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Explanatory Note — Amendment

Integrys Energy Group is filing this Form 10-K/A solely to include in its Annual Report on Form 10-K for
the year ended December 31, 2008, pursuant to Rule 3-09 of Regulation S-X, financial statements and
related notes of American Transmission Company LLC. Integrys Energy Group owns an approximate
34% interest in American Transmission Company.

Rule 3-09 of Regulation S-X provides that if a 50% or less owned person accounted for by the equity
method meets the first or third condition of the significant subsidiary tests set forth in Rule 1-02(w) of
Regulation S-X, substituting 20% for 10%, separate financial statements for such 50% or less owned
person shall be filed. American Transmission Company met such test as of and for the year ended
December 31, 2008 and Integrys Energy Group has included in this Form 10-K/A the required audited
financial statements for that period. American Transmission Company did not meet the significance test
for any prior period. Item 15 is the only portion of the Annual Report being supplemented or amended by
this Form 10-K/A.

This Form 10K/A does not change any other information set forth in the original Form 10-K filed
by Integrys Energy Group for the year ended December 31, 2008.

In connection with the filing of this Form 10-K/A and pursuant to Securities and Exchange Commission
rules, Integrys Energy Group is inciuding currently dated 302 certifications. This Form 10-K/A does not
otherwise update any exhibits as originally filed and does not otherwise reflect events occurring after the
criginal filing date of the Annual Report. Accordingly, this Form 10-K/A should be read in conjunction with
any Integrys Energy Group’s filings with the SEC subsequent to the filing of the Annual Report.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Bocuments filed as part of this report:

(1) Consolidated Financial Statements included in Part Il at ltem 8 above:

Description Pages in Original

10-K

Consolidated Statements of Income for the three years ended

December 31, 2008, 2007, and 2006 89

Consoiidated Balance Sheets as of December 31, 2008 and 2007 90

Consolidated Statements of Common Shareholders' Equity for the

three years ended December 31, 2008, 2007, and 2006 91

Consolidated Statements of Cash Flows for the three years ended

December 31, 2008, 2007, and 2006 92

Notes to Consolidated Financial Statements 93

Report of Independent Registered Public Accounting Firm 155



{2) Financial Statement Schedules.

The following financiai statement schedules are included in Part [V of this report. Schedules
not included herein have been omitted because they are not applicable or the required
information is shown in the financial statements or notes thereto.

Description Pages in Original
10-K

Schedule | - Condensed Parent Company Only Financial Statements

A Statements of Income and Retained Earnings 161
B. Balance Sheets 162
C. Statements of Cash Flows 163
D. Notes to Parent Company Financial Statements 164

Schedule If Integrys Energy Group, Inc. Valuation and Qualifying
Accounts 171

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

See the attached Exhibit Index.



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on this 2nd day of March 2009.

INTEGRYS ENERGY GROUP, INC.
(Registrant)

By: _/s/ Charles A. Schrock

Charles A. Schrock
President and
Chief Executive Officer



EXHIBIT INDEX

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

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

Explanatory Note: Many of the exhibits listed below were entered into when Integrys Energy
Group, Inc. was known as WPS Resources Corporation but have been referred to below by
reference 1o its current name.

Exhibit
Number Description of Documents

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

2.3" Stock Purchase Agreement by and among PEC and El Paso E&P Company, L.P. dated
August 16, 2007. (Incorporated by reference to Exhibit 2.1 to Integrys Energy Group's Form
8-K fited August 20, 2007.)

3.1 Restated Articles of Incorporation of Integrys Energy Group, as amended. (Incorporated by
reference to Exhibit 3.2 to Integrys Energy Group's Form 8-K filed February 27, 2007.)

3.2 By-Laws of Integrys Energy Group, as amended through February 12, 2009. (Incorporated
by reference to Exhibit 3.2 to Integrys Energy Group's Form 8-K filed February 19, 2009.)

4.1 Senior Indenture, dated as of October 1, 1999, between Integrys Energy Group and
U.S. Bank National Association (successor to Firstar Bank Milwaukee, N.A., National
Association) (Incorporated by reference to Exhibit 4(b) to Amendmeni No. 1 to Form S-3 filed
QOctober 21, 1999 [Reg. No. 333-88525]); First Supplemental Indenture, dated as of
November 1, 1999 between Integrys Energy Group and Firstar Bank, National Association
(Incorporated by reference to Exhibit 4A of Form 8-K filed November 12, 1999); and Second
Supplemental Indenture, dated as of November 1, 2002 between Integrys Energy Group and
U.S. Bank National Association. {Incorporated by reference to Exhibit 4A of Form 8-K filed
November 25, 2002.) All references to filings are those of Integrys Energy Group (File No.
1-11337).

4.2 Subordinated Indenture, dated as of November 13, 2008, between Integrys Energy Group
and U.S. Bank National Association, as trustee (Incorporated by reference to Exhibit 4(c) to
Amendment No. 1 to Form $-3 filed December 4, 2006 [Reg. No. 333-133194]; and First
Supplemental Indenture by and between Integrys Energy Group, Inc. and U.S. Bank National
Association, as trustee, dated December 1, 2006. (Incorporated by reference to Exhibit 4 to
Integrys Energy Group's Form 8-K filed December 1, 20086.)

4.3 Replacement Capital Covenant of Integrys Energy Group, Inc., dated December 1, 2006.
(Incorporated by reference to Exhibit 99 to Integrys Energy Group Form 8-K filed
December 1, 2006.)



4.4

4.5

4.6

4.7

Credit Agreement dated as of June 13, 2008, by and among PEC, the financial institutions
party hereto, and Bank of America, N.A., JPMorgan Chase Bank, N.A., ABN AMRQO
Incorporated, US Bank National Association, and The Bank of Tokyo-Mitsubishi, Lid.
Chicago Branch, as agents. (Incorporated by reference to Exhibit 10{a) to PEC - Form 10-Q
filed August 9, 2006 [Fife No. 1-05540].)

Guaranty, dated May 18, 2007, by and among Integrys Energy Group, [nc. and Bank of
America, N.A. in its capacity as Administrative Agent. (Incorporated by reference to Exhibit
10.1 to integrys Energy Group's Form 8-K filed May 22, 2007.)

First Amendment and Consent to Credit Agreement dated May 18, 2007 between PEC and
Bank of America N.A., as Administrative Agent. (Incorporated by reference to Exhibit 10.2 to
Integrys Energy Group's Form 8-K filed May 22, 2007.)

First Mortgage and Deed of Trust, dated as of January 1, 1941 from WPS to U.5. Bank
National Association (successor to First Wisconsin Trust Company), Trustee (Incorporated
by reference to Exhibit 7.01 - Fite No. 2-7229); Supplemental Indenture, dated as of
November 1, 1947 (Incorporated by reference to Exhibit 7.02 - File No. 2-7602);
Supplementai Indenture, dated as of November 1, 1950 (Incorporated by reference to Exhibit
4.04 - File No. 2-10174); Supplemental Indenture, dated as of May 1, 1953 (Incorporaied by
reference to Exhibit 4.03 - File No. 2-10716); Supplemental Indenture, dated as of October 1,
1954 (Incorporated by reference to Exhibit 4.03 - File No. 2-13572); Supplemental Indenture,
dated as of December 1, 1957 (Incorporated by reference to Exhibit 4.03 - File No. 2-14527);
Supplemental Indenture, dated as of October 1, 1963 (Incorporated by reference to

Exhibit 2.02B - File No. 2-65710); Supplemental Indenture, dated as of June 1, 1964
(Incorporated by reference to Exhibit 2.02B - File No. 2-65710); Supplemental Indenture,
dated as of November 1, 1967 {Incorporated by reference to Exhibit 2.02B - File No.
2-65710); Supplemental Indenture, dated as of April 1, 1969 (Incorporated by reference to
Exhibit 2.02B - File No. 2-65710); Fifteenth Supplemental Indenture, dated as of May 1, 1971
(Incorporated by reference to Exhibit 2.02B - File No. 2-65710); Sixteenth Supplemental
Indenture, dated as of August 1, 1973 (Incorporated by reference to Exhibit 2.02B - File No.
2-65710); Seventeenth Supplemental Indenture, dated as of September 1, 1973
(Incorporated by reference to Exhibit 2.02B - File No. 2-65710); Eighteenth Supplemental
Indenture, dated as of October 1, 1975 (Incorporated by reference to Exhibit 2.02B - File No.
2-65710); Nineteenth Supplemental Indenture, dated as of February 1, 1977 (Incorporated
by reference to Exhibit 2.02B - File No. 2-65710); Twentieth Supplemental Indenture, dated
as of July 15, 1980 (Incorporated by reference to Exhibit 4B to Form 10-K for the year ended
December 31, 1980); Twenty-First Supplemental Indenture, dated as of December 1, 1980
(Incorporated by reference to Exhibit 4B to Form 10-K for the year ended December 31,
1980); Twenty-Second Supplemental Indenture dated as of April 1, 1981 {Incorporated by
reference to Exhibit 4B to Form 10-K for the year ended December 31, 1981); Twenty-Third
Supplemental Indenture, dated as of February 1, 1984 (Incorporated by reference to Exhibit
4B to Form 10-K for the year ended December 31, 1983); Twenty-Fourth Supplemental
Indenture, dated as of March 15, 1984 (Incorporated by reference to Exhibit 1 to Form 10-Q
for the quarter ended June 30, 1984); Twenty-Fifth Supplemental Indenture, dated as of
October 1, 1985 (Incorporated by reference to Exhibit 1 to Form 10-Q for the quarter ended
September 30, 1985); Twenty-Sixth Supplemental Indenture, dated as of December 1, 1987
(Incorporated by reference to Exhibit 4A-1 to Form 10-K for the year ended December 31,
1987); Twenty-Seventh Supplemental indenture, dated as of September 1, 1991
(Incorporated by reference to Exhibit 4 to Form 8-K filed September 18, 1991);
Twenty-Eighth Supplemental Indenture, dated as of July 1, 1292 (Incorporated by reference
to Exhibit 4B - File No. 33-51428); Twenty-Ninth Supplemental Indenture, dated as of
October 1, 1992 (Incorporated by reference to Exhibit 4 to Form 8-K filed October 22, 1992);
Thirtieth Supplemental Indenture, dated as of February 1, 1993 (Incorporated by reference to
Exhibit 4 to Form 8-K filed January 27, 1893); Thirty-First Supplemental Indenture, dated as
of July 1, 1993 (Incorporated by reference to Exhibit 4 to Form 8-K filed July 7, 1993);



4.8

4.9

410

Thirty-Second Supplemental Indenture, dated as of November 1, 1993 (Incorporated by
reference to Exhibit 4 to Form 10-Q for the quarter ended September 30, 1993); Thirty-Third
Supplemental Indenture, dated as of December 1, 1998 (Incorporated by reference to Exhibit
4D to Form 8-K filed December 18, 19398); Thirty-Fourth Supplemental Indenture, dated as of
August 1, 2001 (Incorporated by reference to Exhibit 4D to Form 8-K filed August 24, 2001);
Thirty-Fifth Supplemental Indenture, dated as of December 1, 2002 (Incorporated by
reference to Exhibit 4D to Form 8-K filed December 16, 2002); Thirty-Sixth Supplemental
indenture, dated as of December 8, 2003 {Incorporated by reference to Exhibit 4.2 to Form
8-K filed December 9, 2003); Thirty-Seventh Supplemental Indenture, dated as of

December 1, 2006 (Incorporated by reference to Exhibit 4.2 to Form 8-K filed November 30,
2006); Thirty-Eighth Supplemental Indenture, dated as of August 1, 2006 (Incorporated by
reference to Exhibit 4.1 to Form 10-K for the year ended December 31, 2008); Thirty-Ninth
Supplemental Indenture, dated as of November 1, 2007 (Incorporated by reference to Exhibit
4.2 to Form 8-K filed November 16, 2007); and Fortieth Supplemental indenture, dated as of
December 1, 2008 (Incorporated by reference to Exhibit 4.2 to Form 8-K filed December 4,
2008). All references to periodic reports are to those of WPS (File No. 1-3018).

Indenture, dated as of December 1, 1998, between WPS and U.S. Bank National Association
(successor to Firstar Bank Milwaukee, N.A., National Association) (Incorporated by reference
to Exhibit 4A to Form 8-K filed December 18, 1998); First Supplemental indenture, dated as
of December 1, 1998 between WPS and Firstar Bank Milwaukee, N.A., National Association
{Incorporated by reference to Exhibit 4C to Form 8-K filed December 18, 1998); Second
Supplemental Indenture, dated as of August 1, 2001 between WPS and Firstar Bank,
National Association (Incorporated by reference to Exhibit 4C of Form 8-K filed August 24,
2001); Third Supplemental Indenture, dated as of December 1, 2002 between WPS and U.S.
Bank Natichal Association (Incorporated by reference to Exhibit 4C of Form 8-K filed
December 16, 2002); Fourth Supplemental Indenture, dated as of December 8, 2003, by and
between WPS and U.S. Bank National Association (successor to Firstar Bank, National
Association and Firstar Bank Milwaukee, N_A., National Association) (Incorporated by
reference to Exhibit 4.1 to Form 8-K filed December 9, 2003); Fifth Supplemental Indenture,
dated as of December 1, 2006, by and between WPS and U.S. Bank Natichal Association
(successor to Firstar Bank, National Association and Firstar Bank Milwaukee, N.A., National
Association) (Incorporated by reference to Exhibit 4.1 to Form 8-K filed November 30, 2006);
Sixth Supplemental Indenture, dated as of December 1, 2006, by and between WPS and
U.S. Bank National Association (successor to Firstar Bank, National Association and Firstar
Bank Milwaukee, N.A., National Association) (Incorporated by reference to Exhibit 4.2 to
Form 10-K for the year ended December 31, 20086); Seventh Supplemental Indenture, dated
as of November 1, 2007, by and between WPS and U.S. Bank National Association
(successor to Firstar Bank, National Association and Firstar Bank Milwaukee, N.A., Naticnal
Association) (Incorporated by referance to Exhibit 4.1 to Form 8-K filed November 16, 2007);
and Eighth Supplemental indenture, dated as of December 1, 2008, by and beiween WPS
and U.S. Bank National Association (successor to Firstar Bank, National Association and
Firstar Bank Milwaukee, N.A., National Association) {Incorporated by reference to Exhibit 4.1
to Form 8-K filed December 4, 2008). References to periodic reports are to those of WPS
(File No. 1-3018).

Indenture, dated as of January 18, 2001, between PEC and Bank One Trust Company
National Association. (Incorporated by reference to Exhibit 4(a) to PEC Form 10-Q filed
May 15, 2001[File No. 1-05540].)

First Supplemental Indenture, dated as of March 5, 2007, by and among PEC, Integrys
Energy Group, Inc. and The Bank of New York Trust Company, N.A., as Trustee including a
Guaranty of Integrys Energy Group, Inc. {Incorporated by reference to Exhibit 4.1 to Integrys
Energy Group's Form 8-K filed March 9, 2007.)
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PGL First and Refunding Mortgage, dated January 2, 1926, from Chicago By-Product Coke
Company to lllinois Merchants Trust Company, Trustee, assumed by PGL by Indenture
dated March 1, 1928 (PGL - May 17, 1935, Exhibit B-6a, Exhibit B-6b A-2 File No. 2-2151,
1936); Supplemental Indenture dated as of May 20, 1936, (PGL - Form 8-K for the year
1936, Exhibit B-6f); Supplemental Indenture dated as of March 10, 1950 (PGL - Form 8-K for
the month of March 1850, Exhibit B-8i); Supplemental Indenture dated as of June 1, 1951
(PGL - File No. 2-8989, Post-Effective, Exhibit 7-4(b}); Supplemental Indenture dated as of
August 15, 1967 (PGL - File No. 2-26983, Post-Effective, Exhibit 2-4); Supplemental
Indenture dated as of September 15, 1970 (PGL - File No. 2-38168, Post-Effective

Exhibit 2-2); Supplemental Indenture dated June 1, 1995 (PGL - Form 10-K for fiscal year
ended September 30, 1995); Supplemental Indenture, First and Refunding Mortgage
Multi-Modal Bonds, Series HH of PGL, effective March 1, 2000 (PGL - Form 10-K for fiscal
year ended September 30, 2000, Exhibit 4(b)); Supplemental Indenture dated as of
February 1, 2003, First and Refunding Mortgage 5% Bonds, Series KK (FEC and PGL -
Form 10-Q for the quarter ended March 31, 2003, Exhibit 4(a}); Supplemental Indenture
dated as of February 1, 2003, First and Refunding Mortgage Multi-Meodal Bonds, Series LL
(PEC and PGL - Form 10-Q for the quarter ended March 31, 2003, Exhibit 4{b)};
Supplemental Indenture dated as of February 15, 2003, First and Refunding Mortgage 4.00%
Bonds, Series MM-1 and Series MM-2 (PEC and PGL - Form 10-Q for the quarter ended
March 31, 2003, Exhibit 4{c})}; Supplemental Indenture dated as of April 15, 2003, First and
Refunding Morigage 4.625% Bonds, Series NN-1 and Series NN-2 (PEC and PGL - Form
10-Q for the quarter ended March 31, 2003, Exhibit 4(e)); Supplemental Indenture dated as
of October 1, 2003, First and Refunding Mortgage Bonds, Series OO (PEC and PGL - Form
10-Q for the quarter ended December 31, 2003, Exhibit 4(a)); PGL Supplemental Indenture
dated as of October 1, 2003, First and Refunding Mortgage Bonds, Series PP (PEC and PGL
- Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(b)); PGL Supplemental
Indenture dated as of November 1, 2003, First and Refunding Mortgage Multi-Modal Bonds,
Series QQ (PEC and PGL - Form 10-Q} for the quarter ended December 31, 2003, Exhibit
4(c})); PGL Supplemental Indenture dated as of January 1, 2005, First and Refunding
Mortgage Bonds, Series RR (PEC and PGL - Form 10-Q for the quarter ended

December 31, 2004, Exhibit 4(b)); Loan Agreement between PGL and Hlinois Development
Finance Authority dated October 1, 2003, Gas Supply Refunding Revenue Bonds, Series
2003C (PEC and PGL - Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(d));
Loan Agreement between PGL and Ilfinois Development Finance Authority dated October 1,
2003, Gas Supply Refunding Revenue Bonds, Series 20030 (PEC and PGL - Form 10-Q for
the quarter ended December 31, 2003, Exhibit 4(e}}; Loan Agreement between PGL and
llinois Development Finance Authority dated November 1, 2003, Gas Supply Refunding
Revenue Bonds, Seties 2003E (PEC and PGL - Form 10-Q for the guarter ended

December 31, 2003, Exhibit 4(f)); Loan Agreement between PGL and lllinois Finance
Authority dated as of January 1, 2005. (Incorparated by reference to Exhibit 4(a) to PEC
Form 10-Q filed February 9, 2005); Supplemental Indenture dated as of November 1, 2008,
First and Refunding Mortgage 7.00% Bonds, Series 88**; and Supplemental Indenture dated
as of November 1, 2008, First and Refunding Mortgage 8.00% Bonds, Series TT*.

NSG Indenture, dated as of April 1, 1955, from NSG to Continental Bank, National
Association, as Trustee; Third Supplemental Indenture, dated as of December 20, 1963
(NSG - File No. 2-35965, Exhibit 4-1); Fourth Supplemental Indenture, dated as of May 1
1964 (NSG - File No. 2-35965, Exhibit 4-1); Fifth Supplemental Indenture dated as of
February 1, 1970 (NSG - File No. 2-35965, Exhibit 4-2); Ninth Supplemental Indenture dated
as of December 1, 1987 (NSG - Form 10-K for the fiscal year ended September 30, 1987,
Exhibit 4); Thirteenth Supplemental Indenture dated December 1, 1998 (NSG Gas - Form
10-Q for the quarter ended March 31, 1999, Exhibit 4); Fourteenth Supplemental Indenture
dated as of April 15, 2003, First Mortgage 4.625% Bonds, Series N-1 and Series N-2
(Incorporated by reference to Exhibit 4{g) to PEC Form 10-Q filed May 13, 2003) and
Fifteenth Supplemental Indenture dated as of November 1, 2008, First Mortgage 7.00%
Bonds, Series O™,



10.1+

10.2+

10.3+

10.4+

10.54

10.6+

10.7+

10.8+

10.9+

10.10+

10.11+

1012+

10.13+

10.14+

Form of Key Executive Employment and Severance Agreement entered into between
Integrys Energy Group and each of the following: Phillip M. Mikulsky and Larry L. Weyers™.

Form of Key Executive Employment and Severance Agreement entered into between
Integrys Energy Group and each of the following: Lawrence T. Borgard, Diane L. Ford,
Bradiey A. Johnson, Thomas P. Meinz, Joseph P. O'Leary, Mark A. Radtke,

Charles A. Schrock, and Barth J. Wolf**,

Form of Integrys Energy Group Performance Stock Right Agreement. (Incorporated by
reference to Exhibit 10.2 fo Integrys Energy Group's Form 8-K filed December 13, 2005.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Performance
Stock Right Agreement approved May 17, 2007. (Incorporated by reference to Exhibit 10.5
to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Performance
Stock Right Agreement approved February 14, 2008. {Incorporated by reference to Exhibit
10.6 1o Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2005 Omnibus Incentive Compensation Plan Restricted
Stock Award Agreement. (Incorporated by reference to Exhibit 10.1 to Integrys Energy
Group Form 8-K filed December 13, 20086.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Restricted
Stock Award Agreement approved May 17, 2007. (Incorporated by reference to Exhibit 10.8
to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan Restricted
Stock Award Agreement approved February 14, 2008. (Incorporated by reference to Exhibit
10.9 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan NonQualified
Stock Option Agreement approved May 17, 2007, (Incorporated by reference to Exhibit
10.10 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Form of Integrys Energy Group 2007 Omnibus Incentive Compensation Plan NonQualified
Stock Option Agreement approved February 14, 2008. (Incorporated by reference io Exhibit
10.11 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

Integrys Energy Group 1999 Stock Option Plan. {Incorporated by reference to Exhibit 10-2 in
Integrys Energy Group's Form 10-Q for the quarter ended June 30, 1999, filed August 11,
1999.)

Integrys Energy Group 1999 Non-Employee Directors Stock Option Plan. (Incorporated by
reference to Exhibit 4.2 in Integrys Energy Group's Form S-8, filed December 21, 1999.
[Reg. No. 333-93193].)

Integrys Energy Group Deferred Compensation Plan as Amended and Restated Effective
April 1, 2008. (Incorporated by reference to Exhibit 10.14 to Integrys Energy Group's Form
10-K filed February 28, 2008.)

Integrys Energy Group Pension Restoration and Supplemental Retirement Plan, as

Amended and Restated Effective April 1, 2008. (Incorporated by reference to Exhibit 10.1 to
Integrys Energy Group's Form 8-K filed April 15, 2008.)
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10.15+

1016+

10,17+

10.18+

10.19+

10.20+

10.21+

10.22+

10.23+

10.24

10.25

10.26

Integrys Energy Group 2001 Omnibus Incentive Compensation Plan. (Incorporated by
reference to Exhibit 10.16 to Integrys Energy Group's Form 10-K for the year ended
December 31, 2005, filed February 28, 2006.)

Integrys Energy Group 2005 Omnibus Incentive Compensation Plan. (Incorporated by
reference to Exhibit 10.2 to Integrys Energy Group's Form 10-Q filed August 4, 2005.)

Integrys Energy Group 2007 Omnibus Incentive Compensation Plan. (Incorporated by
reference to Exhibit 10.17 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

PEC Directors Stock and Option Plan as amended December 4, 2002. (Incorporated by
reference to Exhibit 10(g) to PEC Form 10-Q, filed February 11, 2003 [File No. 1-05540].)

PEC Directors Deferred Compensation Flan as amended and restated April 7, 2004.
(Incorperated by reference to Exhibit 10(a) to PEC Form 10-Q filed August 4, 2005.)

PEC Executive Deferred Compensation Plan amended as of December 4, 2002,
(Incorporated by reference to Exhibit 10 (¢) to PEC Form 10-Q filed February 11, 2003.)

PEC 1990 Long-Term incentive Compensation Plan as amended December 4, 2002.
(Incorporated by reference to Exhibit 10(d) to Quarterly Report on Form 10-Q of PEC for the
quarterly period ended December 31, 2002, filed February 11, 2003 [File No. 1-05540].)

Amended and Restated Trust under PEC Directors Deferred Compensation Plan, Directors
Stock and Option Plan, Executive Deferred Compensation Plan and Supplemental
Retirement Benefit Plan, dated as of August 13, 2003. (Incorporated by reference to Exhibit
10 (a) to PEC Form 10-K filed December 11, 2003.)

Amendment Number One to the Amended and Restated Trust under PEC Directors Deferred
Compensation Plan, Directors Stock and Option Plan, Executive Deferred Compensation
Plan and Supplemental Retirement Benefit Plan, dated as of July 24, 2006. (Incorporated by
reference to Exhibit 10(e) to PEC Form 10-K filed December 14, 2006.)

Term Loan Agreement, dated as of November 5, 1999 among PDI New England, Inc.,

PDI Canada, Inc., and Bayetische Landesbank Girozentrale. (Incorporated by reference to
Exhibit 4H to Integrys Energy Group's and WPS's Form 10-K for the year ended

December 31, 1999.)

Five Year Credit Agreement among Integrys Energy Group, Inc. and the lenders identified
herein, Citibank, N.A., Wells Fargo Bank National Association, J P Morgan Chase Bank,
N.A., UBS Securities LLC, U.S. Bank National Association, and U.S. Bank National
Association and Citigroup Global Markets Inc., dated as of June 2, 2005. (Incorporated by
reference to Exhibit 10.1 to Integrys Energy Group's and WPS's Form 10-Q for the quarter
ended June 30, 2005, filed August 4, 2005.)

Five Year Credit Agreement among Integrys Energy Group, Inc., as Borrower, the Lenders
Identified Therein, Citibank, N.A., as Syndication Agent, U.S. Bank National Association,
Bank of America, N.A., JPMorgan Chase Bank, N.A., as Co-Documentation Agents,
Wachovia Bank, National Association, as Agent, and Wachovia Bank, National Association
and Citigroup Global Markets Inc, as Co-Lead Arrangers and Book Managers dated as of
June 9, 2006. (Incorporated by reference to Exhibit 99.1 to Integrys Energy Group's Form
8-K filed June 15, 2008.)
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10.28

10.29" #

12

21

231

23.2

24

31.1

3.2

32

Five Year Credit Agreement among Wisconsin Public Service Corporation, as Borrower, The
Lenders Identified Hersin, U.S. Bank National Association, as Syndication Agent, Wells
Fargo Bank National Asscciation, as Co-Documentation Agent, JPMorgan Chase Bank,
N.A., as Co-Documentation Agent, UBS Securities LLC, as Co-Documentation Agent,
Citibank, N.A., as Administrative Agent and Citigroup Global Markets, Inc. and U.S. Bank
National Association, as Co-Lead Arrangers and Book Managers dated as of June 2, 2005.
(Incorporated by reference to Exhibit 10.22 to WPS's Form 10-K filed February 28, 2008 [File
No. 1-3016].)

Credit Agreement Dated as of July 12, 2005 among PGL, The Financial Institutions Party
Hereto, s Banks, ABN AMRO Bank N.V., as Administrative Agent, JPMorgan Chase Bank,
NA, as Syndication Agent, ABN AMRO Incorporated, as Co-Lead Arranger and Joint
Bookrunner, and J.P. Morgan Securities Inc., as Ca-Lead Arranger and Joint Bookrunner.
(Incorporated by reference to Exhibit 10(A) to PEC Form 10-K/A filed December 14, 2005.)

Joint Plant Agreement by and between WPS and Dairyland Power Cooperative, dated as of
November 23, 2004. (Incorporated by reference to Exhibit 10.19 to Integrys Energy Group's
and WPS's Form 10-K for the year ended December 31, 2004.)

Integrys Energy Group Ratio of Earnings to Fixed Charges**.

Subsidiaries of Integrys Energy Group™.

Consent of Independent Registered Public Accounting Firm for Integrys Energy Group™*.

Consent of Independent Registered Public Accounting Firm for American Transmission
Company LLC.

Powers of Attorney™*.

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act
and Rule 13a-14(a) or 15d-14(a) under the Securities Exchange Act of 1834 for Integrys
Energy Group.

Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act
and Rule 13a-14(a) or 15d-14(a) under the Securities Exchange Act of 1934 for Integrys
Energy Group.

Written Statement of the Chief Executive Officer and Chief Financial QOfficer Pursuant to
18 U.S.C. Section 1350 for Integrys Energy Group™**.
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99.1 Proxy Statement for Integrys Energy Group's 2009 Annual Meeting of Shareholders. [To be
filed with the SEC under Regulation 14A within 120 days after December 31, 2008; except to
the extent specifically incorporated by reference, the Proxy Statement for the 2009 Annual
Meeting of Shareholders shall not be deemed to be filed with the SEC as part of this Annual
Report on Form 10-K.]

992 Financial Statements of American Transmission Company LLC.

*  Schedules and exhibits to this document are not filed therewith. The registrant agrees to
furnish supplementally a copy of any such schedule or exhibit to the SEC upon request.

+ A management contract or compensatory plan or arrangement.

# Portions of this exhibit have been redacted and are subject to a confidential treatment
request filed with the Secretary of SEC pursuant to Rule 24b-2 under the Securities and
Exchange Act of 1934, as amended. The redacted material was filed separately with the
SEC.

**  Previously filed
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Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-140921, 333-133194,
333-121971, and 333-140744 on Form S-3, 333-136911 on Form S-4, and 333-150312, 333-150311,
333-140912, 333-63101, 333-71990, 333-71992, 333-81134, 333-93193, 333-127890, and 333-127889
on Form S-8 of Integrys Energy Group, Inc. and subsidiaries of our report dated February 26, 2009
relating to the financial statements of American Transmission Company LL.C appearing in this Annual
Report on Form 10-K/A of Integrys Energy Group, Inc. and subsidiaries for the year ended December 31,
2008.

Dt € Gueke LLF

Milwaukee, Wisconsin
February 26, 2009



Exhibit 31.1
Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a)
or 15d-14(a) under the Securities Exchange Act of 1934

[, Charles A. Schrock, certify that;

1.

2,

| have reviewed this Annual Report on Form 10-K/A of Integrys Energy Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal 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 supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
eniities, particularly during the period in which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented
in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this annual report based on such evaluation;
and

d) Disclosed in this annual report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth
fiscal quarter in the case of an Annual Report) that has materially affected, or is reasonably likely
to materially affect, the registrant's internal control over financial reporting; and

The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

ay All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b} Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal control over financial reporting.

Date: March 2, 2009 /s/ Charles A. Schrock

Charles A. Schrock
President and Chief Executive Officer



Exhibit 31.2
Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a}
or 15d-14(a) under the Securities Exchange Act of 1934

[, Joseph P. Q'Leary, certify that:

1.

2.

| have reviewed this Annual Report on Form 10-K/A of Integrys Energy Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual repott;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(g)) and
internal 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 supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b} Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented
in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this annual report based on such evaluation;
and

d) Disclosed in this annual report any change in the registrant's internal congrol aver finangcial
reporting that occurred during the registrant's most recent fiscal quarier (the registrant's fourth
fiscal quarter in the case of an Annual Report) that has materially affected, or is reasonably likely
to materially affect, the registrant's internal control over financial reporting; and

The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a} All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal control over financial reporting.

Date: March 2, 2009 /s/ Joseph P. O'Leary

Joseph P. O'lLeary
Senior Vice President and Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of ATC Management Inc.,
Corporate Manager of American Transmission Company LLC:

We have audited the accompanying balance sheets of American Transmission Company LLC {the “Company") as of
December 31, 2008 and 2007, and the related statements of operations, changes in members’ equity, and cash flows
for each of the three years in the period ended December 31, 2008. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards 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. The Company is not required to have, nor were
we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, 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 financial statements present fairly, in all material respects, the financial position of the Company
as of December 31, 2008 and 2007, and the results of its operations and its 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.

DELOITTE & TOUCHE LLP

Milwaukee, Wisconsin
February 26, 2009



American Transmission Company LLC

Statements of Operations
For the Years Ended December 31, 2008, 2007 and 2006

{In Thousands)
2008 2007 2006

Operafing Revenues

Transmission Service Revenue $464,992 $406,893 $339,272
Other Operating Revenue 1,679 1,126 1,473

Total Operating Revenues 466,571 408,019 340,745

Operating Expenses

Cperaticns and Maintenance 121,096 119,801 113,195
Depreciation and Amaortization 75,834 69,154 58,201
Taxes Other than Income 11,134 9,124 7,920
Income Tax Expense of ATC LLC 896 . -

Total Operating Expenses 208,960 198,179 179,406

Operating Income 257,611 209,840 161,339

Other Income (Expense), Net (514) 78 (1,740)
Allowance for Equity Funds Used During Construction - - 3,711
Total Other Income (Expense) (514) 78 1,971

Earings Before Interest and Members' Income Taxes 257,097 209,918 163,310

Interest Expense

Interest Expense 69,135 58,238 49,228
Allowance for Borrowed Funds Used During Gonstruction (83) (3,109) {7,833)

Net Interest Expense 69,052 55,829 41,395
Earnings Before Members' Income Taxes $188,045 $154,089 $121,.915

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



American Transmission Company LLC

Statements of Cash Flows
For the Years Ended December 31, 2008, 2007 and 2006

{In Thousands)

2008 2007 2006
" _
Cash Flows from Operating Activities
Earnings Before Members' Income Taxes $188,045 $154,089 $121,915
Adjusiments to Reconcile Eamings Before Mambers' income Taxas 1o Net
Cash Provided by Operating Activities-
Depreciation and Amortization 75,834 69,154 58,291
Bond Discount and Debt |ssuance Cost Amortization 831 698 638
Provision for Deferred Income Taxes of ATC LLG, Net 504 - -
Allowance for Equity Funds Used During Construction - - (3,711)
Change in-
Accounts Receivable (9,437) (7,261) (3,496)
Other Current Assels (534) (1,783) (760)
Accounts Payable {8,482) 6,883 2,806
Accrued Liabilities 14,409 6,684 (2,557)
Other, Net 2,842 10,663 (5,726)
Total Adjustments 75,967 85,038 45,485
Net Cash Provided by Operating Activities 264,012 239127 167,400
‘Cash Flows from Investing Activities
Capital Expenditures for Properiy, Plant and Equipment (364,653) {407,071} {348,620)
Proceeds from the Sale of Property, Plant and Equipment 5125 - -
Allowance for Borrowed Funds Used During Construction (83) {3,109 (7.833)
Net Cash Used in Investing Activities {369,611) {410,180} {356,453)
Cash Flows from Financing Activities
Distribution of Eamings to Members {140,828) {116,345} (93,708)
Issuance of Membership Units for Cash 97,985 66,643 128,277
Return of Capital to Tax-exempt Members (8,553) - -
Issuance {Repayment) of Short-term Debt, Net 17,710 (90,574) 136,838
issuance of Long-term Debt, Net of Issuance Costs 208,675 248,266 -
Advances Received Under Interconnection Agreements 31,493 63,157 17,661
Payments Made Under Interconnection Agreaments {111,382) -
Other, Net 388 (35} 37
iNet Gash Provided by Financing Activities 95,488 171,112 189,105
‘Net Change in Cash and Cash Equivalents (111) 59 52
Cash and Cash Equivalents, Beginning of Period 111 52
Cash and Cash Equivalents, End of Period $ - $111 $52

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




American Transmission Company LLC

Balance Sheets
As of December 31, 2008 and 2007
{In Thousands}
ASSETS 2008 2007
L
Propetty, Plant and Equipment
Transmission Plant $2,734,630 $2,423,654
General Plant 84,165 85,239
Less- Accumulated Depreciation (659,075) (617,149)
2,159,629 1,891,744
Construction Work in Progress 303,965 288,949
Nei Praperty, Plant and Equipment 2,463,584 2,180,693
Current Assets
Cash and Cash Equivalents - 11
Accounts Receivable 46,028 43,089
Prepaid Expenses 2,886 1,670
Cther Current Assets 1,777 2,559
Total Current Assets 50,791 48,329
Regulatory and Other Assets
Regulatory Assets 8,252 965
Other Assels 8,188 7312
Total Reguiatory and Other Assets 16,440 8.277
Total Assets $2,530,825 $2,237,299
MEMBERS' EQUITY AND LIABILITIES
Capitalization
Members' Equity $1,049,222 $912,573
Long-term Debt 1,109,397 899,127
Total Capitalization 2,158,619 1,811,700
Current Liabifities
Accounts Payable 41,493 65,575
Accrued Inierest 19,260 20,306
Other Accrued Liabilities 40,622 31,446
Current Portion of Regulatory Liabilities 19,953 -
Short-term Debt 123578 105,489
Current Pertion of Advances Under Interconnection Agreements 7,129 94,199
Total Current Liabilities 252,035 317,105
Regulatory and Other Long-term Liabilities
Regulatory Liabilities 66,067 68,914
Other Long-term Liabiliies 54,104 38,580
Total Regulatory and Other Long-term Liabilities 120,171 108,494
Commitments and Contingencies {see Notes)
Total Members’ Equily and Liabilities $2,530,825 $2,237,209

The accompanying notes are an integral part of these financial statements.
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American Transmission Company LLC

Statements of Changes in Members’ Equity
For the Years Ended December 31, 2008, 2007 and 2006

{in Thousands)

Members’ Equity as of December 31, 2005

$650,826
Membership Units Outstanding at December 31, 2005 45,264
Issuance of Membership Units $128,277
Eamings Before Members' Income Taxas 121,915
Distribution of Earnings to Members (93,708)
Members’ Equily as of December 31, 2006 $807,310
Membership Units Outstanding at December 31, 2006 55,665
Issuance of Membership Units $67,519
Earnings Before Members' Ingome Taxes 154,089
Distribution of Eamings to Members (116,345)
Members’ Equity as of December 31, 2007 $912,573
Membership Units Quistanding at December 31, 2007 60,769
Issuance of Membership Units $97,985
Return of Capital to Tax-exempt Members (8,553)
Earnings Before Members' Ingome Taxes 188,045
Distribution of Eamnings to Members (140,828)
Members’ Equity as of December 31, 2008 $1,049,222

Membership Units Qutstanding at December 31, 2008 68,089

The accompanying neles are an integral part of these financial siatements.
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American Transmission Company LLC

Notes to Financial Statements
December 31, 2008

(1) Nature of Operations and Summary of Significant Accounting Policies

(a)

General

American Transmission Company LLC ("the Company”) was organized, as a limited liability company under
the Wisconsin Limited Liability Company Act, as a single-purpose, for-profit electric transmission company.
The Company's purpose is to plan, construct, operate, own and maintain electric transmission facilities to
provide for an adequate and reliable transmission system that meets the needs of all users on the system
and supports equal access to a competitive, wholesale electric energy market.

The Company owns and operates the electric transmission system, under the direction of the Midwest
Independent Transmission System Operator, Inc. (“MISO™, in parts of Wisconsin, lliinois, Minnesota and the
Upper Peninsula of Michigan. The Company is subject to requlation by the Federal Energy Regulatory
Commission (“FERC") as to rates, terms of service and financing and by state regulatory commissions as to
other aspects of business, including the construction of electric transmission assets.

The Company's members are also its primary customers, accounting for over 90% of the Company’s
operating revenues. The rates for these transmission services are subject to review and approval by the
FERC. In addition, several members provide a substantial amount of operations, maintenance and
construction services to the Company. The agreements under which these services are provided are
subject to review and approval by the Public Service Commission of Wisconsin (“PSCW"). See note (8) for
details of the various transactions between the Company and its members.

Corporate Manager

The Company is managed by a corporate manager, ATC Management Inc. (“Management Inc."). The
Company and Management Inc. have common ownership and operate as a single functional unit. Under
the Company’s operating agreement, Management Inc. has complete discretion over the business of the
Company and provides all management services to the Company at cost. The Company itself has no
employees and no governance structure separate from Management Inc. The Company's operating
agreement establishes that all expenses of Management Inc. are the responsibility of the Company. These
expenses consist primarily of payroll, benefits, payroll-related taxes and other employes related expenses.
All such expenses are recorded in the Company's accounts as if they were direct expenses of the
Company. As of December 31, the following net payables to Management Inc. were included in the
Company's balance sheets (in thousands):



2008 2007

Accrued Liabilities $14,922 $13,029
Other Long-term Liabilities 11,045 3,831
Net Amount Payable to Management Inc. $25,967 $16,860

Amounts included in accrued liabilities are primarily payroll and benefit-related accruals. Amounts included
in other long-term liabilities relate primarily to certain long-term compensation arrangements covering
Management Inc. employees, as described in note (2), offset by a $12.7 million and $10.8 million receivable
as of December 31, 2008 and 2007, respectively, for income taxes paid on Management Inc.’s behalf by the
Company. The income taxes paid are due to temporary differences relating to the tax deductibility of certain
employee-related costs. As these temporary differences reverse in future years, Management Inc. will
receive cash tax benefits and will then repay the advances from the Company.

Revenue Recognition

Wholesale electric transmission service for utilities, municipalities, municipal electric companies, electric
cooperatives and other eligible entities is provided through the Company’s facilities under the MISQ Open
Access Transmission Tariff regulated by FERC. The Company charges for these services under FERC-
approved rates. The tariff specifies the general terms and conditions of service on the transmission system
and the approved rates set forth the calculation of the amounts to be paid for those services. The
Company’s revenues are derived from agreements for the receipt and delivery of electricity at points along
the transmission system. The Company does not take ownership of the electricity that it transmits.

The Company’s formula rate tariff includes a trug-up provision that meets the requirements of an alternative
revenue program set forth in the Financial Accounting Standards Board’s (“FASB") Emerging Issues Task
Force Abstract No. 92-7, “Accounting by Rate Reguiated Utilities for the Effects of Certain Alternative
Revenue Programs.” Accordingly, revenue is recognized for services provided during the reporting period
based on the revenue requirement formula in the tariff. The Company accrues or defers revenues to the
extent that the actual revenue requirement for the reporting period is higher or lower, respectively, than the
amounts hilled during the reporting period. The accumuiated frue-up balance is recorded as a regulatory
liability in the balance sheet if the revenue requirement is lower than the amount billed during the reporting
period. If the revenue requirement exceeds the amount billed for the reporting period, the accumuiated
balance is classified as a regutatory asset in the balance sheet. The true-up amount will automatically be
reflected in customer bills within two years.

Under the true-up mechanism, as originally authorized, the Company was permitted to include any over-
collected amounts in billings two fiscal years subsequent to the year in which the over-collection occurred.
On December 20, 2005, FERC approved an amendment to the true-up provision that would allow the
acceleration of future refunds at the Company's discretion. True-up collections, however, remain on a one
year lag, as the original tariff language provided. During 2008, the Company billed and collected $15.5
million more than the calculated revenue requirement and will refund this amount to network customers in
2009, with interest. The Company over-collected $4.3 million in 2007 and under-collected $6.0 million in
2006. The net of these amounts, plus interest, was collected from network customers in 2008.



On October 10, 2008 the Company made a filing with FERC requesting approval of a true-up provision in
the regional cost-sharing provisions of the tariff,. FERC issued an order on December 19, 2008 approving
the Company’s true-up provision for MISO regional cost-sharing revenues. Accordingly, the Company
expects to refund $3.6 million related to 2007, plus accrued interest, to regional customers in 2009.
Additionally, the Company expects to refund $0.8 million related to 2008, plus accrued interest, to regional
customers in 2010, The Company has recorded these amounts as regulatory liabilities in the balance sheet.

The Company records a reserve for revenue subject to refund when such refund is probable and can be
reasonably estimated.

Transmission and General Plant and Related Depreciation

Transmission Plant is recorded at the original cost of construction. Assets transferred to the Company
primarily by its members, which include investor-owned utilities, municipalities, municipal electric companies
and electric cooperatives, have been recorded at their original cost in property, plant and equipment with the
related reserves for accumulated depreciation also recorded.

The original cost of construction includes materials, construction overhead, outside contractor costs and, for
projects on which construction began prior to January 1, 2004, an allowance for funds used during
construction (See note 1(f)). Additions to, and significant replacements of, transmission assets are charged
to property, plant and equipment at cost; replacement of minor items is charged to maintenance expense.
The cost of fransmission plant is charged to accumulated depreciation when an asset is retired.

The provision for depreciation of transmission assets is an integral part of the Company's cost of service
under FERC-approved rates. Depreciation rates include estimates for future removal costs and salvage
value. Amounts collected in depreciation rates for future removal costs are included in regulatory liabilities
in the balance sheet, as described in note 1(i). Removal costs incurred are charged against the regulatory
liability. Depreciation expense, including a provision for removal costs, as a percentage of average
transmission plant was 2.66%, 2.65%, and 2.67% in 2008, 2007 and 2006, respectively.

General plant, which includes buildings, office furniture and equipment, computer hardware and software, is

recorded af cost. Depreciation is recorded at straight-ling rates over the estimated useful lives of the assets,
which range from three to forty years.

Asset Retirement Obligations

Consistent with Statement of Financial Accounting Standards No. 143 ("SFAS 143", “Accounting for Asset
Retirement Obligations” and FASB Interpretation No. 47 (“FIN 47"), “Accounting for Conditional Asset
Retirement Qbligations,” the Company records a liability at fair value for a legal asset retirement obligation
("ARQ"} in the period in which it is incurred. When a new legal obligation is recorded, the costs of the
liability are capitalized by increasing the carrying amount of the related long-lived asset. The liability is
accreted to its present value each period and the capitalized cost is depreciated over the useful life of the
related asset. In accordance with SFAS 71, "Accounting for the Effects of Certain Types of Regulation,”
("SFAS 71") the Company recognizes regulatory assets or liabilities, as described in note 1(i), for the timing
differences between when i recovers the ARO in rates and when it recognizes these costs under SFAS
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143. At the end of the asset's useful life, the Company settles the obligation for its recorded amount and
records the gain or loss in the appropriate regulatory account.

The Company has recognized ARQ's primarily related to asbestos and polychlorinated biphenyls (‘PCB's")
contained in its electrical equipment. ARO’s are recorded as long-term lighilities on the balance sheet. The
following table describes all changes to ARQ's for the three year period ended December 31, 2008 (in
thousands):

2008
Asset Retirement Obligations at December 31, 2005 $1,602
Accretion 358
Liabilities Incurred 238
Liabilities Settfed (360)
Asset Retirement Obligations at December 31, 2008 $1,838

Allowance for Funds Used During Construction

Allowance for funds used during construction ("AFUDC"} represents the composite cost of the debt used to
fund the construction of transmission assets and a return on members' capital devoted to construction. The
portion of the aflowance that applies to borrowed funds is presented in the statements of operations as a
reduction of interest expense; the return on members’ capital is presented as other income.  Although the
allowance does not represent current cash income, it is recovered under the ratemaking process over the
service lives of the related assets. in accordance with FERC Order 561, the Company capitalized AFUDC
at the following average rates in 2008, 2007 and 2006:

2008 2007 2006

Debt Rate 4.0% 5.2% 4.8%
Equity Rate - - 1.3%
Total Rate 4.0% 5.2% 6.1%

Beginning January 1, 2004, the Company was allowed to include Construction Work in Progress (“CWIP™) in
its rate base and earn a current return on construction projects that commenced construction after
December 31, 2003, in fieu of capitalizing AFUDC to the projects. Accordingly, the Company has not
accrued AFUDC on projects earning a current return, nor has it capitalized interest in accordance with SFAS
No. 34, “Capitalization of Interest Cost." At December 31, 2008, there was no CWIP accruing AFUDC as
compared to $49.9 million of CWIP accruing AFUDC at December 31, 2007. Amounts of CWIP earning a
current retumn as a component of rate base were $258.0 million and $115.1 milion as of December 31, 2008
and 2007, respectively. Additionally, amounts of CWIP related to generator interconnection agreements,
which neither accrue AFUDC nor are included as a component of raie base (see note 1(g) below), were
$45.4 million and $123.9 million at December 31, 2008 and 2007, respactively.
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(9) Interconnection Agreements

The Company has entered into a number of interconnection agreements with entities planning to build
generation plants within the Company's service territory. The Company will construct the transmission
network upgrades and interconnection facilities to accommodate these new generation plants; however, the
generator will finance and bear all financial risk of constructing the transmission facilities under these
agreements. The Company will own and operate the transmission facilities when the generation plants
become operational and will reimburse the generator for construction costs plus interest. If the generation
plants do not become operational, the Company has no obligation to reimburse the generator for costs
incurred during construction.

In cases in which the Company is contractually obligated to construct the interconnection fagilities, the
Company receives cash advances for construction costs from the generators. During construction, the
Company includes actual costs incurred in CWIP. The Company records liabilities for the cash advances
from the generators, along with accruals for interest. The accruals for interest are capitalized, in fieu of
AFUDC, and included in CWIP.

At December 31, 2008 and 2007, amounts included in CWIP related to generator interconnection
agreements were $45.4 million and $123.9 million, respectively. Similarly, at December 31, 2008 and 2007,
liabilities for generator advances, including accrued intersst, totaled $46.6 million and $129.0 million,
respectively. Of these amounts, $7.1 million and $94.2 miflion were included in current liabilities at
December 31, 2008 and 2007, respectively, and $39.5 million and $34.8 million were included in other long-
term liabilities at December 31, 2008 and 2007, respectively.

(h) Cash and Cash Equivalents

Cash and cash equivalents include highly liquid investments with original maturities of three months or less.

The Company paid cash for interest in the amounts of $68.5 million, $48.7 million and $48.6 million during
2008, 2007 and 20086, respectively.

At December 31, 2008, 2007 and 2006, construction costs funded through accounts payable and accrued
liabilities were $61.1 million, $66.8 million and $72.2 million, respectively. Accordingly, these non-cash
investing activities are not reported in the statements of cash flows until the period in which the payables are
paid.

During 2007 and 20086, the Company issued $0.9 million and $0.1 million, respectively, of membership units
to members in return for transmission assets. These non-cash investing activities are not reported in the
statements of cash flows.

() Regulatory Accounting

The Company’s accounting policies conform to SFAS 71, Accordingly, assets and liabifities that result from
the regulated ratemaking process are recorded that would otherwise not be recorded under accounting
principles generally accepted in the United States of America for non-regulated companies. Certain costs
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are recorded as regulatory assets as incurred and are recognized in the statements of operations at the time
they are reflected in rates. Regulatory liabilities represent amounts that have been collected in current rates
to recover costs that are expected to be incurred, or refunded to customers, in future periods.

In accordance with SFAS 158, "Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R)" (“SFAS 158",
the Company recognizes the under-funded status of its postretirement benefit plan, measured as the
amount by which its accumulated postretirement benefit obligation exceeds the fair value of the assets that
fund its plan. Since the Company expects to recover these amounts in future rates, a regulatory asset has
been established for an amount equal to the SFAS 158 liability. For additional discussion and disclosures
related to SFAS 158, see note 2. As of December 31, requlatory assets included the following amounts {in
thousands):

2008 2007
2006 Network Revenue True-up Collected in 2008, including interest $ - $6,309
2007 Network Revenue True-up Refunded in 2008, including interest - (4,475)
Recognition of Under-funded Postretirement Benefit Plan in Accordance
with SFAS 158 8,252 965
Total Regulatory Assets $8,252 $2,799

As of December 31, these amounts were classified in the balance sheet as follows (in thousands):

2008 2007
Other Current Assets $§ - $1,834
Regulatory Assets 8,252 965
Total Regulatory Assets $8,252 $2,799

The Company has recorded a regulatory liability for the cumulative difference between amounts recognized
for ARO’s under SFAS 143 and FIN 47 and amounts recovered through depreciation rates related to these
obligations. In addition, as described in note 1(d), the Company's depreciation rates include an estimate for
future asset removal costs which do not represent SFAS 143 or FIN 47 obligations. The cumulative
amounts that have been collected for future asset removal costs are also reflected as regulatory liabilities.
As of December 31, regulatory liabilities included the following amounts (in thousands):
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2008 2007

2007 Regional Cost-sharing Revenue True-up to be Refunded in 2009,

including interest $3,994 $3,736
2008 Network Revenue True-up o be Refunded in 2009, including

interest 15,959
2008 Regional Cost-sharing Revenue True-up to be Refunded in 2010,

including interest 817 -
Non-ARQO Removal Costs Recovered through Rates 63,745 63,516
Cumulative Difference between ARO Costs Recovered through Rates and

ARO Recognition under SFAS 143/FIN 47 1,505 1,662

Total Regulatory Liabilities $86,020 $68,914

As of December 31, these amounts were classified in the balance sheet as follows (in thousands):

2008 2007
Current Liabilities $19,953 $ -
Regulatory Liabilities 56,067 68,914
Total Regulatory Liabilities $86,020 $68,914

The Company continually assesses whether regulatory assets continue to meet the criteria for probability of
future recovery. This assessment includes consideration of factors such as changes in the regulatory
environment, recent rate orders to other regulated entities under the same jurisdiction and the status of any
pending or potential deregulation tegislation. If future recovery of certain regulatory assets becomes
improbable, the affected assets would be written off in the period in which such determination is made.

Other Assets

As of December 31, other assets were comprised of the following (in thousands):

2008 2007
Unamortized Debt Issuance Costs $6,338 $5,683
Deferred Project Costs 1,639 1,475
Unamortized Line of Credit Fees 61 104
Other 150 150
Other Assets $8,188 $7,312

Deferred project costs are expenditures directly attributable to the construction of transmission assets.
These costs are recorded as other assets in the balance sheet until all required regulatory approvals are
obtained and construction begins, at which time the costs are transferred to CWIP. Beginning January 1,
2004, the Company was allowed to expense and recover in rates, in the year incurred, certain preliminary
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survey and investigation costs related to study and planning work performed in the early stages of
construction projects. Other costs, such as advance equipment purchases and expenditures related to
generator interconnection projects, continue to be deferred as described above. Approximately $4.0 miliion,
$7.6 million and $10.4 million of preliminary survey and investigation costs are included in operations and
maintenance expense for 2008, 2007 and 2006, respectively.

Impairment of Long-lived Assets

The Company reviews the carrying values of long-lived assets for impairment whenever events or changes
in circumstances indicate that the carrying values may not be recoverable under SFAS 71. Impairment
would be determined based upon a comparison of the undiscounted future operating cash flows to be
generated during the remaining life of the assets to their carrying amounts. An impairment loss would be
measured as the amount that an asset’s carrying value exceeds its fair value. As long as its assets continue
to be recovered through the ratemaking process, the Gompany believes that such impairment is unlikely.

Income Taxes

The Company is a limited liability company that has elected to be treated as a partnership under the Interal
Revenue Code and applicable state statutes. The Company’s members (except certain tax-exempt
members) report their share of the Company's earnings, gains, losses, deductions and tax credits on their
respective federal and state income tax returns. Earnings before members’ income taxes reported on the
staiements of operations is the net income of the Company. Accordingly, these financial statements do not
include a provision for federal income tax expense and only include a provision for income taxes for the state
of Michigan in 2008 since the Company became subject to the new Michigan Business Tax ("MBT")
beginning January 1, 2008. Under the MBT, limited liability companies like the Company are considered
taxable entities. The income tax expense included in this report is derived using the liability method as
prescribed by SFAS 109, “Accounting for Income Taxes” ("SFAS 109"). Under this method, deferred income
taxes have been recorded using cutrent enacted tax rates for the differences between the tax basis of the
Company’s assets and liabilities and the basis reported in the financial statements. See note 6 for further
discussion of income taxes and the MBT.

{m) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to apply policies and make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the
date of the financial staterents and the reported amounts of revenues and expenses during the reporting
period. Estimates are used for items such as depreciable lives of property, plant and equipment, removal
costs and salvage associated with asset retirements, tax provisions included in rates, aciuarially-determined
benefit costs and accruals for construction costs and operations and maintenance expenses. As additional
information becomes available, or actual amounts are determined, the recorded estimates are revised.
Consequently, operating results can be affected by revisions to prior accounting estimates.
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(n) New Accounting Pronouncements

In September 2008, the FASB issued SFAS 157, “Fair Value Measurements” ("SFAS 157"). SFAS 157
defines fair value, establishes a framework for measuring fair value in accounting principles generally
accepted in the United States, and expands disclosures about fair value measurements. SFAS 157 applies
under other accounting pronouncements that require or permit fair value measurements. The Company was
required to adopt SFAS 157 for the fiscal year beginning January 1, 2008; however, during the first quarter
of 2008, the FASB issued Staff Position FAS 157-b, “Effective Date of FASB Statement 157,” which delayed
adoption of SFAS 157 until fiscal years beginning after November 15, 2008 for non-financial assets and
liabilities, including ARQ's initially measured at fair value under SFAS 143. As the Company currently has
no financial assets or liabilities measured at fair value, the only effect on the Company from the adoption of
SFAS 157 will be from the fair value measurement of any new ARQ’s or increases in cash flow estimates
after the adoption date. Therefore, the Company has elected to delay adoption of SFAS 157 for its ARO's
and other non-financial assets and liabilities until January 1, 2009. Adoption of SFAS 157 is not expected to
have a material effect on the Company’s financial position, results of operations or cash flows.

In February 2007, FASB issued SFAS 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115" (“SFAS 159"), SFAS 159 allows entities
to choose to measure some financial instruments and certain other items at fair value in an effort to
minimize volatility in earnings caused by measuring assets and liabilities differently. SFAS 159 became
effective for the Company during the quarter ended March 31, 2008. The Company did not adopt the
provisions of SFAS 159 for any of its financial assets or liabilities.

(2} Benefits

Management Inc. sponsors several benefit plans for its employees. These plans include certain postretirement
healthcare benefits. The weighted average assumptions related to the postretirement healthcare benefits, as of
the measurement date, are as follows:

2008 2007 2006
Discount Rate 5.90% 6.75% 6.00%
Medical Cost Trend:
Initial Range 9.00% 9.00% 10.00%
Ultimate Range 5.00% 5.00% 5.00%
Long-term Rate of Return on Plan Assets 6.00% 6.00% 6.00%
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Prior to 2007, the Company had been measuring plan assets and benefit obligations as of September 30. Upon
adoption of the measurement date provisions of SFAS 158, effective December 31, 2007, the Company began
measuring plan assets and benefit obligations as of December 31 and recognized fifteen months of net periodic
postretirement healthcare benefit cost in its 2007 statement of operations. The components of Management
Inc.’s postretirement healthcare benefit costs for 2008, 2007 and 2006 are as follows (in thousands):

2008 2007 2006

Service Cost $1,260 $1,471 $1,059
Interest Cost 884 864 613
Amortization of Prior Service Cost 250 313 250
Amortization of Net Actuarial Loss / (Gain) (1) 3 48
Expected Return on Plan Assets (711) (683) (378)
Net Periodic Postretirement Cost $1,682 $1,968 $1,592

To recognize the under-funded status of its postretirement healthcare benefit plan in accordance with SFAS 158,
the Company recorded long-term liabilities at December 31 of $8.8 million and $1.5 million for 2008 and 2007,
respeclively. In addition, the Company had the following amounts not yet reflected in net periodic benefit cost
and included in regulatory assets at December 31 (in thousands):

2008 2007
Prior Service Cost $938 $1,189
Accumulated Loss / {Gain) 7,314 (224)
Regulatory Asset for Amounts Recoverable in Future Rafes $8,252 $965

The assumed medical cost frend rates are critical assumptions in determining the service and interest cost and
accumulated postretirement healthcare benefit obligation. A one percent change in the medical cost trend rates,
holding all other assumptions constant, would have the following effects for 2008 (in thousands):

One Percent One Percent

Increase Decrease
Effect on Total of Service and Interest Cost Components $557 $(419)
Effect on Postretirement Benefit Obligation at the End of Year $4,263 $(3,270}

In 2008, the Company will recognize the following amounts in its net periedic postretirement healthcare benefit
cost (in thousands):

Prior Service Cost $250
Net Actuarial Loss 142
$392
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A recongiliation of the funded status of the Company’s postretirement benefit plan for the year ended on the
measurement date to the amounts recognized on the Company's balance sheet as of December 31 is as follows
(in thousands):

2008 2007
Change in Projected Benefit Obligation:
Accumulated Postretirement Benefit Obligation at January 1 $13,144 $11,552
Service Cost 1,260 1,471
Interest Cost 884 864
Benefits Paid (47) (39}
Actuarial Losses / {Gains) 3,127 (704}
Benefit Obligation at December 31 $18,368 $13,144
Change in Plan Assets:
Fair Value of Plan Assets at January 1 $11,686 $8,473
Employer Contributions 1,641 2,249
Actual Return on Plan Assets (Net of Expenses) (3,699) 996
Net Benefits Paid (41} (32)
Fair Value at December 31 $9,587 $11,686
Funded Status at December 31 $(8,781) $(1,458)

The Company anticipates contributing $2.7 million to the plan for postretirement medical obligations during 2009.

The Company anticipates retiree benefit payments for the next ten years to be as follows {in thousands):

2009 $144
2010 191
2011 260
2012 306
2013 387
2014-2018 3,099
Total $4,387
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To fund postretirement medical obligations, the Company contributed to the VEBA and 401(h} trusts in 2008 and
2007. The frusts are discretionary trusts with a long-term investment objective to preserve and, if possible,
enhance the post-inflation value of the trusts’ assets, subject to cash flow requirements, while maintaining an
acceptable level of volatility. The composition of the fair value of total plan assets held in the trusts as of
December 31, along with targeted allocation percentages for each major category of plan assets in the trusts,
are as follows:

2008 2007 Target Range
U.S. Equities 52% 46% 50% +-5%
Non-U.S. Equities 10% 15% 15% +-4%
Fixed Income 38% 309% 35% +-5%
100% 100% 100%

Management Inc. sponsors a defined contribution money-purchase pension plan, in which substantially all
employees participate, and makes contributions to the plan for each paricipant based on several factors.
Contributions made by Management Inc. to the plan totaled $2.3 million, $2.2 million and $2.0 million in 2008,
2007 and 2006, respectively.

Certain management employees who agreed to leave their prior employers and become employees of
Management Inc. receive pension benefits from Management Inc. that are at least equal to the benefits the
employees would have received under the pension ptans of their prior employers. The Company accounts for
the benefits as individual deferred compensation arrangements under Accounting Principles Board Opinion No.
12, "Omnibus Opinion.” As of December 31, 2008 and 2007, $5.4 million and $3.8 million, respectively, were
included in other long-term liabilities related to this plan. The Company has not funded these arrangements.

Management Inc. also provides a deferred compensation plan for certain employees. The plan allows for the
elective deferral of a portion of an employee’s base salary and incentive compensation and also contains a
supplemental retirement and 401(k) component. Deferred amounts are taxable to the employee when paid, but
the Company recognizes compensation expense in the period earned. As of December 31, 2008 and 2007,
$9.1 million and $7.7 million, respectively, were included in other long-term liabilities related to this deferred
compensation plan. Amounts charged to expense, including interest accruals, were $1.4 million in 2008 and
$1.1 million in both 2007 and 2006.

(3) Members’ Equity

The Company’s members include investor-owned utilities, municipalities, municipal electric companies and
electric cooperatives. Each member was issued membership interests in proportion to the value of transmission
assets and/or cash it contributed to the Company.

On February 20, 2008, the Company's voting members unanimously approved an amendment to the Company’s
operating agreement (“the Amendment”} which changes certain earnings and income tax allocation provisions.
The purpose of the Amendment is to allocate income tax expense recovered by the Company in its FERC
formula rates to those members that will ultimately pay such income taxes; previously a portion of income tax
recoveted was allocated to tax-exempt members. The Amendment changes the operating agreement in a
manner that is consistent with FERC's Policy Statement on income taxes issued May 4, 2005. In September
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2007, the Company received a favorable private letter ruling on a request it submitted to the Internal Revenue
Service in the first quarter of 2007 related to this allocation methodology. The ruling gave the Company the
flexibility to enact the Amendment without adverse income tax impacts to its members. Any changes to the
operating agreement require the approval of the PSCW. On September 30, 2008, the Company received a
written order from the PSCW approving the Amendment. The provisions of the Amendment were applied
retroactive fo January 1, 2008. Because the Amendment causes all income taxes recovered in rates to be
allocated to taxable members, it resulted in a greater percentage of the Company's earnings being subject to
federal and state income taxes; accordingly, the Company recovered $3.3 million of additional income tax
expense through its formula rates in 2008 based on the approval of the Amendment by the PSCW. Also as a
result of the Amendment, the Company made an $8.6 million return of capital distribution to its tax-exempt
members during the fourth quarter of 2008.

Distribution of earnings to members is at the discretion of Management Inc. The operating agreement of the
Company established a target for distribution of 80% of annual earnings before tax. During 2008, 2007 and
2006, the Company distributed $140.8 million, $116.3 million and $93.7 million, respectively, of its earnings o its
members. The board of directors approved a distribution for the fourth quarter of 2008, in the amount of $40.2
million, on January 28, 2009, bringing the total distributions for 2008 to 80% of eamings before members’
income tax.

(4) Debt
(a) Credit Facilities

The Company's $275 million, five year revolving credit facility provides backup liquidity to its commercial
paper program. While the Company does not intend to borrow under the revolving credit facility, interest
rates on outstanding borrowings under the facility would be based on the London Inter-bank Offered Rate
plus a margin. The applicable margin is based on the Company's debt rating from Moody’s and Standard
and Poor's and ranges from 0.13% to 0.35%. The Company had no borrowings outstanding under the
credit facility as of December 31, 2008 and 2007. |f the Company would have had outstanding borrowings
on the facility at December 31, 2008 or December 31, 2007, the rate associated with those borrowings
would have been 0.64% and 4.75%, respectively.

Lehman Brothers Holdings Inc. (“Lehman”) filed for bankruptcy court protection on September 15, 2008.
Lehman is an affiliate of Lehman Brothers Bank, FSB (“Lehman Bank”), which has a commitment of $35
million under the credit facility. Although Lehman Bank is not currently in bankruptcy, the Company has
been informed by its representatives that Lehman Bank will not advance funds if called upon under the
facility. As such, the Company’s credit facility effectively provides a reduced amount of $240 million of
liquicity at the present time. The terms of the agreement allow the Company to increase the amount
available under the facility by increasing the commitments of current lenders or by adding lenders to the
agreement under the same terms. The agreement also allows a lender to assign its commitment to another
lender. The Company intends to replace the $35 million Lehman Bank commitment under one of these
provisions; however it cannot provide any assurance that another financial institution will extend this amount
of credit to the Company under current credit market conditions.

The revolving credit facility contains restrictive covenants, including restrictions on liens, certain mergers,
sales of assets, acquisitions, investments, transactions with affiliates, change of control, conditions on
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prepayment of other debt, the requirement that the Company meet a debt to total capitalization ratio of no
more than 65% and certain financial reporting requirements.  The revolving credit facility provides for
certain customary events of default, none of which occurred during the periods covered by these financial
statements.

Commercial Paper

The Company has a $275 million unsecured, private placement, commercial paper program. Investors are
limited to qualified institutional buyers and institutional accredited investors. Maturities may be up to 364
days from date of issue with proceeds to be used for working capital and other capital expenditures. Pricing
is par less a discount or, if interest bearing, at par. The Company had $123.0 million of commercial paper
outstanding as of December 31, 2008 at an average rate of 0.87% and $105.5 million of commercial paper
outstanding as of December 31, 2007 at an average rate of 4.00%. As defined by the commercial paper
program, no customary events of default took place during the periods covered by the accompanying
financial statements.

Long-term Debt

The following table summarizes the Company’s long-term debt commitments as of December 31 (in
thousands):

2008 2007
Senior Notes at stated rate of 7.125%, due March 15, 2011 $300,000 $300,000
Unamortized Discount (649) (910)
2993561 299,090
Senior Notes at stated rate of 7.02%, due August 31, 2032 50,000 50,000
Senior Notes at stated rate of 6.79%, due on dates ranging from
August 31, 2024 to August 31, 2043 100,000 100,000
Senior Notes at stated rate of 4.992%, due April 15, 2015 100,000 100,000
Senior Notes at stated rate of 5.59%, due December 1, 2035 100,000 100,000
Senior Notes at stated rate of 5.91%, due August 1, 2037 250,000 250,000
Senior Notes at stated rate of 5.58%, due April 30, 2018 200,000
Business Note at stated rate of 5.75%, due May 1, 2011 10,000 -
Other Long-term Notes Payable 46 37
Net Long-term Debt $1,109,397 $899,127

The senior notes rank equivalent in right of payment with all of the Company’s existing and future
unsubordinated, unsecured indebtedness and senior in right of payment to all subordinated indebtedness of
the Company.

The senior notes contain restrictive covenants, which include restrictions on liens, certain mergers and sales

of assets and require certain financial reporting. The notes also provide for certain customary events of
default, none of which have taken place during the periods covered by the accompanying financial
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statements.  Within the next five years, $300 million of principal of the senior notes and the $10 million
business note will become due.

The senior notes contain an optional redemption provision whereby the Company is required to make the
note holders whole on any redemption prior to maturity. The notes may be redeemed at any time, at the
Company's discretion, at a redemption price equal to the greater of one hundred percent of the principal
amount of the notes plus any accrued interest or the present value of the remaining scheduled payments of
principal and interest from the redemption date to the maturity date discounted to the redemption date on a
semi-annual basis at the then existing treasury rate plus 30 to 50 basis points, plus any accrued interest.

During February 2009, the Company entered into an agreement with a group of investors, through a private
placement offering, to issue $150 million of 10 year, unsecured 5.40% senior notes. The closing and initial
funding of $115 million is scheduled to occur on March 16, 2009. The second funding of $35 million is
scheduled to take place on May 15, 2003. The notes will pay interest semi-annually on May 15 and
November 15 and will mature on May 15, 2019.

In April 2008, the Company entered into an agreement with a group of investors, through a private
placement offering, to issue $200 million of 10 year, unsecured 5.58% senior notes. The closing and
funding occurred on April 30, 2008. The notes pay interest semi-annually on April 30 and October 30 and
will mature on Aprit 30, 2018.

In April 2008, the Company entered into an agreement with a local community bank to issue a $10 million,
three year, unsecured 5.75% business note. The closing and funding took place on April 29, 2008. The
note pays interest monthly and will mature on May 1, 2011.

During the first quarter of 2007, the Company entered into an agreement with a group of investors, through
a private placement offering, to issue $250 miltion of 30 year, unsecured 5.91% senior notes. The closing
and initial issuance of $75 million occurred on February 20, 2007. The second draw, also in the amount of
$75 million, took place on May 1, 2007 and the final draw of $100 million took place on August 1, 2007. The
notes pay interest semi-annually on February 1 and August 1 and will mature on August 1, 2037.

(5) Fair Value of Financial Instruments

The carrying amount of the Company’s financial instruments included in current assets and current liabilities
approximates fair value due to the short maturity of such financial instruments. The fair value of the Company's
long-term debt is estimated based upon quoted market values for the same or similar issues or upon the quoted
market prices of U.S. Treasury issues having a similar term fo maturity, adjusted for the Company’s credit
ratings.

The carrying amount and estimated fair value of the Company’s long-term debt at December 31 are as follows
(in millions):

2008 2007
Carrying amount $1,100.4 $899.1
Estimated fair value $998.9 $921.9
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{6) Income Taxes

As mentioned in note 1(1), the new MBT was signed into law in July 2007 and became effective January 1, 2008.
Under the MBT, limited liability companies like the Company are considered taxable entities. As such, the
Company, and not its members, is subject to the MBT. The main provision of the MBT imposes a new two-part
tax on business income. The new tax is accounted for as an income tax under the provisions of SFAS 109. The
key features of the MBT include a business income tax and a modified gross receipts tax, with exclusions for
certain activities, During 2008, the Company's financial statements included a provision of $0.9 miltion for the
MBT. The MBT is also recovered as a component of the Company’s revenue requirement. As of December 31,
the Company had the following deferred tax amounts recorded in its statement of financial position (in
thousands):

2008 2007
Deferred Tax Liabilities $3,539 $2,670
Deferred Tax Assets (3,035) (2,670)
Net Deferred Tax Liabilities $504 $ -

The Company is allowed to recover in rates, as a component of its cost of service, its income taxes, as well as
the amount of income taxes that are the responsibility of its members. Accordingly, the Company includes a
provision for its members’ federal and state current and deferred income tax expenses and amortization of the
excess deferred tax reserves and deferred investment tax credits associated with assets transfetred to the
Company by its members in its requlatory financial reports and rate filings. For purposes of determining the
Company’s revenue requirement under FERC-approved rates, rate base is reduced by an amount equivalent to
net accumulated deferred taxes, including excess deferred tax reserves. Such amounts were approximately
$151.5 million, $134.4 miliion and $123.9 million in 2008, 2007 and 2006, respectively, and are primarily related
to accelerated tax depreciation and other plant-related differences. 2008, 2007 and 2006 revenues include
recovery of $72.5 million, $54.7 million and $41.5 million, respectively, of income tax expense. Beginning in
2008, these amounts included the impact of the MBT.

Effective January 1, 2007, the Company adopted FIN 48, “Accounting for Uncertainty in Income Taxes,” (“FIN
48"} an interpretation of SFAS 109. FIN 48 applies to all entities, including pass-through entities such as the
Company. FIN 48 provides guidance on recognition thresholds and measurement of a tax position taken or
expected to be taken in a tax return, including whether an entity is taxable in a particular jurisdiction. The
Company does not consider any of its tax positions to be uncertain, including the Company's position that it
qualifies as a pass-through entity in the federal and Wisconsin tax jurisdictions, and as a result, did not record a
cumulative effect adjustment to retained eamings at the adoption date. Additionally, the Company had no
unrecognized tax benefits and was assessed no interest or penalties during 2007 or 2008. The Company is no
longer subject to examination by the Internal Revenue Semvice or any state jurisdiction for tax years prior to
2004. In the event the Company would be assessed interest or penalties by a taxing authority related to income
taxes, interest would be recorded in interest expense and penalties would be recorded in other expense in the
statement of operations.
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(7) Commitments and Contingencies
(a) Operating Leases

The Company leases office space and certain transmission-related equipment under non-cancelable
operating leases. Amounts incurred during 2008, 2007 and 2006 totaled approximately $3.8 million, $3.1
million and $2.4 million, respectively.

Future minimum lease payments, which will be expensed as incurred, under non-cancelable operating
leases are as follows for the years ending December 31 (in millions):

2009 $4.9
2010 6.7
2011 6.6
2012 6.7
2013 5.6
Thereafter 69.7

$100.2

In January 2008, the Company entered into a lease agreement for a new system operations center and
headquarters facility with an expectation to begin occupancy in 2009. The agreement met the criteria for
treatment as an operating lease under SFAS 13, “Accounting for Leases.” Under the agreement, the
Company will incur the following future minimum lease payments, which are included in the table above (in

millions):

2009 $2.1
2010 49
2011 4.9
2012 5.0
2013 5.1
Thereafter 68.4

$90.4

(b) MISO Revenue Distribution

Periodically, the Company receives adjustments to revenues that were allocated to it by MISO in prior
periods. Some of these adjustments may result from disputes filed by transmission customers. The
Company does not expect any such adjustments to have a significant impact on its financial position, results
of operations or cash flows, as such adjustments are typically offset by its true-up provision in the revenue
requirement formula.
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(c)

Interconnection Agreements

The Company has entered into a number of interconnection agreements with entities planning to build
generation plants within the Company's service territory. The Company will construct the facilities; however,
the generator will finance and bear all financial risk of constiucting the interconnection facilities under these
agreements. The Company will own and operate the interconnection facilities when the generation plants
baecome operational and will reimburse the generator for construction costs plus interest. If the generation
plants do not become operational, the Company has no obligation to reimburse the generator for costs
incurred during construction.

The current estimate of the Company’s commitments under these agreements, if the generation plants
become operational, is approximately $56.0 million at completion, with the expected completion dates
ranging from 2009 to 2013. In addition, there may be transmission service requests that require the
Company to construct additional, or modify existing, transmission facilities to accommodate such requests.
Whether such additions or upgrades to the Company's transmission system are required depends on the
state of the fransmission system at the time the transmission service is required. Under these agreements,
the Company expects to reimburse $7.7 million to generators in 2009.

Potential Adverse Legal Proceedings

The Company has been, and will likely in the future become, party to lawsuits, potentially including suits that
may involve claims for which it may not have sufficient insurance coverage. Such litigation could include
suppliers and purchasers of energy transmitted by the Company and others with whom the Company
conducts business. The Company’s liability is limited by FERC-approved provisions of the MISO tariff that
limit potential damages to direct damages caused by the Company's gross negligence or intentional
misconduct. It is possible that the Company could be involved in claims, including claims for damages
relating to stray voltage, ground currents or other electrical phenomena for which damages may not be
limited by the FERC-approved MISQ tariff.

Environmental Matters

In the future, the Company may become party to proceedings pursuant to federal and/or state laws or
regulations related to the discharge of materials into the environment. Such proceedings may involve
property the Company acquired from the contributing utilities. Pursuant to the asset purchase agreements
executed with the contributing utilities, dated January 1, 2001, the contributing utilities will indemnify the
Company for twenty-five years from such date for any environmental liability resuliing from the previous
ownership of the property.

During construction on a project in the past, the Company discovered soil lead levels adjacent to Company
structures that exceeded applicable regulatory limits. The Company remediated the situation and recovered
nearly all of the remediation costs from the contributing utility. The Company has since entered into an
agreement with the Wisconsin Department of Natural Resources ("WDNR") that describes the Company’s
responsibilities for soil management should it identify lead-based paint on its structures and should soil lead
levels in the vicinity of structures being removed where soil is being disturbed exceed applicable regulatory
limits. The timing and amounts related to other potential future lead-based paint remediation costs are
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presently unknown. If sufficient information becomes available in the future, the Company will, af that time,
recognize a liability. The Company expects that any remediation costs for which it is not reimbursed
pursuant to the asset purchase agreements will be collected in future rates.

In December 2008, the Company reported to the U.S. Environmental Protection Agency ("EPA”) known non-
compliance matters and poiential violations involving PCB storage and disposal regulations under the
federal Toxic Substances Control Act. None of these potential violations resulted in a discharge of PCB’s
into the environment, The Company identified the potential violations during a review conducted pursuant to
its internal policies and the potential violations were reported pursuant to EPA’s Audit Policy. At this time,
the Company is awaiting an EPA response and is not able to estimate the cost of potential enforcement
actions, if any.

There is increased awareness of the effect of greenhouse gas emissions on global climate change and, as a
result, legislation is continually being intreduced in Congress and state legislatures and litigation is being
initiated based on the effects of greenhouse gas emissions. Additionally, in November 2007, govemnors
from several Midwestern states met to discuss a strategy to reduce emissions linked to global climate
change. The primary focus of such legislation and strategies, as they relate to the energy industry, is
typically around greenhouse gases such as carbon dioxide produced by fossil fuel-powered generating
plants. However, such legislation or fitigation could be expanded to encompass other greenhouse gas
emissions. Certain substation equipment on the Company’s transmission system containg a greenhouse
gas called sulfur hexafluoride ("SFg), the use of which is standard in electrical circuit breakers and buses in
the utility industry. Emissions related to SFg are not currently regulated, but any future legislation regulating
the use of SFe, if passed, could have a potential impact on the Company’s financial position, results from
operations or cash flows. The Company would seek recovery of the cost of compliance with such measures
through its rate formula.

(8) Related Party Transactions

{a} Asset Transfers and Membership Interests

On June 13, 2003, the Company acquired the Arrowhead to Weston Project (“the Project") assets from
Wisconsin Public Service Corporation ("WPSC"), at WPSC's cost of $20 million, in exchange for cash. As
part of the agreement to transfer the Project, WPSC agreed to provide equity financing of 50% of the costs
of the Project. Minnesota Power ("MP"), a wholly owned subsidiary of Allete, Inc. and WPSC had a prior
contractual agreement which gave MP an opportunity to purchase a portion of the Arrowhead to Westen
project in Wisconsin. MP and WPSC reached an agreement which resulted in Rainy River Energy
Corporation — Wisconsin ("RREC-WI"), a wholly-owned subsidiary of MP, contributing $60 million of equity
to the Company related to the Project. This equity funding was in place of funding that WPSC would have
otherwise provided under the arrangement described above. The agreement was approved by the PSCW
in May 2006, at which time RREC-W! made its initial investment and became a member of the Company.
During 2008, 2007 and 2006, WPSC contributed cash of $2.3 million, $50.9 million and $22.4 million,
respectively, in exchange for equity interests in the Company, related fo its financing of the Project.
Additionally, during 2007 and 2006, RREC-W! contributed cash of $8.7 million and $51.3 million,
respectively, relatad to the Project, in exchange for equity interests in the Company.
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Certain members have the right to invest cash to maintain their ownership interest when additional assets
located in the State of Wisconsin are contributed to the Company. These rights also apply to cash
contributions related to the Arrowhead to Weston project. These members contributed $1.0 million, $7.0
million and $9.6 million of cash in exchange for additional equity interests in the Company during 2008,
2007 and 2006, respectively.

During 2007 and 2006, the Company made the following fransmission asset acquisitions (in millions):

Member Daie of Transfer Net Book Value
City of Columbus December 2006 $0.2
City of Stoughton January 2007 02
MGE Transco LLC February 2007 1.4
Total $1.8

In exchange for these assets, the Company issued membership interests equal to 50% of the book value of
the transferred assets and paid cash equal to the remaining 50%.

To maintain its targeted debt to capitalization ratio, the Company issued a voluntary additional capital call for
$80 million in December 2008, to be collected in various installments through 2009. In addition, the
Company issued a voluntary additional capital call of $95 million to its members in March 2008, which it
received in installments during 2008. The Company also received $44.9 million through voluntary additional
capital calls during 2006. The participating members received additional membership units at the current
book value per unit at the time of each contribution. Contributions from capital calls are recognized when
received.

Operations & Maintenance and Transitional Services Aareements

Since inception, the Company has utilized transitional services and operations and maintenance
agreements whereby contributing utilities, municipalities and cooperatives provided certain administrative,
operational, maintenance and construction services to the Company at a fully allocated cost, including direct
cost, overheads, depreciation and returmn on assets employed in the services provided to the Company. The
transitional services agreements will continue until all service schedules are terminated.

Several of the original operations and maintenance agreements continue in effect. These original
agreements automatically renew on a year-to-year basis unless terminated by either party. Some new
agreements have been executed with contributing and non-contributing entities. Some agreements require
the Company to utilize a specified percentage of the services performed in a previous representative year.
The amounts utilized have exceeded the minimum in each year. The Company will continue to review
operations and maintenance agreements, and negotiate agreements required to procure all similar services
cost effectively. The Company believes that the costs it must incur to procure operations and maintenance
services will be recoverable in future rates.
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The Company was bilied approximately $49.1 million, $137.2 million and $153.1 million in 2008, 2007 and
2008, respectively, under these agreements. Accounts payable and accrued liabilities at December 31,
2008 and 2007 include amounts payable to these companies of $4.7 million and $5.3 million, respectively.

Transmission Service

The contributing utilities, municipalities and cocperatives are the primary parties receiving service utilizing
the Company’s facilities under the MISO tariff. ~ As such, the Company has entered into distribution-
transmission interconnection agreements with each of the contributing members interconnected to it. In
fewer instances, the Company has also entered into generation-transmission interconnection agreements
with certain of these parties. Neither type of interconnection agreement contains a provision for the
payment of rates or charges, except to provide that the Company shall offer transmission services pursuant
to the applicable FERC-approved tariff.

The Company entered into a network integration transmission services agreement and a network operating
agreement with each of the contributing ufilities. The network integration transmission services agreement
specifies the terms of service and the network load that shall be served to each of the contributing
members. The obligation to render service under these agreements was transferred to MISO effective
February 1, 2002. The network operating agreement specifies the procedures and safeguards each of the
contributing members must follow to allow for integration of its load and resources on the Company’s
system.

Revenues from Wisconsin Electric Power Company, Wisconsin Power and Light Company, Wisconsin
Public Service Corporation, Madison Gas and Electric Company and Wisconsin Public Power, Inc. ranged
from 90% to 94% of the Company’s transmission service revenue for the years ended December 31, 2008,
2007 and 20086.

{d} Agreement with Aliiant Energy

(8)

The Company has an agreement with Altiant Energy (“Alliant”} for contro! center and operation services for
Alliant's 34.5 kV distribution system in the state of Wisconsin. The agreement automatically renews every
two years unless terminated by either party.

Management [nc.

As discussed in note 1(b), Management Inc. manages the Company. Management Inc. charged the
Company approximately $77.3 million, $71.4 million and $65.2 million in 2008, 2007 and 2006, respectively,
primarily for employee related expenses. These amounts were charged to the applicable operating expense
accounts, or capitalized as CWIP or other assets, as appropriate. The amounts are recorded in the
Company's accounts in the same categories in which the amounts would have been recorded had the
Company incurred the costs directly.
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() Interconnection Agreements

As discussed in notes 1(g) and 7(c), the Company has interconnection agreements related to the capital
improvements required to connect new generation equipment to the grid. Some of these agreements are
with members or affiliates of members of the Company. At December 31, 2008 and 2007, liabilities included
$43.3 million and $125.3 million respectively, of amounts received related to these agreements from entities
that are also members of the Company. Under these agreements, the Company expects to reimburse $7.7
million to generators in 2009, including $4.5 million to its members.

(9) Quarterly Financial Information (unaudited)

(in Thousands}) Three Months Ended
2008
March 31 June 30 September 30 December 31 Total
Operating Revenues $109,092 $116,084 $119,955 $121,440 $466,571
Operating Expenses 50,916 53,244 52,107 52,603 208,960
Operating income 58,176 62,840 67,848 68,747 257,611
Other Income (Expense) (148} 2 (169 (199) (514}
Interest Expense, net 15,635 17,122 18,037 18,258 69,052
Eamings Before Members' Income Taxes $42,393 $45,720 $49,642 $50,290 $188,045
2007
March 31 June 30 September 30 December 31 Total
Operating Revenues $97,770 $102,047 $103,733 $104,469 $408,019
Operating Expenses 48,479 50,358 50,126 49216 198,179
Cperating Income 49,291 51,689 53,607 55,253 209,840
Other Income (Expense) (243) (83) 8 305 78
Interest Expense, net 12,786 13,673 14,230 15,140 55,829
Eamings Before Members' Income Taxes $36,262 $37,933 $39,366 $40,508 $154,089

Because of seasonal factors impacting the Company’s business, particularly the maintenance and construction
programs, quarterly resuits are not necessarily comparable. in general, due to the Company's rate formula,
revenues and operating income will increase throughout the year as the Company's rate base increases through
expenditures for CWIP and newly constructed assets being placed into service.
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