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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), "Summary o f Significant Accounting Poiicies 

Cash and Cash Equivalents," as a non-cash transaction. 

Future Capital Requirements and Resources 

Contractual Obligations 

The fol lowing table shows the contractual obligations of Integrys Energy Group, Including Its subsidiaries, as of December 31 , 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 contractual cash obligations 

Toptal Amounts 
CommHted 

$ 3,6223 
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Payments Due By Period ( 

2009 

$ 294.1 

11.1 

3.328.6 

626.5 
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2010- 2012-
2011 2013 

$ 8324 $ 728.7 

18.5 13.2 

2.036.2 911.3 
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2014 and 
Thereafter 

$1,767.6 

4.6 

M4.1 
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'̂ ' Represents bonds issued, notes issued, and loarK made to Integrys Energy Group end its subsidiaries. Integrys Energy Group records all principal obligations on the balance sheet. For purposes of 

this table, it is assumed that the current interest rates on variable rate debt will remain in effect until the debt matures. 

^ Energy supply contracts at Integrys Energy Services induded as part of commodity purchase obligatkms are generally entefed into lo meet obligations to deiiver energy to customers. The utility 

subsidiaries expect to recover the costs of their contracts in future customer rates, 

'^ fndudes obligations related to normal business operations and large construction obligations. 

'•" Oblf'gations for certain pension and other postretirement benefits plans cannot be estimated beyond 20T). 

The table above does not reflect any payments related to the 
manufactured gas plant remediation liability of $639.0 million at 
December 3 1 , 2008, as the amount and t iming of payments are 
uncertain. See Note 15, "Comm/tments and Cont/ngenc/es," 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 t iming of payments are 

uncertain. See Note 14, "income Taxes," for more information about 

this liability. 

Capital Requirements 

Estimated construction expenditures by company for the three-year 
period 2009 through 2011 are listed below. 

(Millions) 

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 fadlities 

MERC 

Natural gas pipe distribution system 

PGL 

Natural gas pipe distribution system and underground natural gas storage fadlrties * 

NSG 

Natural gas pipe distribution system 

Integrys Energy Services 

Landfill methane gas project, infrastructure project, solar energy projects, and miscellaneous projects 

IBS 

Corporate sen/ices infrastructure projects 
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Total capital expenditures H H H S H i l 

Includes approximately S55 miilion of expenditures related to the accelerated replacement of cast iron mains at PGL. The expenditures were initially included in a request for recovery in a rider to 
PGL's 2008 rate case; however, the Illinois Commerce Commission (ICC) rejected the rider. PGL again requested recovery in a rider as part of the rate case filed on February 55, 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, Induding, but not 
l imited to . Industry restnjcturing, 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 of the 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 flnancial 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 
finandai flexibility 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 o f 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 Instnjments 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 autiiorized 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 o f Financial Market Turmoil 
Volatility and uncertainty in the financial markets has impacted Integrys 
Energy Group in a number of ways. Due to 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 maritets. Due to 
disruptions in the commerciai 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 addition, we believe that a decrease in the 
number of wholesale counterparties actively trading in the energy 
markets has reduced market liquidity and increased the 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 fourti i quarter 
of 2008, several transactions were closed in support of this efl^ort. First, 
PGL Issued $50.0 million of first mortgage bonds, and NSG issued 
$6.5 million 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 miilion 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 Services 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 ttiat 
these efforts have reduced Its exposure to adverse maricet conditions. 
While the Impact of continued market volatility and the extent and 
impacts of any economic downturn cannot be predicted, Integrys Energy 
Group cunently 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 tfie regulated natural gas utilities and Integrys 
Energy Sen/Ices 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 flows will be used to reduce short-term debt. 

The recent volatility in global capital markets has also led to a reduction 
in the current maricet value of long-term investments held In Integrys 
Energy Group's pension and other postretirement benefit plan trusts. 
The recent decline In asset value o f t h e plans will likely result In higher 
pension and other postretirement benefit expenses, and additional 
future funding requirements. 

Impact o f Divesting of or Scaling Back the Nonregulated Business Segment 

Integrys Energy Group has made a decision to divest of its 

nonregulated energy services business segment, Integrys Energy 

Services, or reduce Its size, risk, and financial requirements In response 

to Increased collateral requirements at a time 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, v\^Ile 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 njles filed proposed changes to the fuel mles 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. Tfie 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 o f t he 
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 true "dead band" of 
1 %. The PSCW will need to agree on a proposed njle that will if ien 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 decoupling, utilities are allowed to adjust rates to 
recover or refund the difference between the actual and authorized 
margin impact of variations In volumes. In ihe recently completed WPS 
rate case, the PSCW approved a settlement filed 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 $4.0 million for natural gas sePk/ice, 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 service 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 decoupl ing. 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 decoupling, 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." 

Uncollectibie Accounts 

The resen'es for uncollectible accounts at Integrys Energy Group refiect 
management's best estimate of probable losses on the accounts 
receivable balances. The reserves are based on known troubled accounts, 
historical experience, and other currentiy 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 wor^<ing capital 
requirements. 

Goodwil l Impairment Testing 

Integrys Energy Group performs Its required annual goodwil l 

impainnent 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 o f these conditions Is a change In business climate, which may be 

evidenced by, among other tilings, a prolonged decline In a company's 

market capitalization below book value, ^ y annual or interim goodwil l 

impairment test could result In the recognition of a goodwil l Impairment 

loss. See Note 9, "Goodwi l l 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 American Recovery and Reinvestment Act of 2009 
(ARRA) was signed Into (aw. ARRA contains various provisions intended 
to 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 condition, results of operations, and 

cash flows from operations. 

OFF BAL^NCE SHEET ARIRANGEIVIENTS 
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 offsetting 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 of the factors impacting the change In the net 
value of Integrys Energy Services' assets and liabilities from risk 
management activities for the year ended December 3 1 , 2008. 

Integrys Energy Services 

MaHk-to-Market Roll Forward 

(M(7//onsJ 

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 , 2(X)8 

Fair value of contracts at December 3 1 , 2008 <" 

'" Reflects the values reported on the balance sheets for net maric-to-marfeet current and long-term risk management assets and liabilities as of those dates. 

^ indudes the value of contracts fn existence at December 37, 2007, that were no longer included in the net mark-to-market assets as o/̂  December 3 J, 2008. 

''' Includ&s unrealized gains and losses on contracts that existed at December 31, 2007, and contracts that were entered Into subsequent to December 31, 2007, which were included i 

Services' portfolio at December 31, 2008, as well as gains and losses at the inception of contracts. 
• integrys Energy 

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 31, 2008 (Millions) 

Fair Value Hierarx^y Level 

Level 1 

Level 2 

Level 3 

Total fair value 

Malwity 
Less Than 

1%iiir 

$<7441 
14&3 
76a 

Maturity Maturity 
1 t e 3 4 t D 5 
Years Years 

$CH7]i $0^ 
m^) <4.53 

. «M> 12.3 
ff|j|[gg|[||-fr-y|i^>^^ia^;^ 

Maturity 
in Excess 
ofSYears 

ms) 
tM) 
7-7 

. . ^ ' . j y yk^ 

Total 
Fair 

Value 

$<109M) 
8&8 

17B^ 

a^tjaBito^ 

CRITICAL ACCOUNTING POLICIES 
Integrys Energy Group has determined that the fol lowing accounting 
policies are critical to the understanding of its financial statements 
because their application requires significant judgment and reliance on 
estimations of matters that are inherently uncertain. Integrys Energy 
Group's management has discussed these critical accounting policies 
with the Audit Committee of the Boand 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 , 2008, those derivatives not designated as hedges are 
primarily commodity contracts used to manage price risk associated 
with natural gas and electricity purchase and sate activities. If the 
derivatives qualify for regulatory deferral subject to the provisions of 
SFAS No. 7 1 , "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 h e contracts. 

Cash fiow 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. Fair value hedge 
accounting may be used when Integrys Energy Group holds assets, 
liabilities, or firm commitments and enters into transactions that hedge 
the risk of changes In 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 of the hedge. 

Derivative contracts that are determined to fail 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 finandai 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 
of Significant Accounting Policies—Fa/r Vaiue,"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. Of the total risk management liabilities, 
$573.4 million (19.4%) utilized Level 3 mea^rements. Integrys Energy 
Group believes these valuations represent the fair values of these 
Instruments as of the reporting date; however, the actual amounts 
realized upon settlement of these Instruments could vary materially from 
the reported amounts due to movements in maricet prices and changes 
In the liquidity of certain markets. 

As a component of the 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 fair value prior to 
2008. Changes in the underlying assumptions for these components of 
fair value at December 3 1 , 2008, would have the following effects: 

Change in Components 

100% Increase 

50% decrease 

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 fiow 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 accondance 
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 o f t h e 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 t ime 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 Impairment," 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 o f t h e purchase price over the estimated fair value of net 
identifiable assets. 

Integrys Energy Group, Inc. 

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 eamings in 2008. 

PGL, NSG, MGU, and MERC are predominantiy regulated utilities; 
therefore, in accordance with SFAS No. 71 , the carrying value o f the 
majority of their assets and liabilities approximated fair value, and as such, 
did not change signiflcantiy as a result of applying purchase accounting. 

Asset Impairment 
Integrys Energy Group reviews certain assets for Impairment as required 
by SFAS No. 144, "Accounting for the Impairment and Disposal of 
Long-Lived Assets," and SFAS No. 142. 

The carrying value of goodwil l by segment for the year ended 

December 31 . 2008, was: 

fM)7l(onsJ 

WPS'̂ ' 

PGL'̂ ' 

NSG '̂ ' 

MERCP' 

MGU'^ 

Total Natural Gas Segment 

Integrys Energy Sen/Ices '̂ ' 

fwntf i i ' ^ ^ t n ' 

k-'iutr' 
mst 
.»*» ; 

•W4^ . 
12S7 

S '̂" 
Balance at December 31, 2008 ^ H ^ B H B I 

Related to the acquisition of Wisconsin Fuel and Light in 2001. 

^ Related to the PEC merger in 2007. 

Related to the acquisifion ofthe natural gas distribution operations fn Michitgan and 
Minnesota in 2006. 

The goodwil l for each of our reporting units is tested for impairment 
annually on April 1 or more frequently 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 further discussion of the impairment.) 

The review for Impairment of tangible assets is more critical to Integrys 
Energy Sen/Ices 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 31 , 2008, the carrying value of 
Integrys Energy Services' 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 t o period because it requires management to make 
assumptions about future mari<et 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 ihe future. 

The primary estimates used at Integrys Energy Services in the 
Impairment analyses are future revenue streams, capital expenditures, 
envinonmental 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 o f t h e power plants using the 
metinodology 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 of the 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 o f t h e undiscounted expected future cash fiows 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 carrying value of 
the asset to its fair value (or fair value less costs to sell if held for sale). 

Throughout 2008, Integrys Energy Services 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 recorcled In 2008 as a result of the 
recoverability tests. Results of past impairment tests may not necessarily 
be an indicator of future results given the nature of the accounting 
estimates involved, as discussed more fully above. Future results or 
changes In assumptions could result In an impairment. 

Receivables and Reserves 
Our regulated natxiral 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 31 , 2008 and 
2007, Integrys Energy Group's unbilled revenues were $525.5 million 
and $464.7 mill ion, 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 reconds 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 follows 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 of the reserve account. At the utilities, the resen/es 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 of the economy, 
commodity prices, and weather. Each quarter, the utilities evaluate the 
adequacy of the reserves for uncollectible accounts based on the most 
current available Information and adjust the reserves for changes In 
estimated probable accounts receivable losses. Integrys Energy Ser^^Ices 
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 reserve 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 postretirement benefits, described In Note 17, "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 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 

below reflects an evaluation o f t h e change based on a change In that 
assumption only. 

Actuarial Assumption 

(Millions, except percentages) 
^Mnt Qiange in 

ImpactoR 
ProiecAad&eiieAt 

Obfigatloii 
2sm 

Discount rate 

Discount rate 

Rate of return on plan assets 

Rate of return on plan assets 

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 

cost on the income statement. Each factor below reflects an evaluation 

o f t he change based on a change in that assumption only 

Actuarial Assumption 

fM("l/ions^ 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 

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 fiows 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 maricet 
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 of the 
different ratemaking principles followed by the various jurisdictions 
regulating these segments. Certain items that would otherwise be 
Immediately recognized as revenues and expenses are deferred as 
regulatory assets and regulatory liabilities for future recovery or refund to 
customers, as authorized by 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 regulady assesses whether these regulatory assets and 
liabilities are probable of future recovery or refund by considering factors 
such as changes in the regulatory environment, eamings at the utility 
segments, and the status of any pending or potential deregulation 
legislation. Once appn^ved, the regulatory assets and liabilities are 
amortized 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 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 

deflned 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 
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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 31 , 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 Liabilities," for more Information. 

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 model and an ongoing review by management of future 
Investigative and remedial costs. 

Management considers this policy critical due to the substantial 

uncertainty In the estimation of future costs with respect to the amount 

and timing of 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 o f t h e 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 tile 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. The 
interpretation of tax laws Involves uncertainty, since tax authorities 
may Interpret them differentiy. 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, "Income 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 flnancial 
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 (MiHior\s, 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 purdiased power 
Operating and maintenance expense 
Goodwill impairment loss 
Depreciation and amortization expense 
Taxes other than income taxes 
Operating income 

Miscellaneous income 
Interest expense 
Minority interest 
Other expense 

Income before taxes 
Provision for income taxes 
Income from continuing operations 

Discontinued operations, net of tax 
Income before preferred stock dividends of subsidiary 

Preferred stock dividends of subsidiary 
Income available for convnon shareholders 

Average shares of common stock 
Basic 
Diluted 

Earnings per common share (base) 
Income from continuing operations 
Discontinued operations, net of tax 
Earnings per common share ft>asic) 

Eamings per common share (diluted) 
Income from continuing operations 
Discontinued operations, net of tax 
Eaminqs per common share (diluted) 

CKvidends per conrvnon share 
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$ 6,987.0 
3,305.4 

10,292.4 

6,676.2 
2,044.2 

922.1 

195.1 
87.4 

367.4 

64.1 
(164.5) 

0,1 
(100.3) 

267.1 
86,0 

181,1 

73.3 
254.4 

3.1 
$ 251.3 

71.6 
71.8 

$2.49 
1.02 

$3.51 

$2.48 
1.02 

$3.50 

$2.56 

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 

3.1 
$ 155.8 

42.3 
42.4 

$3,51 
0,17 

$3.68 

$3,50 
0.17 

$3.67 

$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 (MllUons) 

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 
Otiier current assets 
Current assets 

Property, plant, and equipment, net of acojmulated depreciation of $2,710.0 and $2,602,2, respectively 
Regulatory assets 
Assets from risk management activities 
Goodwill 
Pension assets 
Other 
Total assets 

UablKtiesand Shareholders' Equity 
Short-tenn debt 
Current portion of long-tam debt 
Accounts payable 
Liabilities from risk management activities 
Regulatory liabilities 
Deferred income taxes 
Other cumerrt liabilities 
Current liabilities 

Long-term debt 
Deferred income taxes 
Deferred investment tax credits 
Regulatory liabilities 
Environmental remediation liabilities 
Pension and otiier postretirement benefit colligations 
Liabilities from risk management activities 
Asset retirement c*)ligalJons 
Other 
Long-term liabilities 

Commitm^ite and contingencies 

Preferred stock of subsidiary w/ith 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 eamings 
Accumulated other comprehensive loss 
Treasury stock and shares in defened compensation tnjst 

Total liabKitlfls and shareholders' equity 

200B 

$ 254w1 
2,155.3 

732.9 
^223.7 

244.0 

2ao^ 
5,990.8 

4,773.3 
1,4444 

758.7 
933.9 

-
471.0 

514,2724 , 
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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 

487.7 
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 financial statements are an integral part of these statements. 
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CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY 

(Millions) 

Balance at December 3 1 , 2005 

Income available for common shar^olders 

Other Comprensive Income 

Net unrealized (losses) on cash flow hedges 

(netof taxof$11.9) 

Redassification into eamings from cash flow/ 

hedges (net of tax of $11.4) 

Minimum pension liability (net of tax of $1.6) 

Available for sale securities (net of tax of $0.2) 

Foreign currency translation (net of tax of $0,2) 

Comprehensive income 

Issuance of common stock 

Dividends on common stock 

Adjustment to initially apply SFAS No, 158 

(net of taxes of $2,9) 

a h e r 

Balance at December 3 1 , 2006 

Income available for common shar^olders 

Other Comprensive Income 

Net unrealized (losses) on cash flow hedges 

(netof taxof$11.9) 

Redasafication into eamings from cash flow 

hedges [net of tax of $15.0] 

SFAS No. 158 unrecognized pension costs 

(net of taxes of $3,0) 

Available for sale securities (net of tax of $0.2) 

Foreign currency translation (net of tax of $2,2) 

Comprehensive income 

Issuance of common stock 

Peoples Energy Corporation merger 

Stock based compensation 

Dividends on common stock 

Other 

Balance at l^ecember 3 1 , 2007 

Income available for common shareholders 

Other Comprensive Income 

Net unrealized (losses) on cash flow hedges 

(net of tax of $53,7) 

Reclassification into earnings from cash flow 

hedges (net of tax of $20.0} 

SFAS No, 158 unrecognized pension costs 

{net of taxes of S8,1] 

Available for sale securities (net of tax of $0,3) 

Foreign currency translation (net of tax of $3.4) 

Comprehensive income 

Cumulative effect of change in accounting principle 

Effects of changing pension plan measurement 

date pursuant to SFAS No, 158 

Purchase of defen'ed compensation shares 

Stock based compensation 

Dividends on common stock 

Other 

Balance at December 31 ,2008 

Deferred 

Compensation 

Total 

$1,304,2 

155.8 

(18,0) 

174 

2.4 

(0.4) 

(0.3) 

156,9 

164,6 

(96.0) 

(4.5) 

8,4 

$1,533.6 

251,3 

(18,4) 

23,3 

3,8 

0.4 

3,6 

264.0 

45,6 

1,559,3 

8,7 

(177,0) 

1.6 

$3,235,8 

1 2 6 4 

(84.0) 

31.2 

(12.7) 

(0.5) 

(5.5) 

54.9 

4.5 

(3.5) 

(2.7) 

12.6 
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$(10,9) 

-

-

-
-
-
-
-
-
-

-
(2,3) 

$(13,2) 

-

-

-

-
-
-
-
-
-
-
-

(1.5) 

$(14,7) 

-

-

-

-
-
-
-
-

-
(2.7) 

-
-

mn 

Corrwnon 

Stock 

$40.1 

-

-

-
-
-
-
-

3.2 

-

-
0.1 

$43.4 

-

-

_ 

-
-
-
-

1.1 

31.9 

-
-
-

$76.4 

-

-

-

-
-
-
-
-

-
-
-
-

mi 

Addi t ional 

Paid in 

Capital 

$ 717.0 

-

_ 

-
-
-
-
-

161.4 

-

-
10.9 

$ 889.3 

-

-

-

-
-
-
-

44.5 

1,527,4 

8.7 

-
3,9 

$2,473,8 

-

-

-

-
_ 
-
-
-

-
-

12.5 

-
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Retained 

Earnings 

$568.7 

155.8 

-

-
-
-
-
-
-

(96.0) 

-
(0.3) 

$628.2 

251.3 

-

-

-
-
-
-
-
-
-

(177,0) 

(0.6) 

$701,9 

126.4 

-

-

-
-
-
-

4.5 

(3.5) 

-
-
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-
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-
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-

-
-
-
-
-
-
-
-
-

$(0.3] 

-

-

-

-
-
-
-
-

-
-

0.1 

-
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Accumulated Other Comprehensive Income (Loss) 

Cash 

Flow 

Hedges 

$ (7.6) 

-

(18,0) 

174 

-
-
-
-
-
-

-
_ 

$ (8,2) 

-

(18,4) 

23,3 

-
-
-
-
-
^ 
-
-

(0.3) 

$ (3,6) 

-

(84.0) 

31.2 

-
-
-
-
-

-
-
_ 
-

iili 

Minimum 

Pension 

Liability 

$(3.8) 

-

-

-
2.4 

-
-
-
-
-

1.4 

_ 
$ -

-

-

-

-
-
-
-
-
-
-
-
-

$ -
-

-

-

-
-
-
-
-

-
-
-

. -

mn 

SFAS 158 

Pension 

Costs 

$ -
-

-

-
-
-
-
_ 
-
-

(5.9) 

-
$ (5.9) 

-

-

-

3,8 

-
-
_ 
_ 
-
-
-
-

$ (2,1) 

-

-

-

(12.7) 

-
-
-
-

-
-
-
-

Available 

For Sale 

Securities 

$0,6 

-

~ 

-
-

(0.4) 

-
_ 
-
_ 

_ 
_ 

$0.2 

_ 

-

-

-
0.4 

-
-
-
-
-
-
-

$0,6 

-

-

-

-
(0.5) 

-
-
-

-
-
-
-

^ ^ ^ l i 

Foreign 

Currenqf 

Translation 

$0 .4 

-

-

-
-
-

(0.3) 

_ 
-
-

_ 
_ 

$0.1 

_ 

-

-

-
-

3.6 

_ 
-
-
-
-

0.1 

$3.8 

-

-

-

-
-

(5.5) 

-
-

-
_ 
-
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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 CASH FLOWS 

Year Ended December 31 (MiUions) 

Operating Activities 
Income before prefeired stock dividends of subsidiary 
Adjustments to reconcile irwrome before preferred stock dividends of subsidiary to net cash 

(used for) provided by operating activities 
Discontinued operations, net of tax 
Goodwflll impairment loss 
Depredation and amortization expense 
Refund of nonqualified decommissioning trust 
Weston 3 outage expenses 
Recovery of Midv^est Independent Transmission System Operator, Inc. (MISO) Day 2 expenses 
Recoveries and refunds of other regulatory assets and liabilities 
Amortization of nonregulated customer contract intangibles 
Net unrealized (gains) losses on nonregulated energy contracts 
Nonregulated lower of cost or market inventory adjustments 
Bad debt ej^ense 
Pension and olher postretirement expense 
Pension and other postretirement funding 
Deferred Income taxes and investment tax credit 
Gain on sale of investments 
(Gain) loss on sale of property, plant, and equipment 
Equity income, net of dividends 
aher 
Changes in working capital 

Receivables and unbilled revenues, net 
Inventories 
Other current assets 
Accounts payable 
Other cunent liabilities 

Net cash (used for) pro\nded by operating activities 

Investing Activities 
Capital expenditures 
Proceeds from sale or disposal of property, plant, and equipment 
Purchase of equity investments and other acquisitions 
Proceeds from the sale of investments 
Cash paid for transaction costs related to Peoples Energy Corporation merger 
Acquisition of natural gas operations in Michigan and Minnesota, net of liabilities assumed 
Restricted cash for repa^ent of long-term debt 
Cash paid for trananission interconnection 
Proceeds received from transmission interconnection 
Otiier 
Net cash used for investing activities 

Finandng Activities 
Short-term debt, net 
Issuance of notes payable 
Proceeds from sale of bomDwed natural gas 
Purchase of natural gas to repay naujral gas loans 
Issuance of long-term debt 
Repayment of long-term debt 
Payment of dividends 

Preferred stock 
Common stock 

Ksi lancB of ccwnmon stock 
Other 
Net cash provided by (used for) finandng activities 

Change in cash and cash equivalents - continuing operations 
Change in cash and cash equivalents - discontinued operations 

Net cadi (used for) provided by operating activities 
Net c a ^ provided by investing activities 

Change in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

Cash and c a ^ equivalents at end of year 
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£12.9 
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2007 

$254.4 

(73.3) 
-

195.1 
(70.6) 
(22,7) 

-
32.6 
21.0 
(59,5) 

7.0 
39.1 
67,5 
(35.3) 
66.8 
(2,7) 
1.1 
2.4 

(22.5) 

51.3 
(172.9) 

0.9 
(96.5) 
55.3 

238.5 

(392,6) 
15.6 

(66.5) 

_ 
(14.4) 

1.9 
22.0 
(23.9) 

-
6,4 

(451.5) 

(463,7) 
-

211.9 
(177,5) 
125.2 
(26.5) 

(3.1) 
(177.0) 

45.6 
5.9 

(459.2) 

(672.2) 

(109.3) 
799.5 

18.0 
23.2 

$ 41.2 

2006 

$ 158.9 

(7,3) 
-

121,3 
(54.5) 

-
-

15.2 
_ 

7.3 
0.9 

10.9 
51.6 
(43.2) 
12.4 

(21.6) 
1.3 

14.4 
22.8 

(19.4) 
(206.5) 
(32,4) 

7.5 
33,3 
72.9 

(342.0) 
4.5 

(60.1) 
58.4 
(5.5) 

(659,3) 
(22,0) 
(11.6) 

_ 
7.5 

(1,030.1) 

458.0 
_ 

197.0 
(265.4) 
447.0 

(4.0) 

(3.1) 
(96.0) 
164.6 

(6.4) 
891.7 

(65.5) 

41.9 
19.1 
(4.5) 

27.7 

$ 23.2 

The accompanying notes to Integrys Energy Groupis consolidated financial statements are an integral part of these statements. 
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NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(a) Nature o f Operations—Integrys Energy Group Is a holding 
company whose primary wholly owned subsidiaries at December 3 1 , 
2008, Included Wisconsin Public Service Corporation (WPS), Upper 
Peninsula Power Company (UPPCO), Michigan Gas Utilities Corporation 
(MGU), 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 

services company. 

The term "uti l i ty" refers to the regulated activities of the electric and 

natural gas utility segments, while the term "nonuti l i ty" refers to the 

activities o f t he electric and natural gas utility segments that are not 

regulated. The term "nonregulated" refers to activities at Integrys 

Energy Sen/Ices. 

The line Item on the Consolidated Statements of Income tit led "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. 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 commits to fund its share o f t h e 
operating costs. The cost method of accounting Is used for Investments 
when Integrys Energy Group owns less than 20% of the voting equity of 
a company, unless other evidence Indicates we have significant 
Influence over the operating and financial policies o f t h e Investee. 
Investments In businesses not controlled by Integrys Energy 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 8, "/nvestments in Affiliates, at Equity Method." 

Mergers 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 5, "Acquis/tjons and D/sposit/ons," 

fo rmore Information. 

The assets and liabilities, results of operations, and cash flows of MGU 
and MERC were included In Integrys Energy Group's Consolidated 
Financial Statements effective April 1, and July 1, 2006, respectively. 
See Note 5, "Acqu/sit/ons and Dispositions." for more information. 

Dispositions 

A contingent payment made by the buyer of Integrys Energy Services' 
Stoneman generation facility resulted In a gain that was recorded as a 
component of discontinued operations In the fourth quarter of 2008. 
See Note 3, "Dfscont/'nued Operations," for more Information. 

Peoples Energy Production Company's (PEP's) results of operations and 
cash flov^ra are reported in discontinued operations In 2007. The sale of 
PEP was completed on September 28, 2007. Refer to Note 3, 
"Discontinued Operations," for more Information. 

For all applicable periods presented, Sunbury (sold In 2006) and 

Niagara (sold in 2007) have been reclassified as held for sale, and 

results of operations and cash flows for these entities have been 

reclassified as discontinued operations. Refer to Note 3, "Discontinued 

Operations," for more information. 

Integrys Energy Group, Inc. 

(c) Use o f Estimates—We prepare our consolidated financial 
statements In conformity with accounting principles generally accepted 
In the United States of America. We make estimates and assumptions 
tl iat 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 from these estimates. 

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

The following Is supplemental disclosure to the Integrys Energy Group 

Consolidated Statements of Cash Flows: 

(Millions) 2006 

Cash paid for interest 

Cash paid for Income taxes 

Significant non-cash transactions were: 

(Millions) M j 
Constmction costs funded W S 

through accounts payable W t t 

Equity issued for net assets acquired f S t l 
In PEC merger m t i 

Realized gain on settlement of l ^ t 
contracts due to PEC merger H B 

PEP post-doslnq adiustments funded H [ | j 
thrxjugh other current liabilities ^ H i 

Transaction costs related to the W K 
merger with PEC funded through j ^ H 
other current liabilities H I 

HI ^̂ ^ 
UP 
mm ^ ^̂ '̂  
^m H '̂̂̂ -̂-̂  
HHf H -̂̂  m 
HI "̂'̂  
•H 
^H H 

2006 

$32.0 

-

_ 

-

8.1 

(e) Revenue and Customer Receivables—Revenues are recognized on 

the accrual basis and include estimated amounts for electric and natural 

gas services provided but not bil led. At December 3 1 , 2(X)8, and 2007, 

Integrys Energy Group's unbilled revenues were $525.5 mlllton and 

$464.7 million, respectively. Currently there are no customers or industries 

that account for more than 10% of Integrys Energy Group's revenues. 

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

WPS's Wisconsin retail electric operations do not have a one-for-one 
recovery mechanism. Instead, a "fuel w indow" mechanism is used to 
recover fuel and purchased power costs. Under the fuel window, If 
actual fuel and purchased power costs deviate by more than 2% from 
costs Included In the rates charged to customers, a rate review can be 
tr iggered. Once a rate review is tr iggered, rates may be reset (subject 
to Public Sen/ice Commission of Wisconsin (PSCW) approval) for the 
remainder of the year to recover or refund, on an annualized basis, the 
projected increase or decrease In the cost of fuel and purchased power. 

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 
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obtain or refund deposits accordingly. The utilities are generally 
precluded from discontinuing sen/Ice to residential customers during 
winter moratorium months. 

Revenues related to derivative Instruments classified as trading are 

reported net of related cost of sales for all periods presented. 

In connection with the March 2006 settlement of Natural Gas Charge 
proceedings for fiscal years 2001 through 2004, PGL now nets revenues 
against ejqDenses from natural gas hub sen/ices, resulting In a credit to 
utility customers' natojral gas charges. 

Integrys Energy Group presents revenue net of pass-through taxes on 

the Consolidated Statements of Income. 

(f) Inventories—Inventories consist of natural gas in storage, liquid 
propane, and fossil fuels, including coal. Average cost Is used to value 
fossil fuels, liquid propane, and natural gas In storage for 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 (UFO) cost method. Inventories stated on a LIFO basis 
represent approximately 16% of total Inventories at December 3 1 , 2008, 
and 14% of total inventories at December 31 , 2007. The estimated 
replacement cost of natural gas In Inventory at December 3 1 , 2008, 
and December 3 1 , 2007, exceeded the LIFO cost by approximately 
$212.2 million and $304.4 mill ion, respectively. In calculating these 
replacement amounts, PGL and NSG used a Chicago city-gate natural 
gas price per dekathenn of $5.80 at December 3 1 , 2008, and $7.33 at 
December 3 1 , 2007. 

Inventories at Integrys Energy Sen/ices 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 Activities—^As part of our regular operations, 
Integrys Energy Group enters into contracts, Including options, swaps, 
futures, forwards, and other contractual commitments, to manage 
market risks such as changes in commodity prices, interest rates, and 
foreign currency exchange rates, which are described more fully In 
Note 2, "Risk Management Activities." Derivative instruments at the 
utilities are entered into In accordance with the terms o f t h e risk 
management policies approved by Integrys Energy Group's Board of 
Directors and, if applicable, by the respective regulators. 

Integrys Energy Group accounts for derivative instnjments pursuant 
to Statement of Financial Accounting Standards (SFAS) No. 133, 
"Accounting for Derivative Instruments and Hedging Activities," as 
amended and Inteipreted. Under the prDvlsIons of SFAS No. 133, 
all derivatives are recognized on the balance sheet at their fair value 
unless they qualify for the normal purchases and sales exception. 
Most energy-related physical and financial derivatives in our regulated 
operations qualify for regulatory deferral subject to the provisions of 
SFAS No. 7 1 , "Accounting for the Effects of Certain Types of Regulation." 
These derivatives are marked to fair value pursuant to SFAS No. 133 
and are offset with a corresponding regulatory asset or liability. 
Management believes any gains or losses resulting from the eventual 
settlement of these derivative Instruments will be collected from or 
refunded to customers. 

Integrys Energy Group classifies unrealized gains and losses on derivative 
instruments that do not qualify for hedge accounting or regulatory 
deferral as a component of revenues. Unrealized gains and losses on 
fair value hedges are recognized currently In revenue, as are the changes 
In fair value o f t h e hedged items. To the extent they are effective, the 
changes in the values of contracts designated as cash flow hedges are 
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included In other comprehensive Income, net of taxes. Fair value hedge 
Ineffectiveness and cash flow hedge Ineffectiveness are recorded in 
revenue or operating and maintenance expense on the Consolidated 
Statements of Income, based on the nature of the transactions. 

Financial Accounting Standards Board (FASB) Interpretation No. 39, 
"Offsetting of Amounts Related to Certain Contracts," as amended, 
provides the option to present certain asset and liability derivative 
positions net on the balance sheet and to net the related cash collateral 
against these net derivative positions. Integrys Energy Group elected 
not to net these items. On the Consolidated Balance Sheets, cash 
collateral provided to others is reflected in accounts receivable, and cash 
collateral received from others Is reflected In other current liabilities. 

(h) Emission Allowances—Integrys Energy Services accounts for 
emission allowances as Intangible assets, with cash inflows and outflows 
related to purchases and sales of emission allowances recorded as 
Investing activities In the Consolidated Statements of Cash Flows. 
Integrys Energy Services uses the guidance in SFAS No. 144, 
"Accounting for the Impainnent and Disposal of Long-Lived Assets," 
to test allowances for impairment. The utilities account for emission 
allowances as inventory at average cost by vintage year. Charges to 
income result when allowances are utilized In operating the utilities' 
generation plants. Gains on sales of allowances at the utilities are 
generally returned to ratepayers. 

(i) Property, Plant, a n d Equipment—Util i ty plant Is stated at the 
original cost of construction, including Allowance for Funds Used 
During Construction (AFUDC). 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 otherwise disposed of to the accumulated 
provision for depreciation and record the cost of removal, less salvage 
value, associated with the retirement to depreciation expense. The 
other utilities charge the cost of units of property retired, sold, or 
otherwise disposed of, less salvage value, to the accumulated provision 
for depreciation and recond a regulatory liability for removal costs, 
with removal costs charged against the liability as incurred. 

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

Annual Utility Composite 
Depredation Rates 

WPS-Electric 

WPS-Natura 

UPPCO 

MGU 

MERC 

PGL 

NSG 

gas '̂î Sn^ 

^B 

B 

P 
^A ^B 
^ H 

^1 
^m 

2007 

3.35% 

3.52% 

3.01% 

2.67% 

3.42% 

2.86%'^ 

1.85%^̂  

2006 

3.36% 

3.57% 

2.90% 

2.06%'" 

1.76%'̂  

-
-

'" Composite depreciation rate for 9 months of the year 
'^ Composite depreciation rate for 6 months of the year. 
'̂ ' Composite depreciation rate from February 22, 2007, through the end of 2007, 

Interest capitalization is applied to nonutility property during 
construction, and a gain and loss Is recognized for retirements. 
Currently, nonutility property at the regulated utilities consists 
primarily of land. 
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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 plant. 
The gains or losses associated with ordinary retirements are recorded in 
the period of retirement. Maintenance, repair, and minor replacement 
costs are expensed as incurred. 

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 he lease 
or life of the asset 

The nonregulated Combined Locks Energy Center uses the units of 

prciduaion 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 o f t he related software, 

which ranges from 3 to 15 years. 

See Note 4, "Property, Plant, and Equipment," for details regarding 

Integrys Energy Group's property, plant, and equipment balances. 

(j) Capital ized Interest a n d AFUDC—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 intemal equity and external debt components, as required by 
regulatory accounting. The Internal equity component of capitalized 
AFUDC is accounted for as other Income, and the external debt 
component is accounted for as a decrease to interest expense. 

Approximately 50% of WPS's retail jurisdictional construction work 
In progress expenditures are subject to the AFUDC calculation. 
For 2008, WPS's average AFUDC retail rate was 8.61%. WPS's 
construction work in progress average AFUDC wholesale rate was 
8.04%. WPS's allowance for equfty funds used during construction 
for 2008, 2007, and 2006 was $5.2 million, $0.9 million, and 
$0.6 million, respectively. WPS's allowance for borrowed funds 
used during construction for 2008, 2007, and 2006 was $1.8 million, 
$0.3 million, and $0.2 million, respectively. 

The AFUDC calculation for the other utilities is determined by the 

respective state commissions, each with specific requirements. 

Based on these requirements, the other utilities d id not record 

significant AFUDC for 2008, 2007, or 2006. 

The Interest rate capitalized on long-term construction at our 
nonregulated subsidiaries Is based upon the monthly short-term 
borrowing rate Integrys Energy Group incurs for such funds. The 
nonregulated subsidiaries had no significant Interest capitalized 
during 2008, 2007, and 2006. 

(k) Regulatory Assets a n d Liabilities—The regulated electric and 
natural gas utility segments of Integrys Energy Group are subject to 
the provisions of SFAS No. 71 . Regulatory assets represent probable 
future revenue associated with certain costs or liabilities that have been 
deferred and are expected to be recovered from customers through 
the ratemaking process. Regulatory liabilities represent amounts that 
are expected to be refunded to customers in future rates or amounts 
collected in rates for future costs. If at any reporting date a previously 
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recorded 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 expense In the year the 
determination is made. See Note 7, "Regulatory Assets and Liabilities," 
for more Information. 

(I) Asset impairment—^We review the recoverability of long-lived 
tangible and intangible assets in accordance with SFAS No. 144. This 
statement requires review of assets when events or circumstances 
indicate that the carrying amount may not be recoverable. We base our 
evaluation on the presence of impairment Indicators such as the nature 
of the assets, the future economic benefit of the assets, any historical or 
future profitability measurements, and other external maricet conditions 
or factors. 

The carrying amount of assets held and used Is considered not 

recoverable If It exceeds the undiscounted sum of cash flows expected 

to result from the use and eventual disposition o f t he asset. If the 

carrying value Is not recoverable, the impairment loss Is measured as 

the excess of the asset's carrying value over its fair value. 

The carrying value of assets held for sale Is not recoverable if It exceeds 
the fair value less cost to sell the asset. An Impairment charge is 
recorded for any excess of the carrying value over the fair value less 
cost to sell. 

The carrying values of cost and equity method investments are assessed 
for Impairment by comparing the fair values of these Investments to 
their carrying values, if a fair value assessment was completed, or by 
reviewing for the presence of impairment indicators. If an Impairment 
exists and It Is determined to be otiier-than-temporary, a charge is 
recognized equal to the amount the carrying value exceeds the 
Investment's fair value. 

(m) Goodw i 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 an annual impairment test. WPS, MGU, MERC, PGL, NSG, and 
Integrys Energy Services, our reporting units with goodwil l , perform 
their annual goodwil l Impairment tests during the second quarter of 
each year. Interim Impairment tests are performed whenever events or 
changes in circumstances indicate that the asset might be impaired. 

Other intangible assets with definite lives consist primarily of emission 

allowances, customer related intangible assets, and customer contract 

assets and liabilities. The impairment testing for these intangible assets 

is performed in accordance with SFAS No. 144 and Is discussed in 

Note 1(1), "Summary of Significant Accounting Policies - Asset impainvent." 

For more infomnation on Integrys Energy Group's goodwil l and other 

intangible assets, see Note 9, "Goodwil l and Other Intangible Assets," 

(n) /Retirement o f Debt—Any call premiums or unamortized expenses 
associated with refinancing utility debt obligations are amortized 
consistent with regulatory treatment of those items. Any gains or losses 
resulting from the retirement of nonutility debt are recorded tfirough 
earnings, while gains or losses resulting from the retirement of utility 
debt that Is not refinanced are either amortized over the remaining life 
of the original debt or recorded through earnings. 

fo) Asset Ret i rement Obligations—Integrys Energy Group applies 
SFAS No. 143, "Accounting for Asset Retirement Obligations," and 
FASB Interpretation No. 47, "Accounting for Conditional Asset 
Retirement Obligations." Under these accounting standards, Integrys 
Energy Group recognizes legal obligations at fair value associated 
with the retirement of tangible long-lived assets that result from the 
acquisition, construction or development, and/or normal operation of 
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the assets. A liability is recorded for these obligations as long as the 
fair value can be reasonably estimated, even if the t iming 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 he asset retirement obligations; 
this rate is determined at the date the obligation Is Incurred. The 
associated retirement costs are capitalized as part of the related long-
lived assets and are depreciated over the useful lives of tiie assets. See 
Note 13, "Asset Retirement Obligations." for more information. 

(p) Income Taxes—We account for income taxes using the liability 
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 to these adjustments. 

Integrys Energy Group adopted the provisions of FASB Interpretation 
No. 48, "Accounting for Uncertainty In Income Taxes - an Interpretation 
of FAS 109," on January 1, 2007. A s a result o f t h e 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 that reduce our income taxes payable for the 
currer^t year are eligible for carryover and are recognized as a reduction 
of Income tax e j^ense if the credits are generated In our nonregulated 
operations. We do not reduce our current year Income tax expense if 
it Is likely that we will sell the related prciperty that generated the tax 
credits after the end of the year and the tax credits would also be 
transferred to the seller as permitted under tax law. For credits generated 
in our regulated operations that apply SFAS No. 7 1 , our regulators 
reduce our future rates over the lives of the property to which the tax 
credits relate; accordingly, we defer the Investment tax credits In the 
year our taxes payable are reduced and we reduce income tax expense 
over the useful lives of the related property. 

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. 

For more information regarding Integrys Energy Group's accounting for 

income taxes, see Note 14, "Income Taxes." 

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. The benefit costs associated with employee benefit 
plans are allocated among Integrys Energy Group's subsidiaries based 
on employees' t ime reporting and actuarial calculations, as applicable. 
Integrys Energy Group's regulators allow recovery in rates for the 
regulated utilities' net periodic benefit cost calculated under United 
States Generally Accepted Accounting Principles (GAAP). 

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 postretirement plan's funded status in the balance 
sheet, and recognize changes in the plan's funded status In other 
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. 71 . 

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

For additional information on Integrys Energy Group's employee 

benefits, see Note 17, "Employee Benefit Plans." 

(s) Stock-Based Employee Compensation—Integrys Energy Group 
has stock-based employee compensation plans, which are described 
more fully in Note 20, "Stock-Based Compensation." Effective 
January 1, 2006, Integrys Energy Group adopted the fair value 
recognition provisions of SFAS No. 123(R), "Share-Based Payment," 
using the modif ied prospective transition method. Under this transition 
method, prior periods' results were 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). The cumulative 
effect of a change in accounting principle recorded upon adoption of 
SFAS No. 123(R} was not significant 

f t ; Fair Value—Effective January 1, 2008, Integrys Energy Group 

adopted SFAS No. 157, "Fair Value Measurements." This standard 

defines fair value and requires enhanced disclosures about assets and 
liabilities carried at fair value. As of December 31 , 2008, these additional 
disclosures are required only for financial assets and liabilities measured 
at fair value and for nonfinancial assets and liabilities measured at fair 
value on a recurring basis, fol lowing the guidance In FASB Staff Position 
FAS 157-2, "Effective Date of FASB Statement No. 157." These 
disclosures can be found In Note 2 1 , "Fair Value." 

(q) Guarantees—Integrys 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. 
For additional information on guarantees, see Note 16, "Guarantees." 

(r) Employee Benefits—^The costs of pension and other postretirement 

benefits are expensed over the periods during which employees render 

service. The transition obligation related to other postretirement plans 

that existed at Integrys Energy Group prior to the PEC merger Is being 

recognized over a 20-year period beginning In 1993. In computing the 

expected retum on plan assets, Integrys Energy Group uses a market 

related value of plan assets. Changes In fair value are recognized over 

Integrys Energy Group, Inc, 

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 specifies that transaction costs should not be considered in the 
determination of fair value. On January 1, 2008, Integrys Energy Group 
recognized an Increase to nonregulated revenues of $11.0 million due 
to the exclusion of transaction costs from Integrys Energy Services' fair 
value estimates. 

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 
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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 recognized a pre-tax cumulative 
effect Increase to retained earnings of $4.5 million on January 1, 2008, 
related to the nullification o f t he aforementioned port ion of Issue 
No. 02-3. 

In conjunction with the Implementation of SFAS No. 157, Integrys 
Energy Services determined that the unit of account for Its derivative 
instruments is the individual contract level; accordingly, these contracts 
are now presented on the Consolidated Balance Sheets as assets or 
liabilities based on the nature o f t he Individual contract. 

According to SFAS No. 157, fair value Is the price that would be 

received to sell an asset or paid to transfer a liability in an orderly 

transaction between market participants at the measurement date 

(exit price). As permitted under SFAS No. 157, Integrys Energy Group 

utilizes a mid-market pricing convention (the mid-point price between 

bid and ask prices) as a practical expedient for valuing certain 

derivative assets and liabilities. 

SFAS No. 157 establishes a fair value hierarchy that prioritizes the 

inputs used to measure fair value. The hierarchy gives the highest 

priority to unadjusted quoted prices in active markets for identical 

assets or liabilities (Level 1 measurement) and the lowest priority to 

unobservable inputs (Level 3 measurement). The three levels of the 

fair value hierarchy defined by SFAS No. 157 are as follows: 

Level 1 - Quoted prices are available In active markets for Identical 

assets or liabilities as of the reporting date. Active markets are those in 

which transactions for the asset or liability occur in sufficient frequency 

and volume to provide pricing information on an ongoing basis. 

Level 2 - Pricing inputs are observable, either directly or Indirectly, but 

are not quoted prices included within Level 1. Level 2 includes those 

financial instruments that are valued using extemal Inputs within models 

or other valuation methodologies. 

Level 3 - Pricing inputs include significant inputs that are generally less 
observable from otajective sources. These Inputs may be used with 
internally developed methodologies that result In management's best 
estimate of fair value. Level 3 Instruments Include those that may be 
more structured or othenwlse tailored to customers' needs. 

As required by SFAS No. 157, financial assets and liabilities are 

classified In their entirety based on the lowest level of input that is 

significant to the fair value measurement. 

(u) N e w Account ing Pronouncements—In December 2007, the FASB 
Issued SFAS No. 141(R), "Business Combinations." SFAS No. 141(R) 
pnDvldes greater consistency in the accounting for and financial reporting 
of business combinations. Among other changes, the standard will 
require the following: (1) alt assets acquired and liabilities assumed 
must be recognized at the transaction date, including those related to 
contractual contingencies, (2) transaction costs and restructuring costs 
that the acquirer expects, but is not obl igated, to incur are to be 
expensed, (3) changes to deferred tax benefits as a result o f t he business 
combination must be recognized immediately In income from continuing 
operations or equity, depending on the circumstances, and (4) In a 
bargain purchase, a gain is to be recorded Instead of writing down fixed 
assets. Certain new disclosure requirements will 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 consumrnated prior 
to January 1, 2009, will no longer be recorded as an adjustment to 
goodwil l , but will be reported In income. 

SFAS No. 160, "Noncontrol l ing Interests In Consolidated Financial 
Statements," was issued in December 2007. This standard changes 
the accounting and reporting related to noncontrolling Interests and 
requires, among other things, that the amount of consolidated net 
income attributable to the parent and to the noncontrolling interest 
be clearly identified and presented on the face o f t h e consolidated 
statement of Income. This standard Is effective for Integrys Energy 
Group for the period ending March 3 1 , 2009. Integrys Energy Group 
expects this standard to change the presentation of the preferred stock 
dividends of its subsidiary on its Consolidated Statements of Income. 

In March 2008, the FASB Issued SFAS No. 161, "Disclosures about 
Derivative Instruments and Hedging Activities - an amendment of 
FASB Statement No. 133." SFAS No. 161 requires enhanced disdosures 
about (1) how and why an entity uses derivative instruments, (2) how 
derivative Instruments and related hedged Items are accounted for 
under SFAS No. 133, as amended, and (3) how derivative Instruments 
and related hedged Items affect an entity's financial position, financial 
performance, and cash flows. SFAS No. 161 Is effective for Integrys 
Energy Group for the reporting period ending March 3 1 , 2009, and will 
result in expanded disclosures for derivative instruments. 

FASB Staff Position (FSP) No. EITF 03-6-1, "Determining Whether 
Instruments Granted In Share-Based Payment Transactions Are 
Participating Securities," was Issued in June 2008. This FSP clarifies that 
unvested stock-based compensation awards with rights to dividends or 
dividend equivalents that cannot be forfeited are to be Included in the 
basic earnings per share calculation using the two-class method defined 
in SFAS No. 128, "Earnings per Share." This FSP Is effective for Integrys 
Energy Group for the quarter ending March 3 1 , 2009. The guidance 
must be applied retrospectively. We do not expect this FSP to have a 
significant Impact on basic earnings per share. 

Emerging Issues Task Force (EITF) Issue No. 08-6, "Equity Method 
Investment Accounting Considerations," was ratified in November 2008. 
Issue No. 08-6 Is intended to clarify the application o f t he equity meti iod 
of accounting fol lowing adoption of SFAS No. 141(R). According to the 
guidance, the initial carrying value of an equity method Investment 
should Include transaction costs; an other-than-temporary Impairment 
test should be performed on the overall investment, rather than on 
the underiying in definite-lived intangible assets; the equity method 
investee's Issuance of shares should be accounted for as the sale of a 
proportionate share o f t he investment; and no gain or loss should be 
recognized when changing the method of accounting for an investment 
from the equity method to the cost method. This EITF Issue is effective 
for Integrys Energy Group for the quarter ending March 31 , 2009. 
Integrys Energy Group does not expect EITF Issue No. 08-6 to have a 
significant impact on its financial statements. 

FSP No. FAS 132(R)-1, "Employers' Disclosures about Postretirement 
Benefit Plan Assets," was Issued In December 2008. This FSP amends 
SFAS No. 132(R), "Employers' Disclosures about Pensions and Other 
Postretirement Benefits," and requires additional disclosures about plan 
assets. These disclosures include: a description of investment policies 
and strategies, disclosures of tine fair value of each major category of 
plan assets. Information about the fair value measurements of plan 
assets, and disclosures about significant concentrations of risk in plan 
assets. This FSP is effective for Integrys Energy Group for the reporting 
period ending December 31 , 2009, and will result in expanded 
disclosures related to postretirement benefit plan assets. 
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NOTE 2—RISK MANAGEMENT ACTIVITIES 
The following table shows Integrys Energy Group's assets and liabilities from risk management activities as of December 3 1 , 2008, and 2007: 

fMi7//ons; 

Utility Segments 

Commodity contracts 
Financial transmission rights 

Cadi flow hedges - commodity contracts 

Nonregulated Segments 

Commodity and foreign currency 

Fair value hedges 

Commodity contracts 

Interest rate swaps 

Cash flow hedges 

Commodity contracts 

Interest rate swaps 

Foreign currency 

Total 

Balance Sheet Presentation 

Cunent 

Long-term 

Total 

contracts 

1 Assets 

2009 

$ 214 

7 ^ 
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1 
2007 

$ 8.2 

13.4 

-

1,241.4 

7.4 
-

29.6 

-
-

$1,300.0 

$ 840.7 

459.3 

$1,300.0 

1 
200B 

$ 1664 
4.2 

1.5 

2 ^ 1 . 6 

-

. . -

94.2 
S.1 

$2,953.0 

sa^imt 
nm^ 

Liabilities | 

2007 

$ 30.4 

4.4 

0.3 

1,125.7 

2.0 

0.3 

18.3 

4.1 
-

$1,185.5 

$ 813.5 

{ . .• 372.0 
§ ^ ^ $1,185.5 

Assets and liabilities from risk management activities are classified 

as current or long-term based upon the maturities of the 

underlying contracts. 

Utility Segments 
The derivatives listed in the above table as "commodity contracts" 
Include natural gas purchase contracts as well as financial derivative 
contracts (New York Mercantile Exchange (NYMEX) futures, options, and 
swaps) 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 tiie above table as 
"financial transmission rights." 

Nonregulated Segments 
The derivatives In the nonregulated segments not designated as hedges 
under GAAP 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. Changes In the fair value of non-hedge derivatives 
are recognized currently in earnings. 

In the second quarter of 2006, Integrys Energy Services began entering 
into a limited number of derivative energy contracts with terms that 
extended as long as 12 years. Observable market data was not 
available for the longer-dated port ion, generally periods greater than 
five years (the unobservable periods), of these contracts at the t ime 
and, therefore, Integrys Energy Services had valued the unobservable 
periods of these contracts at zero. In the third quarter of 2007, 
Integrys Energy Services determined tiiat this approach was 
inappropriate under GAAP and began to use internally developed 
pricing data to estimate the fair value of such unobservable periods. 
The cumulative effect related to prior periods was an Increase In 
income fi"Om continuing operations and income available for common 
shareholders of $4.6 million, net of taxes. Management determined 
that this amount was not material to prior periods. The determination 
of fair value for these derivative contracts is subjective and requires 
significant management judgment. 

Integrys Energy Group, Inc. 

Integrys Energy Services also enters 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. Fair value hedge ineffectiveness 
was not significant In 2008 and 2007, and was a pre-tax gain of 
$3.7 million In 2006. Changes In the difference between the spot and 
forward prices of natural gas were excluded from the assessment of 
hedge effectiveness and reported directly In nonregulated revenue. 
The amount excluded was a pre-tax gain of $5.5 million during 2008, 
and was not significant during 2007 and 2006. 

Commodity contracts that are designated as cash fiow hedges extend 
through April 2014, and are used to mitigate the risk of cash flow 
variability associated with future purchases and sales of natural gas 
and electricity. Cash flow hedge ineffectiveness related to commodity 
contracts was not significant during 2008, was a pre-tax loss of 
$4.4 million in 2007, and was a pre-tax gain of $8.6 million in 2006. 
When testing for effectiveness, no portion of the derivative instruments 
was excluded. Amounts recorcled in other comprehensive iricome 
related to these cash flow hedges will be recognized in earnings when 
the hedged transactions occur, which Is typically as the related contracts 
are settled, or If it Is probable that the hedged transaction will not 
occur. The amount reclassified from other comprehensive income into 
earnings as a resutt o f t he discontinuance of cash fiow hedge accounting 
for certain hedge transactions was a pre-tax loss of $2.7 million during 
2008, was not significant during 2007, and was a pre-tax gain of 
$2.1 million In 2006. In the next 12 months, subject to changes In 
market prices of natural gas and electricity, we expect that a pre-tax 
loss of $72.8 million will be recognized in earnings as the hedged 
transactions occur. We expect this amount to be substantially offset by 
settlement of the related nonderivative contracts that are being hedged. 
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In November 2008, Integrys Energy Group designated as cash flow 
hedges two forward foreign currency exchange contracts entered Into 
to hedge the variability in the foreign currency exposure of a fixed rate 
Japanese yen denominated term loan that matures on March 30, 2009. 
Cash flow hedge Ineffectiveness recorded In nonregulated revenue 
related to this transaction was not significant during 2008. 

Integrys Energy Group's Cash Collateral Por t ions 

(Millions) 

Cash collateral 

provided to others 

Cash collateral 
received from others 

December 3 1 , 2007 

$23.5 

49.1 

NOTE 3—DISCONTINUED OPERATIONS 

Stoneman 

In the third quarter of 2008, Integrys Energy Services sold Its subsidiary 
Mid-American Power, LLC, which owned the Stoneman generation 
facility, located in Wisconsin. The historical revenue, expenses, and 
effects of disposing of this facility were not significant. In the fourth 
quarter of 2008, Integrys Energy Services recognized a $6.3 million 
pre-tax gain ($3.8 million after-tax) on the sale of this facility when a 
previous contingent payment was earned and paid by the buyer. This 
contingent payment resulted from legislation that was passed in the 
fourth quarter of 2008, which extended the production tax credits 
available for certain biomass facilities. The $3.8 million after-tax gain 
was reported In discontinued operations. 

PEP 

In September 2007, Integrys Energy Group completed the sale of PEP, 
an oil and natural gas production subsidiary acquired In the PEC merger, 
for $869.2 million, net of certain post-closing adjustments. These 
post-closing adjustments were funded through other current liabilities 
at December 3 1 , 2007 and, therefore, are Included in Note 1(d), 
" Summary o i Significant Accounting Policies - Cash and Cash 
Equivalents," as a non-cash transaction for 2007. Including the Impact 
o f t h e post-closing adjustments, the pre-tax gain recorded for 2007 was 
$12.6 million ($7.6 million after-tax), and was included as a component 
of discontinued operations. In 2008, a $0.8 million Impact of tax 
adjustments related to the 2007 PEP sale was recorded as income 
from discontinued operations. 

Components of discontinued operations recorded In the Consolidated 

Statements of Income related to PEP were: 

(Millions) 

Nonregulated revenue 

Operating and maintenance expense 

Gain on PEP sale 

Taxes other than income taxes 

Other expense 

Income before taxes 

Provision for income taxes 

Discontinued operations, net of tax 

February 22, 2007 
through 

December 31, 2007 

$114.2 

28.5 

(12.6) 

5.1 

0.1 

93.1 

34.6 

$ 58.5 

It is Integrys Energy Group's policy to not allocate interest to discontinued 

operations unless the asset group being sold has extemal debt <±iligations. 

PEP had no external debt obligations during the period shown above. 

In January 2007, Integrys Energy Services completed the sale of 

Niagara for approximately $31 million. This facility was a merchant 

generation facility and sold power on a wholesale basis. The gain 

reconded In 2007 was $24.6 million pre-tax ($14.7 million after-tax) and 

was included as a component of discontinued operations. 
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During 2008, Integrys Energy Sen/Ices recorded $0.1 million of income 

from discontinued operations related to amortization of an environmental 

indemnification guarantee Included as part o f t he sale agreement. 

Components of discontinued operations recorded in the Consolidated 
Statements of Income related to Niagara for the years ended 
December 31 were as follows: 

(Millions} 

Nonregulated revenue 

Nonregulated cost of fuel, natural gas. 

and purchased power 

Operating and maintenance expense 

Gain on Niagara sale 

Depreciation and amortization expense 

Taxes other than Income taxes 

Other income 

Income before taxes 

Provision for income taxes 

Discontinued operations, net of tax 

2007 

$ 1.5 

1.0 

0.5 

(24.6) 

-
-
-

24.6 

9.8 

$14.8 

2006 

$19.3 

12.9 

5.3 

-
0.4 

0.3 

0.2 

0.6 

0.2 

$ 0.4 

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

Sunbury 

In July 2006, Integrys Energy Services completed the sale of Sunbury. 
Sunbury's primary asset was the Sunbury generation plant located in 
Pennsylvania. This facility sold power on a wholesale basis when market 
conditions were economically favorable. The gain recorded In 2006 was 
$20.2 million pre-tax ($12,5 million after-tax), and was Included as a 
component of discontinued operations. 

Components of discontinued operations recorded In the Consolidated 
Statements of Income for the year ended December 31 , 2006, related 
to Sunbury were as follows: 

(Millions) 

Nonregulated revenue 

Nonregulated cost of fuel, natural gas, 
and purchased power 

Operating and maintenance expense 

Gain on Sunbury sale 

Depreciation and amortization expense 

Taxes other than income taxes 

Income before taxes 

Provision for income taxes 

Discontinued operations, net of tax 

2006 

$69.2 

61.6 

17.9 

(20.2) 

0.3 

0.3 

9.3 

2.4 

$ 6.9 
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NOTE 4—PROPERTY, PLANT AND EQUIPMENT 
Property, plant, and equipment in service at December 31 

(M.7//onsj 

Electric utility * 

Natural gas utility 

Total utility plant 

Less: Accumulated depreciation 

Net 

Construction work In progress * 

Net utility plant 

Nonutility plant-utility segments 

Less: Accumulated depreciation 

Net 

Constnjction work In progress 

Net nonutility plant-utility segments 

Electric nonregulated 

Natural gas nonregulated 

Other nonregulated 

Total nonregulated property, plant, and 

Less: Accumulated depreciation 

Net 

Construction work in progress 

Net nonregulated property, plant, and 

Total property, plant, and equipment 

equipment 

equipment 

consisted ofthe following utility, nonutility, and nonregulated assets: 

^Kie 

$2,777.5 

6,980.7 
2,«074 
4,372*9 

4^32.5 

*05 

3a3 
1S.5 

53.a 

WS.Z 

• " ^ " • " • • ^ 3 J * . „ 

7A 

•-y:mm<r--r 

2007 

$2,230.0 

4,058.1 

6,288.1 

2,533.1 

3,755.0 

543.5 

4,298.5 

27.9 

8.8 

19.1 

1.4 

20.5 

168.0 

12.6 

19.4 

200.0 

60.3 

139.7 

5.1 

144.8 

$4,463.8 

* Includes the impact ofthe Weston 4 power plant becoming commercially operational in June 2008. 

NOTE 5—ACQUISITIONS AND DISPOSITIONS 

Merger with PEC 
The PEC merger was completed on February 2 1 , 2007. The merger 
was accounted for under the purchase method of accounting, with 
Integrys Energy Group as the acquirer. In the merger, shareholders of 
PEC received 0.825 shares of Integrys Energy Group common stock, 
$1 par value, for each share of PEC common stock, no par value, which 
they held immediately prior to the merger. The total purchase price 
was approximately $1.6 billion. The results of operations attributable to 
PEC are included in the Consolidated Financial Statements for the year 
ended December 3 1 , 2008, and for the period from February 22, 2007, 
through December 3 1 , 2007. 

The purchase price was allocated based on the estimated fair market 
value o f t h e assets acquired and liabilities assumed. The excess o f t he 
purchase price over the estimated fair values of the tangible net assets 
acquired was allocated to identifiable intangible assets, with the 
remainder allocated to goodwil l . 

In order to achieve Integrys Energy Group's anticipated merger 
synergies, a restructuring plan was implemented, which included a 
process to eliminate duplicative positions within Integrys Energy Group. 
Costs associated with the merger-related involuntary termination of 
employees at PEC (the acquired company) were recognized as a liability 
assumed In the merger and included in the purchase price allocation 
in accordance with Emerging Issues Task Force Issue No. 95-3, 
"Recognition of Liabilities in Connection with a Purchase Business 
Combinat ion." The following table summarizes the activity related to 
these specific costs for the years ended December 3 1 : 

(Millions) 

Accrued employee severance costs 

at beginning of period 

Adjustments to purchase price 

Other adjustments 

Cash payments 

2007 

1.7 

Accrued em|:doyee severance costs 

at end of per iod 

t w^ 
>.jit„.fei. mmi-~ 

$1.3 

Costs related to the involuntary termination of the acquirer's employees 
were expensed following the guidance of SFAS No. 146, "Accounting 
for Costs Associated with Exit or Disposal Activities." Costs associated 
with the relocation or voluntary terminations of both Integrys Energy 
Group and PEC employees were expensed In accordance witii SFAS 
No. 88, "Employers' Accounting for Settlements and Curtailments of 
Defined Benefit Pension Plans and for Tennination Benefits." The 
following table summarizes the activity related to these specific costs 
for the years ended December 3 1 : 

(Millions) 

Accrued employee severance costs 

at beginning of period 

Severance expense recorded 

C a ^ payments 

Accrued employee severance costs 

at end of per iod 

2007 

7.2 

(2.4) 

$4.8 
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Purchase of Aquita, Inc.'s Michigan and Minnesota 
Natural Gas Distribution Operations 
On April 1, 2006, Integrys Energy Group, through Its wholly owned 
subsidiary MGU, 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 
for 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. 

Supplemental Pro Forma Information 
The following table shows pro forma results of operations for Integrys 

Energy Group for the year ended December 3 1 , 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 Gnoup 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. 

(MiUions, except per share amourvts) 

Total revenues 

Income from continuing operations 

Income available fcff 

common shareholders 

Basic earnings per share -

continuing operations 

Basic earnings per share 

Diluted eamings per share -

continuing operations 

Diluted earnings per share 

Pro Forma for the Year Ended! 
December 31 | 

2007 

$10,997.7 

$211.2 

$283.4 

$2.73 

$3.72 

$2.73 

$3.72 

2006 

$9,686.1 

$144.8 

$178.4 

$1.91 

$2.40 

$1.91 

$2.40 

The following dispositions occurred in 2006 but are reported as 

continuing operations. 

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. 

Sate 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 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. 

NOTE 6—JOINTLY OWNED UTILITY FACILITIES 

WPS holds a joint ownership Interest In certain electric generating 
facilities. WPS Is entit led to receive generating capability and output 
of each facility equal to its respective ownership interest. WPS also 
pays its ownership share of additional construction costs, fuel inventory 

purchases, and operating expenses unless specific agreements have 
been executed to limit its maximum exposure to additional costs. 
WPS's share of significant jointly owned electric generating facilities as 
of December 3 1 , 2008, was as follows: 

(Millions, except for percentages and megawatts) 

Ownership 

WPS's share of rated capacity (megawatts) 

Util ity plant in service 

Accumulated depreciation 

In-service date 

Wes«Qn4 

70 .6% 

3 7 4 J 

$611^9 

$ « M 
.-' ju.'̂  ^ I S H H B ^ f"' • 

Columbia 
W B A Marinetlie EneiigQf Center 

U i t t N e . 3 3 

68 .0% 

51.7 

$18.3 

$ 9.3 

,fei^ia^fr^-^ 

U n H s 1 a n d 2 

31.S% 

35M 
$1^# 
sm$ 

Edgowater 

U i d t N o . 4 

3 1 ^ 

101.9 

mM^- : 
$sm'̂ ''--

WPS's share of direct expenses for these plants is recorded In operating 

expenses In the Consolidated Statements of Income. WPS has supplied 

Its own financing for all jointly owned projects. 
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NOTE 7—REGULATORY ASSETS AND LIABILITIES 
The following regulatory assets and liabilities were reflected in our Consolidated Balance Sheets as of December 31: 

(Millions) 

Regulatory assets 

Environmental remediation costs (net of insurance recoveries) 

Pension and other postretirement benefit related items 

Derivatives 

De Pere Energy Center 

Asset retirement obligations 

Nuclear costs 

Income tax related items 

Energy recoveries 

Weston 3 lightning strike 

Unamortized loss on debt 

Costs to achieve merger synergies 

Rate case costs 

Conservation Improvement Program costs 

Midwest Independent Transmission System Operator, Inc. (MISO) costs 

Other 

Total 

Balance Sheet Presentation 

Current 

Long-term 

Total 

Regulatory liabilities 

Cost of removal reserve 

Energy refunds 

Pension and other postretirement benefit related items 

American Transmission Company (ATC) and MISO refijnds 

Decoupling 

Income tax related items 

Derivatives 

Enhanced Efficiency Program 

Other 

Total 

Balance Sheet Presentation 

Current 

Long-term 

Total 

2im 

$ imA 
^4.7 
162.0 

3s.a 
3 a 5 

24.1 

n ^ 
23.1 

22.3 

13.2 

i2.f 
&7 
4S 

. • - ' • • 

16.2 

$rms 

$ 2H0 
1̂ 1444 

$ ! i j m M 

$ ^ 1 . 6 

34.1 

a&i 
9 J & 

9 A 

nJ2 

4 .9 

4J& 

SM 
$ ^ 4 3 

$ 58J 

2007 

S 758.8 

221.9 

34.4 

38.2 

17.0 

34.7 

23.3 

27.7 

22.7 

13.8 

14.5 

_ 
3.8 

19.1 

14.1 

$1,244.0 

$ 141.7 

1,102.3 

$1,244.0 

$ 217.4 

55.7 

59.1 

5.3 

-
10.8 

13.9 

-
8.1 

$ 370.3 

$ 77.9 

292.4 

$ 370.3 

Our utility subsidiaries expect to recover their regulatory assets and 
Incur future costs or refund 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 of the 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. 

The regulatory assets listed In the table above related to WPS's 
environmental remediation costs, the Weston 3 lightning strike, rate 
case costs, and debt and PGL and NSG, are not eaming a rate of 
return. The regulatory asset for WPS's environmental remediation costs 
was $74.1 million at December 31, 2008, and Includes both liabilities 
and costs incurred to remediate the former manufactured gas plant 
sites that have not yet been recovered through rates. At December 31, 
2008, environmental remediation costs that have been incurred but not 

Integrys Energy Group, Inc. 

yet recovered in rates were not significant. WPS is authorized recovery 
of the regulatory asset related to the Weston 3 lightning strike over a 
six-year period. The regulatory assets related to debt at PGL and 
NSG are not Included in rate base, but are recovered over tfie term 
ofthe debt through the rate of return authorized by the Illinois 
Commerce Commission (ICC). The regulatory assets related to rate 
case costs are authorized recovery over a five-year period. WPS's 
regulatory assets are expected to be recovered from customers in 
future rates; however, the carrying costs ofthese assets are borne by 
Integrys Energy Qnaup's shareholders. 

See Note 1(g), "Summary of Significant Accounting Policies - Risk 
Management Activities," Note 13, "Asset Retirement Obligations," 
Note 14, "Income Taxes," Note 15, "Commitments and 
Contingencies," Note 17, "Employee Benefit Plans," and Note 23, 
"Regulatory Environment," for more Information on some of the more 
significant regulatory assets and liabilities listed in tfie above table. 
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NOTE 8—INVESTMENTS IN AFFILIATES, AT EQUITY METHOD 
Investments in corporate joint ventures and other companies 

accounted for under the equity method at December 3 1 , 2008, and 

2007 were as follows: 

(Millions) 

ATC ^ 

WIsconan River Power Company 

(WRPC) 

Other 
investments in affiliates, 

at equity method ^ 

^mkM-

ii 
a-A i«fc 

'.r, 

d 

2007 

$296.6 

9.8 

1.3 

$307.7 

Investments in affiliates accounted for under the equity method are 

Included In other assets on the Consolidated Balance Sheets, and 

the equity Income (loss) Is recorded In miscellaneous Income on the 

Consolidated Statements of Income. Integrys Energy Group is taxed 

on ATC's equity Income, rather than ATC, due to the tax fiow-through 

nature of ATC's business structufie. Accondingly, Integrys Energy Group's 

provision for Income taxes includes taxes on ATC's equity Income. 

Included In other investments in the above table is Integrys Energy 

Services' ownership In ECO Coal Pelletlzatlon #12, LLC. See below 

for further explanation of this investment. 

ATC 
Integrys Energy Group had an approximate 34% ownership interest 

In ATC at December 3 1 , 2008. 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. 

The regulated electric utilities provide construction and other services 

to, and receive network transmission services from, ATC. The related 

party transactions recorded by the regulated electric utilities, capital 

contributions to ATC, and dividends received from ATC in the years 

ended December 31 were as follows: 

(Millions) ^ M 

Total charges to ATC for sen/ices ? ^ ^ 8 
and constmction S H I 

Total costs for network transmission H M P 
sen/ice provided by ATC H B | | 

Net amounts received fi-om ^ ^ H 
(advanced to) ATC for ^ M | 
transmission interconnection H ^ 9 

Capital contributions to ATC i l B I 

Dividends iieceived fi^m ATC I S H I 

H 2007 

s 
m $98.6 

H H ^̂'̂  
B 
m 
m (23.9) 

1 ^̂ -̂  
1 36.7 

2006 

$126.5 

63.3 

(11.6) 

36.5 

29.7 

There were no advances to ATC for transmission interconnections 

recorded at December 31 , 2008. The amount related to these advances 

classified within accounts receivable and accnjed unbilled revenues was 

$82.3 million at December 3 1 , 2007. 

Of Integrys Energy Group's equity In net income disclosed below, 

$66.1 mill ion, $50.5 mill ion, and $39.0 million is the pre-tax income 

related to Its investment in ATC in 2008, 2007, and 2006, respectively. 

WRPC 
WPS owns 50% of the voting stock of WRPC, which operates two 

hydroelectric plants and an oil-fired combustion turbine. Two-thlnds of 

the energy output o f t h e hydroelectric plants is sold to WPS, 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 WPS and 

Wisconsin Power and Light. 

Integrys Energy Group, Inc. 

WPS has sales to and purchases from WRPC and receives net proceeds 

from sales of energy Into the MISO market from WRPC. The related 

party transaalons recorded and net proceeds and dividends received In 

the years ended December 31 were as follows: 

(Millions) 

Revenues from services provided 
to WRPC 

Purchases of energy from WRPC 

Net proceeds from WRPC sales of 
energy to MISO 

Dividends received fiom WRPC 

''̂ iiP 
' ^9VKI 

V^^'i& 
»^5**jS 

2007 

$1.0 

4.7 

6.0 

0.9 

2006 

$1.5 

4.1 

4.2 

4.2 

Of Integrys Energy Group's equity In net Income disclosed below, 

$2.2 million, $1.8 million, and $3.2 million Is the pre-tax income related 

to WPS's Investment In WRPC In 2008, 2007, and 2006, respectively 

ECO Coal Pelletlzatlon #12 
At December 31 , 2008, Integrys Energy Sen/ices 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 

credits under Section 29/45K o f t he Internal Revenue Code. Integrys 

Energy Services' investment in this facility was not significant at 

December 3 1 , 2008, 2007, or 2006. By law. Section 29/45K federal tax 

credits for synthetic fuel produced from coal expired on December 3 1 , 

2007; therefore, this facility ceased operation effective January 1, 2008. 

Consequently, the losses and royalty income received from this 

investment were not significant during 2008. 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 during 2007 and 2006, were as follows: 

(Millions) 2007 2006 

Losses generated from operations 

of ECO Coal Pelletization #12 

Integrys Energy Services' partners' 

share of the losses (recorded as 

minority Interest) 

Royalty income recognized 

$(18.2) 

0.1 

1.7 

$(23.9) 

3.8 

In 2007 and 2006, the operation of this facility generated positive 

earnings when Including the tax credits generated and the 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 
In April 2006, Integrys Energy Group completed the sale of its one-third 

Interest in Guardian Pipeline. At the time of sale, Guardian Pipeline, LLC 

owned a natural gas pipeline, which began operating In 2002, that 

stretched about 140 miles from near Joliet, Illinois, into southern 

Wisconsin. It could transport up to 750 million cubic feet of natural gas 

daily. See Note 5, "Acquis/'tlons and Dispositions," for more information 

related to the sale. 

Integrys Energy Sen/ices recorded related party transactions for 

purchases from Guardian Pipeline. These purchases amounted to 

$0.9 million in 2006 through the date of sale. 
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Financial Data 
Combined financial data of Integrys Energy Group's significant equity 
method investments, ATC and WRPC, are included in the table below. 
The financial data of Guardian Pipeline is not included, 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 

Cunent assets 

Noncurrent assets 

Total assets 

Current liabilities 

Long-temfi debt 

Other noncurrent liabilities 

Shareholders' equity 

Total liabilities and shareholders' equity 

wsm 

$ 4 7 4 ^ 
214.6 

67.1 

$ 1 ^ 

^^;fit^&a^-: 

- :mmm-^ 
i ; 2524 

iiTiyMJff#^r-

2007 

$ 415.6 

203.9 

54.2 

$ 157.5 

$ 52.3 

$ 52.3 

2,207.8 

$2,260.1 

$ 317.7 

899.1 

111.1 

932.2 

$2,260.1 

2006 

$ 347.5 

184.3 

34.9 

$ 128.3 

$ 42.2 

$ 36.2 

1,872.4 

$1,908.6 

$ 306.4 

648.9 

128.2 

825.1 

$1,908.6 

NOTE 9—GOODWILL AND OTHER INTANGIBLE ASSETS 
Integrys Energy Grciup had the following changes to the canying amount of goodwill for the year ended December 31, 2008: 

(Millions) 

Goodwill recorcled at December 31,2007 

Adjustments to PEC purchase price allocation related to income taxes 

Impairment loss * 

Goodwill reconded at December 31,2008 

Natural Gas 
Utility Segment 

$936.8 

(3.3) 

(6^) 
- • ' i i ^ i l l ^ H j A i . "•" "aiiK'jr' 

Integrys 
Energy Services 

$11.5 

(4.6) 

i ^ ^ ^ ^ y ^ ^ ^ ^ ^ 

Total 

$948.3 

(7.9) 

(6,5) 

'I'liiifiiiiMri^iii 
A goodwill impairment loss in the amount of $6.5 million, after-tax, was recognized for 
NSG in the second quarter of 2008. On at least an annual basis, integrys Energy Group is 
required by GAAP to test goodwill for impairment at each of its reporting units. Reporting 
units at Integrys Energy Group that have a goodwill balance and are subject to these 
impairment tests include POL, NSG, MGU. MERC. WPS's natural gas utility, and (ntegrys 
Fnergy Services. PGL, NSG, MGU, and MERC were recorded at thet'r approximate fair 
market values atthe date of acquisition. Since the acquisitions of fX^L, NSG. MGU, and 
MERC all occurred within the last few years, even a slight decline in fair value can result in a 

potential impairment loss. In order to identify a potential impairment, the estimated fair 
value of a reporting unit is compared with its carrying amount, including goodwill. A 
present value technique was utilized to estimate the fair value of NSC at April 1. 2008. 
The goodwill impairment recognized for NSG was due to a decline in the estimated fair 
value of NSG, caused primarily by a decrease in forecasted results as compared to the 
forecast at the time of the acquisition. Worsening economic factors also contributed to 
the decline in fair value. 
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Identifiable intangible assets other than goodwil l are Included as a component of other assets within the Consolidated Balance Sheets as listed below. 

flWiZ/ionsJ 

Amort ized intangible assets 

(liabilities) 

Customer-related"' 

Natural gas and electric 

contract assets f̂ '̂ ' 

Natural gas and electric 

contract liabilities *='* 

Emission allowances '̂^ 

Renewable energy credits ™ 

Other 

Total 

Unamortized intangible assets 

Trade name "' 

Total intangible assets 

'• " M ' '1' • • " ' - . • 

] December 3 1 , 2008 

guff^j-. ,,;̂  

"^-^^n^ 
^i^j ' ^ M t 

.̂  m ' 
M 

'• . 9 m 

«j^^wi^<^. 

Amasihaitum 

m 4 ^ 

(MJ6) 

2 0 2 

m) 
(2.n 

c»^ 
S^JSt 

r •, " . . 

;,*fet : .-

ms 

5^ 

f t 3 ^ 
W c 
1.3 
ZJ& 

t^ i& 

....-M.- ,. 
^ss»w^:^T>f»^^~'"'»^^PW^'r*i|ii 

1 December 31 ,2007 | 

Gross 
Carrying Amount 

$32.6 

60.1 

(33.6) 

2.4 

0,4 

3.4 

$65.3 

5.2 

$70.5 

Accumulated 
Amort izat ion 

$ (9.3) 

(34.1) 

13.1 

(0.2) 

(0.4) 

(0.8) 

$(31.7) 

-
$(31.7) 

Net 

$23.3 

26.0 

(20.5) 

2.2 

-
2.6 

$33.6 

5.2 

$38.8 

Includes customer relationship assets associated wrtfi both PEC's former nonregulated 
retail natural gas and electric operations and MERC's nonutility home services business. 
The remaining weighted-average amortization period at December 31, 2008, far 
customer-related intangible assets rs appro.ximateily 7 years. 
Represents the fair value of certain PEC natural gas and electric customer contracts 
acquired in the merger that were not considered to be derivative instruments, and as a 
result, were recorded as intangibie assets. 
Includes both short-term and long-term intangible assets related to customer contracts 
in the amount of $3.' million and $2.4 million, respectively at December 31, 2008, and 
$20.5 million and $5.5 million, respectivefy, at December 31, 2007. The weighted-average 
amortization period at December 31, 2008, for these intangibie assets is 2.2 years. 

Includes both short-term and long-term intangible liabiiiUes related to customer contracts 
in the amount of $6.0 million and $7.4 million, respectively, at December 31, 2008, and 
$7.1 million and $13.4 million, respectively at December 31, 2007. The weighted-average 
amortization period at December 31, 2008, for these intangible liabilities is 2.0 years. 
Emission allowances do not have a contractuaf term or expiration date. 
Used at Integrys Energy Services to comply with state Renewable Portfolio Standards, as 
well as for trading purposes. 
Represents the fair value ofthe MGU trade name acquired from Aquila. 

Intangible asset amortization expense, excluding amortization related 

to natural gas and electric contracts, was recorded as a component of 

depreciation and amortization expense. Amortization for the years ended 

December 3 1 , 2008, 2007, and 2006, was $7.9 million, $8.5 million, and 

$2.1 million, respectively. 

Amortization expense for the next five fiscal years Is estimated to be: 

(Millions) 

For year ending December 31, 2009 

For year ending December 31, 2010 

Foryearending December 31, 2011 

For year ending December 31 , 2012 

Foryearending December 31 , 2013 

Amortization o f t h e natural gas and electric contract intangible assets 

was recorded as a component of nonregulated cost of fuel, natural gas, 

and purchased power. Amortization of these contracts for the years 

ended December 31 , 2008, and 2007, resulted In an increase to 
nonregulated fuel, natural gas, and purchased power in the amount 
of $34.4 million and $21.0 million, respectively. 

Amortization of these contracts for the next five fiscal years Is estimated 

to be: 

(Millions) 

For year ending December 31 , 2009 

Foryearending December 31 , 2010 

For year ending December 31 , 2011 

Foryearending December 31, 2012 

For year ending December 31 , 2013 

$(a,n* 
@.7>* 

am* 
0 ^ * 

..... M.... 
" Amortization ofthese contracts is anticipated to decrease nonregulated cost of fuel, 

natural gas, and purchased power because the fair value of the portion of the contracts 
that relates to these periods was negatrVe (or "out-of-the-money") at the date the 
respective businesses were acquired. 

NOTE 10—LEASES 
Integrys Energy Group leases various property, plant, and equipment. 
Terms of the operating leases vary, but generally require Integrys 
Energy Group to pay property taxes, insurance premiums, and 
maintenance costs associated with the leased property. Many of 
Integrys Energy Group's leases contain one o f t he fol lowing options 
upon the end of the lease term: (a) 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 
$17.0 million, $13.6 million, and $7.0 million in 2008, 2007, and 2006, 
respectively. Future minimum rental obligations under non-cancelable 
operating leases are payable as follows: 

Integrys Energy Group, Inc. 

1 Year Ending December 31 | 

(Millions) 

2009 

2010 

2011 

2012 

2013 

Later years 

Total payments 

/ • $ t 1 4 
-•• m ^ 

8,7 
7.2 
6J0 

E^IWiM 
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NOTE 11—SHORT-TERM DEBT AND LINES OF CREDIT 
Integrys Energy Group's short-term borrowings consist of sales of commercial paper, borrowings under revolving credit facilities, and short-term 
notes. Amounts shown are as of December 31 : 

fM/7/ions, except percentages) 

Commerdal paper outstanding 

Average discount rate on outstanding commercial paper 

Short-term notes payable outstanding 

Average Interest rate on short-term notes payable 

Borrowings under revolving credit facilities 

Average Interest rate on revolving credit facilities 

,. J ^ 

.j^^Ste" 
•^^Iftto * 
^ t^m 
^^y^m 
tf4i[riiiiFiiiili[iiii 

2007 

$308.2 

5.51% 

$10.0 

5.20% 

$150.0 

3.56% 

2006 

$562.8 

5.43% 

$10.0 

5.30% 

$150.0 

5.58% 

The commercial paper at December 3 1 , 2008, had varying maturity 

dates ranging from January 2, 2009, through January 30, 2009. 

Integrys Energy Group manages its liquidity by maintaining adequate 
external financing commitments. The information in the table below 

relates to Integrys Energy Group's short-term debt, lines of credit, and 
remaining available capacity as of December 3 1 : 

(Millions) 

Revolving credit fadllty (Integrys Energy Group)"' 

Revolving credit facility (Integrys Energy Group) "* 

Revolving credit facility (Integrys Energy Group) ""^ 

Revolving credit facility (WPS) « 

Revolving credit facility (PEC) ''''* 

Revolving credit facility (PGL) '̂ ' 

Revolving credit facility (Integrys Energy Services) '*"̂  

Revolving short-term notes payable (WPS) «•' 

Short-term notes payable (Integrys Energy Group) ® 

Uncommitted secured cross-exchange agreement {Integrys Energy Services) ^ 

Total short-term credit capacity 

Less: 

Uncol lateral ized portion of gross margin credit agreement 

Letters of credit issued Inside credit facilities 

Loans outstanding under credit agreements and notes payable 

Commercial paper outstanding 

Accmed interest or original discount on outstanding commercial paper 

Available capacity under existing agreements 

Maturity 

06/02/10 

06/09/11 

05/03/09 

06/02/10 

06/13/11 

07/12/10 

04/08/09 

05/13/09 

03/30/09 

2006 

$ BQfl;0 

500JI 

sma 
I fS^ 
400^ 
ss^a 
175.0 
10.0 

171.1 
-

2,»1.1 

m j k 
656.1 
5 ^ 9 

m 
..^J^Mim^^ 

2007 

$ 500.0 

500.0 

-
115.0 

400.0 

250.0 

150.0 

10.0 
-

25.0 

1,950.0 

10.8 

138.9 

160.0 

308.2 

0.5 

$1,331.6 

Provides support for Integrys Energy Group^ commercial paper borrowing program. 
Provides support for WPS's commercial paper borrowing program. 
Provides support for PGL^ commerdal paper borrowing program. 
Borrowing under these agreements are guaranteed by integrys Energy Group. 
This facility matured in April 3008, at which time the available borrowing capacity under the 
facility was increased to $175.0 million and the maturity date was extended to April 8, 2009. 
This note is renewed every six months. 
This facility matured in April 2008, at which time tfie facility was renewed and the maturity 
date was extended. However, in October 20!^, borrowings under this facility were paid in 
full as the facility was terminated. Borrowings und&r this facility are no longer available. 
In November 200S, integrys Energy Group entered into a short-term debt agreement 
extending through March ^X)9 to finance its working capital requirements and for 

general corporate purposes. The agreement requires principal and interest payments to be 
made in yen. Integrys Energy Services entered fnto two forward foreign currency exchange 
contracts to hedge the variability ofthe foreign cfjrrerKy exchange rate risk associated with 
the principal and fixed rate interest payments, and (ntegrys Energy Group expects the 
principal amount of repayment at rnaturity, combined with the settlement amount ofthe 
forward contracts, to be $156.7 million. See Note 2, "Risk Management Activities" for 
more information. 

'^ In Wowmber 20(^, Integn/s Energy Group entered into a revolving credit agreement to 
finance its worfeing capital requirements and for general corporate purposes which exfencte 
to May 2009. 

At December 3 1 , 2CK)8, Integrys Energy Group and its subsidiaries vrere 
In compliance wit^ all covenants relating to outstanding short-term debt 
and expect to be in compliance with all such debt covenants for the 
foreseeable future. Integrys Energy Group and certain subsidiaries' 
revolving credit agreements contain financial and other covenants. 
Including, but not l imited to a requirement to maintain a debt to total 

capitalization ratio not t o 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 of the agreements could permit lenders to require 

immediate repayment of the outstanding borrowings thereunder. 
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NOTE 12—LONG-TERM DEBT 

(Millions) 

WPS First Mortgage Bonds''' 

Series. 
7.125% 

WPS Senior Notes ""2 
Series 

6.125% 
4.875% 

4.80% 
3.95% 

6.375% 
5.65% 
6.08% 
5.55% 

UPPCO First Mortgage Bonds ^ 

Series 
932% 

PEC Unsecured Senior Note « 
Series 

A, 6.90% 
Fair value hedge adjustment 

PGL Fixed First and Refijnding Mortgage 
Series 

HH, 4.75% 
KK, 5.00% 
LL, 3.75% 

MM-2, 4.00% 
NN-2, 4.625% 

QQ. 4.875% 
RR, 4.30% 
SS, 7.00% 
Tr,8.00% 

Year Due 
2023 

Year Pug 
2011 
2012 
2013 
2013 
2015 
2017 
2028 
2036 

^^arDue 
2021 

Year Pug 
2011 

Bonds» 
Year Due 

2030 
2033 
2033 
2010 
2013 
2038 
2035 
2013 
2018 

PGL Adjustable First and Refunding Mortgage Bonds '̂  
Series 

OO 
PP 

NSG Flr^Mortgage Bonds'^ 

M,5.00% 
N-2, 4.625% 

0,7.00% 
Integrys Energy Group Unsecured Senior 

Sgpgg 
5.375% 
7.00% 

Year Due 
2037 
2037 

^fearDi^ 
2028 
2013 
2013 

Notes 
Year Due 

2012 
2009 

Adjustable 

Adjustable 

Adjustable 
Adjustable 

Integrys Energy Group Unsecured Junior Subordinated Notes ™ 
Series 
6.11% 

Year Due 
2066 

Unsecured term loan due 2010 - Integrys Energy Group 
Tenn loans - nonrecourse, collateralized by nonregulated 
Integrys Energy Sen/ices' loan 
Other tenn loan™ 
Seniorsecui^ note"" 
Total 
Unamortized discount and premium on bonds and debt 
Total debt 
Less current portion 
Total long-temn debt 

assets'^ 

after July 1,2014 

after Febmary 1,2012 

after November 1,2018 
after June 1,2016 

: 
1 December 31 | 

T ® 
4 

A ' 9,1 ^ 
r f 

m̂̂  
I- mount 

,̂  ^SM 
- '**9 
'""•mo 

3 * C ! ™ ^ 

• « 
T 

r 

^^^ 

> ^ > ' 
/ m o -

I'..". . ^ - -

^ -^fW 
wm. 
ms 
^ 
n^ 
tt» 
19^ 

> i *C> 
* 9 . 

^ ' • 

r̂  iU> 
i •* 

' . -mi 
,» .#» 

- 4 * 
• T 

^ 
' "mm 
^tiffid 

"• J * 

mm 
m^ 
46 

_ 
. ^ ^ 

-
i j m s 

^#0.2 

- W^ ""aaigw 

2007 

$ 0.1 

150.0 
150.0 
125.0 
22.0 

_ 
125.0 
50.0 

125.0 

12.6 

325.0 
0.3 

50.0 
50.0 
50.0 
50.0 
75.0 
75.0 
50.0 

_ 
-

51.0 
51.0 

29.1 
40.0 

-

100.0 
150.0 

300.0 
65.6 
10.5 
0.1 

27.0 
1.7 

2,311.0 
9.3 

2.320.3 
(55.2) 

$2,265.1 
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'" WPS^ First Mortgage Bonds and Senior Notes are subject to the terms and conditions of 
WPS's First Mortgage fndenture. Under the terms of the indenture, substantially all 
property owned by V\/PS is pledged as collateral for these outstanding debt securities. All 
of these d^yt securities require semi-annual payments of interest WPS Senior Notes 
become non-collateralized if WPS retires afl of its outstanding First iWortgage Bonds and 
no new mortgage indenture is put in place. 

f̂  In December 2008. WPS issued $125.0 million of Series 6.375% Senior Notes due 
December 1, 2015. The net proceeds from the issuance of the Senior iSiotes were used for 
funding construction costs and other capital additions, retiring short-term debt related to 
construction, and general corporate utility purposes. 

In November 2007, WPS issued $125.0 million of Series 5.65% Senior Notes due 
November 1,2017. The net proceeds from the issuance of the Senior Notes were used for 
funding construction costs and other capital additions and general corporate utility 
purposes. 

'^ Underthe terms of UPPCO's First Mortgage Indenture, substantially all property owned by 
UPPCO is pledged as collateral for this outstanding debt series. Interest payments are due 
semi-annually with a sinking fund payment of $900,000 due each November 1. The final 
sinking fund payrrient due November 1, 2021, will completely retire the series. 

'* On March 6. 2007. Integrys Energy Group announced that it had entered into a First 
Supplemental Indenture with PEC and The Bank of Mew York Trust Company, N.A. The 
terms of the supplemental indenture provide that Integrys Energy Group will fully and 
unconditionally guarantee, on a senior unsecured basis, PEC's obligations under its 
$325.0 mjltion, 6.9% notes due January 15, 2011. See Note 16. "Guarantees," for more 
information related to this guaranty. 

ra (n November 2008, PGL issued $45 miWion of Series SS, 7.0%, 5-year First and Refunding 
IWortgage Bonds due November 1, 2013 and $5 mil/ion of Series TT, 8.0%, 10-year First and 
Refunding Mortgage Bonds due November 1, 2018. The net proceeds from the issuance of 
these bonds were used to reduce short-term debt and for alher general corporate utility 
purposes. The first and refunding mortgage bonds were sold in a private placement and 
are not registered under the Securities Act of 1933. 

On February 1, 2008, the interest rate on the $50.0 million 3.05% Series LL First Mortgage 
Bonds at PGL, which support the Illinois Development Finance Authority Adjustable-Rate 
Gas Supply Refunding Revenue Bonds, Series 2O03B, was established at a term rate of 
3.75% through January 31, 2012, adjustable after February I, 2012. These bonds were 
subject to a mandatory tender for purchase and were remarketed on February 1, 2008. 
As a result, these bonds were presented in the current portion of long-term debt on 
integrys Energy Groupi Consolidated Balance Sheet at December31, 2007. These 
bonds were included as long-term debt in the December 31, 2008, Consolidated 
Balance Sheet. 

PGL& Firat Mortgage Bonds are subject to Ihe terms and conditions of PGt's First 
Mortgage irvdenture dated January 2, 1926, as supplemented. Underthe terms ofthe 
Indenture, substantially all property owned by PGL is pledged as collateral for these 
outstanding debt securities. 

<*! PGL has outstanding $51.0 million of Adjustable Rate, Series OO Bonds, due October 1, 
2037, which are currently in a 35-day Auction Rate mode (the interest rate is reset every 
35 days through an auction process). The weighted-average interest rate for 2008 was 
5.391 % for these bonds. 

On-Apri/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 of the Series PP 
Bonds by PGL. As a result, the liability related to the Series PP Bonds was extinguished. 
PGL intends to hold the bonds while it continues to monitor the tax-exempt market and 
assess potential remarketing or refinancing opportunities. 

PCL's First Mortgage Bonds are subject to (he terms and conditions of PGt.% First 
iWortgage Indenture dated January 2, 1926, as supplemented. Under the terms ofthe 
indenture, substantially al! property owned by PGL is pledged as collateral for these 
outstanding debt securities. 

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

I" In November 2008, NSG issued S6.5 million of Series O. 7.0%, 5-year First Mortgage Bonds 
due November 1. 2013. The net proceeds from the issuance of the First Mortgage Bonds 
was used for genera/ corporate uti'ily purposes. The First iWortgage Bonds were sold in a 
private placement and are not registered under the Securities Act of 1933. 
NSG's First Mortgage Bonds are subject to the terms and conditions of NSG's First 
Mortgage Indenture dated April 1, 1955, as supplemented. Underthe terms ofthe 
Indenture, substantially ail property owned by NSG is pledged as collateral for these 
outstanding debt securities. 

NSG has utilized First Mortgage Bonds to secure (ax exempt interest rates The Illinois 
Finance Authority has issued Tax Exempt Bonds, and the proceeds from the sale of these 
bonds were loaned to NSG. In retum, NSG issued equal principal amounts of certain 
collateralized First Mortgage Bonds. 

1̂1 On December J, 2006, integrys Energy Group issued $300.0 million of Junior Subordinated 
Notes. Due to certain features of these notes, rating agencies consider them to be hybrid 
instruments with a combination of debt and equity characteristics. These notes have a 60-
year term and ranfc junior to al! current and future Indebtedness of Integrys Energy Group, 
with the exception of trade accounts payable and other accrued liabilities arising in the 
ordinary course of business. Interest Is payable semi-annually at the stated rate of 6 1 ] % for 
the first ten years, but the rate has been fixed at 6.22% for this period through the use of 
fonward-starting interest rate swaps. The interest rate will float for the remainder of the 
term. The notes can be prepaid without penalty after the first ten years, integrys Energy 
Group has agreed, however, in a replacement capital covenant with the holders of Integrys 
Energy Group^ 5.375% Unsecured Senior Notes due December 1, 2012, that it will not 
redeem or repurchase the Junior Subordinated Notes on or prior to December 1, 2036, 
unless such repurchases or redemptions are made from the proceeds ofthe sale of specific 
securities considered by rating agencies to have equity characteristics equal to or greater 
than those ofthe Junior Subordinated Notes, 

'^ Borrowings by Integrys Energy Services under term ioans and co/lateralized by 
nonregulated assets totaled $6.6 million at December 31, 2008. The assets of WPS New 
England Generation, Inc. and WPS Canada Generation, Inc., subsidiaries of Integrys 
Energy Services, collateralize $1.9 million and $4.7 million, respectively, ofthe total 
outstanding amount. Both loans have semi-annual instal/menipayments, interest rates of 
6.75%, maturity dates in May 2010, and are guaranteed by Integrys Energy Group starting 
January 2009. 

"Oi fn Aprii 2001, the Schuylkill County Industrial Development Authority issued $27.0 million of 
Refunding Tax Exempt Bonds. The proceeds from the bonds were loaned to WPS Westwood 
Generation, LLC, a subsidiary of Integrys Energy Services. This loan is repaid by 
WPS Westwood Generation to Schuylkill County Industrial Development Authority with 
monthly interest only payments and has a floating interest rate that is reset weekly At 
December 31, 2O08, the interest rate was 1 . ^ % . The loan is to be repaid by April 2021. 
Integrys Energy Group agreed to guarantee WPS Westwood Generation^ obligation to 
provide sufficient funds to pay the loan and the related obligations and indemnities. 

'^'' On June 26, 2008/ Upper Peninsula Building Development Corporation, a subsidiary of 
Integrys Energy Group, repaid the outstanding principal balance on its 9.25% Senior 
Secured Note. T?ie note was secured by a First Mortgage lien on a building sold in July 2008 
that was previously owned and leased to UPPCO for use as their corporate headquarters. 

At December 3 1 , 2008, Integrys Energy Group and each of its 
subsidiaries were In compliance with all respective covenants relating to 
outstanding long-term debt and expect to be in compliance with all 
such debt covenants for the foreseeable future. Integrys Energy Group 
and certain 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 ihese covenants 
could result in an event of default which. If not cured or waived, could 
result in the acceleration of outstanding debt obligations. 

A schedule of all principal debt payment amounts, including bond 

maturities and early retirements, for Integrys Energy Group Is as follows: 

Year Ending December 31 

(Millions) 

2009 

2010 

2011 

2012 

2013 

Later years 

^9^nB 

Total payments ^ M I H ^ P 
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NOTE 13—ASSET RETIREMENT OBLIGATIONS 
The utility segments have asset retirement obligations primarily related 
to removal of natural gas distribution pipe {including asbestos and 
PCBs); asbestos abatement at certain facilities, office buildings, and 
sen/Ice centers; disposal of PCB-contaminated transformers; and closure 
of fly-ash landfills at certain generation facilities. In accordance with 
SFAS No. 7 1 , the utilities establish regulatory assets and liabilities to 
record the differences between ongoing expense recognition under 
SFAS No. 143 and FASB Interpretation No. 47, and the ratemaking 
practices for retirement costs authorized by the applicable regulators. 

Asset retirement obligations at Integrys Energy Services relate to 

asbestos abatement at certain generation facilities. 

As discussed In Note 3, "D/scont/nued 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 following table shows changes to Integrys Energy Group's asset 
retirement obligations through December 3 1 , 2008. 

(MiHions) 

Asset retirement obligations at December 31, 2005 

Accretion 

Asset retirement obligations from acquisition of natural 
gas operations in Michigan and Minnesota 

Asset retirement obligations transferred In sales 

Asset retirement obligations at December 31, 2006 

Accretion 

Asset retirement obligations from merger with PEC 

Asset retirement obligations transferred in sales 

Settlements 

Asset retirement obligations at December 31, 2007 

Accretion 

Additions and revisions to estimated cash flows 

Asset retirement obligations transfered in sales 

Asset retirement obligations at December 31,2008 

Utilises 

$ 8.6 

0.5 

0.3 

9.4 

6.8 

124.9 

(0.2) 

(1.4) 

139.5 

7 ^ 

. 317 

m) 
'M 'L '^^iS^mtSl^''-'"''' 

Integrys 

Energy Services 

$6.3 

0.2 

(5.8) 

0.7 

-
-
-
-

0.7 

-

flXS) 

^.v.; ^ / i ^ t t ^ w ^ ^ ^ 

Total 

$ 14.9 

0.7 

0.3 

(5.8) 

10.1 

6.8 

124.9 

(0.2) 

(1.4) 

140.2 

7 ^ 

31.7 

<0-6) 

^£iMi!^^^ 

NOTE 14—INCOME TAXES 

Deferred Tax Assets and Liabilities 
Certain temporary book to tax differences, for which the offsetting 
amount is recorded as a regulatory asset or liability, are presented in 
the table below as net amounts, consistent with regulatory treatment. 

The principal components of our deferred tax assets and liabilities 

recognized in the Consolidated Balance Sheets as of December 31 are 

as follows: 

(MiUions) 

Deferred tax assets: 

Tax credit carryfonwards 

Employee benefits 

State capital and operating loss carryfonwards 

Other 

Total deferred tax assets 

Valuation allowance 

Net deferred tax assets 

Defened tax liabitities: 

Plant related 

Regulatory deferrals 

Price risk management 

Total defen-ed tax liabilities 

Consolidated balance sheet presentation: 

Cun-ent defened tax liabilities 

Long-term deferred tax liabilities 

Net deferred tax liabilities 

mm 

:.Mm^-

703 

$m^ 

:^:MSM.....!. 

2007 

$112.0 

60.8 

14.5 

41.9 

229.2 

(2.3) 

$226.9 

$568.8 

73.2 

93.2 

$735.2 

$ 13.9 

494.4 

$508.3 
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Deferred tax credit carryfonwards at December 3 1 , 2008, include 

$85.2 million of alternative minimum tax credits related to tax credits 

available under former Section 29/45K of the Internal Revenue Code, 

These alternative minimum tax credits can be carried forwand indefinitely 

Carryforward periods for state capital and operating losses vary. In the 

majority of states in which Integrys Energy Group operates the period is 

15 years or more, with the majority beginning to expire in 2013. 

Valuation allowances have been established for certain state operating 

and capital loss carryfonwards due to the uncertainty of the ability to 

realize the benefit of these losses In the future. 

Federal Income Tax Expense 
The following table presents a reconciliation of federal income taxes to 

the provision for Income taxes reported In the Consolidated Statements 

of Income for the periods ended December 3 1 . The taxes are 

calculated by multiplying the statutory federal income tax rate by book 

Income before federal Income tax. 

(MiHions, except for percentages) 

Statutory federal Income tax 

State Income taxes, net 

Unrecognized tax benefits 

Benefits and compensation 

Investment tax credit 

Federal tax credits 

Other differences, net 

Effective income tax 

Current provision 

Federal 

State 

Foreign 

Total current provision 

Deferred provision 

Net operating loss canyfonwards 

Unrecognized tax benefits 

Interest 

Penalties 

Investment tax credit—amortization 

Total income tax expense 

. . . : . , - . , . s i m ^ 

. • • • i J i i a - , . 
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(3.1) 

1.1? 
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Rate 

35.0% 

4.3 

0.4 

(2.5) 

(0.6) 

(5.4) 

1.0 

32.2% 

2007 

Amount 

$93.4 

11.5 

1.0 

(6.8) 

(1.5) 

(14.3) 

2.7 

$86.0 

$ (6.8) 

8.9 

4.7 

$6.8 

$78.2 

(0.9) 

1.0 

2.4 

(0.1) 

(1.4) 

$86.0 

2006 

Rate 

35.0% 

6.5 

-
(2.5) 

(0.4) 

(15.8) 

0.1 

22.9% 

Amount 

$68.8 

12.8 

-
(4.8) 

(0.8) 

(30.2) 

(0.8) 

$45.0 

$21.1 

6.2 

5.3 

$32.6 

$11.4 

1.8 

-
-
-

(0.8) 

$45.0 

Foreign income before taxes was $12.0 million in 2008, $23.3 million In 

2007, and $24.5 million in 2006. 

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 net regulatory asset for these and other regulatory tax 

effects totaled $13.9 million and $11.3 million as of December 3 1 , 

2008, and 2007, 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 GnDup recognized interest and penalties of $0.3 million In 2008, 

$2.3 million In 2007, and $0.3 million In 2006. Integrys Energy Group 

had accrued interest and penalties related to uncertain tax positions of 

$6.0 million at December 31 , 2008, $4.6 million at December 3 1 , 2007, 

and $0.2 million at January 1, 2007. 

Unrecognized Tax Benefits 
A reconciliation o f t h e beginning and ending amount of unrecognized 

tax benefits Is as follows: 

(Millions) 

Balance at January 1 

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 cunent year 

Decrease related to settlements 

Decrease related to lapse of statutes 

Balance at December 31 

m^ 
m&^ 

w> 
mM ' 

fm 
'''' 

« . ^ 
a„ 

^ - . ^ ^ m ^ ^ s ^ 

2007 

$ 3.7 

13.9 

0.5 

(0.3) 

(3.9) 

(3.6) 

(0.3) 

$10.0 
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In 2008, unrecognized tax benefits at Integrys Energy Group Increased 
$12.4 million, primarily related to positions we expect to be taken by 
the United States Intemal Revenue Service (IRS) and the state of Illinois 
during on-going examinations and appeals. 

A t December 3 1 , 2008, unrecognized tax benefits of $4.6 million could 
affect Integrys Energy Group's effective tax rate for continuing operations 
If recognized In subsequent periods. Also at December 3 1 , 2008, 
unrecognized tax benefits of $9.5 million related to discontinued 
operations could affect Integrys Energy Group's effective tax rate 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 autJiorlties for years prior to 2003. 

• Wisconsin Deparianent of Revenue - WPS has agreed to statute 
extensions for tax years covering 2001 and 2002. 

• New York State Department of Revenue - Integrys Energy Sen/Ices 

has the 2002 tax year open for amended returns that were fi led. 

Integrys Energy Group has the following open examinations: 

• IRS - PEC and consolidated subsidiaries have an open examination 
for the September 30, 2004, IJirough December 3 1 , 2006, tax years. 

• IRS - Integrys Energy Group and consolidated subsidiaries has an 
open examination for the 2006 and 2007 tax yeBrs along with the 
February 2 1 , 2007, PEC short year 

• Illinois Department of Revenue - PEC and combined subsidiaries 
have an open examination for the September 30, 2003, through 
December 31 , 2006, tax years. 

• Wisconsin Department of Revenue - WPS has an open examination 

for the 2001-2006 tax years. 

• New York State Department of Revenue - WPS Energy Services and 
WPS Power Development have open examinations for the 2004 and 
2005 tax years. Also, Integrys Energy Services has the 2002 and 
2003 tax years open for amended returns that were f i led. 

• Oregon Department of Revenue - WPS Energy Services has an open 

examination for the 2005 tax year; WPS Power Development has an 

open examination for the 2002, 2003, and 2004 tax years. 

• Oregon Department of Revenue - WPS Power Development has an 

open examination for the 2002 tax year. 

In 2008, Integrys Energy Group closed the fol lowing examination: 

In the next 12 months, it is reasonably possible that Integrys Energy 

Group and Its subsidiaries will settle their open examinations In multiple 

taxing jurisdictions related to tax years prior to 2006, resulting in a 

decrease in unrecognized tax benefits of as much as $11.6 million. 

Oregon Department of Revenue - WPS Power Development, Inc. for 
the tax year 2001. 

NOTE 15—COMMITMENTS AND CONTINGENCIES 
Commodity Purchase Obligations and 
Purchase CDrder Commitments 
Integrys Energy Group routinely enters into long-tenn purchase and sale 
commitments that have various quantity requirements and durations. The 
regulated natural gas utilities have obligations to distribute and sell 
natural gas to their customers, and the regulated electric utilities have 
obligations to distribute and sell electricity to their customers. The 
utilities expect to recover costs related to these obligations in future 
customer rates. Additionally, the majority o f t he 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 3 1 , 2008. 

• The electric utility segment has obligations related to coal 
supply and transportation that extend through 2016 and total 
$596.2 million, obligations of $1.3 billion for either capacity or 
energy related to purchased power that extend through 2027, 
and obligations for other commodities totaling $14.3 mill ion, 
which extend through 2013. 

• The natural gas utility segment has obligations related to natural 
gas supply and transportation contracts totaling $1.3 bill ion, some 
of which extend through 2028. 

• Integrys Energy Services has obligations related t o energy and 

natural gas supply contracts that extend through 2018 and total 

$4.0 billion. The majority of these obligations end by 2011, with 

obligations totaling $269.4 million extending beyond 2012. 

• Integrys Energy Group also has commitments In the form 
of purchase orders Issued to various vendors, which totaled 
$626.8 million and relate to normal business operations, as 
well as large construction projects. 

Environmental 

United States Environmental Protection Agency (EPA^ Section 114 Request 

In 2000, WPS received a request from the EPA under Section 114 of the 

Clean Air Act, seeking information related to work performed on the 

coal-fired boilers located at WPS's Pulliam and Weston electric 

generation stations. WPS filed a response with the EPA in eariy 2001. 

In May 2002, WPS received a fol low-up request from the EPA seeking 
additional Information regarding specific boiler-related work performed 
on Pulliam Units 3, 5, and 7, as well as information on WPS's life 
extension program for Pulliam Units 3-8 and Weston Units 1 and 2. WPS 
filed a final response to the EPA's fol low-up request in June 2002. 

In 2000 and 2002, Wisconsin Power and Light Company (WP&L) 
received a similar series of EPA information requests relating to work 
performed on certain coal-fired boilers and related equipment at the 
Columbia generation station (a facility located in Portage, Wisconsin, 
jointly owned by WP&L, Madison Gas and Electric Company, and WPS). 
WP&L is the operator of the plant and Is responsible for responding to 
governmental inquiries relating to the operation of the facility. WP&L 
filed its response for the Columbia facility in July 2002. 

Integrys Energy Group, Inc. An Environment of Energy 
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Depending upon the results o f t h e EPA's review o f t h e information 
provided by WPS and WP&L, the EPA may perform any of the 
iFo I lowing: 

• Issue notices of violation (NOV) asserting that a violation of the 

Clean Air Act occurred, 

• seek additional information from WPS, WP&L, and/or third parties 

who have information relating to the boilers, and/or 

• close out the Investigation. 

In addit ion, under the Clean Air Act, citizen groups may pursue a daim. 

WPS has no notice of such a claim based on the Information submitted 

to the EPA. 

To date, the EPA has not responded to the 2001 and 2002 filings made 
by WPS and WP&L However, in March 2008, a data request was 
received from the EPA seeking information related to operations and 
projects for the Pulliam and Weston coal-fired boilers from January 
2000 to the present. WPS has submitted its response. In December 
2008, WP&L received a similar data request and is preparing Its 
response. 

In response to the EPA's Clean Air Act enforcement initiative, several 
utilities elected to settle with the EPA, while others are in l it igation. The 
fines and penalties (including the cost of supplemental environmental 
projects) associated with settlements Involving comparably-sized 
facilities range between $7 million and $30 million. The regulatory 
interpretations upon which the lawsuits or settlements are based may 
change based on future court decisions o f t h e pending litigations. 

If the federal government brings a claim against WPS and If it were 

determined by a court that historic projects at WPS's Pulliam and 

Weston plants required either a state or federal Clean Air Act pennit , 

WPS may, under the applicable statutes, be required to: 

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

• Install additional pollution control equipment, 

• pay a fine, and/or 

• pay a fine and conduct a supplemental environmental project In 

order to resolve any such claim. 

Pulliam Air Notice o f Violation 
In September 2007, an NOV was issued to WPS by the Wisconsin 
Department of Natural Resources (WDNR) alleging various violations 
o f t h e Pulliam facility's Title V permit, primarily pertaining to certain 
recordkeeping and monitoring requirements. WPS met with the WDNR 
In Novemi>er 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 finally 
confirmed by the WDNR, WPS understands that this Issue Is essentially 
resolved. 

WDNR in a revised permit issued on March 28, 2007, set limits that are 
more stringent than those originally set by the WDNR (hereinafter 
referred to as the "March 28, 2007, permit language"). 

On April 27, 2007, the Sierra Club filed a second petition requesting a 
contested case hearing regarding the March 28, 2007, permit language, 
which was granted by the WDNR. Both parties subsequently moved for 
summary judgment. In a decision issued on November 8, 2007, the 
administrative law judge granted WPS's motion for summary judgment 
in that proceeding, upholding the March 28, 2007, permit language. 
The Sierra Club filed petitions with the Dane County Circuit Court on 
April 27, 2007, and November 14, 2007, for judicial review o f t h e 
Weston 4 air permit and the underiying proceedings before the 
administrative law judge. These two judicial review proceedings were 
consolidated by the Court. On February 12, 2009, the Court upheld the 
administrative law judge's final order, which affirmed the WDNR's 
actions. The Sierra Club has 30 days to appeal this decision. 

These activities did not stay the construction and startup o f the Weston 4 
facility or the administrative law judge's decision on the Weston 4 air 
permit. WPS believes that it has substantial defenses to the Sierra Club's 
challenges. Until the Sierra Club's 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 costs. 

In December 2008, an NOV was issued to WPS by the WDNR alleging 
various violations of the air permits for Weston 4, as well as Weston 1 
and 2. The alleged violations include an exceedance o f t h e carbon 
monoxide and volatile organic compound limits at Weston 4, 
exceedances of the hourly sulfur dioxide limit in ten 3-hour periods 
during startup/shutdown and during one separate event at Weston 4, 
and two that address baghouse operation at Weston 1 and 2. 
Corrective actions have been taken. An enforcement conference was 
held on January 7, 2009. It is likely that the WDNR will refer the NOV to 
the state Justice Department for enforcement. Management does not 
believe that this will have a material adverse impact on the results of 
operations of Integrys Energy Group. 

Weston Operating Permits 

In early November 2006, it came to the attention of WPS that previous 
ambient air quality computer modeling done by the WDNR for the 
Weston facility (and other nearby air sources) did not take into account 
the emissions frOm the existing Weston 3 facility for purposes of 
evaluating air quality Increment consumption under the required 
Prevention of Significant Deterioration. WPS 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. Integrys Energy Group currently Is not 
able to make a final determination o f t he probable cost Impact of this 
Issue, If any 

in December 2008, an NOV was Issued to WPS by the WDNR that 

includes alleged violations o f t he air permit at Weston 1 and 2 related 

to the operation of tfie baghouses. This NOV Is discussed above under 

"Weston 4 Air Permit." 

Weston 4 Air Pennit 
In November 2004, the Sierra Club fi led a petition with the WDNR under 
Section 285.61 o f t he Wisconsin Statutes seeking a contested case 
hearing on the construction permit Issued for the Weston 4 generation 
station, vA)idn is a necessary predicate to plant construction under the 
pertinent air emission regulations (hereinafter referred to as t i ie "Weston 
4 air permit"). In February 2006, the administrative law judge affirmed 
the Weston 4 air permit with changes to the emission limits for sulfur 
dioxide and nitrogen oxide from the coal-fired boiler and particulate 
from the cooling tower. The changes, which were implemented by the 

Integrys Energy Group, Inc. 

Mercufy and Interstate Air Quality Rules 

Mercury 

The state of Wisconsin has recently revised the state mercury rule, 

Chapter NR 446. The revised njle requires a 40% reduction from the 2002 

through 2004 baseline beginning January 1, 2010, through the end of 

2014. Beginning In 2015, electric generating units above 150 megawatts 

will be required to reduce emissions by 90%. Reductions can be phased 

in and the 90% target can be delayed until 2021 if additional sulfur 

dioxide and nitrogen oxide reductions are implemented. By 2015, electric 
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generating units above 25 megawatts but less than 150 megawatts must 
reduce their mercury emissions to a level defined as the Best Available 
Control Technology rule. WPS estimates capital costs of approximately 
$26 million for phase one, which includes estimates for both wholly 
owned and jointly owned plants, to achieve tJie required reductions. 
The capital costs are expected to be recovered In future rate cases. 
Following l^e promulgation of a federal mercury control and monitoring 
rule in 2005 by the EPA, the state of Wisconsin filed suit along with 
other states in opposit ion o f t h e rule. On February 8, 2008, the United 
States Court of Appeals for the District of Columbia Circuit ruled in 
favor of the petitioners and vacated the federal rule. In May 2008, the 
EPA's appeal of the nj l ing was denied. The EPA is reviewing options for 
a new rulemaking. 

Sulfur Dioxide and Nitrogen Oxide 
The EPA issued the Clean Air Interstate Rule, formeriy known as the 
Interstate Air Quality Rule (CAIR), in 2005. The rule was originally 
intended to reduce sulfur dioxide and nitrogen oxide emissions frcim 
utility boilers located in 29 states, including Wisconsin, Michigan, 
Pennsylvania, and New York. The CAIR required reduction of sulfur 
dioxide and nitrogen oxide emissions In two phases. The first phase 
required about a 50% reduction beginning In 2009 for nitrogen oxide 
and beginning In 2010 for sulfur dioxide. The second phase was to 
begin In 2015 for both pollutants and required about a 65% reduction 
in emissions. The rule allowed 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, had 
completed the state legislative review and had been fonwarded to the 
EPA for final review. 

On July 11, 2008, the United States Court of Appeals for the District of 

Columbia issued a decision vacating the CAIR and the associated 

Federal Implementation Plan. The EPA requested a rehearing o f t h e 

decision by the Court of Appeals. On December 23, 2008, the Court of 

Appeals reversed the CAIR vacatur and thus CAIR has been reinstated. 

The court also directed the EPA to address the deficiencies noted In Its 

July 11,2008, ruling. 

Prior to the court's vacatur decision, WPS was evaluating a number of 

options, including using the allowance cap and trade program and/or 

Installing controls. Following the vacatur, WPS put its allowance trading 

activities on hold. Now with the reinstatement of CAIR, WPS has been 

re-analyzing its options. WPS does not currently own any annual 

nitPDgen oxide emission allowances beyond those allocated by the 

state, but has taken delivery of a small number of additional ozone 

season nitrogen oxide allowances since the reinstatement of CAIR. WPS 

does not expect any material impact as a result of the vacatur and 

subsequent reinstatement of the CAIR with respect to nitrogen oxide 

emission allowances. WPS has been authorized by the PSCW to defer In 

2009 purchases of nitrogen oxide emission allowances, which are 

estimated to be $20 million. 

The reinstatement of CAIR has also affected the status of the Best 
Available Retrofit Technology rule. The WDNR position, as well as the 
status of WPS units, under that rule is currently being evaluated. 

For planning puiposes, it is still assumed that additional sulfur dioxide 

and nitrogen oxide controls will be needed on existing units. The 

installation of any controls will need to be scheduled as part of WPS's 

long-term maintenance plan for its existing units. As such, controls may 

need to be Installed before 2015. On a preliminary basis, and assuming 

controls are still required, WPS estimates capital costs of $523 million, 

which includes estimates for both wholly owned and jointly owned 

plants, In order to meet an assumed 2015 compliance date. This 
estimate is based on costs of current control technology and current 
Information regarding the final state and federal rules. The capital costs 
are anticipated to be recovered in future rate cases. 

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 
t l ie 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 utility sites and are being remediated, with costs 
charged to existing ratepayers at WPS, MGU, PGL, and NSG, Eight of 
these sites have been transferred to the EPA Superfund Alterna1;lve Sites 
Program, and 11 sites have been transferred to the EPA's Superfund 
Removal Program. On November 4, 2008, the 11 sites were transferred 
to the EPA Superfund Alternative Sites Program. Integrys Energy Group 
estimated and accrued for $639.0 million of future undiscounted 
investigation and deanup costs as of December 3 1 , 2008. Integrys 
Energy Group recorded a regulatory asset of $679.9 million, which is 
net of Insurance recoveries received of $54.4 million, related to the 
recovery of both unrecovered expenditures and estimated future 
expenditures as of December 3 1 , 2008. 

The natural gas utilities are coordinating the Investigation and the 
cleanup o f t he manufactured gas plant sites under what Is called a "mult i-
site" program. This program involves prioritizing the wori< 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 has 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 Outboard Marine Corporation (OMC) Superfund Site. 
The EPA also identified OMC, General Motors Corporation, and certain 
other parties as PRPs at the Waukegan Site. NSG and the other PRPs 
are parties to a consent decree that requires NSG and General Motors, 
jointly and severally, to perform the remedial action and establish and 
maintain financial assurance of $27.0 million (In the form of certain 
defined net worth levels that NSG has met). The soil component of the 
remedial action was completed In August 2005. The final design for the 
groundwater component o f t he remedial action has been completed, 
and construction o f t h e groundwater treatment plan was completed In 
August 2008. Operation o f t h e groundwater treatment unit began In 
September 2008 and is expected to be up to full capacity during the 
first quarter of 2009. The EPA reduced the financial assurance 
requirement to $21.0 million to reflect completion of 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 remediatlons. These demands include notice letters sent to PGL by 
River Village West. In April 2005, River Village West filed suit against PGL 
In the United States District Court for the Northern District of Illinois 
under 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. HI. 2005) (RVW II), seeks an order directing PGL to 
remediate three former sites: the former South Station, the former 
Throop Street Station, and the former Hough Place Station. 

In August 2006, a memt>er of River Village West individually filed suit 

against PGL In the United States District Court for the Northern District 
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of Illinois under the RCRA. The suit, Thomas A. Snitzer v. Tlie Peoples 
Gas Light and Coke Company. No. 06-C-4465 (N.D. III. 2006) (Snitzer 1), 
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 Cake Company, No. 06-C-5901 (N.D. 111. 2006) (Snitzer 11), 
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 notif ied 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 1 and Snitzer 11 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 h e 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 h e United 
States EPA actions" at these sites. The plaintiffs filed a motion for 
reconsideration. The court reconsidered the stay and on September 25, 
2008, granted PGL's motion for a judgment on the pleadings dismissing 
the suit. On October 24, 2008, the plaintiffs appealed the district court's 
ruling. The parties have now agreed to terms of a settlement and upon 
execution of the settlement documents and Implementation of the 
settlement terms, this matter will be dismissed. The amount of the 
settlement was not material to Integrys Energy Group. 

Management believes that any costs 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 WPS, MGU, PGL, and NSG. Accordingly, 

management believes that the costs incurred in connection with farmer 

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 wh id i have been settled and for which Insurance recovery was 

received in excess of iJie 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 and mitigation projects are 

necessary to resolve the impacts associated with this event. Integrys 

Energy Group maintains a comprehensive insurance program that 

indudes 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. 

As part of UPPCO's 2009 Power Supply Cost Recovery Plan filing with 

the Michigan Public Service Commission (MPSC) on September 30, 

2008, UPPCO filed for recovery o f t h e remaining deferred replacement 

power costs related to the Silver Lake incident. Through December 3 1 , 

2008, UPPCO deferred replacement power costs of $3.2 million, non-

fuel operating and maintenance costs of $0.8 mill ion, and estimated 

relateid carrying costs of $0.6 mil l ion. UPPCO offset all of the non-fuel 

operating and maintenance costs and related carrying costs, as well as a 

portion of the replacement power costs, with a settlement of $2.2 million 
received from third parties Involved In the Silver Lake Incident. The 
remaining replacement power cost requested for recovery from 
Michigan retail customers is $2.4 million. 

The reconstruction o f t h e Silver Lake dam was completed in November 
2008. This Included a new concrete spillway and a new earthen dam 
with monitoring instrumentation. The Federal Energy Regulatory 
Commission (FERC) and Board of Consultants were on site and certified 
the completion. UPPCO has submitted a refill and operations plan for 
FERC approval. Once the refill plan is approved by the FERC, the 
reservoir can be refilled. It Is expected to take approximately two years 
to return the reservoir to normal operation. Cost recovery for rebuilding 
the Silver Lake facility will be the subject of a future rate prciceeding. 

Greenhouse Gases 

There is Increasing concern over the issue of climate change and the 
effect of emissions of greenhouse gases, in particular from the 
combustion of fossil fuels. Integrys Energy Group Is evaluating both the 
technical and cost implications which may result from future state, 
regional, or federal greenhouse gas regulatory programs. This 
evaluation Indicates that It is probable 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. Efforts are underway within the 
utility Industry to find a feasible method for capturing carbon dioxide 
from pulverized coal-fired units and to develop cleaner ways to burn 
coal. The use of alternate fuels Is also being explored by the industry, 
but there are many cost and availability issues. Recently there have 
been efforts Initiated to develop state and regional greenhouse gas 
programs. There are also renewed efforts to create federal legislation to 
limit carbon dioxide emissions and to create national renewable 
portfolio standands. A risk exists that such legislation will Increase the 
cost of energy. However, we believe the capital expenditures we are 
making at our generation units are appropriate under any reasonable 
mandatory greenhouse gas program and that 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 regulatory actions. 

Escanaba Water Permit Issues 

UPPCO operates the Escanaba Generating Station (EGS) under contract 
with Its owner, the city of Escanaba (City). While the City owns the water 
permits for EGS, UPPCO's personnel provide testing and certification of 
waste water discharges. In September 2008, UPPCO became aware of 
potential water discharge permit violations regarding reported pH and 
oil and grease readings at EGS. Corrective actions have been 
implemented at the plant, notification has been prcivided to the City, 
and UPPCO has self reported the potential permit violations to the 
Michigan Department of Environmental Quality (MDEQ). A final report 
was filed by UPPCO with the MDEQ on November 25, 2008, and a 
copy was sent to the City. 

Depending upon the results o f t h e MDEQ's review o f t he Information 

provided by UPPCO, the MDEQ, In consultation with the Michigan 

Attorney General Office, may perform any of the fol lowing: 

• assess a fine and/or seek criminal charges against UPPCO, 

• assess a fine and/or seek criminal charges against the former 

manager who certified the reports, and/or 

• close out the Investigation. 
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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, as well as gains, losses, and costs incurred under PGL's and NSG's 
hedging program (Gas Charge). In these proceedings, interested parties 
review the accuracy of the reconciliation of revenues and costs and the 
prudence of natural gas costs recovered through the Gas Charge. If the 
ICC were to find that the reconciliation was Inaccurate or any natural 
gas costs were imprudently incurred, the ICC would order the utility 
companies to refund the affected amount to customers through 
subsequent Gas Charge filings. 

In March 28, 2006, orders, the ICC adopted a settlement agreement 

related to fiscal years 2001 through 2004 natural gas costs. Under 

certain provisions o f t h e settlement agreement, PEC agreed to provide 

the Illinois Attorney General (AG) and Chicago up to $30.0 million for 

conservation and weatherization programs for which PGL and NSG may 

not seek rate recovery. PGL and NSG also agreed to implement a 

reconnection program for customers identified as hardship cases on the 

date of the agreement. Finally, PGL and NSG agreed to Internal audits 

and an external audit of natural gas supply practices. 

Wi th respect to t i ie consen/ation and weatherization funding, as of 
December 31 , 2008, $15.2 million remained unpaid, of which $5.2 million 
was included In other current liabilities, and $10.0 million was included 
In other long-term liabilities. Under the reconnection program, PGL and 
NSG reconnected customers who participated in the program and took 
other steps required by the agreement. The AG and Chicago have 
Indicated that they believe the terms of the reconnection program are 
broader than what PGL and NSG implemented. Management continues 
to believe that it has fully complied with the reconnection program 
obligations o f t h e settlement agreement. 

Concerning the audit requirements, two o f t h e five required annual 
Internal audits have been completed. An auditor hired by the ICC 
conducted the external audit, and the report was filed on April 10, 
2CK)8. The report included 32 recommendations, none of which 
quantified natural gas costs that the auditor believed should not be 
recovered by PGL and NSG. By March 3 1 , 2009, PGL and NSG expect 
to complete their responses to the 25 recommendations they agreed to 
implement in a June 30, 2008, response to the audit. The ICC staff has 
not filed a reply to PGL's and NSG's response. 

The fiscal 2005 Gas Charge reconciliation cases were Initiated in 
November 2005. The settlement of the prior fiscal years' Gas Charge 
reconciliation proceedings d id not affect these cases, except for PGL's 
agreement to credit fiscal 2005 hub revenues as an offset to utility 
customers' natural gas charges. For PGL and NSG, the ICC issued Its 
onders on January 16, 2008. The natural gas cost disallowance for PGL 
was $20.5 million, and included 2005 hub revenues and an adjustment 
for transportation customers' bank (storage) natural gas. The natural gas 
cost disallowance for NSG was $1.0 million, and also related to a bank 
natural gas adjustment. The customer refunds from the 2005 Gas 
Charge reconciliation cases were accounted for as a preacquisition 
contingency. Pursuant to the ICC orders, PGL and NSG refunded 
customers $22.6 million and $1.1 million, respectively, including interest, 
during 2008. 

The fiscal 2006 Gas Charge reconciliation cases were Initiated on 

November 2 1 , 2006. The ICC staff and interveners (the AG, the Citizens 

Utility Board, and Chicago, filing jointly) each filed testimony 

recommending disallowances for PGL and NSG for a bank natural gas 
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adjustment similar to that addressed In the fiscal 2005 Gas Charge 
reconciliation cases, which PGL and NSG did not contest. In addit ion, 
the Interveners recommended a disallowance for PGL of $13.9 million 
(reduced to $11.0 million in their brief) associated with PGL's provision 
of interstate hub services. The ICC staff does not support the 
interveners' proposal, and PGL does not believe the proposal has merit. 
A hearing for the PGL and NSG cases was held on December 11, 2008. 
For PGL, briefing Is scheduled to conclude February 27, 2009, after 
which the administrative law judge will prepare a proposed order. For 
NSG, there were no contested Issues, and the parties filed an agreed 
form of order in January 2009. 

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 t he Illinois Consumer 
Fraud and Deceptive Business Practices Act related to matters at issue 
In the utilities' fiscal year 2001 Gas Charge reconciliation proceedings. 
In the suit, Alport et al. v. Peoples Energy Corporation, the plaintiffs 
seek disgorgement and punitive damages. PGL and NSG have been 
dismissed as defendants and the only remaining counts o f t he suit 
allege violations o f t h e Consumer Fraud and Deceptive Business 
Practices Act by PEC and that PEC acted In concert with others to 
commit a tortious act. PEC denies the allegations and is vigorously 
defending the suit. On July 30, 2008, the plaintiffs filed a motion for 
class certification and PEC responded In opposition of this motion. On 
October 31 , 2008, PEC filed a motion for summary judgment, At the 
plaintiffs' request, their reply to PEC's class certification response was 
postponed pending a decision on PEC's summary judgment motion. 

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 Apri l 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 
apprciving 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 its compliance 
with ICC pipeline safety regulations, remain compliant with those 
regulations, not seek recovery In future rate cases of certain costs 
related to non-compliance, and hold meetings with Chicago to 
exchange information. This order resolved only the ICC proceeding and 
d id not constitute a release of any other potential actions outside of the 
ICC proceeding. With respect to the comprehensive investigation, the 
ICC selected an auditor for this matter and the auditor, issued a final 
report on August 14, 2008, containing 65 recommendations and an 
additional placeholder for a possible recommendation. The ICC 
conducted a public hearing on October 8, 2008, at which time the 
auditor presented the report to the ICC for its acceptance. PGL 
submitted a draft plan to the ICC staff in which PGL accepted most of 
the recommendations and offered an alternative proposal for the 
remainder. At a subsequent meeting and in concurrence with the ICC 
staff and the consultant, PGL has revised its implementation plan for 
some of the recommendations. The auditor's agreement with the ICC 
provides for a two-year monitoring phase to verify PGL's compliance 
with the prospective implementation plan, which began in January 
2009. 

On May 16, 2006, the AG served a subpoena requesting documents 

relating to PGL's corrosion inspections. PGL's counsel has met with 

representatives o f t he 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 documents relating to PGL's corrosion Inspections. PGL's 
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counsel has met with the United States Attorney's office and provided 
documents relating to corrosion 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 Cin:uit Court of 
Cook County, Illinois alleging that PGL and NSG were fraudulently and 

ImpropeHy charging fees to customers with respect to utility 
connections, disconnections, reconnections, relocations, extensions of 
natural gas sen/Ice pipes, extensions of distribution natural gas mains, 
and falling to return related customer deposits. In November 2008, 
Integrys Energy Group, PEC, PGL, and NSG (the companies) entered 
Into a settlement agreement with the plaintiffs. The settlement amount 
was not material to the companies. The plaintiffs filed a motion to 
dismiss their appeal, which was granted by l l ie appellate court on 
December 5, 2008. This matter is now resolved. 

NOTE 16—GUARANTEES 
As part of normal business, Integrys Energy Group and Its subsidiaries 
enter into various guarantees providing financial or performance 
assurance to third parties on behalf of certain subsidiaries. These 
guarantees are entered into primarily to support or enhance the 
creditworthiness otherwise attributed to a subsidiary on a stand-alone 
basis, thereby facilitating the extension of sufficient credit to accomplish 
the subsidiaries' Intended commercial purposes. 

Most o f t he guarantees issued by Integrys Energy Group include Inter­
company guarantees between parents and their subsidiaries, which are 
eliminated in consolidation, and guarantees o f t h e subsidiaries' own 
peri^ormance. As such, these guarantees are excluded from the recognition 
and measurement requirements of FASB Interpretation No. 45. 

The following table shows outstanding guarantees at Integrys Energy 
Group at December 3 1 , 2008: 

(Millions) 

Guarantees supporting commodity transactions 
of subsidiaries •'' 

Guarantees of subsldla^ debt and revolving 
line of credit'^' 

Standby letters of credit ^̂  

Surety bonds «' 

Other guarantees '̂ ' 

Total guarantees 

Total Amounts Committed 
at December 31, 

$2,156.5 

928.1 

403.6 

3.5 

3.B 

l ^ ^ ^ ^ ^ l ^ ^ 

2008 

f ^ i t f S ^ ^ 

1 
Less Than 

1 Year 

$1,607.1 

175.0 

389.7 

3.5 

1 ^ 

Exp" 
1 t o 3 
Years 

$ 448.9 

725.0 

13.9 

-
2 ^ 

^fMiMffttl^ 

ration 

4 t o 5 
Yeani 

$19.2 

-
-
-
-

^^iMiiiitt 

Overs 
Years 

$ 81.3 

28.1 

-
-

''̂  Consists of parental guarantees of $1,981.3 million to support the business operations of 
/ntegrys Energy Services, of which ̂ . 0 million received specific authorization from integrys 
Energy Group^ Soard of Directors and was not subject to tfie guarantee limit discussed 
below; $88-4 million and $81.8 million, respectively related to natural gas supply at MERC 
and MGU, of an authorized $150.0 million and $100.0 million, respectively; and $5.0 million, 
of an authorized $125.0 million, to support business operations at PEC. These guarantees 
are not reflected in the Consolidated Balance Sheets. 

^ Consists of agreements to fully and unconditionally guarantee (1) PEC's $400.0 million 
revolving line of credit; (2) on a senior unsecured basis, PEC's obligations under its 
$325-0 million, 6.90% notes due January )5, 201 J; (3) Integrys Energy Sen/ices' $175.0 million 
credit agreement used to finance natural gas m storage and margin requirements related 
to natural gas and electric contracts traded on the NYMEX and the Intercontinental 
Exchange, as well as for general corporate purposes; and (4) $28.1 million supporting 
outstanding debt at Integrys Energy Sen/ices' sufysidiaries, of which $1.1 million is subject 
to integiys Fnergy Services' parental guarantee limit discussed below. Parental guarantees 
related to subsidiary debt and credit agreements outstanding are not included in tfie 
Consolidated Balance Sheets. 

Comprised of $398.4 million issued to support Integiys Energy Services' operations, 
including $2.5 million that received specific ainhorization from Integrys Energy Group's 
Board of Directors; $4.3 million issued forvjorkers compensation coverage in Illinois; and 
$0.9 million related to letters of credit at UPPCO. MGU, MERC, and PEC. The^e amounts 
are not reflected in the Consolidated Balance Sheets. 

Primarily for workers compensation coverage and obtaining various licenses, permits, and 
rights of way. Surety bonds are not included in the Consolidated Balance Sheets. 
Includes (1) a liability related ta WPS's agreement to indemnify Dominion for certain costs 
arising from the resolution of design basis documentation issues incurred prior to Kewaunee 
nuclear power plant's scheduled maintenance period in 2009. As of December 31, 2008, 
WPS had paid $7.4 million to Dominion related to this guarantee, reducing ths liability to 
$1.5 million. WPS expects to make payments for the entire remaining liability amount over 
the duration of the guarantee, and (2} a $2.3 million indemnification provided hy Integrys 
Energy Services related to the sale of Niagara. This indemnification related to potential 
environmental contamination from ash disposal at this facility. Integrys Energy Sen/ices 
expects thai the iikeyihoad of required performance under this guarantee is remote. 

Integrys Energy Group has provided total parental guarantees of 

$2,584.3 million on behalf of Integrys Energy Services. Integrys Energy 

Group's exposure under these guarantees related to open transactions 

at December 3 1 , 2008, was approximately $837 million. At December 31, 

2008, management was authorized to issue corporate guarantees up 

to an aggregate amount of $2.95 billion to support the business 

operations of Integrys Energy Services. The fol lowing outstanding 

amounts were subject to this limit; 

(Millions) 

Guarantees supporting commodity 

transactions of subsidiaries 

Guarantees of subsidiary debt 

Standby letters of credit 

Surety bonds 

Total guarantees subject t o $2.95 bill ion limit 
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NOTE 17—EMPLOYEE BENEFIT PLANS 
Defined Benefit Plans 
On September 30, 2008, the PEC Service Annuity System was merged 
into the PEC Retirement Plan, whidi was then renamed the Integrys Energy 
Group Retirement Plan. On December 3 1 , 2008, the WPS Retirement 
Plan was merged Into the Integrys Energy Group Retirement Plan. The 
two plan mergers had no effect on the level of plan benefits provided to 
participants or the management of plan assets. Integrys Energy Group 
and its subsidiaries now maintain one non-contributory, qualified pension 
plan covering substantially all employees, as well as several unfunded 
nonqualified retirement plans. In addition, Integrys Energy Group and 
its subsidiaries offer multiple other postretirement benefit plans to 
employees. The benefits for a portion of these plans are funded through 
Irrevocable trusts, as allowed for income tax purposes. 

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

During the third quarter of 2007, Integrys Energy Group made a series 

of changes to certain of its retirement benefit plans. Specifically, the 

changes included: 

• Closure of the defined benefit pension plans to non-union new hires, 

effective January 1, 2008; 

• Revised eligibility requirements for retiree medical benefits for 
employees hired on or after January 1, 2008, and the introduction of 
an annual premium reduction credit for employees eligible to retire 
after December 3 1 , 2012; and 

• Closure o f t h e retiree dental and life benefit programs to all new 
hires, effective January 1, 2008, and elimination of these benefits for 
any existing employees who are not eligible to retire before 
December 3 1 , 2012. 

As a result o f t he changes described above, Integiys 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 below. 

A second remeasurement occun-ed on October 1, 2007, because the 

ratification of a union contract resulted In changes to a postretirement 

medical plan. The changes did not result In a curtailment. 

Effective May 1, 2008, and July 1, 2008, the defined benefit pension 
plans were closed to new union hires at PGL and NSG, respectively. 
Effective April 19, 2009, the defined benefit pension plans will be 
closed to new union hires at UPPCO. 

A freeze In defined benefit pension service accruals for non-union 

employees, effective January 1, 2013; 

A freeze In compensation amounts used for determining defined benefit 

pension amounts for non-union employees, effective January 1, 2018; 

The following tables provide a reconciliation of the changes In the 

plans' benefit obligations and fair value of assets during 2008 and 2007. 

Reconciliation of benefit obligation (Millions) 

Obligation at January 1 

Service cost 

Interest cost 

Plan amendments 

Plan curtailments 

Plan acquisitions - PEC 

Actuarial (gain) loss, net 

Participant contributions 

Benefit payments 

Federal subsidy on benefits paid 

Other 

Obligation at December 31 
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2007 

$ 787.3 

39.7 

70.4 

-
(0.7) 

498.1 

(96.0) 

-
(88.6) 

-
-

$1,210.2 
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2007 

$292.1 

15.4 

24.5 

(21.4) 

(0.6) 

156.7 

(43.0) 

6.0 

(22.8) 

1.7 

-
$408.6 

Reconciliation of fair value of plan assets (Millions) 

Fair value of plan assets at January 1 

Actual return on plan assets 

Employer contributions 

Partldpant contributions 

Plan acquisitions - MGU and MERC 

Plan acquisitions - PEC 

Benefit payments 

Other 

Fair value of plan assets at December 31 
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$ 674.0 

68.9 

27.4 

-
0.2 

537.6 

C88.6) 

_ 
$1,219.5 
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2007 

$212.8 

14.5 

7.9 

6.0 

-
29.7 

(22.6) 

_ 
$248.3 
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Amounts recognized in Integrys Energy Group's Consolidated Balance Sheets at December 31 related to the funded status of the benefit plans 
consisted of: 

(Millions) 

Noncurrent assets 

Current liabilities 

Noncurrent liabilities 

Net liability (asset) 

1 Pension Benefits 

' iM^''^44' 2007 

$98.7 

4.4 

85.0 

$ (9.3) 

1 Other Benefits | 

2007 

$ 2.7 

0.1 

162.9 

$160.3 

The accumulated benefit obligation for all defined benefit pension 
plans was $1.1 billion at both December 3 1 , 2008, and December 31, 
2007. Information for pension plans with an accumulated benefit 
obligation In excess of plan assets is presented in the table at right. 

(Millions) 

Projected benefit obligation 

Accumulated benefit obligation 

Fair value of plan assets 

The fol lowing table shows the amounts that had not yet been recognized In Integrys Energy Group's net periodic benefit cost as of December 31 . 
Amounts related to the nonregulated entities are included in accumulated other comprehensive income (loss), while amounts related to the utilities 
are recorded as regulatory assets or liabilities. 

(Millions) 

Accumulated other comprehensive income 

Net actuarial loss 

Prior setvice costs (credits) 

Total 

Net regulatory assets 

Net actuarial loss (gain) 

Prior service costs (credits) 

Transition obligation 

Merger related regulatory adjustment 

Total 

(loss) (pre-tax) 
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2007 

$ 3.5 

1.5 

$ 5.0 

$(16.5) 

27.7 

-
89.4 

$100.6 s i 
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2007 

$ 0.9 

(2.6) 

$ (1.7) 

$(10.4) 

(30.3) 

1.3 

44.6 

$ 5.2 

Integrys Energy Group recorded the PEC pension assets acquired and 
liabilities assumed at fair value at the February 2007 acquisition date. 
However, PGL and NSG continue to have rates set based on their 
historical basis of accounting, including amortizations of prior service 
cost (credits), actuarial losses, and transition obligations, w^Ich were 
recognized in the Consolidated Financial Statements as regulatory assets 
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 losses and prior service costs for defined benefit 
pension plans that will be amortized as a component of net periodic 
benefit cost during 2009 are $0.4 million and $5.0 million, respectively 
The estimated net losses, prior service costs, and transition obligation 
for other postretirement benefit plans that will b& amortized as a 
component of net periodic benefit cost during 2009 are $1.2 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 2009 is $4.8 million and $2.0 mill ion, respectively. 
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The following table presents the components of the consolidated net periodic benefit cost for the plans: 
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(Millions) 

Pension Benefits Other Benefits 

2007 2006 2007 2006 

Net periodic benefi t cost 

Service cost 

Interest cost 

Expected return on plan assets 

Plan curtailments (gain) loss 

Amortization of transition obligation 

Amortization of prior service cost (credit) 

Amortization of net loss 

Amortization of merger related regulatory adjustment 

Net periodic benefit cost 

$39.7 

70.4 

(89.4) 

5.1 

4.8 

14.2 

$24.2 

42.1 

(44.2) 

0.2 

5.1 

9.8 

$44.8 $37.2 

$15.4 

24.5 

(17.5) 

(0.1) 

0.4 

(2.6) 

1.8 

0.8 

5 7.1 

17.3 

(13.5) 

0.4 

(2.2) 

5.3 

$22.7 $14.4 

Assumptions—Pension and Other Postretirement Benefit Plans 
The weighted-average assumptions used at December 31 to determine benefit obligations for the plans were as follows: 

Discount rate 

Rate of compensation increase 

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 
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2007 

6.40% 

4.98% 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

NM a 

Other Benefits | 
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2007 

6.40% 

N/A 

10.0% 

5.0% 

2013 

10.5% 

5.5% 

2013 

5.0% 

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

Discount rate 

Expected return on assets 

Rate of compensation increase 

Discount rate 

Expected retum on assets 

/Assumed medical cost trend rate 

Ultimate trend rate 

Ultimate trend rate reached in 

Assumed medical cost trend rate 

Ultimate trend rate 

Ultimate trend rate reached in 

Assumed dental cost trend rate 

(under age 65) 

(over age 65) 
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Pension Benefits 

2007 

5.88% 

8.50% 

5.50% 

Other Benefits 

2007 

5.79% 

8.50% 

8.0% 

5.0% 

2010 

8.0%-10.0% 

5.0%-6.5% 

2010-2011 

5.0% 

2006 

5.65% 

8.50% 

5.50% 

2006 

5.65% 

8.50% 

9.0% 

5.0% 

2010 

11.0% 

6.5% 

2011 

5.0% 

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 tnist portfolios. 
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Assumed health care cost trend rates have a significant effect on the amounts reported by Integrys Energy Group for the health care plans. For the 
year ended December 3 1 , 2008, a one-percentage-point change In assumed health care cost trend rates would have had the fol lowing effects: 

One-Percentage-Point 

(MiWums) L.,^,,„ ^ , ^ ^ ^ ^ 
Effect on total of service and interest cost components 

of net periodic postretirement health care benefit cost 

Effect on the health care component of the 
accumulated postretirement benefit obligation 

Pens ion a n d O t h e r P o s t r e t i r e m e n t Bene f i t s Plan Assets 
The weighted-average asset allocations o f t he plans at December 3 1 , 2008, and 2007, were as follows: 

Pension Benefits 

Percentage of Plan Assets 
at December 3 1 , 

Asset category 2007 

Other Benefits 

Percentage of Plan Assets 
at December 3 1 , 

me^^ 2007 

Equity securities 

Debt securities 

Real estate 

63% 

33% 

4% 

6 1 % 

39% 

Total 100% 100% 

The target asset allocations for pension plans are as follows: 64% equity 
securities, 33% debt securities, and 3% real estate. The target asset 
allocations for other postretirement plans In place prior to the PEC 
merger for the above listed asset classes are as follows: 65% equity 
securities and 35% debt securities. The target asset allocations for other 
postretirement plans acquired in the PEC merger are as follows; 60% 
equity securities and 40% debt securities. The Board of Directors has 
established the Employee Benefits Administrator Committee to manage 
the operations and administration of all benefit plans and 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 GnDup expects to contribute $26.1 million to pension plans and 
$28.3 million to other postretirement benefit plans in 2009. 

The following table shows the payments, reflecting expected future 

service, which Integrys Energy Gnoup expects to make for pension and 

otJier postretirement benefits. In addit ion, the table shows the expected 

federal subsidies, provided under the Medicare Prescription Drug, 

Improvement and Modernization Act of 2003, which will partially offset 

other postretirement benefits. 

(Millions) 

2009 

2010 

2011 

2012 

2013 

2014-2018 

Defined Contribution Benefit Plans 
Integrys Energy Group maintains 401 (k) Savings Plans for substantially 
all full-time employees. Integrys Energy Group matches a percentage of 
employee contributions through an Employee Stock Ownership Plan 
(ESOP) contribution up to certain limits. Certain union employees 
receive a contribution to their ESOP account regardless of their 
participation in the 401 (k) Savings Plan. The ESOP held 2.9 million 
shares of Integrys Energy Group's common stock (market value of 
$124.7 million) at December 3 1 , 2008. Certain employees participate in 
a discretionary profit-sharing contribution and/or cash rnatch. Non­
union employees hired after January 1, 2008, are no longer eligible to 
participate In the defined benefit pension plan. Instead, these 
employees participate In a defined contribution pension plan. In which 
Integrys contributes certain amounts to an employee's account based 
on the employee's wages, age, and years of service. Total costs incurred 
under all of these plans were $17.4 million In 2008, $14.4 million in 

2007, and $9.4 million In 2006. 

Integrys Energy Group maintains defen-ed compensation plans that 
enable certain key employees and non-employee directors to defer a 
portion of their compensation or fees on a pre-tax basis. Non-employee 
directors can defer up to 100% of their director fees. 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 31 , 2008, the investment opt ion of Indexing to Integrys Energy 
Group's return on equity was closed to new contributions. 

The deferred compensation anangements for which distributions are 

made solely In Integrys Energy Group's common stock are classified as an 

equity instrument. Changes tn the fair value of the deferred compensation 

obligation are not recognized. The deferred compensation obligation 

associated with this arrangement was $23.7 million at December 3 1 , 
2008, and $24.6 million at December 31 , 2007. 

The portion o f t h e deferred compensation obligation associated with 

deferrals that allow for distribution in cash Is classified as a liability on 

the Consolidated Balance Sheets 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 
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liabilities was $28.2 million at December 31, 2008, and $30.2 million at 
December 31, 2007. The costs incurred under this arrangement were 
$1.9 million In 2008, $2.3 million in 2007, and $3.0 million In 2006. 

The deferred compensation programs are partially funded through 
shares of Integrys Energy Graup'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 $16.3 million at December 31, 2008, and $14.7 million 
at December 31, 2007. 

NOTE 18—PREFERRED STOCK OF SUBSIDIARY 

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

(Millions, except share amounts) 

Series 

5.00% 
5.04% 

5.08% 

6.76% 

6.88% 

Total 

1 2008 
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Shares 
Outstanding 

130,714 

29,898 

49,923 

150,000 

150,000 

^ 510,535 

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 WPS. Each series of 
outstanding prefened stock is redeemable In whole or in part at WPS's 
option at any time on 30 days' notice at the respective redemption 
prices. WPS may not redeem less iJian all, nor purchase any, of Its 
preferred stock during the existence of any dividend default. 

In the event of WPS's dissolution or liquidation, the holders of preferred 
stock are entitled to receive (a) the par value of their preferred stock out 

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

The preferred stock has no pre-emptive, subscription, or conversion 
rights, and has no sinking fund provisions. 

NOTE 19—COMMON EQUITY 
Integrys Energy Group's reconciliation of shares outstanding at December 31, 2003, and 2007, was as follov/s: 

Relates to Integrys Energy Group's Non-Employee Directors Stock Option Pian. (4iJ options under this plan have a ten-year life, but may not be exercised until one year after the date of grant. 

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. Prior to 2008, Integrys Energy Group Issued new 

shares of common stock under these plans. These stock Issuances 
Increased equity $45.7 million and $25.0 million in 2007 and 2006, 
respectively. 
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Pursuant to the PEC merger, 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. 

RolHbnw^ of Inte^ys Energy Group's 
Common Stock Shares Issued 

Bafance at December 31, 2005 

Sharies issued 

Stock Investment Plan 

Stock-based compensation 

Common stodc offering 

Rabbi taist shares 

Balance at December 31, 2006 

Shares Issued 

Merger with PEC 

Stock Investment Plan 

Stock-based compensation 

Restricted stock, net 

Rabbi tnjst shares 

Balance at December 31, 2007 

Restricted stock shares cancelled 

40,089,898 

406,878 

134,392 

2,700,000 

56,292 

43,387,460 

31,938,491 

529,935 

444,041 

93,339 

40,829 

76,434,095 

Balance at December 31, 2008 ^ B I B 

Dividends 
Integrys Energy Group Is a holding company and our ability to pay 
dividends is largely dependent upon tiie ability of our subsidiaries to 
pay dividends to us. In the 2009 rate order, the PSCW has restricted our 
subsidiary, WPS, to paying normal dividends on Its common stock of no 
more than 103% of the previous year's common stock dividend. The 
PSCW also requires WPS 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 49% to 54%. Ttie PSCW has also 
established a targeted financial common equity ratio at 5 1 % that results 
in a regulatory common equity ratio of 53.41%. 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 t a rge t Each of these limitations may be modif ied by a 
fijture order of the PSCW. Our right to receive dividends on the 
common stock of WPS Is also subject to the prior rights of WPS's 
preferred shareholders and to provisions In WPS's restated articles of 
incorporation, which limit the amount of common stock dividends which 
WPS may pay if its common stock and common stock surplus accounts 
constitute less than 25% of its total capitalization. These limitations are 
not expected to limit any dividend payments in the foreseeable future. 
At December 3 1 , 2008, these limitations amounted to $1.2 million out 
of WPS's total retained earnings of $372.0 million. Consequently, at 
December 3 1 , 2008, WPS had $370.8 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 its common stock, 

which is held solely by Integrys Energy Group- At December 3 1 , 2008, 

these restrictions amounted to $30.5 million out of UPPCO's total 

retained earnings of $49.1 million. Consequently, at December 3 1 , 
2008, UPPCO had $18.6 million of retained earnings available for the 
payment of (x>mmon stock cash dividends. 

NSG's long-term debt obligations contain provisions and covenants 
restricting the payment of cash dividends and the purchase or redemption 
of capital stock. At December 3 1 , 2008, these restrictions amounted to 
$6.9 million out of NSG's total retained earnings of $77.4 million. 
Consequently, at December 3 1 , 2008, NSG had $70.5 million of 
retained earnings available for the payment of dividends. 

For the year ended December 3 1 , 2008, PEC, PGL, MGU, MERC, and 

Integrys Energy Services did not make any dividend payments. 

At December 31 , 2008, Integrys Energy Group had $585.8 million of 
retained earnings available for the payment of dividends. Except for the 
subsidiary restrictions described above, 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 common 
stock shares outstanding during the period- Diluted earnings per share 
are computed by dividing income available for common shareholders 
by tJie weighted average number of common stock shares outstanding 
during the period, adjusted for the exercise and/or conversion of all 
potentially dilutive securities. Such dilutive items include In-the-money 
stock options, performance stock rights, and restricted stock. The 
calculation of di luted earnings per share for 2008 excluded 2.2 million 
stock options that were outstanding at December 3 1 , 2008, which had 
an anti-dilutive effect. The calculation of di luted earnings per share for 
2007 and 2006 excludes some Insignificant stock options that had an 
anti-dilutive effect. The following table reconciles the computation of 
basic and diluted earnings per share: 

(Millions, except per ^ a r e amounts) 

Numerator: 

Income from continuing operations 

Discontinued operations, 

net of tax 

Preferred stock dividends 
of subsidiary 

2007 2006 

$181.1 $151.6 

73.3 7.3 

(3.1) (3.1) 

Income available for 

common shar^sholders $251.3 $155.8 

Denominator: 

Average shares of common 

stock - basic 

Effect of dilutive securities 

Stock-based compensation 

71.6 

0.2 

42.3 

0.1 

Average shares of common 

stock - diluted 71.8 42.4 

Eamings per common share 

Basic 

Diluted 

$3.51 
3.50 

$3.68 
3.67 
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NOTE 20—STOCK-BASED COMPENSATION 
In May 2007, Integrys Energy Group's shareholders approved the 2007 
Omnibus Incentive Compensation Plan (2007 Omnibus Plan). Under the 
provisions of the 2007 Omnibus Plan, the number of shares of stock 
that may be issued in satisfaction of plan awards may not exceed 
3,500,000, and no more than 1,500,000 shares of stock can be granted 
as performance shares or restricted stock. No additional awards will be 
Issued under prior plans, although the plans will continue to exist for 
purposes o f t he existing outstanding stock-based compensation. A t 
December 3 1 , 2008, stock options, performance stock rights, restricted 
shares and restricted share units, and stock appreciation rights were 
outstanding under the various plans. 

Stock Options 
Under the pnDvIsIons of the 2(K)7 Omnibus Plan, no single employee 
who is the chief executive officer of Integrys Energy Group or any of the 
other four highest compensated officers of Integrys Energy Group and 
Its subsidiaries can be granted options for more than 1,000,000 shares 
during any calendar year. No stock options will have a term longer than 
ten years. The exencise price of each stock option Is equal to the fair 
market value of the stock on the date the stock opt ion is granted. 
Generally, one-fourth o f t he stock options granted vest and become 
exercisable each year on the anniversary of the grant date. 

The fair values of stock opt ion awards granted were estimated using a 
binomial lattice model . The expected term of option awards is 
calculated based on historical exercise behavior and represents the 
period of t ime that options granted are expected to be outstanding. 
The risk-free Interest rate is based on the United States Treasury yield 
curve. The expected dividend yield incorporates the current dividend 
rate as well as historical dividend Increase patterns. Integrys Energy 
Group's expected stock price volatility was estimated using Its 10-year 

historical volatility. The following table shows the weighted-average fair 
values per stock opt ion along with the assumptions Incorporated into 
the valuation models: 

Weighted-average fair value ^ | | a 
per option ^ M l 

Expected term H H 

Risk-free interest rate H H 

Expected dividend yield ^ ^ | 

Expected volatility 1 ^ 1 

IR ^̂ °̂  
BB 
HB '̂̂ '̂  
i | j | S 7 years 

^ S 4.65% 
• • 4.50% 

^m ^̂ ^ 

2006 

$6.04 

6 years 

4.42% 

4.90% 

17% 

Total pre-tax compensation cost recognized for stock options during the 
years ended December 3 1 , 2008, 2007, and 2006, was $2.6 million, 
$1.8 mill ion, and $1.8 mill ion, respectively. The total compensation 
cost capitalized In 2008, 2007, and 2006 was not significant. As of 
December 3 1 , 2008, $1.7 million of total pre-tax compensation cost 
related to unvested and outstanding stock options was expected to be 
recognized over a weighted-average period of 2.6 years. 

Cash received from option exercises during the years ended 

December 3 1 , 2008, 2007, and 2006, was $3.3 million, $14.0 million, 

and $1.9 mill ion, respectively. The tax benefit realized from these opt ion 

exercises was not significant In 2008, $2.3 million in 2007, and not 

significant in 2006. 

A summary of stock option activity for the year ended December 3 1 , 
2008, and the number of outstanding and exercisable stock options at 
December 3 1 , 2008, is presented below: 

Outstanding at December 31, 2007 

Granted 

Exercised 

Forfeited 

Outstanding at December 31, 2008 

Exercisable at December 31, 2008 

Stock 
Options 

2,215,999 

684,404 

75.142 

1 ^ 1 2 2 
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Weighted-Average 
Exercise Price 

Per Share 

$47.81 

48.36 

43.46 

51^7 

m^^^M 

Weighted-Average 
Remaining Contractural 

Life (in Years) 
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Aggregate 
Intrinsic Value 

(Millions) 

$ 0 ^ 

: M ^ & M M M 

During the years ended December 3 1 , 2007 and 2006, the Intrinsic 

value of options exercised totaled $4.4 million and $0.9 million, 

respectively. 

The aggregate intrinsic value for outstanding and exercisable options In 

the above table represents the total pre-tax intrinsic value that would 

have been received by the opt ion holders had they all exercised their 

options at December 3 1 , 2008. This Is calculated as the difference 

between Integrys Energy Group's closing stock price on December 31 , 

2008, and the opt ion exercise price, multipl ied by the number of 

In-the-money stock options. 

Performance Stock Rights 
Performance stock rights vest over a three-year performance period and 
are paid out In shares of Integrys Energy Group's common stock. No 
single employee who Is the chief executive officer of Integrys Energy 
GnDup 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 

t^e total shareholder return of a peer group of companies. The payout 

may range from 0% to 2CK)% of target. 

The fair values of performance stock rights granted were estimated 
using a Monte Carlo valuation model, incorporating the assumptions in 
the table below. The risk-free interest rate Is based on the United States 
Treasury yield curve. The expected dividend yield incorporates the 
dividend rate at the measurement date. The expected volatility was 
estimated using three years of historical data. 

Expected term 

Risk-free interest rate 

Expected dividend yield 

Expected volat i l i^ 

2007 

3 years 

4.71% 

4.50% 

14.5% 

2006 

3 years 

4.74% 

4.90% 

14.4% 
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Pre-tax compensation cost reconded for performance stock rights for 
the years ended December 31 , 2008, 2007, and 2006 was $5.2 million, 
$3.5 million, and $2.8 million, respectively. The total compensation 
cost capitalized during these same years was not significant. As of 
December 3 1 , 2008, $2.4 million of total pre-tax compensation cost 
related to unvested and outstanding performance stock rights was 
expected to be recognized over a weighted-average period of 1.8 years-

A summary of the activity related to peri^ormance stock rights for the 

year ended December 3 1 , 2008, is presented below; 

Outstanding at 
December 31, 2007 

Granted 

Expired 

Forfeited 

Outstanding at 
December 31. 2008 

Performance 

Stock Rights 

217,458 

ta5i60& 

mm 
25J42 

^ ^ W ^ ^ ^ ; ^ 

Weighted-Average 

Grant Date Fair Value 

$48.72 

49.22 

41.62 

51^7 

M ^ , m m m ^ 
No performance shares were distributed during the year ended 

December 3 1 , 2008, as a result of the performance percentage being 

below the target payout level for those rights tfiat were vested and 

eligible to be distributed in 2008. 

Restricted Shares and Restricted Share Units 
In 2008, 2007, and 2(X)6, a portion o f t he long-term Incentive was 
awarded In the form of restricted shares and restricted share units. Most 
of these awards have a four-year vesting period, with 25% of each 
award vesting on each anniversary of the grant date. During the vesting 
period, restricted share recipients have voting rights and are entit led to 
dividends In the same manner as other common shareholders, whereas 

restricted share unit recipients receive dividend credits and do not have 
voting rights. Restricted shares and restricted share units have a value 
equal to the fair market value of the shares on the grant date. Total 
pre-tax compensation cost recognized for these awards was $4.2 million 
and $1.4 million during the years ended December 3 1 , 2008, and 2007, 
respectively, and was not significant for the year ended December 3 1 , 
2006. The total compensation cost capitalized in 2008, 2007, and 2006 
was not s igni f icant . /^ of December 31 , 2008, $6.2 million of total 
pre-tax compensation cost related to these awards was expected to 
be recognized over a weighted-average period of 2.7 years. 

A summary of the activity related to restricted share and restricted share 

unit awards for the year ended December 31 , 2008, is presented below: 

Restricted Shares 
and Restricted 

Share Units 

Weighted-Average 

Grant Date 

Fair Value 

Outstanding at 

December 31, 

Granted 

Vested 

Forfeited 

2007 

Outstanding at 
December 31 : 

101,145 

172.815 

4m-
2008 • ^i t fn* 

Stock Appreciation Rights 
On February 2 1 , 2007, all of PEC's then outstanding stock appreciation 
rights were converted into 14,021 Integrys Energy Group stock 
appreciation rights. The fair value of the stock appreciation rights is 
estimated with a Black-Scholes model and was not significant at 
December 3 1 , 2008. No stock appreciation rights were Issued during 
the year ended December 3 1 , 2008. 

NOTE 21—FA! RVALUE 
Fair Value Measurements 
The following table shows Integrys Energy Group's financial assets and liabilities that were accounted for at fair value on a recurring basis as of 

December 3 1 , 2008, categorized by level within the fair value hierarchy. 

(Millions) 

Assets 

Risk management assets 

Inventory hedged by fair value hedges 

Other 

Liabilities 

Risk management liabilities 

Long-term debt hedged by fair value hedge 

^ w a l l 

$ m j i y 
- - . 

QM 

m^ '-

U w l 2 

$1,52a7 
274 

-

1,557^ 
a^^'i^:;^S3[J^i. YJ i 

Level3 

$7ESA 

-
-

573A 

^ i ^ ^ t o f e ^ i a f e ^ ^ 

-fotal 

$2,979.1 
274 
0 ^ 

. „ 

a.9S^i 

'ffrf^Wifft 
The determination of the fair values above incorporates various factors 

required under SFAS No. 157. These factors include not only the credit 

standing o f t h e counterparties involved, but also the Impact of Integrys 

Energy Gnoup's nonperformance risk on its liabilities. 

The risk management assets and liabilities listed in the table Include 
options, swaps, futures, physical commodity contracts, and other 
instruments used to manage market risks related to changes in commodity 
prices and interest rates. For more information on Integrys Energy Group's 
derivative instruments, see Note 2, "Risk Management Activit ies." 

When possible, Integrys Energy Group bases the valuations of Its risk 

management assets and liabilities on quoted prices for identical assets In 

integrys Energy Group, Inc. 

active markets. These valuations are classified in Level 1. The valuations 

of certain contracts are based on NYMEX futures prices with an 

adjustment related to location differences, and certain derivative 

instruments are valued using broker quotes or prices for similar contracts 

at the reporting date. These valuations are classified In Level 2. 

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

• While price cun/es may have been based on observable Information, 

significant assumptions may have been made regarding seasonal or 

monthly shaping and locational basis differentials. 
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• Certain transactions were valued using price curves that extended 
beyond the quoted period. Assumptions were made to extrapolate 
prices from tfie last quoted period through the end o f t h e 
transaction term. 

• The valuations of certain transactions were based on Internal 

models, although external Inputs were utilized in the valuation. 

The fol lowing table sets forth a reconciliation of changes In the fair 

value of Items categorized as Level 3 measurements: 

(Millions) 

Balance at the beginning 

of period 

Net realized and unrealized 

loss included In earnings 

Net unrealized loss recorded as 

regulatory assets or liabilities 

Net unrealized loss included in other 

comprehensive income (loss) 

Net purchases and settlements 

Net transfers in/out of Level 3 
Balance at December 31 ,2008 

Ne t unrealized loss induded in 

eamings related t o Instruments 

still held at December 3 1 , 2008 

Derivatives are transfened in or out of Level 3 primarily due to changes 

in the source of data used to construct price curves as a result of 

changes In mari<et liquidity. 

Unrealized gains and losses included In earnings related to Integrys 
Energy Services' risk management assets and liabilities are recorded 
through nonregulated revenue on the Consolidated Statements of 
Income (Loss). Realized gains and losses on these same Instruments are 
recorded in nonregulated revenue or nonregulated cost of fuel, natural 
gas, and purchased power, depending on the nature o f t h e instrument. 
Unrealized gains and losses on Level 3 derivatives at the utilities are 
deferred as regulatory assets or liabilities, pursuant to SFAS No. 71 . 
Therefore, these fair value measurements have no impact on earnings. 
Realized gains and losses on these instruments fiow through utility cost 
of fuel, natural gas, and purchased power. 

Fair Value of Financial Instruments 
The following table shows the financial instruments Included on the 

Consolidated Balance Sheets of Integrys Energy Group that are not 

recorded at fair value. 

(Millions) 

Long-term debt 

Preferred stock 

\ 2008 1 

.^|lpS»*# r-v«|%^ 

's£i^^ '^^Ml^ t '^-I'lHrnmif^? 

2007 
Carrying Fair 
Amount Value 

$2,320.3 $2,334.2 

51.1 49.6 

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. 

Due to the short maturity of cash and cash equivalents, accounts 
ible, accounts payable, notes payable, and outstanding 
?rcial oaDer, the carn/Inq amount approximates fair value 

receiva....v., Bv,v.w.-i..w. ^ . ^ j ^ ^ , ^ , ...^^^^ f^^^^^.^, «..^ v.-.-

commercial paper, the carrying amount approximates ilue. 

NOTE 22—MISCELLANEOUS INCOME 

Integrys Energy Group's total miscellaneous income was as follows at December 3 1 ; 

(Mi7//onsJ 

Equity eamings on Investments 

Interest and dividend income 
Weston 4 ATC interconnection agreement interest 

Equity AFUDC 

Gain (loss) on sale of prciperty 

(Loss) gain on investments 

Gain (loss) on foreign cunency exchange 

Key executive life insurance income 

Other 

Total miscellaneous income 

J -Mt 
i f^^m-" 

' -̂ tm 
. ^ ' ' ^ ^ ^ ^ 

^iMi '' 
'^:^^jh 

'.f'Jm 
:. -m , 
? ' ^ • ' 

-.^zJ^^sm,ti,J,, . 
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2007 

$34.6 

12.7 

3.9 

0.9 

1.9 

3.9 

2.4 

2.2 

1.6 

$64.1 

2006 

$19.9 

9.5 

1.0 

0.6 

(0.3) 

11.7 

(1.5) 
2.1 

(0.2) 

$42.8 

NOTE 23—REGULATORY ENVIRONMENT 

Wisconsin 

2009 Rate Case 

On December 30, 2008, the PSCW issued a final written orcler for WPS 

authorizing no annual rate increase for retail electric rates as compared 

with the fuel surcharge adjusted rates authorized on July 4, 2008, or a 

$48.0 million increase for retail electric rates as compared with the rates 

authorized on January 16, 2008. The PSCW required a $3.0 million 

decrease in retail natural gas rates. 

Integrys Energy Group, Inc. 

On September 2, 2008, WPS and the Citizens Utility Board filed an 

agreement to implement a decoupling mechanism as a four-year pilot 

program, which would allow WPS to adjust rates to recover or refund 

the difference between the actual and authorized margin impacts of 

variations in volumes. The PSCW apprcived this decoupling mechanism, 

with certain conditions, in the December 30, 2008, final order discussed 

above. The decoupling conditions included an annual $12.0 million cap 

for electric service and an annual $4.0 million cap for natural gas 

service. On January 16, 2009, WPS requested rehearing to remove or 

Increase the decoupling caps. On February 24, 2009, in a written order. 
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the PSCW increased the caps to $14.0 

$8.0 million for natural gas service. 

lion for electric service and 

2008 Rate Case 
On January 15, 2008, the PSCW issued a final written orcler for WPS 
authorizing a retail electric rate increase of $23.0 million (2.5%), which 
Included recovery of defened 2005 and 2006 MISO Day 2 costs over a 
one-year period and Increased electric transmission costs. The new rates 
became effective January 16, 2008. On February 11, 2008, WPS filed an 
application with the PSCW to adjust Its 2008 rates for increased fuel and 
purchased power costs. The application requested an increase In retail 
electric rates due to a delay in the in-service date of the Weston 4 power 
plant, increased coal and coal transportation costs, and increased natural 
gas costs. The PSCW approved an interim annual fijel surcharge Increase 
of $29.7 million on Mandi 20, 2008, and an additional final fuel surcharge 
increase of $18.3 million, effective July 4, 2008. 

On September 30, 2008, the PSCW reopened the 2008 fuel surcharge 
to review forecasted fuel costs, as WPS's current and anticipated annual 
fuel costs were below those projected In the fuel surcharge. As a result 
o f t h e lower fuel and purchased power costs, WPS's rates were subject 
to refund, from September 30, 2008, through December 31 , 2008. 
On February 9, 2009, WPS filed a request with the PSCW to refund 
approximately $5 million of 2008 fuel costs to Wisconsin electric retail 
customers. This refund was accrued at December 3 1 , 2008, and is 
subject to review by the PSCW. 

2007 Rate Case 
On January 11, 2007, the PSCW Issued a final written order for WPS 
authorizing a retail electric rate increase of $56.7 million (6.6%) and 
a retail natural gas rate increase of $18.9 million (3.8%), effective 
January 12, 2007. The new rates reflect a 10.9% return on common 
equity. The PSCW approved a common equity ratio of 57.4% in WPS's 
regulatory capital stmcture. The 2007 retail electric rate Increase was 
required primarily because of increased costs associated with electric 
transmission, costs related to the construction 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 
improvements necessary to ensure the reliability o f t h e natural gas 
distribution system and costs associated with the remediation of former 
manufactured gas plant sites. 

2006 Rate Case 
On December 22, 2005, the PSCW issued a final written order 
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 fuel and purchased power costs (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 t i ie proceeds received from the liquidation of tfie 
nonqualified decommissioning trust fund as a result of the sale of 
Kewaunee (discussed below). The 2006 retail natural gas rate increase 
was driven by infrastructure Improvements necessary to ensure the 
reliability of the natural gas distribution system. 

boiler feed pumps. WPS Incurred $8.9 million of incremental pre-tax 
non-fuel operating and maintenance expenditures through January 14, 
2008, to repair and return Weston 3 to sen/ice. WPS has Insurance in 
place that covered all non-fuel operating and maintenance 
expenditures, less a $1.0 million deductible. WPS Incurred a total of 
$26.6 million of Incremental pre-tax fuel and purchased power costs 
during the 14-week outage. WPS was granted approval from the PSCW 
to defer the replacement fuel and purchased power costs for the 
Wisconsin retail port ion of these costs retroactive to the date of the 
lightning strike. On December 30, 2008, the PSCW granted WPS 
recovery of $17.0 million o f t h e requested $19.6 million of Weston 3 
replacement fuel and power costs from the Wisconsin retail jurisdiction, 
over a six-year period and without carrying costs. 

It is anticipated ifiat WPS will recover a similar portion of replacement 
purchased power costs from the Michigan retail jurisdiction through the 
annual power supply cost recovery mechanism. 

PEC Merger 

The PSCW approved the merger with PEC as of February 16, 2007. The 

merger approval order contains the following conditions: 

• WPS will not have a base rate increase for natural gas or electric 
service prior to January 1, 2009, 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 the NYMEX natural gas futures 
prices, coal prices, and transportation costs for coal. 

• WPS was required to seek approval for the formation of a sen/ice 
company within 120 days of the closing of the merger All required 
regulatory approvals were received and Integrys Business Support, 
LLC (IBS) became operational on January 1, 2008. 

• WPS 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. 

• WPS will hold ratepayers harmless from any Increase in Interest 
and preferred stock costs attributable to nonutility activities, 
provided that the authorized capital structure is consistent with 
the authorized costs. 

• WPS will not pay dividends to Integrys Energy Group in an amount 

greater than 103% o f the prior year's dividend. 

Kewaunee 

WPS received $127.1 million of proceeds from the liquidation o f t h e 

Kewaunee nonqualified decommissioning trust fund In 2005, which was 

refunded to customers In the fol lowing manner: 

• The PSCW ruled that WPS'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 ruled that WPS's Michigan customers were entitled to be 
refunded approximatety 2% of the proceeds over a 60-month period, 
beginning In the third quarter of 2005. Subsequently, the MPSC 
Issued an onder authorizing WPS to amortize the approximately 

$2 million remaining balance of the refund simultaneously with the 
amortization of appnDxImately $2 million of the 2005 power supply 
under collections from January 2007 through July 2010. 

Weston 3 Outage 
On October 6, 2007, Weston 3, a 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, turbine rotors, and 
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The FERC ruled that WPS's wholesale customers were entit led 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 offset by approximately $1 million reiated 
to both the loss WPS recorded on the sale of Kewaunee and costs 
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incurred related to the 2005 Kewaunee outage. Pursuant to the FERC 
orcler settlement received on August 14, 2007, WPS completed lump 
sum payments to the remaining FERC customers of appnaxlmately 
$16 million (including interest), representing their contributions to the 
nonqualified decommissioning tnjst fund during the period In which 
they received service from WPS. The settlement would also require 
these FERC customers to make two separate lump-sum payments to 
WPS with respect to the loss from the sale of Kewaunee and the 
2(X35 Kewaunee power outage. Payments made to WPS total 
appnoximately $1 million and $8 million, respectively, and were 
netted against the $16 million refund due to these customers. 

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 WPS writ ing off $6.1 million in 2005 of the regulatory asset 

previously recorded. 

On February 20, 2005, Kewaunee was temporarily removed from 

service after a potential design weakness was identified in its auxiliary 

feedwater system. In WPS's 2006 rate case, the PSCW determined that 

it was reasonable for WPS to recover all deferred costs related to the 

2005 Kewaunee forced outage over a five-year period, beginning on 

January 1, 2006. At December 3 1 , 2008, $19.1 million was left to be 

collected from ratepayers and remained recorded as a regulatory asset 

related to this outage. 

Michigan 

2009 MGU Rate Case 
On January 13, 2009, the MPSC issued a final written order approving a 

settlement agreement authorizing a retail natural gas rate increase of 

$6.0 million, effective January 14, 2009. The rate increase was required 

due primarily to general Inflation, tow margin revenue growth, increased 

costs of customer sen/Ice functions, and Increased costs to 

environmentally remediate former manufactured gas plants. 

2008 WPS Rate Case 

On December 4, 2007, the MPSC Issued a final written order 

authorizing WPS a retail electric rate Increase of $0.6 mill ion, effective 

December 5, 2007. WPS's last retail electric rate increase in Michigan 

was In July 2003. The new rates reflect a 10.6% return on common 

equity. The MPSC approved a common equity ratio of 56.4% in WPS's 

regulatory capital structure. 

Illinois 

2010 Rate Case 

On Febmary 25, 2009, PGL and NSG each filed a request with the ICC 
to increase natural gas distribution rates for 2010. PGL's requested 
increase is $161.9 million and NSG's requested increase is $22.0 million. 
The proposed rate Increase Is required to allow PGL and NSG to 
recover their forecasted 2010 cost of service and to earn a reasonable 
return on their investment. Eadi filing Includes a proposed 12% rate of 
return on common equity and a common equity ratio of 56% In Its 
regulatory capital structure. The filing includes a proposed overall return 
of 9.34% and 9.18% for PGL and NSG, respectively PGL also requested 
approval of a mechanism for cost recovery, outside o f t he rate case, of 
an accelerated cast InDn main replacement program. 

The Illinois rate case process requires receipt of a written onder from the 
ICC within 11 months from the filing date, which would be January 2010. 

2008 Rate Case 

On February 5, 2(X)8, the ICC Issued a final written order authorizing 

PGL a retail natural gas distribution rate increase of $71.2 million and 

requiring a retail natural gas rate decrease of $0.2 million for NSG. The 

new rates for PGL reflected a 10.19% retum on common equity and a 
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common equity ratio of 56% in Its regulatory capital structure. The new 
rates for NSG reflected a 9.99% return on common equity and a 
common equity ratio of 56% in its regulatory capital structure. The order 
included approval of a Volume Balancing Adjustment (VBA) decoupling 
mechanism, effective March 1, 2008, as a four-year pilot program, which 
will allow PGL and NSG to adjust rates going forward to recover or 
refund the difference between the actual and authorized margin Impact 
of variations In volumes. Legislation was introduced a t the Illinois state 
legislature to roll back decoupling but never reached a vote. This 
legislation may be introduced again. Integrys Energy Group actively 
supports the ICC's decision to approve this rate setting mechanism. The 
order also approved an Enhanced Efficiency Program, which will allow 
PGL and NSG to recover $6.4 million and $1.1 million, respectively, of 
energy efficiency costs. PGL and NSG filed tariffs in compliance with the 
order on February 8, 2008, and the new rates became effective 
Febmary 14, 2008. 

On March 26, 2008, the ICC denied PGL's and NSG's request for 
rehearing of their rate orders, and all but one such request from 
interveners. The ICC only granted rehearing on a request to change the 
way PGL allocates interstate hub services revenues among customer 
grcjups. On April 28, 2008, PGL and NSG filed a Notice of Appeal with 
the Illinois appellate court regarding the ICC's order denying rehearing 
on certain issues. On Apri l 30, 2008, the ICC submitted a letter to the 
Illinois appellate court stating that rehearing Is pending before the ICC 
and, while the ICC would not file to dismiss the PGL and NSG appeal as 
premature, It requested that the court hold the due date for the ICC to 
file the record with the court. On May 2, 2008, two Interveners each 
separately filed a Notice of Appeal. On June 6, 2008, several parties 
filed a stipulation to resolve the way PGL allocates interstate hub 
services revenues among customer gn^ups. On July 30, 2008, the ICC 
approved the stipulation, as well as a rehearing order The approved 
stipulation took effect on November 1, 2008. Subsequent to the 
approval of the stipulation, PGL and NSG filed appeals In the second 
district of the Illinois appellate court and after that, four other parties 
filed appeals in the first district of the Illinois appellate court. On 
September 29, 2008, the ICC asked the Illinois Supreme Court to 
vacate the second district's transfer of the appeal to the first district, and 
l l ie Illinois Supreme Court denied the ICC's motion. On appeal, parties 
may only raise issues on which they sought rehearing at the ICC. These 
Issues Include the VBA decoupling mechanism. No decision on the 
appeal is expected until at least the second half of 2009. 

PEC Merger 

The PEC merger was effective February 2 1 , 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 to 

the merger case. The order Included Conditions of Approval regarding 

commitments by the applicants to: 

• provide certain reports, 

• perform studies of the PGL natural gas system, 

• promote and hire a limited number of union employees in specific 

areas, 

• make no reorganization-re I ated layoffs or position reductions within 

t i ie PGL union workforce, 

• maintain both the PGL and NSG operation and maintenance and 

capital budgets at recent levels, 

• file a plan for formation and implementation of a service company, 

• accept certain limits on the merger-related costs that can be 

recovered from ratepayers, and 
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• not seek cost recovery for any increase in deferred tax assets that 
may result from the tax treatment of the PGL and NSG natural gas 
storage inventory in connection with closing the merger. 

The Conditions of Approval also included tfie fol lowing commitments 

with respect to the recently completed rate cases of PGL and NSG: 

• inclusion of merger synergy savings of $11.4 million at PGL and 

$1.6 million at NSG in the proposed test year, 

• recovery of $6.2 million at PGL and $0.8 million at NSG of the merger-
related costs In the test year (reflecting recovery of $30.9 million of 
costs at PGL and $4.2 million of costs at NSG over 5 years), 

• proposing a combined $7.5 million Enhanced Efficiency Program at 

PGL and NSG, which was contingent on receiving cost recovery in 

the rate case orders, and 

• filing certain changes to the small volume transportation 

sen/ice programs. 

The ICC approved a cost recovery mechanism for the Enhanced 
Efficiency Program costs. The order provides authority for PGL and 
NSG to recover from ratepayers up to an additional $9.9 million of 
combined merger costs in a future rate case, for a maximum potential 
recovery of $44.9 million. PGL and NSG must demonstrate In the future 
that the merger synergy savings realized have exceeded merger costs. 
As of December 3 1 , 2008, the regulatory asset balance representing 
merger costs to be recovered totaled $10.7 million at PGL and 
$1.5 million at NSG. 

Minnesota 

On July 31 , 2008, MERC filed a request with the Minnesota Public Utility 
Commission (MPUQ to increase retail natural gas rates $22.0 million 
(6.4%). The proposed natural gas rate Increase is required because of 
general Inflation coupled with low sales growth and Increased costs to 
provide customer sen/lce fijnctions. On September 11, 2008, the MPUC 
Issued an order approving an interim rate increase of $19.8 million. 

effective October 1, 2008. This Interim rate increase is subject to refund 
pending the final rate order, which is expected in the second quarter 
of 2009. 

Federal 

Through a series of orders Issued by the FERC, Regional Through and 
Out Rates for transmission service between MISO and the PJM 
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) 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-monili transitional period, Integrys &iergy Services received 
billings of $19.2 million (pre-tax) for these charges. Integrys Energy 
Sen/Ices expensed $14.7 million o f t h e $19.2 mill ion, as it Is probable 
that Integrys Energy Services' total exposure 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 
has reached settlement agreements with three of its vendors for a 
combined $1.6 mill ion. 

In August 2006, the administrative law judge hearing the case issued an 
Initial Decision that was In agreement with all of Integrys Energy 
Services' positions. If the Final Order Is consistent with the Initial 
Decision o f the administrative law judge, Integrys Energy Services' pre­
tax exposure of $19.2 million may be reduced by as much as $13 million. 
The Final FERC Order is subject to rehearing and then court challenges. 
Any refunds to Integrys Energy Services will indude interest for the 
period from payment to refund. 

The SECA is also an issue for WPS and UPPCO. It is anticipated that 
most of the SECA charges Incurred or refunds received by WPS and 
UPPCO will be passed on to customers through rates, and will not have 
a material effect on the financial position or results of operations of 
WPS 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 resoun::es to segments and measuring their performance. 

Integrys Energy Group manages its reportable segments separately due 

to their different operating and regulatory environments. At December 31 , 

2008, Integrys Energy Group reported four segments, which are 

described below. 

• The electric utility segment Includes the regulated electric utility 

operations of WPS and UPPCO. 

• The natural gas utility segment Includes the regulated natural gas 

utility operations of WPS, MGU, MERC, PGL, and NSG. The 

regulated natural gas utility operations of PGL and NSG have been 

included In results of operations since the PEC merger date. 

• Integrys Energy Services Is a diversified nonregulated energy supply 

and sen/ices company serving residential, commercial, industrial, and 

wholesale customers in developed competit ive markets In the 

United States and Canada. 

• The Holding Company and Other segment, another nonregulated 
segment, includes the operations of the Integrys Energy Group 
holding company and the PEC holding company (which was 
Included in results of operations since the PEC merger date), along 
with any nonutility activities at WPS, MGU, MERC, UPPCO, PGL, 
NSG, and IBS. IBS Is a wholly owned centralized service company 
that provides administrative and general support services for 
Integrys Energy Group's six regulated utilities and portions of 
administrative and general support services for Integrys Energy 
Services. Equity earnings from our Investments in ATC and WRPC 
are also induded in the Holding Company and Other segment. 

The nonregulated oil and natural gas production segment includes the 
results of PEP, which were reported as discontinued operations in 2007. 
PEP engaged 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. Integrys 
Energy Group completed the sale of PEP In September 2007. 
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The tables below present Information for the respective years pertaining to our operations segmented by lines of business. 

2008 (Millions) 

Income Statement 

Extemal revenues 

Intersegment revenues 

Goodwill impairment loss 

Depreciation and 

amortization expense 

Miscellaneous income 

(expense) 

Interest expense 

Provision (benefit) for 
income taxes 

Income (loss) fiom 
continuing operations 

Discontinued operations 

Preferred stock dividends 
of subsidiary 

Income (loss) available for 
common shareholders 

Total assets 

Cash expenditures for 
long-lived assets 

Regulated Utilities 

Electric 
Utility'^' 

$1,284.6 

44.3 

-

84.3 

6.0 

36.7 

48.1 

94.7 

-

2.1 

92.6 

2.752.4 

^ l ^ j ^ ^ 

Natural Gas 
Utilrty'" 

$3,025.3 

0.6 

6,5 

108.3 

7.0 

56.6 

57.1 

85.5 

-

1.0 

84.5 

5.173.8 

1 

Total 
Utility '̂ ' 

$4,309.9 

44.9 

6.5 

192.6 

13.0 

93.3 

105.2 

180.2 

-

3.1 

177.1 

7.926.2 

•'"̂  ; i - ^ - 3 K ^ E ^ ' > -'^isS''-"'" ^ * ! * ™ ^ - . - : " ''-•" 

Nonutility and 
Nonregulated Operations 

Integrys 
Energy 
Services 

$9,726.5 

8.7 

-

14.5 

8.7 

12.1 

(56.2) 

(65.4) 

3.9 

-

(61.5) 

5.050.2 

68.1 

Holding 
Company 

and Other <̂  

$ 11.4 

0.6 

_ 

14.3 

111.5 

98.6 

2.2 

10.0 

0.8 

-

10.8 

2.491.2 

2QM 

Reconciling 
Eliminations 

$ 
(54.2) 

-

-

(45.9) 

(45.9) 

-

-
-

-

-
0.195.1) 

Integrys 
Energy Group 
Consolidated 

$14,047.8 

-
6.5 

221.4 

87.3 

158.1 

51.2 

124.8 

4.7 

3.1 

126.4 

14.272.5 

^ . . . , . 5 3 2 ^ . . . . 

'̂ ' Includes only utility operations. 
Nonutility operations are induded in the Holding Company and Other column. 

2007 fM///ionsJ 

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 

Regulated Utilities | 

Electric 
Utility'" 

$1,202.9 

43.2 

80.1 

8.3 

32.4 

51.5 

89.6 

-

2.2 

87.4 

2,470.8 

202.6 

Natural Gas 
Utility''' 

$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 
UtiUty"' 

$3,305.4 

44.4 

177.8 

13.8 

85.8 

66.0 

119.2 

-

3.1 

116.1 

7,248.6 

361.4 

Nonutility 

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 

and Nonregulated Operations | 

Oil and 
Natural Gas 
Production 

$ -
~ 

-

0.1 

2.4 

(1-0) 

(2.5) 

58.5 

-

56.0 

-

-

Holding 
Company 

and Other '̂  

$ 11.3 

1.2 

2.9 

81.4 

93.7 

(5.3) 

(18.8) 

-

-

(18.8) 

1,911.4 

10-7 

Reconciling 
Eliminations 

$ 
(49.6) 

-

(30.9) 

(30.9) 

_ 

-
-

-

-
(1,076.2) 

-

Integrys 
Energy Group 
Consolidated 

$10,2924 

-

195.1 

64.1 

164.5 

86.0 

181.1 

73.3 

3.1 

251.3 

11,234.4 

392.6 

' ' ' Indudes only utility operations. 
'^ Nonutility operations are included in the Holding Company and Other column. 
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2006 (Millions) 

Income Statement 

Extemal revenues 

Intersegment revenues 

Depredation 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 

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 

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) 

54.6 

1 

Total 
Utility "' 

$1,734.0 

42.3 

111.2 

4.2 

48.1 

50.1 

86.3 

-

3.1 

83.2 

336.7 

Nonutility and 
Nonregulated Operations 

Integrys 
Energy 
Services 

$5,151.8 

7.3 

9.4 

(11.4) 

15.4 

(5.0) 

65.0 

7.3 

-

72.3 

5.5 

Holding 
Company 

and Other <» 

$ 4.9 

1.2 

0.7 

66.0 

51.7 

(0-1) 

0.3 

-

-

0.3 

(0.2) 

Reconciling 
Eliminations 

$ -
(50.8) 

-

(16.0) 

(16.0) 

-

-
-

-

-

-

Integiys 
Energy Group 
Consolidated 

$6,890.7 

-

121.3 

42.8 

99.2 

45.0 

151.6 

7.3 

3.1 

155.8 

342.0 

' Includes only utility operations. 
' Nonutility operations are induded in the Holding Company and Other column. 

Geographic Information 
(Millions) 

United States 

Canada * 

Total 

.•^r:^f: isy?^-.-<-.;vi- i . .- ' .^ ..::.y^.•-•.•} 

:,.-J 2008 [ . - r 

: ; | f ^ i ^ ; ; - ; . \ - - ^ ^ 

lriiilfiteilfeiiiirliV''l^'^^ 

Revenues 

$ 8,343.8 

1,948-6 

$10,292.4 

2007 

Long-Lived 
Assets 

$7,028.2 

20.6 

$7,048.8 

2006 

Revenues 

$4,908.6 

1,982.1 

$6,890.7 

Revenues and assets of Canadian subs/diaries. 
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NOTE 25—QUARTERLY FINANCIAL INFORMATION (Unaudited) 

(Millions, except share amounts) 

Operating revenues 

Operating Income (loss) 

Income (loss) from continuing operations 

Discontinued operations, net of tax 

Preferred stodc 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) 

Eamings (toss) per common share (basic) * 

Income (loss) fi^am continuing operations 

Discontinued operations 

Earnings (loss) per common share (basic) 

Earnings (loss) per common share (diluted) * 

Income (loss) from ccwitinuing operations 

Discontinued operations 

• • • • • • " • • " ^ • • " ••• - ••••' , ^ — . - r r . . - - . 

Three Months Ended 2008 

Mareh 

$3,989.2 

234.7 

136.6 

-
0.8 

$ 135.8 

76.6 

7 6 ^ 

$1.77 

-
1.77 

1.77 

- :, 

June 

$3,417.2 

53.1 

24.8 

0.1 

0.8 

$ 24.1 

76.6 

76.9 

$ 0 3 1 

-
0 3 1 

Q 3 t 

• . r y . ' : -

September 

$3,223.1 

(76.2) 

(58.4) 

-
0.7 

$ (59.1) 

76.7 

76.7 

$10.77} 

-
BJ.77) 

mn 
> . : ^ - * ' - . ' v 

December 

$3,418.3 

35.1 

21.8 

4.6 

0.8 

$ 25.6 

76.7 

77.0 

$az7 
ao6 
( U 3 

0 ^ 

0 ^ 

Total 

$ 1 4 ^ 7 3 

246.7 

124.8 

4.7 

3.1 

$ 126.4 

76.7 

7 7 J 0 

$1.59 

O J 0 6 

1.6S 

1 i » 

. .....^W|p|. 
Eaminqs (loss) per common share (diluted) . vS ; ' ; .u l i3^^^>«d i i i - . iw6^ :.i>.-."^ . j f i ^ ^vV^^J^ ; ; i .A6 ! ^L t i ^ i ^ / ^« i . ^ ^1 i l ^L id 

Earnings per share for the individual quarters do not total the year ended earnings per share amount because of d)anges to the average number of shares outstanding and changes in incremental 

issuable shares throughout the year 

(Miffions, except share amourtts) 

Operating revenues 

Operating income (loss) 

Income (loss) firom continuing operations 

Discontinued operations, net of tax 

Preferred stock dividends of subsidiary 

Income (loss) available for ccMnmon ^areholders 

Average number of shares of common stock (basic) 

Average number of shares of common stod< (diluted) 

Eamings (loss) per common share (basic) * 

Income (loss) from continuing operations 

Discontinued operations 

Eamings floss) per common share (basic) 

Eamings (loss) per common share (diluted) * 

Income (bss) from continuing operations 

Discontinued operations 

Eamings (loss) per common share (diluted) 

Mard i 

$2,746.6 

183.1 

117.2 

23.0 

0.8 

$ 139.4 

57.5 

57.8 

$2.02 

0.40 

2.42 

2.01 

0.40 

2.41 

Tliree 

June 

$2,361.7 

(33.9) 

(39.6) 

24.0 

0.8 

$ (16.4) 

76.0 

76.0 

$(0.53) 

0-31 

(0.22) 

(0.53) 

0.31 

(0.22) 

Months Ended 2007 

September 

$2,122.5 

54.1 

11.6 

32.3 

0.7 

$ 43.2 

76.2 

76.5 

$0.14 

0.43 

0.57 

0.14 

0.42 

0.56 

December 

$3,061.6 

164.1 

91.9 

(6.0) 

0.8 

$ 85.1 

76.5 

76.6 

$1.19 

(0.08) 

1.11 

1.19 

(0.08) 

1.11 

Total 

$10,292.4 

367.4 

181.1 

73.3 

3.1 

$ 251.3 

71.6 

71.8 

$2.49 

1.02 

3.51 

2.48 

1.02 

3.50 

* Earnings per share for the individual quarters do not total the year ervled earnings per share amount because of changes ta the average number of shares outstanding and changes in incremental 

issuaNe 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 Sliareholders of Integrys Energy Group, Inc. 

We have audited the accompanying consolidated balance 

sfieets of Integrys Energy Group, Inc. and subsidiaries (the 

"Company") as of Decennber 3 1 , 2008 and 2007, and the 

related consolidated statements of income, common 

shareholders' equity, and cash flows for each o f the three years 

in the period ended December 3 1 , 2008. These financial 

statements are the responsibility o f t he 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 

of the Public Company Accounting Oversight Board 

(United States). Those standards require that we plan and 

perform the audit to obtain reasonable assurance about 

whether the financial statements are free of material 

misstatement. An audit includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the 

financial statements. An audit also includes assessing the 

accounting principles used and significant estimates made 

by management, as well as evaluating the overall financial 

statement presentation. We believe that our audits provide 

a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 

present fairly, in all material respects, the financial position 

of Integrys Energy Group, Inc. and subsidiaries as of 

December 3 1 , 2008 and 2007, and the results of their 

operations and their cash flows for each of the three years 

in the period ended December 31 , 2008, in conformity with 

accounting principles generally accepted in the United States 

of America. 

As discussed in Note 1(t) to the consolidated financial 

statements, at January 1, 2008, the Company adopted 

Statement of Financial Accounting Standards No. 157, 

"Fair Value Measurements." 

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 3 1 , 2008, based on the criteria established in 

Internal Control—Integrated framewotk issued by the 

Committee of Sponsoring Organizations o f t h e Treadway 

Commission and our report dated February 25, 2009, 

expressed an unqualified opinion on the Company's internal 

control over financial reporting. 

Milwaukee, Wl 

February 25, 2009 
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FINANCIAL AND OTHER STATISTICS 

As of or for Year Ended December 31 
(Millions, except per share amounts, stodc pries, return on average equHy, 
and number of shareho/ders and employees) 

Total revalues 

Income from continuing operatrwis 

Income available for common ^areholders 

Total assets 

Prefen-ed stock of subsidiaries 

Long-term debt (exdudinq current portion) 

Shares of oommon stock (less treasury stodc and shares in deferred ccMnpensation tmsti 
Outstanding 
Average 

Earnings per common share (basic) 
Income from continuing operations 
Earnings per common share 

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 
Retum on average equity 
Number of common stock shareholders 
Number of employees 

aoBs 

$140^ J 

1 4 3 ^ -

"̂ -- V l i f t . J 

• M 

2007'^' 

$10,292.4 

181.1 

251.3 

11,234.4 

51.1 

2,265.1 

76.0 
71.6 

$2.49 
3.51 

2.48 
3.50 
2.56 

$51.69 
$42.58 

8.5% 
35,212 

5,231 

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 

(̂ * Indudes the impact of tfie Peoples Energy Qirporation merger on February 21, 2007. 

'2' 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, 2(X)6. 
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BOARD OF DIRECTORS* 

Keith E. Bailey 
Age 66 • Tulsa, Oklahoma 
Former Chairman and Chief Executive O f f i ce r -

The Will iams Companies, Inc. 
(Director ^nce 2005) 
Audi t Commit tee 
Financial Commit tee 

Richard A. Bemis 
Age 67 • Sheboygan, Wisconsin 
Co-&iairman o f the Board o f Directors 

Bemis Manufacturing Company 
fD/nector s/nce 1983) 
Compensation Committee 
Governance Commit tee 

William J. Brodsky 
Age 64 • Chicago, Illinois 
Cha/>man and Ch/ef Bfficutive C M ( x r -

The Chicago Board Options Exchange 
(Director since 7997) 
Compensation Committee 
Financial Committee 

Albert J. Budney. Jr. 
Age 61 • Dover, Massachusetts 
Former President - Niagara Mohawk Holdings, Inc. 

and Niagara Mohawk Power Corporation 
{Director since 2(X}2) 
Governance Committee (Chair) 

Pastora San Juan Cafferty 
Age 68 • Chicago, Illinois 

Professor emerita - University of Chicago 
(Director s/nce 1988) 

Environmental Commit tee 

Governance Commit tee 

>4 41 

Ellen Camahan 
Age 53 • Chicago, Illinois 

Managing Director- William Blair Capital 

Management LLC 

(Director since 2003} 

Audit Committee 

Financial Committee 

Robert C Gallagher 
Age 70 • Green Bay, Wisconsin 
Fonrier Chainman o f the Board -

Associated Banc-Corp. 
p/rector since 799^ 
Lead Director 

John W. Higgins 
Age 62 • Chicago, Illinois 
Chairman and Chief Executive Of^cer -

Higgins Development Partners, LLC 
(Director since 2003) 
Audi t Commit tee 
Environmental Commit tee 

James L. Kemeriing 
Age 69 • Wausau, Wisconsin 
President and Chief Executive CMcer-

Riiser Oil Company, Inc. 
(Director since 1988) 
Financial Committee fChairJ 

Michael E. Lavin 
Age 62 • Chicago, Illinois 

Former Midwest Area Managing Partner-
KPMG LLP 

(Director since 2003) 
Audi t Committee (Chair) 

John C Meng ** 
Age 64 • Green Bay, Wisconsin 
Fonner Chairman o f t he B o a r d -

Schrelber Foods, Inc. 
(Director since 2000) 
Compensation Committee (Chair) 

William F. Protz, Jr. 
Age 64 • Lake Forest, Illinois 

Former President and Chief Executive Officer-
Santa's Best, LLP 

(Director since 2(XI7J 
Audit Committee 
Environmental Committee 

Charles A. Schrock *** 
Age 55 • Chicago, Illinois 
President and Chief Executive Officer-

Integrys Energy Group, Inc. 
(Director since 2009) 

Larry L Weyers 
Age 63 • Chicago, Illinois 
Executive Chairman - Integrys Energy 

Group, Inc. 
(Director ^nce 7996) 

Kathryn M. Hasselblad-Pascale 
Age 60 • Green Bay, Wisconsin 
Managing Partner- Hasselblad Machine 

Company, LLP 
(Director since 1987) 
Environmental Commit tee (Chair) 

Integrys Energy Group, Inc. 

Age is as of December 31,2008. Years as director fafce into consideration service 
witfi Integiys Energy Group or Peop/es Energy Corporation. 

Resiffied efeclive febmafy 12,2009. 

Elected efecov© Pebmaiy 12,2009. 
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MANAGEMENT TEAM * 

Lawrence T. Borgard 
President and Chief Operating Officer -
integrys Gas Group 
Age 47 • Years of service 24 

Charles A. Cloninger 
President- Minnesota Energy 
Resources Corporation and 
President- Michigan Gas 
Utilities Corporation 
Age 50 • Years of service 27 

Willard S. Evans, Jr. 
President-The Peoples Gas Light 
and Coke Company and 
President- North Shore Gas Company 
Age 53 • Years of service 31 

Diane L. Ford 
Vice President and 
Corporate Controller 
Age 55 • Years of service 33 

Bradley A. Johnson 
Wee President and Treasurer 
Age 54 • Year̂  of service 29 

wniiam D. Laakso 
V?ce President - Hun)ar) Resources 
Age 46 • Years of service 3 

Thomas P. Meinz 
Executive Vice President ar)d 
Chief Extemal Affairs OfHt^r 
Age 62 • Years of service 39 

Phillip M. Mikulsky 
Executive Mce President -
Corporate Development and 
Shared Services 
Age 60 • Years of service 37 

Barbara A. Nick 
President- Upper Peninsula 
Power Company 
Age 50 • Years of service 24 

Joseph P. O'Leary 
Senior Vice President and 
Chief Financial Officer 
Age 54 • Years of service 7 

Mark A. Radtke 
President and Chief Executive Officer • 
Integrys Energy Services, Inc. 
Age 47 • Years of service 25 

Charies A. Schrock 
President and Chief Executive Officer -
Integrys Energy Group ** and 
Resident and Chief Executive Officer-
Wisconsin Public Service Corporation 
Age 55 • Years of service 29 

Larry L. Weyers 
ExecuiJve Chairman ** 
Age 63 • Years of service 23 

Berth J. Wblf 
Vice President - Chief Legal Officer 
and Secretary 
Age 51 • Years of service 20 

Title, age, and years of sendee are as of December 37, 2008. Years of service take into consideration sen/ice with /ntegrys Energy Group or a system company. 
Appointed to this position as of January 1. 2009. 

COMPARATIVE FIVE-YEAR INVESTMENT PERFORMANCE GRAPH 

The following graph presents a five-year 

comparison of: 

• Integrys Energy Group's common 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. 

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN'2) 

300 

2003 2004 2005 2006 2007 2008 
YEAR 

Integrys Energy Group -*- S&P 500 Index -»- EEI Gas and Electric Index 

2003 2004 2005 2006 2007 
m ^ 

Integrys Energy Group 

S&P 500 Index 

EEI Gas and Electric Index 

100 
100 
100 

113 
111 
125 

130 
116 
146 

133 
135 
177 

134 
142 
206 

m n 
w 

Assumes $100 invested on December 31, 2003, in Integrys Energy Group Common Stock, S&P 500 Index, and EEI Gas and Electric Index. 

*i> 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. 

(2) Total return assumes reinvestment of dividends. 
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INVESTOR INFORMATION 

SHAREHOLDER INQUIRIES 
Our transfer agent, American Stock Transfer 8c Trust Company, 

can be reached via telephone between 7 a.m. 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 2 1 , 2007, bear the name 

of WPS Resources Corporation and remain valid certificates. 

On December 3 1 , 2008, we had 75,992,768 shares of common 

stock outstanding, which were owned by 34,016 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 December 31 (By Quarter) 
Dividends 
Per Share 

Price Range 
High Low 

2007 1st quarter 
2nd quarter 
3rd quarter 
4th quarter 

$ .533 
.660 
.660 
.660 

$58.04 
60.63 
55.25 
54.10 

$52.72 
50.11 
48.10 
50.02 

$2,563 

Anticipated record and payment dates for common stock 

dividends to be paid In 2009 are: 

Record Date Payment Date 

February 27 

May 29 

August 31 

November 30 

March 20 

June 20 

September 19 

December 19 

Integrys Energy Group, Inc, 

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 & 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." 

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 of 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. 

Participation in the Stock Investment Plan is being offered only 

by means of a prospectus. If you would like a copy of the 

Stock Investment Plan prospectus, you may use American 

An Environment of Energy 

http://www.amstock.com


NVESTOR INFORMATION 

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 investor@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 2009 are: 

Record Date 

January 15 

April 15 
July 15 
October 15 

Payment Date 

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 v*flww.amstock.com. 

AVAILABILITY OF INFORMATION 
Company financial information is available on our Web site at 

wnivw.integrysgroup.com under Investors. 

You may obtain, without charge, a copy of our 2008 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. 
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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 o f t he 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 Wednesday, 

May 13, 2009, at 10 a.m. Central daylight t ime a t the Weidner 

Center, University of Wisconsin - Green Bay, 2420 Nicolet Drive, 

Green Bay, Wisconsin. 

Proxy statements for our May 13, 2009, Annual Shareholders' 

Meeting were mailed to shareholders of record on April 3, 2009. 

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 modified 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.integry5gr0up.com under "Investors." You may also 

obtain the information by written request to the Corporate 

Secretary at the mailing address for 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 31 , 2008, 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 2008 the Annual CEO 

Certification required by Section 303A.12(a) of the New York 

Stock Exchange Listed Company Manual. 

Integrys Energy Group, Inc. r%--;V''':.''i An Environment of Energy 
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investor Relations 
Integrys Energy Group, Inc. 
700 North Adams Street 
Green Bay, Wl 54301 

Mailing Address: 

Integrys Energy Group, Inc. 
P.O. Box 19001 
Green Bay, Wl 54307-9001 

Telephone: 800-228-6888 

Fax: 920-433-1526 
E-Mail: investor@integrysgroup.com 

Financial Analyst Inquiries 
Steven P. Eschbach, CFA 
Vice President - Investor Relations 

Integrys Energy Group, Inc. 
130 East Randolph Drive 

Chicago, IL 60601 

Telephone: 312-228-5408 
E-Mail: speschbach@integrysgroup.com 

TCQ Stock Exchange Listing 

nHKnil New York Stock Exchange 

jrjrrSS Ticker Symbol: TEG 
111 Y ^ C Listing Abbreviation: IntegrysEngy 

Transfer Agent and Registrar 
For General Information: 

American Stock Transfer & Trust Company, LLC 

59 Maiden Lane 
NewYork, NY 10038 

Web Site: wvvw.amstock.com 
E-Mail: info@amstock.com 

Telephone: 800-236-1551 (toll fr^e), 718-921-8124 (international) 
Fax:718-236-2641 

For Dividend Reinvestment and Direct Stock Purchase 

American Stock Transfer & Trust Company, LLC 

Wall Street Station 

P. O. Box 922 

NewYork, NY 10269-0560 
Telephone: 800-236-1551 (toll free) 

WISCONSIN UTILITY INVESTORS, 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, and the public. WUI can be readied 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 Uie collective voices of nearly 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@mnutilityInvestors.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, gender 
identity, disability, disabled veterans, recently separated veterans, 
other protected veterans, and armed forces service medal veterans, 
or any other protected class. To this end, v̂ re support and will 
cooperate fully with all applicable laws, regulations, and executive 
orders in all of our employment policies, practices, and decisions. 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D. C. 20549 

FORM 10-Q 

[x] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended March 31, 2010 

OR 

{ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the tran^tion period from to 

Commission 
File Number 

Registrant; State of Incorporation; 
Address: and Telephone Number 

IRS Employer 
Identification No. 

1-11337 INTEGRYS ENERGY GROUP. INC. 
(A Wisconsin Corporation) 
130 East Randolph Drive 

Chicago, Illinois 60601-6207 
(312)228-5400 

39-1775292 

Indicate by check mark whether the r^istrant (1) has filed all reports naquired to be filed by SecHon 13 or 15(d) ofthe SecuritJes 
E j o ^ n g e Act of 1934 durir^ the precadRig 12 months (or for such shorter perkicl ttiat the registrant was required to file such 
reports), and (2) has been sut>|ect fo such filing requirements for the past 90 days. 

Y ^ P Q N o [ ] 

Indicate by dieck mark whsUier the registrant has submitted electronically and posted on its corporate website, if any, every 
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 rnonths 
(or for such ehorter period that the registrant was required to submS and post such files). 

Y e s [ ] N o [ ] 

indicate by <3n&€k mark whether the l e ^ r e n t Is a large accelerated filer, an accelerated frier, a non-accelerated filer, or a smaller 
reporting company. See the deffnitlons of "large accelwated filer," "accelerBted filer,*' and "smatter r^orting company" In 
Rule 12b-2 ofthe Exchange Act 

l^arge acoeterated filer PQ 
Non-accelerated filer [ } 

Acceterated filer [ 1 
Smaller reporting company [ ] 

Indicate by check maik whether the registrant is a shell company (as defined in Rule 12b-2 ofthe Exchange Act). 

Yes t 1 No [X] 

Indicate the number of shares outstanding of each ofthe Issuer's classes of cofmion stock, as ofthe latest practicable date: 

Common stock. $1 par value, 
77,017.367 shares outstanding at 
May 5.2010 
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Written Statement of the Chtef Executive Officer and Chief Financial Officer 
Pursuant to 18 U.S.C. Section 1350 for Integrys Energy Group, Inc. 
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Commonly Used Acronyms 

AFUDC Altowance for Funds Used During Construction 

ASC Accounting Standards Codifcation 

ATC American Transmission Company LLC 

EEP Enhanced Efficiency Program 

EPA United Stetes Envin>nmentel Protecfkin Agency 

FASB Financial Accounting Standards Board 

FERC Federal Energy Regulatory Commission 

GAAP United Stetes Generally Accepted Accounting Principles 

IBS Int^rys Business Support, LLC 

ICC lllhiois Commerce Commission 

IRS United Stetes Internal Revenue Service 

LIFO Last-in, first-out 

MERC Minnesote Energy Resources Corporation 

MGU Michigan Gas Utilities Corporation 

MISO Midwest independent Transmission System Operator, Irtc, 

MPSC Michigan Public Servbe Commission 

MPUC Minnesote Public Utility CommtsslQn 

N/A Not Applicable 

NSG North Shore Gas Company 

NYMEX New York Mercantite Exchange 

PEC Peoples Energy Corporatkin 

PGL The Peoples Gas Light and Coke Company 

PSCW Public Servfce Commission of Wisconsin 

SEC United Slates Securities and Exchange Commission 

SFAS Statement of Financial Accounting Standards 

UPPCO Upper Peninsula Power Company 

WDNR Wisconsin Deparfenenl of Natural Resources 

WPS Wisconsin Public Service Corporation 

WRPC Wisconsin River Power Company 
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Forward-Looking Statemente 

In this report, Integrys Energy Group and its subsidiaries make stetements conceming expectations, 
beliefs, plans, objectives, goals, strategtes, and future events or performance. Such stetements are 
"forward-tookrng stetemente" within the meaning of Section 21E of the Securities Exchange Act of 1934, 
as amended. FonArard-looking stetements are subject to assumptions and uncerteinties; therefore, actual 
resulte may differ materially from those expressed or implied by such fonvard-looking stetements. 
Although Integrys Energy Group and its subsidiaries believe that these fonvard-looking stetements and 
the underlying assumptions are reasonable, they cannot provide assurance that such statemente will 
prove correct. 

FonArard-boking stetements include, among other things, stetemente concerning managements 
expectetions and projections regarding eamings, regulatory matters, fuel coste, sources of electric energy 
supply, coal and natural gas deliveries, remediation coste, environmentel and other capitet expenditures, 
•buidity and caprtel resources, trends, estimates, completbn of construction projecte, and other matters. 

Forward-looking statemente invoive a number of risks and uncerteinties. Some risks that could cause 
results to differ from any fontvard-iooking stetement include those described in Item 1A of Integrys Energy 
Group's Annual Report on Form 10-K for the year ended December 31,2009, as may be amended or 
supplemented in Part II, Item 1A of this report Other fectors include: 

• Resolution of pending and future rate cases and negotiations (including the recovery of deferred 
coste) and other regulatory decl^ns impacting integrys Energy GnDup's regulated businesses; 

• The impact of recent and ̂ ture federal and stete regulatory changes, including legislative and 
regulatory initiati'ves regarding deregulation and restructuring of the electric and natural gas utility 
industries, changes in environmentel and other regulations, including but not limited to, 
greenhouse gas emissions, energy efficiency mandates, renewable energy standards, and 
reliability stendanjs, and changes in tax and other tews and regulations to which Integrys Energy 
GnDup and ite subsidiaries are subject; 

• Current and future litigation and regulatory investigations, enton^ment actions or inquiries, 
including but not limited to, manufectured gas plant site cleanup, third-party intervention in 
pemiitting and licensing projecte, compliance with Clean Air Act requiremente at generation plante, 
and prudence and reconciliation of coste recovered in revenues through an automatic gas cost 
recovery mech^ism; 
The impacte of changing financial market conditions, credit ratings, and interest rates on the 
liquidity and financing effbrte of Integrys Energy Graup and ite subsidiaries; 
The risks related to executing the strat^y change associated with integrys Energy Group's 
nonregulated energy services business, including the restnjcturing of ite retail natural gas and retell 
electric marketing business; 
The risks associated with changing commodity prices (particulariy natural gas and electricity) and 
the available sources of fuel and purchased power, including their impact on margins; 
Resolution of audUs or other tax disputes w i^ the IRS and various state, local, and Canadian 
revenue agencies; 
The effecte, extent, and timing of additional competition or regulation in the markete in which 
Integrys Energy Group's subsidiaries operate; 
The retentton of ms^ket-based rate authority; 
The risk associated with the value of goodwill or other intengibtes and their possible impairment; 
Investment p^lbnnance of empbyee benefit pian assete and the related impact on future funding 
requiremente; 
Changes in techrrotogy, particulariy with respect to new, developing, or alternative sources of 
g^eration; 
Effecte of and changes In politicai and legal developmente, as well as economic conditbns and the 
related impact on customer demand; 
Potential business strategies, including mergers, acquisitions, and construction or disposition of 
assete or businesses, which cannot be assured to be completed timely or within budgete; 
The direct or Indirect effecte of terrorist Incidente, natural disasters, or responses to such evente; 
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• The effectiveness of risk management strategies, the use of finandai and derivative instruments, 
and the ability to recover costs from customers in rates associated with the use of those strategies 
and financial instrumente; 

« The risk of financial loss, including increases in bad debt expense, associated with the inability of 
Integrys Energy Group's and its subsidiaries' counterparties, affiliates, and customers to meet their 
obligations; 

• Customer usage, weather, and other natural phenomena; 
• The utilization of tex credit and loss carryfonvands; 
• Contributions to eamings by non-consolidated equity method and other investmente, which may 

vary from projections; 
• The effect of accounting pronouncements issued periodically by stendard-setting bodies; and 
• Other factors discussed elsewhere herein and in other reports fited by \ntegrys Energy Group from 

time to time with the SEC. 

Exc^ t to the extent required by the federal securities laws, Integrys Energy Group and ite 
subsidiaries undertake no obligation to publicly update or revise any fotward-looking statemente, 
whetfier as a result of new information, future evente, or otherwise. 

file:///ntegrys
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PARTI. FINANCIAL INFORMATION 

t tem l . Financial Stetemente 

INTEGRYS ENERGY GROUP, INC, 

CONDENSED CONSCHJOATED STATEKIDSNTS OF INCOIUIE (Unaudited) 

(MHItons, except per share dada) 

Nonregulated revenues 

Utaily revenues 

Total revenues 

Three Months Ended 

March 31 

2D1D 2009 

$646.8 

1,256.6 

1.903.4 

$1,786.3 

1.414.5 

3,2Q0.« 

Nonragutoted coat of lUel, natural gas. and purchased pouw 

Utility cost of fuel, natural gas, and purchased power 

Operating and maintenance expense 

Goodwa impatnnBnf loss 

Restnjcturing «tpense 

Net toaa on Integrys Energy Services' dispositions related to strategy change 

Depredation and amortization expense 

Taxes other than income taxes 

639.6 

741.5 

268.1 

. 
2.7 

39.8 

64.2 

28.2 

1,769.1 

910.6 

291.3 

291.1 

-
-

S6.9 

26.9 
Operating Incoma (loss) 

^ffisce]laneous income 

Intenest ttcpense 

Other expense 

Income (IO&B) before taxes 

Provision for inconne taxes 

Net Income floes) from continuing operations 

Discontinued ooaretiDns, net of tax 

Net incomB (loss) 

Preferred stock dividends of subsdiary 

Noncontioling riterest in subsidiaries 

Net Income (Joss) attributed to common sharehotders 

119.3 

20J4 

(39.4) 

{ t m 

1DQ.3 

E0.1 

50^ 

0.1 
50.3 

(0.6) 

$49.5 

(145.1) 

21.1 

(42.7J 

(21.6) 

(166.7) 

i2.a 
(179.5) 

(179.5) 

(0.8) 

0.1 

($180.2) 

Average shares of common stock 
Basic 
Diluted 

76.9 
77,1 

76.7 
76.7 

Earnings Ooss) per common share (basic) 

Net income (toss) Irom cor^nuing operations 

Discontinued operations, net of tax 

Eenilnos floss^ per common share (basic) 

Earnings (loss) per common share (diluted) 

Net income (loss) from continuing operations 

Discontinued operations, net of tax 

Earnings flossy per common share (dHutsd) 

Dividamte parcomnMn share daclarsd 

$0.64 

$0.64 

$0.64 

$0.64 

$0.68 

(S2.3S) 

($2.35) 

($2.35) 

($2.35) 

$0.68 

The accompanying condensed notes are an integral part of these statements. 

-6-
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INTEGRYS ENERGY GROUP, INC. 

CONDENSa> CONSOLIDATED BAl-ANCE SHEETS (UMIUllltKl) 31 DecsmbBrai 

2010 200B 

Aissta 

Cash and c a ^ «f|iiivalentB 

CoUaleral on deposit 

Accounts raceivablB and accrued imtitsa rsvenuas, nat of reBervaa of $50.3 and 957 J5, raspscflvaly 

Assete from itok 

R^utatoiy assets 

Deferred Inoorm taxes 

^^satB held ftx-Bala 

Ottter current asaata 

$2B$.1 

2&1J6 

1,fl21v4 

649 
763.7 
119.9 

gsjG 

24SJI 

$44.6 
164.8 

304.3 

1,522.1 

121.1 

92.9 

2S5 

257.6 

Current assete 2,848.2 3.512.2 

Praper^, frianl, and aquipnteni, net of acumulaleii dapraclallon ct $2.BB5.9 and $2.647J!, raapecdv^ 

RagulatoiyaBaets 

A s f t ^ from risk rnanagflment BdMfies 

GoDdMA 

4,929.0 
1,488.8 

179.S 
642.5 
525.4 

4.045.1 

1>t34.9 
7854 
a423 
517.8 

Total $10^84.5 $11347.9 

UablMas and Equity 

Short-tenn debt 

Cinenl parVon of lang4Hm detit 

^scounls pajrable 

U A i t tas flrom risk mcBiagement actMHn 

Regulatory llabWIu 

UablfiastwU for sale 

Temitwary LIFO Rquid^ion credit 

OUiw cwrenl IMilEties 

$172.7 

3934 

838.9 

948.2 

1143 

. 

$222-1 

118.5 

638.4 

1.607.1 

1QQ4 

0.3 
I S U 
396.4 461.8 

2^1 .2 3.147.6 

Lano-termdebl 

Deferred N » m e taxes 

DefBTTed investment tax<radits 

l ^ u l d o i y ItsURttes 

EmriroKnoiial famediation llstiMiefi 

Penskxi and ottwrpDaliellreinent bsnaB olii^iatfons 

UBMMBS f n m itslt raanapemenlaclviGes 

Asset reHrement obl^aHonB 

Ottitt-long-tenn iatilMas 

2,Q66J> 
692.3 

36.2 
264.3 
667.0 
66S.2 
ZB8.7 
187.7 
144.3 

2.394.7 
85&2 
36.2 

277.6 
65&& 
640.7 
783.1 
194.8 
147.4 

Long4ennl 5,791.5 

Commitments and contlnganclas 

Common dock - $1 par value; 200,000.000 shams aulhodzed; 7S,SQ6.20& sharea feauad; 

76407 .8^ shares outslarulng 

Addncndpald-hcsfriM 

Acoumulated oUwrcomprstieiisluakKs 

Treasury stock and shares In dafanwl compens^on trust 

Totai common shareholders' equt^ 

Preened stock of subshttary - $100 par v ^ s ; 1,000.000 shares authorized; 

611,BK Shares issued: 510485 shares QuIstandtnB 

Noneonira»ng Interest in euiJSidiBriea 

Total HabHUes and equf^ 

(«6.1) 

{16.7) 

2,880.3 

S1.1 

(1.1) 

$10,664^ 

(44.0) 

(172) 

2388.8 

51.1 

(asj 
$11347.9 

TTie condensed notes are an integi^ pa l of Ihese statements. 
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IKTEGRYS ENERGY GROUP, INC. 

CONDENSED C(mSOLIMTED STATEMEMTS OF CASH FLOWS (Unsudltad) Three (Months Ended 

March 31 

(MiBons) 2D10 20D9 

Opereflnfl ActEvlUss 

Net bicenw floss) $60.3 ($1763) 

Adjuslmenls to reconcte iwt income ^oss) ID net cash pnnddad l y opereBng adMlieE 

DtoconbHjBdaperat)ai8.natofiax (0.1) 

QoodwH Imr^muAlloss 

DqaedaBon and amHSEaDon vqpense 

rts<a)verfQ8 and rsfunds of reQuMoiy a»ets and HabWIaa 

Net unreaiteed losses on nomegulatQd anergy eoniracts 

I4emnguleted tower <tf a!«i or mutut tonnloiy ai^uslmerfts 

BitidsMeiqiMnse 

F^nsion end other postnstlranient eoqiense 

PoiBlon and ottiar piBtiattement ocsdrtixiUons 

Defetred fticorm taxes and invasimflnt lax ciQiS 

(Gain) loss on sale of assets 

Equl^ inconiB, net of dMdands 

Othv 

Changes In wnfldng capHai 

Colaterd on depoal 

Accounts rBcdvd)ls and aocnied laiUIEBd revenues 

Other current a s s ^ 

Accounts pqralflB 

Tempotary UFO KvildattonoedtL 

Other currant ial)iHoii 

ProcesdB fcom the sde ordsposal of assets 

PuFEiiase o4 e q u ^ investments 

(»her 

-
64.2 

14.8 

71.7 

1 4 

144 

20L9 

(1.2) 

27.6 

383 

(3.21 

122.1) 

(84.7) 

(71.81 

2003 

173 

1344} 

1 « 3 

(68.8) 

291.1 

563 

193 

1053 

3S.7 

263 

16.2 

(34) 

(S4.3] 

(13) 

(3.91 

10.0 

(205.1) 

2713 

457.4 

S2.0 

(319.3) 

126.6 

1303 

Net cash pwidded by opersHag acHvlBBS ^ 419.4 aS2.E 

InveelinBAeflvlQea 

(63.2) 

66.7 

(S.1) 

(3.2) 

(B9.3) 

3.2 

(63} 

15 

Natcarti uwd for tafesthB actfvttlss (16.6) (933) 

Financing ActtvMas 

ShorMerm debt, net 

RadsmpSor} of notes p^iiriilB 

Proceeds from safe of bonowsd nabJial gas 

Purchase of natural gas to repay natural gas toans 

Rapaymenlorione^tBnn datM 

Payment of Addends 

Preferred stodc of stASUary 

CommoRStodc 

Issuance of common sbKlt 

Payments made on deiMaivft oonbacis ralaled io dlvastHwas dashed as ftnncfng activities 

Other 

Net cash used for flnawcinn « < ^ t f ea ^ (189.1) (6813) 

Cliange ta caMi and cash Kpdvalenls • conSniAig operations 214.E 773 

Change in c « h and cash eqidvalenla • tHscDnt^ued operations 

Netcashprowhtedbylmw^ngadMBes 31 -

Net change tacaah and caahaqidvatsnfe 214.6 773 

CashandcasheifiitvaientsatbeglrBiingofpertod f l S 254.1 

Cash a?td cash aqdvalwita at end of period $259.1 $331.7 

The accompanying condenaed notes are an iittsgrri part of Qtesa statements 

(49.4) 

-
26.7 

(2.0) 

(«63) 

(0.8) 

(48.6) 

7.7 

(663) 

(13) 

(539.2) 

(157.9) 

1073 

(363) 

-

(0.8) 

(61.7) 

-
-
(34) 
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INTEGRYS ENERGY GROUP, INC. AND SUBSIDIARIES 
CONDENSED NOTES TO FINANCIAL STATEMENTS 

March 31,2010 

NOTE 1-FINANCIAL INFORMATION 

The condensed (wnsolidated financial statements of Integrys Enei^y Group, Inc. have been preparetd 
pursuant to the rules and regulations of the SEC for Quarterly Reports on Form 10-Q and In accordance 
with GAAP. Accordingly, these condensed consolidated financial statements do not include all of the 
information and footnotes required by GAAP for annual financial statements. These condensed 
consolidated financial statements should be read In conjunction with the consolidated linancial statements 
and rwtes in the Integrys Energy Group Annual Report on Form 10-K for the year ended December 31. 
2009. 

The condensed consolidated financial statements are unaudited, but, In management's opinion, include all 
adjustments (which, unless othenivise noted. Include only normal recun-ing adjustments) necessary for a 
fair presentation of such financial statements, Financial results for this interim period are not necessarily 
indicative of results that may be expected for any other interim period or for the year ending Decwnber 31, 
2010. 

NOTE 2-̂ CASH AND CASH EQUIVALENTS 

Short-temf) investments with an original maturity of three mon^s or lass are reported as c t̂sh equivalents. 

The following is supplements^ discliDsure to the Integrys Energy Group Condensed Consolidated 
Stetenrtents of Cash Flows: 

Three Months Ended March 31 
ffJMons) 2010 2009 
Cash paid for interest $23.5 $29.7 
C^sh pe»d for Income taxes 11.5 ' 0.9 

Significant non-cash transactions were; 

Three Months Ended March 31 
(MiUions) 2010 2009 
Construction costs funded through accounts payable $10.3 $17.9 
Equity issued for reinvested dividends 5.5 
Equi^ '^sued for stock-based compensation plans 3.0 
Intangible assets (customer contracts) received in exchange 

for risk management assets - 9 ^ 
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NOTE 3--RISK MANAGEMENT ACTIVITIES 

In the ttiree months ended March 31.2010, Integrys Energy Group identified additional classes of risk 
management assets and liabilities as a result of the implementation of FASB Accounting Standards 
Update (ASU) 2010-06, "Fair Value Measurements and Disclosures (Topic 820), Improving Disclosures 
about Fair Value Measurements." As required, this ASU was only applied for the quarter ended 
March 31,2010, and therefore, prbr perk}ds do not reflect the expanded disclosure requirements. 

The following tables show Integrys Energy Gn^up's assets and liabilities from risk management activities. 

miNons) 
Uttlfly Segments 
Non-hedge derivatives 

Natural gas contracts 
Natural gas contracts 
Financial transmission rights 
Petroleum product contract 

Total commocHty contracts 
Total commodity contracts 

Cash flow hedges 
Natural gas conbacts 
Natural gas contracts 

Nonregulated Segments 
Non-hedge derivatives 

Natural gas contracts 
Natural gas contracts 
Power contracts 
Power contracts 

Ti^al commodity contracts 
Total commodl^ contracts 

Interest rate swaps 
Interest rate swaps 
Foreign exchange confracls 
Foreign exchange contracts 

Fair value hedges 
Interest rate swaps 

Cash flow hedges 
Natural gas contracts 
Natural gas contract 
Power contracts 
Power contracts 

Total commodity contracts 
Total commodity contracts 

Interest rste swaps 

Total 

Balance Sheet 
Presentation *" 

Current 
Long-temi 
Cunent 
Cunent 

Long-term 

Current 
l-ong-term 

Cunent 
Long-term 
Current 
Long-term 
Current 
Long-term 
Cunent 
Long-term 
Cunent 
Long-temi 

Cunent 

Cunent 
Long-term 
Current 
Long-term 
Current 
Long-term 
Current 
Current 
Long-term 

March 31. 2010 
Risk Management 

Assets 

$ 0.5 
0.8 
1.0 
0.2 
2.6 
0 ^ 

-
-

189.4 
92.2 

557.2 
83.4 

746.6 
175^ 

-
-

1.0 
0.8 

1.9 

0.4 
-

1.2 
2.3 
1.6 
2.3 

-
763.7 
179.5 

$933.2 

Risk Management 
Liabilities 

$ 47.7 
5.3 
0.4 

-
48.1 

5.3 

0.9 
0.4 

186.4 
90.6 

670.5 
142.1 
856.9 
232.7 

0.8 
2.6 
1.0 
0.8 

-

4.9 
0.1 

32.7 
16.8 
37.6 
16.9 
0.9 

946.2 
258.7 

$1,204.9 

AD derivEdives ara recognized on ttie balants sheet al their fair value unleas ttiey qualHV fbr fhe nomtal purchases and sales 
exception. Integofs Energy Group continually assesses its contracts designated as normal and will discontinue the treatment 
of these contracts as natms\ \ i the requiTed criteria are no longer met. Assets and )lat)]ntles froin risk management activities 
ere classified as cumsnl or long-term based upon the maturities oFthe underiying contracts. 

-10-
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QlSillions) 

December 31. 2009 
Balance Sheet Risk Management Risk Management 
Presentation * Assets Liabilities 

Utility Segments 
Non-hedge dertvafiues 

Commodity contracts Current 
Commodi^ contracts Long-tenn 

Cash flow hedges 
Commodity contracts Current 
Commodity contracts Long-term 

Nonregulated Segmente 
Non-hedge derivatives 

Commodity contracts Current 
Commodity contracts Long-term 
Interest rsfte swaps Current 
Interest rate swaps Long-term 
Foreign exchange contracts Current 
Foreign ^change contracts Long-tenn 

Fair value hedges 
Commodity contracts Current 
interest rate swaps Cunent 
Interest rate swains Long-term 

Cash ftow hedges 
Commodity contracts Cwtent 
ComrrvxKty contracts Long4erm 
interest rate swaps Current 
Interest rate swaps Long-t^m 
Foreign exchange contracts Current 

10.8 
2.0 

1,503.9 
787.2 

1.0 
0.9 

1.8 
0.8 

4.6 
4.5 

24.7 
1.5 

0.2 
0.1 

1,548.4 
769.5 

1.0 
2.5 
0.9 
0.9 

30.1 
8.6 
1.8 

Current 
Long-term 

1.522.1 
795.4 

1,607.1 
783.1 

Total $2,317.5 $2,390.2 

* Ail dartvathres ara lecognlzad onUhe t>aiance sheet at their fair value unless they qualify for the normal purchases «nd sales 
exception. Integrys Energy Gnsup continually assesses Its contracts dea^ated as normal and wilt disccmtinue the treatment 
of these contracts as nomiai if fhe required criteria are no longer met. Assets and liabilities from risit management activities 
are classified as cwrent or long-term t)a&ed upon the maturities of the underiying contracts. 

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

(Mifiions) March 31, 2010 December 31,2009 
Cash collateral provided to others 
Cash collateral received from others 

$251.6** 
47.2 

$184.9 
55.2 

** On April 1,2010, $212.2 million of cash was recovered from a counterparty, and replaced with & tetter of credit. 

Certetn of Integrys Energy Group's derivative and nonderivative commodity instrumente contein provisions 
that could ret^uire "adequate assurance" in the event of a material adverse change In Integrys Energy 
Group's credrtworthiness, or the posting of additional collateral for instruments in net liability positions, if 
trig^tered by a decrease in credit ratings. The aggregate fair value of all derivative instrumente with 
specific credit-risk related contingent features that were in a lability posltton at March 31,2010, and 
December 31,2009, was $900.6 miliion and $579.6 miliion, respectiveiy. 

if all of the credit-risk related (x>ntingent features conteined in commodity instruments (including 
derivatives, non-derivatives, nomnal purchase and nomiai sales contracte, and applicable payables and 
receivables] had been triggered. Integrys Energy Group wouki have been required tc post collateral of 
$616.2 million and $566.3 miilion at March 31,2010, and December 31,2009, respectively. Of these 
amounte. Integiys Energy Gtioup had already satisfied $335.9 miliion at March 31,2010, of which 
$212.2 million was satisfied with cash and the difference was satisfied with letters of credit, and 
$51.9 million at December 31.2009, all satisfied with tetters of credit Therefore, the remaining collateral 

-11-
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requirement would have been $280.3 mlllton at March 31,2010, and $514.4 miliion at December 31, 
2009. 

Utility Segmente 

Non-Hedge Derivat'ves 

Utility derivatives include a limited number of natural gas purchase contr^ts, financial derivative contracte 
(futures, options, and swaps), and financial transmission righte used to manage electric transmission 
congestion coste. The futures, optktns, and swaps were used by both the electric and natural gas utility 
segnrtente to mitigate the risks associated with the mdricet price volatility of natural gas supply costs and 
the coste of gasoline and diesel fuel used by utility vehicles. 

Derh/atlve Instfumente at the utiilties are entered into In accordance with the terms of the risk 
manag^nent plans approved by their respective Boards of Directors and, If applicable, by their respective 
regulators. Most ener̂ gy-mlated physical and financial derivatives at the utilities qualify for regulatory 
deferral. These derivatives are marked to fair value; the resulting risk management assets are oflset with 
regulatory liabilities OT decreases to regulatory assete. and risk management iiabflities are offset with 
regulatory assete or decreases to regulatory liabilities. Management believes any gains or losses resulting 
from the eventual settlement of these derivative instn^mente will be refunded to or collected from 
customers in rates. 

The tebles below show the unrealized gains (losses) recorded reiated to non-hedge derivatives at the 
utilities. 

Three Uontiia Ended 
(Minions) Financial Statement PresentaHon March SI , 2010 
Natural gas contracts Balance Sheet - Regulatory assets (current) $(264) 
Natural gas contracts Balance Sheet - Regulatory assets Oong-term) (6.2) 
Natural gas contracts Betance Straet" Regulatory I tabi^s (current) (0.2) 
Financial transmission rights Balance Stieet - Regulatory aseets (cunent) 0,9 
Financial transmission rt^vts Balance Sheet - Regulatory llabiifties (currmt) (2.3) 
Petroieufn product contracts Income Statetnenl - Qperatir̂ g and maintenanee expense (0.1) 

Three Months Ended 
(MIHIons) ________^ Financial Statement Presentation iyterch31.20D9 
Commodi^ contracts Balance Sheet - Regulatory assets (current) $15.8 
Commodi^ contracts Balance Sheet - Regulatory assets (long-term) 0.3 
Commodity contracts Balance Sheet - Regulatory liabillfies (cunent) (2.7) 
Cqmmodttv contracts tnoome Stetement - UtW^ cost of fue^. natural gas, and purchased power 0;2 

The utilities had the following notional volumes of outstending non-hedge derivative contracte: 

March 31.2010 Decemljer31.20D9 
Ottier Other 

Purchases TransaeHons Ptirchases TranaacHona 
Natural gas (milNons of themis) 667.4 N/A 833.2 N/A 
RnancfBl transmisskm rights (mKlions of klwvatf-^ours) NfA 2.287.9 N/A 4,546.6 
Petroteum products (barrala) 31,869 N » 42.823 M/A 

•12-
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Cash Fiow Hedges 

PGL uses natural gas contracte designated as cash flow hedges to hedge changes In the price of natural 
gas used to support operattons. These contracte extend through December 2011, PGL had the following 
notional volumes of outetanding contracte that wer^ designated as cash fiow hedges: 

Purchases 
March 31,2010 December 31,2009 

Natural gas (millions of therms) 9.0 9.6 

Changes in the fair values of the effective portions of these contracts are included in other comprehensive 
Income (OCI). net of taxes. Amounte reconJed In OCI related to these cash flow hedges will be 
recognized in eamings when the hedged transat^lons occur, or if it is probable that the hedged transactbn 
will not occur. The tables below show the amounte related to cash fiow hedges recorded in OCI and in 
eamings. 

Unreafaed toes Recognized In OCI on Derlvathre Instrumants (EfBecthre Portion) 

miftons) 2010 
Three Months Endad March 31 

2009 
rteturat gas contracte $(1.1) ¥(0.6) 

Loss Reciassifted from Accumuhited OCI into hicome (Effective Portion) 

minon^ Income Statement Preswitatbn 
Three lltenths Ended March 31 

2010 2009 
Settled natural gas contiactB Operatfng and mafailenance Mcpense *<0-1> $(Q.1> 

The amount reclassified from accumulated OCI into eamings as a result ofthe discontinuance of cash 
flow hedge accounting for certein hedge transacSons was not significant during the three mc»iths ended 
March 31,2010, and 2009. Gash flow hedge ineftectiveness related to these natural gas contracte was 
not significant during the three months ended March 31.2010, and 2009. When testing for effeclsveness, 
no portion of the derivative instrumente was excluded, in the next 12 months, PGL e)q:)ecte that an 
insignificant pre-tax loss will be recognized in earnings as the hedged transactions occur. ^ 

Nonregu lated Segments 

Non-Hedge Derivatives 

Integrys Energy Group's nonregulated segmente enter into derivative contracte such as futures, fomvards, 
options, and swaps that are not designated as accounting hedges under GAAP. In most cases, these 
c(»itracte are used to manage commodity price risk assot^ted wth customer-related contracte and 
interest rate risk associated with expected future natural gas purchases. 

The nonregulated segmente had the following notional volumes of outetanding non^hedge derivative 
contracte: 

(HSUIions) 
Commodity contracts 

Natural gas (themis) 
Povi«r(kiiowatt-houi9) 

Interest rate swaps 
Foreign exchange contracts 

Purchaees 

1.704.6 
48,004.2 

N/A 
$314 

Mai«h31.2010 

Sales 

1479.4 
40,1004 

N/A 
$314 

other 
Transactlone 

N/A 
N/A 

$102.6 
N/A 

Purchases 

2.9904 
132,2004 

N/A 
$36.1 

BecemberJI.SJQM 

Sales 

2.917.1 
125,983.1 

N/A 
$35.1 

Other 
Transactions 

N/A 
N/A 

$219.2 
N/A 

-13-
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Gains (losses) related to non-hedge derivatives are recognized cun*entiy in eamings, as shown In the 
tables below. 

Three Months Ended 
(lUfflffons} Income Stetement Presentation March 31,2010 
Natural gas contracts Nonregulated revenue $ 3.2 
Natural gas contracts Nonregulated revenue (reclassified from 

accumulated OCI) 0.3 * 
Power contTffiits Nonregulated ravanue (60.7) 
Interest rate swaps Interest expense (04) 
Total $(77.6) 

* Represents amounts reclassified from accumulated OCI related to cash flow hedges that were dedesignated In 
prior periods. 

Thrse Months EiKied 
(Millions) Income Stetement Prasentetion March 31,2009 
Commodity contracts Nonregulated revenue $(39.6) 
Interest rate swaps Interest expense 0.1 
Foreign exchange contracte Nonregulated revenue OA 
Total ^ $(394) 

Fair Vaiue Hedges 

At PEC, an interest rate swap designated as a fair value hedge is used to hedge changes In the fair value 
of $50.0 mfllbn of PEC Series A 6.9% notes due January 15,2011. The changes in the fair value of this 
hedge are recognized cun'entiy tn earnings, s^ are the changes in fair value of the hedged item. 
Unrealized gains (losses) related to the fair value hedge and the related hedged item are shown in the 
tabte betow. 

/1llfj7//ofisi 
Interest rate swap 
Debt hedged by swap 
Total 

Income Statement 
Praeentatlon 

Interest expense 
Interest expense 

Three Months Ended March 31 

2010 2009 
$(0.7) $(0.3) 

0.7 0.3 
$ - $ -

Fair value hedge ineHectiveness recorded in interest expense on the Condensed Consolidated 
Statemente of Income was not significant for the three months ended March 31,2010, and 2009. No 
amounte were excluded fi^m effoctiveness testfng related to the interest rate swap during the three 
months ended March 31,2010, and 2009. 

Casf} Flow Hedges 

Naturnl gas futures, fonvanls, and swaps that are designated as cash fiow hedges extend through 
January 2012, while power futures, fomvards, and swaps designated as cash fiow hedges extend through 
May 2013. These contracte ane used to mitigate the risk of cash flow variability associated with future 
purchases and sates of natural gas and power. Integrys Energy Group also has two Interest rate swaps 
that are des^nated as cash fiow hedges to fix the Interest rate on an unsecured terni loan through 
June 2010. The nonregulated segmente had the folkiwing notional volumes of outetanding contracte that 
were designated as cash fbw hedges: 

14-
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rmiions^ 
ConunoCtty contracts 

Natural gas (themis) 
Power (kiiowat^ours) 

Interest rate swaps 

Purchases 

65.9 
6,982.7 

N/A 

Sales 

16.1 

N/A 

2010 
other 

Transactions 

N/A 
N/A 

$65.6 

Purchases 

5.9 
7,116.2 

N/A 

pepeml?er3i.2009 
other 

Sales Tratttactlone 

8.6 

N/A 

N/A 
N/A 

$65.6 

Changes in the fair values of the effective portions of contracte designated as cash flow hedges are 
included in OCI, net of taxes. Amounts recorded in OCI related to cash fiow hedges will be recognized In 
earnings when the hedged transactions occur, or If it is probable that the hedged transaction will not 
occur. The tables below show the amounte reiated to cash fiow hedges recorded In OCI and in earnings. 

Unt^lfceed Gain (LossVRecoat^zad in OCI on Derivative hnairumente (Effective Portion) 
iimillions} 
Natural gas contracts 
Power contmcts 
Interest rate swaps 

Totai 

Three Months Ended March 31.2010 
$ (4.2) 

(23.9) 
1.0 

$(27.1) 

Unrealized Gain (Loss) Recognized in OCI on Darh^tive instrumente (Effective Portion) 
(H/fitlions) 
Commodity contracts 
Interest rate swaps 
Total 

Three Months Ended March 31.2009 
$(50.0) 

0.9 
$(49.1) 

Gate (Loss) ReclassHied from Accumulated OCI into Income (Effective Portion) 

(SSillions) 
Settled/Realfeed 

Natural gas contracts 
Power contracte 
interest rate s w s ^ 

Hedge Designation Discontinued 
Natural gas contracts 
Power contracte 

Total 

Income Statement Three BOonths Ended 
Preaentation March 31,2010 

Nonregulated revenue $ (7.3) 
^Nonregulated revenue (4.9) 
Interest expense 0.3 

Nonregulated revenue 0.8 
Nonregulated revenue (7.61 

$(18.7) 

Gain (Loss) Reclassified f rom Accumulated OCI Into Income (Effective Portion) 

flOliHons) 
Settled/Resized 

Commodity contracts 
Interest rate swaps 

Hedge Designation Discontinued 
Commodity contracts 

Totai 

Income Statement Three Monti is Ended 
Presentation Mait:h 31,2009 

Nonrsguiated revenue $16.7 
Interest expense 0.3 

Nonreaulated revenue (0.5) 
$16.5 

Loss Recognized in Income on Derivative Instrumente (ineffective Portion and Amount 
Excluded f rom Eftectiveness Testing 

(Rff;//fons> 

Power contracts 

Income Statement Three Months Ended 
Presentation March 31,2010 
Nonregulated revenue $(0.7) 
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L^ss Recognized In income on Derivative Instrumente (Ineffective P(»rtion and Amount 
Excluded from Effectiveness Testing 

fM/Wonŝ  Income Statement Three Months Ended 
Presentation March 31,2009 

(Commodity contracte Nonregulated revenue $(0.8) 

In the next 12 months, subject to changes in market prices of natural gas and electricity, pre-tax losses of 
$7.4 million, and $34.7 million related to cash fiow hedges of natural gas contracte, and power contracts, 
respectively, are expected to be recognized in eamings as the hedged transactions occur. These 
amounte are expected to be substantially ofteet by the settlement of the reiated nonderivative hedged 
contracte. 

NOTE 4-RESTRUCTURING EXPENSE 

Reduc^ns in Woridbrce 

In an effort to pemnanentty remove coste from ite operations, integrys Energy Group developed a plan at 
the end of 2009 ̂ a t included reductions in Ite wori^orce. In connection with this plan, $0.2 miliion of 
employee-related and consulting coste were included in the restructuring expense line item on the 
Condensed Consolidated Stetement of Income for the three months ended March 31,2010. 

Tlie following table summarizes the activity related to these restructuring coste: 

Three Months Ended 
(millions) March 31,2010 
Accrued restructuring <x>ste at beginning of period $18.0 
Restructuring coste accmed during the peric»d 0.5 * 
Cash paymente (8.S) 
Accrued restructuring costs at end of period $10.0 

* $0.3 milNon ofthese r^tructuring coste aFe being billed to certein companies in accordance with provisions in 
^ operating agreemente with these companies that allow WPS to recover a portion of ite administrative and 
general expenses. 

Integrys Energy Services Strategy Change 

integrys Energy Group has substantially completed the process of repositioning Integrys Energy Servk:es 
from focusing on significant growth in wholesale and retail maricete across the United Stetes and Canada, 
to focusing on setected retail markete in the United Stetes and Investmente in energy assete with 
renewabte attributes. In connection with this strategy, the following restrucfajring coste were expensed 
during the three months ended March 31,2010: 

(MiHions) 
Employee-related coste 
Legal and consulting 
Miscellaneous 
Total restructuring expense 

$1.3 
0.9 
0.3 

$2.5 

All of the above costs ̂ n/ere related to the Integrys Energy Services segment and were included in the 
restructuring expense line item on tiie Condensed Consolidated Statemente of income. 
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The following table summarizes the activity related to employee-related restructuring expense: 

Three Months Ended 
(MiUions) March 31.2010 
Accrued empfoyee-related coste at beginning of period $8^ 
Add: Employee-related coste expensed 1.3 
Less: Cash paymente 5/j 
Accrued employee-related coste at end of period $4.4 ^ 

integrys Energy GnDup expecte to incur total employee-related restmcturing expense of approximately 
$13 million related to the Integrys Energy Services strategy change by the end of 2010, including the 
$11.4 millfon expensed through March 31,2010, of which $10.1 million was expensed in 2009. 

NOTE 5-DISPOSmONS 

Integrys Energy Services Strategy Change 

As part of Integrys Energy Group's decision to reposition ite nonregulated energy services business 
segment to focus on selected retail markete in the United States and investmente in energy assete with 
renewabte attributes, Integrys E n ^ y Sen/ices completed the following sales in 2010. 

Sale ofRenewai^e Energy CerWr^tas Portfolio 

On March 12,2010, Integrys Energy Services sold ite environmental markete buaness, which consisted of 
a portfolio of fong-term renewable energy certificate contracte with generators, wholesalers, munlclpailties, 
cooperatives, and targe industrial companies. The pre-tax gain on the sale of the renewable energy 
certificate contracte was $2.6 million and was reported as a component of net loss on Integrys Energy 
5er>^ces' dispositions related to strategy change in the Condensed Consolidated Statemente of income. 

Saie of United States Wholesale Electric Marksting and Trading Business 

In December. 2009, Integrys Energy Services entered into a definitive agreement to sell substenttaliy ail of 
ite United States wholesale etectric marketing and trading business. Effective Fdsruary 1,2010, Integrys 
Energy Services transfened substantially all of the market risk associated with this business by entering 
into trades with the buyer that min^red Integrys Energy Services' underlying wholesale electric contracte. 
On March 31, 2010, Integrys Energy Sen/ices closed on the sate and transfenBd title to the majority of the 
underiying commodity contracts, upon which time the corresponding mirror transactions temninated. The 
majority of tiie remaining underlying commodity contracte that had not been novated as of Marx* 31,2010 
are expected to be either transfen^d after tiiey are ultimately novated, or if never novated, wilt be settled 
through the normal course of business in the second quarter of 2010, at which time the corresponding 
mirror ti^nsactions will tenninate. 

In connectkMi virith this sate, for a two-year period ft^lowing the closing, integrys Energy Sen/ices will retain 
counterparty default risk with approximately 50% of the counterpaities to the commodity contracts 
transferred. The fair value of the counterparty payment default risk is $0.8 million and was reported as a 
component of other long-tenn liabifities. 
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The following tabte shows the carrying values of the major classes of assete and liabilities included in the 
sale at tiie March 31.2010 closing date: 

(MiHions) 

C u r r ^ assete from risk management activities 
Long-tenn assete from risk management activities 
Total assets 

Current Itabilittes from risk management activities 
Long-tenn liabilities ft^om risk management activities 
Total liabilities 

$1,375.5 
883.3 

$2,058.8 

$1,389.8 
654.3 

$2,044.1 

in addition to the above recognized assets and Itebllitiss, commodity contracte tiiat are not accounted for 
as derivatives were also transfan-ed to tiie buyer. 

In conjunction witii tiie sale, Integrys Energy Services entered Into derivative contracte with tiie buyer to 
reestabfish the economb hedges for the retained United States retell electric business, at the same prices 
and otiier terms prevbusly executed tiirough integrys Energy Services' United States v^^olesaie electric 
marketing and trading business that was sold. The execution of tiiese new third-party derivative contracte 
resulted in assete and liabilities from risk management activities at the cbsing date as follows: 

(MiUions) 

Cunrent assete from risk management activities 
Long-temn assete from risk management activities 
Total assete 

Cunrent liabilities fi^m risk management activities 
Long-tenn liabilities from risk management activities 

$20.3 
10.3 

$30.6 

$65.6 
23.9 

Totai liabilities _ ^ $89.5 

T?ie following tabte shows tiie carrying values of tiie remaining underlying commodity contracts that had 
not been novated at the March 31,2010 closing date: 

(MiUions) 

Current assete from risk management activities $269.5 
Current liabilities from risk management activities $117.2 

The foltowing table shows the canning values of tiie remaining mirror transactions associated with tiie 
underlying commodity contracte referenced above that had not been novated at the March 31,2010 
closing date: 

(Millions) 

Current assete from risk management activities $130.6 
Cunent liabilities from risk management activities $282.9 

The pre-tax loss on ttie sate of the United States wholesale electric mariceting and fading business was 
$64.9 miliion and was reported as a component of net loss on integrys Energy Services' dispositions 
related to strategy change in the Condensed Consolidated Statements of income. 
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Effective March 1,2010, integrys Energy Sen/ices closed on its remaining whoiesale electric commodity 
contract v\n*th another buyer. The pre-tax gain on the sale of the commodity contract was $6.7 million and 
was reported as a component of net loss on Integrys Energy Sen/ices' dispositions reiated to strategy 
change In the Condensed Consolidated Statemente of income. 

Sale of Generation Bu&nesses in New Brunswick, Canada and Northern Maine, and Associated Retail 
Bectric Contacts 

During January 2010, Integrys Energy Sen/bes closed on tiie sale of two of ite power generation 
businesses, which owned generation assete in New Brunswick, Canada and Northern Maine, and 
subsequently closed on tiie saie of the associated retail electric contracte and standard offer service 
conti^cte in Northern Maine on February 1,2010. The proceeds from the sale of the generation 
companies and associated retail etectric contracte were $38.5 miliion. The pre-tax gain on tiie sale was 
$15.7 miilion and was reported as a component of net loss on Integrys Energy Services' dispositions 
related to sb^egy change In the Condensed ConsolkJated Statements of Income. 

The carrying values ofthe major classes of assete and liabilities included in the sale as cf tiie dosing 
dates and classified as held for sate on the Condensed Consolidated Balance Sheete at December 31, 
2009 were as follows: 

(MiUions) 

Inventories 
Property, ptant, and equipment, net 
Otiier long-temn assete 
Total assete 

iDther current liabilities 
Asset retirement obligations 
Totai liabiifties 

As of the 
Closing Dates 

$ 0.1 
25.1 

1.3 
$26.5 

$0.1 
0.3 

$0A 

December 31,2009 

$ 0.1 
25.1 

1.3 
$26.5 

$ -
0.3 

$0.3 

In conjunction with the sale. Integrys Energy Sen/bes entered Into derivative contracte with tiie buyer of 
the Norttiem Maine retail electric sales contracte to maintain the economic hedges associated with tiie 
customer contracte sold. As of the dosing date, the carrying values of the derivative contracte were as 
follows: 

(MiUions) 

Cun«nt assete from risk management acth/ifies 
Long-term assete from risk management activities 
Total assets 

Current liabilities from risk management activities 
Total liafoilitles 

$3.6 
0.2 

$3.8 

$0.4 
$04 

Sale of United Stafes Whoiesale Natural Gas Marketing and Trading Bu^ness & Other Wholesale Natural 
Gas Storage Contacts 

in October 2009, integrys Energy Sendees entered into definitive agreemente to sell the majority of its 
United States whotesaie natural gas marketing and trading business in a two-part transaction, in 
December 2009, Integrys Energy Sen/Ices completed the first part of tiie transaction by selling 
substantially all of ite United States wholesale natural gas marketing and trading business. 
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The second part of the transaction consisted of an option for the buyer to purchase certain natural gas 
storage and reiated transportation contî acte. In January 2010, the buyer of ttie United States wholesale 
natural gas mari<6tlng and trading business exercised ite optk>n to purchase these wholesale natoral gas 
storage and related transportation contracte from Int^rys Energy SenAces in a subsequent sale. The 
pre-tax loss on the sale of these natural gas storage contracte was $1.3 militon and was reported as a 
component of net toss on Integrys Energy Sen/ic»s' dispositions related to strategy change in the 
Condensed Consolidated Statements of income. 

Integrys Energy Sen/ices continued to pursue tiie saie of its remaining United States wholesale natural 
gas storage contracts as part of Ite sti'ategy change, and in March 2010, integrys Energy Sen/ices closed 
on the sate of two of tiiese remaining storage conti^cte. The pre-tax loss on tiie sale of these natural gas 
storage conti-acte vtB& $0.8 million and was reported as a component of net toss on Integrys Energy 
Services' dispositions related to strategy change in the Condensed Consolidated Statemente of income. 
The carrying value of inventories included in tiie sales was $1.8 miilion as of the closing date, integrys 
Energy Services closed on the remaining United States wholesale natora! gas storage contracte during tiie 
second quarter of 2010. 

Discontinued Operations Resulting from integrys Energy Services Strategy Change 

Energy Management Consulting Business 

During the ttiree months ended March 31,2010, Integrys Energy Sen/ices recorded a $0.1 millfon after-tax 
gain in discontinued operations when a contingent payment was earned from the buyer. This contingent 
payment resulted from the abllify of tiie buyer to bill customers under assigned contracte related to the 
sale of Integrys Energy Sen/ices' energy management consulting business, which occurred in July 2009. 

NOTE 6-INVESTMENTS IN AFFILIATES, AT EQUITY METHOD 

integrys E n ^ y Groiip's electric transmission investment segment conslste of WPS investmente LLC's 
ownership interest in ATC, which was approximately 34% at March 31,2010. ATC is a for-profit, 
transmission-only company. ATC owns, maintains, monitors, and operates electric transmisston assete in 
portions of Wisconsin, Mk^hlgan, Minnesota, and Illinois. 

The following table shows changes to Integrys Energy GnDup's investment in ATC during the three months 
ended March 31,2010, and 2009. 

(MUiions) 
Bafance at tiie beginning of period 
Equity in net income 
Capital conb-ibutions 
Dividends received 
Balance at the end of period 

Three Months Ended 
March 31,2010 

$395.9 
19.5 
5.1 

(16.3) 
$404.2 

Three Months Ended 
M£uch31,2009 

$346.9 
18.0 
8.6 

(14.6) 
$368.8 
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ATC total company financial data is included in tiie following tabtes: 

Three Months Ended March 31 
(MiUions) 
Income statement data 

Revenues 
Operating expenses 
Otiier expense 
Net Income * 

2010 

$138.6 
62.8 
20.6 

$ 5S.1 

2009 

$126.2 
57.0 
18.3 

$ 50.9 

* As most income tax^ are tiie responsibility of ite members, ATC does not report a provision for its 
members' Income taxes in ite income statemente. 

(MiUions) 
Balance sheet data 
Current assets 
Noncunent assets 
Total assete 

March 31,2010 

$ 54.5 
2,801.6 

$2,856.1 

December 31,2009 

$ 51.1 
2,767.3 

$2,818.4 

Cunent liabinties 
Long-term debt 
Otiier noncunent liabilities 
Memt)ers' equity 

$ 495.7 
1,059.7 

78.9 
1.221.8 

$ 285.5 
1,259.7 

76.8 
1,196.4 

Total liabilities and members' equity $2,856.1 $2,818.4 

NOTE 7-INVENTORIES 

PGL and NSG price natoral gas storage injections at the calendar year average of tiie cost of natural gas 
supply purchased. Witiidrawals from storage are priced on the LfFO cost method. For interim periods, 
the difierence between current projected replacement cost and the LIFO cost for quantities of natural gas 
temporarily wltiidrawn from storage is recorded as a temporary LIFO liquidation debit or credit. Due to 
seasonal!^ requiremente, PGL and NSG expect interim reductions in LIFO layers to be replenished by 
year-end. 

NOTE 8-COODWILL AND OTHER INTANGIBLE ASSETS 

Integrys Energy Group had no changes to the canying amount of goodwill during the first quarter of 2010. 
The goodwill recorded at Integrys Energy Group as of March 31,2010, was as follows: 

Natural Gas Integrys Energy 
(MiUions) Utility Segment Services Total 
Total goodwill $635.9 $ 6.6 $642,5 

In ttie first quarter of 2009, the combination ofthe dedine in equi^ markete as weli as tiie increase in tiie 
expected weighted-average cost of capital indicated that a potential impairment ĉ  good̂ A l̂l might exist, 
triggering an interim goodwill impairment analysis. Based upon tiie resulte of the interim goodwill 
impairment analysis, Integrys'Energy Group recorded a non-cash goodwill impairment loss of 
$291.1 miilkHi ($248.8 million after-tax) in ttie first quarter of 2009, ail witiiin the natural gas utility 
segment K ^ factors contributing to the impairment charge included disruptions in tiie global credit and 
equity maricete and the resulting increase in tiie weighted^verage cost of capital used to value the natoral 
gas utility operations, and the negative impact that the global decline in equity markets had on the 
valuation of natoral ̂ s distribution companies in general. 
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Identifiable intangible assets other than goodwill are included as a component of other current and 
tong-temn assete and ottier cun'ent and long-term liabilities within the Condensed Consolidated Balance 
Sheete as listed below. 

{MUiions) March 31,2010 December 31,2009 

Gross 
Carrying Accumulated 
Amount Amortization Net 

Gross 
Carrying Accumulated 
Amount Amortization Net 

Amortized intangible 
(Itabilides) 

Customer-related (t) 

(2) (3) 
Natural gas and electric 
contract assets 

Natural gas and etedric 
cormact liabilities (2) 

Renewable energy credits ̂ ^ 
Nonreguteted easemejite "^ 
Emission allowances 
Otiier 

(B) 

32.6 

65.2 

(10.5) 
3.0 
3.7 
1.9 
2.3 

$(19.2) 

(55.8) 

10.5 
(2.B) 
(0.2) 
(0.1) 
(0.3) 

$13.4 

9.4 

. 
0.4 
3.6 
1.8 
2.0 

$ 32.6 

71.4 

(10.5) 
3.4 
3.6 
2.1 
2.6 

$(18.3) 

(60.5) 

104 
(2.1) 
(0.1) 
(0.2) 
(0.6) 

$14.3 

10.9 

(0.1) 
1.3 
3.5 
1.9 
2.0 

Total $98.2 $(67,7) $30.5 $105.1 $(71.3) $33.8 

Unamortized intangible assete 
MGU trade name 5.2 5.2 5.2 5.2 

Total intangitile assete $103.4 $[67.7) $35.7 $110.3 $(71.3) $39.0 

^̂^ Indudes customer relalbnship assete assodated with both PEC's former nonregulated retail natoral gas and 
electric operations and MERC's nonutility ServiceChoicB business. The remaining weighted-average 
amortization period for customer-related intangible assets at Mardi 31,2010, was approximately 7 years. 

^* Represente tiie fair value of certain PEC natural gas and elech-ic customer contracts acquired in the February 
2007 PEC maimer that were not censored to be derivative instrumente, as well as other electric customer 
contracte acquired in exchange for risk management assete. 

^ Indudes both short-tenn and bng-term intangible assete related to customer contrads in the amount of 
$5.4 million and $4.0 mlllton, respectively, at March 31,2010, and $6.2 mllion and $4.7 miliion, respectively, at 
Decemt>er 31,2009. The remaning weighted-average amortization period for these intangible assete at 
March 31,2010. was approximately 3 years. 

Used at Integrys Energy Services to comply wrtti stete Renewable Portfolio Standards and to support customer 
commitments. 

(4) 

(5) 

(6) 

Relates to easemer^ supporting a pipeline at Integrys Energy Sen/Ices. The easemente 
straight-line basis, witii a remaining amortization period of approximately 14 years. 

Emisston allowances do not have a contractual temi or eiqiiration date. 

are amortized on a 

Intangible asset amortization expense, excluding amortization related to natoral gas and electric contracts, 
was recorded as a component of depreciatton and amortization expense. Amortizatton for the three 
months ended M a n ^ 31,2010, and 2009, was $1.8 million and $1.4 miilion, respectively. 
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Amortization expense for the next five fiscal years is estimated to be: 

(MUiions) 
Foryearending December 31,2010 $5.2 
For year ending December 31,2011 3.5 
Foryearending December31,2012 2.5 
Foryearending December 31,2013 1.8 
Foryearending December 31,2014 1.6 

Amorijzation of the natoral gas and electric contract intangible assete and liabilities was recorded as a 
component of nonregulated cost of fuel, natoral gas, and purchased power. Amortization of these 
contracte for the three months ended March 31,2010, resulted in an fficrease to nonregulated cost of fuel, 
natural gas, and purchased power of $1.4 miliion. Amortization of these conti3cte for the tiiree months 
ended March 31,2009, resulted in a decrease to nonregulated fuel, natorai gas, and purchased power of 
$1.4miffion. 

Amortization ê qsense related to these contracte for ttie next five fiscal years is estimated to be: 

(MiUions) 
For year ending December 31,2010 $6.1 
For year ending December 31,2011 2.8 
For year ending December 31,2012 1.1 
For year ending Decsnber 31,2013 0.5 
For year ending December 31.2014 0.3 

NOTE 9-SHORT-TERM DEBT AND LINES OF CREDIT 

Integrys Energy Group's outetanding short-term borrowings consisted of sales of commerdal paper and 
short-term notes. 

(HSmons, except i)engwitefres) March 31,2010 December 31.2009 
Commerdal paper Dufslanding $162.7 $212.1 
Average discount rate on outstanding commerciai paper 0.36% 0.52% 
Short-term notes payable outstanding $10.0 $1Q.0 
Average interest rate on outstanding short»term notes payable 0.16% 0.18% 

The commerdal psqaer outetanding al March 31,2010, had varying matority dates ranging from April 1, 
2010, through April 27,2010. 

The table foekDw presente Integrys Enengy Group's average amount of ^ort-term borrowings outstending 
based on daily outstanding balances durir^ the quarters ended March 31: 

(Unmons) , 2010 2009 
Average amount of commerciai paper outstanding $183.9 $3S2.1 
Average amount of bonowrings under revolving ofedit facilities - 40B.3 
Average amount of short-term notes payable outstanding lO^O 164.0 
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Integrys Energy Group manages ite liquidity by maintaining adequate external financing commitmente. 
The information in the t ^ l e below relates to Integrys Ener̂ gy Group's short-term debt, lines of credit, and 
remaining available capadty: 

(MWtensJ 
Revolving credit fadlrty (integrys Energy Group) '̂' 
Revolving credit fadll^ (Integrys Energy Graup) 
Revolving credit fadll^ (integrys Energy Group) ̂ *̂ 
Revolving credit facing (Integrys Energy Groi^)'^ 
Revolving credit facility (WPS) ^ 
Revoh/ing cradit facility (PEC) 
Revolving credit fadBty (PGL) ^ 
Revolving short-tenn notes payable (WPS) ^̂  

MatMTfty Watch 31,2010 December 31,2009 
6/02/10 
6/09/11 
5/26/10 
6/04/10 
6/02/10 
6/13/11 
7/12/10 

11/13/10 

S0Q.D 
600.0 
42S.Q 
35.0 

115.0 
400.0 
260J) 
10.0 

$ 500.0 
50D.0 
425.0 
35.0 

115.0 
400.0 
250.0 

1D.0 

Total Short-temi credit capadty 2,236.0 2,235.0 

Less: 
Letters of credit issued Inside credit tadlitlas 
Loans outstanding under credit agreements and notes payable 
Commercial paper outstending 

333.7 
10.0 

162.7 

130.4 
10.0 

212.1 

$1,728.6 $1,882.5 Available cmadty under existing agreementB 

'̂'̂  These fadlities were replaced with a new revolving credit agreement In April 2010 and provkJe suppori for 
Integrys Energy Group's commerdal paper borrowing program. Upon entering Into the new agreentent the 

(2) 

[3) 

(4J 

maturing facilities were terminated. The new revolving credit agreement aikiws for bonowings up to $735-0 
million and mil mature on AprU 23,2013. 

In Aprii 2010, WPS entered into a new revolving credit agreement to provide support for Ite commercial paper 
txxrrowing program. Upon entering into the new agreement, the metering facility was temiinated. The new 
revolving credit agreement allows for bomnvings up to $115.0 miliion and will mature on April 23,2011. WPS 
intends to request authority to enter into a multi-year credit agreement from the PSCW, and if granted, the credit 
fadltty will mMure on April 23,2013. 

In April 2010, PGL entered into a new revolving credit agreement to provide support for ite commerdal paper 
bonowing program. Upon entering into the new agreement, tiie maturing fadlity was terminated. The new 
revolving credit agreement allows for borrowings up to $250.0 million and will mature on April 23,2013. 

This note is renevtred every six months end is used for general corporate purposes. 

At March 31, 2010, Integrys Eneipy Group and Ite subsidiaries were in compliance with all financial 
covenante related to outstanding short-term debt Integrys Energy Group's and certain subsidiaries' 
revolving credit agreemente contain financial and other covenante, including but not limited to, a 
requirement to mainteun a debt to total capitalization ratio not to exceed 65%. excluding non-recourse 
debt. Failure to meet these covenante beyond applicable grace periods could result in accelerated due 
dates and/or termination of the agreemente. 
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NOTE 10-LON6-TERM DEBT 

millions) March 31,2010 December 31,2009 
WPS 
UPPCO *̂ ^ 
PEC (2) 

P G L ^ 
NSG 
Integrys Energy Group 
Unsecured term loan -
Other temi loan'^ 

Integrys Energy Group *^ 

872,1 
10.8 

326.9 
526.0 

75.0 
555.0 
65.6 
27.0 

$ 872.1 
10.8 

327.6 
576.0 
75.0 

556.0 
66.6 
27.0 

Totel 
Unamortized discount and premium 
Total debt 
Less current portton 
Total long-term debt 

2,458.4 
1.2 

2/t59.6 
(393.4) 

$2,066.2 

2,500.1 
2.1 

2.511.2 
(116.5) 

$2,394.7 

(2) 

^̂^ Prior to November 1,2010, UPPCO will make a $0.9 million sinldng fund payment under ttie terms of Ite First 
Mortgage Bonds. As a result, this paymerU is induded in the cunrent portion of long-term debt on integrys 
Energy Group's Condensed Consolidated Balance Sheete at March 31,2010. 

In January 2011, PEC's $325.0 million, 6.9% unsecured Sentor Notes will matore. PEC also fflcpects to settle 
an interest rate swap designated as a frar value hedge assodated with $50.0 million of the senior notes In 
January 2011. At March 31,2010. the value of tiie fair value hedge ar^ustmenl was $1.9 million. See Note 3, 
"Risk Mmagetnem AcSviUes:' for more information on tiie PEC fair value hedge adjustment. As a result, tiie 
notes andfair value hedge adjustment are induded in the current portion of long-term debt on Integrys Energy 
Group's Condensed Consolklated Balance Sheets at March 31,2010. 

^^ PGL has outstending $51.0 million of Adjustable Rate. Series 0 0 bonds, due Odober 1,2037, which are 
cLTfently in a 35-day Auction Rate mode (the interest rate is reset every 35 days through an auction process). 
Recent auctions have tailed to receive suiffident clearing bids. As a result, these bonds are priced @ach 35 days 
at the maximum audion rate, until such time a successfol auction occurs. The maximum auction rate is 
determined based on the lesser of the London Interbank Offared Rate or the Securities industry and Finandaf 
Markets Assodation Municipal Swap Index rate plus a defined premium. The year-to-date weighted-average 
Interest rate at March 31,2010 was 0.46% for these bonds. 

On March 1,2010, $50.0 mjllk>n of PGL's Series MM-2 First and Refunding Mortgage Bonds matured. PGL 
r^?aid the outstanding prmdpal balance on these 4.00% bonds, previously subjed to terms and conditions of Its 
First Mortgage Indentore dated January 2,1926, as supplemented. Under the terms ofthe Indenture, 
substantially aU properly owned by PGL is pledged as collateral. 

'̂ ^ In June 2010, Integrys Energy (3roup's $65.6 miilion unsecured terni loan will mature. As a result, this \oax\ is 
induded in the cunent portion of long-temi debt on Integrys Energy Group's Condensed Consolidated Balance 
Sheete at March 31,2010. 

in April 2001, the Schuylkill County Industrial Development Authority issued $27.0 mJIfion of Refunding Tax 
Exempt Bonds. The prcceeds from tiie bonds were loaned to WPS Westwood Generation. LLC, a subsidiary of 
Integrys Eneigy Services. This loan is repaid by WPS Westwood Generation to Sdiuyikrli County Industrial 
Dev^opment Autiiority with monthly interest only payments and has a floating interest rate ̂ ^ is reset weekly. 
At March 31,2010, the interest rate was 4.27%. The Uian is to be repaid by April 2021. Integrys Energy Group 
agreed to guarantee WPS Westwood Generation's obligation to provide sufficient fiaids to pay the loan and the 
related obligations and indemnities. 

At l\Aarch 31.2010, Integrys Energy Group and each of ite subsidiaries were in compliance with all 
respective financial covenante related to outetanding long-term debt. Integrys Energy Group's and certain 
subsidiaries' long-temi debt obligations contain covenante related to payment of principal and interest 
when due and various financial reporting ot^igations. In addition, certain long-tenn debt obligations 
contain financial and other covenante, Including but not limited to, a requirement to maintain a debt to total 
capitalization ratio not to exceed 65%. Failure to comply with these covenante could result \n an event of 
default whtoh, if not curod or waived, could resutt In the acceteratton of outetanding debt obligations. 

(5) 
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NOTE 11-ASSET RETIREMENT OBLIGATIONS 

The following tabte shows changes to Integrys Energy Group's asset retirement obligations through 
March 3 i , 2010. 

Integrys 
Energy 

(MUiions) Utilities Services Total 
Asset retirement obl^ations at December 31, 2009 $194.8 $0.3 * $195.1 
Accretion 2.9 - 2.9 
Asset retirement obligations transferred in sale - (0;3] (0.3) 
Asset retirement obllHatlons at March 31,2010 $197.7 $ - $197.7 

* This amount was classified as held for sale at December 31,2009, as it was related to tiie sale of generation 
assete In Norttiem Maine, which dosed in the first quarter of 2010. 

NOTE 12--tNCDME TAXES 

Integrys Energy Group's effective tax rate for tiie three monttis ended March 31,2010. and 2009, was 
50,0% and (7.7)%. respectively. 

integrys En^gy Group calculates ite provision for income taxes based on an Interim effective tax rate that 
refiecte ite projected annual effective tax rate before certain discrote items such as tiie goodwill 
impairment loss. 

The effective tax rate for the tiiree monttis ended March 31,2010 was higher tiian the federal tax rate of 
35%, primarily due to the eliminatton ofthe deductibility of prescriptton drug paymente to retirees, to the 
extent those paymente will be ofteet by the receipt of the Medicare Part D subsidy, as mandated in the 
federal Patient Protection and Affordable Care Act and IHealth Care and Education Recondliation Act of 
2010 (NCR). As a result of the iegisiation, integrys Energy Group expensed $11.8 million of deferred 
income tax benefite during the quarter ended March 31,2010, whk;h were previously recognized as a 
nsduction of prcn/ision for income taxes. This acklltlonai provision for income taxes will not reoccur in 
futore periods. Ateo contributing to ttie higher effective tax rate was the impact of state income taxes. 

The effective tax rate for tiie three monttis ended March 31, 2009 was lower than the federal tax rate of 
35%. primarily because a large portion (approximately $186.2 million) of tiie $291.1 mllfion goodwill 
impairment \oss r^ognized in the first quarter of 2009 was not deductible fix income fax purposes. 

For the ttiree months ended March 31,2010, tiiere was no significant change in Integrys Energy Group's 
liability for unrecognized tax benefite. 

NOTE 13-COMMITMEKTS AND CONTINGENCIES 

General 

Amounte ultimately paid as penalties, or eventoally detennined to be paid in iieu of penalties, may not be 
deductible for income tax purposes. 
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Commodify Purchase Obligations and Purchase Order Commitmente 

Integrys Energy Group routinely enters into long-temi purchase and sate commitmente that have various 
quantity requiremente and durations. The regulated natoral gas utilities have obligations to distribute and 
sell natoral gas to their customers, and the reguteted electi'lc utilities have obligations to distribute and sell 
electi-icity to their customers. The utilities expect to recover coste related to ttiese obligations in future 
customer rates. Additionally, the majority of the energy supply contracts entered into by Integrys Energy 
Services are to meet ite obligations to deiiver energy to customers. 

The obligations described below are as of March 31,2010. 

• The eleotrto utUlty segment has obligattons related to coal supply and tiansportation that extend 
through 2016 and totel $246.6 million, obligations of $1,122.7 mlllton for eitiier capacity or energy 
related to purchased power that extend through 2027, and obligations for other commodities 
totaling $9.8 million, which extend tiirough 2013. 

• The natural gas utility segment has obligations related to natural gas supply and transportation 
contracte totaling $1,214.3 miliion, some of which extend through 2028. 

• Integrys Energy Services has obligations related to energy and natural gas supply contracte that 
extend through 2019 and total $653.7 miUlon. The msyorlty of tiiese obligations end by 2012, witii 
obl^ations totaling $88.1 millkHi extending beyond 2012. 

• Integrys Energy Group also has commitmente in the form of purchase orders issued to various 
vendors, whtoh totated $405.1 miliion and relate to normal business operations, including 
(XHistruction projecte. 

Environmental 

Clean Air Act New Source Re)^w Issues 

Weston and Pulliam Plante: 
On November 18,2009. ttie EPA Issued a Notice of Violation (NOV) to WPS alleging vblations ofthe New 
Source Review requiremente of ttie Clean Air Act (CAA). Specifically, tiie allegations relate to 
requiremente for certain prpjecte undertaken at PulRam and Weston from 1994 to 2009. WPS has 
evaluated ttie NOV, includtr^ an analysis ofthe allegations as well as options for resolution with the EPA 
and has met witti the EPA to discuss a possible resolution. Integrys Energy Group continues to review the 
allegations but is currentiy unable to predict tiie impact on its conitensed consolidated financial 
statemente. 

Columbia Plant: 
On October 10,2009, WPS, along with Ite co-owners, received firom the Siena Club a Notfce of Intent 
(NOI) to file a dvii lawsuit based on all^ations tiiat major modifications were made at the Columbia 
generatbn station without complying with the CAA. Specifically, the allegations suggest that Prevention of 
Significant Deterioration (PSD) pemiite that imposed Best Available Control Technology (BACT) ilmite on 
emissions should have been obtained for the Columbia generation station, which is jointly owned by 
Wisconsin Power and Light (WP&L), Madison Gas and Electric Company (MG&E), and WPS, and 
operated by WP&L. The NOI also covers simitar allegations related to another generation station solely 
owmed by WP&L. integrys Energy Group is reviewing tiie allegations but is cunently unable to predict the 
Impact on ite condensed consolidated financial statemente. 

WP&L. on behalf of iteelf and the joint owners, sent a Notice of Defidency to the Sierra Club regarding the 
NOI. In response, the Sierra Club filed a Supplemental NOI on December 14,2009, purporting to correct 
tiie deficiendes. WP&L is in receipt ofthe Sien3 Club's initial demand and Is in the prxxiiess of analyzing 
tiie altegattons, as weli as the demand, and has begun discus^ons witii the Sien^a Club. 

-27-



ATTACHMENT F 

Edgewater Plant: 
On December 11, 2009, WPS, along witti ite co-owners, received from tiie Siena Club a copy of an NOI to 
file a civil lawsuit against the EPA based on ttie EPA's failure to take acttons against the co-owners and 
opa^tor of the Edgewater generation station based upon allegations of failure to comply with tiie CAA. 
Specifically, the all^atfons suggest that PSD permite that imposed BACT limite on emissions from the 
facilities shoukJ have been obtained for Edgewater. Edgewater is jointly owned by WP&L, WE Energies 
(Unit 5) and WPS (Unit 4), and operated by WP&L. WP&L is In the process of analyzing the Siena Club's 
a:tions. Integrys Energy Group is reviewing the aitegatlons but is currentiy unable to predict the impact on 
ite condensed consolidated financial statemente. 

On December 21,2009. WPS, along witti ite co-owners, received from the Siena Ciub an NOI to file a civil 
lawsuit based on all^ations that major modifications were made at the Edgewater generation station 
witiiout complying witii the PSD and Titie V Operating Permit requiremente of the CAA. Sp«;ificaiiy, the 
allegations suggest ttiat PSD pennits that imposed BACT Ilmite on emissions from the facilities should 
have been obtained for Edgewater. WP&L is in the process of analyzing the allegations and has begun 
discussions witti ttie Sierra Club. Integrys Energy Group is reviewing the allegations but is currently 
unable to predict ttie impact on ite condensed consolidated financial statemente. 

Columbfa and Edgewater Plante: 
On December 14,2009, the EPA issued an NOV to WP&L relative to its Nelson Dewey Plant and to 
WP&L and tiie otiier joint owners of ttie Columbia and Edgewater generation stations alteging violations of 
New Source Review requiremente of tiie CAA for certain projecte uruiertaken at those plante. The joint 
owners met witti ttie EPA to begin discussions on a possible resolution and have received the EPA's initial 
demand. WP&L is ttie operator of these plante and, along with the joint owners, is in tiie process of 
analyzing tiie NOV and the EPA's initial demand. Integrys Energy Group is also reviewing fhe allegations 
but is curr^Uy unable to predict tiie impact on ite condensed consolidated financial statements. 

EPA Settiemente witti Ottier Utilities: 
In response to ttie EPA's CAA enforcement initiative, several utilities elected to settle witii the EPA, while 
ottiers are in litigation. The fines and penalties (including the cost of supplemental environmental 
projecte) associated with settiemente involving comparebly-sized fadlities to Weston and Pulltam range 
between $7 milton and $30 milfion. The regulatory interpretations upon which ttie lawsuite or settiemente 
are based may change based on future court dectstons made in the pending litigation. 

If the EPA brings a daim against WPS, and if It were detennined by a court that historic projeds at WPS's 
Pulliam and Weston plante required elttier a state or federal CAA permit, WPS may, uncter ttie applicable 
statutes, be required, in order to resolve any such daim, to: 

• shut down any unit found to be operating in non-compliance, 
• install additional pollution contix>l equipment andfor impose ̂ nission limitations, 
• pay a fine, and/or 
• conduct a supptemental environmental project. 

In additfon, under ttie CAA, citizen groups may pursue a daim. Except as noted above for the Columbia 
and Edgewater plante, WPS has no notice of such a daim. 
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Weston Air Pe/mifs 

In November 2004, the Siena Club filed a petition with the WDNR under Section 285.61 of ttie V^^sconsin 
Statutes seeking a contested case hearing on the consbiiction permit issued for the Weston 4 generat'ion 
station, which was a necessary predicate to plant construction under the pertinent air emission regulations 
(hereinafier refened to as the "Weston 4 air permit"). In February 2006, tiie administrative lawjudge 
affirmed the Weston 4 air permit with changes to ttie emission limite fix suitor dioxide and nitrogen oxide 
from tiie coal-fired boiler and particulate firom ttie cooling tower. The changes, which were imptemented 
by the WDNR in a re\fl'sed permit issued on March 28.2007, set limite ttiat were more stringent tiian those 
originally set by ttie WDNR (hereinafl:er refened to as the "March 28,2007 permit language"). 

On April 27,2007, the Siena Club filed a second petition requesting a contested case hearing regarding 
ihe Mardi 28,2007 permit language, which was granted by the WDNR. Both parttes subsequently moved 
for summary judgment fn a decision issued on November 8, 2007, the administiative lawjudge granted 
WPS's motion for summary judgment in that proceeding, upholding tiie March 28,2007 permit language. 
The Sierra Club filed petib'ons with the Dane County Circuit Court on April 27,2007, and November 14, 
2007, for judtoial review of tiie Weston 4 air pemnit and the underiying proceedings before the 
administrative lawjudge. These two judicial review proceedings were consolidated by the court On 
February 12.2009, tiie court upheld ttie admlnistretive law judge's final order, which affimied the WDNR's 
acttons. The Siena Club appealed this decision and ttie parties have completed filing briefa and are 
awaiting tiie appellate court's dedslon. 

These activities did not stay the construction and startop of the Weston 4 facility or tiie administrative law 
judge's dedsion on ttie Weston 4 air permit. WPS believes that it has substantial defenses to the Sien^ 
Club's challenges. Until ttie Sierra Club's challenges are finally resolved, integrys Energy Group will not 
be a t ^ to make a final determination of tiie probabte cost impact, if any. of compliance witii any changes 
to the Weston 4 air permit on ite future coste. 

In December 2008, an NOV was issued to WPS by the WDNR alleging various vblations ofthe air 
permite for Weston 4, as well as Weston 1 and 2. The alleged violations include an exceedance of the 
carbon monoxide and volatile organic compound ilmite at Weston 4, exceedances of the houriy suitor 
dioxide limit in ten thnee-hour periods during startop/shutdown and during one separete event at 
Weston 4, and two ttiat address baghouse operation at Weston 1 and 2. On July 22,2009, an NOV was 
issued to WPS by the WDNR alleging violations of the opacity limite during two six-minute periods (one 
each at Weston 2 and 4) and of the sulfur dtoxide average limit during one three-hour period at Weston 4. 
An NOV was issued to WPS In September 2009 relating to one event involving baghouse oparation at 
Weston 1 and 2 tiiE^ occurred in December 2008. Afourth NOV was issued on December 14,2009, fora 
clerical enor involving pages missing fi^m a quarterly report. Conective actions have been taken for ttie 
evente in tiie four NOVs. An enforcement conference was held on January 7, 2009, for the 
December 2008 NOV and on August 26. 2009, for the July 2009 NOV. Dfecussions with the WDNR on 
ttie severity classification of the evente continue. Management believes it is likely that the WDNR will refer 
the NOVs to the state Justice Department for enforcement. Management does not believe that these 
matiers will have a material adverse impact on tiie condensed consolidated financial statemente of 
integrys Energy Group. 

In eariy November 2006, it came to the attention of WPS that previous ambient air quality computer 
modeling done by tiie WDNR for tiie Weston fadlity (and other nearby air sources) dkl not take into 
account the emissions fiiDm ttie existing Weston 3 fadlity for purposes of evaluating air quality increment 
consimiptton underthe required PSD. WPS believes It has undertaken and completed corrective 
measures to address ar^ identified modeling issues and anticipates Issuance of a revised Title V pennit 
that will resolve ttiis issue. Integrys Energy Group currentiy is not able to make a final determination of the 
probable cost Impact of this issue, if any. 
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Colunfbia Air Permit 

The renewal of ttie Title V air pennit for the Columbia generation station, jointiy owned by WP&L, MG&E, 
and WPS and operated by WP&L, was issued by ttie WDNR on September 2,2008. On October 8.2009, 
tiie EPA issued an order objecting to the Titie V air pemnit. The order responds to a petition filed by the 
Stena Ciub and detennined that a project in 2006 to replace the economizer, final superheater, and 
related components on Unit 1 should have been permitted as a "major modification." The order directe 
tiie WDNR to resolve the EPA's objections within 90 days and 'lemiinate, modify, or revoke and reissue" 
ttie Titie V permit accordingly. As of March 22,2010, the WDNR has reopened the pennit to address tiie 
EPA's order and, altiiough final resdution is unknown, potential outcomes could indude a revised pennit 

Mercury and Interstate Air Quafrtv Rules 

Mercury 

The State of Wisconsin's mercury rute. Chapter NR 446, requires a 40% reduction from the 2002 through 
2004 baseline mercury emissions in Phase I, beginning January 1,2010, tiirough the end of 2014. In 
Phase IL which begins in 2015, electric generating unite above 150 megawatte will be required to reduce 
mercury emissions by 90%. Reductions can be phased in and the 90% target can be cNayed until 2021 if 
additional sulfur dbxide and nitrogen oxide reductions are implemented. By 2015, electric generating 
unite above 25 megawatts but tess than 150 megawatte must reduce their mercury emissions to a level 
defined by the BACT rule. As of March 31,2010, WPS estimates capital coste of approximately 
$19 miilbn for Phase I and Phase II. which Indudes estimates for botii wholly owned and jointiy owned 
plante, to achieve the required reductions. The capital coste are expected to be recovered in futore rate 
cases. Because of tiie vacator of tiie federel mercury control and monitoring rule in Febmary 2008, the 
EPA is reviewing options for a new rulemaking to address hazardous air pollutante, including mercury, and 
is expected to issue a draft rule in 2011. 

S u ^ r Dioxide and Nitrogen Oxkie 

The EPA issued the Clean Air Interstate Rule (CAIR) in 2005. CAIR was originally Intended to reduce 
sulfur dbxide and nttrogen oxide emissions from utility boilers located in 29 states, including Wisconsin, 
Michigan, Penns^vania, and New York. The first phase of CAIR required about a 50% reduction 
beginning in 2009 for nitifogen oxide and beginning in 2010 for sulfur dbxide. The second phase required 
about a 65% reduction in emissions of botti pollutante by 2015. The State of Wisconsin's rute to 
implement CAIR, which Incorporates the cap and bade approach, has been fonA/arded to the EPA for final 
review. 

On July 11, 2008, ttie Court of Appeals issued a decision vacating CAIR, the EPA appealed, and in 
December 2008, the Court of Appeals reversed ttie CAIR vacatur and CAIR was reinstated. The Court of 
Appeals directed the EPA to address the defictencies noted in ite July 11.2008 mling, and ttie EPA has 
indicated they expect to Issue a draft revised CAIR rule for comment in 2010. As a result of tiie Court of 
Appeate' dectebn, CAIR is in place for 2010. WPS has not acquired any niti^gen oxide allowances for 
vintage years beyond 2010 other tiian those allocated by the EPA and does not expect any material 
impact as a result of the vacatur and subsequent reinstatement of CAIR. 

The reinstatement of CAIR also affected tiie slatos of the Best Available Retrofit Technology (BART) rule, 
whbh is a rule ttiat addresses regional haze and visibility. The WDNR is evaluating whettier air quality 
improvemente under CAIR will be adequate to demonstiate compliance witti BART. 

For planning purposes, it is still assumed that additional sulfur dioxide and nitrogen oxide controte will be 
needed on existing unite. The installation of any controls will need to be scheduled as part of WPS's 
long-tenn maintenance pian for ite existing unite. As such, controls may need to be Installed before 2015. 
On a preliminary basis, and assuming controls are still required, WPS estimates capital coste of 
$596 million, which includes estimates for both wholly owned and WPS's share of jointiy owned plante, in 
order to meet an assumed 2015 compliance date. This estimate is based on coste of current control 
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technology and cunent information regarding the final state and federal rules. The capital coste are 
anticipated to be recovered in future rete cases. 

Manufactured Gas Plant Remediation 

Integrys Energy Group's natural gas uti'litles, ttieir predecessors, and certain former affiliates operated 
facilities in the past at multiple sites for the purpose of manufactoring and storing manufactured gas. In 
Gonnectton witti manufacturing and storing manufactured gas, waste materials were produced that may 
have resulted in soil and groundwater contamination at these sites. Under ceriain laws and regulations 
relating to the protection of tiie environment, Integrys Energy Group's natoral gas utilities are required to 
undertake remedial action with respect to some of ttiese materials. 

Integrys Energy Group's natural gas utilities are responsible for the environmental impacte at 55 
manufactored gas plant sites located in Wisconsin, Michigan, and Illinois. All are former regulated utility 
sites and are being remediated, witii coste charged to existing ratepayers at WPS, MGU, PGL, and NSG. 
Tvirenty of these sites have been tiansferred to tiie EPA Superfond Alternative Sites Program. Under the 
EPA's program, the remedy dedsions at these sites will be based on risk-based criteria typically used at 
Superfund sites. Integrys Energy Group estimated and accrued for $655.5 million of future undiscounted 
investigation and deanup costs for all sites as of March 31,2010. Integrys Energy Group may adjust 
ttiese estimates in fhe futore, contingent upon remedial technology, regulatory requiremente, remedy 
detenminations, and any claims of natural resource damages. Integrys Energy Gnxip recorded a 
regulatory asset of $666.0 minion, which is net of insurance recoveries received of $56.9 milHon, related to 
tiie expected recovery of botii deferred expenditure and estimated future expenditures as of March 31, 
2010. 

Integrys Energy Group's natoral gas utilities are coonllnating ttie investigation and cleanup of the 
manufactored gas plant sites subject to EPA Jurisdiction under what is called a "multi-site" program. This 
prcigram involves prioritizing the work to be done at the sites, preparation and apprctval of documente 
common to all ofthe sites, and utilization of a consistent approach in setecting 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 ttie Waukegan Coke Plant 
Site located in Waukegan, Illinois (Waukegan Site). The Waukegan Site is part of the Outboard Marine 
Corporation (OMC) Superfund Site. The EPA also identified OMC. General Motors CorporatlOT (GM), and 
certain other parties as PRPs at the Waukegan Site. NSG and the ottier PRPs are parttes to a consent 
decree that requires NSG and GM, jointiy and severally, to perform ttie remedial action and establish and 
maintain financial assurance of $27.0 million. The EPA reduced the financial assurance requirement to 
$21.0 million to refiect completion of the soil component of tiie remedial adion in August 2O05. NSG has 
met ite financial assurance requirement in the form of a net worth test while GM met the requirement by 
providing a perfonnance and payment bond In favor of tiie EPA. As a result of the GM bankruptcy flUng, 
tiie EPA has contacted fhe surely ^ d tiie surety has stated tiiat it will provide the EPA access to tiie 
surely bond funds which are expected to fund a significant portion of GM's liability. The potential exposure 
related to ttie GM bankruptcy that is not expected to be covered by tiie bond proceeds has been reflected 
in the accrual identified above. 

Management believes that any coste incuned for environmental activities relating to fixmer manufactured 
gas plant operatbns that are not recoverable through contributions from other entities or from insurance 
carriers have been pmdentiy incurred and are, therefore, recoverable through rates for WPS, MGU,, PGL, 
and NSG. Accordingly, managemait believes that the coste incurred in connection with former 
manufactured gas plant op^atlons will not have a material adverse effect on ttie condensed consolidated 
financi^ statemente of Integrys Energy Group. 

Greenhouse Gases 

integrys Energy Group is evaluating both tiie technbal and cost implications that may result from future 
stete, regional, or federal greenhouse gas regulatory programs. This evaluatbn indicates It is probable 
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tiiat any regulatory program whbh caps emissions or imposes a carbon tax will Increase coste for Integiys 
Energy Group and Ite customers. The greatest impad is likely to be on fossil fuel-fired generation, with a 
less significant Impact on natoral gas storage and distribution operations. Efforts are undenA^y within the 
utility industry to find a feasibte method for captoring cart}on dbxide from pulverized coal-fired unite and to 
devebp deaner ways to burn coal. The use of alternate fuels Is also being explored by the industry, but 
there are many cost and availability issues. Recently, efforte have been initiated to develop state and 
regbnai greenhouse gas programs, to create federal l^islatbn to limit carbon dioxide emissions, and to 
create national or state renewable portfolb standards. Some examples of ttiese efforte are the Waxman-
Markey biil. whbh passed the United States House of Representatives, and ttie Kerry-Boxer draft bill, 
virhich was introduced in ttie United States Senate. In addition, in April 2009. tiie EPA declared carbon 
dioxide and several ottier greenhouse gases to be a danger to public health and welfare, whlc^ Is the first 
step towards ttie EPA potentially regulating greenhouse gases under ttie CAA. A risk exists that such 
legislation or regulation will Increase the cost of energy, f-iowever. Integrys Energy Group believes the 
capital expenditures being made at ite generation unite are appropriate under any reasonabte mandatory 
greenhouse gas program and that future expendltores related to control of greenhouse gas emissbns or 
renewabte portiblio standards by ite reguiated eiectiic utilities mW be recoverable in rates. Integrys Energy 
Group will continue to monitor and manage potential risks and opporixinities assodated witii future 
greenhouse gas legisfative or regulatory actions. 

Escanaba Water Permit Issues 

UPPCO operates tiie Escanaba Generating Station (EGS) under contract with ite owner, the City of 
Escanaba (City). White tiie City owns ttie water pemnite for EGS. UPPCO's personnel provbe testing and 
certification of waste water discharges. In September 2008, UPPCO became aware of potential water 
discharge pennit vblations regarding reported pH and oii and grease readings at EGS. Corrective actions 
were implemented at the plant, notification was pnsvlded to ttie City, and UPPCO self reported tiie 
potential pennit vblations to ttie Michigan Departinent of Environmental QualHy (MDEQ). UPPCO filed a 
final report witti ttie MDEQ on November 25.2008, and a copy was sent to the City. 

In March 2009, MDEQ began Its investigation into this matter. Depending upon ttie resulte of ttie MDEQ's 
revi^A/of the infonnation provided by UPPCO, the MDEQ, in consultation with ttie Mbhigan Attorney 
General's Ofiice, may assess a fine and/or seek criminal charges against UPPCO, assess a fine and/or 
seek criminal charges against the fonner manager who certified the reports, andfor dose out the 
investigation. In October 2009. the matter was referred to the Deifa County District Attorney's office for 
potential criminal charges against ttie fornmr manager. No charges have been brought against UPPCO 
as of ttiis time, however it is unknown if a refen-al will be made relative to the company. Although a 
specific date of resolution is unknown, UPPCO has responded to all information requeste from the MDEQ. 

Natural Gm Charige Reconcilfation Proceedings and Related Matters 

Natural Gas Charge Settlement and Pending Natural Gas Charge Cases 

For PGL and NSG, the ICC conducte annual proceedings regarding ttie reconciliatbn of revenues from 
tiie natoral gas charge and related natorai gas coste. The natoral gas charge represente the cost of 
natural gas and transportation and storage services purchased by PGL and NSG, as well as gains, losses, 
and coste incuned under PGL's and NSG's hedging program (Gas Charge). In tiiese proceedings, 
interested parties review ttie accuracy of ttie recondliatbn of revenues and coste and the prudence of 
natural gas coste recovered through ttie Gas Charge. If Uie ICC were to find ttiat the reconciliation was 
inaccurate or any natoral gas coste were imprudentiy incurred, the ICC would order PGL and NSG to 
refund the afiected amount to customers tiirough subsequent Gas Charge filings. 

In March 28.2006 orders, ttie ICC adopted a settiement agreement related to fiscal years 2001 through 
2004 natural gas coste. Under certain provisions of ttie settiement agreement, PEC agreed to provide the 
Illinois Attomey General (AG) and the City of Chicago (Chicago) up to $30.0 million for conservab'on and 
weatherization programs for which PGL and NSG may not seek rate recovery. The balance of the 
conservatbn and weatherization funding that remained unpaid as of March 31,2010, was $10.2 miilbn, of 
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Which $5.2 miilbn was included In otiier current liabilities, and $5.0 miliion v^s induded in other long-temi 
liabilities. PEC also agreed to implement a reconnedbn program for certain customers. PGL and NSG 
took all steps required by tiie settlement agreement with resped to the reconnection program. In April 
2010, PGL, NSG, the AG, tiie Citizens Utility Board, and Chicago resolved a disagreement concerning the 
scope of ttie reconnectbn program. Finally, PEC agreed to internal audits and an external audit of natural 
gas supply practices. Four of tiie five annual intemal audita required by the settlement agreement have 
been completed. An auditor hired by the ICC conducted the external audit and filed its report on April 10, 
20C©. On March 31,2009, PGL and NSG completed tiieir responses to the external auditor's 
recommendations. 

The fiscal 2006 Gas Charge reconciliation cases were initiated on November 21,2006. The ICC staff and 
interveners (the AG, tifie Citizens Utility Boart, and Chicago, filing jointiy) each filed testimony 
recommending disalbwances for PGL and NSG for a bank natural gas adjusttnent similar to that 
addressed In the fiscal 2005 Gas Charge reoonciiiation cases, which PGL and NSG did not contest In 
addition, the interveners recommended a disallowance for PGL of $13.9 million (reduced to $11.0 million 
in tiieir brief) associated with PGL's provision of interstate hub sen/ices. The ICC staff does not support 
the interveners' proposal, and PGL does not believe the proposal has merit A hearing for the PGL and 
NSG cases was heb on December 11,2008. For PGL, briefing concluded Febmary 27, 2009. and the 
administrative lawjudge has not yet prepared a proposed order. For NSG, tiiere were no contested 
issues, and tiie p^ies filed an agreed fomi of order In January 2009. 

Reconciliations of subsequent periods have been opened but are being held in abeyance pending ttie 
outcome of the fiscal 2006 Gas Charge recondliation cases. 

Class Acton 

In February 2004, a )xirported ctass action suit was filed in Cook County Circuit Court against PEC, PGL, 
and NSG by customers of PGL and NSG, Sieging among other things, violation of ttie Illinois Consumer 
Fraud and Deceptive Bu^ness Practices Act retated to matters at issue in the utilities' fiscal year 2001 
Gas Charge reconciliation proceedings. In tiie suit, Alport et al. v. Peoples Energy Corporatbn, the 
plaintiffa seek disgorgement and punitive damages. PGL and NSG have been dismissed as defendante 
and the only remaining oounte of the suit allege vkriattons of the Consumer Fraud and Deceptive Business 
Practices Act by PEC and tiiat PEC acted in concert with others to commit a tortious act. PEC denies the 
allegations and is vigorously defending ttie suit On November 19,2009, ttie court entered an order 
certifying a class comp<?sed of customers of PGL and NSG during the period April 26,2000, through 
September 30,2CK}2. On March 26, 2010, PEC filed a Peti'tbn for Leave to Appeal to the Illinois Supreme 
Court challenging class certification and ttie petition is cunently pending. 

NOTE 14-6UARANTEES 

The folbwlng table shows outetanding guarantees at Integrys Energy Gnxip: 

Expiration 

(MiUfor^) 
Guarantees supporting commodify 

transactions of subsidiaries ^̂^ 
Standby tetters of credit*^ 
Surety bonds «̂* 
Ottier guarantees "̂̂  
Total guarantees 

Total Amounte 
Committed at 

March 31,2010 

$1^107.8 
332.9 

3.3 
56.2 

$1,500.2 

Less 
Than 
lYear 

$ 776.9 
331.0 

3.1 
-

$1,111.0 

1 to3 
Years 

$62.7 
18 
0.2 

50.0 
$114.7 

4 to5 
Yeais 

$31.0 
0.1 

-
-

$31.1 

Overs 
Yeais 

$237.2 
-
-

6.2 
$243.4 

'*̂  Ck}nstets of parental guarantees of $927.2 million to support tiie business operatbns of Integtys Energy 
Services; $100J2 million and $70.4 miilion, respectiveiy, related to natural gas supply at MERC and MGU; and 
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$5.0 miHbn at both PEC and IBS to support busine^ operations. These guarantees are not reflected on the 
CorKlensed 03nsdidated Balance Sheete. 

^ Composed of $322.4 miilbn issued to support integrys Energy Sen/ices' operations; $4.8 million related to 
letters of credit at WPS; $4.3 million issued for wortcers compensation coverage in Illinois; and $1.4 miliion 
related to letters of credit at UPPCO, MGU, MERC, PGL, and NSG. These amounts are not reflected on the 
Condensed Consolidated Balance Sheete. 

^^ Primarily for woriters compensation coverage and obtaining various ibenses, permits, and righte of way. Surety 
bonds are not induded on ttie Condensed Consolidated Balance Sheete. 

^̂^ Consists of (1) $50.0 mlRbn related to ttie sale agreement for Int^rys Energy Services' United Stetes wholesale 
eledric marketing and trading business, which induded a number of customary representations, warranties, and 
indeninifiGation pro\n&bns. In addition, for a two-year period, counterparty payment default risk was retained 
with s^proxtmately 50% of the caunterpartiss associated wKti the commodity contrads transfened in this 
transadbn. A $0.8 million liability was recorded reiated to the fair value of this counterparty payment default 
risk; (2) a $5.0 million environmental Ind^nniflcatlon provided by Integrys Energy S»i/ioes related to ttie sale of 
the Stoneman generation facHity, under which Integrys Energy Group expects that the likelihood of required 
perfonnance is remote; and (3) $ 1 ^ mBllon related to other indemniftcatbns and workers compensation 
coverage. 

integrys Energy Group has provided total parental guarantees of $1,334.0 miliion on behalf of Integrys 
Energy Sen/ices as shown in tiie tabb below. Integrys Energy Group's exposure under ttiese guarantees 
(excluding exposure secured by standby letters of credit) related to open transactions at March 31,2010, 
was approximately $548 miilbn. 

(MiUions) March 31.2010 

Guarantees supporting commodity transactions $927.2 
Standby lettere of credit 322.4 
Guarantees of subsidiary debt * 27.0 
Surety bonds 1.7 
Ottier 55.7 
Totel guarantees "_ $1,334,0 

* Conslste of oirtstanding debt at an Integrys Energy Sen/Ices subsidiary, which is not induded in the total 
Integrys Energy Group guarantee amounts above, because the debt is refleded on the Condensed 
Ckmsoiidated Balance Sheete. 

NOTE 15-EMPLOYEE BENEFIT PLANS 

The foltowing table shows the componente of net periodb benefit cost for Integrys Energy Group's benefit 
plans for the three monttis ended March 31: 

Pensfon Benefite Otiier Benefite 
(llSUUons) 2010 20M 2010 2009 
Senrice cost $10.9 $ 9.3 $4.5 $3.7 
Interest cost 20.6 10.8 7.1 7.1 
Expeded retom on plan assete (22.3) (23.2) (4.7) (4.4) 
Amortization of transition obTigation - - 0.1 0.1 
Amortfeatlon of prior semce cost (credit) 1.3 1.2 (1.0) (1.0) 
Amortization of net actuarial bss 2.9 0.2 0.7 0.3 
Amortization of merger related regulatory adjustment '̂'̂  • 2.8 • 0.5 
Regulatory deferral^' 1̂ 1 g^SJ (03] (0.4) 
Net periodic benefit cost $14.5 $ 9,3 $6.4 $5.0 

^^ Effedlve with the 2010 rate order, PGL and NSG refled pensim and ottier postratirament benefit coste in rates 
using Integrys Energy Group's accounting basis, which was established at ttie time of tiie February 2007 PEC 
merger. As a result, the merger reiated regulatory adjustment was eliminated. Pursuant to the 2010 rate order, 
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a new regulatory asset was established for tiie r^riaining cumuiative difference that existed between the 
aĉ xHJnting bases of PGUNSG and integrys Energy Group in the pension and ottier postretirement benefit 
obhgations. The amorlizatJon of ttiis regulatory asset over the average remaining service lives ofthe 
particijsating empii^es Is not induded as a component of net perbdic benefit cost. 

^̂  The PSCW autiiorized WPS to recover ite net increased 2009 pension costs and to refund ite net decreased 
2009 other posttetirement benefit costs as part ofthe limited rate case re-opener for 2010. Amortization and 
recovery/reJiind ofthese coste will occur throughout 201Q. 

Transitbn obligations, prior service coste (credite), and net actuarial losses tiiat have not yet been 
recognized as a component of net perbdb benefit cost are included in accumulated OCI for Integrys 
Energy Group's nonregulated entities and are recorded as net regulatory assete for the utilities. 

Contributions to the plans are made in accordance with legal and tax requiremente and do not necessarily 
occur evenly ttiroughout tiie yesff. For the ttiree months ended March 31.2010, contributions made to the 
pension and c^er posti^rement benefit plans were not significant Integrys Energy Group exf)ects to 
contribute $66.4 million to ite pension plans and $35.7 million to ite other postretirement benefit plans 
during the remainder of 2010. 

NOTE 1S--ST0CK-BASED COMPENSATION 

Stock Options 

Compensation cost recognized for stock options during the ttiree montiis ended March 31,2010, and 
2009, was not s^nificant As of March 31, 2010, $2.4 million of compensation cost related to unvested 
and outetanding stock options was expeded to be recx>gnized over a weighted-average period of 
3.2 years. 

Cash received fiom option exercises during the ttiree months ended March 31,2010, was $9.6 mlHlon. 
The tax benefit realized fo^m these oj^ion exercises was $3.9 million. 

A summary of stock option activity for ttie ttiree months ended March 31* 2010. and informatbn retated to 
outetanding and exercisable stock options at March 31.2010, is presented below: 

Outstanding at Decen^r 31,2009 
Granted 
Exercised 
Forieited 
Expired 
Outstanding at March 31,2010 
Exercisable at Sflardi 31,2010 

Stock Options 
3.1:^.286 

654,092 
259.926 
39,906 
58.249 

3,329,297 
1,954,161 

Weighted-
Average 

Exercise Price 
Per Share 

$47.06 
41.58 
36.93 
47.03 
49.68 

$46.90 
$48.34 

Weighted-Average 
Remaining 

Contractual Life 
(in YoBfsJ 

6.72 
5.34 

Aggregate 
Intrtn^c 
Value 

millions) 

$2.7 
0.1 

-
$8.7 
$3.5 

The aggregate intrinsb value for outstanding and exercisable opfbns in the above table represente the 
total pre-tax intrinsic value that would have been received by ttie option holders had ttiey all exercised 
their options at March 31,2010. This is calculated as ttie difference between Integrys Energy Group's 
closing stock prtoe on March 31,2010, and tiie option exercise price, multiplied by the number of In-the-
money stock options. 

Performance Stock Righte 

Compensation cost recorded for performance stock righte during ttie three montiis ended March 31, 
and 2009, was not significant. As of March 31,2010, $6.4 miilion of compensation cost related to 
unvested and outetanding performance stock righte was expected to be recognized over a 
weighted-average period of 2.5 years. 

2010, 
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A summary of tiie acth/lty related to performance stock righte for the ttiree montiis ended March 31,2010, 
is presented below: 

Outetanding at December 31,2009 
Granted 
Distolsuted 
Expired 
Forfeited 
Outstanding at March 31,2010 

Performance 
Stock Righte 

301,090 
160.481 
45.847 
26,009 
37,849 

341.866 

Weighted-Average 
Grant Date Fair Value 

$45.33 
42.45 
53.29 
53.45 
42.54 

$42.69 

Restricted Shares and Restricted Share Unite 

The fair value of resti'icted share unite granted in 2010 was based on Integrys Energy Group's cbsing 
stock price on ttie grant date. 

Compensation cost recognized for these awards during tiie three monttis ended March 31,2010, and 
2009. was not significant As of March 31.2010, $11.8 million of compensation cost reiated to these 
awards was expected to be recognized over a weighted-average period of 3.0 years. 

A summary of the activity related to restricted share and restricted share unit awards for the three months 
ended March 31,2010, is presented bebw: 

Restricted Shares and Weighted-Average 
Restricted Share Unit Awards Grant Date Fair Value_ 

Outetanding at December 31.2009 346,858 $45.55 
Granted 209,252 41.64 
Disbibuted 88,341 45.37 
Forfeited 29,094 44.10 

Outstanding at March 31.2010 438,675 $43.S2 

NOTE 17-COMPREHENSIVE INCOME (LOSS) 

Integrys Energy Group's total comprehensive income (bss) was as follows: 

Three Months Ended 
March 31 

(MUiions) 2010 2009 
Net Income (bss) attr^uted to common shareholders $49.5 $(180.2) 
Cash fbw hedges, net of tax ^ (12^) (30.7) 
Foreign currency transition, net of tax 0.8 (0.6) 
Amortizations of unrecognized pension and otiier postretirement benefit 

coste. net of tax 0-5 (0.2) 
Total comprehensive income (loss) $38.4 $(211.6) 
* For ttie ttiree months ended March 31,2010, and 2009, the tax benefit was $5.7 miliion and 

$20.2 miilbn, respectively. 
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The following tabte shows tiie changes to Integrys Energy Group's accumulated ottier comprehensive loss 
from December 31.2009, to March 31. 2010. 

Three Months Ended 
(MiUions) March 31,2010 
December 31,2009 balance $(44.0) 
Cash fiow hedges (12.4) 
Foreign cunency tianslation 0.8 
Amortizations of unrecognized pension and ottier postretirement benefit coste 0̂ 5 
March 31.2010 batence $(55.1) 

NOTE 18~0OMMON EQUITY 

Integrys Energy Group's reconciliation of shares outetanding was as follows: 

March 31,2010 
Shares 

Common stock issued 76,806,208 
Less: 

Defenred compensation rabbi farust 368,813 
Restricted stock 29,573 

Total shares outetanding 76,407,822 

Average Cost 

$42.57 *̂> 
$55.06^ 

December 31,2009 
Shares Average Cost 

76,418.843 

402,839 $42.58 ^̂ ' 
35,861 $56.33 ̂ ^ 

75.980,143 

^̂^ Based on integrys Energy Group's stock price on the day the shares entered the defaned compensation rabbi 
trust. Shares paid out of the tmst are valued at ttie average cost of shares in the trust. 

^ Based on the grant date fair value of tiie restrided stock. 

Beginning February 11,2010, Integrys Energy Group issued new shares of common stock to meet the 
requiremente of ite Stock Investment Plan and certain stock-based employee benefit and compensation 
plans. From January 1,2010 to February 11,2010, and durir^ 2009, Integrys Energy Group purchased 
shares of Ite common stock on the open maricet to meet the requiremente of these plans. 

integrys Energy Group had the following changes to issued common stock during the three months ended 
March 31.2010: 

integrys Energy Group's common stock shares 
Common stock at Dec^nber 31,2009 76,418,843 
Shares issued 

Stock Investtnent Plan 172,261 
Stock-based compensatbn 219,367 

Restilcted stock shares retired (4j53) 
Common stock at March 31,2010 76,806,208 

Eamings (Loss) Per Share 

Basic eamings (loss) per share is computed by dividing net income (loss) attributed to common 
shareholdere by ttie weighted average number of common stock shares outetanding during ttie perbd. 
Diluted earnings (loss) per share Is computed by dividing net income (loss) atti-ibuted to common 
sharehobere by the weighted average number of common stock shares outstanding during the period, 
adjusted for the ex^x^ise andfor conversion of all potentially dikitive securittes. Such dilutive items include 
in-ttie-money stock options, pertbrmance stock righte, and resti^icted stock. The calculation of diluted 
earnings per share for the three months ended March 31,2010, excluded 1.8 million out-of-the-money 
stock options that had an anti-dilutive effect The effecte of an insignificant number of In-tiie-money 
securities were not included in tiie computation for the ttiree monttis ended March 31,2009, because 
there was a net bss during the period, which would cause the impact to be anti-dilutive. The calculation of 
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diluted earnings per share for the Uiree months ended March 31,2009 also excluded 3.2 million out-of-
the-money stock options ttiat had an anti-dilutive effect The following table reconciles the computation of 
basic and diluted earnings (loss) per share: 

Three Months Ended March 31 
(MiUions, except per share amount) 2010 2009 

Numerator 
Net income (loss) from continuing operatbns $50.2 $(179.5) 
Discontinued operations, nei of tax 0.1 
Preferred stock divbends of subsidiary (0.8) (0.8) 
Noncontroiiing interest in subsidiartes ^ 0.1 
Net income (loss) attributed to common shareholders $49.5 $(180.2) 

Denominator 
Average shares of common stock - basic 76.9 76.7 
Effect of diluthre securities 
_ Stock-based compensatbn 0;;3 -

_Average shares of common stock - diluted 77.2 76.7 

Eamings (loss) per common share 
Bade $0.64 $(2.35) 
Diluted 0:S4 (2.35) 

NOTE 19-VARIABLE INTEREST ENTITIES 

Effective January 1,2010, Integrys Energy Gnxip implemented SFAS No. 167, "Amendmente to FASB 
interpretation No. 46 (R)" (now incorporated as part of ttie Consolidation Topic of ttie FASB ASC). 
Integrys Energy Group has variable intereste in two entities tiirough power purchase agreemente relating 
to ttie cost of fUel. In tiiese cases, Integrys Energy GrcHjp has considered which interest holder has ttie 
power to direct the activities tiiat most significantly impact ttie econombs of the variabte interest entity; tills 
interest holder is considered the primary benefbiary of ttie entity and is required to consolbate the entity. 
For a variety of reasons, including the lengtti ofthe remaining term of tiie contracte compared witti the 
remaining lives of the plante and tiie fact that Integrys Energy Group does not have the power to direct ttie 
operations of the facilities, integrys Energy Group has detennined it is not tiie primary benefidary ofthese 
variable interest entities. 

As of March 31,2010, tiie carrying amount of assete and liabilittes on the Condensed Consolbated 
Batance Sheete that relate to the Involvement with these variable interest entities are related to working 
capital accounte and represent ttie amounte owed l̂ y Integrys Energy Group for the cunent deliveries of 
power. Integrys Energy Group has not provided or guaranteed any debt or equity support, Hquidity 
arrangemente, performance guarantees or other commitmente associated with these contracte. There is 
no s^nlficant potential exposure to loss as a result of Ite involvement with the variable interest entities. 

In 2008, Integrys Energy Group contributed certain assets to LGS Renewables 1, L.C. in exchange for a 
50% interest in the entity. Simultaneously, Integrys Energy Group entered into a ban agreement witii LGS 
Renewables I, L.C. to finance ttie development and constmction of a pipeline projed to provide landfill gas 
to a customer, integrys Energy Group detemiined at the time ttiat the entity is a variable interest entity 
and that Integrys Energy Group is the primary beneficiary of the eniky. Integrys Energy Group updated ite 
conclusbn upon Implementation of the new standanii and continued to conclude ttiat Integrys Energy 
Group is the primary benefidary. Therefore, Integrys Energy Group's condensed consolbated finandai 
statemente include ttie resulte of LGS Renewabtes I, L.C. 
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At March 31, 2010, Integrys Energy Group's variable intereste In LGS include ite equity investment and 
loans of $24.9 miilion. Integrys Energy Group's maximum exposure to loss as a result of this partnership 
is equal to advances under the loan agreement Ite equity investment is insignificant 

The canying amounte and classifications of the above consolidated variable interest entity assete and 
Itabllities included In Integrys Energy Group condensed consolidated finandai statemente were; 

(MiUions) 
Current assete 
Property, plant and equipment 
Other tong-temn assete 

Total assete 
Cunent notes payable to 
affiMates 
Other current liabilities 
Notes payable to affiliates 
Totel equity 

Totai liabilities and equity 

March 31,2010 
$1.6 
1S.8 
4.9 

$23.2 
$2.4 

0.4 
22.5 
(2.1) 

$2ZJ2 

December 31, 2009 
$0.8 
17.1 
4.8 

$22.7 
$2.0 

0.5 
22.2 
(2.0) 

$22.7 

NOTE 20-FAIR VALUE 

Fair Value Measuremente 

In the three months ended March 31,2010, integrys Energy Group identified additional dasses of risk 
management assete and liabilities as a result of ttie implementation of FASB Accounting Standards 
Update (ASU)2010-06, "Fair Value Measuremente and Disclosures (Topb 820), Improving Disdosures 
about Fair Value Measuremente." As required, this ASU was only applied for tiie quarter erxled 
March 31,2010, and ttierefore. prior periods do not refiect ttie expanded disclosure requiremente. 

The folbwing tables show Integrys Energy Group's assete and liabilities tiiat were accounted for at fair 
value on a recuning basis, categorized by level within the fair value hterarchy. 
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March 31,2010 
(MUUons) 
Assete 

Rtek Management Assete 
Utility Segmente 

Rnandal bansmission rights 
Natoral gas contrsKits 
Petroleum produd contrads 

Nonreguteted Segmente 
Natural gas contracts 
Power contracte 
Interest rate swaps 
Foreign exchange contrads 

Level 1 

$ -
0.1 
0.2 

74.3 
34.7 

0.1 

Level2 

$ -
1.2 

162.4 
375.2 

1.9 
1.7 

Uvel3 

$ 1.9 

45.3 
234.2 

Total 

$ 1.9 
1.3 
0.2 

282.0 
644.1 

1.9 
1.8 

Total Risk Management Assete 109.4 542.4 281.4 933.2 

Other Assete 0.1 - 0.1 

LiaiHiities 

Rtek Management Liabilittes 
Utiiily Segmente 

Fffiandai transmlssbn rights 
Natoral gas confaads 

Nonrsguiated Segmente 
Natoral gas conttads 
Power ccmtrads 
Interest rate swaps 
Foreign exchange contracte 

-
2.6 

74.8 
60.0 

-
1.7 

-
51.7 

198.7 
435.6 

4.3 
0.1 

0.4 
. 

8.5 
366.5 

. 
-

0.4 
54.3 

282.0 
862.1 

4.3 
1.8 

Totel Rtek Management Liabllltiea 139.1 690.4 375.4 1,204.9 

Long4«m debt hedged by fair 
value hedge 51.9 - 51.9 

December 31.2009 
(HffiWons) Level 1 Level 2 Levels Total 
Assete 

Risk management assete 
Other 

LiabaHies 
Risk managemenft liat̂ iittes 
Long-temn debt hedged by fair value hedge 

$284.9 
0.1 

336.4 
-

$439.6 
-

5822 
52.6 

$1,593.0 
-

1,471.6 
-

$2,317.5 
0.1 

2,390.2 
52.6 

Integrys Energy Group d^mnined the fair values above using a market based approach ttiat incorporates 
obsen/able market Inpute where available, and internally devebped inpute where obsen/abie market data 
is not readily available. For tiie unobsen/able inpute, consideration is given to the assumptions ttiat 
market parttdpante would use in valuing ttie asset or liability. These factors include not only the credit 
standing of the counterpartl^ Involved, but also the impad of Integrys Energy Group's nonpertomrtance 
risk on Ite liabilities. 

The risk management assete and liabilities listed in the tables include options, swaps, futores, physical 
commodity contracte, and other instmmente used to meuiage maricet risks reiated to changes In 
comnKx:ii^ prices and Interest rates. For more infomnation on Integrys Energy Group's derivative 
instmmente, see Note 3, "Risk Management Ac&vlties" 

When possible, Integrys Energy Group bases the valuations of ite risk management assete and Kabiiittes 
on quoted prices for identical assete in adive markete. These valuations are classified In Level 1. The 
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valuations of certain contracte Include Inpute related to market price risk (commodity or Interest rate), price 
votatility (for option contracte). price correlation (for cross commodity contracte), credit risk, and time 
value. These inpute are available through multiple sources, including brokers and over-the-counter and 
online exchanges. Transactions valued using these inputs are classified in Level 2. 

Certain derivatives are categorized in Level 3 due to the significance of unobsen/able or 
intemally-devebped inpute. The primary reasons for a Level 3 classifbation are as follows: 

• While price curves may have been based on obsen/able information, significant assumptions may 
have been made regarding seasonal or monthly taping and locational basis differentials. 

• Certain transactions were vaiued using price cun/es that extended beyond the quoted perbd. 
Assumptions were made to extrapotate prbes fix>m the last quoted period through tiie end of the 
ttansaction tomn, primarily through use of historically settied data or using conflations to ottier 
locations. 

Integrys Energy Group recognizes transfere between tiie teveis of the fair value hierarchy at the end of ttie 
reporting period. 

The following table shows the transfers between the levels of the fair value hierarchy during the three 
monttis ended Mardi 31,2010. All fhe transfers that occuned during the period related to power 
contracte in ttie nonregulated segment 

(MUiions) 
Transfers into Level 1 from 
Transfers into Level 2 from 

Transfers into Level S from 

Level 1 
N/A 
$ -

$-

Level 2 
$(9.9) 

N/A 

$(4.4) 

Level 3 
$(14.3) 
$23.2 

N/A 

Derivatives are transferred in or out of Level 3 primarily due to changes in tiie source of data used to 
constmct prbe cun/es as a result of changes in maricet liquidity. 

The foltowing tabfes set forth a reconciliation of changes in the fair value of items categorized as Level 3 
measuremente: 

a r w Monthly eratod IMwElJ 31,2019 

mimm^ 
Balance at Ihe beginning of the period 
Net raaHzed and unrealteed gain (loss) included 

In eamings 
Net realized loss recorded as regulatory assets 
orliabinues 
Net unrealized loss included in other 

comprehensive loss 
Net purchases and setHsments 
Net transfers into Level 3 
Net transfers out of Level 3 
Balance atthe end ofthe parted 

Net unrealized gain {loss) Included tn 
eanringa related to instruments still held 
at the end of ttie period 

Nonreoulatad Saaments 

IVaturalgae 
$31.4 

17.2 

-

-
(11.8) 

-
-

36.8 

• 

17.2 

Power 
$ 86.5 

(94.6) 

-

(13.2) 
(97.5) 
(4.4) 
(8.9) 

(132.3) 

(94.6) 

usm^mmw^ 
Financial 

tranatnlfision rinhts 
$3.5 

(0.1) 

(2.0) 

-
0.1 

-
1.5 

-

Total 
$121.4 

(77.7) 

(2.0) 

(13.2) 
(10S.2) 

(4.4) 
(8.9) 

(84.0) 

(77.6) 
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ThrfiB flitontha Ended March 31.2009 
(Simons) 
Balance al the beginning of period $182.0 
hlei realteed and unrealized gain included In earnings 73.2 
Net unrealized iosd recorded as regulatoty assets or liabilittes (0.1) 
Net unrealized loss included in other comprehensive toss (18.0) 
Net purchases and settlements (18.0) 
Net transfers in/out of Level 3 (87.5) 
Balance at the end of period $131.6 

Net unrealized gain Included in earnings related to 
Instruments still held at the end of period 75.B 

Unrealized gains and losses included in earnings related to Integrys Energy Sen/ices' risk management 
assete and Itabilittes are recorded through nonregulated revenue on ttie Condensed Consolidated 
Statemente of Income. Realized gains and losses on these same instrumente are recorded in 
nonregulated revenue or nonregulated cost of fuel, natural gas, and purchased power, depending on the 
nature of tiie instî ument. Unrealized gains and bsses on Level 3 derivatives at the utilities are deferred a; 
regulatory assete or liabilittes. Therefore, these fair value measuremente have no impact on eamings. 
Realized gains and bsses on these Instmmente flow tiirough utility cost of fuel, natural gas, and 
purchased power on the Condensed Consolidated Statemente of Income. 

Fair Value of Financial Instrumente 

The folh>wing table shows the financiai instrum^te included on ttie Condensed Consolbated Balance 
Sheete of Integrys Energy Group tiiat are not recorded at fair value. 

March 31.2010 December 31.2009 
Carrying Fair Carrying Fair 

(MiUions) Amount Value Amount Value 
Long-term debt $2,459.6 $2,530.1 $2,511.2 $2,543.6 
Prefened stock ^ 5 1 ^ 46^5 511 44.3 

The fair values of tong-temi debt instrumente are estimated based on tiie quoted market price for the 
same or similar issues, or on the current rates offered to integrys Energy Gnxip for debt of the same 
remainbg matori^, witiiout considering ttie effect of third-party credit enhancemente. The fair values of 
prefened stock are estimated based on quoted mari<et prices when availabte, or by using a perpetual 
dividend discount model. 

Due to the short-term natore of cash and (^sh equivalente. accounte receivable, accounte payable, notes 
payabte, and outetanding commercial paper, the carrying amount approximates fair value. 

NOTE 21-MISCELLANEOUS INCOME 

Integrys Energy Group's total miscellaneous income was as follows: 

(MUUons) 
Equity earnings on investmente 
Gain on sale of property 
Ottier 
Total miscellaneous income 

ItUseMonthsEnded March 31 
^ 1 0 2009 
$19.7 

0.7 
$20^ 

$18.4 
1.8 
0.9 

$21.1 
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NOTE 22-REGULATORY ENVIRONMENT 

Wisconsin 

2011 Rate Case 

On April 1,2010, WPS filed an application witti ttie PSCW to increase retail electric and natoral gas rates 
$64.2 million (6.9%) and $5.0 million (1.2%), respectively, with rates effective January 1,2011. The filing 
includes a request for an 11.25% retum on common equity and a common equity ratio of 53.62% in 
WPS's regulatory capital stmcture. The proposed retail electi'lc and natoral gas rate increases for 2011 
are being driven by decreased sales due primarily to ttie ongoing economic recession and increased 
energy effidency efforis l ^ customers, tiie amorttzation in 2011 of deferred amounte under WPS's etectric 
Revenue Stabilization Mechanism, and increased paymente to ttie Wisconsin Focus on Energy program. 

2010 Rates 

On December 22,2009, the PSCW issued a final written onler for WPS auttic»'izing an eledric rate 
increase of $18.2 miilbn, offset by an $18.2 million refund of 2009 and 2008 fuel coste, and a retail natural 
gas rate increase of $13.5 million, e^ctlve January 1,2010. Based on an order issued on April 1, 2010, 
the remaining $10.0 miilbn ofthe 2008 and 2009 fuel cost over-coltedions, plus interest of $1.3 million, 
will be refonded to customers based on April 2010 sales. As of March 31,2010, ttie remaining balance of 
ttie 2008 and 2009 fuel cost over-coltedbns to be refonded to customers in 2010 was $24.4 miliion, whbh 
has been recorded as a sh(3rt-term regutatory liability. Fuel cost over/under-recovery impacte reiated to 
tiie Weston 4 power plant exfoliation issue remain open for 2008 and 2009 and have been delayed to a 
futore rate prcceeding. 

2009 Rates 

On DecenUier 30,2008, the PSCW issued a ftnal written order for WPS authorizing no change in retail 
eledric rates from tiie feel surcharge adjusted rates authorized effective July 4,2008, and a $3.0 miliion 
decrease in retail natoral gas rates. The PSCW also approved a decoupling mechantem as a four-year 
pilot program. The mechanism allows WPS to defer and recover or refund in future rate proceedings all 
or a portion of the differences between tiie adual and authorized margin per customer impact of variations 
in volume. The annual deferral or refund is limited to $14.0 million for electric sen/be and $8.0 million for 
natoral gas servbe. The mechanism does not adjust for changes in volume resulting from changes in 
ci^tomer count and also does not cover large commercial and Industt'idf customers. 

Mich^an 

2010 UPPCO Rates 

On December 16,2009, ttie MPSC issued a final written order autiiorizing UPPCO a retail ebdric rate 
increase of $6.5 million, effective January 1,2010. The new rates refled a 10.90% return on common 
eciuity and a common equity ratio of 54.83% in UPPCO's regulatory capital strudure. The order indudes 
approval of a decoupling mechanism, as weli as an uncollectibles expense tracking mechanism, which 
allows for the defenal and subsequent recovery or refund of 80% of the difference between actoal write-
offa (net of recoveries) and bad debt expense included in utility rates, both effective January 1,2010. 

2010 MGU Rates 

On December 16,2009, the MPSC issued a final written order authorizing MGU a retail natoral gas rate 
increase of $3.5 million, effective January 1,2010. The filing includes a 10.75% return on common equify 
and a common equity ratb of 50.26% in MGU's regutatory capital stmcture. The c»̂ der includes approval 
of an uncolfectibtes expense backing mechanism, which allows ̂  ttie deferral and subsequent recovery 
or refond of 80% of the difference between actoal write-offs (net of recoveries) and bad debt expense 
induded in utility rates, effective January 1,2010. The decoupling mechanism proposed in the rate case 
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Is being contested and was not part of tiie order. An MPSC dedslon on decoupling is expected in the 
second quarter of 2010. 

200Q MGU Rates 

On January 13,2009, ttie MPSC issued a final written order for MGU approving a settiement agreement 
autiiorizing an annual retail natorai gas rate Increase of $6.0 million, effective January 14,2009. The new 
rates reflected a 10.45% retum on common equity and a common equity ratio of 50.01% in MGU's 
regulatory capital structore. 

Illinois 

2010 Rates 

On January 21,2010, the ICC issued a ^nal written onder authorizing a retaii natoral gas rate increase of 
$69.8 million for PGL and $13.9 million for NSG, effective January 28,2010. The rates for PGL refled a 
10.23% return on common equity and a common equity ratb of 56% in ite regutatory capital stî ucture. 
The rates for NSG reflect a 10.33% return on common equity and a common equity ratio of 56% in ite 
regulatory capital stmdure. The ICC approved a rider mechanism to recover the costs, above an annual 
baseline, ol an accelerated natoral gas main reptacement program by PGL through a special charge on 
customers' bills, known as Rider ICR. In February 2010, prior to tiie ICC granting rehearing on ttiis issue, 
PGL fifed Rider ICR witti a $51.85 million annual baseline. On rehearing, PGL proposed a baseline of 
$45.28 million with an annual escalation factor. No party fited testimony opposing the proposal. Recovery 
of coste for ttie accelerated gas main replacement program will begin in 2011 with the first Rider ICR 
chaiiges being effective April 1,2011 The rata order atso approved the recovery of net dismantiing coste 
of property, ptant, and equipnnent over the Ufa of the asset rather than when incurred. FH3L and NSG, ds 
welt as Chicago, tiie AG, and ttie Citizens Utility Board, fifed requeste for rehearing In February 2010, all 
addressing Rtoer ICR. On March 10,2010, ttie ICC voted to grant rehearing on ttie Rber ICR annual 
baseline determination and denied all ottier retiearing requeste, including requeste about other asp&^ of 
Rider ICR with a rehearing order expected in tiie summer of 2010. The AG, the Citizens Utility Board, 
PGL. and NSG tiled appeate witti ttie Illinois appellate court of ttie ICC's onjer denying rehearing on 
certain ottier issues. 

lucent Illinois Leaislathn 

In July 2009, Illinois Senate Bill (SB) 1916 v^s signed into law. SB 1918 contains a provision that allows 
PGL and NSG to file a rider to recover (or refund) ttie incremental difference between the rate case 
authorized uncotlectibte expense and ttie actoal uncollectible expense reported to ttie ICC each year. 
PGL and NSG filed their respective fidere with ttie ICC in September 2009, and began recording the 
effecte of this provision at ttiat time. The ICC approved ttie rider in February 2010, SB 1916 also requires 
a percentage of income payment plan for low-Income utility customers that PGL and NSG are offering as 
a transition program in 2010 and 2011, with a permanent program to begin no later than September 1, 
2011, as well as an on-bill financing program that PGL and NSG fiied in F^ruary 2010 witti a requested 
June 2011 effective cfate. The on-bill finandng program will allow certain residential customers of PGL 
and NSG to bon^)w funds from a third parly lender to purchase energy efficiency measures and pay back 
the borrowed funds over time through a charge on their utility bili. No later than October 1.2010, PGL and 
NSG mu^ file an EEP to meet specified energy effidency standards, with the first program year beginning 
June 2011 The legtelation did not have a significant impact on PGL or NSG during the quarter ended 
March 31,2010. 

2008 Rates 

On February 5,2008, tiie ICC issued a final written order autiiorizing a retail natural gas rate increase of 
$71.2 miilbn for PGL and a retail natural gas rate decrease of $0.2 miilbn for NSG. effective 
Febnjary 14,2008. The rates for PGL reflected a 10.19% retum on common equity and a common equity 
ratio of 56% in ite regulatory capital structure. The rates for NSG reftected a 9.99% retum on common 
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equity and a common equity ratio of 56% in Ite regulatory capital structore. The order included approval of 
a decoupling mechanism, effective Msrch 1,2008, as a four-year pilot program, which allows PGL and 
NSG to adjust rates going fomvard to recover or refund tiie difference between ttie actual and authorized 
margin impact of variations in volumes. Legislation was Inttoduced, but not enacted, at ttie Illinois state 
legislatore to roll back decoupling, integrys Energy Group adiveiy supporte the ICC's decision to approve 
this rate setting mechanism. The order also appnsved an EEP, which albws PGL and NSG to recover up 
to $6.4 million and $1.1 miilbn per year, respectively, of energy efficiency costs. This EEP is separata 
from, and will be replaced by, the SB 1918 required EEP. 

On March 26,2008, the ICC denied PGL's and NSG's request for reheeu^ing of their rate orders, and all but 
one such request from inten/eners, which only affected PGL. The ICC approved a stipulation resolving 
the rehearing issue. Following the stipulalbn approval, PGL and NSG and four otiier parties filed appeals 
witii ttie Illinois appeltate court Issues on appeal Include the decoupling mechanism. 

Minnesota 

2010 R^BS 

On December 4,2009, ttie MPUC approved a final written order authorizing MERC a retail natural gas 
rate increase of $15.4 million, effective January 1,2010. The new rates refled a 10.21% return on 
common equity and a common equity ratio of 48.77% in Ite regulatory capital sti'ucture. Since tiie final 
approved rate increase was lower than ttie interim rate increase tiiat went into effed in October 2008, 
refunds were made to customers In March 2010. 

Fed^al 

Through a ser i^ of orders tesued by tiie FERC, Regional Through and Out Rates for transmission sen/ice 
between the MISO and the PJM Interconnection were eliminated efliedive December 1,2004. To 
compensate transmlssbn owners for ttie revenue tiiey will no bnger receive due to this rate elimination, 
the FERC ondered a bansitional pricing mechanism calted the Seams Elimination Charge Adjusttnent 
(SECA) be put into place. Load-serving entities pab these SECA charges during a 16-Hnontii transition 
period firom December 1,2004, ttirough March 31,20(^. 

For the 16-month transitional period, Integra Energy Servbes received billings of $19.2 million (pre-tax) 
for these charges. Integrys Energy Sen/ices expensed $14.7 million ofthe $19.2 miilbn, as it is probable 
that Integrys Energy Sen/ices' total exposure will be reduced by at least $4.5 miilion due to inconsistencies 
between the FERC's SECA order and tiie tt-ansmission owners' compliance filings. Integrys Energy 
Services has reached setttement agreemente with three of ite vendors for a combined $1.6 miilbn. 

In August 2006. the administrative lawjudge hearing the case issued an Initial Decision tiiat was in 
agreement with all of Integrys Energy Sendees' portions. If the Final Onjer is consistent with the Initial 
Decisbn ofthe administiative lawjudge, Integrys Energy Sen/ices' pre-tax exposure of $19.2 million may 
be reduced by as much as $13 million. The Final FERC Order is subject to rehearing and ttien court 
challenges, ^ y refunds to Integrys Enerigy Services will include interest for the period from payment to 
refund. A f^RC Order addressing tiiese issues is expected to be received by June 2010. 
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NOTE 23-%GMENTS OF BUSINESS 

At March 31,2010, Integrys Energy Group r^orted five segmente, which are described bebw. 

e The electric utifrty segment includes ttie reguiated electric utility operations of WPS and UPPCO. 
• The natoral gas utility segment includes the regulated natural gas utility operations of WPS, MGU, 

MERC. PGL. and NSG. 
• Integrys Energy Sen/ices is a diversified nonregulated natoral gas and electrb power supply and 

services company sen/ing retail customers (residential, commercial, and industrial). 
• The eledric transmlssbn Investtnent segment indudes Integrys Energy Group's approximate 34% 

ownership interest in ATC. ATC is a federally reguiated electric transmission company operating In 
Wisconsin, Michigan, Minnesota, and llliru)is 

• The holding company and ottier segment indudes ttie operations of tiie Integrys Energy Group 
holding company and ttie PEC holding company, abng witti any nonutility activities at WPS, MGU, 
MERC, UPPCO, PGL, NSG, and IBS. Equity eamings from Integrys Energy Group's Investment in 
WRPC are also included In ttie holding company and other segment. 

The tables below present infonnation for ttie respective periods perfaining to Integrys Energy Group's 
reportable segmente: 

aimms} 

Three Monttis Ended 
MBFchSI.Zpip 
External revenues 
Intersegment revenues 
Restructuring expense 
Net loss on Integrys Energy 

Services' di^toRitions 
related lo strategy change 

Depreciation and 
amorttzatlDnexpenfie 

MisceHansous Income 
(expense) 

Interest expense (Income) 
PravlBion (benefit) for 

income taxes 
UBA hicome (loss) from 

continuing operations 
CHscontlnued oper»linns 
Prefened stock dhndende of 

subsidiary 
Net htcome (lOBS) ettsibutsd to 

c(»7Hiion sharehoklers 

Elecfrlc 
Utility 

$330.1 
4.8 

• 

-

U A 

D.2 
10.8 

18.1 

26.7 
-

(0.6) 

2B.1 

RflQulated Ooeratlons 

Hsturat 
Gas 

UtlH^ 

$926.6 
0.2 

-

-

30.7 

0.6 
13.1 

56.6 

69.9 
-

(0.2) 

69.7 

Etectric 
TransmieskM) 

fnvestment 

$ -
m 

-

-

-

19.5 
-

7.9 

11.6 
-

-

11.6 

Total 
Recpjlated 
Operations 

$1^56.6 
5.0 

* 

-

SS.1 

20.2 
23.9 

82.9 

108.2 
-

(0.8) 

107.4 

Idonutlll^and 
Itonregulatad 
Operations 

tategiye 
Energy 

Services 

$643.8 
0.8 
2.S 

39.8 

4.7 

0.5 
ZA 

(28.9) 

(48.6) 
0.1 

-

(48.B) 

Holding 
Company 
and Other 

$ 3.0 
-

0.2 

-

44 

10.B 
22.9 

(3.6) 

(9.4) 

-

(9-4) 

Reconciling 
Eliminations 

$ 
(5.8) 

-

> 

-

(10.B) 
(10.8) 

-

-
-

• 

-

Intsgrys 
Energy 
Group 

Consdhlated 

$1,9034 
-

2.7 

39^ 

64.2 

20.4 
394 

50.1 

50.2 
0.1 

(0.8) 

49.6 
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Nonutni^ and 
Nonregulated 

muilona) 

Three BAonttis&id^ 
IUIarch31.2009 
External revenues 
inteisegment revenues 
(Goodwill impairment loss 
Depreciation and 

amortization expense 
Misoeltaneoue income 

(expense) 
Interest expense (inconw) 
Provision (benefit) for 

income taxes 
Net income (Joss) 
Preferred stock dividends of 

subsidiary 
Net income (loss) attributed to 

common sharsholders 

Electric 
utmty 

$317.9 
11.8 

-

22.4 

0.9 
10.5 

14.3 
27.7 

(0-6) 

27.1 

Natural 
Qas 

Utility 

$1,096.6 
0.2 

281.1 

25.8 

1.2 
13.6 

4.0 
(172.0) 

(0.2) 

(173.1) 

Electric 
Transmtsslon 

Investtnent 

$ -
-
-

-

18.0 
-

7.2 
laB 

-

10.B 

Total 
Regulated 
Operations 

$1,414.5 
12.0 

291.1 

4B.2 

20.1 
24.1 

25.5 
(134.4) 

t0.B) 

(135.2) 

liitegrys 
Energy 

Services 

$1,763.5 
0.6 

-

5.1 

0.9 
3.1 

(14.5) 
(29.2) 

. 

(29.1) 

Holding 
Company 
and Other 

$ 2.8 
-
-

3.6 

13.7 
29.1 

1.8 
(15.9) 

_ 

(15.9) 

ReconctKng 
Eliminations 

$ 
(12.6) 

. 

(13.6) 
(13.6) 

, 
-

-

-

integrys 
Energy 
Group 

Consolidated 

$3,200.8 
-

291.1 

56.9 

21.1 
42.7 

12.8 
(179.5) 

(0.8) 

fia0.2) 
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item 2. Management's Discussion and Analyste of Financial Condition and ResiUta of 
Operations 

The following discussion shoub be read in conjunction witti ttie accompanying condensed consolidated 
finandai statemente and retated notes and Integrys Energy Group's Annual Report on Fomi 10-K for the 
year ended December 31,2009. 

SUMMARY 

Integrys Energy Group is a diversified energy holding company with regulated electric and natural gas 
utility operations (senring customers in Illinois. Michigan, Minnesota, and Wisconsin), nonregulated 
energy operations, and an approximate 34% equity ownership interest in ATC (a federally regulated 
etedrb transmission company operating in Wisconsin, Mbhigan, Minnesota, and Illinois). 

RESULTS OF OPERATIONS 

First Quarter 2010 Compared with First Quarter 2009 

muiions, except per share amounts) 
Three Months Ended March 31 

2010 2009 

Change in 
2010 Over 

2009 

Natoral gas utility operations 
Ebdric utility operations 
Int^vys Energy Servbes' operations 
Electric transmission inve^ment 
Holding company and other operations 

$69.7 
26.1 

(48.5) 
11.6 
(9-4) 

$(173.1) 
27.1 
(29.1) 
10.8 

N/A 
(3.7)% 
66.7% 
7.4% 

(40.9)% 

Net income (toss) attributed to common shareholders 

Basic eamings (bss) per share 
Diluted eamings (bss) per share 

Average shares of common stock 
Basic 
Diluted 

$49.5 

$0.64 
$0.64 

76.9 
77.2 

$(180J2) 

$(2.35) 
$(2.35) 

76.7 
76.7 

N/A 

N/A 
N/A 

0.3% 
07% 

Summary of Financtel Resulte 

Integrys Energy Group recognized net income attributed to common shareholders of $49.5 miilbn 
($0.64 diluted eamings per share) for the quarter ended Mardi 31, 2010, compared with a net loss 
attilbuted to common shareholders of $180.2 million ($2.36 net loss per share) for the quarter ended 
March 31,2009. Significant tactors impacting tiie $229.7 million increase in eamings were as follows 
(and are discussed in more detail tiiereafter): 

« Earnings at the regulated natural gas utility segment increased $242.8 million, driven by ttie positive 
quarter-over-quarter Impact of a $246.8 million after-tax non-cash goodwill impairment loss recorded 
in the first quarter of 2009. Earnings also benefited $15.0 million from rate Increases implemented at 
certein natoral gas utilities in the first quarter of 2010 and $4.0 miilbn from an after-tax decrease in 
bad det)t expense. These positive impacte were partially offset by a $6.6 miilion after-tax decrease 
in margin related to bwer quarter-over-quarter volumes, net of decoupling, a non-recunring 
$6.5 million increase In provision for income taxes related to new health care legislation, which 
eliminated the deductibility of paymente for retiree prescription drugs subject to a federal subsidy, 
and higher operating expenses. Higher operating expenses included a $4.4 million after-tax increase 
In empbyee benefit coste, a $2.9 million after-tax increase in depreciation and amortization expense 
related to recovery under a new rate order, and a $1.9 miliion after-tax increase related to energy 
effidency initiatives. 
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• Eamings at the regulated dectric utility segment decreased $1.0 million, driven by a $5.0 million 
after-tax increase in operating expenses, primarily related to increases in employee benefit coste, 
electrb tiansmlsslon expense, and customer assistance expense. Federal health care legislation 
enacted in March 2010 also had a non-recunring $4.5 million negathre impact on electric earnings as 
a result of an increase in provision for Income taxes, since paymente for retiree prescription drugs 
subject to a federal subsidy will no longer be deductible under the new legislation. The decrease in 
regulated electi'lc utility segment earnings was partially ofteet by a $7.3 million after-tax increase in 
margin, primarily related to lower fuel and purchased power coste incurred In tiie first quarter of 
2010, compared with fiiel and purchased power cost recovery rates set in 2009 (which WPS was 
allowed to retain as part of ite limited rate case re-openerfor 2010), as well as retail rate increases at 
WPS and UPPCO. 

• The net loss at Integrys Energy Services increased $19.4 million, driven by after-tax bsses on 
dispositions of $23.9 miilbn. primarily related to tiie divestiture of ttie United States whoiesate 
electric mariceting and trading business. These losses primarily resulted from ttie same maric-b> 
mari<et timing differences tiiat have historically caused earnings volatility witiiin Integrys Energy 
Sen/ices. Also conti*ibuting to the Increase in Integrys Energy Sen/Ices' net loss was a $5.9 million 
after-tax decrease in Integrys Energy Sen/Ices' margin quarter-over-quarter, primarily related to 
lower realized natural gas and eledric margins driven by Integrys Energy Sen/ices' strategy change, 
as well as the negative quarter-over-quarter impact of withdrawals of natural gas from storage for 
which inventory valuation adjustmente were previously recorded, partially offset by ttie positive 
qtrarter-over-quarter impad of lower non-cash accounting losses due to derivative tair value 
adjustinente. The increase in Integrys Energy Services' net loss was partially offset by an after-tax 
decrease in operating and maintenance expenses of $11.3 million. 

• Earnings at ttie eiecttic ttansmission investment segment increased $0.8 million, due to an increase 
in income from Integrys Energy Group's ownerehip interest in ATC. 

• The net loss at the holding company and ottier segment decreased $6.5 miilbn, largely due to a 
quarter-over-quarter decrease in the effective tax rate for this segment. The effedlve tax rate of ttiis 
segment includes the effect of certain state income taxes at the consolidated level ttiat are not 
allocated to ottier segmente. One specific item affectir^ income tax expense for this segment during 
tiie firet quarter of 2009 was the negative impad of a February 2009 tax law change in Wisconsin. 
Also contributing to the decrease in net loss at ttiis segment was lower ^lort-term extemal interest 
expense. 

Utility Operations 

Fertile quarters ended March 31,2010, and 2009, utility operations Induded the regulated natural gas 
utility segment, consisting ofthe regulated natoral gas operatbns of PGL, WPS. MERC, MGU, and NSG, 
and the regulated electric segment, consisting ofthe regulated electrb operations of WPS and UPPCO. 
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Regulated NaUiral Gas Utility Segment Operations 

(MiBlwis, except heaawg degree days) 
Three Monthe Ended March 31 

2010 2009 

Change in 
2010 Over 

2000 

Revenues 
Purdiased natural gas costs 

$926.7 
607.4 

$1,096,8 
776.3 

(15.5)% 
(21.8)% 

Maî ins 

Operating and maintenance expense 
Goodvi/ill impainnent loss * 
Depredation and amortizatton expense 
Tax^ ottier than income taxes 

319.3 

140.5 

30.7 
9.0 

320.5 

Income (loss) before taxes $126.5 $(168.9) 

Throughput in themis 
Residential 
Commerdal and industrial 
Interruptlble 
Interdepartmertfal 
Transport 

736.5 
224.5 
16.1 
3.3 

601.4 

795.9 
253.3 

18.0 
2.1 

613.4 

(0.4)% 

151.1 
291.1 
25.8 
9.0 

(7.0)% 
(100.0)% 

19.0% 
. 

Operating income (loss) 

Misceyaneous income 
interest expense 
Other expense 

139.1 

0.5 
(13.1) 
(12.6) 

(156.5) 

1.2 
(13,6) 
(12.4) 

N/A 

(5B.3)% 
(3.7)% 
1.6% 

N/A 

(7.5)% 
(11.4)% 
(10.6)% 
57.1% 
(2.0)% 

Total sales In themis 1,581.8 1.682.7 (6.0)% 

Wither 
Average heating degree days 3,282 3.587 (8.5)% 

* See Note 8, "Goodv̂ H and Other intan^ble Assets'* for more information. 

First Quarter 2010 Compared with First Quarter 2009 

Reguiated natoral gas utility segment revenue decreased $170.1 million quarter-over-quarter, driven by: 

• An approximate $115 million cfecrease in revenue as a result of an approximate 14% decrease in tiie 
average per-unit cost of natural gas sold by the regulated natural gas utilities during tiie quarier ended 
March 31,2010, compared with the same quarter in 2009. For ail of Integrys Energy Group's regulated 
natoral gas utilities, prudently Incurred natural gas commodity coste are passed dirediy ttirough to 
customers in cunrent rates. 

• An approximate $65 million decrease In revenue as a result of bwer natural gas ttiroughput volumes, 
driven by: 

- An approximate $54 million cfecrease as a resutt of warmer quarter-over-quarter weather during ttie 
first quarter heating season, evidenced by the 8.5% decrease in average heating degree days. 

- An approximate $17 million decrease related to lower volumes, induding resbential customer 
volumes, resulting from customer conservatbn and efficiency efforte. Lower volumes were also 
experienced by commerdal and industrial cu^omere, resulting from reduced demand related to 
changes in customers' plant operations and a dedine in customer base at PGL, NSG, and MGU, 
botti of whbh Integrys Energy Group atti'ibuted to the general economic slowdown. 
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- A partially offsetting approximate $6 miilion net positive quarter-over-quarter impad of decoupling 
mechantems for residential, smal! commercial and industrial, and transportation customers at PGL. 
NSG, and WPS. Under decoupling, these utilities are allowed to defer the difference between the 
actoal and rate case authorized delivery change componente of margin from certain customers and 
adjust fotore rates b accordance with rules applicable to e ^ h jurisdiction. 

• An approximate $15 million decrease in revenue from lower recovery of environmental cleanup 
expenditures related to former manufectured gas plant sites. 

• The decrease in revenue was partially offset by the appro)dmate $25 million positive impact of natural 
gas distribution rate orders at the regulated natural gas utilities. See Note 22, "Regulatory 
Environment," for more infonnatton on tiiese rate orders. 

- PGL and NSG received final rate orders fiDm ttie ICC for retail natural gas distribution rate increases 
that were effective January 28,2010, which had an approximate $18 million positive impad on 
revenue. 

- WPS received a final rate order from the PSCW for a retail natoral gas distribution rate increase that 
was effective January 1,2010, which had an approximate $6 million positive impact on revenue. 

- MGU received a final rate order from the MPSC for a retail natoral gas distribution rate increase that 
was effective January 1,2010, which had an approximate $1 miilion positive Impact on revenue. 

Margins 

Regulated natorai gas utility segment margin decreased $1.2 miilbn quarter-over-quarter, drh/en by: 

• An approximate $15 million decease in margin due to lower recovery of environmental deanup 
expendltores related to former manutactored gas plant sites. This decrease in margin was ofteet by a 
decrease in operating expense from tiie amortization ofthe related regulatory asset and, therefore, had 
no impact on eamings. 

• An approximate $11 milibn decrease in margin resulting from tiie 6.0% decrease in natorai gas 
ttiroughput volumes attributed to warmer quarter-over-quarter weattier, customer consen/ation and 
efficiency efforte, and ttie negative Impact from the general economic slowdown. This decrease in 
margin includes an approximate $6 million net positive impact from decoupling mechanisms in place at 
PGL, NSG, and WPS. The decoupling mechanism for WPS's natoral gas utility indudes an annual 
$8.0 miilbn cap for ttie deferral of any excess or shortfall Itom the rate case authorized margin. This 
cap was reached prior to the end of the first quarter of 2010, negatively impacting WPS's natoral gas 
margin quarter-over-quarier by $1.1 miliion. Additionally, no decoupling defen'al can be reconded at 
WPS if tiiere are any additional shortfeiis from autiiorized margin for tiie remainder of 2010. 

• The det̂ rease in margin was partially ofteet by the approximate $25 miliion positive impact of rate 
orders at the regulated natural gas utilities. 

Ooeratina Income (Loss) 

Operating income at tiie re'gulated natural gas utility segment increased $295.6 million, from an operating 
loss of $156.5 million b ttie first quarter of 2009, to operating income of $139.1 milSon in the first quarter 
of 2010. This increase was primarily driven by the positive impad of a $291.1 million non-cash goodwill 
impairment loss ttiat was recorded in the first quarter of 2009, and a quarter-over-quarter $5.7 million 
decrease in otiier operating expenses, partially offset by the $1.2 million decrease in natural gas margin. 
See Note 8, "Goodv\nH and Other intangible Assets" for inforniation related to tiie goodwill impaimrient 
loss recorded In 2009. 
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The $5.7 million quarter-over-quarter decrease in ottier operating expenses primarily reiated to: 

• An approximate $15 million decrease in amortization ofthe regulatory asset related to environmental 
cleanup expenditures of manufactured gas plant sites. These coste were recovered from customers In 
rates. 

• A $6.7 miliion decrease in bad debt expense, primarily related to the impad lower volumes and lower 
energy prices had on ov^fall accounte receivable balances. 

• These decreases were partially offeet by: 

- A $7.3 million increase in employee benefit coste, partially related lo an increase in pension and 
post-retirement medical expenses, resulting from the amortization of negative investment returns 
from 2008 and a decrease in the discount rate utilized in the most recent valuation. 

- A $4.9 million increase in depreciation and amortization expense, primarily related to the ICC's rate 
order for PGL and NSG. effective January 28,2010, which allows recovery of net dismantiing coste 
by induding it as a component of depreciation rates applied to natural gas disttibution assete. 

- A $3.2 million increase in operating expenses related to energy conservation programs and 
enhanced effidency Initiatives. 

Reguteted Electric Utility Segment Operations 

miUions, except Aeatifig degree days) 

Revenues 
Fuel and purdiased power costs 
Margins 

Operating and maintencHice expense 
Depredation and amortizafbn eiqiense 
Taxes ottier than income taxes 

Operating income 

Miscellaneous income 
Interest expense 
C^er expense 

Income before taxes 

Three Monttis Ended March 31 
2010 2009 

$334.9 
140.4 
194.5 

102.5 
24.4 
12.2 

55.4 

OJi 
(10.8) 
(10.6) 

$44.8 

$329.7 
147.4 
182.3 

96,3 
22.4 
12.0 

51.6 

0.9 
(10.5) 
(9.6) 

$42.0 

Change in 
2010 Over 

2009 

1.6% 
(4.7)% 
6.7% 

6.4% 
8.9 % 
1.7% 

7.4% 

(77.8)% 
2.9% 

10.4% 

6.7% 

Sales in icllowatt4iours 
Residential 
Commerdal and industrial 
Wtiolesate 
Ottier 

792.8 
2,027.0 
1.211.7 

11.2 

843.1 
1,998.9 
1,136.4 

11.6 

(6.0)% 
1.4% 
6.7% 

( 2 ^ % 
Total sales in klowatt-hours 4,042.7 3.988.9 1.3% 

Weattier 
WPS: 

Heating degree days 
UPPCO: 

Heating defflee days 

3,444 

3,592 

3.971 

4.249 

(13.3)% 

(15.5)% 
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First Quarter 2010 Compared w i ^ First Quarter 2009 

Revenues 

Reguiated electrb utility segment revenues increased $5.2 miilion quarter-over-quarter, driven by. 

• An approximate $8 million Increase in opportunity sales at WPS, made possible by a combination of 
an increase in available capacity (which resulted from lower resbential, small commercial and 
Industi-ial, and contracted whoiesate sates), and bw-cost generation at Westexi 4. 

• An approximate $5 miliion increase due to a 6 .1% increase in sales volumes to large commercial and 
industi-iai customers reiated to changes in plant operations, whbh integrys Energy Group attributes 
mainly to improving general economic conditions. 

• An approximate $3 million increase in revenues reiated to retail electric rate increases at botti WPS 
and UPPCO, effective January 1, 2010. 

• These increases in regulated eledric utility segment revenues were partially offset by: 

- An approximate $8 million decrease in revenues from wholesale customers due to a decrease in 
contracted sales volumes and feel coste. The decrease in fuel coste caused a decrease in per-
unit revenues because commodity coste are passed dirediy through to these customers in rates. 

- An approximate $3 mlirion decrease in revenues, net of decoupling, due to a 4.5% decrease in 
sales volumes to residential and small commerdal and industiriai customers primarily reiated to 
warmer quarter-over-quarter weattier during the heating season as evidenced by the decrease in 
heating degree days at botii WPS and UPPCO. In the first quarter of 2010, WPS recorded an 
$11.3 million benefit from electric decoupling (which is subject to an annual $14.0 million cap), 
compared vnth $5.6 million in ttie first quarter of 2009. UPPCO did not have a decoupling 
mechanism in 2009, but recorded a $1.1 million benefit from decoupling in ttie first quarter of 
2010. 

Momm 

Regulated eledric utility segment margins increased $12.2 million quarter-over-quarter, driven by: 

• An approximate $8 miliion increase related to lower fuel and purchased power coste incun-ed in the 
first quarter of 2010 compared with fuel and purchased power cost recovery rates set In 2009, v^ ich 
WPS was allowed to retain as part of ite limited rate case re-opener for 2010, 

• An approximate $3 million increase related to retaii ebdric rate increases at botti WPS and UPPCO, 
effective January 1,2010. 

Operaijna Income 

Operating income at ttie regulated eledric utility segment increased $3.8 million quarter-over-quari:er, 
driven by the $12.2 milfion increase in eledric margin, partially offset by an $8.4 million increase in 
operating expenses. 

The increase in operating expenses was the result of: 

• A $4.0 miliion increase in employee benefit coste, primarily related to an increase in pensbn and 
other postretirement benefit expenses, driven by the amortization of negative investment returns from 
2008. and a decrease in the discount rate utilized in the most recent valuation. 

• A $3.6 million increase in efectrb transmission expense. 
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« A $3.0 million increase in customer assistance expense related to paymente made to the Focus on 
Energy program, which aims to help residente and businesses install cost-effective, energy efficient 
and renewable energy producte. 

• A $1.9 million Increase in depreciation and amortization expense at WPS, primarily related to ttie 
Crane Creek Wind Farm being placed in service for accounting purposes in December 2009, 

• These increases were partially offset by a $3.0 million decrease In etedric maintenance expense at 
WPS, primarily related to a greater number of planned outages at the generation plante during the 
first quarter of 2009, compared witii the first quarter cf 2010. 

OtJter Expense 

Ottier expense at tiie regulated electric utilities increased $1.0 million, driven by a $1.0 million decrease In 
AFUDC related to ttie Crane Creek Wind Fanm. 

integrys Energy Services' Operations 

integrys Energy Sen/ices is a diversified nonreguteted energy supply and sen/ices company serving 
residential, commerdal, and industrial customers. 
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Integrys Enei^y Services Segment Resulte of (^ ra t ions 

millions, except natural gas sales volumes) 

Revenues 
Cost of fuel, nature^ gas, and purchased power 
Margins 
Margin Detail 

Electric and other margins 
Natoral a&& mamins 

Operating and maintenance expense 
Restruduring expense 
Net loss on Inte^ys Eneigy Senrices' dispo^tions 

related to str^egy change 
Depreciation and amortization 
Taxes oUier than nicome taxes 
Operating loss 

Miscellaneous income 
Interest expense 
Ottier expense 

Net loss tiefore taxes 

Physical volumes (includes only transactions 
settled physically for the periods shown) 

Wholesale eledric sabs v d u m ^ in kwh 
Retail electric sales volumes in Icwh 
Wholesale natural gas sales volumes in bcf 
Retail natural gas sales volumes tn b d 

IbESJiaofi !^ Ended March 31 
2010 2009 

$644.6 
636.2 

6.4 

(16.7)*^* 
23.1 (2' 

30.8 
2.5 

39.8 
4.7 
3.2 

(74.6) 

0.5 
(3.4) 
(2.9) 

$(77.5) 

477.1 
3,153.3 

21.9 
50.4 

$1,784.1 
1.767.8 

16.3 

(23.1) '̂ * 
39.4 P' 

49.6 

5.1 
3.1 

(41.5) 

0.9 
(3.1) 
(2.2) 

$(43.7) 

1,035.9 
3,997.3 

160.9 
97.3 

Change tn 
2010 Over 

2009 

(63.9)% 
(63.9)% 
(60.7)% 

(27.7)% 
(41.4)% 

(37.9)% 
N/A 

N/A 
(7-8)% 
3.2% 

79.8% 

(44.4)% 
9.7% 

31.8% 

77.3% 

(63.9)% 
(21.1)% 
(86.4)% 
(48.2)% , 

\wti ~ kilowatt-hours 
bcf ̂  trillion cubic faet 

(1) 

(2) 

For the three montiis ̂ ded March 31,2010, and 2009, these amounts induded negative margin of 
$43.1 million and $59.1 million, respectively, related to fair value adjustments. 
For the tiiree months ended March 31,2010, and 2009, tiiese amounts induded negative margin of $9.1 miltion 
and $45.8 mHMon. respedively, related to fair value adjusttnents, and positive margin of $4.6 million and 
$19.0 nutlbn. respedively, related to lower-of-cost-or-market inventory adjustm^ts. 

First Quarter 2010 Compared with First Quart&r 2009 

Revenues 

Revenues decreased $1,139.5 million quarter-over-quarter, as a result of imegrys Energy Group's 
dedsion to reposition Integrys Energy Services to focus on selected retail marinate and invesbnente in 
energy assete with renewable attriixites. See Nc^ 5, "Dispositions," for a discussion ofthe dispositions 
completed in connectton witti Integrys Energy Services' strategy change. 

Margins 

Changes in commodity prices subjed a portion of ttie nonregulated operations to eamings volatility. 
Integrys Enerigy Sen/ices uses financial insttximente to economically hedge risks associated witii physical 
transactions. The financiai instrumente essentially lock in margin on ttiese transactions by mitigating the 
impad of fluctuations in maricet conditions, changing commodity prices, volumetric exposure, and other 
associated risks. Because many ofthe derivative rnsti-umente utilized in these transactbns may not 
qualify, or are not designated, as hedges under GAAP, reported earnings for the integrys Energy 
Services segment include changes In the feir values of many of tiie derivative instiximente. These values 
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may change signiflcantiy flxim period to period and are retiected as unrealized gains or losses wittiin 
margin. Fluctoations in ttie fair value ofthe nonderivative insti'umente (such as certain customer 
contracte, as weli as natoral gas storage and ti^ansportation contracte) do not impad margin until 
settlemerit, as these transactions do not meet the GAAP definition of derivative Instmmente. 

Integra Energy Services' margins decreased $9.9 million quarter-over-quarter. Jhe significant items 
conttibuting to ttie change In margins were as follows: 

Etectric and Other Margins 

integrys Energy Sen/ices' electric and other margins increased $6.4 mSlion quarter-over-quarter. The 
following items were the most significant contributors to the change In Integrys Energy Services' eledric 
and other margins. 

Realized whoiesate electric maroin 

Realized whobsafe electi'lc margin decreased $3.2 miltkHi, from $4.1 million during ttie first quarter of 
2009, to $0.9 million during ttie same quarter in 2010. 

Wholesale tt^nsacttons and stnjctured origination activity were significantly scaled back in conjunction 
with Integrys Energy Sennces' sale of sub^ntially all of ite United States wholesale electric marketing 
and trading business. See Note 5, "£>rspos/ffor?s," for more information on integrys Energy Sen/ices' sale 
of ite United States lA^olesale eledric mari(^ng and trading business. 

Realized margin from energy assets 

Realized margin fi^m energy assete decreased $0.2 million. The margin from generating assete. other 
than assete witti renewable attributes, decreased by $2.8 million, from $7,3 million during the first quarter 
of 2009, to $4.5 miilbn during the same quarter in 2010. Contributing to the decrease was the January 
2010 sale ofthe generation businesses In New Brunswick, Canada and Nortiiern Maine. See Note 5, 
"Dispoa^ons" for more inforniation on the sale. Partially offsetting the decrease was an increase in 
margin from energy assete witti renewabte attributes of $2.6 million, from $1.0 miilion during the first 
quarter of 2009, to $3.6 million during the same quarter in 2010, driven by Integrys Energy Services' 
continuing investmente in energy assete with renewable attributes, such as solar energy projecte and 
landfill gas projecte. 

Realized retail electric maroin 

The realized retail efedrb margin decreased $6.2 million, from $23.6 million during the first quarter of 
2009, to $17.4 miilbn during tiie same quarter in 2010. The decrease was driven by: 

• A $3.7 million decrease in the Illinois maricet, caused by a 27% decrease in ̂ les volumes, resulting 
from Integrys Energy Sen/ices' reduced mariceting eflbrte before ttie decision was made to continue 
business activity in tills maricet. 

• A $2.3 miilbn decrease in the Texas maricet. The decrease was due to integrys Energy Services' 
scaled back new business activity in this market in the second half of 2009, as this market is not part 
of Integrys Energy Services' iong-temi sttategy. 

Retail and whotesate etedric fair value adiustmente 

Integrys Energy Services' margin from retail and wholesale electi-ic feir value adjustmente increased 
$16.0 million, as it recognized $59.1 miliion of non-cash unrealized bsses retated to derivative 
insttximente during the first quarter of 2009, compared with $43.1 million of non-cash unrealized losses 
during the same quarter in 2010. 
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The non-cash unrealized gains and losses resulted from the application of GAAP derivative accounting 
rules to Integrys Energy Sen/ices' portfolio of eiectiic customer supply conttacte, requiring that tiiese 
derivative instrumente be adjusted to feir maricet value. 

Natural Gas Margins 

Integrys Energy Sen/ices' natural gas margins decreased $16.3 million quarter-over-quarter, The 
folbwing items were tiie most significant contributors to the change in Integrys Energy Sen/ices' natural 
gas margins. 

Lower-of-cost-or-maricet inventon/ adiustments 

The combined effect of lower-of-cost-or-marttet inventory write-downs and withdrawals from storage of 
natoral gas for which write-downs had previously been recorded was a $14.4 million quarter-over-quarter 
net decrease In the natur^ri gas margin. The average maricet price of natural gas decreased 
api:^eximately 22% during tiie first c|uartar of 2010 and decreased approximately 24% during the same 
quarter in 2009, driving lower-of-cost-or-mari<et inventory write-downs during both periods in order to 
reflect natural gas in storage at the end of ttie period at ite net realizable value, as required by GAAP. 
Integrys Energy Group's sttategy change ftff Integrys Energy Senflces led to lower inventory volumes in 
the first quarter of 2010 compared witii ttie same period in 2009; as a result, these write-downs had a 
positive $34.3 mlllton quarter-over-quartar impad on natural gas margins. In addition, a lower volume of 
natoral gas inventory wittidrawn from storage for whbh write-downs had prevbusly been recorded 
resulted in a $487 million quarter-over-quarter decrease in the natural gas margin. 

Realized retail natural aas maroins 

R^Kzed retaii natural gas margins decreased $10.3 miilion, from $39.5 million during ttie first quarter of 
2009, to $29.2 miilbn during tiie same quarter in 2010. The decrees in realized retaii natorai gas 
margins was driven by an $8.1 million decrease in the Illinois maricet caused by ttie quarter-over-quarter 
negative impact of the wittidrawal of a significant amount of natoral gas from storage In the first quarter of 
2009, resulting in realized gains during that period. Also conttibuting to the decrease In retail natural gas 
margins was the sale of Integrys Energy Sen/ices' Canadian natural gas portfolio in September 2009, 
whbh led to no Canadian margins being realized In 2010. 

Realized whotesaie natural gas marmns 

Realized wholesale natoral gas margins decreased $28.3 million, from $26.7 miliion during the first 
quarter of 2009, to a negative $1.6 million during the same quarter in 2010. Wholesale transsKî ions were 
s^nificantty scaled back in conjunctbn with Integrys Energy Services' sale of substantially all of ite 
wholesale natoral gas business. See Note 5, "Dispositions" for more infomiatbn on int^rys Energy 
Sen/ices' sale of ite wholes^e natural gas business. 

Fair value adiusfanente 

Fair value adjustmente required under derivative accounting rules primarily related to changes in the fair 
maricet value of contracte uti'lized to mit^ate market price risk associated witti certain natural gas storage 
contracte, as well as basis swaps utilized to mitigate market price risk associated with natoral gas 
transportation conbacite and certain natural gas sales contracte. 

The tair value adjustinente (excluding lower-of-cost-or-maricet inventory adjustmente) drove a 
$36.7 million increase In natural gas margins, as unrealized losses on these insfa-umente were $9.1 million 
during the first quarter of 2010, compared with unrealized losses of $46.6 miliion during the same quarter 
in 2009. 
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Operating Loss 

Integrys Energy Sendees' operating loss increased $33.1 million quarter-over-quarter. This increase 
resulted from the $9.9 million decrease in margin discussed above, and losses of $39.6 miilion related to 
dispositions completed in connection with Integrys Energy Sen/ices' sti'ategy change, partially offeet by 
an $18.8 million decrease In operating and maintenance expense. 

The decrease in operating and maintenance expense was driven by an $7.9 million decrease in 
empbyee payroll and benefit related expenses, a $4.6 miliion decrease in bad debt expense due to Uie 
recovery of a receivable fully resenred during the first quarter of 2009, as welt as a general decrease in 
r^erves as a result of reduce business activity, a $2.6 miilbn decrease in broker commisstons resulting 
from reduced business adivity, and a $2.0 million decrease in contiractor related expenses. 

See Note 5, "DisposJttons" for a discussion of the dispositions completed in ccHinection witti Integrys 
Energy Servbes' strategy change. 

Electric Transmission Investment Segment Operations 

F/rst Quarter 2010 Compareef with First Quarter 2O09 

Miscellaneous Income 

Miscellaneous income at the eiectiic tiransmtesion investinent segment increased $1.5 million during the 
first quarter of 2010 compared with ttie same quarter in 2009, due to an increase in income from Integrys 
Energy Group's approximate 34% ownership interest In ATC. The increase in Income was driven by 
ATC*s continuing capital expenditore program, resulting in an increase in te rate base. 

Holding Company and Other Segment Operations 

miUions) 

Operating income (bss) 
Otiier ^qsense 

Loss before taxes 

Three Mtonttie Ended March 31 
2010 2009 

$ (0.6) 
(12.4) 

$(13.0) 

$ 1.3 
(15.4) 

$(14.1) 

Change in 
:;M>10Over 

2009 

N/A 
(19.5)% 

(7.8)% 

H/st Qt^rter 2010 Compared witii First Quarter 2009 

Other Expense 

Other expense at ttie holding company and other segment decreased $3.0 million during the first quarter 
of 2010 compared virith the same quarter in 2009, driven by a $2.4 million decrease in external short-term 
interest expense at tiie holding company mainly due to lower interest expense on commercial paper. 
Also contributing to the decrease in ottier expense at the holding company and other segment was a 
$1.9 million decrease in external short-term interest expense at PEC, due to ttie positive quarter-over-
quaiter Impact of bonrowings under a revolving credit agreement repab in May 2009. 

Provision for income Taxes 

Three Months Ended March 31 
2010 2009 

Effective Tax Rate 50.0% (7.7)% 
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Furst Quarter 2010 Compared with First Quarter 2009 

The change in ttie effective tax rate for tiie quarter ended March 31, 2010, compared to the same quarter 
in 2009, was primarily reiated to the tax tteatment of integrys Energy Group's $291.1 miilion non-cash 
pre-tax goodwill impainnent loss recorded In 2009. Although integrys Enetgy Group had a $166.7 million 
loss before income taxes for the quarter ended March 31, 2009, it still reconjed a $12.8 million provision 
for Income taxes because $186.2 million of the total pre-tax goodwill Impaimnent loss was not deductible 
for income tax purposes. 

Also conb'ibuting to the increase in the quarter-over-quarter effective tax rate was ttie elimination of ttie 
dedudibility of prescription dmg paymente to retirees, to ttie extent tiiose payments will be offeet by ttie 
receipt of ttie Medbare Part D subsidy, as mandated in the recently passed federal health care 
legislatbn. See "Other Future (ktnsideratbns-Federal Health Care Reform" for more infonnation. As a 
result of ttie legislation, Integrys Energy Group expensed $11.8 million of deferred income tax benefite 
during the quarter ended March 31,2010, which were previously recognbsed as a reduction in provision 
for Income taxes. This additional pnavlsion for income taxes will not reoccur in future periods. The 2010 
effective tax rate has also been adjusted to retted an additional provision for income taxes of $1.9 miilion 
related to current year expected retiree benefite. 

LIQUIDITY AND CAPITAL RESOURCES 

Integrys Energy Group believes ttiat ite cash balances, liquid assete, operating cash flows, access to 
equity and debt capital maricete, and available borrowing capacity provide adequate resources to fond 
ongoing operating requiremente and future capital expenditures reiated to expansion of existing 
businesses and development of new jiH'ojects. Integrys Energy Group's borrowing coste can be impacted 
by short-term and bng-term debt ratings assigned by Independent credit rating agencies. Integrys 
Energy Group's operating cashflows and access to capital maricete can be impaded by macroeconomic 
tactors out^de of ite control. 

OperatNig Cash Fiovra 

During the qu£Hter ended March 31, 2010, net cash provided by operating adh/ities was $419.4 million, 
compared witti $852.6 million for the same quarter in 2009. The $433.2 miliion quarter-over-quarter 
decrease in net cs^h provided by operating adivities was largely driven by a $393.0 million decrease in 
cash provbed by working capital. Because natural gas prbes dropped significantly during the first 
quarter of 2009, accounte receivabb and accrued unbilled revenues also decreased during this period, 
generating cash. However, the firet quarter of 2010 did not see the same change in prices, therefore 
accounte receivable and accrued unbilled revenues increased from year-end as a result of high volumes 
experienced during the heating season. Also contributing to the decrease in cash provided by working 
capital was a $266.6 million quarter-over-quarter deoease in cash generated by inventories, driven by a 
larger decrease in natoral gas prbes over the first quarter of 2009. compared with ttie first quarter of 
2010, and the wittidrawal of a significant amount of natoral gas from storage at Integrys Energy Services 
during tiie first quarter of 2009 in order to improve its liquidity positbn. Partially offeetting ttiese changes 
was a $294.9 million quarter-over-quarter decrease in cash used to pay accounte payable balances. 

Investing Cash Flows 

Net cash used for investing activities was $15.8 million during the quarter ended March 31,2010, 
compared with $93.5 million for the same quarter In 2009. The $77.7 million quarter-over-quarter 
decrease in c ^ h used for investing activities was primarily driven by a $52.5 miilion quartar-cver-quarter 
increase In proceeds received from the sate or disposal of assete (related to the Integrys Energy Servbes 
strategy chaige), as wdl as a $26.1 miilion quarter-over-quarter decrease In cash used to fund capital 
expendltores (discussed below). 
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Capital Expenditures 

Capital expendltores by business segment for ttie quarter ended March 31 were as follows: 

Reportable Segment (miUions) 2010 2009 Change 
Bectnc utility 
Natural gas utilify 
Integrys Energy Sen/bes 
Holding company and otiier 
Integrys Energy Group consolidated 

$23.7 
23.0 
7.6 
8.9 

$63.2 

$43.2 
28.3 
11.2 
6.6 

$89.3 

$(19.5) 
(5.3) 
(3.6) 
2.3 

$(26.1) 

The decrease in capital expenditures at ttie elecb'b utility segment for tiie quarter ended March 31.2010, 
compared with the same quarter in 2009, was mainly due to decreased expenditures related to the Crane 
Creek Wind Farm protect, whidi was plaxsed In service for accounting purposes in December 2009. 

Financing Cash Flows 

Net cash used for financing activities was $189.1 miilion during the quarter ended March 31, 2010, 
compared with $681.5 million for tiie same quarter in 2009, The $492.4 million quarter-over-quarter 
decrease in cash used for finandng activities was driven by a $647.7 million quarter-over-quarter 
dec '̂ease In the repayment of short-term bon'owings, mainly due to the generation of more cash from 
operating adivities in 2009 compared witii 2010, partially ofteet by an $86.8 million quarter-over-quarter 
decrease in proceeds fiom the sale of borrowed gas, as well as $66.9 million of paymente made during 
ttie first quarter of 2010 to buyers of the wholesale gas and power businesses for out-of-the-money 
transactions executed at the time of sale. These contracte were replacement supply trades for the 
retained retail operations and were transacted at the original tiansf^r price between the whotesaie and 

businesses. 

Significant Financing At^vities 

integrys Energy Group had outstandir^ commerdal paper borrowings of $162.7 miilion and 
$143.6 miilbn at March 31, 2010, and 2009, respedively. Int^rys Energy Group had short-term notes 
payable outstanding of $10.0 million at March 31,2010, and 2009. Integrys Energy Group had no 
borrowings under revolving credit facilities at March 31,2010, and $345.0 million at March 31,2009. See 
Note 9, '̂Short-Term Debt and Unas of Credit" for more Infomnation. 

For information on the issuance and redemption of bng-temi debt at Integrys Energy Group and ite 
subsidiaries, see Note 10, 'Lxtng-Term Debt" 

Beginning February 11,2010, Integrys Energy Group issued new shares of common stock to meet tiie 
requiremente of ite Stock Investinent Plan and certain stock-based employee benefit and compensation 
plans. From January 1,2010 to Febmary 11,2010, and during 2009, Integrys Energy Group purchased 
shares of Ite common stock on tiie open market to meet the requiremente of these plans. 
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Credit Ratings 

The cunent credit ratings for integrys Energy Group, WPS, PEC, PGL, and NSG are listed in tiie table 
tielow. 

Credit l^atings 
Integrys Energy Group 

Issuer credit rating 
Senbr unsecured debt 
Commercia} paper 
Credit fadlity 
Junbr subordinated notes 

WPS 
Issuer credit rating 
First mortgage bonds 
Senior secured debt 
Prefened stock 
Commercial paper 
Credit facility 

PEC 
Issuer credit rating 
Senior unsecuned debt 

PGL 
Issuer credit rating 
Senior secured debt 
Commercial paper 

NSG 
issuer credit rating 
Senior secured ctebt 

Credit ratings are not recommendations to' biry or sell securities and are subjed to change, and each 
rating shoub be evaluated Independently of any other rating. 

On January 26,2010, StandanJ and Poor's revised ttie outlook for Integrys Energy Group and all of ite 
subsidtarles to " ^ b l e " firom "negative." The revised outbok reflected Integrys Energy Group's decisbn 
to retain a selected portbn of ite nonregulated operations, whbh resulted in a revi^on to Integrys Energy 
Graup's business risk profile to "sbong" from "exceitent." The revised outlook also reflected Integrys 
Energy Group's Improved flnancial measures and decreasing regulatory risk, which resulted in a change 
in ite financial risk profite to "significant" from "aggressive." 

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

• The senbr unsecured debt ratings of integrys Energy Group and PEC were lowered from "A3" to 
"Baal." 

• The credit facility rating of Integrys Energy Group was lowered from "A3" to "Baal." 
• The junbr subordinated notes rating of Integrys Energy Group was lowered fnxn "Baal" to "Baa2." 
• The issuer credit rating of WPS was towered from "A l " to "A2." 
• The senior secured debt rating and first mortgage bonds rating of WPS were lowered from "AaS" to 

" A l " 
• The senbr secured debt ratings of PGL and NSG were lowered from " A l " to "A2." 
• The preferred stock rating of WPS was lowered ftiom "A3" to "Baa1." 
• The credit facility rating of WPS was lowered from " A l " to "A2." 
• The commercial paper rating of PGL was lowered from "P- l " to "P-2." 

-61-

Standard & Poor's 

BBB-i-
BBB 
A-2 
N/A 

BBB-

A-
N/A 
A 

BBB 
A-2 
N/A 

BBB+ 
BBB 

BBB-H 
A-

A-2 

BBB+ 
A 

Moody 

N/A 
Baal 
P-2 

Baa1 
Baa2 

A2 
Al 
Al 

Baal 
P-1 
A2 

N/A 
Baal 

A3 
A2 
P-2 

A3 
A2 
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Accortfeig to Moody's, the downgrade considers managements decisbn to divest of ite nonregulated 
energy marlceting business, and refiecte the expected Improvemente in Integrys Energy Group's business 
risk and ikiuidlty profiles after the divestitore, as well as ttie expected challenge of replacing the eamings 
generated by this nonregulated segment Also according to Moody's, the downgrade refiecte 
management's dedsion to leave ite dividend policy unchanged despite expected near-tenm reduction in 
earnings and internal cash fiow generation. 

On March 5,2009, Standant & Poor's lowered the foltowing ratings of Integrys Energy Group and ite 
subsidiaries: 

• The issuer credit ratings of Integrys Energy Grcxjp, PGL, NSG, and PEC were lowered from "A-" to 
"BBB+." 

• The issuer credit rating of WPS was towered from "A" to" A-." 
• The senbr unsecured debt ratings of Integrys Energy Group and PEC were lowered from "BBB+'' to 

"BBB." 
• The junior subon:linated notes rating of Integrys Energy Group was lowered from "BBB" to "BBB-." 
• The senbr secured debt rating of WPS was lowered from "A+" to "A." 
• The preferred stock rating of WPS was tawered from "BBB+" to "BBB." 

According to Standard & Poor's, Integrys Energy Group's corporate credit downgrade refiecte weak 
flnancial measures that do not support an "A" category credit profile. Standard & Poor's also stated that 
the downgrade reflecte the changes to Integrys Energy Group's business and financiai risk profiles. 
Standard & Poor's revised Int^rys Energy Group's business risk prciflle to "excelienf from "stiong" and 
changed ite flnancial risk profite to "aggressive" from "intermediate." The change in the business risk 
profite reflected tiie sttategy change witti resped to Integrys Energy Sen/ices and helped to moderate the 
downgrade. 

Future Capital Requiremente and Resources 

Contractual Oi^igations 

The following table shows the contiactoal obligations of Integrys Eneigy Group, including Ite subsidiaries, 
as of March 31,2010. 

Paymente Due By Period 

{MUiions) 

Long-term debt prindpal and interest 
paymente *̂ * 

Operating lease obligations 
Commodity purchase obligations ^ 
Purchase orders*^ 
Pension and otiier postretirement 

fonding obligations*-*' 
Total conlractoal cash obligations 

Total 
Amounts 

Committed 

$3,490.7 
67.4 

3,247.1 
405.1 

682.6 
$7,892.9 

2010 

$ 167.6 
9.8 

729.5 
398.7 

102.1 
$1,407.7 

2011 to 
2012 

$ 941.5 
20.O 

1,094.7 
5.1 

267.8 
$2,329.1 

2013 to 
2014 

$ 571.6 
13.6 

642.2 
1.3 

138.1 
$1,366.8 

2015 and 
Thereafter 

$1,810.0 
24.0 

780.7 
-

174.6 
$2,789.3 

^̂^ Represente bonds Issued, notes issued, and bans made to Integrys Energy Group and ite subsidiaries. Integrys 
Energy Group records all piimapal oisligations on the balance sheet. For puiposes d ttiis table, it is assumed 

(2) 

that the current interest rates on variable rate debt will remain In effed until the debt matores. 

Energy supply contracts at Integrys Energy Sen/ices induded as part of commodity purchase obligations are 
generaBy entered into to meet obligations to deliver energy to customers. The utility subsidiaries expect to 
recover the costs of their contracts in futore customer rates. 
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Includes obligations related to nomiai business operations and targe construction obligations. 

Obligations for pension and otiier postretirement benefit plans, other than the Integrys Energy Group Retirement 
Plan, cannot be estimated beyond 2012. 

The tabte above does not refiect any paymente reiated to ttie manufactored gas plant remediation ilability 
of $655.5 million at March 31, 2010, as the amount and timing of paymente are uncertain. Integrys 
Energy Group anticipates Incuning coste annually to remediate ttiese sites, but management believes 
that any coste incuned for environmental adivities relating to former manufactured gas plant operations 
that are not re(X}verable tiirough contributions from other entitles or from Insurance carriers have been 
prudentty incurred and are, tiierefore, recoverable through rates for WPS, MGU, PGL, and NSG. See 
Note 13, ̂ ^Commitments and Contingencies" for more informatbn about environments^ liabilities. In 
addition, the table does not reflect any paymente for the Man:h 31, 2010, Ilability related to uncertain tax 
positions, as ttie amount and timing of paymente are uncertain. See Note 12, "Income Taxes' for more 
information about this IbblBty, 

Capitel Requirements 

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

(MUiions) 
WPS 

Environmental projecte $ 164.1 
Electirb and natural gas distribution projecte 150.8 
Efectrb and natural gas delivery and customer service projecte 59.1 
Other projecte 108.0 

UPPCO 
Repairs and safety measures at hydroelectric facilities 37*3 
Ottier projecte • 28.0 

MGU 
Natural gas pipe distrfoutbn system, underground natural gas storage fadlities, 

and ottier projecte 29.8 

MERC 
Natural gas pipe distribution system and ottier projecte 48.5 

PGL 
Natoral gas pipe distiibution system, underground natural gas storage facilities, and 

other projects * 481.1 

NSG 
Natural gas pipe distribution system and other projecte 45.9 

Integrys Energy Sen/ices 
Solar and other projecte 128.9 

IBS 
Corporate sen/bes infrastructure projecte ^ 7 

Total capital expendltores $1,335-3 

* Includes approximately $114 miilbn of expendltores related to the accelerated replacement of cast iron mains at 
PGL in 2011 g^2012. On January 21,2010, the ICC approved a rider mechanism to aliow PGL to recover 
these incremental coste. See Note 22. "Regulatory Environment" for more inforniation. 
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integrys Energy Group expecte to pru^tie additional capital contributions to ATC (not induded in the 
above table) of approximately $7 miilion in 2010, $8 million in 2011, and $7 million in 2012. 

All projected capital and investment expenditures are subjed to periodic review and may vary significantly 
from ttie estimates depending on a number of factors, induding. but not limited to. Industry restiructorlng, 
regulatory constralnte, acquisition opportunities, market volatility, and economic trends. 

Capitel Resources 

As of March 31,2010, integrys Energy Group and each of ite subsidiaries were in compliance with all 
respective covenante related to outstanding $hort-temfi and long-temn debt and expecx to be in 
compliance with all such debt covenante for tiie foreseeable future. 

See Note 9, "Short-Tenj) Debt and Lines of Credit" for more infomiatbn on Integrys Energy Group's 
credit fadlities and other short-term credit agreemente, including short-temi debt covenante. See 
Note 10, "Long-Tenn Debt," for more Information on Integrys Energy Group's long-tenn debt and related 
covenante. 

Integrys Energy Group pians to meet ite capital requiremente for the period 2010 through 2012 primarily 
tiirough internally generated funds (net of forecasted dividend paymente) and debt and equity financings. 
Integrys Energy Group plans to maintain current debt to equity ratbs at appropriate levels to support 
current credit ratings and corporate growtii. Management believes Integrys Energy Qroup has adequate 
financisd flexibility and resources to meet ite fotore needs. 

In March 2009, Integrys Energy Group filed a shelf reglsttation statement which allows it to publicly issue 
debt, equity, certain types of hybrid securittes. and other finandai Instrumente. Specific terms and 
cx)nditions of securities issued will be determined prior to the actoal issuance of any specific security. 

Under an existing shelf reglsttation statement, WPS may issue up to $250.0 million of senior debt 
securities witii amounte, prices, and tenns to be determined at the time of fijtore offerings. In 
December 2008, WPS issued $125.0 million of 6.375%, 7-year Senbr Notes under tills shelf registration 
statement. 

OUier Future Considerations 

Customer Usage 

Due to the general economic slowdown and the Increased focus on energy efficiency, sales volumes 
exduding the impact of weattier have been cfecreasing at the utilities, in certain jurisdictions, decoupling 
mechanisms have been Implemented, which albw utilities to adjust rates going forward to recover or 
refund all or a portion of ttie differences between the actoal and authorized margin p ^ customer impad of 
variations in volumes. The mechanisms do not adjust for changes in volume resulting frorr\ changes in 
customer count Decoupling for residential and small commerdal and Industrial sales was approved by 
the ICC on a four-yeartrial basis for PGL and NSG, effective March 1,2008. Interveners, including the 
Illinois Attomey General, oppose decoupling and have appealed the ICC's approval. PGL and NSG are 
actively supportbg ttie ICC's dedsion to approve decoupling. The PSCW approved the implementation 
of decoupling or̂  a four-year trial basis, effedive' January 1,2009, for WPS's natoral gas and electric 
residential and small commercial sales. This decoupling mechanism includes an annual $14.0 million cap 
for eiectiic service and an annual $6.0 million cap for natoral gas sen/ice. The cap for natoral gas sen/ice 
was reached in the first quarter of 2010, and WPS had $2.7 mittbn remaining under the cap for electric 
servbe at the end of ttie first quarter of 2010. On December 16,2009. decoupling for UPPCO was 
approved for all customer groups by ttie MPSC effedive January 1,2010. MGU requested decoupling In 
ite rate case filed Ni July 2009. The partial settiement approved in ttiat rate case did not address the 
decoupling request Therefore, ttie request will be addressed by the MPSC through the normal rate case 
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process, whbh is expected to condude in the second quarter of 2010. In Minnesota, the legislature 
required the MPUC to evaluate decoupling. The MPUC is cun'entiy engaged in that process and has 
sought and received commente on decfxipling mechanisms fi^»n utilitfes and inten/eners in Minnesota, 

Uncdiectibte Accounts 

The reserves for uncollectibb accounte at Integrys Energy Group reflect management's best estimate of 
probable bsses on accounte receivable balances. The reserves are based on known tt'oubied accounte, 
historical experience, and ottier currentiy available evbence. Provisions for bad debt expense are 
affected by changes In various factors, including the impacte ofthe economy, energy prices, and weattier. 

The impact of ttie weak economic environment could cause more accounte receivable to become 
uncollectible. However, ttie majority ofthe bad debt expense at ttie utilities is recovered tiirough rates. 
Additionally, recoveries (or refunds) underthe bad ctebt riders authorized in Illinois and Michigan will 
mitigate ttie effect of bad debt expense for PGL, NSG. MGU, and UPPCO as described in Note 22, 
"Regulatory Environment" 

Goodw&l Impainnent Te^ng 

Integrys Energy Group performs ite required annual goodwill impairment teste each April 1. Interim 
impaimient teste are performed between required annual testing dates If certain conditions exist Any 
annual or Interim goodwill impaimient test coub result in ttie recognition of a goodwill impairment loss. 
See Note 8, "Goodwill and Other Intangibie Assets" for more infonnation on goodwill balances for 
Integrys Energy Group's reporting unite at March 31,2010. 

Climate Change 

Recentiy, eflbrts have been initiated to devebp state and regional greenhouse gas programs, to create 
federal legislation to limit carbon dioxbe emissions, and to create natbnal or state renewable portfolio 
standanis. Some examples of these efforts are tiie Waxman-Markey bill, which passed ttie United States 
House of Representatives, and the iCeny-Boxer draft bill, whbh was introduced in the United States 
Senate, in addition, in Aprfl 2009, the EPA dedared carbon dioxide and several other greenhouse gases 
to be a danger to public healtti and wetiare, which is the first step towards tiie EPA potentially regulating 
greenhouse gases under the Clean Air Act. A risk existe that such legislation or regulatbn will increase 
the cost of energy. However, Integrys Energy Group believes ttie capital expenditures being made at ite 
generation unite are appropriate under aiy reasonable mandatory greenhouse gas program and ttiat 
future expendltores related to control of greenhouse gas emissions or renewable portfolb standards by ite 
regulated eiecttic utilities will be recoverabte in rates. Integrys Energy Group will continue to monitor and 
manage potential risks and opportonlties associated with future greenhouse gas legislative or regulatory 
actions. 

The majc îty of Integrys Energy Group's generatbn and distribution facilities are located in the upper 
Midwest regbn ĉ f the United States. The same is true for the majority of ite customers' facilities. The 
physical risks posed by climate change for these areas are not expected to be significant at ttiis time. 
Ongoing evaluations will be conducted as more information on the extent of such physical changes 
becomes avaiiabfe. 

Property Tax Assessment on Natural Gas 

Integrys Energy Group's natoral gas retailers, including ite five natural gas utilities, purchase storage 
services from pipeline companies on the pipelines' interstate natorai gas storage and transmission 
systems. Once a shipper delh/ers natorai gas to the pipeline's system, that specific natural gas cannot be 
physbally traced back to tiie shipper, and the physical location of that spedfic natural gas is not 
ascertainable. Some states tax natural gas as personal property and have recently sought to assess 
personal property tax obligations against natorai gas quantities held as working natoral gas in facilities 
boated in their states. Because the pipeline does not have title to ttie working natural gas inventory in 
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these fadlities, ttie state imposes ttie tax on tiie shippers as of the assessment date, based on allocated 
quantities. Shippers ttiat are being assessed a tax are adiveiy protesting these property tax 
assessmente. PGL and MERC are currently pureuing proteste through lltlgatbn in Texas and Kansas, 
respec^vety. 

Federal Health Care Refonn 

In Mardi 2010, the Patbnt Protection and Affordable Care Ad and ttie Healtti Care and Education 
Recondliation Act of 2010 (HCR) were signed into law. HCR contains various provisions that will affed 
ttie cost of providing health care coverage to adive and retired employees of Integrys Energy Group and 
their dependente. Although these provisbns become efiedive at various times over ttie next 10 years, 
some provisions that affect ttie cost of providing benefite to retirees >Â I1 be refleded starting in 2010. 

Most notably, ttiere is a pK)vislon of HCR that, beginning in 2013, etiminates the tax dedudbn for 
employer-paid postretirement presaiptbn dnig charges to tiie extent those charges will be offeet by ttie 
receipt of a federal Medicare Part D subsidy. As a result, Integrys Energy Group was required to 
eymlnate a portion of ite deferred tax asset related to postretirement benefite. The total amount of the 
deferred tax asset that was reduced for the loss of the deduction was $11.8 million, all of whbh flowed 
through to income as a component of Income tax expense In the first quarter of 2010. This additional 
provision for income taxes wilt not reoccur in futore perbds. Integrys Energy Group intends to seek 
recovery in rates of ttie income bipad of this tax law change retated to reguiated utility operations in all 
apptics^le jurisdbtions, but at tiiis time is not able to predict how much will ultimately be recovered in 

Other provlskms of HCR include ttie elimination of annual and lifetime maximum benefited elimination of 
pre-existing condition testiicttons, an excise tax on high-cost healttt plans, changes to tiie Medicare 
Part D prescriptbn drug program, arwi numerous other changes. Integrys Energy Group Is currentiy 
evaluating what other Impacte ttie health care legislation may have on ite future results of operations, 
cash flows or flnancial positions, and If ptan sti'uctore changes are necessary for ite health care programs. 

Wisconsin Fuel Rules 

Assembly Bill (AB) 600 was intix>duced to streamline the current fuel rule administered by the PSCW. 
This bill cunrentiy awaits action by the Governor of Wisconsin. The current feel rule resulte in regulatory 
lag and hampers the ability of ttie PSCW to respond to rapid changes in foel coste. AB 600 provides for 
defenal of any change in approved fuel coste in excess of 2% of the fuel coste. Prior to these new rotes 
becoming effective, the PSCW must initiate a rule-making to revise tiie current foel rule. As a result, ttie 
effective date of tiie new rules is uncertain. 

CRITICAL ACCOUIOTING POLICIES 

Integrys Energy Group has reviewed tts chtbal accounting policfes for new critical accounting estimates 
and ottier significant changes and has found that ttie disdosures made In ite Annual Report on Form 10~K 
for the year ended December 31,2009, are still cunent and ttiat there have been no significant changes. 
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Item 3. Quantitative and Qualitative Dlsclosuree About Market Risk 

Integrys Eneigy Group has potential maricet risk exposure related to commodity price risk (including 
regulatory recovery risk), interest rate risk, and equity return and principal presen/ation risk. Integrys 
Energy Group is also exposed to other significant risks due to the nature of ite subsbiaries' businesses 
and ttie environment in which it operates. Int^rys Energy Group has risk management policies in ptace 
to moriitor and assist in contrdling these risks and may use derivative and other instrumente to manage 
some of these exposures, as fortiier described below. 

Commodity Price l ^ k 

To measure commodity price risk exposure, integrys Energy Group employs a number of contt-ols and 
processes, Induding a value-at-risk (VaR) analysis of certain of ite exposures, integrys Energy Services' 
VaR is calculated using non-discounted positions with a delta-nomnal approximation based on a one-day 
holding period and a 95% confidence level, as well as a ten-day hobing period and 99% confidence level. 
For further explanatbn of integrys Energy Group's VaR calculation, see the 2009 Annual Report on Form 
10-K. 

The VaR for Integrys Energy Senm^es' tiading portfolio at a 95% confidence level with a one-day holding 
pertod Is presented in the fc l̂owing table: 

(MUiions) 2010 2009 

As of March 31 
Average for 12 monttis ended March 31 
High for 12 mc»itiis ended March 31 
Low for 12 monttis ended March 31 

The VaR for Integrys Energy Sen/bes' trading portfolio at a 99% confidence fevel with a ten-day holding 
perbd is presented below: 

(MUUons) 2010 2009 

As of March 31 
Average for 12 monttis ended March 31 
High for 12 months ended March 31 
Lowfor 12 monttis ended March 31 

The average, high, and low amounte were computed using the VaR amounte at each of ttie four quarter 
ends-

The quarter-over-quarta' decrease in VaR was driven by a substantial redudion In trading activity, as a 
result of Integrys Energy Group's decisbn to reposition Integrys Energy Services to focus on selected 
retail maricete and inv^tmente In energy assete with renewabte attributes. 

Interest Rate Risk 

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

$0.3 
0.7 
1.0 
0.3 

$1.1 
1.4 
2.3 
1.1 

$1.4 
3-0 
4-3 
1.4 

$4.7 
6.3 

10.2 
4.7 
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Due to decreases in short-temn borrowings in the last year, Integrys Energy Group has decreased ite 
exposure to variabte interest rates. Based on the variable rate debt of integrys Energy Group outstanding 
at March 31.2010, a hypothetical increase in market interest rates of 100 basis points would have 
increased annual Interest expense by $3.0 million. Comparatively, based on the variable rate debt 
outetanding at March 31,2009, an increase in interest rates of 100 basis pointe would have increased 
interest expense by approximately $6.3 mlon. This sensitivity analysis was pertonned assuming a 
constant level of variabte rate cfebt during tiie period and an immediate increase in Interest rates, with no 
otiier dianges for the remainder of ttie period. 

Otiier tiian tiie above-mentioned changes, Integrys Energy Group's market risks have not changed 
materially fifom ttie maricet risks reported in ite 2009 Annual Report on Fonn lO-K. 
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item 4. Controte and Procedures 

Evaluation of Dlsclc^ure Controte and Procedures 

Integrys Energy Group's management, with the partbipation of Integrys Energy Group's Chief Executive 
Officer and Chief Financial Officer, has evaluated the effediveness of the design and operation of 
Integrys Energy Group's disdosure controls and procedures (as such term is deflned in Rules 13a-15(e) 
and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Ad)) as of ttie end 
of the perbd covered by this report and has concluded that, as of tiie end of such period, Integrys Energy 
Group's disclosure controls and procedures were effective to ensure that Informatbn required to be 
disdosed by Integrys Energy Group In the reporte that it files or submits under the Exchange Act is 
recorded, processed, summarized, and reported within the time periods specified tn the SEC's rules and 
tonus and is accumulated and communicated to Integrys Energy Group's management, induding ite Chief 
Executive Ofllcer and Chief Financial Officer, as appropriate to allow timely decisions regarding required 
disdosure. 

Changes In Internal Control 

There were no changes in Integrys Energy Group's internal control over flnancial reporting (as such term 
is defined in Rules 13a-15(f) and 15d-15(^ underthe Exchange Act) during the quarter ended 
March 31,2010, that have materially affected, or are reasonably fikely to materially affect, ite internal 
control over financial reporting. 
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PART II. OTHER INFORMATION 

Item 1. Ijsgal Proceedings 

For information on material legal proceedings and matters related to Integrys Energy Group and Its 
subsidiaries, see Note 13, "Commitmentsand Contingencies" 

Item 1A. Risk Factors 

There were no material changes in the risk factors previously discbsed in Part I, Item 1A of Integrys 
Energy Group's 2009 Annual Report on Fonn 10-K, which was fited with ttie SEC on February 26,2010. 

Item 6. ExhIblta 

The documente listed in ttie Exhibit Index are attached as exhibite or incorporated by reference herein. 
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SIGNATURE 

Pursuant to ttie requirements of the Securities Exchange Act of 1934, the registrant, Integrys Energy 
Group, Inc., has duly caused this report to be signed on ite behalf by the undersigned ttiereunto duly 
autiiorized. 

Integrys Energy Group, inc. 

Date; May 5,2010 /s/ Diane L. Ford 
Diane L. Ford 
Vbe Presbent and Corporate Controller 

(Duly Authorized Ofiicer and Chief Accounting Officer) 
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INTEGRYS ENERGY GROUP 
EXHIBIT INDEX TO FORM 10-Q 

FOR THE QUARTER ENDED MARCH 31,2010 

Exhibit No. Description 

3.1 Amendmente to ttie By-Laws of Integrys Energy Group, Inc. effective April 1.2010 
(Incorporated by reference to Exhibit 3.1 to Integrys Energy Group's Form 8-K flted 
April 1,2010) 

3.2 Integrys Energy Group, Inc. By-Laws as in effed at April 1, 2010 (Incorporated by 
reference to Bdiiblt 3.2 to Integrys Energy Group's Fonn a-K flted Aprii 1,2010) 

4.1 Forty-Fnrst Supptemental Indenture of WPS, dated as of December IB, 2008 
(Incorporated by reference to Exhibit 4.1 to WPS's Form 10-Q filed May 5,2010) 

4.2 42"** Supplemental Indentore of WPS, dated as of April 25,2010 (Incorporated by 
reference to Exhibit 4.2 to WPS's Forni 10-Q filed May 5. 2010) 

12 Computatbn of Ratio of Earnings to Fixed Charges 

31.1 Certification of Chief Executive Officer Pureuant to Section 302 of the Sarbanes-Oxley 
Ad and Rute 13a-l4(a) or 15d-14(a) under ttie Securities Exchange Act of 1934 for 
integrys Energy Graup 

31.2 Certification of Chief Finandai Officer Pursuant to Section 302 ofthe Sarisanes-Oxley 
A d and Rule 13a-14(a) or 15d-14(a) under ttie Securities Exchange Ad of 1934 for 
Integra Energy Group 

32 Written Statement of the Chtef Executive Officer and Chbf Finandai Officer Pursuant 
to 18 U.S.C. Section 1350 for Integrys Energy Group 
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INTEORYS ENERGY OROUP 
COMPUTATION OF RATIO OF EARNINGS TO FfX&D CHAROES 

Exility 12 

2010 
3 months 200& 2008 2007 2006 2006 

EARNINGS 
Nat fncome Goss) from continuing opereUons 
Provision for Income isxBs 

SSO.S 
50.1 

($71.6) 
83.2 

$124.7 
51.2 

$181.0 
fl0.0 

$147.8 
45.0 

$146.1 
39.6 

Income (loss) from continuing operations before income taxes 
Less: 

Un(9^fibuted eami i^s of less tiim 50% owned affiliates 
Preferred stock dividends of subsidiary (a) 
Interest captlalized <b) — . . ^ , 

100.3 

(3.6) 
(1^) 

11.6 

(16.2) 
0.6 

17S.0 

(16.4) 
(5.1) 

267.0 

3.6 
(5.2) 

1fi2.9 

13.0 
(6.3) 

185.7 

7.5 
(4.9) 

Adjusted Income (loss) ftom continuins operaUons before income 
Total fixBd digrges as deflned 

94.9 
42.7 

(4.2) 
172.4 

154.4 
170.8 

265.6 
174.6 

200.5 
107.0 

186.3 
69.5 

Total eamftigs as defined $137.6 $168.2 $325.2 $440.2 $307.5 $257.6 

FIXED CHMIGES 
Riterest o f i ense 
tn te festc£^Bzed(c^ 
Inteiest fadcir applcabte to renteds 
PrefeffBd atodt cBwidenda of suteldiarvfal 

$36.4 
D.2 
1.3 
1.8 

$164.8 
2.6 
6.6 

(0.8) 

$158.1 
2.0 
5.6 
5.1 

$164.6 
0.3 
4.6 
5.2 

$39.2 
0.2 
Z3 
5.3 

$62.0 
0.4 
2.2 
4.6 

Total flxBd cliEuiaes as defined $42.7 $172^ $170.8 $174.6 $107.0 $69.5 

RATIO OF EARNINGS TO FIXED CHARGES 3.2 (d) 1.S 2.5 2.6 3.7 

<a} P r ^ r r e d stoc^ dttfldrnds of sid)atdiaiy ara computed 1^ dvldkig l lw prefened skKk dlvidemds of subsidiary by 100% minus the income tax rate. 

(b) Includes interest capltalzed for the unregulated segment. 

(c) Includes alowanoe for funds used dun'ng cons^cSon. 

(d^ For ttie 12 n i o n ^ ended December 31,2009, e a n t i i ^ as d^lned were i n a b ^ ^ 
a pretax non-casl> goodwill Impalmwn loss of $2Si. 1 mHilui. 
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Exhibit 31.1 
CertifIcatton of Chief Executive Officer 

Pursuant to Section 302 of tlie Sarbanes-Oxley Act and Rule 13a-14(a) 
or 15d-14(a) underthe Securities Exchange Act of 1934 

I, Charles A. Schrock, certify that: 

1. I have reviewed this Quarterly Report on Form 10-Q of Integrys Energy Group, Inc.; 

2. Based on my knov/ledge, this report does not contain any unb-ue statement of a material fact or omit 
to state a material tact necessary to make the statemente made, In light of the circumstances under 
whtoh such statementa were made, not misleading with respect to the period coverod by tiiis report; 

3. Based on my knowledge, the financial statemente, and other financiai information included in this 
report, tairiy present in all material respects the financial condition, resulte of operatfons and cash 
flows of tiie registrant as of, and for, tiie pertods presented in this report; 

4. The registrant's other certifying officer and 1 are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and 
intemal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for 
the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supen/ision, to ensure tiiat material information rotating to 
the registiant, including ite consolidated subsidiaries, is made known to us by others within those 
entities, particulariy during the period in which this report is being prepared; 

b) IDesigned such internal control over financial reporting, or caused such internal control over 
finandai reporting to be designed under our supen/ision, to pnsvide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statemente for 
extemal purposes in accordance with generally accepted accounting principles; 

c) Evaluated the e^ctiveness of the registrant's disclosure controls and procedures and presented 
in this report our conclusions about the eftectiveness of tiie discfosure controls and procedures, 
as of toe end of tiie period covered by tills report based on such evaluation; and 

d) DiscicKed In this report any change in the registrant's intemal control over financial reporting that 
occurred during tiie registrant's most recent fiscal {|uarter (the registrants fourth fiscal quarter in 
the case of an Annual Report) that has materially affocted, or is reasonably likely to materially 
aftect, the registiant's internal control over financial reporting; and 

5. The regisfa'anfs otiier certifying officer and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant's auditors and the audit committae of the 
registrant's board of directors (or persons performing the equivalent functions): 

a) All s^nlficant deficiencies and material weaknesses in the design or operatton of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant's ability to 
record, process, summarize and report financial infonnation; and 

b) Any firaud, whether or not material, that involves management or otiier employees who have a 
signifk^nt role in tiie registrant's intemal control over financial reporting. 

Date: May 5.2010 /s/Charles A. Schrock 
Charles A. Schrock 
Chainnan. President and Chief Executive Officer 
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Exhibit 31.2 
Certification of Chtaf Financial Officer 

Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a) 
or 1Sd-14(a} under the Securities Exchange Act of 1934 

I, Joseph P. O'Leary, certifythat: 

1. I have reviewed this Quarteriy Report on Fonti 10-Q of Integrys Energy Group, inc.; 

2. Based on my knowledge, this report does not contain any untme statement of a material fact or omit 
to state a material tact necessary to make tiie statemente made, in light ofthe circumstances under 
which such statemente were made, not misleading with respect to tiie period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial infonnation included in this 
report, tairiy present in all material respects tiie financiai condition, resulte of operations and cash 
fiows ofthe registrant as of, andfor, the periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining 
disctosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and 
intemal control over financial reporting (as defined in Exchange Act Rules 13a-15(0 and 15d-15(f)) for 
tfie regisbant and have: 

a) Designed such disctosure conti^s and pnxedures, or caused such disclosure controls and 
procedures to be designed under our supen/ision, to ensure tiiat material information relating to 
tiie registrant, including ite consolklated subsidiaries, is made known to us by others within those 
entities, particularly during the period in whtoh this report Is being prepared; 

b) Designed such internal conti-o! over financial reportir^, or caused such intemal control over 
financiai reporting to be designed under our supen/iston, to provide reasonable assurance 
regarding the reli&^llity of financiai reporting and the preparation of financial statemente for 
external purposes in accordance with generally accepted accounting principles; 

c) Evaluated tiie effectiveness of the registrant's disclosure controls and procedures and presented 
in this report our condusions about the effectiveness of the disclosure controls and pnxedures, 
as of the end of ttie period covered by this report based on such evaluation; and 

d) Disclosed in this report any change in the registrant's internal control over financial reporting that 
occurred during the registrant's most recent fiscal quarter (the registrants fourth fiscal quarter in 
the case of an Annual Report) tiiat has materially afiected, or is reasonably likely to materially 
affect, the registrant's intemal conti-oi over financial reporting; and 

5. The registiant's other certi^ing officer and I have disclosed, based on our most recent evaluation of 
intemal control over financial reporting, to the regisb^nfs auditors and the audit committee of tiie 
registiant's boaret of directors (or p»*sons performing the equivalent functions): 

a) All significant defidencies and material weaknesses in tiie design or operation of internal control 
over financial reporting which are reasonably likely to adversely affiect the registrants ability to 
record, process, summarize and report financiai information; and 

b) Any fraud, whether or not material, tiiat involves management or ottier employees who have a 
significant role in tiie registrant's intemal control over finandai reporting. 

Date: May 6,2010 /s/ Joseph P. O'Leary 
Joseph P. O'Leary 
Senior Vice President and Chief Financial Officer 
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Exhibit 32 

Written Statement of the Chief ExecutWe Officer and Chief Financial Officer 
Pursuant to 18 U.S.C. Section 1350 

Solely for tiie purposes of complying witfi 18 U.S.C. Section 1350. as adopted pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002, we, tiie undersigned Chief Executive Officer and Chief Financiai Officer 
of Integrys Energy Group, inc. (the "Company"), hereby certify, based on our knowledge, tiiat tiie 
Quarterly Report on Fomi 10-Q of toe Company for tiie quarter ended March 31,2010 (tfie "Report") fully 
complies with tfie requiremente of S^^tion 13(a) of tiie Securities Exchange Act of 1934 and that 
inforniation contained in the Report foirly presente, in all material respecte, the finandai condition and 
resulte of operations of the Company. 

/s/ Charles A. Schrock 
Charies A. Schrock 
Chaimnan, President and Chief Executive Officer 

Isl Joseph P. O'Leary 
Joseph P. O'Leary 
Sentor Vice President and Chtef Financial Officer 

Date: May 5.2010 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D. C. 20549 

FORM 10-K 

(Mark One) 

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

[ ] 

For tiie fiscal year ended December 31,2009 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the ti-ansition period from to 

Commission 
File Number 

1-11337 

Registrant; State of Incorporation; 
Address: and Telephone Number 

INTEGRYS ENERGY GROUP, INC. 
(A Wisconsin Corporation) 
130 East Randolph Drive 

Chicago, IL 60601 
(312)228-5400 

IRS Employer 
Identification No. 

39-1775292 

Securities registered oursuant to Section 12(b) of tiie Act: 

Name of each exchange 
on which reoistered Title of each dass 

Common Stock, $1 par value New Yotk Stocic Exchange 

Securities registered pursuant to Sedion 12(Q) of the Ad: 

None 

Indicate by check marie if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities 
Act. 

Yes pq No [ 1 

Indicate by check mark if the Registrant is not required to file reports pursuant to Sedion 13 or Sedion 15(d) of the 
Exchange Act. 

Yes [ ] No pq 

Indicate by check marit whetiier the Registrant (1) has fiied all reports required to be filed by Section 13 or 15(d) of 
tiie Securities Exchange Ad of 1934 during the preceding 12 months (or for such shorter period that the Registrant 
was required to file such reports), and (2) has been subjed to such filing requirements for the past 90 days. 

Yes P<] No [ ] 
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indicate by check marî  whether the registrant has submitted electronically and posted on its corporate website, if 
any, every Interadive Data File required to be submitted and posted pursuant to Rule 405 of i^egulation S-T during 
the preceding 12 months (or for such shorter period that tiie registrant was required to submit and post such files). 
(Registrant is not yet required to provide finandai disdosure in an Interadive Data File format.) 

Yes [ ] No [ ] 

Indicate by check mark if disdosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained 
herein, and will not be contained, to the best of Registrant's knowledge, in definitive pnsxy or information statements 
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. [] 

indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, 
or a smaller reporting company. See definitions of "large accelerated filer," "accelerated filer^ and "smaller reporting 
company" in Rule 12b-2 of the Exchange Act. 

Large accelerated filer p(] Accelerated filer [ ] 

Non-accelerated filer [ ] Smaller reporting company [ ] 

Indicate by check marî  whether the Registrant is a shell company (as defined in Rule 12t>-2 of the Exchange Ad). 

Yes [ ] No pq 
State the aggregate market value of the voting and 

non-votino common equity held bv non-affiliates of the Registrant. 

$2,291.910,925 as of June 30,2009 

Number of shares outstanding of each dass 
of common stock, as of February 24. 2Q1Q 

Common Stock, $1 par value, 76,522,377 shares 

DOCUMENT INCORPORATED BY REFERENCE 

Definitive proxy stetement for the Integrys Energy Group, Inc. Annual Meeting of Shareholders to be held 
on May 13,2010 is incorporated by reference into Part III. 
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Acronyms Used In this Annual Report on Form 10-K 

AFUDC Allowance for Funds Used During Construction 

ASC Accounting Standards Codification 

ATC American Transmission Company LLC 

EEP Enhanced Efficiency Program 

EPA United States Environmental Protection Agency 

ESOP Employee Stock Ownership Plan 

FASB Financiai Accounting Standards Board 

FERC Federal Energy Regulatory Commission 

GAAP United Stetes Generally Accepted Accounting Principles 

IBS Integrys Business Support, LLC 

ICC Illinois Commerce Commission 

IRS United Stetes Intemal Revenue Service 

LIFO Last-in, First-out 

MERC Minnesota Energy Resources Corporation 

MGU Michigan Gas Utilities Corporation 

MISO Midwest Independent Transmission System Operator, Inc. 

MPSC Michigan Public Service Commission 

MPUC Minnesota Public Utility Commission 

N/A Not Applicable 

NSG North Shore Gas Company 

NYMEX New Yori< Mercantile Exchange 

PEC Peoples Energy Corporation 

PEP Peoples Energy Production Company 

PGL The Peoples Gas Light and Coke Company 

PSCW Public Service Commission of Wisconsin 

SEC United States Securities and Exchange Commission 

SFAS Statement of Financial Accounting Standards 

UPPCO Upper Peninsula Power Company 

WDNR Wisconsin Department of Natural Resources 

WPS Wisconsin Pubiic Sendee Corporation 

WRPC Wisconsin River Power Company 
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Forward-Loolcing Statemente 

In this report, integrys Energy Group and its subsidiaries make statemente concerning expectations, 
beliefs, plans, objectives, goals, strategies, and future evente or pertormance. Such statements are 
"fonward-looking statemente" within the meaning of Sedion 21E of the Securities Exchange Act of 1934, 
as amended. Fonvand-looking statements are subjed to assumptions and uncertainties; therefore, actual 
resulte may differ materially from those expressed or implied by such fonA/ard-looking statements. 
Although integrys Energy Group and its subsidiaries believe that these fonivard-looking statements and 
the underiying assumptions are reasonable, they cannot provide assurance that such statemente will 
prove conect. 

Fon/vard-looking statements include, among other things, statements conceming management's 
expectations and prqections regarding eamings, regulatory matters, fuel costs, sources of electric energy 
supply, coal and natural gas deliveries, remediation costs, environmental and other capital expenditures, 
liquidity and capital resources, trends, estimates, completk>n of construction projects, and other matters. 

FonA/ard-looking statements involve a number of risks and uncertainties. Some risks that could cause 
results to difter from any fonn/ard-looking statement include those described In item 1A of this Annual 
Report on Fomi 10-K for the year ended December 31,2009. Other factors include: 

« Resolution of pending and foture rate cases and negotiations (including the recovery of deferred 
costs) and other regulatory decisions impeding 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 ofthe electric and natural gas utility 
industries, changes in environmental and other regulations, including but not limited to, 
greenhouse gas emissions, energy efficiency mandates, renewable energy standards, and 
reliability standards, and changes in tax and other taws and regulations to which Integrys Energy 
Group and ite subsidiaries are subject; 

• Current and future litigation and regulatory investigations, enforcement adions or inquiries, 
including but not limited to. manutactured gas plant site cleanup, thinj-party intervention in 
permitting and licensing projects, compliance with Clean Air Act requirements at generation plants, 
and prudence and reconciliation of costs recovered in revenues through an automatic gas cost 
recovery mechanism; 
The impacte of changing financial mari<et conditions, credit ratings, and interest rates on the 
liquidity and financing efforts of Integrys Energy Group and its subsidiaries; 
The risks related to executing the strategy change associated with Integrys Energy Group's 
nonregulated energy services business, including the restructuring of its retail natural gas and retail 
electric mariceting business; 
The risks associated with changing commodity prices (particulariy natural gas and electricity) and 
tiie available sources of fuel and purchased power, including their impad on margins; 
Resolution of audita or other tax disputes with the IRS and various state, local, and Canadian 
revenue agencies; 
The effocte, extent, and timing of additional competition or regulation in the mari<ets in which 
Integrys Energy Group's subsidiaries operate; 
The retention of marî et-based rate authority; 
The risk associated with the value of goodwill or other intangibles and their possible impainnent; 
Investment performance of employee benefit plan assets and the related impact on future funding 
requirements; 
Changes in technology, particulariy with respect to new, developing, or alternative sources of 
generation; 
Effects of and changes in political and legal developments, as well as economic conditions and the 
related impad on customer demand; 
Potential business strategies, including mergers, acquisitions, and construdion or disposition of 
assets or businesses, which cannot be assured to be completed timely or within budgets; 
The direct or indired effecte of terrorist incidents, natural disasters, or responses to such events; 
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• The effectiveness of risk management strategies, the use of financial and derivative instruments, 
and the ability to recover coste from customers in rates associated with the use of those strategies 
and financial instruments; 

• The risk of financial loss, including increases in bad debt expense, associated with the inability of 
integrys Energy Group's and its subsidiaries' counterparties, affiliates, and customers to meet tiieir 
obligations; 

• Customer usage, weather, and other natural phenomena; 
• The utilization of tax credit and loss carryfonvands; 
« Contributions to earnings by non-consolidated equity method and other investments, which may 

vary from projections; 
• The effed of accounting pronouncemente issued periodically by standard-setting bodies; and 
• Other fadors discussed elsewhere herein and in other reports filed by Integrys Energy Group from 

time to time with the SEC. 

Except to the extent required by the federal securities laws, Integrys Energy Group and its 
subsidiaries undertake no obligation to publicly update or revise any forward-looking statements, 
whether as a result of new information, future evente, or otherwise. 

-2-
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PARTI 

ITEM1. BUSINESS 

A. GENERAL 

References to "Notes" are to the Notes to tine Consolidated Financial Statemente included in this Annual 
Report (m Form 10-K. 

For finandai information on Integrys Energy Group's foreign and domestic revenues, foreign and domestic 
long-lived assete, revenues from extemal customers, net income (toss) attributed to common shareholders 
and totel assete by reportable segment, see Note 25, "Segments of Business" For financial infonnation 
ai>out integrys Energy Group's reportable segmente, see Item 7, "Management's Discussion and Analysis 
of Financial Condition and Results of Operations - Results of Operations." 

Integrys Energy Group, Inc. 

Integrys Energy Group was incoqaorated in Wisconsin in 1993. Integrys Energy Group is a holding 
company for its regulated utility and nonregulated business units. 

Natural Gas Utility Segment 

The natural gas utility segment includes the regulated natural gas utility operations of WPS, MGU, MERC, 
PGL, and NSG. WPS. a Wisconsin corporation, began operations in 1883. MGU and MERC, botii 
Delaware corporations, began operations upon the acquisition of their natoral gas distribution operations 
in Michigan and Minnesota, respectively, from Aquila. Inc. in April 2006 and July 2006, respectively. PGL 
and NSG, both illinois corporations, began operations in 1855 and 1900. respectively. Integrys Energy 
Group acquired PGL and NSG in February 2007 in the PEC merger. For the last three years, ail of the 
natural gas utility segment's revenues were eamed witiiin the United States and all assete were located 
within the United States. 

Electric Utility Segment 

The eiectiic utility segment includes tiie regulated electric utility operations of WPS and UPPCO. UPPCO. 
a Michigan corporation, began operations in 1884. For the last tiiree years, ali of the eiectiic utility 
segment's revenues were eamed within the United States and all assete were located within the 
United States. 

Integrys Energy Services 

Integrys Energy Services, a Wisconsin corporation, was established in 1994. Integrys Energy Services is 
a diversified nonregulated energy supply and services company serving retail customers (residential, 
commercial, and industrial). Integrys Energy Services provides energy supply solutions, produds. and 
strategies that enable customers to manage energy needs while capitalizing on opportunities resulting 
fiDm deregulated markete. 

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations -
Introduction," for a discussion of the revised strategy for Integrys Energy Services going fonward. 

Electric Transmission Investment 

The electric transmission investment segment conslste of WPS Investmente, LLC's approximate 34% 
ownership interest in ATC. As of December 31,2009, WPS Investmente was owned 84.5% by Integrys 
Energy Group, 12.8% by WPS, and 2.7% by UPPCO. ATC is a federally regulated eledric transmission 
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company with operations in Wisconsin, Michigan, Minnesota, and Illinois. ATC began operations in 2001. 
See Note 9, "Investments in Affiliates, at Equity Method," for more infonnation about ATC. 

Holding Company and Other Segment 

The holding company and other segment includes the operations ofthe Integrys Energy Group holding 
company and the PEC holding company, along with any nonutility adivities at WPS, MGU, MERC, 
UPPCO, PGL, NSG, and IBS. Equity eamings from Integrys Energy Group's investment in WRPC are 
included in the i-blding Company and Other segment. 

B, REGULATED NATURAL GAS UTILITY OPERATIONS 

Integrys Energy Group provides regulated natural gas utility service to approximately 1,669,000 
residential, commercial and industiial, transportation, and otiier customers located in Chicago and 
northern suburbs of Chicago, northeastern Wisconsin, adjacent portions of Michigan's Upper Peninsula, 
various cities and communities throughout Minnesote, and in the southem portion of lower Michigan. 

Facilities 

For information regarding tiie regulated natural gas facilities, see Item 2, "Properties" For Integrys Energy 
Group's utility plant asset book value, see Note 6, "Property, Plant, and Equipment" 

Natural Gas Supply 

Integrys Energy Group's natural gas utilities manage portfolios of natural gas supply contracts, storage 
services, and pipeline transportation services designed to meet their varying customer usage patterns at 
the lowest reasonable cost. 

integrys Energy Group's regulated natoral gas subsidiaries contract for fixed-tenn finn natural gas supplies 
witii various natural gas suppliers each year (in the United States and Canada) to meet the 
November tiirough March winter period demand of finn system sales customers. Integrys Energy Group's 
reguiated natural gas supply requirements are met through a combination of physical fixed price 
purchases, storage (contracted and owned), natural gas call options, and physical index price purchases. 
To supplement natural gas supplies and minimize risk, Integrys Energy Group purchases additional 
natural gas supplies on tiie monthly spot maritet through fixed-temi finn contracts rather than on the daily 
spot maricet. During periods of colder than nonnal weather or when the opportonity arises, natural gas 
may be purchased in the daily spot martlet. 

Integrys Energy Group's natural gas utilities contrad with local distribution companies, interstate pipelines, 
and storage operators that own underground storage fields to purchase underground storage capacity and 
have two company-owned storage fields. Integrys Energy Group's natural gas utilities contiad with local 
distribution companies and interstate pipelines to purchase finn to*ansportetion. Besides providing the 
ability to manage significant changes in daily natural gas demand, storage also provides Integrys Energy 
Group with the ability to purchase steady levels of natural gas on a year-round basis, tiius lowering supply 
cost volatility. 

For further information on Integrys Energy Group's reguiated natural gas utility supply and transportation 
confi-acts, see Note 16, "Commitments arid Contingencies" 

Integrys Energy Group's natural gas utilities had adequate capacity to meet all firm natural gas load 
obligations during 2009 and exped to have adequate capacity to meet all firm obligations during 2010. 
integrys Energy Group's natural gas utilities forecast design peak-day throughput of 3.897 thousands of 
dekathemis (MDtii) for the 2009 tiirough 2010 heating season. 

-4-
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The deliveries to customers (including ti^nsportation customers) in MDth for integrys Energy Group's 
regulated natoral gas utility operations were as follows: 

^D th ) 200? 2008 2007 
Natural gas purchases 
Customer-owned natural gas received 
Underground storage, net 
Hub fuel in kind 
Liquefied petroleum gas 
Owned storage cushion injedion 
Contiacted pipeline and storage compressor foel. franchise 

requirements, and unaccounted-for natural gas (9,692) (11.042) (13,451) 
Total 380,664 418,235 330,307 

Regulatory Matters 

Legislation and Regulation at State Level 

The natoral gas retail rates of Integrys Energy Group's regulated natural gas utilities are regulated by the 
ICC, PSCW, MPSC, and MPUC. These commissions have general supervisory and regulatory powers 
over public utilities in their respective jurisdictions. 

Sales are made and sen/ices rendered by the regulated natural gas utilities pursuant to rate schedules on 
file with the respective commissions containing various service classifications largely refiecting customers' 
different uses and levels of consumption. In addition to the rates for distiibution of natoral gas. Integrys 
Energy Group's regulated natoral gas utilities biil customers on a one-for-one basis tiirough a purchased 
gas adjustment dause representing prudently incurred coste of delivered natural gas, transportation, and 
storage services purchased, as well as gains, losses, and costs incurred under hedging programs, the 
amount of v^ich is also subject to applicable commission autiiority. Changes in the cost of natural gas 
are refiected in both natOral gas revenues and natural gas purchases. 

All of integrys Energy Group's utility subsidiaries are required to provide service and grant credit (with 
applicable deposit requiremente) to customers witiiin their service territories. The utilities are generally 
preduded from discontinuing service to residential customers who do not pay their bilis during winter 
moratorium months. Both federal and certain state governments have legislation that provides for a 
limited amount of additional funding for assistance to low-income energy users, including customers of the 
utilities. 

See Note 24, "Regulatory Environment," for recent Illinois legislation affecting PGL and NSG regarding 
bad debt expense and new customer assistance programs, discussion of MGU's 2010 rate order which 
includes a new bad debt tracking mechanism, and decoupling mechanisms In place for certain natoral gas 
utilities. 

Legislation and Regulation at Federal Level 

Most of the natural gas distributed by Integrys Energy Group is transported to ite distribution systems by 
interetete pipelines. The pipelines' sen/ices (transportation and storage) are regulated by the FERC under 
the Natoral Gas Act and the Natoral Gas Policy Act of 1978. 

Under United States Department of Transportation regulations, the state commissions are responsible 
for monitoring tiie regulated natural gas utilities' safety compliance programs for their pipelines under 
49 Code of Federal Regulations (CFR) Part 192 (Transportation of Natural and Other Gas by Pipeline: 
Minimum Federal Safety Standards) and 49 CFR Part 195 (Transportation of Hazardous Liquids by 
Pipeline). 
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PGL utilizes its storage and transmission assete as a natural gas hub. This activity is regulated by the 
FERC and consiste of providing wholesale transportation and storage services in interstate commerce. 

Other Matters 

Seasonality 

The natural gas throughput of Integrys Energy Group's regulated natural gas utilities follows a seasonal 
pattern because the heating requiremente of customers are temperatore driven. Specifically, customers 
typically use more natural gas during the winter months. During 2009, the regulated natoral gas utility 
segment recorded approximately 70% of its revenues in January, February, March, November, and 
December. 

Competition 

Integrys Energy Group's regulated natural gas utility operations face competition from other entities and 
forms of energy in varying degrees, particulariy for large commercial and industrial customers who have 
the ability to switch between natural gas and alternate foels. Due to the volatility of energy commodity 
prices, Integrys Energy Group has seen customers with dual foel capability switch to alternate fuels for 
short periods of time, then switch back to natural gas as market rates change. 

Natural gas transportation service and interruptible natural gas sales are offered to enable customers to 
better manage tiieir energy costs. Transportation customers purchase natoral gas directly from tiiird-party 
natural gas suppliers and contrad with one of Integrys Energy Group's natoral gas utility entities to 
transport the natural gas from pipelines to their facilities. Additionally, some customers have elected to 
purchase their natural gas commodity dirediy from one of Integrys Energy Group's natoral gas utility 
entities on an intemjptible basis, as a means to reduce their costs. Customers continue to switeh between 
firm system supply, interruptlble system supply, and transportation service each year as the economics 
and service options change. 

Working Capital Requiremente 

The working capital needs of Integrys Energy Group's regulated natural gas utility operations vary 
signiflcantiy overtime due to volatility in levels of natural gas inventories and the price of natural gas. 
Integrys Energy Group's regulated natoral gas utilities' working capital needs are met by cash generated 
from operations and debt (both long-term and short-tenn). The seasonality of natural gas revenues 
causes the timing of cash colledions to be concentrated from January through June. A portion ofthe 
winter natural gas supply needs is typically purchased and stored ftDm April through November. Also, 
planned capital spending on the natural gas distribution facilities is concentrated in April through 
November. Because of these timing differences, the cash flow from customers is typically supplemented 
with temporary increases in short-term bon-owings during the late summer and fall. Short-term debt is 
typically reduced over the January through June period. 
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C. REGULATED ELECTRIC UTILITY OPERATIONS 

Integrys Energy Group's regulated electric utility operations are provided through WPS and UPPCO to 
approximately 489,000 residential, commercial and industrial, wholesale, and otiier customers. WPS's 
regulated electi'lc operations generate and distribute electric energy mainly to nortiieastem Wisconsin and 
a small portion of Michigan's Upper Peninsula. UPPCO provides eledric energy in Michigan's Upper 
Peninsula. Wholesale electric service is provided to various customers, including municipal utilities, 
eiectiic cooperatives, energy marî eters. other investor-owned utilities, and municipal joint action agencies. 

In 2009, WPS reached a flmi net design peak of 2,264 megawatte (MW) on June 24. At tfie time of this 
summer peak, WPS's totel flrm resources (i.e.. generation plus firm purchases) totaled 3,196 MW. As a 
result of continually reaching demand peaks in the summer months, primarily due to air conditioning load, 
the summer period is the most relevant for WPS's regulated electric utility capacity. The PSCW requires 
WPS to maintain a planning reserve margin above ite projected annual peak demand forecast to help 
ensure reliability of etectric service to its customers. WPS expecte futore supply reserves to meet the 
minimum planning reserve margin criteria through 2010. The PSCW established a 14.5% reserve margin 
requirement for long-term planning (planning years two through ten), and the short-term (planning year 
one) reserve margin for Wisconsin utilities follovy/s the planning reserve margin established by MISO under 
Module E of ite Open Access Transmission and Energy Mari<ets Tariff, in 2009, UPPCO reached a firm 
net design peakof 139MWon July27. At the time of tiiis peak, UPPCO's total fimn resources totaled 150 
MW. The MPSC has not established minimum guidelines for future supply reserves. 

WPS and UPPCO had adequate capacity through company-owned generation unite and purchased power 
contracte to meet all fimn electric load obligations during 2009 and expect to have adequate capacity to 
meet all obligations during 2010. 

Facilities 

For a complete listing of Integrys Energy Group's regulated electric utility facilities, see 
Item 2, "Properties." For integrys Energy Group's utility plant asset book value, see Note 6, "Property, 
Plant, and Equipment." 

Electric Supply 

Both WPS and UPPCO are members of MISO, a FERC-approved, independent, non-profit organization, 
which operates a financial and physical electric wholesale market in tiie Midwest. WPS and UPPCO offer 
their generation and bid their customer load into the MISO market. MISO evaluates WPS's. UPPCO's, 
and other market participante' energy injedions into, and withdrawals from, the system to economically 
dispatch electridty within the system. MtSO settles the participants' offers and bids based on locational 
marginal prices, which are maricet-driven values based on the specific time and location of the purchase 
and/or sale of energy. 
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Electric Generation and Supply Mix 

The sources of Integrys Energy Group's reguiated eledric utility supply were as follows: 

(MiUions) 
Energy Source {kiiowatt'hours) 
Company-owned generation unite 

Coal 
Natoral gas, fuel oil, and tire derived 
Hydroeiedric 
Wind 
Total company-owned generation units 

Purchased power contrads 
Nuclear (Kewaunee Power Station) 
Natural gas (Fox Energy Center, LLC and 
Combined Locks Energy Center, LLC) 

Hydroelectric 
Wind 
Other 
Total purchased power contracte 

Purchased power from MISO 
Purchased power from otiier 
Totel purchased power 
Opportunity sales 

Sales to MISO 
Net sales to other 

Total opportunity sales 
Total Integrys Energy Group electric utility 

. supply 

2009 

8,974.3 
71.4 

225.9 
46.4 

9,318.0 

2,663.9 

673.7 
569.5 
136.9 
571.1 

4,615.1 
1,898.9 

54.4 
6,568.4 

(462.5) 
(450.5) 
(913.0) 

14,973.4 

2008 

9,570.9 
201.7 
261.2 

17.8 
10,051.6 

2,656.8 

699.5 
369.4 
109.0 
167.8 

4.002.5 
1,934.0 

78.9 
6.015.4 

(539.8) 
(303.2) 
(843.0) 

15.224.0 

Fuel Costs 

The cost of foel per generation of one million British thermal unite (Btus) was as follows: 

Fuel Type 2009 2008 
Coal 
Natoral gas 
Fuel oii 

$1.94 
6.73 

17.09 

$1.78 
9.74 

19.07 

Coal Supply 

Coal is the primary fuel source for WPS's regulated eledric generation facilities, the majority of which is 
purchased from Powder River Basin mines located in Wyoming. This low sulfur coal has been WPS's 
lowest cost coal source from any of the subbituminous coal-producing regions in the United States. 
WPS's regulated foel portfolio strategy is to maintain a 25- to 40-day supply of coal at each plant site. 

Historically, WPS has purchased coal dlrectiy from the producer for its wholly owned plants. Wisconsin 
Power and Light purchases coal for the jointly owned Edgewater and Columbia plants and is reimbursed 
by WPS for ite share of the coal coste. At December 31.2009, WPS had coal transportation contracte in 
place for 90% of ite 2010 coal b-ansportetion requiremente. For more infonnation on coal purchases and 
coal deliveries under contract, see Note 16, "Commitments and Cont/ngenc/es." 
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Power Purchase Agreements 

Integrys Energy Group's regulated eiectiic facilities enter into short-term and long-term power purchase 
agreemente to meet a portion of electric energy supply needs. The most significant of tiiese is an 
agreement through 2013 with Dominion Energy Kewaunee. LLC to purchase energy and capacity from the 
Kewaunee Power Station consistent with volumes available when WPS owned the fadlity. For more 
information on power purchase obligations, see Note 16, "Commitments and Contingencies." 

Regulatory Matters 

integrys Energy Group's eiectoc utility operations are regulated by the PSCW, MPSC, and FERC. WPS's 
retail electi'lc rates are regulated by the PSCW and MPSC, and UPPCO's retail electric rates are regulated 
by the MPSC. The FERC regulates wholesale eledric rates for WPS and UPPCO. In 2009, retaii electric 
revenues accounted for 78.7% of total eledric revenues, while wholesale eledric revenues accounted for 
21.3% of total electric revenues. 

The PSCW sets rates through ite ratemaking process, which is based upon recovery of operating costs 
and a retum on invested capital. One of the cost recovery componente is fuel and purchased power, 
which is govemed by a fuel window mechanism, as described in Note 1(e). "Summary of Significant 
Accounting Policies - Revenue and Customer Receivables." The MPSC and FERC ratemaking 
processes are similar to tiiose of tiie PSCW, with the exception of fuel and purchased power, which are 
recovered on a one-for-one basis. 

See Note 24, "Regulatory Environment," for information regarding tiie rate cases and decoupling 
mechanisms of Integrys Energy Group's electric utilities. 

Hydroelectric Licenses 

WPS, UPPCO, and WRPC (a company in which WPS has 50% ownership) have long-tenn licenses from 
tiie FERC for all of tiieir hydroelectric facilities. 

Other Matters 

Seasonality 

Integrys Energy Group's regulated eledric utility sales in Wisconsin generally follow a seasonal pattern 
due to the air conditioning requirements of customers that are primarily impacted by the variability of 
summer temperatores. Reguiated eledric utility sales in Michigan do not follow a significant seasonal 
ti'end due to cooler climate conditions in tiie Upper Peninsula of Michigan. 

Generally, during tiie winter montiis, tiie purchase price of fuel (natural gas and foel oil) for generation is 
heavily influenced by weather and tiie availability of baseload generation units within the MISO energy 
market. Sustained colder than normal weather and unexpected extended generation outages 
can influence foel supply and demand, impading the production costs at Integrys Energy Group's natural 
gas and oil-flred facilities, as well as natural gas supply commitmente under power purchase agreemente. 
For Integrys Energy Group's regulated eledric utility segment, the impad on utility production coste is 
partially managed through the WPS Electric Risk Management Plan. 

Competition 

The retail electric utility maricet in Wisconsin is regulated by tiie PSCW. Retail electric customers cunentiy 
do not have the ability to choose their electric supplier. However, in order to increase sales, utilities wori< 
to attrad new commerciai and industrial customers into tiieir service tenitories. As a result, there is 
competition among utilities to keep energy rates low. Wisconsin utilities have continued to reflne reguiated 
tariff^ in order to provide tiie ti^ue cost of electric energy to each class of customer by reducing or 
eliminating rate subsidies among different ratepayer dasses. Although Wisconsin electric energy martlets 
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are regulated, utilities still face competition from other energy sources, such as self-generation by large 
industrial customers and altemative energy sources. 

Michigan eiectiic energy markete are open to competition; however, an active competitive maricet has not 
yet developed in the Upper Peninsula of Michigan, primarily due to a lack of excess generation and 
transmission system capacity. 

D. INTEGRYS ENERGY SERVICES 

Integrys Energy Services and its subsidiaries market energy and related produds in the retail market 
serving commercial, Industiial, dired, and "aggregated" small commercial and residential customers. 
Aggregated customers are municipalities, associations, or groups of customers that have joined together 
to negotiate purchases of electric or natoral gas energy as a larger group. 

Integrys Energy Services is investing in and promoting renewable energy, which it believes is important to 
tiie futore of the energy industry. Clean, renewable, and efficient energy sources are developed, acquired, 
owned, and operated by Integrys Energy Services. Integrys Energy Services assists customers with 
seleding an energy solution that meets their needs and collaborates with energy developers of wholesale 
energy projecte to overcome challenges witii integrating the technical, regulatory, and finandai aspeds of 
tiieir projeds. 

Integrys Energy Services utilizes derivative instruments, including forwards, futures, options, and swaps, to 
manage ite exposure to market risks from its generation and energy supply portfolios in accordance witii 
limits and approvals esteblished in its risk management and credit policies. 

For more information on the trading and risk management activities of Integrys Energy Sen/ices, see 
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations - Market 
Price Risk Management Activities" 

Recent Developmente 

Since the beginning of 2009, Integrys Energy Services has been in the process of reevaluating ite strategy 
with a focus on reducing ite scale and risk profile. The result of this evaluation was tiie decision to exit ite 
wholesale natural gas and whotesaie eiectiic businesses, its Canadian energy marketing business, ite 
energy management consulting business, certein retell maricets, and a portion of ite eiectiic generation 
fieet. The remaining business lines will continue to invest in growing a portiblio of retail natural gas and 
eiectiic customers as well as energy assets with renewable atbibutes. 

See Item 7, "Management's Discussion and Analysis of Financiai Condition and Results of Operations -
introduction," and Note 4, "Dispositions," for a discussion of the cunent strategy for integrys Energy 
Services. 

Facilities 
Generation 

For Information regarding the energy asset facilities owned by Integrys Energy Services, see 
item 2, "Properties." For Integrys Energy Group's nonregulated plant asset book value, see Note 6, 
"Property Plant, and Equipment" 

Renewable Energy 

In response to customers' growing interest in sustainability and Integrys Energy Group's own concern for 
the environment, Integrys Energy Services is now focusing on delivering value-added energy sen/ices and 
renewable commodities to its retail customers. Product offerings indude renewable natoral gas and 
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eiectiic producte and development of green power generation projeds. See Item 2, "Properties," for more 
information on renewable energy projecte. 

Fuel Supply for Generation Facilities 

Integrys Energy Services' foel inventory policy varies for each generation facility depending on the type of 
fuel used and available natural gas storage facilities. The cost of ttie majority of the fuel used by the 
generation facilities is subject to market price volatility, and tiie fadlities are run to produce energy when 
economical at cunent fuel prices. Integrys Energy Services' only coai-fired merchant generation facility is 
its Westwood fadlity located in Pennsylvania. Adual fuel needs in 2010 will depend on maricet conditions 
and operational capability of the Westwood facility. However, Integrys Energy Services* Westwood facility 
bums waste coal left behind by mining operations and has several years' supply on site. All fuel is located 
within a seven-mile radius of the plant 

Energy Supply 

Physical supply obligations are created when Integrys Energy Services executes fonward customer sales 
contracts. Integrys Energy Services' electricity and natural gas supply requiremente are primarily met 
tiirough the procurement of natural gas and electricity in the vtrfiolesale maricete. Integrys Energy Services 
does not own any reserves, so all natural gas supply is procured from producers and other suppliers in the 
wholesale markete. 

Retaii Electricity 

The majority of Integrys Energy Services' obligations to provide physical electricity result from fonward 
retell sales to commercial and industrial customers, many of which are tiirough full-requirements contracts. 
Integrys Energy Sen/ices uses a combination of bilateral electiicity purchase agreemente from generation 

companies and other marketers as well as regional power pools to meet tfiose obligations. 

Retail Natural Gas 

Physical natoral gas supply obligations are created by tiie execution of forward retell sales contracts by 
Integrys Energy Services* retail mariceting operation. Commerdal and industrial customers, as well as 
some residential customers, make up the majority of ite sales commitmente. Natural gas is sourced in tiie 
wholesale markets at the customer load regions, or in some cases is transported to the customer load 
regions using natoral gas transportation contrads. 

Regulatory Matters 

Integrys Energy Services is a FERC-authorized power mariceter and has all of the ticenses required to 
conduct business in the states in which it operates. 
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Other Matters 

Customer Segmentation 

As of December 31, 2009, Integrys Energy Services was delivering eledricity and natural gas supply to 
customers in 20 states. Integrys Energy Services periodically reviews and evaluates the profitability of its 
operations in each of these maricets. Integrys Energy Services continues to concentrate on adding 
customers in existing markete and emphasizing business that provides tiie appropriate rate of return, but 
currently has no plans to expand into new geographic regions. See Item 7, "Management's Discussion 
and Analysis of Financial Condition and Results of Operatior)s - Introduction" for a discussion of the 
current strategy for Integrys Energy Services. 

As of December 31,2009, Integrys Energy Services was serving eledric customers within 18 states, 
including ite largest markets in Illinois, New Yoric, Mid-Atlantic and New England regions. Integrys Energy 
Services was also serving natural gas customers witiiin eight states, including its largest markets in 
Wisconsin, lllinds, Michigan, and Ohio. 

Although Integrys Energy Services is not dependent on any one customer, a significant percentage of its 
retail sales volume is derived from industries related to paper and allied producte, food and kindred 
pnxiucts, chemicals and paint, and steel and foundries. 

Seasonality 

Integrys Energy Services believes ttiat ite business, in the aggregate, is not seasonal, even though certain 
produds sell more heavily in some seasons than in others. Sales of natoral gas generally peak in the 
winter montiis, while sales of elec^city generally peak in the summer months. Generally in the summer 
months, the demand for electridty is Ngh, which increases the price at which electricity can be sold. In 
periods of high residential natural gas and oil consumption (generally the winter months), the purchase 
price of oil and natural gas increases, which increases the production coste at integrys Energy Services' 
natural gas- and oil-fired generation facilities. Integrys Energy Services' business can be volatile as a 
result of market conditions and tiie related market opportunities available to its customers. 

Competition 

Integrys Energy Services is a nonregulated retell energy mariceter that competes against regulated utilities 
and other retail energy marketers. Integrys Energy Services competes with other energy providers on tiie 
basis of price, reliability, customer service, product offerings, financial sfrength, consumer convenience, 
perfonnance, and reputation. 

The competitive landscape differs in each regional area and v/itiiin each targeted customer segment. For 
residential and small commerdal customere, the primary competitive challenges come from the incumbent 
utility and affiliated utility mariceting companies. The large commerdal, institutional, and industrial 
segmente are very competitive in most markete with neariy all natural gas customers having already 
switched away from utilities to an altemative provider. National affiliated marketers, energy producers, 
and otiier independent retail energy companies compete for customers in this segment 

The incumbent regulated utilities and tiie nationally-branded utility affiliates typically benefit from the 
economies of scale derived from the strength of substantial asset-based balance sheets and vertically 
integrated business models that combine production, transmission, and distribution assete. These 
advantages are offset by tiie lack of fiexibility to offer multiple product choices to their customers, and the 
nationally-branded utility affiliates stixjggle with long-term focus and cultural adaptation to a nonregulated 
market environment. 

The local utilities have the advantage of long-standing relationships with their customers, and they have 
longer operating histories, greater financial and other resources, and greater name recognition in their 
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markete than Integrys Energy Services does. In addition, local utilities have been subjed to many years of 
regulatory oversight and tiius have a significant amount of experience regarding the policy preferences of 
their regulators. Local utilities may seek to decrease their tariff retail rates to limit or preclude the 
opportunities for competitive energy suppliers and may seek to establish rates, terms, and conditions to 
the disadvantage of comisetitive energy suppliers. 

Working Capital 

The woricing capital needs of integrys Energy Services vary significantiy over time due to volatility in 
commodity prices and reiated margin calls, and levels of natural gas storage inventories. Integrys Energy 
Services' working capital needs are met by cash generated from operations, equity infusions, and debt 
(botti long-temn and short-term). Integrys Energy Services has the ability to bonow up to $400 million 
through an intercomiaany loan agreement witti Integrys Energy Group. Integrys Energy Group has 
provided total parental guarantees of $958.4 million on behalf of Integrys Energy Services. 

E. ENVIRONMENTAL MATTERS 

For information on environmental matters related to integrys Energy Group and ite subsidiaries, see 
Note 16, "Commitments and Contingencies." 

F. CAPITAL REQUIREMENTS 

For information on capitel requirements related to Integrys Energy Group, see Item 7, "Management's 
Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and Capital 
Resources." 

G. EMPLOYEES 

At December 31,2009, integrys Energy Group's consolidated subsidiaries had the following employees: 

Total Number Percentage of Employees Covered by 
of Employees Collective Bargaining Agreements 

WPS 
IBS 
PGL 
Integrys Energy Sen/ices 
MERC 
NSG 
MGU 
UPPCO 

Total 

1.462 
1,318 
1.109 

436 
223 
166 
165 
146 

5.025 

65% 

83% 
1% 

19% 
81% 
68% 
78% 
45% 

integrys Energy Group's subsidiaries have collective bargaining agreemente with various unions which are 
summarized in the table below. 

Contract 
_ _ i Union Subsidiary Expiration Date 
Local 310 of tfie International Union of Operating Electricians WPS October 13, 2012 
Local 18007 of the Utility Woricers Union of America PGL Aprii 30, 2013 
Local 31 of tfie International Brotheriiood of Electrical Workers, AFL CIO MERC May 31, 2011 
Local 2285 of tiie international Brotheriiood of Electrical Woricers NSG June 30,2013 
Local 12295 of the United Steelworicers of America. AFL CIO CLC MGU January 15. 2015 
Local 417 of the Utility Woricere Union of America, AFL CIO MGU Febroary 15. 2012 
Local 510 of tiie Intemational Brotheriiood of Electrical Woricers, AFL CIO UPPCO April 12, 2014 
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H. AVAILABLE INFORMATION 

Integrys Energy Group files the following reporte with tiie SEC: 

Annual Report on Form lO-K; 
Quarteriy Reports on Form 10-Q; 
Proxy statemente; 
Registration statemente, including prospectuses; 
Cunent Reports on Fomn 8-K; and 
Any amendments to these documente. 

Integrys Energy Group makes these reporte available, free of charge, on its internet website, 
www.inteQrvsarouD.cQm. as soon as reasonably practicable after they are filed with tiie SEC. Integrys 
Energy Group's Code of Condud may also be accessed on Integrys Energy Group's website, and any 
amendmente to or vt/aivers from the Code of Conduct will be timely disclosed on Integrys Energy Group's 
website. Reporte, statemente, and amendments posted on Integrys Energy Group's website do not 
include access to exhibits and supplemental schedules electronically filed witii the reports, statemente, or 
amendments. Integrys Energy Group is not including the infonnation contained on or available through its 
wet)site as a part of, or incorporating such information by reference into, this Annual Report on Form 10-K. 

You may obtain materials filed with the SEC by Integrys Energy Group at tiie SEC Public Reference Room 
at 100 F Street NE, Washington, DC 20549. To obtain information on the operation of the Public 
Reference Room, you may call the SEC at 1-800-SEC-0330. You may also view Integrys Energy Group's 
reporte, proxy statemente, and other infonnation (including exhibits) filed eledronically with the SEC, at 
the SEC's website at www.sec.aov. 
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ITEM 1A. RISK FACTORS 

You should carefoliy consider the following risk fadors, as well as the other information induded or 
incorporated by reference in this Annual Report on Form 10-K, when making an investment decision. 
The risks and uncertainties described below are not the only ones Integrys Energy Group faces. 
Additional risks and uncertainties not presentiy known or tiiat Integrys Energy Group currentiy believes to 
be immaterial may also adversely affect integrys Energy Group. 

integrys Energy Group is subject to changes in government regulation, which may have a 
negaUve impact on i ts businesses, f inanciai posit ion, and results o f operations. 

The rates tiiat Integrys Energy Group's regulated utilities are allowed to charge for their retell and 
whoiesale services are some ofthe most important items influencing ite business, financial position, 
resulte of operations, and liquidity. While rate regulation is premised on providing an opportunity to earn 
a reasonable rate of retum on invested capitel, there is no assurance tiiat the applicable regulatory 
commissions will judge all the costs of tiie regulated utilities to have been prudentiy incurred or that the 
regulatory process in which rates are determined will always result in rates that will produce foil recovery 
of such costs or provide for a reasonable retum on equity. Certain items that would otherwise be 
immediately recognized as revenues and expenses are deferred as regulatory assets and regulatory 
liabilities for fotore recovery or refond to customers, as authorized by regulators. Future recovery of 
regulatory assete is not assured, and is generally subject to review by regulators in rate proceedings for 
matters such as prudence and reasonableness, ff recovery of costs is not approved or is no longer 
deemed probable, regulatory assete would be recognized in cunent period expense and could have a 
material impad on Integrys Energy Group's financial resulte. 

Integrys Energy Group is subject to comprehensive regulation by several federal and state regulatory 
agencies and local governmental bodies, which significantiy infiuences ite operating environment and 
may affect Integrys Energy Group's ability to recover costs from utility customers. In particular, the 
PSCW. ICC, MPSC. MPUC, FERC, SEC, EPA, Minnesote Office of Pipeline Safety, United States 
Department of Transportation, WDNR, Michigan Departinent of Natural Resources and Environment, the 
city of Chicago, and Illinois Environmentel Protection Agency regulate many aspects of Integrys Energy 
Group's utility operations, including, but not limited to, constmction and operation of facilities, conditions 
of service, tiie issuance of securities, and the rates that it can charge customers. Integrys Energy Group 
is required to have numerous permits, approvals, and certificates from these agencies to operate ite 
business. Failure to comply with any applicable rules or regulations may lead to penalties, customer 
refunds, or other amounte, which could have a material impact on the financial resulte of integrys Energy 
Group. 

Existing stetutes and regulations may be revised or reinterpreted by these agencies, or these agendas 
may adopt new laws and regulations that apply to Integrys Energy Group. Integrys Energy Group is 
unable to predict the impact on its businesses and operating results of any such actions by tiiese 
agendes. However, changes in regulations or tiie imposition of additional regulations may require 
Integrys Energy Group to incur additional expenses or change business operations, which may have an 
adverse impact on resulte of operations. In addition, federal regulatory reforms may produce unexpected 
changes and costs in the public utility industry. 

integrys Energy Group may face signif icant costs to comply with the regulation o f greenhouse 
gas emissions. 

Climate change and the effed of greenhouse gas emissions, most notably carbon dioxide, are 
increasingly becoming a concern for the energy industry. While there is currentiy no federal legislation in 
the United States tiiat mandates tiie reduction of greenhouse gas emissions, it is possible tiiat such 
legislation may be enaded in tiie futore. In addition, the EPA may adopt regulations under the Clean Air 
Act To that end, federal and stete legislative proposals have been introduced to regulate the emission of 
greenhouse gases, including bills pending in tiie United States Congress that would regulate greenhouse 
gas emissions through a cap-and-trade system under which emitters would be required to buy allowances 
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to offset greenhouse gas emissions. However, until legislation is passed at the federal or stete level, it 
remains unclear as to (1) which Industry sectors will be impacted, (2) when compliance will be required, 
(3) the magnitude of the greenhouse gas emissions reductions that will be required, and (4) the coste and 
opportunities associated with compliance. Integrys Energy Group is evaluating both the technical and 
cost implications which may result from future stete, regional, or federal greenhouse gas regulatory 
programs, but at this time, it is uncertain as to the effect climate change regulation may have on integrys 
Energy Group's future operations, capital expendltores, and financial resulte. 

Based on the complexity and uncertainty ofthese issues, it is possible that future carbon regulation will 
increase tfie cost of eledricity produced at coal-fired generation units and may affect the capital 
expenditures Integrys Energy Group would make at its generation units. At this time, there is no 
commerdally available technology for removing carbon dioxide from a pulverized coai-fired plant In 
addition, future legislation designed to reduce greenhouse gas emissions could make some of the 
generating units uneconomical to maintain or operate and could impact future resulte of operations, cash 
fiows, and financial condition if such coste are not recoverable through regulated rates. 

Integrys Energy Group's natural gas delivery systems may generate fugitive gas as a result of nomiai 
operations and as a result of excavation, construction, and repair of natural gas delivery systems. 
Fugitive gas typically vente to the atmosphere and consists primarily of methane, a greenhouse gas. 
Carbon dioxide is also a byprodud of natural gas consumption. As a result future legislation to regulate 
the emission of greenhouse gases could increase the price of natural gas, restrict the use of natural gas, 
adversely affect the ability to operate our natural gas facilities, and/or reduce natural gas demand. 

Costs of environmentel compliance, liabilities, fines, penalties, and litigation could exceed 
Integrys Energy Group's estimates. 

Compliance with current and futore federal and state environmental laws and regulations may result in 
increased capital, operating, and other costs, induding remediation and containment expenses and 
monitoring obligations, integrys Energy Group cannot predict with certainty the amount and timing of alt 
foture expenditures (including the potential or magnitude of fines or penalties) related to environmental 
matters because ofthe difficulty of estimating cleanup and compliance costs ancf the possibility that 
changes will be made to the current environmental laws and regulations. 

Integrys Energy Group's natural gas utility subsidiaries are accming liabilities and defening costs 
(recorded as regulatory assete) incurred in connedion with their former manufactured gas plant sites, 
including related legal expenses, pending recovery tiirough rates or from other entities. Regulatory 
assets refiect the net amount of (1) coste incun-ed to date, (2) carrying costs (excluding those for WPS. 
which are not recoverable), (3) amounte recovered from insurance companies, other entities and 
customers, and (4) management's best estimates of tiie costs integrys Energy Group will spend in the 
future for investigating and remediating the manufactured gas plant sites. Integrys Energy Group 
believes that any of these costs that are not recoverable from other entities or from insurance carriers are 
recoverable tiirough rates for utility services under approved mechanisms for the recovery of prudently 
incurred coste. A change in these rate recovery mechanisms, however, or a decision by the applicable 
stete commission tiiat some or all of these coste were not pmdentiy incun-ed, could result in the present 
recognition as expense of some or all of tiiese coste. For more infonnation, see Note 16, "Commitments 
and Contingencies." 

WPS owns coal-fired electric generating fadlities at which it has performed maintenance activities that the 
EPA could determine were subjed to Clean Air Ad New Source Review permitting requirements. 
Depending on potential settlement terms or a court decision, WPS could be required to install 
environmental controls, change operations, shut down certain plants, undertake supplemental 
environmental projects, and/or pay fines. 

In addition, impacte resulting from future federal or state regulation regarding mercury, sulfor dioxide, and 
nitrogen oxide emissions, as well as the management of coal combustion byproducts, are uncertain. 
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There is also uncertainty in quantifying liabilities under environmental laws that impose joint and several 
liability on all potentially responsible parties. 

Citizen groups that feel there are compliance issues not sufficientiy enforced by environmentel regulatory 
agencies may also bring citizen enforcement adions against Integrys Energy Group. Such actions could 
seek penalties, injundlve relief, and coste of litigation. Private citizens can also bring lawsuite to recover 
environmentel damages tiiey believe they have incured. 

integrys Energy Group's operations are subject to r isks beyond i ts control, including but no t 
l imited to customer usage, weather, terrorist attacks, or acta o f war. 

Integrys Energy Group's revenues are affected by the demand for eiecfricity and natural gas. That 
demand can vary greatly based upon: 

• Fluduations in economic activity and growth in Integrys Energy Group's regulated service areas, 
as well as areas in which ite nonregulated subsidiaries operate; 

• Weatiier conditions, seasonality, and temperature extremes; and 
• The amount of additional energy available from current or new competitors. 

General economic conditions and customers focusing on energy efficiency in Integrys Energy Group's 
service areas may result in a decrease in demand for electricity or natural gas, which could have an 
adverse impact on integrys Energy Group's results of operations, financial condition, and cash flows. 

Weatiier conditions dirediy influence tiie demand for electricity and natural gas and affect tiie price of 
energy commcxflties. 

In addition, tiie cost of repairing damage to Integrys Energy Group's facilities due to storms, natural 
disasters, wars, terrorist acts, and other catastrophic events, in excess of insurance limite established for 
such repairs or exduded by insurance policies, may adversely impact integrys Energy Group's resulte of 
operations, financial condition, and cash flows. The occurrence or risk of occurrence of foture terrorist 
activity and the high cost or potential unavailability of insurance to cover such terrorist activity may impact 
Integrys Energy Group's results of operations and financial condition in unpredictable ways. These 
actions could also result in dismptions of power and foel markets. In addition, integrys Energy Group's 
natural gas distribution system and pipelines and eiecttic generation units and distribution system could 
be directly or indirectiy harmed by future terrorist adivity. 

Adverse capitel and credit market condit ions cou ld negativeiy affect Integrys Energy Group's 
abi l i ty to meet l iquidity needs, access capital, and/or grow orsuste in its current businesses. Cost 
o f capitel and disruptions, uncertainty, and/or volati l i ty in the financial markets could also 
adversely impact t i ie results o f operations and fmancial condit ion o f integrys Energy Group, as 
weU as exert downward pressure on i ts stock price. 

Having access to the credit and capital markete, at a reasonable cost is necessary for Integrys Energy 
Group to fund its operations, including capital requirements. The capitel and credit markets provide 
integrys Energy Group witii liquidity to operate and grow ite businesses that is not othenvise provided 
from operating cash fiows. The credit and capital markets also support the ability of Integrys Energy 
Group to provide credit support for the nonregulated operations of integrys Energy Services. Dismptions, 
uncertainty, and/or volatility in those markets could increase integrys Energy Group's cost of capital. If 
Integrys Energy Group or ite subsidiaries are unable to access the credit and capital maricete on terms 
that are reasonable, they may have to delay raising capital, issue shorter-tenm securities, and/or bear an 
increased cost of capital. This, in tum, could impad integrys Energy Group's ability to grow or sustain its 
cunent businesses, cause a reduction in eamings, and/or limit Integrys Energy Group's ability to sustain 
ite current common stock dividend level. 
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A reduction in integrys Energy Group's or ite subsidiaries' credit ratings could materially and 
adversely affect their business, fmancial position, resulte of operations, and liquidity. 

integrys Energy Group cannot be sure that any of Integrys Energy Group's or its subsidiaries' credit 
ratings will remain in effed for any given period of time or that a credit rating will not be lowered by a 
rating agency if, in the rating agency's judgment, circumstances in the foture so warrant. Any downgrade 
could: 

• Require the payment of higher interest rates in future financings and possibly reduce the 
potential pool of creditors; 

• Increase borrowing costs under certain existing credit facilities; 
• Limit access to tiie commercial paper maricet 
• Limit the availability of adequate credit support for Integrys Energy Sen/ices' operations; and 
• Require provision of additional credit assurance, including cash margin calls, to confrad 

counterparties. 

The failure to effectively operate integrys Energy Services' scaled back nonregulated energy 
services business and/or the failure to execute the remaining transactions that are part of the 
process to significantiy reduce the scope and size of integrys Energy Services, could negatively 
impact tlie future resuite of operations and financiai condition of Integrys Energy Group. 

Integrys Energy Services' change in focus from significant growth in nonregulated wholesale and retail 
energy markets across the United States and Canada, to a focus on seleded nonregulated retail energy 
markete, could result in increased risks, including but not limited to: 

• Lower eamings capadty from this business segment going forward, which integrys Energy Group 
may not be able to replace; 

• A reduction in the value of the nonregulated business segment, induding a potential 
corresponding negative impact on Integrys Energy Group; 

• :A reduction in operating effldencies, as operating margins may dedine at a faster rate than the 
associated operating expenses; and 

• Potential loss of key employees during periods of increased employment uncertainty. 

Integrys Energy Group cannot be certain tiiat it will be at>le to successfully execute the remaining 
fransactions to complete the strategic initiative to reduce the scope and scale of the nonregulated 
business segment. Pending transactions and plans to sell assets and components of this business 
segment may not be completed, or these transactions could result in obtaining less economic benefit than 
projected. 

Refer to Item 7. "Management's Discussion and Analysis of Financial Condition and Results of 
Operations - Introduction," for a further discussion of the cun'ent strategy for Integrys Energy Services. 

The use of derivative instruments could result In financial losses and liquidity constraints. 

Integrys Energy Group uses derivative instruments, including futures, forwards, options, and swaps, to 
manage its commodity and financial maricet risks. Significant volatility in energy prices could adversely 
impad integrys Energy Group's cash collateral requirements due to counterparty margin calls related to 
these instrumente. 

In the absence of actively quoted market prices and pricing information from external sources, tiie 
valuation of derivative contracte involves management's judgment or use of estimates. As a result 
changes in the underlying assumptions or use of altemative valuation methods could affect the reported 
fair value of tiiese contrads. Furthemnore, realized values could differ from values determined by 
management. 
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For additional infonnation conceming derivatives and commodity-based trading contracts, see 
Note 2, "Risk Management Activities." 

Poor investment performance o f retirement p lan investments and other factors impact ing 
retirement plan coste cou ld unfavorably impact Integrys Energy Group's l iquidi ty and results o f 
operations. 

Integrys Energy Group has employee benefit plans tiiat cover substantially all of its employees and 
retirees. Integrys Energy Group's cost of providing tiiese benefit plans is dependent upon actual plan 
experience and assumptions conceming the future, such as eamings on and/or valuations of plan assets, 
discount rates, the level of interest rates used to measure the required minimum funding levels ofthe 
plans, future government regulation, and required or voluntary contributions to tiie plans. Depending 
upon the investment performance over time and other factors impacting ite coste (as listed above), 
Integrys Energy Group could be required to make larger contributions in the foture to fund these plans. 
These additional funding obligations could have a material adveree impact on integrys Energy Group's 
cash fiows, financiai cxindition, and/or results of operations. Changes made to the plans may also impact 
current and future pension and other postretirement benefit coste. 

Fluctuating commodi ty pr ices may reduce energy margins. 

Integrys Energy Group's regulated natural gas margins are sensitive to changes in natural gas commodity 
prices. Any changes could affed tiie prices the reguiated natoral gas utilities charge, their operating 
costs, and the competitive position of their products and services. Prudentiy incurred coste for purchased 
natural gas and pipeline transportation and storage services are fully recoverable through the annual 
reconciliation of revenues from the natural gas charge. However, Increases in natural gas costs affect 
totel retell prices and, therefore, the competitive position of Integrys Energy Group's natural gas 
businesses relative to other forms of energy. In addition, the timing and extent of higher natorai gas 
prices can adversely affed accounts receivable, bad debte, fuel cost, and interest expense. Integrys 
Energy Group is also subject to margin requirements in connection with its use of fonvard contracte, and 
these requiremente could escalate if prices move advereeiy relative to these positions. 

Integrys Energy Group's regulated eledric utility margins are directly affected by commodity costs related 
to coal, natoral gas, and other foels used in the eiectiic generation process. Integrys Energy Group may 
experience increased expenses, including interest coste and bad debte, higher working capitel 
requirements, and possibly reduction in demand as a result of any increase in tiie cost of fuel or 
purchased power. 

Higher commodity prices result in inaeased energy prices that may Impad customer demand for energy 
in the nonregulated market and increase counterparty and bad debt risk. This may stress margins at 
Integrys Energy Group's nonregulated subsidiaries. If market prices for eiectiic energy decline below tiie 
cost of production at Integrys Energy Group's nonregulated generation facilities, these units may be 
temporarily shut down. 

Counterparties and customers may not meet their obligations. 

Integrys Energy Group is exposed to tiie risk tiiat counterparties to various arrangemente who owe 
Integrys Energy Group money, energy, natoral gas. coal, or other commodities or services will not be able 
to perform their obligations. Should the counterparties to tiiese anangements fail to perform. Integrys 
Energy Group might be forced to replace or to sell the underiying commitment at then-current maricet 
prices. In such event, Integrys Energy Group might incur losses, or its resulte of operations, financial 
position, or liquidity could otherwise be adversely affeded. 

Some of Integrys Energy Group's customers are experiencing, or may experience, financial problems that 
could have a significant impact on their creditworthiness, integrys Energy Group cannot provide 
assurance that ite financially distressed customere will not default on their obligations to Integrys Energy 
Group and that such a default will not have a material adveree impact on Integrys Energy Group's 
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business, financial position, results of operations, or cash flows. Furthermore, the bankruptcy of one or 
more of Its customers, or some other similar proceeding or liquidity consfraint. might make it unlikely that 
Integrys Energy Group would be able to collect all or a significant portion of amounts owed by distressed 
entities or residential customere. Such evente could adversely impact integrys Energy Group's receivable 
collections and additional allowances may be required, which could advereeiy affed its operating resulte. 
tn addition, such evente might force customers to reduce or curtail their future use of Integrys Energy 
Group's producte and services, which could have a material adveree impact on Integrys Energy Group's 
results of operations and finandai condition. 

Any change in integrys Energy Group's ability to sell electricity generated from its facilities at 
market-based rates may impact eamings. 

The FERC has autiiorized certain of Integrys Energy Group's subsidiaries to sell generation from certein 
of its facilities at market prices. The FERC retains the authority to modify or wittidraw this maricet-based 
rate authority. If the FERC determines that the market is not workably competitive, that Integrys Energy 
Group or its subsidiaries possess market power, or that they are not charging just and reasonable rates, 
the FERC may require Integrys Energy Group's subsidiaries to sell power at a price based upon tiie costs 
incurred in producing the power. Integrys Energy Group's revenues and profit margins may be negatively 
affected by any reduction by the FERC ofthe rates it may receive. 

integrys Energy Group itas recorded goodwiU that could become impaired and adversely affect 
fmancial results. 

The PEC merger and tiie acquisition of natural gas distribution operations in Minnesote and Michigan 
were accounted for as purchases by integrys Energy Group in accordance witii GAAP. Under the 
purchase method of accounting, the assete and liabilities acquired were recorcled at their respedive fair 
values at the date of acquisition and added to those of Integrys Energy Group. As a result of the 
application of purchase accounting, these transactions resulted in a significant amount of goodwill. To 
the extent the value of goodwill or intengibles becomes impaired, Integrys Energy Group may be required 
to incur material noncash charges relating to such impairmente. Such impairment charges could have a 
material impact on the financial results of Integrys Energy Group: 

Actual resulte could differ from estimates used to prepare Integrys Energy Group's financial 
stetemente. 

in preparing the financial statements in accordance with GAAP, management must often make estimates 
and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses, and reiated 
disclosures at the date ofthe financial statemente and during tiie reporting period. Some of those 
judgments can be subjective and complex, and actual resulte could differ from those estimates. For more 
information about significant estimates and assumptions, see Item 7, "Management's Discussion and 
Analysis of Financial Condition and Results of Operations - Critical Accounting Poiicies." 

integrys Energy Group may not be able to utilize tax credit and/or net operating loss 
carryforwards. 

Integrys Energy Group has significantly reduced its consolidated federal and stete income tax liability in 
the past tiirough tax credits and tax net operating losses available under the applicable tax codes. 
Integrys Energy Group has not folly utilized these tax credits and tax net operating tosses in its previous 
tax filings, but expects to prior to ttieir expiration in foture filings. However, Integrys Energy Group may 
not be able to fully utilize the tax credits and tax net operating losses available as carryforwanjs if its 
future federal and state taxable income and related income tax liability is insufficient to permit the use of 
such credite and losses. 

tn addition, any future disallowance of some or all of those tax credite or tax net operating losses as a 
result of tegistative change or adverse determination by one of the applicable taxing jurisdictions could 
materially affed Integrys Energy Group's tax obligations. 
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Integrys Energy Group is subject to provisions that can limit merger and acquisition opportunities 
for ite shareholders. 

The Wisconsin Public Utility Holding Company Law precludes the acquisition of 10% or more of the voting 
shares of a holding company of a Wisconsin public utility unless ttie PSCW has first detennined that the 
acquisition is in the best intereste of utility consumers, investors and the public. Those intereste may, to 
some extent t>e mutually exclusive. This provision and other requirements of the Wisconsin Public Utility 
Holding Company Law may delay, or reduce the likelihood of, a sale or change of control thus reducing 
the likelihood that shareholders will receive a takeover premium for their shares. 

Provisions of Integrys Energy Group's articles of incorporation and by-laws may delay or frusfrate the 
removal of incumbent directore and may prevent or delay a merger, tender offer or proxy contest involving 
Integrys Energy Group that is not approved by its board of directors, even if the shareholders believe that 
such evente may be beneficial to Integrys Energy Group's intereste. In addition, the Wisconsin Business 
Corporation Law contains provisions that may have the effect of delaying or making more difficult 
attempte by otiiers to obtain confrol of Integrys Energy Group without tfie approval of ite board of 
diredors. 

ITEM 1B. UNRESOLVED STAFF COMMENTS 

None. 
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ITEM 2. PROPERTIES 

Electric Facilities 

A. REGULATED 

The foltowing table summarizes information on the electric generation facilities of Integrys Energy Group, 
including owned and jointly owned facilities as of December 31, 2009: 

Rated 
Capacity 

Type 

Steam 

Total Steam 

CombiKtion 
Turbine and 
Diesel 

Columbia Units 1 and 2 
Edgewater Unit 4 
Pulliam (4 units) 
V\te3lonUnns1,2, and3 
weston Unit 4 

De Pere Energy Center 
Eagle River 
Gladstone 
Juneau #31 
Oneida Casino 
Portage 
Pulliam #31 
west Marinette #31 
West Marinette #32 
west Marinette #33 
Weston #31 
Weston #32 

Total Combustion Turbine and Diesel 

Hydroelectric 

Totai Hydroelectric 

Wind 

Total Wind 

Total System 

Various 
Various 

Kewaunee County 
Crane Creek 

Location 

Portage, WI 
Siieboygan.WI 
Green Bay, Wl 
Marathon County, V\ft 
Marathon County, Wl 

De Pere. Wl 
Eagle River, Wl 
Gladstone, Ml 
Adams County, Wi 
Green Bay. Wl 
Houghton, Ml 
Green Bay, Wl 
Marinette, WI 
Marinette. Wl 
Marinette, Wl 
Marathon County, Wl 
Marathon County, Wl 

Michigan 
Wisconsin 

Wisconsin 
Iowa 

Fuel 

Coal 
r;oal 
f̂ oat 
Coal 
Coal 

Natural Gas 
Distillate Fuel Oil 
Oil 
Distillate Fuel Oil 
Distillate Fuel Oil 
Oil 
Natural Gas 
Natural Gas 
Natural Gas 
Natural Gas 
Natural Gas 
Natural Gas 

Hydro 
Hydro 

Wind 
Wind 

<MW)^" 

.̂ 54.5 
92.6 

320.3 
471.1 
?73,4 

i ,6 i i ,a 

166.6 
4.2 

19.1 
7.1 
3.5 

18.1 
84.7 
38.3 
35.4 
51.6 
15.3 
4 M 

492.3 

20.3 
67.9 
88.2 

1.0 
21.7 

?2.7 

Z215J. 

(2) 
(2) 

(2) 

(2) 

(2) 

(3) 

(1) Based on capacity ratings for July 2010, which can differ firom nameplate capacity, especially on wind projects. As a 
result of continually reaching demand peaks in the summer months, primarily due to air conditioning demand, the 
summer period is the most relevant for capacity planning purposes at Integrys Energy Group's electric segment. 

(2) These facilities are jointly owned by V ^ S and various other utilities. The capacity indicated for each of these units is 
equal to WPS's portion of total plant capacity based on its percent of ownership. 

Wisconsin Power and Light Company operates the Columbia and Edgewater units, and WPS holds a 31.8% ovffiership 
interest in these facilities. 

WPS operates the Weston 4 facility and holds a 70% ownership In this facility, while Dairyland Power Cooperative holds 
the remaining 30%. 

W/RPC ovms and operates the Juneau unit. WPS holds a 50% ownership interest in WRPC. 

(3) 

W/PS operates the West Marinette 33 unit and holds a 68% ownership interest in the facility, while Marshfieid Electric 
and Water Departinent holds tiie remaining 32% ownership. 

WRPC owns and operates the Castle Rock and Petenwell units. W/PS holds a 50% ownership interest in WRPC; however, 
WPS is entitled hi 66.7% of total capacity at Petenwell and Castle Rock. 

As of December 31, 2009, Integrys Energy Group's eledric utilities owned approximatety 24,900 miles of 
eledric distribution lines located in Michigan and Wisconsin and approximately 170 distribution 
substations. 
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Natural Gas Facilities 

At December 31,2009, Integrys Energy Group's natural gas properties were located in Illinois, Wisconsin, 
Minnesota, and Michigan, and consisted of the following: 

Approximately 22,000 miles of natural gas distribution mains, 
Approximately 1,010 miles of natural gas transmission mains, 
Approximately 291 natural gas distribution and transmission gate stations, 
Approximately 1.3 million natural gas lateral services, 
A 3.6 billion-cubic-fod natural gas storage fieki located in l^ichigan, and 
A 36.5 billion-cubic-foot underground natural gas storage resen/oir and a liquefied natural gas plant at Manlove 
Field located in central Illinois. 

General 

Substantially all of Integrys Energy Group's utility ptant at WPS, UPPCO, PGL, and NSG is subjed to first 
mortgage liens. 

B. INTEGRYS ENERGY SERVICES 

The following table summarizes infonnation on the energy asset facilities owned by Integrys Energy 
Sen/ices as of December 31, 2009: 

Rated 
Capacity 
imn!_*__ Type Name Location Fuel 

Combined Cycle 

Total Combined Cycle 

Steam 

Total Steam 

Hydroelectric 

Total Hydroelectiic 

Beaver Falls 
Combined Locks 
Syracuse 

VNtestwood 
Caribou 

Caribou 
Squa Pan 
Tinker 

Combustion TurtJine and Diesel Caribou 
Flo's Inn 
Loring 
Tinker 

Total Combustion Turbine and Diesel 

Reciprocating Engine 

Solar 

VWnnetoago 

Various 
Various 

Various 

Beaver Falls, NY 
Combined Locks, Wfl 
Syracuse, NY 

Tremont, PA 
Caribou, ME 

Caribou ME 
Ashland, ME 
New Brunswick, Canada 

Caribou ME 
Presque Isle, ME 
Limestone, ME 
New Brunswick, Canada 

Rockfbrd. tL 

California 
Connecticut 

New Jersey 

Gas/Oil 
Gas 
Gas/Oil 

Culm 
Oil 

Hydro 
Hydro 
Hydro 

Diesel 
Diesel 
Diesel 
Diesel 

Landfill Gas 

Total Solar 

Total Energy Assets 

Landfill Gas Transportation 

78.9 
46.8 
85.0 

210.7 

30.0 
21.7 

_517 

0.9 
1.4 

36.8 

7.0 
4.2 
5.2 
1.0 

17.4 

_ M 

1.7 
0.3 

_ L 8 

330fi 

LGS Brazoria County. TX Landfill Gas 

Lftyifffh of PipflJinft 
fMilea^ 

33 miles 

(2) 

(3) 

(3) 
(3) 
(3) 

(3) 
(3) 
(3) 
(3) 

^ 

(1) Based on summer rated capacity. 
(2) Combined Locks has an additional five MW of capacity available at Uiis facility through the lease of a steam turtiine. 
(3) At December 31, 2009, these properties were classified as assets held for sale. For more information see Note 4, "Dispositions." 
(4) LGS Renewables 1, LC, owns and operates the LGS facility. PDI, a wholly owned subsidiary of Integrys Energy Sen/ices, holds a 

50% ownership interest in LGS. 
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ITEM 3. LEGAL PROCEEDINGS 

For information on material legal proceedings and matters related to Integrys Energy Group and ite 
subsidiaries, see Note 16, "Commitments and Contingencies." 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None 
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ITEM 4A. EXECUTIVE OFFICERS OF INTEGRYS ENERGY GROUP 

Name and Age (1) 
Position and Business 

Experience During Past Five Years 
Effective 

Date 

Larry L. Weyers 64 

Charies A. Schrock 56 

Thomas P. Meinz 63 

Phillip M. Mikulsky 61 

Joseph P. O'Leary 55 

Diane L. Ford 56 

Bradley A. Johnson 55 

Barth J. Wolf 52 

Lawrence T. Borgard 48 

William D. Laakso '^' 47 

Uark A Radtke 48 

Executive Chairman 
Chairman, President and Chief Executive Officer 
President and Chief Executive Officer 
Chairman, President and Chief Executive Officer 

President and Chief Executive Officer 
President and Chief Executive Officer of WPS 
President of WPS 
President and Chief Operating Officer - Generation WPS 

Executive Vice President and Chief Extemal Affairs Officer 
Executive Vice President - Extemal Affairs 
Executive Vice President- Public Affairs 

Executive Vice President - Corporate Development and Shared Services 
Executive Vice President and Chief Development Officer 
Executive Vice President- Development 

Senior Vice President and Chief Financial Officer 

Vice President and Corporate Controller 
Vice President - Controller and Chief Accounting Ofllcer 

Vice President and Treasurer 

Vice President, Chief Legal Officer and Secretary 
Vice President - Legal Services and Chief Compliance Officer 
Secretary and Manager - Legal Services 

IBS 

President and Chief Operating Ctfficer- Utilities of Integrys Energy GnDup and 
President and Chief Executive Ofllcer of WPS 

President and Chief Operating Officer- Integrys Gas Group ^̂ ^ 
President and Chief Operating Officer - Energy Delivery - WPS 

Vice President - Human Resources 
Interim Vice President - Human Resoun^es - IBS 
Diredor- Workforce Plannir>g and Organizational Design - WPS 
Director Organizational Development - WPS 
Director of Organizational Development - WPS 
Vice President - Operatbns/Ciinical Diredor - Employee Resource Center, 

Inc. 

President and Chief Executive Officer - integrys Energy Services 
President- Integrys Energy Services (previously named WPS Energy 

Services, Inc.) ^ _ ^ 

01-01-09 
05-15-08 
02-21-07 
02-12-98 

01-01-09 
05-31-08 
02-21-07 
08-15-04 

05-15-08 
02-21-07 
09-12-04 

09-21-08 
02-21-07 
09-12-04 

06-04-01 

02-21-07 
07-11-99 

07-18-04 

07-31-07 
02-21-07 
09-19-99 

04-05-09 
02-21-07 
08-15-04 

09-21-08 
05-15-08 
08-12-07 
07-11-06 
12-12-05 

02-04-02 

06-01-08 

10-17-99 

(1) 

(2) 

(3) 

All ages are as of January 1, 2010. None of the executives listed above are related by blood, marriage, or adoption to 
any of the other officers listed or to any diredor of Integrys Energy Group. Each officer holds office until his or her 
successor has been duly eleded and qualified, or until his or her death, resignation, disqualification, or removal. 

The integrys Gas Group indudes PGL, NSG, MERC, and IvIGU. 

Prior to joining Integrys Energy Group, William D. Laakso's responsibilities at Employee Resource Center, Inc. (ERC) 
included leadership of ERCs management team and duties of Clinical Diredor. ERC provides employee assistance 
programs to over 200 corporate customers in Northeast Wisconsin and covers 75,000 employees and their dependents. 

-25-



ATTACHMENT F 

PART II 

ITEM 5. MARKET FOR INTEGRYS ENERGY GROUP'S COMMON EQUITY, 
RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF 
EQUITY SECURITIES 

integrys Energy Group, Inc. Common Stock Two-Year Comparison 

Share Data 
2009 

1st Quarter 
2nd Quarter 
3rd Quarter 
4th Quarter 

Totai 

2008 
1st Quarter 
2nd Quarter 
3rd Quarter 
4th Quarter 

Total 

Dividends 
Per Share 

$ .680 
.680 
.680 
.680 

$2,720 

$ .670 
.670 
.670 
.670 

$2,680 

Price Ranqe 
High 

$46.10 
30.40 
36.75 
42.99 

$53.26 
52.74 
53.92 
51.47 

Low 

$19.44 
24.95 
28.31 
34.20 

$44.04 
46.89 
48.88 
36.91 

integrys Energy Group's common stock is traded on the New York Stock Exchange under the ticker 
symbol TEG. " The transfer agent and registrar for Integrys Energy Group's common stock is American 
Stock Transfer & Trust Company, LLC, 59 Maiden Lane, New Yori^, NY 10038. 

As of February 22,2010, there were 32,608 common stock shareholders of record. • 

Dividend Restrictions 

Integrys Energy Group is a holding company and its ability to pay dividends is largely dependant upon the 
ability of ite subsidiaries to pay dividends. 

The PSCW has restrided WPS to paying normal dividends on ite common stock of no more than 103% of 
the previous year's common stock dividend. Integrys Energy Group's right to receive dividends on the 
common stock of WPS is also subject to the prior righte of WPS's preferred shareholders and to 
provisions in WPS's restated artides of incorporation, which limit the amount of common stock dividends 
that WPS may pay if its common stock and common stock suq^lus accounts constitute less than 25% of 
ite total capitalization. These limitations aro not expeded to limit any dividend paymente in the 
foreseeable future. At December 31, 2009, these limitations amounted to $1.4 million out of WPS's total 
retained earnings of $392.2 million. Consequently, at December 31,2009, WPS had $390.8 million of 
retained eamings availabte for the payment of dividends. 

Ttie PSCW atso requires WPS to maintain a financial capital structure (i.e., tiie percentages by which 
each of common stock equity, preferred stock equity and debt constitute the total capital invested in a 
utility), that has a common equity range of 49% to 54%. The PSCW also established a targeted financial 
common equity ratio at 5 1 % that resulte in a regulatory common equity ratio of 53.41%. The primary 
difference between the financial and tiie regulatory common equity ratio relates to certein off-balance 
sheet obligations, primarily purctiased power obligations, considered by the PSCW in establishing the 
financial common equity target. These limitations may be modified by the PSCW. 
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UPPCO's indentures relating to its first mortgage bonds contain certein limitations on the payment of cash 
dividends on its common stock, which is held solely by Integrys Energy Group. At December 31,2009, 
these resti'ictions amounted to $10.7 million out of UPPCO's totel retained eamings of $50.1 miliion. 
Consequentiy, at December 31,2009, UPPCO had $39.4 million of retained eamings available for tiie 
payment of common stock cash dividends. 

NSG's long-term debt obligations contain provisions and covenants restriding tiie payment of cash 
dividends and the purchase or redemption of capital stock. At December 31, 2009, these resti'ictions 
amounted to $6.9 million out of NSG's total retained eamings of $70.2 million. Consequentiy, at 
December 31,2009, NSG had $63.3 million of retained eamings available for the payment of dividends. 

At December 31,2009, Integrys Energy Group had $326.6 million of retained eamings available for tiie 
payment of dividends. Except for tiie subsidiary restridions described above, Integrys Energy Group 
does not have any dividend restiictions. 

Equity Compensation Plans 

See Item 11, "Executive Compensation," for information regarding Integrys Energy Group's equity 
compensation plans. 
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ITEM 6. SELECTED FINANCIAL DATA 

INTEGRYS ENERGY GROUP, INC. 
COMPARATIVE FINANCIAL DATA AND 

OTHER STATISTICS (2005 TO 2009) 

As Of or for Year Ended December 31 
(MiHions, except per share amounts, stock price, retum on average equity 

Total revenues 

Net income (loss) from continuing opwations 

Net Income (loss) attributed to common shareholders 

Total assets 

Prefened slock of subsidiary 

Lons-tenn debt (excluding cunent portion) 

Shares of common stock (less treasury stock and shares In deferred 
compensation trust) 

Outstanding 
Averape 

Eamings (loss) per common share (basic) 
Net income (loss) from continuing operations 
Eamings (toss) per common share 

Eamings (loss) percwnmon share (diluted) 
Net Income (loss) ftom continuing operations 
Eamirtgs (loss) per common share 

Dividends per common share declared 

stock price at year-end 
Book value per share * 
R^um on average equity 
Number of common stock shareholders 
Number of ©molovees 

2009 

$7,499.8 

(71.6) 

(70.9) 

11347.9 

51.1 

2,394.7 

76.0 
76.8 

($0.96) 
(0.92) 

(0.96) 
(0.92) 
2.72 

$41.99 
$37.62 
(2.5)% 
32,755 
5,025 

2008 

$14,047.8 

124.7 

126.4 

14.272.5 

51.1 

2,285.7 

7B.0 
76.7 

$1.59 
1.65 

1.58 
1.64 
2.68 

$42.98 
$40.78 

3.7% 
34,016 
5.191 

2007'^1 

$10,292.4 

181.0 

251.3 

11.234.4 

51.1 

2,265.1 

76.0 
71.6 

$2.49 
3.51 

2.48 
3.50 
2.56 

$51.69 
$42.58 

8.5% 
35.212 
5,231 

2006"^ 

$6,890.7 

147.8 

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 

146.1 

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 

^" Includes ttie Impact of the PEC merger on Feljruary 21.2007. 
^̂ ' Includes the Impact of the acquisition of natural gas distribution operations from Aquila by MGU on ̂ r l l 1, 2006 and MERC on July 1, 2Q06. 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

INTRODUCTION 

Integrys Energy Group is a diversified energy holding company with regulated electric and natural gas 
utility operations (serving customers in Illinois, Michigan, Minnesota, and Wisconsin), nonregulated 
energy operations, and an approximate 34% equity ownership interest in ATC (a federally regulated 
electric transmission company operating in Wisconsin, Michigan, Minnesota, and Illinois). 

Strategic Overview 

Integrys Energy Group's goal is to create long-tenn value for shareholders and customers through growth 
in its core regulated businesses, integrys Energy Group has substantially completed its previously 
announced strategy to divest of or significantly reduce the size of its nonregulated energy sen/ices 
business segment to a smaller segment with significantly reduced credit and coltateral support 
requiremente. 

The essential components of integrys Energy Group's business strategy are: 

Maintaining and Growing a Strong Regulated UtiUty Base - A strong regulated utility base is essential 
to maintain a strong balance sheet, predictable cash flows, a desired risk profile, attrective dividends, and 
quality credit ratings. This is critical to Integrys Energy Group's success as a strategically focused 
regulated business. Integrys Energy Group believes the following projects have helped, or will help, 
maintain and grow its regulated utility base and meet ite customers' needs: 

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

• Integrys Energy Group's approximate 34% ownership interest in ATC, a transmission company that 
had over $2.8 billion of transmission assets at December 31,2009. ATC plans to invest 
approximately $2.5 billion during the next ten years. Although ATC's equity requirements to fund its 
capital investments will primarily be met by earnings reinvestment, Integrys Energy Group plans to 
continue to fund its share of the equity portion of future ATC growth, as necessary. 

• An accelerated annual investment in natural gas distribution tacilities (replacement of cast iron 
mains) at PGL. 

• WPS's purchase of the 99-megawatt Crane Creek wind generation project constructed in Howard 
County, Iowa, which became operational in 2009. 

For more detailed information on Integrys Energy Group's capitat expenditure program, see "Liquidity and 
Capital Resources, Capital Requirements" 

Operating a Nonregulated Energy Services Business Segment with a Controlled Risk and Capitel 
Profile - Through its nonregulated Integrys Energy Services subsidiary, Integrys Energy Group provides 
retail natural gas and etectric producte to end-use customers in the upper Midwest and Northeastern 
regions of the United States. Integrys Energy Group has repositioned this subskliary from a focus on 
significant growth in wholesale and retail mari<et5 across the United States and Canada, to a focus on 
selected retail maricets with the expectation that recurring customer based business will result in 
dependable cash and earnings contributions with a reduced risk and capital profile. In addition, Integrys 
Energy Services wilt continue to invest in energy assets with renewable attributes. 
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Integrating Resources to Provide Operational Excellence ~ Integrys Energy Group is committed to 
integrating resources of all its businesses, while meeting alt applicable legal and regulatory 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 operetional excellence: 

• IBS, a wholly owned service company of Integrys Energy Group, was formed to achieve 
consolidation and efficient delivery of various support sen/ices, and to provide more consistent 
and transparent allocation of costs throughout Integrys Energy Group and its subsidiaries. 

• "Operationai Excellence" initiatives were implemented to provide top peribrmance in the areas of 
project management, process improvement, 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- Integrys Energy Group's asset 
management strategy calls for the continuous assessment of existing assets, the acquisition of assets, 
and contractual commitments to obtain resources that complement ite existing business and strategy. 
The goal is to provide the most efficient use of resources while maximizing retum and maintaining an 
acceptable risk profile. This strategy focuses on the disposition of assets, including property, plant, and 
equipment and entire business units, which are no longer strategic to ongoing operations, are not 
performing as needed, or have an unacceptable risk profite. integrys Energy Group maintains a portfolio 
approach to risk and earnings. Integrys Energy Group's decision regarding the future of integrys Energy 
Sen/ices illustrates its asset management strategy. 

Integrys Energy Group's risk management strategy includes the management of market, credit, and 
operational risl^s through the nonnal course of business. Forward purchases and sales of electric 
capacity, energy, natural gas, and other commodities and the use of derivative financial instruments, 
including commodity swaps and options, allow for opportunities to reduce the risk associated with price 
movement in a volatile energy maricet. Each business unit manages the risk profile related to these 
instruments consistent with integrys Energy Group's risk management poiicies, which are approved by 
the Board of Directors. The Corporate Risk Management Group, which reports through the Chief 
Financial Officer, provides corporate oversight. 

Continuing Emphasis on Safe, Reliable, Competitively Priced, and Environmenteliy Sound Energy 
and Energy Reiated Services - Integrys Energy Group's mission is to provide customers with the best 
value in energy and energy related services. By effectively operating a mixed portfolio of generation 
assets and investing in new generation and natural gas distribution assete, while maintaining or 
exceeding environmental standards, Integrys Energy Group is able to provide a safe, reliable, 
value-priced service to its customers. Integrys Energy Group concentrates its efforts on improving and 
operating efficiently in order to reduce costs and maintain a low risk profile, integrys Energy Group 
actively evaluates opportunities for increasing ite focus on energy efficiency and for adding more 
renewable generation to provide additional environmentally sound energy to ite portfolio. Integrys Energy 
Group believes the following activities have helped, and will continue to help, to provide safe, reliable, 
competitively priced, and environmentally sound energy and energy related services: 

• Managing operations to minimizeJhe impact on the environment. WPS's Weston 4 tacility, 
completed in 2008, is one of the most efficient pulverized coal-fired electric generation unite in the 
country with state-of-the-art environmental controls, which allows reductions in the amount of 
emissions produced. Integrys Energy Group also expecte to maintain or decrease the amount of 
greenhouse gases released over time and supports research and development initiatives that will 
enable further progress toward decreasing its carî on footprint. 

• Effectively operating a mixed portfolio of generation assets and investing in new generation and 
distribution assete, such as Weston 4, wind projects, and ite natural gas connection to the 
Guardian II pipeline, ensures continued reliability for Integrys Energy Group's customers. 
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RESULTS OF OPERATIONS 

millions, except per share amounts) 
Natural gas utility operations 
Electric utility operations 
Integrys Energy Services operations 
Electric transmission investment 
Holding company and other operations 
Oil and natural gas operations 

Net income (loss) attributed to common shareholders 

Basic eamings (loss) per share 
Diluted eamings (loss) per share 

Average shares of common stock 
Basic 
Diluted 

Financiai Resulte - 2009 Compared wfith 2008 

YQar^nded December 31 
2009 2008 2007 
$(172.t) 

88.9 
2.5 

45.5 
(35.7) 

$(70.9) 

$(0.92) 
$(0.92) 

76.8 
76.8 

$ 84.5 
92.6 
(61.5) 
39.7 

(28.9) 

$126.4 

$1.65 
$1.64 

76.7 
77.0 

$ 28.7 
87.4 
98.0 
30.3 

(49.1) 
56.0 

$251.3 

$3.51 
$3.50 

71.6 
71.8 

Change In 
2009 Over 

2008 
N/A 

(4.0)% 
N/A 

14.6% 
23.5% 

N/A 

N/A 

N/A 
N/A 

0.1 % 
(0.3)% 

Change in 
2008 Over 

2007 
194.4% 

5.9% 
N/A 

31.0% 
(41.1)% 

(100.0)% 

(49.7)% 

(53.0)% 
(53.1)% 

7.1% 
7.2% 

integrys Energy Group recognized a net loss attributed to common shareholders of $70.9 million 
($0.92 net loss per share) in 2009 compared with net income attributed to common shareholders of 
$126.4 million ($1.64 diluted eamings per share) in 2008. Significant factors impacting the $197.3 million 
decrease in earnings were as follows (and are discussed in more detail thereafter). 

• Earnings at the regulated natural gas utility segment decreased $256.6 million, driven by a 
$242.3 million increase in after-tax non-cash goodwill impairment losses period-over-period. A 
$16.2 miliion after-tax decrease in margin from lower period-over-period volumes, net of 
decoupling, alse negatively impacted earnings. An $8.0 million after-tax increase in employee 
benefit costs, a $9.6 million after-tax increase in other operating and maintenance expenses related 
primarily to natural gas maintenance costs and woricers compensation claims, and $4.1 miltion 
after-tax of restructuring costs related to workforce reductions also contributed to the decrease in 
eamings. These negative impacte were partially offset by a $17.4 miliion after-tax net positive 
impact that increased rates at certain natural gas utilities had on margin and a $10.6 million 
after-tax decrease in bad debt expense. 

• Eamings at the regulated electric utility segment decreased $3.7 million, driven by a $20.2 million 
after-tax increase in operating expenses, including restructuring costs, a $3.7 million after-tax 
increase in other expense primarily related to an increase in interest expense at WPS, and a 
$3.3 million increase in income taxes. Partially offsetting these increases in expenses was a 
$23.8 million after-tax increase in margin. 

• Earnings at integrys Energy Services increased $64.0 million, driven by a $127.3 miltion after-tax 
increase in Integrys Energy Services' margin year-over-year, primarily related to Wie positive 
year-over-year impact of inventory valuation adjustments recorded in prior periods, partially offset 
by non-cash accounting losses due to derivative tair value adjustments. Partially offsetting the 
increase in integrys Energy Services' margin were an increase in the provision for income taxes, 
primarily due to an $18.4 million year-over-year decrease in income tax credits recognized, after­
tax restructuring expenses of $17.4 million, after-tax losses of $17.3 million reiated to dispositions 
completed in connection with the strategy change primarily driven by timing differences caused by 
the accounting treatment for derivative and non-derivative contracte, and an after-tax increase in 
operating and maintenance expenses of $5.5 million. 

-31-



ATTACHMENT F 

• Earnings at the electric transmission investment segment increased $5.8 million year-over-year, 
due to an increase in income from Integrys Energy Group's approximate 34% ownership interest in 
ATC. 

• Net loss at the holding company and other segment increased $6.8 million, driven by an increase in 
interest expense. 

Financial Results - 2008 Compared with 2007 

Integrys Energy Group recognized net income attributed to common shareholders of $126.4 million 
($1.64 diluted eamings per share) in 2008 compared with $251.3 million ($3.50 diluted eamings per 
share) in 2007. Significant factors impacting the $124.9 million decrease in earnings were as follows (and 
are discussed in more detail thereafter). 

• Eamings at the regulated natural gas utility segment increased $55.8 million, driven by the 
inclusion of PGL and NSG for all of 2008 compared with only a partial year of operations in 2007 
and by the positive impact of PGL's 2008 rate increase. From 2007 to 2008, earnings related to 
PGL and NSG increased $43.3 million. Also positively impacting eamings was an increase in 
natural gas sales volumes at WPS, MERC, and MGU, which drove a $6.6 million after-tax increase 
in margin. 

• Eamings at the regulated electric utility segment increased $5.2 million, driven by a $7.0 million 
after-tax decrease in electric maintenance expenses, an approximate $6 million after-tax positive 
impact reiated to retail electric rate increases, and an approximate $6 million after-tax increase in 
wholesale margins, partially offset by an $8.3 million after-tax increase in electric transmission 
expenses and an approximate $7 million after-tax decrease in margin due to lower residential and 
commercial and industrial sales volumes as a result of cooler weather during the cooling season 
and customer conservation efforts. 

• Earnings at Integrys Energy Sen/ices decreased $159.^ million, driven by a $131.0 million after-tax 
decrease in Integrys Energy Services' margin year-over-year, primarily related to non-cash 
accounting losses due to derivative fair value and inventory valuation adjustments, partially offset 
by an increase in retaii electric margin. Also contributing to the decrease in Integrys Energy 
Services' eamings was a $13.4 million after-tax increase in operating and maintenance expenses, 
the year-over-year impact of the recognition of $17.1 million of after-tax earnings from Integrys 
Energy Services' investment in a synthetic fuel production facility in 2007, and a $10.9 million 
decrease in after-tax income from discontinued operations as a result ofthe sale of Niagara 
Generation, LLC in 2007. Partially offsetting the decrease in eamings was the recognition of 
$10.0 million of investment tax credits related to solar projects completed in the fourth quarter of 
2008. 

• Eamings at the oil and natural gas operations segment decreased $56.0 million. In connection with 
the PEC merger, Integrys Energy Group announced its intent to divest of PEC's oil and natural gas 
production operations, 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 operatbns. 
The sale of PEP resulted in a $7.6 million after-tax gain in 2007. 

• Eamings at the electric transmission investment segment increased $9.4 million year-over-year, 
due to an increase in income from Integrys Energy Group's ownership interest in ATC. 

• Net loss at the holding company and other segment decreased $20.2 million, driven by lower 
operating expenses at the holding company, partially offset by the negative year-over-year impact 
on operating income of the reallocation of external costs to achieve merger synergies in 2007. 
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• Diluted eamings 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. 
Integrys Energy Group issued 31.9 million shares of common stock on Febroary 21,2007, in 
conjunction with the PEC merger. Additional shares were also issued under the Stock Investment 
Plan and certain stock-based employee benefit plans in 2007. 

Utiiitv Operations 

For 2009 and 2008, utility operations included the regulated natural gas utility segment, consisting ofthe 
natural gas operations of PGL, WPS, MERC, MGU, and NSG, and the regulated electric segment, 
consisting ofthe regulated electric operations of WPS and UPPCO. 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 on 
Febmary 22,2007. 

Reguiated Natural Gas Utility Segment Operations 

(Mill ions, except degree days) 

Revenues 
Purchased natural gas costs 
Margins 

Operating and maintenance expense 
Goodwill impaimient loss ̂ *̂ 
Restmcturing expense '̂ * 
Depreciation and amortiration expense 
Taxes other than income taxes 

Operating income (loss) 

Miscellaneous income 
Interest expense 
Other expense 

Income (loss) before taxes 

Throughput in themns 
Residential 
Commercial and industrial 
Intermptible 
Interdepartmental 
Transport 

Totel sales in tiiemis 

Weather 
Average heating depree days 

IganSnded December 31 
2009 2008 2007 

$2,237.5 
1,382.0 

855.5 

532.6 
291.1 

6.9 
106.1 
33.4 

(114.6) 

3.1 
(52.2) 
(49.1) 

$(163.7) 

1,602.8 
501.4 
51.3 
9.5 

1,641.6 
3,806.6 

7.061 

$3,025.9 
2,147.7 

878.2 

fvi9.1 
6.5 

108.3 
32.1 

192.2 

7.0 
(56.6) 
(49.6) 

$ 142.6 

1,708.9 
550.8 
601 
28.6 

1,834.0 
4.182.4 

7,257 

$2,1037 
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 

N/M^^> 

Change In 
2009 Over 

2008 

(26.1)% 
(35.7)% 
(2.6)% 

(1.2)% 
4,378.5 % 

N/A 
(2.0)% 
4.0 % 

N/A 

(55.7)% 
(7.8)% 
(1.0)% 

N/A 

(6.2)% 
(9.0)% 

(14.6)% 
(66.8)% 
(10.5)% 
(9.0)% 

(2.7)% 

Change in 
2008 Over 

2007 

43.8 % 
47.8 % 
35.1 % 

26.1 % 
N/A 
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 % 

N/A 

^̂ ' See Note 10, "Goodwill and Other Intangible Assets" for more inforniation. 
^ See Note 3, "Restructuring Expense," for more infonnation. 
*̂' Not meaningftjl as the PEC merger was completed on February 21,2007. 

-33-



ATTACHMENT F 

2009 Compared witii 2008 

Revenues 

Regulated natural gas utility segment revenue decreased $788.4 million, driven by: 

• An approximate $648 million decrease in revenue as a result of an approximate 30% decrease in the 
average per-unit cost of natural gas sold by the regulated natural gas utilities during 2009 compared 
with 2008. For all of Integrys Energy Group's regulated natural gas utilities, prudentiy incuned natural 
gas commodity costs are passed directly through to customers in current rates. 

• An approximate $166 million decrease in revenue as a resutt of lower year-over-year natural gas 
throughput volumes, driven by: 

- An approximate $83 miliion decrease related to lower overall volumes, including residential 
customer volumes, resulting from customer conservation and efficiency efforts. Lower volumes 
were also driven by decreased commercial and industrial customer volumes resufting from reduced 
demand reiated to changes in customers' plant operations and a decline in customer base at PGL 
and MGU, both of which Integrys Energy Group attributed to the general economic slowdown. 

- An approximate $70 million decrease as a result of wamner year-over-year weather during the 
heating season as indicated by the 2.7% decrease in average heating degree days. 

- An approximate $19 million decrease related to a reduction in volumes sold to the electric utility 
segment driven by the availability of lower cost power from MISO, resulting in a decrease in the 
need for the electric utility to run ite natural gas-fired peaking generation units. 

- This decrease in revenue was partially offset by the $6 miliion positive impact of decoupling 
mechanisms that were first effective for PGL and NSG on March 1, 2008, and for WPS on 

* January 1, 2009. Under decoupling, these utilities are allowed to defer the difference between the 
actual and rate case authorized delivery charge components of margin from certain customers and 
adjustfuture rates in accordance with rules applicable to each jurisdiction. 

• An approximate $20 million year-over-year net decrease in revenue from lower recovery of 
environmental cleanup expenditures at PGL and NSG related to former manufactured gas plant sites, 
partially offset by higher recovery of EEP expenses. The EEP program was established in the 2008 
PGL and NSG rate cases and is designed to encourage energy efficiency initiatives. 

• The decrease in revenue was partially offset by the approximate $29 million year-over-year net positive 
impact of natural gas distribution rate cases and changes in rate design at the regulated natural gas 
utilities. See Note 24, "Regulatory Environment," for more inforniation on these rate cases. 

- Effective January 14, 2009, MGU received a final rate order from the MPSC for a natural gas 
distribution rate increase. On June 29,2009, MERC received a final rate order granting a natural 
gas distribution rate increase. Prior to this final order, MERC had been granted interim rate relief 
effective October 1, 2008. Together, these rate increases had an approximate $19 million positive 
impact on revenue. 

- in 2009, PGL and NSG received the full impact of their 2008 natural gas distribution rate orders, 
which were effective February 14, 2008, and drove an approximate $5 million increase in revenue 
year-over-year. 

- Effective January 1,2009, the PSCW required WPS to change its retail natural gas distribution rate 
design which incorporates higher volumetric rates and lower fixed customer charges. In 2009, 
revenue increased approximately $5 million related to this change in rate design. 
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Margins 

Regulated natural gas utility segment margin decreased $22.7 million, driven by: 

• An approximate $27 million year-over-year decrease in margin resulting from the 9.0% decrease in 
natural gas throughput volumes attributed to the negative impact ofthe general economic slowdown, 
customer consen/ation and efficiency efforts, and warmer year-over-year weather. This decrease in 
margin includes the impact of decoupling mechanisms that were first effective for PGL and NSG on 
March 1, 2008, and for WPS on January 1,2009. The decoupling mechanism for WPS's natural gas 
utility includes an annual $8.0 million cap for the defenal of any excess or shorttall from the rate case 
authorized margin. Approximately $7 million of additional margin was recognized at WPS due to a 
shortfall from the rate case authorized margin during 2009. 

• An approximate $20 miilion year-over-year net decrease in margin due to lower recovery of 
environmental cleanup expenditures at PGL and NSG related to former manutactured gas plant sites, 
partially offset by an increase in recovery of EEP expenses. This decrease in margin was offset by a 
net decrease in operating expense from both the amortization ofthe related regulatory asset and EEP 
expenses and, therefore, had no impact on eamings. 

• An approximate $2 million year-over-year decrease in margin at MGU related to an adjustment in the 
third quarter of 2008 for recovery of prior natural gas costs in a MPSC proceeding. 

• The decrease in margin was partially offset by the approximate $29 million net positive year-over-year 
impact of rate orders and impacts of rate design changes at the regulated natural gas utilities. 

Operating Income (Loss) 

Operating results at the regulated natural gas utility segment decreased $306.8 million, from operating 
income of $192.2 million in 2008, to an operating loss of $114.6 miilion in 2009. This decrease was 
primarily driven by a year-over-year increase in non-cash^oodwill impairment losses of $284.6 million 
and the $22.7 million decrease in natural gas margin, partially offset by a $0.5 million decrease in other 
operating expenses. See Note 10, "Goodwill and Other Intangible Assets" for infonnation related to the 
goodwill Impainnent losses recorded in 2009 and 2008. 

The year-over-year decrease in other operating expenses primarily reiated to: 

• An approximate $20 million net decrease in amortization of the regulatory asset related to 
environmental cleanup expenditures of manutactured gas plant sites, partially offset by an increase in 
EEP expenses. Both of these costs were recovered from customers in rates. 

• A $17.7 million decrease in bad debt expense driven by the impact lower energy prices had on overall 
accounte receivable balances and the implementation of bad debt expense tracking mechanisms at 
PGL, NSG, and MGU. PGL and NSG elected during the third quarter of 2009, under a new Illinois 
state law, to file for recovery from or refund to customers the difference between actual bad debt 
expense reported as a component of eamings and the bad debt expense included in utility rates 
retroactive to January 1,2008. Bad debt expense also decreased as a result of MGU's rate order 
effective January 1, 2010, which established a bad debt expense tracking mechanism that allows for 
the deferral and subsequent recovery or refund of 80% ofthe difference between actual bad debt 
write-offs (net of recoveries) and bad debt expense included in utility rates. The bad debt mechanism 
allowed recovery of a portion of the December 31,2009 accounts receivable reserve representing 
future bad debt write-offs. The decrease in bad debt expense attributed to the implementation of bad 
debt expense tracking mechanisms at the natural gas utilities was $9.3 miliion. 

• These decreases were partially offset by: 
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- A $13.4 million increase in employee benefit costs, partially related to an increase in pension 
expense resulting from negative pension investment returns in 2008, as well as higher health care 
related expenses in 2009. 

- Restructuring expenses of $6.9 million related to a reduction in woricforce. See Note 3, 
"Restructuring Expense," for more infonnation. 

- A $5.5 miliion increase in natural gas maintenance costs, primarily retated to increased system 
inspection and maintenance requirements. 

- A $5.0 million increase in expenses reiated to workers compensation claims. 

- A $3.0 million charge related to an expected settlement at PGL and NSG. 

- A $2.5 million increase in amortization of a regulatory asset related to conservation program 
initiatives. 

2008 Compared with 2007 

Revenues 

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 PEC merger on February 21,2007. Other tactors 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 Note24, "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 Integrys 
Energy Group believes 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 11% 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. 
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- The combined increase in revenue at WPS, MGU, and MERC, was partially offset by a 
$17.9 millioni 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 ite electric utility segment. The decrease in volumes sold to 
the electric utility segment was a result of a decrease in the need for the etectric utility to run its 
peaking generation unite during the 2008 summer cooling season because of cooler 
year-over-year weather. Additional electricity was atso 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 
conservation efforts of residential customers and a larger number of customer disconnections 
year-over-year, which Integrys Energy Group believes resulted from high energy prices and a 
general slowdown in the economy. 

Maroins 

Reguiated natural gas utility segment margin increased $228.0 million, primarily due to: 

• An increase in tlie combined margin at PGL and NSG of $208.6 miilion, 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 Febroary 21, 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 31,2007, 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). 

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 consen/ation 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 adjustinent for 
recovery of prior natural gas costs in an MPSP proceeding. 
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Operating Income 

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 21,2007. As a result, operating expenses 
for the period January 1,2007 to the acquisition date were not included in the 2007 operating results. 

• A non-cash goodwill impaimient 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 accounte receivable balances. 

Other Expense 

Other expense at the reguiated natural gas utilities increased $1.7 miilion, driven by a $3.2 million 
increase in interest expense, partially offset by a $1.5 million increase in miscellaneous income. The 
increase in other 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 Febroary 21,2007, and, therefore, did not recognize a full 
year of interest expense in 2007. Jhe increase in interest expense was also due to additional 
long-tenn debt bornDwings and higher interest rates on new and remariceted long-temi debt. 

« The increase in other expense was offset by: 

- A $2.6 million increase in AFUDC at WPS related to the construction of natural gas laterals for 
connection to the Guardian II pipeline. 

- A decrease in interest expense resulting from a decrease in short-temi borrowing levels and a 
decrease in interest rates for WPS's natural gas segment. 
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Regulated Electric Utility Segment Operations 

(Millions, except degree days) 
Year Ended December 31 

2009 2008 2007 

Change in 
2009 Over 

2008 

Change in 
2008 Over 

2007 

Revenues 
Fuel and purchased power costs 

$1,301.6 
584.5 

$1,328.9 
651.5 

$1,246.1 
636.5 

(2.1)% 
(10.3)% 

6.6 % 
2.4 % 

Margins 717.1 677.4 609.6 

Operating and maintenance expense 392.0 375.3 321.1 
Restructuring expense 8.6 
Depreciation and amortization expense 90-3 84.3 80.1 
Taxes other than income taxes 46.6 44.3 43.2 

5.9 % 11.1 % 

4.4 % 
N/A 
71 % 
5.2 % 

16.9 % 
N/A 
5.2% 
2.5% 

Operating income 

Miscellaneous income 
Interest expense 
Other expense 

Income before taxes 

179.6 

4.8 
(41.6) 
(36.8) 

$ 142.8 

173.5 

6.0 
(36.7) 
(307) 

$ 1428 

165.2 

8.3 
(32.4) 
(24.1) 

$ 141.1 

3.5 % 

(20.0)% 
13.4% 
19.9% 

-% 

5.0% 

(27.7)% 
13.3% 
27.4 % 

1.2% 

Sales in kilowatt-hours 
Residential 
Commercial and industrial 
Wholesale 
Otiier 
Total sales in kilowatt-hours 

Weather-WPS: 
Heating degree days 
Cooling degree days 

Weather-UPPCO: 
Heating degree days 
Cooling degree days 

3,043,0 
8,155,5 
5,079.1 

40.0 
16,317.6 

7,962 
274 

9,317 
99 

3.064.5 
8,a3?,.8 
4,764.6 

42.6 
16,504.5 

7.969 
464 

9,348 
138 

3,173.6 
8,750.9 
4,024.9 

42.4 
15,991.8 

7,102 
634 

8,625 
352 

(0.7)% 
(5.5)% 
6.6% 

(6.1)% 
(1.1)% 

(0.1)% 
(40.9)% 

(0.3)% 
(28.3)% 

(3.4)% 
(1.3)% 
18.4 % 
0.5 % 
3.2 % 

12.2% 
(26.8)% 

8.4% 
(60.8)% 

2009 Compared with 2006 

Revenues 

Regulated electric utility segment revenues decreased $27.3 million, driven by: 

• A 5.5% decrease in commercial and industrial sales volumes and a 0.7% decrease in residential 
sales volumes, which resulted in an approximate $23 million year-over-year decrease in revenue, 
after the impact of decoupling. The primary drivers of the decrease were: 

An approximate $31 million year-over-year decrease due to lower demand related to changes in 
commercial and industrial customers' plant operations, which integrys Energy Group attributed 
mainly to the general economic slowdown. 

- An approximate $6 million decrease primarily related to cooler year-over-year weather during the 
cooling season as evidenced by the decrease in cooling degree days at both WPS and UPPCO. 
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These decreases in volumes were partially offeet by the $14.0 million impact that decoupling, 
which went into effect on January 1, 2009, had on WPS's revenue. Under decoupling, WPS is 
allowed to defer the difference between its actual margin and the rate case authorized margin 
recognized from residential and small commercial and industrial customers. This four-year pilot 
program for electric decoupling has an annual $14.0 million cap for the deferral of any excess or 
shortfall from the rate case authorized margin. This cap was reached during the second quarter 
of 2009; therefore, no additional decoupling deferral was allowed for additional shorffalls from 
authorized margin for the second half of the year. 

• An approximate $22 million year-over-year reduction in revenue related to refunds due to customers 
in both 2009 and 2008 related to WPS's over-collectkjn of fuel coste. On April 23,2009, the PSCW 
made 2009 fuel cost recovery subject to refund, effective April 25, 2009, as actual and projected fuel 
costs for the remainder of the year were estimated to be below the 2% fuel window. See Note 24, 
"RegulatoryEnvironment" for more information on WPS's fuel window. 

• An approximate $14 million year-over-year decrease in opportunity sales driven by lower demand 
and the availability of lower cost power from the MISO market. 

• These decreases in reguiated etectric utility segment revenue were partially offset by: 

An approximate $19 million increase driven by higher wholesale volumes due to an increase in 
contracted sales votumes to a large wholesale customer and an increase in the wholesale 
demand rate, effective January 1, 2009, to recover costs related to Weston 4. 

An approximate $15 miltion increase in revenue from the combined effect ofthe July 4, 2008 fuel 
surcharge, a portion of which was incorporated into WPS's 2009 non-fuel base retail electric 
rates, and the full year's benefit of the 2008 retail electric rate increase, effective 
January 16,2008. for WPS. 

Maroins 

The regulated electric utility segment margin increased $39.7 million, driven by: 

• An approximate $20 million year-over-year increase in margin from wholesale customers related to 
increases in contracted sales volumes with an existing customer and an increase in the wholesale 
demand rate, effective January 1,2009, to recover costs related to Weston 4. 

• An approximate $14 million year-over-year increase in margin from the combined effect ofthe 
July 4,2008 fuel surcharge, a portion of which was incorporated into WPS's 2009 non-fuel base retail 
electric rates, and the full year's benefit ofthe 2008 retail electric rate increase, effective 
January 16, 2008, for WPS. 

• An approximate $11 million year-over-year increase in WPS's regulated electric utility margin due to 
fuel and purchased power costs that were approximately $12 million lower than what was recovered 
in rates during 2009, compared with fuel and purchased power costs that were approximately 
$1 million lower than what was recovered in rates during 2008. 

• The increase in margin was partially offset by an approximate $4 miilion year-over-year decrease in 
margin, after the impact of the WPS decoupling mechanism, caused by a 4.3% year-over-year 
decrease in sales volumes to residential and commercial and industrial customers. The $14.0 million 
impact of decoupling partially offset the approximate $18 million decrease in margin due to lower 
sales volumes, which was attributed to the general economic slowdown and cooler year-over-year 
weather during the cooling season. 
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Operating income 

Operating income at the reguiated electric utility segment increased $6.1 million, driven by the $39.7 million 
increase in margin, partially ofteet by a $33.6 million increase in operating expenses. 

The increase in operating expenses was driven by: 

• $8.6 million in restructuring expenses related to a reduction in woricforce. See Note 3. "Restructuring 
Expense," for more infonnation. 

• An $8.2 million increase in electi'lc maintenance expenses at WPS, primarily related to a greater 
number of planned outages at the generation plants during 2009, compared witii 2008. 

• An $8.1 million increase in employee benefit coste, primarily related to an increase in pension expense 
driven partially by negative pension investment returns in 2008, as well as higher health care related 
expenses in 2009. 

• A $5.6 million increase in depreciation and amortization expense at WPS, primarily related to 
Weston 4 being placed in service for accounting purposes in April 2008. 

Other Expense 

Other expense at the regulated electric utilities increased $6.1 million, driven by: 

• A $4.9 million increase in interest expense, primarily related to increased long-temn borrowings at 
WPS in December 2008. The additional bonowings were utilized to fund various construction 
projecte, most notably the Crane Creek wind generation project in Iowa. 

• A $2.5 million decrease in interest eamed on the transmission facilities WPS funded on ATC's behalf 
WPS was reiml^ursed by ATC for these transmission facilities in April 2008. 

2008 Compared with 2007 

Revenues 

Regulated electric utility segment revenue increased $82.8 million, driven by: 

• A 3.2% increase in electrk; sales votumes, which resulted in an approximate $26 million increase in 
revenue year-over-year, related to: 

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 
sates year-over-year as the electric utility had more low-cost generation with Weston 4 becoming 
commercially operational in 2008. combined with available capacity from lower sales volumes to 
residential customers. In addition, WPS experienced an approximate $12 million increase in 
whoiesale 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 votumes 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 miilbn related to energy conservation efforts on the part of 
residential customers, wliich is believed to be the result of high energy prices and the general 
economic slowdown. Approximately $6 million related to decreased demand by commercial and 
industrial customers in the thind and fourth quarters of 2008 as the economy weakened, tn 
addition, cooler weather during the 2008 cooling season compared with 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 t^ the PSCW effective July 4,2008. Both orders combined 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 generatron 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 accmed at December 31, 2008, a refund payable 
in 2009 to its electric customers of approximately $5 million, which is excluded from the $25 million 
noted above. See Note 24, "Regulatory Environment," for more infonnation 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 ofthe 2007 retail electric rate increase, effective 
January 12,2007, also contributed to the increase in revenue year-over-year. Per the PSCWs order 
approving tiie PEC merger, WPS was not pennitted to increase its base rates for natural gas or 
electric service 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 NYMEX 
natural gas futures prices, delivered coal prices, and transmission cost;. The increase atso included 
recx>very of deferred 2005 and 2006 MISO Day 2 costs over a one-year period. See Note 24, 
"Regulatory Environment," for more information on WPS's 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. 

Margins 

The regulated electric utility segment margin increased $67.8 million, driven by an increase in electric 
margin at WPS. The $68.4 million increase in the electric margin at WPS was a result of: 

• A $54.0 miliion partial refund to Wisconsin retail customers in 2007 for their portion of proceeds from 
the liquidation ofthe Kewaunee nonqualified decommissioning trost 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 full benefit ofthe 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. 
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• 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 miliion 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 subsequentiy 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 of the refund accrued at 
December 31, 2008, payable in 2009 to electric customers from the reopening of the 2008 fuel 
surcharge on September 30,2008, by the PSCW. 

• These increases in the electric margin were partially offeet by an approximate $11 million decrease 
in margin due to a decline in residential and commercial and industrial sates votumes. Of this 
decrease, approximatety $8 million related to energy conservation efforts on the part of residential 
customers, which is believed to be the result of high energy prices and the general economic 
slowdown. Approximately $1 miliion related to decreased demand by commercial and industrial 
customers in ttie thircl and fourth quarters of 2008 as the economy worsened, tn addition, cooler 
weather during the 2008 cooling season compared witii 2007 contributed approximatety $2 million to 
the decrease in gross margin. 

Operating Income 

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 of 
the Kewaunee nonqualified decommissioning trost 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 coste. 

• A $6.1 million increase in cost of capital and depreciation expense charged by IBS for assete 
transferred from WPS to IBS in the beginning of 2008 and reported as operating and maintenance 
expense in 2008. Similar coste were reported as depreciation and amortization expense in 2007, 
prior to the start-up of IBS. 

• 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. 
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These increases in operating expenses were partially offeet 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 with fewer outages in 2008. 

• A decrease in external costs to achieve merger synergies of $6.6 million retated to the merger with 
PEC, from $12.3 million in 2007. to $6.7 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 of the synergy 
savings resulting from the coste to achieve merger synergies. In addition, the reduction in 2008 
extemal coste to achieve merger synergies was due to less integration work required in 2008 
compared with 2007. 

Of^er Expense 

Other expense at tiie regulated etectric utilities increased $6.6 miliion. 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-tenn borrowing levels related to constmction. 

• The decrease in miscellaneous income was driven by: 

- A $1.4 miltion 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. 

- 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. 

Integrys Energy Services' Operations 

Integrys Energy Services is a diversified nonregulated energy supply and services company serving 
residential, commercial, and industrial customers. See "Introduction," for a discussion ofthe revised 
strategy for Integrys Energy Services. 
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(Millions, 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 
Restructuring expense 
Loss on Integrys Energy Sen/ices dispositions related to 

strategy change 
Depreciation and amortization 
Taxes other than income taxes 
Operating income (loss) 

Miscellaneous income (expense) 
Interest expense 
Other expense 

Income (loss) before taxes 

Gross volumes (includes volumes both physically 
delivered and net setUed) 

Wholesale electric sates volumes in kwh 
Retail electric sales volumes in kwh 
Wholesale natural gas sales volumes In bcf 
Retail natural gas sales volumes in bcf 

Physical volumes (includes only transactions settled 
physically for the periods shown) 

Whoiesate eleclric sates volumes in kwh * 
Retaii electric sales volumes in kwh * 
Wholesale natural gas sales volumes in bcf * 
Retail natural gas sales volumes in bcf* 

Year Ended December 31 

2009 2008 2007 

$3,994.0 
3,696.1 

297.9 

190.1 
107.8 

190.8 
27.2 

28.9 
19.3 
7.4 

24.3 

6.0 
(13.1) 
(7.1) 

$ 17.2 

222,178.5 
15,264.3 

424.0 
239.3 

3,965.2 
15,045.3 

402.5* 
236.7 

$9,735.2 
9,649.5 

85.7 

(15.7) 
101.4 

181.7 

14.5 
7.8 

(118.3) 

8.7 
(12.1) 

(3.4) 

$ (121.7) 

184,446.3 
16,680.9 

642.8 
339.2 

4.634.1 
16,561.3 

594.9 
336.0 

$6,979.7 
6,676.6 

304.1 

164.9 
139.2 

159.4 

14.4 
7.1 

123.2 

(0.3) 
(13.5) 
(13.8) 

$ 109.4 

132,623.6 
14,849.7 

483.1 
368.8 

3.599.7 
14,584,4 

445.6 
319.4 

Change in 
2009 Over 

2008 

(59.0)% 
(61.7)% 
247.6 % 

N/A 
6.3% 

5.0% 
N/A 

N/A 
33.1% 
(5.1)% 

N/A 

(31.0)% 
8.3% 

108.8 % 

N/A 

20.5% 
(8.5)% 

(34.0)% 
(29.5)% 

(14.4)% 
(9.2)% 

(32.3)% 
(29.6)% 

Change in 
2008 Over 

2007 

39.5% 
44.5% 
(71.8)% 

N/A 
(27.2)% 

14.0% 
N/A 

N/A 
0.7% 
9.9% 

N/A 

N/A 
(10.4)% 
(75.4)% 

N/A 

39.1% 
12.3 % 
33.1% 
(8.0)% 

28.7 % 
13.6% 
33.5% 

5.2% 
* Represents gross physical volumes, 
kwh - kilowatt-hours 
bcf-billion cubic feet 

2009 Compared with 2008 

Revenues 

• Revenues decreased $5,741.2 miliion in 2009, compared with 2008, primarily due to: 

Lower energy prices, as the average market price of natural gas and electricity decreased 
approximately 45% and 40% year-over-year, respectively. 

Lower sales volumes, as wholesale transactions were scaled back in conjunction with the global 
credit crisis in the latter half of 2008, and continue to be scaled back with Integrys Energy 
Services' strategy change and ultimate decision to exit ite wholesale natural gas and electric 
businesses. See "Introduction" above and Note 4, "Dispositions" for a discussion of the current 
strategy for Integrys Energy Services. 

Margins 

Changes in commodity prices subject a portion ofthe nonregulated operations to earnings volatility, 
driven primarily by ite wholesale trading and marketing operations. Integrys Energy Services uses 
financial instrumente to economically hedge risks associated with physical transactions. The financial 
instruments essentially lock in margin on tiiese transactions by mitigating the impact of fluctuations in 

^ 5 -



ATTACHMENT F 

market conditions, changing commodity prices, volumetric exposure, and other associated risks. 
Because many ofthe derivative instruments utilized in these transactions may not qualify, or are not 
designated, as hedges under GAAP, reported eamings tor the Integrys Energy Services segment 
includes changes in the fair values of many of the derivative instromente. These values may change 
significantly from period to period and are reflected as unrealized gains or tosses within margin. 
Fluctuations in the fair value of the nonderivative instruments (such as certain customer contracts, as well 
as natural gas storage and transportation contracts) do not impact margin until settlement, as these 
transactions do not meet the GAAP definition of derivative instroments. 

Integrys Energy Services' margins increased $212.2 million in 2009, compared with 2008. The significant 
items contributing to the change in margin were as follows: 

Electric and Other Margins 

Integrys Energy Services' electric and other margins increased $205.8 miltion during 2009. compared with 
2008. The following items were the most significant contributors to the change in Integrys Energy 
Services' electric and other margins. 

Realized wholesale etectric margin 

Realized whotesaie electric margin increased $18.8 million, from $59.4 million during 2008, to 
$78.2 million during 2009. 

Wholesale transactions and structured origination activity were scaled back in conjunction with the global 
credit crisis in the latter half of 2008 and continue to be scaled back with Integrys Energy Sen/ices' 
strategy change and ultimate decision to exit its wholesale electric business. See Introduction" above 
and Note 4, "Dispositions," lor a discussion of the cunent strategy for Integrys Energy Services. 

in general, realized margins are impacted by transaction activity in prior periods, as Integrys Energy 
Services recognizes realized margin when the contracts actually settle, which typically occurs over a 
12- to 24-month period from the time the contract was actually entered into. In 2009, realized margins 
benefited from the settlement of contracts that were entered into prior to the implementation of Integrys 
Energy Services' strategy change. 

Realized retail etectric margin 

The realized retail electric margin increased $19.7 million, from $62.3 million in 2008, to $82.0 million in 
2009. The increase was driven by: 

• A $14.1 million increase in the more mature markets, such as Illinois and New York, as Integrys 
Energy Services realized the benefits of including higher capital costs in its pricing in the first half of 
the year. 

• A $6.5 million increase from operations in the Texas market. This increase is a result of the positive 
year-over-year impact of lower ancillary service costs compared to the prior year and the effects of 
Hurricane Ike in the thind quarter of 2008. Hurricane Ike disrupted the electric infrastoicture in Texas 
for a period erf time, causing some of Integrys Energy Sen/ices' customers to be without electricity or 
buy only a fraction of their normal energy usage during that period. 

Retail and wholesale electric fair value adiustments 

Integrys Energy Sen/ices' margin fr-om retail and whoiesate electric fair value adjustments increased 
$167.3 million, as it recognized $137.4 million of non-cash unrealized losses retated to derivative 
instruments in 2008, compared with $29.9 million of non-cash unrealized gains during 2009. 
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The non-cash unrealized gains and losses resulted from the application of GAAP derivative accounting 
rules to Integrys Energy Sen/ices' portfolio of electric customer supply contracts, requiring that these 
derivative instmmente be adjusted to fair maricet vatue. The fair value adjustments recorded in 2009 
include margin reductions of $2.0 miilion related to the settiement of derivative contracts entered into with 
the purchaser of the Canadian electric power portfolio, as discussed in Note 4, "Dispositions". 

Natural Gas Margins 

Integrys Energy Sen/ices' natural gas margins increased $6.4 million in 2009, compared with 2008. The 
following items were the most significant contributors to the change in Integrys Energy Services' natural 
gas margins. 

Lower-of-cost-or-martcet inventory adiustments 

The combined effect of lower-of-cost-or-mari^et inventory write-downs and withdrawals from storage of 
natural gas for which write-downs had previously been recorded resulted in a $322.7 million 
year-over-year increase in the natural gas margin. The average market price of natural gas decreased 
approximately 5% during 2009 and decreased approximatety 22% during 2008, driving a positive 
year-over-year change in natural gas margins of $129.2 miltion related to tower-of-cost-or-mari^et 
inventory write-downs. These lower-of-cost-or-market inventory write-downs were required to reflect 
natural gas in storage at the end of the period at its net realizable value, as required by GAAP. The 
natural gas withdrawn from storage and sold to customers in 2009 had a $193.5 million lower cost basis 
as a result of lower-of-cost-or-market inventory write-downs recorded in prior periods. At December 31, 
2009, natural gas inventory had a lower cost basis as a resutt of lower-of-cost-or-market inventory 
write-downs reconiled in prior periods of $11.6 million. 

Other realized retail natural aas maroins 

Other realized retail natural gas margins increased $17.2 million, from $51.5 million in 2008, to 
$68.7 million in 2009. The increase was due to Integrys Energy Services' withdrawal of a significant 
amount of natural gas during 2009 in order to improve its liquidity position, recognizing realized gains on 
these natural gas storage withdrawals. Also, per-unit retail natural gas margins were higher 
period-over-period as more recentiy contracted sales commitments reflect increased business risk and 
financing coste in the pricing. Ofl^etting the increase was a decrease in Integrys Energy Sen/ices' natural 
gas sales volumes year-over-year. Integrys Energy Services significantly reduced the number of natural 
gas storage transactions entered into as Integrys Energy Group implemented ite strategy change for ite 
nonregulated energy sen/ices business segment. 

Other realized whoiesate natural oas maroins 

Other realized wholesale natural gas margins decreased $23.3 miltion, from $64.1 million in 2008, to 
$40.8 million in 2009. tn conjunction with the global credit crisis in tiie latter half of 2008, whoiesate 
natural gas transactions were scaled back and continue to be scaled back with Integrys Energy Services' 
strategy change and ultimate decision to exit its whoiesale natural gas business. The reduced activity 
had a negative impact on realized margins in 2009. See "Introduction" above, and Note 4, "Dispositions," 
for a discussion of the current strategy for Integrys Energy Services. 

Fair value adiustments 

Fair value adjustmente required under derivative accounting rules primarily related to changes in the fair 
market value of contracts utilized to mitigate maricet price risk associated with certain natural gas storage 
contracte, as well as basis swaps utilized to mitigate maricet price risk associated with natural gas 
transportation contracte and certain natural gas sales contracte. 

The fair value adjustments (excluding lower-of-cost-or-maricet inventory adjustments) drove a 
$310.2 million decrease in natural gas margins as unrealized losses on these instruments were 
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$157.1 million during 2009, compared with unrealized gains of $153.1 million during 2008. The fair value 
adjustments recorded in 2009 include a net increase in margin of $14.4 million reiated to the settlement of 
derivative contracts entered into with the purchasers of the wholesale natural gas marketing business and 
the Canadian natural gas portfolio, as discussed in Note 4, "Dispositions". 

Operating Income (Loss) 

integrys Energy Services' operating income increased $142.6 million year-over-year. This increase 
resulted from the $212.2 million increase in margin discussed above, partially offset by losses of 
$28.9 million related to dispositions completed in connection with the strategy change; $27.2 million of 
restructuring expenses, which included employee-related costs, the write-off of capitalized development 
costs related to software that will not be utilized because of the restructuring, and consulting and legal 
faes; a $9.1 million increase in operating and maintenance expense; and a $4.8 million increase in 
depreciation and amortization expense primarily related to renewable energy asset additions. 

The increase in operating and maintenance expense was driven by a one-time $9.0 million novation fee 
reiated to an agreement with a counterparty that enabled Integrys Energy Services to consolidate certain 
wholesale flnancial and physical contracte that were previously entered into with multiple counterparties, 
allowing Integrys Energy Services to reduce collateral support requirements. 

See Note 3, "Restructuring Expense," for a discussion of restructuring charges. 

2008 Compared with 2007 

Revenues 

Revenues increased $2,755.5 million in 2008 compared with 2007, primarily due to increased volumes (in 
part due to the PEC merger in 2007) and higher average sales prices in 2008. Average sales prices rose 
in 2008 due to large maricet price increases from January 1,2008 through June 30, 2008. Maricet prices 
began to decline beginning in the thirc^ quarter of 2008 and continued to decline through the end ofthe 
year to levels below that of January 1,2008. Integrys Energy Services recognizes revenue at the time 
energy is delivered. As a resutt, revenues at the end of the year were recognized based on the higher 
market prices from contracts entered into eariier in the year. 

Margins 

Integrys Energy Services' margin decreased $218.4 million from 2007 to 2008. The significant items 
contributing to the change in margin were as follows: 

Electric and Other Margins 

Integrys Energy Services' electric and other margins decreased $180.6 million from 2007 to 2008. The 
2008 and 2007 electric and other margin included the negative impact of $8.8 million and $15.2 miltion, 
respectively, of amortization related to purchase accounting adjustments required as a result of the PEC 
merger. The following items were the most significant contributors to the change in Integrys Energy 
Sen/ices' 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 agreemente with 
municipalities, merchant generators, cooperatives, and regulated utilities. The increase was primarily due 
to growth in existing maricets with an emphasis on structured transactions with small environmentally 
friendly generators. 

-48-



ATTACHMENT F 

All other realized wholesale electric maroin 

Ail other realized wholesale electric margin decreased $19.4 million fi-om 2007 to 2008. In general, 
realized margins are impacted by trading activity in prior periods, integrys Energy Sen/ices recognizes 
realized margins when the contracte actually settle, which can lag as much as 12 to 24 months from the 
time the contract was actually entered into. The reduced volume of proprietary trading that began in 2007 
reduced realized margins in 2008. 

Realized retaii electric maroin 

The realized retail electric margin increased $28.1 million from $34.2 million in 2007 to $62.3 million in 
2008. The change was primarily due to the following: 

• An increase of $19.5 million from operations in Illinois due to the addition of new customers as a result 
of the PEC merger, as well as a reduced impact from purchase accounting in 2008. 

• A $12.7 million increase due to expansion in the Mid-Atiantic region and the resolution of certain 
regulatory issues in Nortiiem Maine. 

• Partially offeetting these increases was a $3.4 million decrease from operations in Texas. This 
reduction was a result of higher ancillary costs in Texas and the effects of Hunicane Ike, which 
disrupted the electric infrastructure in Texas for a period of time, causing some of integrys Energy 
Services' customers to be without electricity or take only a fraction of their normal load during that 
period. 

Retail and wholesale fair value adiustinents 

From 2007 to 2008, Integrys Energy Services' margin from electric retail and wholesale fair value 
adjustmente 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. 

Although energy prices rose approximately 20% in the first half of 2008, they declined approximately 45% 
in the second half of the year, which led to the recognition of large non-cash unrealized losses in 2008 on 
these electric customer supply contracts. These unrealized losses tum around in future years as the 
contracts settle. The maric-to-market activity also reflects increases in portfolio reserves in recognition of 
the increased risk of credit losses and reduced maricet liquidity. Finally, the maric-to-maricet activity was 
also negatively impacted as the short-temn cost of borrowing increased. The discount rate is a 
(x>mponent of the fair value of Integrys Energy Services' derivative portfolio and. therefore, 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 option activitv 

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 Services' Section 29/45K federal tax credits. However, companies 
can no longer generate tax credits from the production of synthetic fuel as the provisions of 
Section 29/45K of the Internal Revenue Code expired effective December 31, 2007. As a result, Integrys 
Energy Services exercised substantially all of its remaining oil options in 2007. 

2005 liquidation of electric SUDDIV contract 

In the fourth quarter of 2005, an electricity supplier exiting the wholesale maricet in Maine requested that 
Integrys Energy Services liquidate a fimi contract to buy power in 2006 and 2007. At that time, Integrys 
Energy Services recognized an $8.2 million gain related to the liquidation of the contract and entered into 
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a new contract with another suppiier for flrm power in 2006 and 2007 to supply ite customers in Maine. 
The cost to purchase power under the new contract was more than the cost under the liquidated contract. 
The replacement contract increased the cost of purchased power needed to serve customers in Maine by 
$0.9 million in 2007. There was no impact on electric margin in 2008, resulting in a $0.9 million increase 
in realized wholesale electric margins from 2007 to 2008. 

Natural Gas Margins 

Integrys Energy Services' natural gas margins decreased $37.8 million from 2007 to 2008. The 2008 and 
2007 natural gas margins included the negative impact of $5.0 miliion and $6.1 million, respectively, of 
amortization related to purchase accounting adjustments required as a result ofthe PEC merger. The 
foltowing items were the most significant contributors to the change in Integrys Energy Services' natural 
gas margins. 

Lower-of-cost-or-maricet inventory adiustinents 

The spot price of natural gas decreased significantly during the secxsnd 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 maricet inventory write-down, as required by GAAP. This write-down 
resulted in a $160.3 million decrease in non-cash realized natural gas margins fl-om 2007 to 2008. The 
negative impact on realized margin related to these inventory write-downs was offeet by unrealized gains 
recognized in 2008 and 2007 on derivative instruments utilized to mitigate the price risk on natural gas 
inventory underlying natural gas storage transactions (See "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. integrys 
Energy Services increased its storage withdrawals which drove the year-over-year increase in other 
realized natural gas margins. In addition, 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. 

Soot to forward differential 

Integrys Energy Sen/ices experiences earnings volatility associated with the natural gas storage cycle, 
which runs annually fi'om 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 Sen/ices' policy is to hedge the value of natural gas storage with 
contracts in the over-the-counter and futures maricets, effectively locking in a margin on the natural gas in 
storage. However, hedge accounting rules require the natural gas in storage to be mariced-to-market 
using spot prices, while the future sales contracte are marked-to-maricet using fonward prices. When the 
spot price of natural gas changes disproportionately to the fomvard price of natural gas, Integrys Energy 
Services experiences volatility in ite eamings. Consequentiy, eamings volatility may occur within the 
contract period for natural gas in storage. The accounting treatment does not impact the underlying 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 ofthe 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 market value of future sales contracts related to the 
2008/2009 natural gas storage cycle. 
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Fair value adiustmente 

In 2008, fair value adjustments drove a $109.0 million increase in the natural gas margins as unrealized 
gains on these instrumente were $147.6 million in 2008. compared with unrealized gains of $38.6 million 
in 2007. 

Operating Income (Loss) 

Operating income at integrys Energy Services decreased $241.5 million year-over-year. This decrease 
resulted primarily from the $218.4 million decrease in margin discussed above, in addition, operating and 
maintenanc^e expense increased $22.3 million, 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. 

Offrer Expense 

Other expense at Integrys Energy Services decreased $10.4 million year-over-year. This decrease 
resulted primarily from an increase in miscellaneous income of $9.0 miliion, driven by a $13.8 million 
decrease in pre-tax net losses related to Integrys Energy Services' fonner investment in a synthetic fuel 
facility. This increase in miscellaneous income was partially offset by a decrease of $15 million in foreign 
currency gains reiated to integrys Energy Services' Canadian subsidiaries and a $3.7 million decrease in 
interest and dividend income on margin deposits. 

Electric Transmission investment Segment Operations 

2009 Compared with 2008 

Other Income 

Other income at the electric transmission investment segment increased $9.2 miilion during 2009 
compared with 2008, due to an increase in income from Integrys Energy Group's approximate 34% 
ownership interest in ATC. The increase in income was driven by ATC's continuing capital expenditure 
program, resulting in an increase in its rate base. 

2008 Compared with 2007 

Other Income 

Other income at the electric transmission investment segment increased $15.6 million during 2008 
compared with 2007, due to an increase in income from Integrys Energy Group's ownership interest in 
ATC. The increase in income was driven by ATC's continuing capitel expenditure program, resulting in 
an increase in its rate base. 

Holding Company and Other Segment Operations 

(Millions) 

Operating loss 
Other expense 

Loss before taxes 

Year Ended December 31 
2009 2008 2007 

$ (1.9) 
(58.1) 

$(60.0) 

$ (0.7) 
(53.2) 

$(63.9) 

$(11.8) 
(62.8) 

$(74.6) 

Change in 
2009 Over 

2008 

171.4% 
9.2% 

11.3% 

Change in 
2008 Over 

2007 

(94.1)% 
(15.3)% 

(27.7)% 
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2009 Compared with 2008 

Operating Loss 

Operating loss at the holding company and other segment increased $1.2 million during 2009 compared 
with 2008, driven by restructuring expenses related to Integrys Energy Group's reduction in workforce, 
and by a decrease in operating income fl^m MERC's nonutility home services business. 

Other Expense 

Other expense at the holding company and other segment increased $4.9 million during 2009 compared 
with 2008, driven by a $4.3 million increase in interest expense at the holding company primarily due to 
an increase in long-term borrowings in the second quarter of 2009 and an increase in the amortization of 
deferred financing fees related to credit facilities entered into in the second quarter of 2009 and the fourth 
quarter of 2008, partially offeet by a decrease in interest expense on commercial paper. 

2008 Compared with 2007 

Operating Loss 

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 faes, 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 inqrease in the 
year-over-year operating loss related to external costs to achieve merger synergies associated 
with the PEC merger. This increase occuned primarily because in March 2007 all external costs 
to achieve merger synergies incun-ed 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 beneflciaries of the synergy savings resulting from these 
costs. This resulted in lower operating expenses at the Holding Company and Other segment 
during 2007. 

Other income (Expense) 

Other income increased $9.6 million, driven by 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 portton ofthe proceeds received from the sale of PEP in September 2007 was 
used to pay down the short-tenn debt. 

Provision for Income Taxes 

Year Ended December 31 
2009 2008 2007 

Effective Tax Rate 717.2% 29.1% 32.2% 
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2009 Compared with 2008 

The increase in the effective tax rate for 2009 was primarily related to the tax treatment of Integrys 
Energy Group's $291.1 million non-cash pre-tax goodwill impairment loss. Although Integrys Energy 
Group had $11.6 million of income before taxes for 2009, it recorded an $83.2 million provision for Income 
taxes because $186.2 million of the total pre-tax goodwill impairment loss was not deductible for income 
tax pun^oses. 

2008 Compared with 2007 

The decrease in the effective tax rate for 2008 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 addition, in 2008 integrys Energy Group 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 31, 2007, 
expiration of Section 29/45K ofthe internal Revenue Code that made tax credite available from the 
production and sale of synthetic fuel. In 2007, Integrys Energy Group's ownership in the synthetic fuel 
operation resulted in recognizing the tax benefit of Section 29/45K federal tax credits of $13.6 miliion 
compared with $0.8 million of Section 29/45K tax credits recognized in 2008. 

Discontinued Operations. Net of Tax 

2009 Compared with 2008 

Income from discontinued operations, net of tax, decreased $1.9 million in 2009 compared with 2008. 

During 2009, integrys Energy Services completed the sale of its energy management consulting 
business. The historical financial results of this business were not significant. The gain on the sale of this 
business recorded in discontinued operations during the thircl quarter of 2009 was $3.9 miilion 
($2.4 miliion after-tax). 

During 2008, Integrys Energy Sen/ices recognized a $6.3 million ($3.8 million after-tax) gain on the sale of 
its subsidiary, Mid-American Power, LLC, in discontinued operations when a previously contingent payment 
was paid by the buyer. 

For more information on the discontinued operations discussed above, see Note 4, "Dispositions," and 
Note 25, "Segments of Business." 

2008 Compared with 2007 

income from discontinued operations, net of tax, decreased $68.6 million in 2008, compared with 2007. 

During 2008, Integrys Energy Services sold its subsidiary Mid-American Power, LLC, which owned the 
Stoneman generation facility, located in Wisconsin. The historical financial results of this business were not 
significant. In the fourth quarter of 2008, Integrys Energy Sen/ices recognized a $6.3 million ($3.8 million 
after-tax) gain on the sale of this business in discontinued operations when a previously contingent payment 
was earned and 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. Integrys Energy Group recognized $58.5 million of income from discontinued operations 
related to the sale of PEP, which included an after-tax gain of $7.6 million on the sale. In 2008, 
discontinued operations reflect the $0.8 million positive impact of tax adjustments reiated 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 business. 
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BALANCE SHEET 

Cash and cash equivalents decreased $209.6 miiiion, from $254,1 miliion at December 31,2008, to 
$44,5 million at December 31, 2009. For a detailed explanation of the change in the cash and cash 
equivalente balance, see "Liquidity and Capital Resources." 

Net accounte receivable and accrued unbilled revenues decreased $934.6 million (49.4%) from 
$1,892.6 million at December 31, 2008, to $958.0 million at December 31, 2009. The decrease was 
driven by a reduction in Integrys Energy Services' whoiesale transactions and natural gas storage 
transactions as a result of the change in strategy for this business segment. Also contributing to the 
decrease were lower revenues due to lower natural gas prices and wanner weather during the fourth 
quarter of 2009, compared with the same period in 2008. 

Inventories decreased $428.5 million (58.5%), from $732.8 million at December 31, 2008, to 
$304.3 million at December 31,2009. The inventory balance at Integrys Energy Servrces decreased 
$326.2 million (79.4%), primarily due to lower natural gas prices year-over-year and the sale of its 
wholesale natural gas mariceting and trading business in December 2009. See Note 4, "Dispositions," for 
more information. 

Goodwill decreased $291.4 million (31.2%), from $933.9 miliion at December 31, 2008. to $642.5 million 
at December 31,2009, driven by the impainnent loss recorded in the first quarter of 2009 within the 
natural gas utility segment. Key factors contributing to the impainnent charge included dismptions in the 
global credit and equity markets and the resulting increase in the weighted-average cost of capital used to 
value the natural gas utility operations, as well as the negative impact that the global decline in equity 
markets had on the valuation of natural gas distribution companies in general. 

Detailed explanations for changes in the short-term and long-term debt balances year-over-year are 
included in Note 12, "Short-Term Debt and Lines of Credit" and Note 13, "Long-Term Debt" 

Accounte payable decreased $894.9 million (58.3%), from $1,534.3 million at December 31,2008. to 
$639.4 million at December 31,2009. Accounts payable at Integrys Energy Sen/ices decreased 
$813.0 million, primarily due to lower natural gas prices and the reduction in natural gas payables and 
natural gas loans associated with its wholesale natural gas mariceting and trading business. See Note 4, 
"Dispositions," for more information. 

LIQUIDITY AND CAPITAL RESOURCES 

Integrys Energy Group believes that its cash balances, liquid assets, operating cash flov^, access to 
equity and debt capital markets, and available borrowing capacity provide adequate resources to fund 
ongoing operating requirements and future capital expenditures related to expansion of existing 
businesses and development of new projecte. Integrys Energy Group's borrowing costs can be impacted 
by short-tenn and long-term debt ratings assigned by independent credit rating agencies. Integrys 
Energy Group's operating cash flows and access to capital markets can be impacted by macroeconomic 
factors outeide of ite control. 

The previously announced strategy change at Integrys Energy Services and other operating activities 
resulted in the generation of a significant amount of positive cash fiow from operations during 2009, which 
drove an approximate $1 billion reduction in consolkjated short-term debt outstanding during 2009. 
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Operating Cash Flows 

2009 Compared with 2008 

Net cash provided by operating activities was $1,606.3 million in 2009, compared with net cash used for 
operating activities of $250.0 miilion in 2008. The $1,856.3 million year-over-year increase in cash 
provided by operating activities was mainly driven by a $1.734.8 million increase reiated to lower woricing 
capital requirements, partially due to a $444.1 million decrease In inventories during 2009, compared with 
a $312.0 million increase in inventories in 2008. This change was primarily a result of an increase in 
natural gas withdrawn from storage in 2009 due to the previously announced strategy change at integrys 
Energy Sen/ices, as well as lower year-over-year natural gas prices. Also contributing to the decrease in 
working capital requirements was an $864.8 million decrease in accounts receivables and accrued 
unbilled revenues in 2009, compared with a $207.7 miliion increase in accounts receivables and accrued 
unbilled revenues in 2008, primarily the result of lower natural gas prices and the Integrys Energy 
Services strategy change. Additionally, during 2009, Integrys Energy Services had a $45.5 million net 
retum of margin posted to various exchanges, compared with the net payment of $239.2 million of margin 
posted to various exchanges in 2008, primarily due to the strategy change. Partially offsetting these 
changes was a $604.7 miliion decrease in accounts payable in 2009, compared with a $53.2 million 
decrease in accounte payable in 2008, primarily the result of lower natural gas prices. 

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 $177.0 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 
the increase in cash used for operating activities, Integrys Energy Group and its subsidiaries, 
primarily Integrys Energy Services, had net cash collateral paymente of $239.2 million in 2008, 
compared with net cash collateral receipts of $82.0 miliion in 2007. The net cash collateral 
payments made in 2008 were driven by large maric-to-market losses incurred by Integrys Energy 
Services during the latter part of 2008, due to declining prices. 

• A $139.1 million increase in cash used fornatural 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. 

• Partially offeet by an $88.7 million increase in cash related to net refunds of regulatory assets and 
liabilities, driven by a decrease in the refond 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. 

Investing Cash Flows 

2009 Compared with 2008 

Net cash used for investing activities was $440.7 million in 2009, compared with $452.2 million in 2008. 
The $11.5 million year-over-year decrease in cash used for investing activities was primarily driven by the 
$88.6 million decrease in cash used to fund capital expenditures (discussed below) and the payment of 
$17.4 million in 2008 related to WPS's funding of the constmction of the transmission facilities required to 
support Weston 4, partially offset by the 2008 reimbursement of $99.7 million from ATC related to WPS's 
construction of the transmission facilities required to support Weston 4. 
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2008 Compared with 2007 

Net cash used for investing activities was $452.2 miliion 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 miliion increase in cash used for capital expenditures (discussed below), partially offeet by the 
reimbursement of $99.7 million from ATC, related to the construction ofthe 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. 

Capital Expenditures 

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

Reportable Segment (miUions) 2009 2008 2007 
Electric utility 
Natural gas utility 
Integrys Energy Sen/ices 
Holdinq company and other 
Integrys Energy Group 

$250.4 
136.9 
22.4 
34.5 

$444.2 

$207.4 
237.3 
68.1 
20.0 

$532.8 

$202.6 
158.8 
20.5 
10.7 

$392.6 

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

The increase in capital expenditures at the natural gas utility segment in 2008 compared with 2007 was 
primarily due to an increase in capital expenditures at PGL and NSG due to the fact that they were not 
acquired until Febmary 21, 2007, as well as construction ofthe natural gas lateral infrastructure that 
connects WPS's natural gas distribution system to the Guardian II natural gas pipeline. The increase in 
capital expenditures at Integrys Energy Sen/ices in 2008 compared witii 2007 was primarily due to solar 
energy projects as well as the constmction of a pipeline that will transport methane gas produced at a 
landfill for use at a chemical plant as a replacement for natural gas. 

Financing Cash Flows 

2009 Compared with 2008 

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

Net cash provided by financing activities was $911.3 million in 2008, compared with net cash used for 
financing activities of $459.2 million in 2007. In 2007, Integrys Energy Group was able to pay down 
short-tenn debt with a portbn of the prcx;eeds received from the sale of PEP. In 2008, proceeds were 
required to fund higher year-over-year working capitat requirements. 

Significant Financing Activities 

Dividends paid increased in 2009 compared with 2008. In Febmary 2009, Integrys Energy Group 
increased its quarteriy common stock dividend to 68 cents per share. The quarterly common stock 
divkiend was increased from 66 cente per share to 67 cents per share in 2008. 

Integrys Energy Group had outstanding commercial paper borrciwings of $212.1 million and 
$552.9 million at Decemt)er 31, 2009, and 2008, respectively. Integrys Energy Group had short-tenn 
notes payable outstanding of $10.0 million and $181.1 miliion at December 31, 2009, and 2008, 
respectively, integrys Energy Group had no borrowings under revolving credit facilities at 
December 31, 2009 and $475.0 million as of December 31,2008. See Note 12, "Short-Term Debt and 
Lines of Credit for more infonnation. 

For infonnation on the issuance and redemption of long-term debt at Integrys Energy Group and its 
subsidiaries, see Note 13, "Long-Term Debt." 

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

Credit Ratings 

Integrys Energy Group uses internally generated funds, commercial paper borrowings, and other 
short-term borrowings to satisfy most of its capital requiremente. Integrys Energy Group atso pericxiically 
issues long-tenn debt and common stock to reduce short-tenn debt, maintain desired capitalization ratios, 
and fund future growth. 

integrys Energy Group, WPS. 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-tenn debt in order to reduce short-term debt, refinance maturing 
securities, maintain desired capitalization ratios, and fund future growth. The specific fomns of long-term 
financing, amounts, and timing depend on business needs, maricet conditions, and other factors. 
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The cun-ent credit ratings for Integrys Energy Group, WPS. PEC, PGL, and NSG are listed in the table 
below. 

Credit Ratings Standard & Poor's 

BBB-*-
BBB 
A-2 
N/A 

BBB-

A-
N/A 
A 

BBB 
A-2 
N/A 

BBB+ 
BBB 

BBB+ 
A-
A-2 

BBB-t-
A 

Moody' 

N/A 
Baal 
P-2 

Baa1 
Baa2 

A2 
Al 
A l 

Baa1 
P-1 
A2 

N/A 
Baal 

A3 
A2 
P-2 

A3 
A2 

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 

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

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

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

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

• The credit facility rating of Integrys Energy Group was lowered from "A3" to "Baal." 
• The junior subordinated notes rating of Integrys Energy Group was lowered fi-om "Baal" to "Baa2." 
• The issuer credit rating of WPS was towered from "Al" to "A2." 
• The senior secured debt rating and first morigage bonds rating of WPS were lowered fi-om "Aa3" to 

"Al." 
• The senior secured debt ratings of PGL and NSG were lowered from "Al" to "A2." 
• The prefened stock rating of WPS was lowered from "A3" to "Baal." 
• The credit facility rating of WPS was lowered from "Al" to "A2." 
• The commercial paper rating of PGL was lowered from "P-1" to "P-2." 

According to Moody's, the downgrade considers management's decision to divest of its nonregulated 
energy marketing business, and reflects the expected improvements in Integrys Energy Group's business 
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risk and liquidity profiles after the divestiture, as well as the expected challenge of replacing the earnings 
generated by this nonregulated segment. Also accorcling to Moody's, the downgrade reflects 
management's decisbn to leave its dividend policy unchanged despite expected near-term reduction in 
earnings and intemal cash flow generation. 

On March 5,2009, Standard 8t Poor's lowered the following ratings of Integrys Energy Group and its 
subsidiaries: 

• The issuer credit ratings of Integrys Energy Group, PGL, NSG. and PEC were lowered from "A-" to 
"BBB+." 

• The issuer credit rating of WPS was lowered from "A" to "A-." 
• The senior unsecured debt ratings of Integrys Energy Group and PEC were lowered from "BBB+" to 

"BBB." 
• The junior subondinated notes rating of Integrys Energy Group was lowered from "BBB" to "BBB-." 
• The senior secured debt rating of WPS was lowered from "A-*-" to "A." 
• The preferred stock rating of WPS was lowered from "BBB-H" to "BBB." 

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

Discontinued Operations 

2009 Compared with 2008 

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

2008 Compared with 2007 

Net cash provided by discontinued operations was $3.8 million in 2008 compared with $690.2 miilion 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 PEP. 
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