.7 million, driven by the 
fol lowing: 

• On January 11, 2007, the PSCW issued a final written orcler to WPS 
authorizing a retail electric rate increase of $56.7 million (6.6%), 
effective January 12, 2007, for Wisconsin electric customers. 

• In June 2006, the MPSC issued a final written order to UPPCO 
authorizing an annual retail electric rate increase for UPPCO of 
$3.8 million (4.8%), effective June 28, 2006. See Note 23, 
"Regulatory Environment ' ' for more information related to the retail 
electric rate increases at WPS and UPPCO. 

• On a per-unit basis, fuel and purchased power costs were 

approximately 17% higher In 2007 compared with 2006. In addit ion, 
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sales volumes increased 0.4%, primarily related to an increase in 
sales volumes to residential and commercial and industrial 
customers, driven by warmer weather during tiie cooling season and 
colder weather during the heating season (a portion of heating load 
is electric) in 2007, compared with 2006. The Increase in sales 
volumes related to weather was partially offset by an approximate 
2% decrease in weather normalized residential and commercial and 
industrial customer usage, driven by customer conservation resulting 
from higher energy costs and weaker general economic conditions. 

Margin 

2008 Compared with 2007: 

The regulated electric utility segment margin increased $67.8 mill ion, 
driven by an increase in electric margin at WPS. The $68.4 million 
increase in the electric margin at WPS was a result ofi 

• A $54.0 million partial refund to Wisconsin retail customers for 2007 
of their portion of proceeds from the liquidation of the Kewaunee 
nonqualified decommissioning trust fund. Pursuant to regulatory 
accounting, the decrease in the 2007 margin related to the refund 
was offset by a corresponding decrease in operating and 
maintenance expense in 2007 and, therefore, did not have an 
impact on earnings. WPS completed this refund in 2007. 

• An approximate $10 million Increase in margin from the 2008 retail 
electric rate increase effective January 16, 2008, and the fijil benefit 
o f t h e 2007 retail electric rate increase effective January 12, 2007. 

• An approximate $10 million increase in margin driven by higher 
contracted sales volumes to a large wholesale customer year-over-year. 

• An approximate $5 million Increase in regulated electric utility 
margin year-over-year driven by fuel and purchased power costs that 
were approximately $1 million lower than what was recovered in 
rates during 2008, compared with fuel and purchased power costs 
that were approximately $4 million higher than what was recovered 
in rates during 2007. As a result of approximately $23 million of 
under-recovered fuel and purchased power costs in the first quarter 
of 2008, the PSCW approved an interim rate surcharge effective 
March 22, 2008, and subsequently approved a higher final surcharge 
effective July 4, 2008. The $5 million Increase in electric margin 
Includes lower fuel costs from the fuel window reset and the net 
impact o f t h e refund accrued at December 3 1 , 2008, payable in 
2009 to electric customers from the reopening o f t h e 2008 fuel 
surcharge on September 30, 2008, by the PSCW. 

• These increases in the electric margin were offeet by an approximate 
$11 million decrease in margin due to a decline In residential and 
commercial and Industrial sales volumes. Of this decrease, 
approximately $8 million related to energy conservation efforts on 
the part of residential customers, which we believe were the result of 
high energy prices and the general economic slowdown. 
Approximately $1 million related to decreased demand by our 
commercial and industrial customers in the third and fourth quarters 
of 2008 as the economy worsened. In addit ion, cooler weather 
during the 2008 cooling season compared with 2007 contributed 
approximately $2 million to the decrease in gross margin, 

2007 Compared with 2006: 

The regulated electric margin increased $61.2 million, driven by the 

fol lowing: 

• A $57.0 million (11.5%) Increase In the electric utility margin at WPS. 
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• WPS's margin was positively impacted by the retail electric rate 
increases discussed above and by higher electric sales volumes 
to residential and commercial and industrial customers related to 
weather. Favorable weather during both the heating and cooling 
seasons positively Impacted margin by an estimated $6 million. 

• The year-over-year change in WPS's margin was also positively 
impacted by a $16.2 million decrease in the 2006 margin related 
to the accrual o f t h e refund to wholesale customers in 2006 of 
their portion o f t he Kewaunee nonqualified decommissioning 
trust fund. Pursuant to regulatory accounting, the decrease in the 
2006 margin related to this refund was offset by a corresponding 
decrease in operating and maintenance expenses in 2006 and, 
therefore, d id not have an impact on earnings. No such accrual 
to wholesale customers occurred In 2007; however, the payment 
of the refund was made in 2007. 

• Partially offeetting the increase in WPS's margin, fuel, and purchased 
power costs were 3.7% higher than what was recovered in rates 
during the year ended December 3 1 , 2007, compared with fuel 
and purchased power costs that were 10.5% less than what was 
recovered in rates during the same period in 2006, driving a 
$14.4 rnlllion negative variance in WPS's electric margin. In 2007, 
fuel and purchased power prices were above what was projected in 
the rate case primarily due to higher than anticipated commodity 
costs and the market effects of unplanned plant outages. On 
October 6, 2007, lightning hit Weston 3, and the unit returned to 
full service on January 14, 2008. The unscheduled outage d id 
not have a significant impact on the electric utility margin as the 
PSCW approved deferral of unanticipated fuel and purchased 
power costs directly related to the outage. The outage d id, 
however, cause the price of purchased power from other sources to 
increase. Excluding the additional purchased power which resulted 
from the Weston 3 outage, fuel and purchased power costs at WPS 
increased 17% in 2007, compared with the same period in 2006, 
primarily related to the higher per-unit cost of fuel and purchased 
power required from the market to serve WPS's customers. 

• UPPCO's margin increased approximately $4 mill ion, primarily due 
to its retail electric rate increase, effective June 2006, and higher 

retail sales volumes. 

Operating Income 

2008 Compared with 2007: 

Operating income at the regulated electric utility segment increased 

$8.3 million, driven by the $67.8 million Increase in the electric utility 

margin, partially offset by a $59.5 million increase in operating expenses. 

The increase in operating expenses was driven by: 

• A $54.0 million year-over-year increase related to the partial 
amortization in 2007 of the regulatory liability previously recorded 
for WPS's obligation to refund proceeds received from the 
liquidation o f t h e Kewaunee nonqualified decommissioning trust 
fund to Wisconsin retail electric ratepayers. 

• A $13.8 million Increase in electric transmission expenses, primarily 
related to higher rates charged by MISO and ATC due to additional 
transmission costs. 

• A $6.1 million increase in cost of capital and depreciation expense 
charged by IBS for assets transferred from WPS to IBS in the 
beginning of 2008 and reported as operating and maintenance 
expense In 2008. Similar costs were reported as depreciation and 
amortization expense in 2007, prior to the start-up of IBS. 
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• A $4,2 million Increase in depreciation and amortization expense, 

primarily related to $9.2 million of depreciation expense from Weston 4 

being placed in sen/ice for accounting purposes in April 2008, partially 

offset by a decrease in depreciation related to assets transferred to 

IBS and reported in operating and maintenance expense In 2008. 

These increases in operating expenses were partially offset by; 

• An $11.6 million decrease in electric maintenance expenses at WPS, 
primarily due to major planned outages at the Weston 2 and Weston 3 
generation stations, the De Pere Energy Center, and the Pulliam 
generation station, as well as several unplanned outages at the Weston 3 
generation station in 2007, compared wnth fewer outages In 2008. 

• A decrease In extemal costs to achieve merger synergies of $6.6 million 
related to the merger with PEC, from $12.3 million In 2007, to 
$5.7 million In 2008. This decrease occurred primarily because all 
external costs to achieve merger synergies incurred from July 2006 
through March 2007 were reallocated in 2007 from the holding 
company segment to the other reportable segments, including the 
regulated electric segment. These reportable segments are the 
beneficiaries o f t h e synergy savings resulting from the costs to 
achieve. In addit ion, the reduction in 2008 external costs to achieve 
merger synergies was due to less integration work required In 2008 
compared with 2007. 

2007 Compared with 2006; 

Operating income increased $2.2 mill ion, driven by the $61.2 million 
increase In regulated electric margin discussed above, partially offeet by 
a $54.3 million (23.7%) increase in operating and maintenance e:qDenses 
at WPS, and a combined $3.2 million increase in depreciation and taxes 
other than income taxes at the regulated electric utilities. 

• The change in operating and maintenance expense at WPS was 

primarily related to the fol lowing; 

• Regulated electric maintenance expenses increased $15.3 million, 
driven by longer tiian anticipated planned outages and a higher 
number of unplanned outages year-over-year (which included major 
overhauls planned at the Weston 2 and Weston 3 generation 
stations and the De Pere Energy Center, planned major turbine and 
generator work performed at the Pulliam generation station, and 
several unplanned outages at the Weston 3 generation station). 

• Regulated electric transmission ej^enses increased $14.2 mill ion, 
primarily related to higher rates charged by MISO and ATC due 
to additional transmission investment. 

• The regulated electric segment of WPS was allocated external 
costs to achieve merger synergies of $11.4 million for the year 
ended December 3 1 , 2007. 

• /i jnortization in 2006 of the regulatory liability recorded for WPS's 
obligation to refund proceeds received from the liquidation o f the 
Kewaunee nonqualified decommissioning tnjst fund to wholesale 
electric ratepayers contributed $16.2 million to the increase in 
WPS's operating and maintenance expense. Pursuant to regulatory 
accounting, the 2006 increase in operating and maintenance 
expense related to this refund was offeet by a corresponding increase 
In 2006 margin and, therefore, did not have an impact on eamings. 

• Lower pension, postretirement, and other employee benefit costs 
partially offset the increase in regulated electric operating and 
maintenance expense at WPS. 
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• An increase in depreciation expense related to continued capital 

investment at the electric utilities, while the increase in taxes other 

than income taxes reflected an Increase in sales year-over-year. 

Other Expense 

A $1.8 million gain on the sale of a generation facility by UPPCO 

in July 2007. 

The decrease in miscellaneous income was partially offset by an 

increase in AFUDC related to the wind generation project. 

2008 Compared with 2007: 

Other expense at the regulated electric utilities increased $6.6 million, 

driven by a $4.3 million increase in interest expense and a $2.3 million 

decrease in miscellaneous income. 

• The increase in interest expense was due to higher long-term 

borrowings at WPS, primarily utilized to fund various construction 

projects and to retire short-term borrowing levels related to construction. 

• The decrease in miscellaneous income was driven by: 

• A $1.4 million decrease in interest income recognized related to 
the construction of transmission facilities WPS funded on ATC's 
behalf related to Weston 4. WPS was reimbursed for these 
transmission facilities by ATC in April 2008. 

2007 Compared with 2006: 

Other expense at the regulated electric utilities decreased $2.7 million, 

driven by a $5.1 million increase in miscellaneous income, partially 

offset by a $2.4 million increase in interest expense. 

• The increase in miscellaneous income was driven by: 

• A $2.9 million Increase in interest Income recognized related to 

the construction of transmission facilities WPS funded on ATC's 

behalf pending the start-up of Weston 4. 

• A $1.8 million gain on the sale of a generation facility by UPPCO 

in July 2007. 

• The increase in interest expense was due to higher borrowings at 
WPS, primarily utilized to fund various constructbn projects. 

I n t e g r y s E n e r g y S e r v i c e s ' O p e r a t i o n s 

Integrys Energy Sen/ices is a diversified nonregulated 

customers in developed competitive markets In the U 
energy supply and services company serving residential, commercial, industrial, 

nIted States and Canada. 

and wholesale 

(Miliions, except natural gas sales volumes) 

Revenues 

Cost of fuel, natural gas, and purchased power 

Margins 

Margin Detail 

Electric and other margins 

Natural gas margins 

Operating and maintenance expense 

Depreciation and amortization 

Taxes other than income taxes 

Operating income (loss) 

Miscellaneous income (expense) 

Interest expense 

Minority interest 

Other expense 

Income (loss) before taxes 

Gross volumes (includes volumes both physically 

delivered and net settled) 

Wholesale electric sales volumes in kilowatt-hours 

Retail electric sales volumes in kilowatt-hours 

Wholesale natural gas sales volumes In billion cubic feet 

Retail natural gas sales volumes in billion cubic feet 

Physical volumes (includes only transactions 
sett led physically for the periods shown) 

Wholesale electric sales volumes in kilowatt-hours * 

Retail electric sales volumes in kilowatt-hours * 

Wholesale natural gas sales volumes in billion cubic feet * 

Retail natural gas sales volumes in billion cubic feet * 

I Year Ended December 3 1 , | 
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2007 

$6,979.7 

6,675.6 

$ 304.1 

$164.9 

$139.2 

$159.4 

14.4 

7.1 

123.2 

(0.3) 

(13.5) 

0.1 

(13.7) 

$109.5 

132,623.6 

14.849.7 

483.1 

368.8 

3.599.7 

14,584.4 

445.6 

319.4 

2006 

$5,159.1 

4,978.0 

$ 181.1 

$ 60.5 

$120.6 

$81.5 

9.4 

7.2 

83.0 

(11.4) 

(15.4) 

3.8 

(23.0) 

$60.0 

58,794.9 

6,554.1 

402.2 

314.5 

968.2 

4,565.6 

373.5 

264.0 

Change ib 

2008 O v ^ 
2 0 0 7 : 

39 .5% 

44.5 %t 

(71.8)% 

N/A 

(27.2)% 

14.0% 

0 .7% 

9 .9% 

N/A 

N/A 

(10.4)% 

-%: 
(75.9)% 

N/A 

3 9 . 1 % 

12.3% 

3 3 . 1 % 

(8.0)% 

28 .7% 

13.6% 

33.5% 

5 .2% 

Change in 

2007 Over 
2006 

35 .3% 

3 4 . 1 % 

67 .9% 

172.6% 

15.4% 

95 .6% 

53 .2% 

(1.4)% 

48 .4% 

97 .4% 

(12.3)% 

(97.4)% 

(40.4)% 

82.5% 

125.6% 

126.6% 

20.1 % 

17.3% 

271.8% 

219.4% 

19.3% 

2 1 . 0 % 

Represents gross physical volumes. 
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Revenue 

2008 Compared with 2007: 

• Revenues increased $2.8 billion in 2008 compared with 2007, primarily 
due to increased volumes, (in part due to the merger with PEC in 2007) 
and higher average sales prices In 2008. Average sales prices rose in 
2008 due to large market price increases ftism January 1, 2008 through 
June 30, 2008. Market prices began to decline beginning in the third 
quarter of 2008 and continued to decline through the end of the year 
to levels below that of January 1, 2008, Integrys Energy Services 
recognizes revenue at the time energy Is delivered. As a result, Integrys 
Energy Serviced is currently recognizing revenue based on the higher 
market prices fs'om contracts entered Into earlier in the year 

2007 Compared with 2006; 

• Year-over-year, revenues increased approximately $1.8 billion. The 
increase was primarily due to increased volumes as a result o f the 
addition of the nonregulated energy operations of PEC and an average 
increase In 2007 electric prices of over 10%. In addition to revenue and 
volume contributions from the merger with PEC, retail electric sales 
volumes and related revenue increased as a result of Integrys Energy 
Services' new retail electric product offerings to existing markets and 
expansion into new retail electric markets. Wholesale electric sales 
volumes and revenue increased as a result o f the additional wholesale 
origination transactions. Wholesale natural gas volumes increased as a 
result of an increase in the profitability of wholesale origination 
structured natural gas transactions throughout 2006 and into 2007. 
Some of these transactions were entered into in prior periods for future 
delivery; therefore, Integrys Energy Services saw an increase in volumes 
in the periods In which these transactions settle. Retail natural gas 
volumes also Increased, driven by favorable pricing compared with 
2006, which encouraged new and existing customers to enter into or 
extend supply contracts with Integrys Energy Sen/ices. 

Margins 
Changes in commodity prices subject a portion of our nonregulated 
operations to earnings volatility. Integrys Energy Sen/ices uses financial 
instruments to economically hedge risks associated with physical 
transactions. The financial instruments mitigate the impacts of significant 
economic loss caused by fluctuations In market conditions, changing 
commodity prices, volumetric exposure, and other associated risks. 
Because derivative instruments utilized in these transactions may not 
qualify, or are not designated, as hedges under G/V\P, reported earnings 
fo r the nonregulated energy operations segment include the changes in 
the fair values o f the derivative instruments. These values may change 
significantly from period to period and are reflected as unrealized gains 
or losses within margin. However, on the other side of these transactions, 
fluctuations in the fair value of t l ie physical instnjments that are subject 
to the economic hedges do not impact margin until settlement, as they 
do not meet the G / ^ P definition of derivative instruments. 

integrys Energy Services' margin decreased $218.4 million from 2007 to 

2008 and increased $123.0 million from 2006 to 2007. The table that 
follows provides a summary o f t he significant items contributing to the 
change In margin. "Other significant items" in the table below are 
primarily related to timing of gain and loss recognition of certain 
transactions and, prior to January 1, 2008, tiie settlement of the 
derivative instruments used to protect the value of Section 29/45K 
federal tax credits. 

(Millions, except 

natural gas sales volumes) 

Electric and other margins 

Realized gains on stnjctured 

origination contracts 

All other realized wholesale 

electric margin 

Realized retail elecitric margin 

Other significant items: 

Retail and wholesale fair 

value adjustments * 

Oil option activity 

2005 liquidation of electric 

supply contract 

Net increase (decrease) in 
electric and other margins 

Natural gas margins 

Lower of cost or market 

inventory adjustments 

Other realized natural gas margins 

Other significant items: 

Spot to fonwarci differential 

Other fair value adjustments * 

Net Increase (decrease) in 
natural gas margins 

Net Increase (decrease) in 

Integrys Energy Services' margin 

__.. 
Increase (Decrease) in Margin in | 
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2007 

$ 11.8 

(21.6) 

15.9 

70.8 

22.0 

5.5 

104.4 

(6.1) 

14.1 

(0.2) 

10.8 

18.6 

$123.0 

" For 2&i8, these two line items included a total of$11.5 million of gains resulting from the 
adoption of Statement of Financial Accounting Standards (SFAS) Na. 157, "Fair Value 
Measurements," In the first quarter of 2008. See Note 21, "Fair Value," far more information. 

Electric and Other Margins 
Integrys Energy Services' electric and other margins decreased 
$180.6 million from 2007 to 2008 and Increased $104.4 million from 
2006 to 2007. The 2008 and 2007 electric and other margin included 
the negative impact of $8.8 million and $15.2 million, respectively, of 
amortization related to purchase accounting adjustments required as a 
result of the merger with PEC. The following items were the most 
significant contributors to the change in Integrys Energy Services' 
electric and other margins. 

Realized gains on structured origination contracts 

• Realized gains on structured origination transactions Increased 
$6,2 million, from $18.1 million in 2007 to $24.3 million In 2008. 
Origination transactions are physical, customer-based agreements 
with municipalities, merchant generators, cooperatives, and regulated 
utilities. The increase was primarily due to continued growth in 
existing markets with an emphasis on structured transactions with 
small environmentally friendly generators. 

• Realized gains on structured origination contracts increased 
$11.8 million, from $6.3 million in 2006 to $18.1 million in 2007. 
The increase was primarily due to continued growth in existing 
markets in the Midwest and northeastern United States, as well as 
expansion into the markets in the western United States. 
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All other realized wholesale electric margin 

All other realized wholesale electric margin decreased $19.4 million 
from 2007 to 2008. In general, realized margins are impacted by trading 
activity in prior periods. Integrys Energy Services recognizes realized 
margin when the contracts actually settle, which lag as much as 12 to 
24 months from the t ime the contract was actually entered into. The 
reduced volume of proprietary trading that began In 2007 continued to 
reduce realized margin In 2008. 

All other realized wholesale electric margin decreased $21.6 million 

from 2006 to 2007. The decrease from 2006 to 2007 is due to the 

overall reduced level of proprietary trading in 2007, due primarily to a 

decrease in electric price volatility during the first three quarters of 

2007, increased emphasis on structured electric transactions in 2007, 

and the departure of several key traders in the third quarter of 2006. 

Integrys Energy Services seeks to reduce market price risk and extract 
additional value from its generation and energy contract portfolios 
through various financial and physical instruments (such as forward 
contracts, options, financial transmission rights, and capacity contracts). 
Period-by-period variability in the margin contributed by Integrys 
Energy Services' optimization strategies, generation facilities, and 
trading activities is expected due to changing market conditions and 
the t iming associated with the settlement of these transactions. A 
diverse mix of products and markets, combined with disciplined 
execution and exit strategies, generally allows Integrys Energy Sen/ices 
to generate economic value and earnings from these activities while 
staying within the value-at-risk (VaR) limits authorized by Integrys Energy 
Group's Board of Directors. For more information on VaR, see Item 3, 
"Quantitative and Qualitative Disclosures About Market Risk." 

Realized retail electric margin 

The realized retail electric margin increased $28.1 million fi-om 

$34.2 million in 2007 to $62,3 million In 2008. The change was primarily 
due to the fol lowing: 

• An increase of $19.5 million from operations in Illinois due to the 
addition of new customers as a result of the PEC merger and a 
reduced Impact from purchase accounting in 2008. 

• A $12.7 million Increase due to expansion in the Mid-Atlantic region 

and the resolution of certain regulatory issues in northern Maine. 

• Partially offsetting these increases was a $3.4 million decrease from 
operations in Texas, This reduction is a result of higher ancillary costs 
in Texas and the effects of Hurricane Ike, which disrupted the electric 
infrastructure in Texas for a period of time, causing some of Integrys 
Energy Senyices' customers to be without electricity or take only a 
fraction of their normal load during that period. 

The realized retail electric margin increased $15.9 million from 

$18.3 million In 2006 to $34,2 million in 2007. The change was primarily 
due to the fol lowing: 

• A $13.9 million increase related to operations in Illinois, driven by 
the merger with PEC's nonregulated business and the addition of 
new customers due to the expiration of certain regulatory provisions 
in the state in 2007 that effectively opened the market to 
nonregulated energy suppliers. 

• A $6,0 million increase related to operations in Texas, as a result of 
further penetration Into this market resulting from continued 
marketing efforts. Retail offerings in Texas first began in the third 
quarter of 2006. 

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

customers were added due to an increased sales focus In this region. 
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• Partially offsetting the increases discussed above was a $4.4 million 
decrease related to Michigan operations as many customers 
continued to return to utility suppliers as a result of high wholesale 
energy prices and changes in utility tariffs, which continued to make 
the Michigan energy market less competit ive. Also offeetting these 
increases was a $3.3 million decrease related to operations In the 
state of New York, due to a change in the product mix offered to 
customers in response to utility rate structure changes. 

Retail and wholesale fairycilue adjustments 

From 2007 to 2008, Integrys Energy Sen/ices' margin from electric retail 

and wholesale fair value adjustments decreased $176.8 million, as it 

recognized $137.4 million of non-cash unrealized losses related to 

derivative instruments in 2008. compared with $39.4 million of non-cash 

unrealized gains during 2007. From 2006 to 2007, margin from retail 

and wholesale fair value adjustments increased $70.8 mill ion, from 

$31.4 million of non-cash unrealized losses in 2006 to $39.4 million of 

non-cash unrealized gains in 2007. 

The non-cash unrealized gains and losses resulted from the application of 
GAAP derivative accounting rules to Integrys Energy Services' portfolio of 
electric customer supply contracts, requiring that these derivative 
Instruments be adjusted to fair market value. The derivative instmments 
are utilized t o mitigate the price, volume, and ancillary risks associated 
with related customer sales contracts. These customer sales contracts are 
not adjusted to fair value, as they do not meet the definition of derivative 
instruments under G / ^P , creating an accounting mismatch. As such, the 
non-cash unrealized gains and losses related to the customer supply 
contracts will vary each period, with non-cash unrealized gains being 
recognized in periods of increasing energy prices and non-cash unrealized 
losses being recognized in periods of declining energy prices, and will 
ultimately reverse when the related customer sales contracts settle. 
Although energy prices rase approximately 20% in the first haff of 2008, 
they declined approximately 45% in the second half of the year, w/hich led 
to the recognition of large non-cash unrealized losses in 2008 on these 
electric customer supply contracts. These unrealized losses will turnaround 
in future years as the contracts settle. Our mark-to-market activity also 
reflects increases in portfolio reserves in recognition o f t he increased risk 
of credit losses and reduced market liquidity. Finally, our mari<-to-market 
activity was also negatively impacted as our short-temn cost of bonovi/ing 
increased. The discount rate Is a component of tiie fair value of our 
derivative portfolio and, therefore, the current increased interest rates 
resulted in a reduction in the fair value presented on the balance sheet. 
In 2007, energy prices increased, resulting in unrealized gains. 

Oil opt ion activity 

• Oil option activity drove a $19.6 million decrease in electric and other 
margins from 2007 to 2008. There was no activity related to these oil 
options in 2008. Prior to 2008, oil options were utilized to protect the 
value of a portion of Integrys Energy Sen/ices' Section 29/45K federal 
tax credits from 2005 to 2007. However, companies can no longer 
generate tax credits from the production of synthetic fijel as the 
provisions of Section 29/45K of the Internal Revenue Code expired 
effective December 3 1 , 2007. As a result, Irrtegrys Energy Services 
exercised substantially all of its remaining oil options in 2007. 

• OH option activity drove a $22.0 million increase in electric and 
other margins from 2006 to 2007. Net mark-to-mari<et and realized 
losses on oil options of $2.4 million were recognized in 2006, 
compared with net mark-to-market and realized gains on oil options 
of $19.6 million in 2007. These derivative instruments were not 
designated as hedging instruments and, as a result, changes in the 
fair value were recorded In eamings. The increase in the fair value of 
these instruments in 2007 over 2006 reflects Increased oil prices. 
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2005 liquidation of electric supply contract 

In the fourth quarter of 2005, an electricity supplier exiting the wholesale 
market in Maine requested that Integrys Energy Services liquidate a firm 
contract to buy power in 2006 and 2007. At that t ime, Integrys Energy 
Sen/ices recognized an $8.2 million gain related to the liquidation o f the 
contract and entered Into a new contract with another supplier for firm 
power in 2006 and 2007 to supply its customers in Maine. The cost to 
purchase power under the new contract was more than the cost under 
the liquidated contract. The liquidation and subsequent replacement of 
this contract resulted in a $0.9 million increase in realized wholesale 
electric margins fram 2007 to 2008 and a $5.5 million increase in realized 
wholesale electric margins from 2006 to 2007. The replacement contract 
increased the cost of purchased power needed to serve customers in 
Maine by $6.4 million In 2006, compared with $0.9 million in 2007. 
There was no impact on electric margin in 2008. 

Natural Gas Margins 

Integrys Energy Services' natural gas margins decreased $37.8 million 
from 2007 to 2008 and Increased $18.6 million from 2006 to 2007. The 
2008 and 2007 natural gas margins included the negative impact of 
$5,0 million and $6.1 million, respectively, of amortization related to 
purchase accounting adjustments required as a result o f t h e merger with 
PEC, The fol lowing items were the most significant contributors to the 
change in Integrys Energy Services' natural gas margins. 

Lower of cost or market inventory adjustments 
The spot price of natural gas decreased significantly during the second 
half of 2008 (below the average cost of natural gas In inventory which 
Integrys Energy Services had acquired and injected eariier in 2008). which 
resulted in a lower of cost or market adjustment, as required by GAAP 
This adjustment contributed a $160.3 million decrease in non-cash 
realized natural gas margins fi'om 2007 to 2008, and a $6.1 million 
decrease in non-cash realized natural gas margins from 2006 to 2007. 
The negative impact on realized margin related to these inventory 
adjustments was offset by unrealized gains recognized in 2008 and 2007 
on derivative instruments utilized to mitigate the price risk on natural gas 
inventory underiying natural gas storage transactions (see "Other fair 
value adjustments" below). 

Other realized natural gas margins 

Other realized natural gas margins increased $8.0 million, from 
$107.6 million in 2007, to $115.6 million in 2008, primarily related 
to realized gains on wholesale natural gas storage transactions. 
In 2008 over 2007, Integrys Energy Services increased its storage 
withdrawals, which drove the year-over-year increase in other realized 
natural gas margins. In addit ion, Integrys Energy Services placed 
greater emphasis on structured wholesale natural gas transactions in 
2008 In existing markets, which also contributed to the Increase. 
These structured transactions involve serving customers such as 
regulated utilities, pipelines, retail marketers, and other large end 
users of natural gas. 

Other realized natural gas margins Increased $14.1 million, from 
$93.6 million In 2006, to $107.6 million in 2007. The majority of this 
increase, $5.7 million, was driven by margin contributed by the 
nonregulated retail natural gas mariteting operations added with the PEC 
merger and improved supply optimization, as Integrys Energy Sen/ices 
was able to secure lower supply costs for firm sales commitments to retail 
natural gas customers in Ohio and Illinois. The remaining Increase in 
realized natural gas margins was driven by the nonregulated wholesale 
natural gas marketing operations added with the PEC merger. 

Spot to forward differential 
Integrys Energy Services experiences eamings volatility associated 
with the natural gas storage cycle, which runs annually from April 
through March o f t h e next year. Generally, injections of natural gas 
into storage inventory take place in the summer months and 
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natural gas Is withdrawn from storage in the winter months. Integrys 
Energy Services' policy is to hedge the value of natural gas storage 
with contracts in the over-the-counter and futures markets, effectively 
locking in a margin on the natural gas In storage. However, fair market 
value hedge accounting mles require the natural gas in storage to be 
marked-to-market using spot prices, while the future sales contracts 
are marked-to-market using forwand prices. When the spot price of 
natural gas changes disproportionately to the fonward price of natural 
gas, Integrys Energy Services experiences volatility in its earnings. 
Consequently, eamings volatility may occur within the contract period 
for natural gas in storage. The accounting treatment does not impact 
the underiying cash flows or economics of these transactions. 

• The natural gas storage cycle had a positive $5.5 million impact 

on natural gas margins from 2007 to 2008. There was no material 

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

2007 compared with a $5.5 million positive impact in 2008. At 

December 31 . 2008, the market value of natural gas in storage 

was not significantiy different than the maricet value of future sales 

contracts related to the 2008/2009 natural gas storage cycle. 

• The natural gas storage cycle had a negative $0.2 million impact 
on natural gas margins from 2006 to 2007. There was no material 
impact on margin as a result of the natural gas storage cycle in 
2007 compared with a $0.2 million positive impact in 2006. At 
December 3 1 , 2007, the market value of natural gas in storage 
was $5.6 million less than the mari<et value of future sales 
contracts (net unrealized loss) related to the 2007/2008 natural 
gas storage cycle. 

Other fair value adjustments 
Other derivative accounting required fair value adjustments primarily 
relate to changes In the fair market value of contracts utilized to 
mitigate market price risk related to certain natural gas storage 
contracts, as well as basis swaps utilized to mitigate market price risk 
associated with natural gas transportation contracts and certain natural 
gas sales contracts. Eamings volatility results from the application of 
derivative accounting rules to the transactions used to mitigate price 
risk (requiring that these derivative instruments be reflected at fair 
market value), without a corresponding offset related to the physical 
natural gas storage contracts, the natural gas transportation contracts, 
or the natural gas sales contracts (as these contracts are not considered 
derivative instruments). Therefore, there is no gain or loss recognized 
on the natural gas storage contracts (unless the inventory underiying 
these storage contracts becomes subject to lower of cost or market 
adjustments, as was the case in 2008, and to a lesser extent in 2007 
and 2006 as well), the transportation contracts, or the customer sales 
contracts until physical settlement of these contracts occurs. 

In 2008, the Impact of these fair value adjustments drove a 
$109.0 million increase in the natural gas margins as unrealized gains 
on these instruments were $147.6 million in 2008, compared with 
unrealized gains of $38.6 million in 2007. 

In 2007, the impact of these fair value adjustments drove a $10.8 million 

increase In the natural gas margins as unrealized gains on these 

Instruments were $38.6 million in 2007, compared with unrealized gains 

of $27.8 million in 2006. 

Operating Income (Loss) 

2008 Compared with 2007: 

Operating income at Integrys Energy Services decreased $241.5 mill ion, 
from $123.2 million In 2007 to a $118.3 million operating loss in 2008. 
This decrease resulted primarily from tiie $218.4 million decrease in 
margin discussed above. In addit ion, there was a $22.3 million increase 
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in operating and maintenance expense. Operating and maintenance 

expense Increased from $159.4 million in 2007 to $181.7 million in 

2008, driven largely by a $9-1 million increase in bad debt expense. 

$7.3 million of which resulted from the bankruptcy of Lehman Brothers 

in the third quarter of 2008, a $5.1 million increase in broker 

commissions as a result of higher transaction volumes, and higher 

employee benefit costs. 

2007 Compared with 2006: 

Operating income at Integrys Energy Services increased $40.2 million, 
from $83.0 million in 2006, to $123.2 million In 2007, driven by the 
$123.0 million Increase In margin discussed above, partially offset by a 
$77.9 million increase in operating and maintenance expense. The 
Increase in operating and maintenance expense was driven by higher 
payroll and benefit costs related to additional employees required as a 
result of continued business expansion activities at Integrys Energy 
Services (the most significant of which related to the merger of PEC's 
nonregulated operation into Integrys Energy Sen/ices). A $9.0 million 
pre-tax gain on the 2006 sale of WPS ESI Gas Storage, LLC, $7.7 million 
of costs to achieve merger synergies and additional costs related to 
plant outages of $2.6 million in 2007 also contributed to the increase in 
operating and maintenance expense. 

Other Expense 

2008 Compared with 2007: 

Other expense at Integrys Energy Services decreased $10.4 million, from 
$13.7 million in 2007 to $3.3 million in 2008. This decrease resulted 
primarily from an increase in miscellaneous Income of $9.0 million, driven 
by a $13.8 million decrease in pre-tax net losses related to Integrys 

Energy Sen/ices' former investment in a synthetic fuel facility. This 
Increase in miscellaneous Income was partially offset by a decrease of 
$1.5 million in foreign currency gains related to Integrys Energy Services' 
Canadian subsidiaries and a $3.7 million decrease in interest and 
dividend income on margin deposits. 

2007 Compared with 2006: 

Other expense decreased $9.3 million, from $23.0 million in 2006, 
to $13.7 million in 2007. The decrease resulted primarily from a 
$5.7 million decrease In pre-tax net losses recognized year-over-year 
related to Integrys Energy Sen/ices' investment in a synthetic fuel 
facility. Integrys Energy Sen/ices took less production from this facility in 
2007 compared with 2006. A $3.8 million increase in foreign currency 
gains at Integrys Energy Services' Canadian subsidiaries in 2007, which 
was offset by related losses in gross margin, also contributed to the 
decrease. These transactions are substantially hedged from an 
economic perspective, resulting in no significant impact on income 
(loss) available for common shareholders. 

Minority Interest 

2007 Compared with 2006: 

A decrease of $3.7 million In minority interest related to Integrys Energy 
Services' synthetic fuel operations. In 2007, Integrys Energy Services' 
partner elected to stop receiving production from the synthetic fuel 
facility and, therefore, d id not share in losses from this facility. 

Holding Company and Other Segment Operations 

(Miilions) 

Operating loss 

Other income (expense) 

Income (loss) before taxes 

t ^ Year Ended December 

- ; § ^ ^ [ j g M 

- • a s l ^ ; ; 

2007 

$(11.8) 

(12.3) 

$(24.1) 

31, 

2006 

$(14.1) 

14.3 

$ 0.2 

1 

Change itn 
2008 O k r 

2007; 

(94.1)% 

N/A 

N/A 

Change in 
2007 Over 

2006 

(16.3)% 

N/A 

• N/A 

Operating Loss 

2008 Compared with 2007: 

Operating loss at the Holding Company and Other segment improved 
$11.1 million during 2008 compared with 2007. The decrease in the 
operating loss was driven by: 

• Reductions in operating expenses related to consulting fees, 
compensation and benefits, and contractor costs at the holding 
company 

• Operating income of $1.9 million generated at IBS, which related to 
return on capital included in its service charges beginning in 2008. 

• Partially offsetting the decrease In operating loss, was a $6.5 million 
increase in the year-over-year operating ioss related to external costs 
to achieve merger synergies associated with the PEC merger. This 
increase occurred primarily because in March 2007 aii external 

costs to achieve merger sjmergies Incurred from July 2006 through 
March 2007 were allocated from the Holding Company and Other 
segment (where they were initially recorded) to the other reportable 
segments, which are the beneficiaries o f t h e synergy savings 
resulting from these costs. This resulted In lower operating expenses 
at the Holding Company and Other segment during 2007. 

2007 Compared with 2006: 

The operating loss at the Holding Company and Other segment 
decreased $2.3 million during 2007 compared with 2006. The change 
was driven by a $1.7 million decrease in operating expenses, primarily 
related to the reallocation of external costs to achieve merger synergies 
associated with the PEC merger incurred from July 2006 through March 
2007- In March 2007, all external costs to achieve were reallocated fram 
the Holding Company and Other segment (where they were initially 
recorded) to other reportable segments, which are the beneficiaries of 
the synergy savings resulting from the costs to achieve. 
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Other Income (Expense) 

2008 Compared with 2007: 

Other income increased $25.2 million and was driven by: 

• A $15.6 million Increase In income from Integrys Energy Group's 
approximate 34% ownership interest in ATC. Integrys Energy Group 
recorded $66.1 million of pre-tax equity earnings from ATC during 
2008, compared with $50,5 million of pre-tax equity earnings during 
2007. ATC's earnings continue to Increase due to a significant capital 
expansion program. 

• A $10.5 million decrease In external interest expense due to lower 
interest rates and lower average short-term borrowings used for 
working capital requirements at Integrys Energy Group. A portion of 
the proceeds received from the sale of PEP in September 2007 was 
used to pay down the short-term debt. 

2007 Compared with 2006: 

Other income decreased $26.6 million and was driven by: 

• A $31.8 million increase in external interest expense, driven by 
additional borrowings assumed in the merger with PEC, as well as 
an increase in short-term and long-term borrowings required to 
fund the acquisitions o f t he natural gas distribution operations in 
Michigan and Minnesota, and transaction and transition costs related 
to the merger with PEC. 

• A $6.2 million gain on t i ie sale of Integrys Energy Group's one-third 

interest In Guardian Pipeline, LLC In April 2006 also contributed to 

the decrease in year-over-year earnings. 

• The decrease in other income was partially offset by an $11.5 million 
increase in earnings from Integrys Energy Group's approximate 
34% ownership interest in ATC. Integrys Energy Group recorded 
$50.5 million of pre-tax equity earnings from ATC during the year 
ended December 3 1 , 2007, compared with $39.0 million for the 
same period in 2006. 

Provision for Income Taxes 

Effective Tax Rate 

Year Ended December 3 1 , 

2007 2006 

32.2% 22.9% 

The decrease in the effective tax rate was primarily driven by the impact 
of large permanent tax deductions pertaining to items that exceeded 
the related book expense being applied to the lower income before 
taxes in 2008, compared with 2007. In addit ion, in 2008 we recognized 
$10.0 million of Investment tax credits related to solar projects 
completed in the fourth quarter of 2008. These were offset by the 
reduction in Section 29/45K tax credits in 2008 due to the December 3 1 , 
2007, expiration of Section 29/45K o f t he Internal Revenue Code that 
made tax credits available from the production and sale of synthetic fuel. 
In 2007, our ownership in the synthetic fuel operation resulted in 
recognizing the tax benefit of Section 29/45K federal tax credits of 
$13.6 million compared with $0.8 million of Section 29/45K tax credits 
recognized in 2008. 

The 2007 Increase in the effective tax rate was driven by a decrease in 
Section 29/45K federal tax credits recognized in 2007 compared with 
2006, The decrease in Section 29/45K federal tax credits recognized 
was driven by the impact of high oil prices on our ability to realize the 
benefit of Section 29/45K federal tax credits. Section 29/45K federal tax 
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credits recognized from the production and sale of synthetic fuel were 

$13.6 million in 2007, compared with $29.5 million in 2006. 

Discontinued Operations, Net of Tax 

2008 Compared with 2007: 

Income from discontinued operations, net of tax, decreased 

$68.6 million in 2008, compared with 2007. 

In the third quarter of 2008, Integrys Energy Services sold its subsidiary 
Mid-/Kmerlcan Power, LLC, which owned the Stoneman generation 
facility, located in Wisconsin. The historical revenue, expenses, and 
effects of disposing of this facility were not significant. In the fourth 
quarter of 2008, Integrys Energy Services recognized an additional 
$3.8 million after-tax gain on the sale of this facility in discontinued 
operations when a previously contingent payment was paid by the 
buyer This contingent payment resulted from legislation that passed in 
the fourth quarter of 2008, which extended the production tax credits 
available for certain biomass facilities. 

During 2007, $58.5 million of after-tax income from discontinued 

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

gain of $7.6 million on the sale. In 2008, discontinued operations refiect 

the $0.8 million impact of tax adjustments related to the 2007 PEP sale. 

During 2007, WPS Niagara Generation, LLC recognized after-tax 
income of $14.8 million from discontinued operations, primarily related 
to the $14.7 million after-tax gain on the sale of this facility. 

2007 Compared with 2006: 

Income from discontinued operations, net of tax, increased $66.0 million, 

from after-tax income of $7.3 million in 2006 to after-tax income of 

$73.3 million in 2007. 

• In September 2007, Integrys Energy Group completed the sale of 
PEP for approximately $879.1 million. Post-closing adjustments in 
the amount of $9.9 million were settled in February 2008 related to 
this sale, which reduced the sale price to $869.2 million. These post-
closing adjustments were funded through other current liabilities at 
December 3 1 , 2007. During the year ended December 3 1 , 2007. 
$58.5 million of income from discontinued operations was 
recognized related to PEP, which included an after-tax gain of 

$7.6 million on the sale. 

• Discontinued operations, net of tax, related to WPS Niagara 
, Generation, LLC (Niagara), which was sold in January 2007, 

increased $14.4 million, from income of $0.4 million in 2006 to 
income of $14.8 million in 2007. The increase in income generated 
from Niagara was mostiy due to a $14.7 million after-tax gain on the 
sale of the facility. 

• Partially offsetting these increases were discontinued operations 
related to Sunbury Generation, LLC (Sunbury). Income from 
discontinued operations related to Sunbury was $6.9 million for 
the period January 1, 2006, through the date of sale in July 2006, 
including a $12.5 million after-tax gain on the sale of this facility. 

For more information on the discontinued operations discussed 

above, see Note 3, "Discontinued Operations" and Note 24, 

"Segments o f Business." 

BALANCE SHEET 
Cash and cash equivalents increased $212.9 million, from $41.2 million 
at December 3 1 , 2007, to $254.1 million at December 3 1 , 2008. For a 
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detailed explanation fo r the change in the cash and cash equivalents 
balance, see "Liquidity and Capital Resources." 

Net accounts receivable and accrued unbilled revenues increased 

$285.3 million (15.3%), from $1,870.0 million at December 3 1 , 2007, to 

$2,155.3 million at December 3 1 , 2008, primarily due to the fol lowing: 

• Net accounts receivable and accrued unbilled revenues at Integrys 

Energy Sen/ices increased $223.6 million (20.9%), driven primarily by 

an increase in electric and natural gas revenues in the fourth quarter 

of 2008, compared with the same period In 2007, due mainly to 

higher volumes sold, 

• Net accounts receivable and accrued unbilled revenues at PGL 
increased $102.2 million (34.2%), driven primarily by an Increase In 
revenues in the fourth quarter of 2008, compared with the same 
period in 2007. The increase in revenues was primarily due to higher 
natural gas prices. 

• These increases were partially offset by a $72.2 million (22.1%) 
decrease in WPS's net accounts receivable and accrued unbilled 
revenues, primarily due to an $82.3 million receivable at 
December 3 1 , 2007, from ATC related to the transmission facilities 
required to support Weston 4 that WPS funded on ATC's behalf. 
WPS received payment for the ATC receivable in 2008. This 
decrease was partially offset by a $16.2 million year-over-year 
increase in accrued unbilled revenues. 

Inventories increased $69.5 million (10,5%), from $663.4 million at 
December 31 , 2007, to $732.9 miilion at December 31 , 2008. The 
inventory balance at WPS Increased $33,5 million (41.2%), driven by a 
$22.2 million (43.4%) Increase In natural gas in storage due to an 
increase in natural gas prices year-over-year, and an Increase in fossil 
fuel inventory of $11.3 million (37.3%), primarily due to an increase in 
coal prices and an increase in coal quantities, related to Weston 4 
becoming operational in June 2008. PGL's inventory increased 
$26.2 million (30.9%) due to an increase in natural gas prices and 
volumes year-over-year. 

At December 3 1 , 2003, compared to December 31 , 2007, total assets 
from risk management activities Increased $1,682.4 million and total 
liabilities from risk management activities increased $1,767.5 million. 
The increase in assets and liabilities from risk management activities was 
driven by changes in the fair values of the underiying derivative 
contracts, driven by extremely volatile energy prices in 2008. Total 
liabilities from risk management activities also increased at PGL and 
NSG, primarily due to changes in the fair values of the underlying 
derivative contracts. 

• Net property, plant, and equipment at WPS increased $151.8 million. 
Capital expenditures In 2008 were $275.4 million, in part due t o 
$71.3 mill ion related to the construction of the Crane Creek Wind 
Farm, $55.6 million related to natural gas service laterals to the 
Guardian 11 natural gas transmission pipeline, $48.0 million related to 
the construction of Weston 4, $12.3 million related to the purchase 
of new line transformers, and $12.1 million related to electric and 
natural gas service for new and existing customers. The increase due 
to capital expenditures was partially offset by depreciation and 
amortization expense of $99.5 million in 2008. 

• Net property, plant, and equipment at PGL increased $54.5 million, 
primarily due to capital expenditures of $113.3 mill ion, partially 
offset by depreciation and amortization expense of $67.4 million. 
Capital expenditures in 2008 related mainly to the natural gas 
distribution systems. 

• Net property, plant, and equipment at Integrys Energy Services 

increased $47.4 million, primarily due to capital expenditures related 

to solar energy and landfill gas projects. 

Accounts payable increased $202.5 million (15.2%), fi'om $1,331.8 million 
at December 3 1 , 2007, to $1,534.3 million at December 3 1 , 2008. 
Accounts payable at Integrys Energy Services increased $252.8 million, 
primarily due to an increase in the volume of natural gas borrowed. This 
increase was partially offset by a $62.8 million year-over-year decrease 
in accounts payable at WPS driven by the completion of Weston 4, 
which became commercially operational in June 2008. WPS paid 
contractors related to work performed at Weston 4 during 2008 as 
these contracts were completed and closed out, and purchased power 
decreased, mainly as a result of Weston 4 becoming operational. 

Detailed explanations for changes In the short-term and long-term debt 

balances year-over-year are included in Note 11 , "Short-Term Debt and 

Lines o f Credit," and Note 12, "Long-Temi Debt . " 

Environmental remediation liabilities decreased $65.0 million (9.2%), 
fi-om $705.6 million at December 3 1 . 2007, to $640.6 million at 
December 3 1 , 2008. The decrease related mainly to expenditures for 
manufactured gas plant remediation at PGL. See Note 15, 
"Commitments and Contingencies," for more information. 

The $388.6 mill ion year-over-year increase in long-term pension and 
other postretirement liabilities and the $101.4 million year-over-year 
decrease In pension and other postretirement assets were primarily 
related t o a decrease in the value of plan assets during 2008 related t o 
losses on investments, which caused an increase In the unfunded status 
of the pension and other postretirement benefit plans. 

Total regulatory assets increased $444.8 million (35.8%), from 
$1,244.0 million at December 31 , 2007, to $1,688.8 million at 
December 3 1 , 2008. The regulatory asset related to pension and other 
postretirement related items increased $412.8 million, primarily related 
to an increase in the unfunded status of the pension and other 
postretirement benefit plans due to decreases in the value of plan 
assets during 2008, Also contributing to the increase was the regulatory 
asset related to derivatives, which increased $127.6 million year-over-
year, due to an increase In PGL's and NSG's net risk management 
liabilities arising from changes in natural gas prices. Partially offsetting 
these increases was the regulatory asset related to environmental 
remediation costs, which decreased $77.7 million year-over-year, mainly 
due to PGL collecting these costs in rates. See Note 7, "Regulatory 
Assets and Liabilities," for more information. 

Net property, plant, and equipment Increased $309.5 million (6.9%), 
from $4,463,8 million at December 3 1 , 2007, to $4,773.3 million at 
December 3 1 , 2008, due primarily to the following: 
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LIQUIDITY AND CAPITAL RESOURCES 
We believe that our cash balances, liquid assets, operating cash flows, 
access to equity capital markets and available borrowing capacity 
provide adequate resources to fund ongoing operating requirements 
and future capita! expenditures related to expansion of existing 
businesses and development of new projects. Our borrowing costs can 
be impacted by short-term and long-term debt ratings assigned by 
independent credit rating agencies. Our operating cash flows and 
access to capital markets can be impacted by macroeconomic factors 
outside of our control. 

Due to unprecedented volatility within the global financial maricets 
beginning in the second haff of 2008, Integrys Energy Group has been 
exposed to increased Interest costs and challenges, at times, accessing 
short-term capital markets. Due to disruptions in the commercial paper 
markets, Integrys Energy Group made draws under its syndicated 
revolving credit agreements for funds that would normally have been 
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borrowed in the commercial paper market, and $300 million of these 
borrowings were outstanding at December 31 , 2008. 

Operating Cash Flows 

2008 Compared with 2007: 

Net cash used for operating activities was $250.0 million in 2008, 
compared with net cash provided by operating activities of 
$238.5 million in 2007. The $488.5 million year-over-year increase 
in cash used for operating activities was driven by: 

• A $498.2 million decrease in cash provided by accounts receivable 
collections, as colder weather conditions led to higher natural gas 
throughput volumes in the fourth quarter 2008, compared with the 
same quarter In 2007, contributing to higher accounts receivable 
balances. Also contributing to higher accounts receivable balances, 
Integrys Energy Group and its subsidiaries, primarily Integrys Energy 
Services, had cash collateral payments outstanding at December 3 1 , 
2008, that were $232.9 million higher than cash collateral payments 
outstanding at December 3 1 , 2007. The increase in cash collateral 
payments was driven by large mark-to-market losses incurred by 
Integrys Energy Sen/ices during the latter part of 2008, due to 
declining prices, as discussed in more detail in "Results of 
Operations—Integrys Energy Sen/ices' Operations." 

• A $139.1 million increase in cash used for natural gas inventory 
purchases due to an increase in the average price of natural gas 
during the summer of 2008 (when natural gas is generally injected 
into inventory), compared with the same period in 2007. 

• An $88.7 million decrease in net refunds of regulatory assets and 
liabilities, driven by a decrease in the refund to ratepayers In 2008, 
compared with 2007, of proceeds WPS received from the liquidation 
of the nonqualified decommissioning trust fund upon the sale of 
Kewaunee. 

2007 Compared with 2006: 

During 2007, net cash provided by operating activities was $238.5 million, 
compared with $72.9 million In 2006. The $165.6 million increase in net 
cash provided by operating activities was driven by a $64.8 million 
decrease in working capital requirements year-over-yean It is important 
to note that changes in working capital balances at February 2 1 , 2007. 
as a result of the PEC merger are not incorporated in the Consolidated 
Statement of Cash Flows, as the merger was a noncash transaction. 
Only PEC changes In working capital from the merger date to 
December 31 . 2007, are included. Inventory levels at Integrys Energy 
Services Increased from December 3 1 , 2006, to December 3 1 , 2007, 
but this change was less than the increase from December 3 1 , 2005. to 
December 3 1 , 2006, driving the majority o f t h e decrease in working 
capital requirements. Integrys Energy Services continued to see growth 
in its natural gas business in both new and existing maricets. The year-
over-year change in natural gas inventories at the regulated utilities was 
not significant. The remaining increase in net cash provided by 
operating activities was driven by a year-over-year increase in income 
available for common shareholders. 

Investing Cash Flows 

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 $99.7 million from ATC, 

related to the construction of the transmission 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. 

2007 Compared with 2006: 

Net cash used for investing activities was $451.5 million in 2007. 
compared with $1,030.1 million in 2006. The $578.6 million decrease 
was driven by $659.3 million of cash used by Integrys Energy Group to 
acquire natural gas operations in Michigan and Minnesota in 2006. Also 
contributing $44.0 million to the decrease in net cash used for investing 
activities in 2007 was WPS's liquidation of the cash that was deposited 
into an escrow account in 2006, which was used for the payment o f t h e 
outstanding principal balance of first mortgage bonds in January 2007 
(discussed below in significant financing activities). Partially offsetting 
these decreases were $58.4 million of proceeds received from the sale 
of our investment in Guardian Pipeline LLC and WPS ESI Gas Storage, 
LLC In 2006 and a $50.6 million year-over-year increase In capital 
expenditures (discussed below). 

Capital Expenditures 
Capital expenditures by business segment for the years ended 
December 3 1 . 2008, 2007, and 2006 were as follows: 

Reportable Segment (Millions) 

Electric utility 

Natural gas utility 

Integrys Energy Services 

Holding company and other 

Integrys Energy GrcKjp 

2007 

$202.6 

158.8 
20.5 
10.7 

$392.6 

2006 

$282.1 

54.6 
5.5 
(0.2) 

$342.0 

The Increase in capital expenditures at the natural gas utility segment in 
2008 compared with 2007 was primarily due to an increase in capital 
expenditures at PGL and NSG due to the fact that they were not 
acquired until February 2 1 , 2007, as well as construction o f t h e natural 
gas lateral Infrastructure that will connect WPS's natural gas distribution 
system to the Guardian 11 natural gas pipeline. The increase in capital 
expenditures at Integrys Energy Sen^Ices 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 at a landfill for use 
at a chemical plant as a replacement for natural gas. 

The decrease in capital expenditures at the electric utility in 2007 
compared with 2006 was mainly due to a decrease in capital 
expenditures associated with the constnjction of Weston 4. The 
increase In capital expenditures at the natural gas utility was primarily 
driven by capital requirements of PGL and NSG, which were acquired in 
the PEC merger on February 2 1 , 2007. Capital expenditures In 2007 for 
PGL and NSG related mainly to the natural gas distribution systems. 
The increase In capital expenditures at Integrys Energy Services was 
due to capital required to open new offices in Colorado, Michigan, and 
Washington, D.C, as well as to move the Chicago office; improvements 
at various generation facilities; new systems Infrastructure; and the 
Winnebago Energy Center landfill gas project. The increase in capital 
expenditures at the Holding Company and Other segment was driven 
by the purchase of a corporate airplane. 

Financing Cash Flows 

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 
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in 2007. In 2007, Integrys Energy Group was able to pay down short-
term debt with a portion of the proceeds received from the sale of PER 
In 2008, proceeds were required to fund higher year-over-year working 
capital requirements. 

2007 Compared with 2006: 

Net cash used for financing activities was $459.2 million in 2007, 
compared with net cash provided by financing activities of $891.7 million 
in 2006. The $1.4 billion change was driven by $458.0 million of short-
term debt borrowings during 2006, compared with the repayment of 
$463.7 million of short-term debt in 2007. In 2007, Integrys Energy Group 
was able to pay down short-term debt with a portion of the proceeds 
received from the sale of PEP The remaining net change in financing 
activity was driven by a $321.8 million decrease in long-term debt 
issuances year-over-year and a $119.0 million year-over-year decrease in 
common stock issued. Short-term borrowings In 2006 and the long-term 
debt and stock issuances in 2006 were used primarily fo r the acquisitions 
o f the natural gas distribution operations in Michigan and Minnesota. An 
$81.0 million increase in dividends paid in 2007, compared with 2006, 
was driven by an increase in shares outstanding and higher dividend 
rates. These items were partially offset by net natural gas loan proceeds 
at Integrys Energy Services of $34.4 million in 2007, compared with the 
net repayment of $68.4 million of natural gas loans during 2006. An 
increase In natural gas spreads made it more conducive to enter into 
natural gas loan deals in 2007 compared with 2006. 

Significant Financing Activities 

Dividends paid increased In 2008 compared with 2007, In February 

2008, Integrys Energy Group increased its quarterly common stock 

dividend to 67 cents per share. The quarterly common stock dividend 

was Increased from 57.5 cents per share to 66 cents per share in 2007. 

Integrys Energy Group had outstanding commercial paper lx)rrowings 
of $552.9 million and $308.2 million at December 3 1 , 2008, and 
2007, respectively. Integrys Energy Group had short-term notes 
payable outstanding of $181.1 million as of December 31 , 2008, 
and $10.0 million as of December 3 1 , 2007, respectively 
Integrys Energy Group had borrowings under revolving credit 
facilities of $475.0 million and $150,0 million as of December 3 1 , 2008, 
and 2007, respectively. See Note 11, "Short-Term Debt and Lines 
o f Credit" for more information. 

In December 2008, WPS Issued $125.0 million of Series 6.375%, 7-year 
Senior Notes. The net proceeds from the issuance o f t he Senior Notes 
were used to fund construction costs and capital additions, retire short-
term Indebtedness, and for general corporate utility purposes. 

In November 200S, Integrys Energy Group entered into an approximate 
$156 million short-term debt agreement extending through March 2009 
to finance its working capita! requirements and for general corporate 
purposes. The agreement requires principal and Interest payments to 
be made in yen. Integrys Energy Group entered Into two forward 
foreign currency exchange contracts to hedge the exchange rate 
variability of these principal and interest payments. 

In November 2008, Integrys Energy Group entered into a $250.0 million 
revolving credit agreement to finance its working capital requirements 
and for general corporate purposes, which extends to May 2009. 

In November 2008, PGL issued $45,0 million of Series SS, 7.0%, 5-year 
First and Refunding Mortgage Bonds and $5 million of Series TT, 8.0%, 
10-year First and Refunding Mortgage Bonds. The net proceeds from 
the Issuance of these bonds were used to reduce short-term debt and 
for general corporate utility purposes. 
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In November 2008, NSG issued $6.5 mill ian of Series O, 7.0%, 5-year 

First Mortgage Bonds. The net proceeds from the issuance of the First 

Mortgage Bonds were used for general corporate utility purposes. 

O n / ^ r i l 17,2008, PGL completed the purchase of $51.0 million of 

Illinois Development Finance Authority Series 2003D Bonds, due 

October 1, 2037, and backed by PGL Series PP Bonds. Upon 

repurchase, the Auction Rate Mode was converted from a 35-day mode 

to a weekly variable rate mode. This transaction was treated as a 

repurchase o f t he Series PP Bonds by PGL. As a result, the liability 

related to the Series PP Bonds was extinguished. The Company intends 

to hold the bonds while it continues to monitor the tax-exempt market 

and assess potential remarketing or refinancing opportunities. 

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. /Vs a result o f t h e 
plans, equity increased $45.7 million and $25.0 million In 2007 and 
2006, respectively. During 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 
employee benefit and compensation plans. Integrys Energy Group did 
not repurchase any existing common stock during 2007 or 2006. 

In November 2007, WPS issued $125.0 million of 5.65%, 10-year 
Senior Notes. The net proceeds fram the issuance were used to fund 
construction costs and capital additions, retire short-term indebtedness, 
and for general corporate utility purposes. 

On December 14, 2006, the Village of Weston, Wisconsin, issued 
$22.0 million of 3.95% Pollution Control Refunding Revenue Bonds and 
loaned the proceeds from the sale of the bonds to WPS- In return, WPS 
issued $22.0 million of 3.95% Senior Notes, due in 2013, to the Village 
of Weston. At December 3 1 , 2006, the $22.0 million of proceeds 
received from the Village of Weston were classified as restricted cash. In 
January 2007, WPS used the restricted cash to repay the outstanding 
principal balance of its 6.90% First Mortgage Bonds which originally 
were to mature in 2013. 

In December 2006, WPS issued $125.0 million of 5.55% 30-year Senior 

Notes. The net proceeds from the issuance were used to fijnd 

constnjction costs and capital additions, retire short-term Indebtedness, 

and for general corporate utility purposes. 

On December 1, 2006, Integrys Energy Group issued $300.0 million of 
Junior Subordinated Notes. Interest has been fixed at 6.22% thraugh 
the use of fonward-starting Interest rate swaps for the first ten years, 
after which, the interest rate will float for the remainder of the term. 

Credit Ratings 

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 also periodically Issues 
long-term debt and common stock to reduce short-term debt, maintain 
desired capitalization ratios, and fund future gravrth. 

WPS, PEC, and PGL have their own commercial paper borrowing 
programs. WPS periodically issues long-term debt and receives equity 
contributions from Integrys Energy Group 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 order to reduce 
short-term debt, refinance maturing securities, maintain desired 
capitalization ratios, and fund future grow/th. The specific forms of long-
term financing, amounts, and t iming depend on business needs, market 
conditions, and other factors. 

An Environment of Energy 



The current credit ratings for Integrys Energy Group, WPS. PEC, PGL, 

and NSG are listed in the table below. 

Credit Ratings 

Integrys Energy Group 

Issuer credit rating 

Senior unsecured debt 

Commercial paper 

Credit facility 

Junior subordinated notes 

WPS 

Issuer credit rating 

First mortgage bonds 

Senior secured debt 

Preferred stock 

Commercial paper 

Credit facility 

PEC 

Issuer credit rating 

Senior unsecured debt 

PGL 

Issuer credit rating 

Senior secured debt 

Commercial paper 

NSG 

Issuer credit rating 

Senior secured debt 
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Credit ratings are not recommendations to buy and are subject to 
change, and each rating should be evaluated independently of any 
other rating. 

On November 25, 2008, Standard & Poor's revised the outlook on 
Integrys Energy Group and all of its subsidiaries to negative from stable. 
The revised outlook reflects pressure on the current credit ratings given 
Integrys Energy Group's liquidity needs for its nonregulated business, as 
well as cash flow measures that have not met Standard & Poor's 
expectations since the PEC merger. 

On March 13, 2008, Standard & Poor's raised the senior secured debt 
rating for WPS one notch from A to An-. The new rating was a result of a 
review and changes made to the collateral coverage requirements 
Standard and Poor's uses when assigning recovery ratings to United 
States Utility First Mortgage Bonds. 

In December 2007. Standard 8< Poor's and Moody's withdrew the 
ratings assigned to PEC's commercial paper at the request of 
Integrys Energy Group. 

On November 13, 2007, Standard & Poor's revised the outiook on 
Integrys Energy Group and all of Its subsidiaries to stable from negative. 
Standard & Poor's outlook had been negative since February 2 1 , 2007, 
for all Integrys Energy Group companies, as discussed below. The 
revised outlook reflected Integrys Energy Group's progress to Improve 
its financial position and business profiles since its one-notch 
downgrade on February 2 1 , 2007. On November 13. 2007, Standard & 
Poor's also reaffirmed its A rating on WPS's senior secured debt. 

On September 6, 2007, Standard 8c Poor's raised the senior secured 

debt for NSG one notch from A- to A. The new rating was the result of 

a review and changes made to the collateral coverage requirements 

Standard and Poor's uses when assigning recovery ratings to United 

States Utility First Mortgage Bonds. 

On February 2 1 , 2007, Standard 8t Poor's lowered the corporate credit 
rating on Integrys Energy Group to A- from A and removed it from 
CreditWatch with negative implications. Standard & Poor's also lowered 
Integrys Energy Group's unsecured ratings to BBB-i- from A and all other 
issue-specific ratings by one notch. Standard & Poor's stated that the 
ratings actions were due to concerns related to plans to expand its energy 
marketing business, the dividend requirements resulting from the PEC 
merger, moderate capital expenditure requirements, lower than expected 
performance at MGU and MERC, uncertainty regarding future rate relief, 
and full integration of the newly acquired PEC utilities. At the same time, 
Standard & Poor's lowered all WPS's issue-specific ratings by one notch as 
they stated "WPS's liquidity is being pressured by Its ongoing construction 
program." Standard & Poor's affirmed all PEC, PGL, and NSG ratings. 
Standard & Poor's outlook for all Integrys Energy Group related companies 
was negative pending successful integration of recent acquisitions. 

On February 21 , 2007, Moody's downgraded the senior unsecured 
rating of Integrys Energy Group to A3 from A l , the bank credit facility 
to A3 from A l , the commercial paper rating to Prime-2 from Prime-1, 
and the Junior Subordinated Notes to Baal from A2. Moody's also 
downgraded WPS's senior secured rating to Aa3 from Aa2, its senior 
unsecured bank credit facility to A l from / ^ 3 , and its preferred stock to 
A3 from A2 and confirmed WPS's commercial paper rating at Prime-1. 
At the same t ime, Moody's affirmed the ratings of PGL and NSG. 
Moody's stated that the rating actions to downgrade were due to 
concerns about increases in Integrys Energy Group's consolidated debt 
levels and business risk profile evidenced by the increased scale and 
scope of the post merger non-regulated energy marketing business 
plus the entry into the historically more challenging regulatory 
jurisdiction of Illinois. Moody's outlook for all Integrys Energy Group 
related companies is stable. 

On February 2 1 , 2007, Moody's also upgraded the senior unsecured 
rating of PEC to A3 from Baa2, conforming it with those of Integrys 
Energy Group, and affirmed all other ratings for PEC. Moody's actions 
to upgrade the senior unsecured rating were due to the expected 
business risk improvement from the merger with Integrys Energy Group, 
which resulted in the sale of PEP and transferred PEC's energy and 
marketing business to Integrys Energy Services, leaving PEC holding 
only the two regulated subsidiaries, PGL and NSG. In addit ion, the 
upgrade reflects Integrys Energy Group's guaranty o f t h e $325.0 million 
of PEC 6.90% notes due in 2011. 

Discontinued Operations 

2008 Compared with 2007: 

Net cash provided by discontinued operations was $3.8 million in 
2008 compared with $690.2 million in 2007. The decrease in net cash 
provided by discontinued operations was driven by the approximate 
$869.2 million of proceeds received from the sale of PER 

2007 Compared with 2006: 

Net cash provided by discontinued operations was $690.2 million in 
2007 compared with $61.0 million in 2006. The increase in net cash 
provided by discontinued operations was driven by approximately 
$879.1 million of proceeds received from the sale of PEP In the third 
quarter of 2007. Post-closing adjustments in the amount of $9.9 million 
were settled in February 2008 related to this sale, whid i reduced the 
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sale price to $869.2 million. These post-dosing adjustments were funded 
through other current liabilities at December 3 1 , 2007 and, therefore, are 

Future Capital Requirements and Resources 

included In Note 1(d), "Summary o f Significant Accounting Policies 

Cash and Cash Equivalents," as a non-cash transaction. 

Contractual Obligations 

The following table shows the contractual obligations of Integrys Energy Group, including its subsidiaries, as of December 3 1 , 2008. 

(Millions) 

Long-term debt principal and interest payments '" 

Operating lease obligations 

Commodity purchase obligations '̂ '' 

Purchase orders •̂ ' 

Capital contributions to equity method investment 

Pension and other postretirement 

funding obligations ''̂  

Total contracrtuai cash obligations sfa^iaiiEi 
"* Represanls bonds :ss\ied, nntss issued, and loans made to Integrys Fnergy Group and its subsidiaries. Integrys Energy Group records ail pr incipal obl igat ions on the balance sheet. For purposes o f 

this tabte, i t is ass^jmed that the current interest rates on variable rate deb t will remain in effect unti l the deb t matures. 

'^ Energy supply contracts at /ntegrys Energy Seivices fnc/uded as part o f commodi ty purchase obfigations are generaf/y entered into to meet ob/igattons to deliver energy t o customers. The utility 

subsidiaries expect to recover the costs of their contracts in future customer rates. 

'^' includes obl igat ions related to normal business operat/orrs and large construction obligations. 

'*' Obl/gafions for certain pens/on and or f ierpostret i rement benefits p/ans cannot be est imated beyond 20T1. 

The table above does not reflect any payments related to the 
manufactured gas plant remediation liability of $639.0 million at 
December 31 , 2008, as the amount and timing of payments are 
uncertain. See Note 15, "Commitments and Contingencies," for more 
information about environmental liabilities. In addit ion, the table does 
not reflect any payments for the December 3 1 , 2008, liability related to 
uncertain tax positions, as the amount and timing of payments are 

uncertain. See Note 14, 

this liability. 

' income Taxes," for more Information about 

Capital Requirements 

Estimated construction expenditures by company for the three-year 

period 2009 through 2011 are listed below. 

fM(//lons) 

WPS 

Wind generation projects 

Environmental projects 

Electric and natural gas distribution projects 

Other projects 

UPPCO 

Electric distribution projects and repairs and safety measures at hydroelectric facilities 

MGU 

Natural gas pipe distribution system and underground natural gas storage facilities 

MERC 

Natural gas pipe distribution system 

PGL 

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

NSG 

Natural gas pipe distribution system 

Integrys Energy Services 

Landfill methane gas project, infrastructure project, solar energy projects, and miscellaneous projects 

IBS 

Corporate services infrastructure projects 

Total capital expenditures 

Includes approximately S55 mill ion c f expenditures related to the accelerated replacement o f cast iron mains at f ^ L . The expenditures were initially included in a request for recovery in a r ider ta 

PGL's 2008 rate case; however, the Illinois Commerce Commission (ICC) rejected the rider. PGL again requested recovery in a rider as part o f t h e rate case f i led on February 25, 2009. 
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Integrys Energy Group expects to provide additional capital 
contributions to ATC (not included in the above table) of approximately 
$27 million in 2009 and approximately $12 million in 2010. No capital 
contributions are expected in 2011. 

All projected capital and investment expenditures are subject to 
periodic review and revision and may vary significantly from the 
estimates depending on a number of factors, including, but not 
limited to, industry restructuring, regulatory constraints, acquisition 
opportunities, market volatility, and economic trends. 

Capital Resources 

As of December 3 1 , 2008, Integrys Energy Group and each of its 

subsidiaries were in compliance with all respective covenants relating 

to outstanding short-term and long-term debt and expect to be in 

compliance with all such debt covenants for the foreseeable future. 

Integrys Energy Group and certain of its subsidiaries' revolving credit 
agreements and term loans contain financial and other covenants, 
including but not 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. 
Termination o f t he agreements could permit lenders to require 
immediate repayment of the outstanding borrowings thereunder. 

Integrys Energy Group and certain of its subsidiaries' long-term debt 
obligations contain covenants related to payment of principal and 
interest when due and various financial reporting obligations. Failure 
to comply with these covenants could result in an event of default 
which, if not cured or waived, could result in the acceleration of 
outstanding debt obligations. 

Integrys Energy Group plans to meet its capital requirements for the 
period 2009 through 2011 primarily through internally generated funds, 
net of forecasted dividend payments, and debt and equity financings. 
Integrys Energy Group plans to maintain current debt to equity ratios at 
appropriate levels to support current credit ratings and corporate 
growth. Management believes Integrys Energy Group has adequate 
financial fiexibility and resources to meet Its future needs. See Item 7, 
"Management Discussion and Analysis, Other Future Considerations" 
for additional information. 

See Note 11 , "Short-Term Debt and Lines of Credit," for more 

information on our credit facilities and other short-term credit 

agreements. 

Integrys Energy Group has the ability to publicly issue debt, equity, 
certain types of hybrid securities, and other financial instruments under 
an existing shelf registration statement, which expires In April 2009. 
Specific terms and conditions of securities issued will be determined 
prior to the actual issuance of any specific security. Integrys Energy 
Group's Board of Directors has authorized the issuance of up to 
$700.0 million of equity, debt, or other securities under this shelf 
registration statement, $300.0 million of which was used in December 
2006 when Integrys Energy Group issued Junior Subordinated Notes. 
Integrys Energy Group plans to file a new shelf registration statement 
in the first quarter of 2009. 

In May 2008, WPS filed a shelf registration statement. As a result, WPS 
may Issue up to $250 million of senior debt securities within the next 
three years with amounts, prices, and terms to be determined at the t ime 
of future offerings. On December 5, 2008. WPS issued $125.0 million of 
6.375%, 7-year Senior Notes under this shelf registration statement. 
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Other Future Considerations 

Impact of Financial Market Turmoil 

Volatility and uncertainty in the financial markets has Impacted Integrys 
Energy Group In a number of ways. Due t o unprecedented volatility 
within the global financial markets beginning in the second half of 2008, 
Integrys Energy Group has been exposed to increased Interest costs 
and challenges, at times, accessing short-term capital markets. Due to 
disruptions In the commercial paper markets, Integrys Energy Group 
made draws under its syndicated revolving credit agreements for funds 
that would normally have been borrowed in the commercial paper 
market, and $300.0 million of these borrowings were outstanding at 
December 31 , 2008. In addit ion, we believe that a decrease In the 
number of wholesale counterparties actively trading in the energy 
markets has reduced market liquidity and increased tJie risk of 
counterparty concentrations. This factor, combined with worsening 
economic conditions, has also increased the risk of credit losses. A 
decline in the overall level of natural gas and electricity prices has 
resulted in increased cash margin calls on the exchanges utilized by 
Integrys Energy Group for economically hedging Its supply obligations. 

In response to the factors discussed above, Integrys Energy Group has 
taken several steps to improve its available liquidity. In the fourth quarter 
of 2008, several transactions were closed in support of this effort. First, 
PGL issued $50.0 million of first mortgage bonds, and NSG issued 
$6.5 millian of first mortgage bonds in private placement transactions. 
Next, Integrys Energy Group entered into an approximate $156 million 
drawn credit facility extending through March 2009 and entered into a 
$250 million undrawn credit facility extending to May 2009. Finally, 
WPS issued $125.0 million of 7-year fading lien first mortgage bonds. 
In addition to the foregoing, Integrys Energy Sen/ices has adjusted its 
product pricing strategy to account for the increased operating costs, 
collateral requirements, business risks, and potential cash margining 
impact. This new pricing strategy has reduced the flow of new business, 
therefore reducing future liquidity requirements, while improving the 
profitability of transactions that are executed. Management believes that 
these efforts have reduced its exposure to adverse market conditions. 
While the impact of continued market volatility and the extent and 
impacts of any economic downturn cannot be predicted, Integrys Energy 
Group currently believes it has sufficient operating flexibility and access 
to funding sources to maintain adequate liquidity. Also, as Integrys 
Energy Group heads out of the winter heating season, the natural gas 
storage cycle at both the regulated natural gas utilities and Integrys 
Energy Services will aid in the generation of positive cash flow as 
inventory that has been built up in storage will be sold to customers. 
These positive cash fiows will be used to reduce short-term debt. 

The recent volatility in global capital markets has also led to a reduction 
in the current market value of long-term investments held in Integrys 
Energy Group's pension and other postretirement benefit plan trusts. 
The recent decline in asset value of the plans will likely result in higher 
pension and other postretirement benefit expenses, and additional 
future funding requirements. 

fmpact of Divesting of or Scaling Back the Nonregulated Business Segment 
Integrys Energy Group has made a decision to divest of its 
nonregulated energy sen/ices business segment, Integrys Energy 
Sen/ices, or reduce Its size, risk, and financial requirements In response 
to increased collateral requirements at a t ime when global credit and 
financial markets are constraining the availability and Increasing the cost 
of capital. As a result, Integrys Energy Services' operations will either be 
fully or partially divested, or scaled back to include only the most 
profitable products and markets, resulting In lower operating expenses 
and a reduced level of financial liquidity support, while invested capital 
will be managed downward in order to obtain an acceptable level of 
return. Integrys Energy Group is seeking to deploy its capital to areas 
with more desirable risk-adjusted rates of return. 
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Execution of this strategic decision will result in lower earnings capacity 

from this business segment going forward, although, in return, Integrys 

Energy Group expects an improved business risk profile and enhanced 

financial security. A divestiture o f t he nonregulated business segment, 

or a reduced segment scale, will also allow Integrys Energy Group to 

either eliminate or reduce the amount of credit facilities and other forms 

of financial support committed to Integrys Energy Services. 

Regulatory Matters and Rate Trends 

To mitigate the volatility of the price of natural gas used for electric 
generation, and purchased power costs In 2009 and beyond, WPS Is 
employing risk management techniques pursuant to its PSCW-approved 
Risk Plan and Policy, including the use of derivative instruments such as 
futures and options. 

On February 1, 2007, the five utilities subject to the current Wisconsin 
fuel rules filed proposed changes to the fuel rules with the PSCW. The 
primary proposed change was to implement a 1 % "dead band" to limit 
a utility's annual exposure or opportunity to a maximum of 1 % of fuel 
costs. The proposed "dead band" differs from the current trigger 
mechanism in that it would allow a utility to recover or refund all fuel 
costs outside of the band, rather than only those costs after the trigger 
date. A proposed rule for PSCW Chapter 116, "Cost of Fuel," was 
issued by the PSCW on July 3, 2008, incorporating many of the 
components of the utilities' proposal, with a 2% bandwidth as opposed 
to the 1% bandwidth recommended by the utilities, WPS filed comments 
on the proposed fuel rules, continuing to support a tn je "dead band" of 
1 %. The PSCW will need to agree on a proposed njle that will then be 
forwarded to the legislature for review and promulgation. 

In the current political, economic, and regulatory environment, the focus 
on energy efficiency can lead to the implementation of decoupling 
mechanisms. Under decoupl ing, utilities are allowed to adjust rates to 
recover or refund the difference between the actual and authorized 
margin impact of variations in volumes. In the recentiy completed WPS 
rate case, the PSCW approved a settlement fi led by WPS and the 
Wisconsin Citizens Utility Board to implement decoupling for natural 
gas and electric residential and small commercial sales, along with 
several energy efficiency Initiatives, In approving the settlement, the 
PSCW capped the annual amount that can be recovered under the 
decoupling mechanism to S4.0 million for natural gas service, and 
$12.0 million for electric service. On January 16, 2009, WPS requested 
rehearing to remove or increase the decoupling caps. On February 24, 
2009, in a written order, the PSCW increased the caps to $8.0 million for 
natural gas sen/ice and $14.0 million for electric service. Recently 
passed legislation in Michigan authorizes the MPSC to approve 
decoupling mechanisms, and in its January 2009 rate order. MGU was 
ordered to submit a proposal for decoupling in its next rate case filing. 
In Minnesota, the legislature required the Minnesota Public Utility 
Commission (MPUC) to evaluate decoupling. The MPUC is currently 
engaged in that process and has sought and received comments on 
decoupling mechanisms from utilities and interveners in Minnesota. 
Decoupling for residential and small commercial sales was approved by 
the ICC for PGL and NSG on a four-year trial basis on February 5, 2008, 

and became effective March 1, 2008. Interveners, including the Illinois 

Attorney General, oppose decoupiing, and have appealed the ICC's 

approval. PGL and NSG are actively supporting the ICC's decision to 

approve decoupling. 

For a discussion of regulatory filings and decisions, see Note 23, 

"Regulatory Environment." 

Unqpllectible Accounts 

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

The Impact of higher prices and the declining economic environment 

could cause more accounts receivable to become uncollectible. Higher 

levels of uncollectible balances would negatively impact Integrys Energy 

Group's results of operations and could result in higher working capital 

requirements. 

Goodwil l Impairment Testing 

Integrys Energy Group performs its required annual goodwil l 
impairment tests each April 1. SFAS No. 142, "Goodwil l and Other 
Intangible Assets," requires goodwil l to be tested on an annual basis 
and between required annual testing dates if certain conditions exist. 
One of these conditions is a change in business climate, which may be 
evidenced by, among other things, a prolonged decline in a company's 
market capitalization below book value. Any annual or interim goodwil l 
impairment test could result in ttie recognition of a goodwil l Impairment 
loss. See Note 9, "Goodwi l i and Other Intangible Assets," for more 
information on goodwil l balances for Integrys Energy Group's reporting 
units at December 3 1 , 2008. 

New Laws 
In February 2009, the / ^ e r i c a n Recovery and Reinvestment Act of 2009 

(ARRA) was signed into law. ARRA contains various provisions Intended 

t o stimulate the economy. Integrys Energy Group is currently evaluating 

the impacts of ARRA on its financial condit ion, results of operations, and 

cash flows from operations. 

In February 2009, Wisconsin Senate Bill (SB) 62 was signed into law. 
SB 62 contains various tax provisions intended to reduce Wisconsin's 
current budget gap. Integrys Energy Group is currently evaluating the 
impacts of SB 62 on its financial condit ion, results of operations, and 
cash flows from operations. 

OFF BALANCE SHEET ARRANGEMENTS 
See Note 16, "Guarantees," for information regarding guarantees. 
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MARKET PRICE RISK 
MANAGEMENT ACTIVITIES 
Market price risk management activities include the electric and natural 
gas marketing and related risk management activities of Integrys Energy 
Services. Integrys Energy Services' marketing and trading operations 
manage electricity and natural gas procurement as an integrated 
portfolio with its retail and wholesale sales commitments. Derivative 
instruments are utilized in these operations. 

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 offeetting entry to other comprehensive income 
(for the effective portion of cash flow hedges), also on Integrys Energy 
Group's Consolidated Balance Sheets, or to earnings. The following table 
provides an assessment o f the factors impacting t^e change in the net 
value of Integrys Energy Sen/Ices' assets and liabilities from risk 
management activities for the year ended December 3 1 , 2008. 

Integrys Energy Services 
Mark-to-Market Roll Fonward 
fM(7//bnsJ 

Fair value of contracts at December 31, 2007"' 

Less: Contracts realized or settled during period '̂ ' 

Plus: Changes in fair value of contracts in existence at December 31, 2008 ̂  

Fair value of contracts at December 31, 2008 "' 

Oil 
Options Natural Gas 

$(0.2) $ 89.5 

^ ^ ; T '-..• •r5;--:-'^'W;V'^^s,.-, -. ::v--:;:'-^" 

^p%;::^^-..'#^-^^^iiSiiteaa 

Electric 

$ 42.8 

i,^a'.'-.;"-''^t* 
^.- •«^V.r^ti)Ui>'**-,^3^"Vl 

Total 

$132.1 

*•!•*?;;!;*>," •-. - .-.rT 

'• Reflects tfie values repoaed on the balance sheets for net mark-to-market current and tong-term risk management assets and liabilities as of those dates. 

•̂  Includes the value of contracts in existence at December 31, 2007, that were no longer induded in the net mark-to-market assets as of December 31, 2008. 

'* Includes unrealized gains and losses on contracts that existed at December 31, 2007, and contracts that were entered into subsequent to December 31, 2007, wfiich were included in Integr/s Energy 
Services' portfolio at December 31, 2008, as well as gains and fosses at fhe inception of contracts. 

There were, in many cases, derivative positions entered into and settled 
during the period resulting In gains or losses being realized during the 
current period. 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 information on the fair value hierarchy, see Note 1(t), 
"Summary o f Significant Accounting Policies—Fair Value." 

Integrys Energy Services 

Risk Management Contract Aging at Fair Value 

As of December 3 1 , 2008 (M///ionsJ 

Fair Value Hierarchy Level 

Level 1 

Level 2 

Level 3 

$(744} 

76^ 

$a4 
mi'. 

i*i^..i*.jtfi 
Total fair value $14&2 lt1.n % $ ^ i 3 ^ 

' ' • ' • • 
' • • • • " • • ' • • - • ' • • • " ' 

CRITICAL ACCOUNTING POUCIES 
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 inherentiy uncertain. Integrys Energy 
Group's management 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 under the provisions of SFAS No. 133, "Accounting for 
Derivative Instnjments and Hedging Activities," as amended. At 
December 3 1 , 2008, those derivatives not designated as hedges are 
primarily commodity contracts used to manage price risk associated 
with natural gas and electricity purchase and sale activities. If the 
derivatives qualify for regulatory deferral subject to the provisions of 
SFAS No. 71, "Accounting for the Effects of Certain Types of 
Regulation," there is no impact on income available for common 
shareholders prior to settlement of the contracts. In addit ion, Integrys 
Energy Group may apply the normal purchases and sales exception, 
provided by SFAS No- 133, as amended, to certain derivative contracts. 
The normal purchases and sales exception provides that recognition of 
gains and losses in the consolidated financial statements is not required 
until the settlement o f t he contracts. 

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 corresponding 
with anticipated physical sales or purchases. In addit ion, Integrys Energy 
Group uses cash flow hedge accounting to protect against changes in 
foreign currency exchange rates, and interest rates. Falrvalue 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 commodity prices or interest rates. To the extent 
that the hedging instrument Is fully effective In offsetting the transaction 
being hedged, there is no impact on income available for common 
shareholders prior to settlement o f t h e hedge. 

Derivative contracts that are determined to fall within the scope of 
SFAS No. 133, as amended, are recorded at fair value on the Consolidated 
Balance Sheets of Integrys Energy Group. Changes in fair value, except 
effective portions of derivative instruments designated as hedges or 
qualifying for regulatory deferral, generally affect income available for 
common shareholders at each financial reporting date until the 
contracts are ultimately settled. 

In conjunction with the implementation of SFAS No. 157, on January 1, 
2008, Integrys Energy Group categorized its fair value measurements 
into three levels within a fair value hierarchy. See Note 1(t), "Summary 
o f Significant Accounting Policies—Fair Value," and Note 2 1 , "Fair 
Value," for more information. 
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Integrys Energy Group has based its valuations on observable inputs 
whenever possible. However, at times, the valuation of certain derivative 
instruments requires the use of internally developed valuation techniques 
and/or significant unobservable inputs. These valuations require a 
significant amount of management judgment and are classified as Level 3 
measurements. Of the total risk management assets on Integrys Energy 
Group's Consolidated Balance Sheets, $755.4 million (25.3%) utilized 
Level 3 measurements, O f the total risk management liabilities, 
$573,4 million (19.4%) utilized Level 3 measurements. Integrys Energy 
Group believes these valuations represent the fair values of these 
Instruments as o f the reporting date; however, the actual amounts 
realized upon settlement of these instruments could vary materially from 
the reported amounts due to movements in market prices and changes 
in the liquidity of certain markets. 

As a component o f t he fair value determination, Integrys Energy Group 
considers counterparty credit risk (including its own credit risk) and 
liquidity risk. The liquidity component of the fair value determination 
may be especially subjective when limited liquid market information is 
available. Under SFAS No. 157, beginning January 1, 2008, Integrys 
Energy Services no longer includes transaction costs in these fair value 
determinations, but included this In determining falrvalue prior to 
200B. Changes in the underlying assumptions for these components of 
falrvalue at December 31 , 2008, would have the following effects: 

Change in Components 

Effect on F^MIa l i ie 

Management A s s « ^ 
at December Z% 

(MUHons) 

100% increase 

50% decrease 

$34.5 decFsase 

$17.3 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 Balance 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. 

Purchase Accounting 
The 2007 PEC merger, as well as the acquisitions of natural gas 
distribution operations In Michigan and Minnesota In 2006, were 
accounted for using the purchase method of accounting in accordance 
with SFAS No. 141, "Business Combinations." Under this statement, 
the purchase price paid by the acquirer, including transaction costs, 
is allocated to the assets and liabilities acquired as of the acquisition 
date based on their fair values. The per share fair value of the common 
stock issued by Integrys Energy Group for the acquisition of PEC was 
determined by using the average market value of Integrys Energy 
Group's common stock over a five-day period, beginning two days 
before the announcement date o f t he merger. As Integrys Energy 
Group announced its intent to sell PEP at the time of the closing of the 
merger, the PEP assets and liabilities were reported at estimated fair 
value less costs to sell. 

Management makes estimates of fair value based upon historical 
experience and information obtained from the management o f t h e 
acquired company. Assumptions may be incomplete, and unanticipated 
events and circumstances may occur which could affect the validity of 
such assumptions, estimates, or actual results. As discussed below 
within "Asset Innpalrment/' a significant amount of goodwil l resulted 
from these acquisitions, which requires Impairment testing on at least 
an annual basis. Goodwill was allocated to the various segments based 
on the excess of the purchase price over the estimated fair value of net 
identifiable assets. 
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In conjunction with the PEC merger, a significant fair value estimate 
related to nonderivative commodity contracts and customer 
relationships, which were recorded as intangible assets at Integrys 
Energy Services. The Intangible asset related to the contracts Is being 
amortized into earnings as the contracts settle, and the intangible asset 
related to customer relationships is being amortized over the estimated 
lives of those relationships. The amortization of these items had a 
negative impact on earnings In 2008. 

PGL, NSG, MGU. and MERC are predominantly regulated utilities; 
therefore. In accondance with SFAS No. 7 1 , the carrying value of the 
majority of their assets and liabilities approximated fair value, and as such. 
did not change significantly as a result of applying purchase accounting. 

Asset Impairment 
Integrys Energy Group reviews certain assets for impairment as required 

by SFAS No. 144, "Accounting f o r t he Impairment and Disposal of 

Long-Lived /tesets," and SFAS No. 142. 

The carrying value of goodwil l by segment for ttie year ended 

December31 , 2008, was: 

(Miilions) 

WPS"' 

PGLi^ 

NSG'^ 

MERC'^ 

MGU ^̂ ' 

Total Natural Gas Segment 

Integrys Energy Services '̂ ' 

Balance at December 3 1 , 2008 

••" Related to the acquisition af Wisconsin Fuel and Light in 2001. 

^ Related to the PEC merger in 2007 

'̂ ' Related to the acquisition o i the natura/ gas distribution operations in Michigan and 
Minnesota in 2006. 

The goodwil i for each of our reporting units is tested for impairment 
annually on April 1 or more frequentiy when events or circumstances 
warrant based on the guidance of SFAS No. 142. The test for impairment 
includes estimating the fair market value of each reporting unit using 
assumptions about future profitability. Key assumptions used In the 
analysis include the use of an appropriate discount rate, long-term 
growth rates, return on equity, financial forecasts, capital expenditures, 
and other factors. A significant decrease In market values and/or 
projected future cash flows could result in an impairment loss. In 2008, 
an after-tax goodwil l Impairment loss of $6.5 million was recognized 
for NSG. related to a decrease in forecasted results and worsening 
economic factors. (See Note 9, "Goodwil l and Other Intangible Assets," 
for fijrther discussion of the impairment.) 

The review for impairment of tangible assets is more critical to Integrys 
Energy Services than to our other segments because of Its lack of 
access to rate setting based on cost of service that is available to our 
regulated segments. At December 3 1 , 2008, the carrying value of 
Integrys Energy Sen/ices' property, plant, and equipment totaled 
$187.5 million. Integrys Energy Group believes that the accounting 
estimate related to asset impairment of power plants Is a "critical 
accounting estimate" because: (1) the estimate is susceptible to change 
from period to period because it requires management to make 
assumptions about future market sales pricing, production costs, capital 
expenditures, and generation volumes and (2) the impact of recognizing 
an impairment could be material to our financial position or results of 
operations. Management's assumptions about future market sales prices 
and generation volumes require significant judgment because actual 
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prices and generation volumes have fluctuated In the past as a result of 

changing fuel costs and required plant maintenance and are expected 

to continue to do so in the future. 

The primary estimates used at Integrys Energy Services in the 
Impairment analyses are future revenue streams, capital expenditures, 
environmental landscape, and operating costs, A combination of inputs 
from both internal and external sources is used to project revenue 
streams. Integrys Energy Sen/ices forecasts future operating costs with 
input from external sources for fuel costs. These estimates are modeled 
over the projected remaining life of the power plants using the 
methodology deflned in SFAS No. 144. 

Integrys Energy Services evaluates property, plant, and equipment for 
impairment whenever indicators of impairment exist. These indicators 
include a significant underperformance o f t h e assets relative to historical 
or 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. SFAS No. 144 requires that if the 
sum of the undiscounted expected future cash flows from a company's 
asset Is less than the carrying value o f t he asset, an asset impairment 
must be recognized in the financial statements. For assets held for sale, 
impgiirment 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 canying value of 
the asset to Its fair value (or fair value less costs to sell If held for sale). 

Throughout 2008, Integrys Energy Sen/ices tested various power plants 
for Impairment whenever events or changes in circumstances indicated 
that a test was required in compliance with SFAS No. 144. No material 
impairment charges were recorded In 2008 as a result of the 
recoverabillty tests. Results of past impairment tests may not necessarily 
be an indicator of future results given the nature o f t h e accounting 
estimates involved, as discussed more fully above. Future results or 
changes in assumptions could result in an impairment. 

Receivables and Reserves 
Our regulated natural gas and electric utilities and Integrys Energy 
Services accrue estimated amounts of revenues for services rendered 
but not yet bil led. Estimated unbilled revenues are calculated using a 
variety of factors based on customer class. At December 3 1 , 2008 and 
2007, Integrys Energy Group's unbilled revenues were $525.5 million 
and $464.7 million, respectively. Any difference between actual 
revenues and the estimates are recorded in revenue in the next period. 
Differences historically have not been significant. 

With the exception of WPS, Integrys Energy Group records reserves for 
potential uncollectible customer accounts as an expense on the income 
statement and an uncollectible reserve on the balance sheet. At WPS, 
the PSCW fallows the direct write-off approach in rates rather than the 

allowance method; therefore, a regulatory asset is debi ted rather than 
an expense account when the reserve for uncollectible accounts is set 
up. Actual write-offs at WPS are charged directly to an expense account 
in lieu o f t he reserve account. At the utilities, tfie reserves are based on 
known troubled accounts, historical experience, and other currently 
available evidence. Provisions for bad debt expense are affected by 
changes in various factors. Including the impacts o f t h e economy, 
commodity prices, and weather. Each quarter, the utilities evaluate the 
adequacy of the resen/es for uncollectible accounts based on the most 
current available information and adjust the reserves for changes In 
estimated probable accounts receivable losses. Integrys Energy Services 
calculates the reserve for potential uncollectible customer receivable 
balances by applying an estimated bad debt experience rate to each 
past due aging category and reserving for 100% of specific customer 
receivable balances deemed to be uncollectible. The basis for 
calculating the reserve for receivables from wholesale counterparties 
considers netting agreements, collateral, and guarantees. If the 
assumption that historical uncollectible experience matches current 
customer default is incorrect, or if a specific customer 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 resen/e balance. At December 3 1 , 2008 and 2007, 
Integrys Energy Group's reserve for uncollectible accounts was 
$62.5 million and $56.0 million, respectively. 

Pension and Other Postretirement Benefits 
The costs of providing non-contributory defined benefit pension benefits 

and other postretlrement benefits, described In Note 17, "Employee 

Benefit Plans," are dependent upon numerous factors resulting from 

actual plan e;q3erience 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 on plan assets. Pension and other postretirement benefit costs 
may be significantly affected by changes in key actuarial assumptions, 
including anticipated rates of return on plan assets, discount rates used 
in determining the projected pension and other postretirement benefit 
obligations and costs, and health care cost trends. Changes made to 
the plan provisions may also impact current and future pension and 
other postretirement benefit costs. 

Integrys Energy Group's pension and other postretirement benefit plan 
assets are primarily made up of equity and fixed Income investments. 
Fluctuations in actual equity and fixed income market returns, 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 our regulated segments through the 
ratemaking process. 
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The following chart shows how a given change in certain actuarial 

assumptions would impact the projected benefit obligation and the 

reported annual pension cost on the income statement. Each factor 

Actuarial Assumption 

(Millions, except percentages) 

Discount rate 

Discount rate 

Rate of return on plan assets 

Rate of return on plan assets 

below reflects an evaluation o f t he change based on a change In that 
assumption only. 

The fol lowing chart shows how a given change in certain actuarial 

assumptions would Impact the accumulated other postretirement 

benefit obligation and the reported annual other postretirement benefit 

Actuarial Assumption 

(Millions, except percentages) 

Discount rate 

Discount rate 

Health care cost trend rate 

Health care cost trend rate 

Rate of return on plan assets 

Rate of return on plan assets 

cost on the income statement. Each factor below reflects an evaluation 

o f t h e change based on a change in that assumption only. 

Integrys Energy Group has developed an interest rate yield curve to 
enable It to make judgments pursuant to Emerging Issues Task Force 
Topic No. D-36, "Selection of Discount Rates Used for Measuring 
Defined Benefit Pension Obligations and Obligations of Post Retirement 
Benefit Plans Other Than Pensions." The yield curve is comprised of 
non-callable (or callable with make-whole provisions), high-quality 
corporate bonds with maturities between 0 and 30 years. The 
included bonds are generally rated by Moody's as Aaa and 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 retiree 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 returns, as well as the target allocations of the benefit trust 
portfolios. The assumed long-term rate of return was 8.5% in 2008, 
2007, and 2006. For 2008, 2007, and 2006, the actual rates of return 
on pension plan assets, net of fees, were (25.9%). 6.2%, and 11.3%, 
respectively. 

The determination of expected return 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% o f t h e greater of 
the pension 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 previously sponsored by WPS, while differences between 
actual investment returns and the expected return on plan assets are 
recognized over a five-year period for plans previously sponsored 
by PEC. Because of this method, the future value of assets will be 
impacted as previously deferred gains or losses are Included in mari<et 
related value. 

In selecting assumed health care cost trend rates, past performance and 

forecasts of health care costs are considered. More information on 

health care cost trend rates can be found in Note 17, "Employee 

Benefit Plans." 

For a table showing future payments that Integrys Energy Group 

expects to make for pension and other postretirement benefits, see 

Note 17, "Employee Benefit Plans." 

Regulatory Accounting 
The electric and natural gas utility segments of Integrys Energy Group 
follow SFAS No. 7 1 , and our financial statements reflect the effects o f t he 
different ratemaking principles followed by the various jurisdictions 
regulating these segments. Certain items that would otherwise be 
immediately recognized as revenues and expenses are defen'ed as 
regulatory assets and regulatory liabilities for future recovery or refund to 
customers, as authorized by our 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 regulatory assets and 
liabilities are probable of future recovery or refund by considering factors 
such as changes in the regulatory environment, earnings at the utility 
segments, and the status of any pending or potential deregulation 
legislation. Once approved, the regutatory assets and liabilities are 
amortized into Income over the rate recovery period, ff recovery of costs 
is not approved or is no longer deemed probable, these regulatory 
assets or liabilities are recognized in current period income. 

If our regulated electric and natural gas utility segments or a separable 
portion of those segments would no longer meet the criteria for 
application of SFAS No. 7 1 , we would discontinue its application as 
defined under SFAS No. 101, "Regulated Enterprises—Accounting for 
the Discontinuation of Application of SFAS No. 7 1 . " Assets and liabilities 
recognized solely due to the actions of rate regulation would no longer 

Integrys Energy Group, Inc. An Environment of Energy 



be recognized on the balance sheet, but rather would be classified as an 
extraordinary item in income for the period in which the discontinuation 
occurred. A write-off of all of Integrys Energy Group's regulatory assets 
and regulatory liabilities at December 3 1 , 2008, would result in an 11.9% 
decrease in total assets and a 3.0% decrease in total liabilities. See 
Note 7, "Regulatory Assets and Uabilities," for more infomnation. 

Environmental Activities Relating to Former 
Manufactured Gas Operations 
Integrys Energy Group's utility subsidiaries, their predecessors, and 
certain former affiliates operated facilities in the past at multiple 
manufactured gas plant sites for the purpose of manufacturing gas and 
storing manufactured gas. The utility 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 mode! 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 costs, and the extent of recovery from other potential 

responsible parties. See Note 15, "Commitments and Contingencies," 

for further discussion of environmental matters. 

Tax Provision 
As part of the process of preparing our Consolidated Financial 
Statements, we are required to estimate our income taxes for each of 
the jurisdictions in which we operate. This process involves estimating 
our actual 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 our 

Consolidated Balance Sheet. We must also assess the likelihood that 
our deferred tax assets will be recovered through future taxable Income 
and, to the extent we believe that recovery is not likely, we must 
establish a valuation allowance, which is offset by an adjustment to 
income tax expense In the Consolidated Income Statements. TTie 
interpretation of tax laws involves uncertainty, since tax authorities 
may interpret them differently. As of January 1. 2007, we adopted 
the provisions of Financial Accounting Standards Board (FASB) 
Interpretation No. 48, "Accounting for Uncertainty in Income Taxes— 
an Interpretation of FAS 109." As allowed under Interpretation No. 48, 
Integrys Energy Group elected to change its method of accounting to 
record interest and penalties paid on income tax obligations as a 
component of income tax expense. 

Significant management judgment is required in determining our 
provision for income taxes, our deferred tax assets and liabilities, and 
any valuation allowance recorded against our deferred tax assets. The 
assumptions involved are supported by historical data, reasonable 
projections, and technical interpretations of applicable tax law and 
regulation across multiple taxing jurisdictions. Significant changes in 
these assumptions could have a material impact on Integrys Energy 
Group's financial condition and results of operations. See Notes 1(p) 
"Income Taxes." and 14, "(ncome Taxes," for a discussion of accounting 
for income taxes. 

IMPACT OF INFLATION 
Our financial statements are prepared in accordance with accounting 
principles generally accepted in the United States of America and 
report operating results in terms of historic cost. The statements 
provide a reasonable, objective, and quantifiable statement of financial 
results, but they do not evaluate the impact of inflation. For our 
regulated operations, to the extent we are not recovering the effects of 
Inflation, we will file rate cases as necessary in the various jurisdictions. 
Our nonregulated businesses Include inflation in forecasted costs. 
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CONSOLIDATED STATEMENTS OF INCOME 

Year Ended December 31 (Millions, except per s/iare data) 

Nonregulated revenue 

Utility revenue 

Total revenues 

2007 

$ 6,987.0 

3,305.4 

10,292.4 

2006 

$5,156.7 

1,734.0 

6,890.7 

Nonregulated cost of fiJel, natural gas, and purchased power 

Utility cost of fuel, natural gas, and purchased power 

Operating and maintenance expense 

Goodwill impairment loss 

Depredation and amortization expense 

Taxes other than income taxes 

Operat ing Income 

6,676.2 

2,044.2 

922.1 

195.1 

87.4 

367.4 

4,968.9 

1,006.1 

484.3 

121,3 

60.9 

249.2 

Miscellaneous income 

Interest expense 

Minority interest 

^E« 

64.1 

(164.5) 

0.1 

42.8 

[99.2) 

3.8 

Other expense 
* ^ < ^ ^ 

(100.3) (52.6) 

Income before taxes 

Provision for income taxes ^M 
267.1 

86.0 

196.6 

45.0 

Income from continuing operattons 181,1 151.6 

Discontinued operations, net of tax 
f * ? 1 ^ 

73.3 7,3 

Income before preferred stock dividends of subsidiary 
- W ^ ^fclrt*-

254.4 158.9 

Preferred stock dividends of subsidiary 3.% 3,1 3.1 

Income available for common shareholders $ 251.3 

-3 

$ 155.8 

Average shares of common stock 

Basic 

Diluted 
76.7 
77J0 

71.6 

71.8 

42.3 

42.4 

Earnings per common share (basic) 

Income from continuing operations 

Discontinued operations, net of tax OJ06 

$2.49 

1,02 

$3.51 

0,17 

Earnings per common share (basic) $ t ^ $3.51 $3,68 

Earnings per common share (diluted) 

Income from continuing operations 

Discontinued operations, net of tax 
$ 1 ^ 

OwO& 

$2,48 

1.02 

$3.50 

0,17 
Earnings per common share (diluted) 91M $3.50 $3,67 

Dividends per common share ^ ^ $2.56 $2,28 

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

At December 31 (Millions) 

Assets 
Cash and cash equivalents 
Accounts receivable and accrued unbilled revenues, net of reserves of $62.5 and $56.0, respectively 
Inventories 
Assets from risk management activities 
Regulatory assets 
Other cun-ent assets 
Current assets 

Property, plant, and equipment, net of accumulated depreciation of $2,710.0 and $2,602.2, respectively 
Regulatory assets 
Assets from risk management activities 
Goodwill 
Pension assets 
Other 
Total assets 

Uabilities and Shareholders' Equity 
Short-term debt 
Current portion of long-term debt 
Accounts payable 
Liabilities from risk management activities 
Regulatory liabilities 
Defen-ed income taxes 
Other current liabilities 
Current liabilities 

Long-term debt 
Defen-ed income taxes 
Defen-ed Investment tax credits 
Regulatory liabilities 
Environmental remediation liabilities 
Pension and other postretirement benefrt obligations 
Liabilities from risk manag^nent activities 
Asset retirement obligations 
Other 
Long-term liabilities 

Commitments and contingencies 

Preferred stock of subsidiary with no mandatory redemption - $100 par value; 1,000.000 shares authorized; 
511,882 shares issued; 510,516 shares outstanding 

Common stock - $1 par value; 200,000,000 shares authorized; 76,430,037 shares issued; 75,992,768 shares outstanding 
Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 
Treasury stock and shares in defen-ed compensation tmst 

Total liabilities and shareholders' equity 

2008 

$ 2S4.1 
2,155.3 

732.* 
2,SHa.T 

244^ 
260^ 

5,B9ftr 

4,778.1 
1.444.4 

7S8J 

933.9 

. 
4714 

$ 1 4 ^ 1 

$ 1,209A 
1^.2 

1,534.3 
2,1903 

5&8 
71w6 

4 M # 

s.Tm 

2 ^ S M 
435.7 

34.9 
2755 
640.$ 

mM 
7 ^ 3 
179.1 
i s t i 

B,4dB- -

S1.4 
7U 

t0S,f 
6246 
<724) 
^ ^ 

$ 1 4 ^ 2 3 

2007 

$ 41.2 
1,870.0 

663.4 
840.7 
141.7 
169.3 

3,726.3 

4,463.8 
1,102.3 

459.3 
948.3 
101.4 
433.0 

$11,234.4 

$ 468.2 
55.2 

1,331.8 
813.5 
77.9 
13.9 

437.7 
3,248.2 

2,265.1 
494.4 

38.3 
292.4 
705.6 
247.9 
372.0 
140.2 
143.4 

4,699.3 

51.1 
76.4 

2,473.8 
701.9 

(1.3) 
(15.0) 

$11,234.4 

The accompanying notes to Integrys Energy Group's consolidated finandai staterrtents are an integral part of these statements. 
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