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Forward-Looking Statements

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

Forward-looking statements include, among other things, statements concerning management's
expectations and projections regarding earnings, regulatory matters, fuel costs, sources of electric energy
supply, coal and natural gas deliveries, remediation costs, environmental and other capital expenditures,
liquidity and capital resources, trends, estimates, completion of construction projects, and other matters.

Forward-looking statements involve a number of risks and uncertainties. Some risks that could cause
results to differ from any forward-looking statement include those described in Item 1A of this Annual
Report on Form 10-K for the year ended December 31, 2009. Other factors include:

° Resolution of pending and future rate cases and negotiations (including the recovery of deferred
costs) and other regulatory decisions impacting Integrys Energy Group's regulated businesses;
° The impact of recent and future federal and state regulatory changes, including legislative and

regulatory initiatives regarding deregulation and restructuring of the electric and natural gas utility
industries, changes in environmental and other regulations, including but not limited to,
greenhouse gas emissions, energy efficiency mandates, renewable energy standards, and
reliability standards, and changes in tax and other laws and regulations to which Integrys Energy
Group and its subsidiaries are subject;

° Current and future litigation and regulatory investigations, enforcement actions or inquiries,
including but not limited to, manufactured gas plant site cleanup, third-party intervention in
permitting and licensing projects, compliance with Clean Air Act requirements at generation plants,
and prudence and reconciliation of costs recovered in revenues through an automatic gas cost
recovery mechanism;

° The impacts of changing financial market conditions, credit ratings, and interest rates on the
liquidity and financing efforts of Integrys Energy Group and its subsidiaries;
° The risks related to executing the strategy change associated with Integrys Energy Group's

nonregulated energy services business, including the restructuring of its retail natural gas and retail
electric marketing business;

° The risks associated with changing commodity prices (particularly natural gas and electricity) and
the available sources of fuel and purchased power, including their impact on margins;

° Resolution of audits or other tax disputes with the IRS and various state, local, and Canadian
revenue agencies;

° The effects, extent, and timing of additional competition or regulation in the markets in which
Integrys Energy Group's subsidiaries operate;

° The retention of market-based rate authority;

° The risk associated with the value of goodwill or other intangibles and their possible impairment;

° Investment performance of employee benefit plan assets and the related impact on future funding
requirements;

° Changes in technology, particularly with respect to new, developing, or alternative sources of
generation;

° Effects of and changes in political and legal developments, as well as economic conditions and the
related impact on customer demand;

° Potential business strategies, including mergers, acquisitions, and construction or disposition of
assets or businesses, which cannot be assured to be completed timely or within budgets;

° The direct or indirect effects of terrorist incidents, natural disasters, or responses to such events;



° The effectiveness of risk management strategies, the use of financial and derivative instruments,
and the ability to recover costs from customers in rates associated with the use of those strategies
and financial instruments;

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

° Customer usage, weather, and other natural phenomena;

° The utilization of tax credit and loss carryforwards;

° Contributions to earnings by non-consolidated equity method and other investments, which may
vary from projections;

° The effect of accounting pronouncements issued periodically by standard-setting bodies; and

° Other factors discussed elsewhere herein and in other reports filed by Integrys Energy Group from

time to time with the SEC.

Except to the extent required by the federal securities laws, Integrys Energy Group and its
subsidiaries undertake no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise.



PART |

ITEM 1. BUSINESS

A. GENERAL

References to "Notes" are to the Notes to the Consolidated Financial Statements included in this Annual
Report on Form 10-K.

For financial information on Integrys Energy Group's foreign and domestic revenues, foreign and domestic
long-lived assets, revenues from external customers, net income (loss) attributed to common shareholders
and total assets by reportable segment, see Note 25, "Segments of Business." For financial information
about Integrys Energy Group’s reportable segments, see Item 7, "Management's Discussion and Analysis
of Financial Condition and Results of Operations — Results of Operations."

Integrys Energy Group, Inc.

Integrys Energy Group was incorporated in Wisconsin in 1993. Integrys Energy Group is a holding
company for its regulated utility and nonregulated business units.

Natural Gas Utility Segment

The natural gas utility segment includes the regulated natural gas utility operations of WPS, MGU, MERC,
PGL, and NSG. WPS, a Wisconsin corporation, began operations in 1883. MGU and MERC, both
Delaware corporations, began operations upon the acquisition of their natural gas distribution operations
in Michigan and Minnesota, respectively, from Aquila, Inc. in April 2006 and July 2006, respectively. PGL
and NSG, both lllinois corporations, began operations in 1855 and 1900, respectively. Integrys Energy
Group acquired PGL and NSG in February 2007 in the PEC merger. For the last three years, all of the
natural gas utility segment's revenues were earned within the United States and all assets were located
within the United States.

Electric Utility Segment

The electric utility segment includes the regulated electric utility operations of WPS and UPPCO. UPPCO,
a Michigan corporation, began operations in 1884. For the last three years, all of the electric utility
segment's revenues were earned within the United States and all assets were located within the

United States.

Integrys Energy Services

Integrys Energy Services, a Wisconsin corporation, was established in 1994. Integrys Energy Services is
a diversified nonregulated energy supply and services company serving retail customers (residential,
commercial, and industrial). Integrys Energy Services provides energy supply solutions, products, and
strategies that enable customers to manage energy needs while capitalizing on opportunities resulting
from deregulated markets.

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations —
Introduction,” for a discussion of the revised strategy for Integrys Energy Services going forward.

Electric Transmission Investment
The electric transmission investment segment consists of WPS Investments, LLC’s approximate 34%

ownership interest in ATC. As of December 31, 2009, WPS Investments was owned 84.5% by Integrys
Energy Group, 12.8% by WPS, and 2.7% by UPPCO. ATC is a federally regulated electric transmission



company with operations in Wisconsin, Michigan, Minnesota, and lllinois. ATC began operations in 2001.
See Note 9, "Investments in Affiliates, at Equity Method," for more information about ATC.

Holding Company and Other Segment

The holding company and other segment includes the operations of the Integrys Energy Group holding
company and the PEC holding company, along with any nonutility activities at WPS, MGU, MERC,
UPPCO, PGL, NSG, and IBS. Equity earnings from Integrys Energy Group's investment in WRPC are
included in the Holding Company and Other segment.

B. REGULATED NATURAL GAS UTILITY OPERATIONS

Integrys Energy Group provides regulated natural gas utility service to approximately 1,669,000
residential, commercial and industrial, transportation, and other customers located in Chicago and
northern suburbs of Chicago, northeastern Wisconsin, adjacent portions of Michigan's Upper Peninsula,
various cities and communities throughout Minnesota, and in the southern portion of lower Michigan.

Facilities

For information regarding the regulated natural gas facilities, see Item 2, "Properties.” For Integrys Energy
Group's utility plant asset book value, see Note 6, "Property, Plant, and Equipment.”

Natural Gas Supply

Integrys Energy Group's natural gas utilities manage portfolios of natural gas supply contracts, storage
services, and pipeline transportation services designed to meet their varying customer usage patterns at
the lowest reasonable cost.

Integrys Energy Group's regulated natural gas subsidiaries contract for fixed-term firm natural gas supplies
with various natural gas suppliers each year (in the United States and Canada) to meet the

November through March winter period demand of firm system sales customers. Integrys Energy Group's
regulated natural gas supply requirements are met through a combination of physical fixed price
purchases, storage (contracted and owned), natural gas call options, and physical index price purchases.
To supplement natural gas supplies and minimize risk, Integrys Energy Group purchases additional
natural gas supplies on the monthly spot market through fixed-term firm contracts rather than on the daily
spot market. During periods of colder than normal weather or when the opportunity arises, natural gas
may be purchased in the daily spot market.

Integrys Energy Group's natural gas utilities contract with local distribution companies, interstate pipelines,
and storage operators that own underground storage fields to purchase underground storage capacity and
have two company-owned storage fields. Integrys Energy Group's natural gas utilities contract with local
distribution companies and interstate pipelines to purchase firm transportation. Besides providing the
ability to manage significant changes in daily natural gas demand, storage also provides Integrys Energy
Group with the ability to purchase steady levels of natural gas on a year-round basis, thus lowering supply
cost volatility.

For further information on Integrys Energy Group's regulated natural gas utility supply and transportation
contracts, see Note 16, "Commitments and Contingencies."

Integrys Energy Group's natural gas utilities had adequate capacity to meet all firm natural gas load
obligations during 2009 and expect to have adequate capacity to meet all firm obligations during 2010.
Integrys Energy Group's natural gas utilities forecast design peak-day throughput of 3,897 thousands of
dekatherms (MDth) for the 2009 through 2010 heating season.



The deliveries to customers (including transportation customers) in MDth for Integrys Energy Group's
regulated natural gas utility operations were as follows:

(MDth) 2009 2008 2007
Natural gas purchases 225,719 250,967 202,803
Customer-owned natural gas received 164,676 182,919 160,581
Underground storage, net 1,080 (3,469) (18,486)
Hub fuel in kind 141 135 134
Liquefied petroleum gas 12 5 4
Owned storage cushion injection (1,272) (1,280) (1,278)
Contracted pipeline and storage compressor fuel, franchise

requirements, and unaccounted-for natural gas (9,692) (11,042) (13,451)
Total 380,664 418,235 330,307

Regulatory Matters
Legislation and Regulation at State Level

The natural gas retail rates of Integrys Energy Group's regulated natural gas utilities are regulated by the
ICC, PSCW, MPSC, and MPUC. These commissions have general supervisory and regulatory powers
over public utilities in their respective jurisdictions.

Sales are made and services rendered by the regulated natural gas utilities pursuant to rate schedules on
file with the respective commissions containing various service classifications largely reflecting customers'
different uses and levels of consumption. In addition to the rates for distribution of natural gas, Integrys
Energy Group's regulated natural gas utilities bill customers on a one-for-one basis through a purchased
gas adjustment clause representing prudently incurred costs of delivered natural gas, transportation, and
storage services purchased, as well as gains, losses, and costs incurred under hedging programs, the
amount of which is also subject to applicable commission authority. Changes in the cost of natural gas
are reflected in both natural gas revenues and natural gas purchases.

All of Integrys Energy Group's utility subsidiaries are required to provide service and grant credit (with
applicable deposit requirements) to customers within their service territories. The ultilities are generally
precluded from discontinuing service to residential customers who do not pay their bills during winter
moratorium months. Both federal and certain state governments have legislation that provides for a
limited amount of additional funding for assistance to low-income energy users, including customers of the
utilities.

See Note 24, "Regulatory Environment," for recent lllinois legislation affecting PGL and NSG regarding
bad debt expense and new customer assistance programs, discussion of MGU's 2010 rate order which
includes a new bad debt tracking mechanism, and decoupling mechanisms in place for certain natural gas
utilities.

Legislation and Regulation at Federal Level

Most of the natural gas distributed by Integrys Energy Group is transported to its distribution systems by
interstate pipelines. The pipelines' services (transportation and storage) are regulated by the FERC under
the Natural Gas Act and the Natural Gas Policy Act of 1978.

Under United States Department of Transportation regulations, the state commissions are responsible
for monitoring the regulated natural gas utilities' safety compliance programs for their pipelines under
49 Code of Federal Regulations (CFR) Part 192 (Transportation of Natural and Other Gas by Pipeline:
Minimum Federal Safety Standards) and 49 CFR Part 195 (Transportation of Hazardous Liquids by
Pipeline).



PGL utilizes its storage and transmission assets as a natural gas hub. This activity is regulated by the
FERC and consists of providing wholesale transportation and storage services in interstate commerce.

Other Matters

Seasonality

The natural gas throughput of Integrys Energy Group's regulated natural gas utilities follows a seasonal
pattern because the heating requirements of customers are temperature driven. Specifically, customers
typically use more natural gas during the winter months. During 2009, the regulated natural gas utility
segment recorded approximately 70% of its revenues in January, February, March, November, and
December.

Competition

Integrys Energy Group's regulated natural gas utility operations face competition from other entities and
forms of energy in varying degrees, particularly for large commercial and industrial customers who have
the ability to switch between natural gas and alternate fuels. Due to the volatility of energy commodity
prices, Integrys Energy Group has seen customers with dual fuel capability switch to alternate fuels for
short periods of time, then switch back to natural gas as market rates change.

Natural gas transportation service and interruptible natural gas sales are offered to enable customers to
better manage their energy costs. Transportation customers purchase natural gas directly from third-party
natural gas suppliers and contract with one of Integrys Energy Group's natural gas utility entities to
transport the natural gas from pipelines to their facilities. Additionally, some customers have elected to
purchase their natural gas commodity directly from one of Integrys Energy Group's natural gas utility
entities on an interruptible basis, as a means to reduce their costs. Customers continue to switch between
firm system supply, interruptible system supply, and transportation service each year as the economics
and service options change.

Working Capital Requirements

The working capital needs of Integrys Energy Group's regulated natural gas utility operations vary
significantly over time due to volatility in levels of natural gas inventories and the price of natural gas.
Integrys Energy Group's regulated natural gas utilities' working capital needs are met by cash generated
from operations and debt (both long-term and short-term). The seasonality of natural gas revenues
causes the timing of cash collections to be concentrated from January through June. A portion of the
winter natural gas supply needs is typically purchased and stored from April through November. Also,
planned capital spending on the natural gas distribution facilities is concentrated in April through
November. Because of these timing differences, the cash flow from customers is typically supplemented
with temporary increases in short-term borrowings during the late summer and fall. Short-term debt is
typically reduced over the January through June period.



C. REGULATED ELECTRIC UTILITY OPERATIONS

Integrys Energy Group's regulated electric utility operations are provided through WPS and UPPCO to
approximately 489,000 residential, commercial and industrial, wholesale, and other customers. WPS's
regulated electric operations generate and distribute electric energy mainly to northeastern Wisconsin and
a small portion of Michigan's Upper Peninsula. UPPCO provides electric energy in Michigan's Upper
Peninsula. Wholesale electric service is provided to various customers, including municipal utilities,
electric cooperatives, energy marketers, other investor-owned utilities, and municipal joint action agencies.

In 2009, WPS reached a firm net design peak of 2,264 megawatts (MW) on June 24. At the time of this
summer peak, WPS's total firm resources (i.e., generation plus firm purchases) totaled 3,196 MW. As a
result of continually reaching demand peaks in the summer months, primarily due to air conditioning load,
the summer period is the most relevant for WPS's regulated electric utility capacity. The PSCW requires
WPS to maintain a planning reserve margin above its projected annual peak demand forecast to help
ensure reliability of electric service to its customers. WPS expects future supply reserves to meet the
minimum planning reserve margin criteria through 2010. The PSCW established a 14.5% reserve margin
requirement for long-term planning (planning years two through ten), and the short-term (planning year
one) reserve margin for Wisconsin utilities follows the planning reserve margin established by MISO under
Module E of its Open Access Transmission and Energy Markets Tariff. In 2009, UPPCO reached a firm
net design peak of 139 MW on July 27. At the time of this peak, UPPCO's total firm resources totaled 150
MW. The MPSC has not established minimum guidelines for future supply reserves.

WPS and UPPCO had adequate capacity through company-owned generation units and purchased power
contracts to meet all firm electric load obligations during 2009 and expect to have adequate capacity to
meet all obligations during 2010.

Facilities

For a complete listing of Integrys Energy Group's regulated electric utility facilities, see
Item 2, "Properties.” For Integrys Energy Group's utility plant asset book value, see Note 6, "Property,
Plant, and Equipment.”

Electric Supply

Both WPS and UPPCO are members of MISO, a FERC-approved, independent, non-profit organization,
which operates a financial and physical electric wholesale market in the Midwest. WPS and UPPCO offer
their generation and bid their customer load into the MISO market. MISO evaluates WPS's, UPPCO's,
and other market participants' energy injections into, and withdrawals from, the system to economically
dispatch electricity within the system. MISO settles the participants' offers and bids based on locational
marginal prices, which are market-driven values based on the specific time and location of the purchase
and/or sale of energy.



Electric Generation and Supply Mix

The sources of Integrys Energy Group's regulated electric utility supply were as follows:

(Millions)
Energy Source (kilowatt-hours) 2009 2008
Company-owned generation units
Coal 8,974.3 9,570.9
Natural gas, fuel oil, and tire derived 71.4 201.7
Hydroelectric 225.9 261.2
Wind 46.4 17.8
Total company-owned generation units 9,318.0 10,051.6
Purchased power contracts
Nuclear (Kewaunee Power Station) 2,663.9 2,656.8
Natural gas (Fox Energy Center, LLC and
Combined Locks Energy Center, LLC) 673.7 699.5
Hydroelectric 569.5 369.4
Wind 136.9 109.0
Other 571.1 167.8
Total purchased power contracts 4,615.1 4,002.5
Purchased power from MISO 1,898.9 1,934.0
Purchased power from other 54.4 78.9
Total purchased power 6,568.4 6,015.4
Opportunity sales
Sales to MISO (462.5) (539.8)
Net sales to other (450.5) (303.2)
Total opportunity sales (913.0) (843.0)
Total Integrys Energy Group electric utility
supply 14,973.4 15,224.0
Fuel Costs

The cost of fuel per generation of one million British thermal units (Btus) was as follows:

Fuel Type 2009 2008
Coal $1.94 $1.78
Natural gas 6.73 9.74
Fuel oil 17.09 19.07
Coal Supply

Coal is the primary fuel source for WPS's regulated electric generation facilities, the majority of which is
purchased from Powder River Basin mines located in Wyoming. This low sulfur coal has been WPS's
lowest cost coal source from any of the subbituminous coal-producing regions in the United States.
WPS's regulated fuel portfolio strategy is to maintain a 25- to 40-day supply of coal at each plant site.

Historically, WPS has purchased coal directly from the producer for its wholly owned plants. Wisconsin
Power and Light purchases coal for the jointly owned Edgewater and Columbia plants and is reimbursed
by WPS for its share of the coal costs. At December 31, 2009, WPS had coal transportation contracts in
place for 90% of its 2010 coal transportation requirements. For more information on coal purchases and
coal deliveries under contract, see Note 16, "Commitments and Contingencies."



Power Purchase Agreements

Integrys Energy Group's regulated electric facilities enter into short-term and long-term power purchase
agreements to meet a portion of electric energy supply needs. The most significant of these is an
agreement through 2013 with Dominion Energy Kewaunee, LLC to purchase energy and capacity from the
Kewaunee Power Station consistent with volumes available when WPS owned the facility. For more
information on power purchase obligations, see Note 16, "Commitments and Contingencies."

Regulatory Matters

Integrys Energy Group's electric utility operations are regulated by the PSCW, MPSC, and FERC. WPS's
retail electric rates are regulated by the PSCW and MPSC, and UPPCO's retail electric rates are regulated
by the MPSC. The FERC regulates wholesale electric rates for WPS and UPPCO. In 2009, retail electric
revenues accounted for 78.7% of total electric revenues, while wholesale electric revenues accounted for

21.3% of total electric revenues.

The PSCW sets rates through its ratemaking process, which is based upon recovery of operating costs
and a return on invested capital. One of the cost recovery components is fuel and purchased power,
which is governed by a fuel window mechanism, as described in Note 1(e), "Summary of Significant
Accounting Policies — Revenue and Customer Receivables." The MPSC and FERC ratemaking
processes are similar to those of the PSCW, with the exception of fuel and purchased power, which are
recovered on a one-for-one basis.

See Note 24, "Regulatory Environment," for information regarding the rate cases and decoupling
mechanisms of Integrys Energy Group's electric utilities.

Hydroelectric Licenses

WPS, UPPCO, and WRPC (a company in which WPS has 50% ownership) have long-term licenses from
the FERC for all of their hydroelectric facilities.

Other Matters
Seasonality

Integrys Energy Group's regulated electric utility sales in Wisconsin generally follow a seasonal pattern
due to the air conditioning requirements of customers that are primarily impacted by the variability of
summer temperatures. Regulated electric utility sales in Michigan do not follow a significant seasonal
trend due to cooler climate conditions in the Upper Peninsula of Michigan.

Generally, during the winter months, the purchase price of fuel (natural gas and fuel oil) for generation is
heavily influenced by weather and the availability of baseload generation units within the MISO energy
market. Sustained colder than normal weather and unexpected extended generation outages

can influence fuel supply and demand, impacting the production costs at Integrys Energy Group's natural
gas and oil-fired facilities, as well as natural gas supply commitments under power purchase agreements.
For Integrys Energy Group's regulated electric utility segment, the impact on utility production costs is
partially managed through the WPS Electric Risk Management Plan.

Competition

The retail electric utility market in Wisconsin is regulated by the PSCW. Retail electric customers currently
do not have the ability to choose their electric supplier. However, in order to increase sales, utilities work
to attract new commercial and industrial customers into their service territories. As a result, there is
competition among utilities to keep energy rates low. Wisconsin utilities have continued to refine regulated
tariffs in order to provide the true cost of electric energy to each class of customer by reducing or
eliminating rate subsidies among different ratepayer classes. Although Wisconsin electric energy markets
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are regulated, utilities still face competition from other energy sources, such as self-generation by large
industrial customers and alternative energy sources.

Michigan electric energy markets are open to competition; however, an active competitive market has not
yet developed in the Upper Peninsula of Michigan, primarily due to a lack of excess generation and
transmission system capacity.

D. INTEGRYS ENERGY SERVICES

Integrys Energy Services and its subsidiaries market energy and related products in the retail market
serving commercial, industrial, direct, and "aggregated" small commercial and residential customers.
Aggregated customers are municipalities, associations, or groups of customers that have joined together
to negotiate purchases of electric or natural gas energy as a larger group.

Integrys Energy Services is investing in and promoting renewable energy, which it believes is important to
the future of the energy industry. Clean, renewable, and efficient energy sources are developed, acquired,
owned, and operated by Integrys Energy Services. Integrys Energy Services assists customers with
selecting an energy solution that meets their needs and collaborates with energy developers of wholesale
energy projects to overcome challenges with integrating the technical, regulatory, and financial aspects of
their projects.

Integrys Energy Services utilizes derivative instruments, including forwards, futures, options, and swaps, to
manage its exposure to market risks from its generation and energy supply portfolios in accordance with
limits and approvals established in its risk management and credit policies.

For more information on the trading and risk management activities of Integrys Energy Services, see
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Market
Price Risk Management Activities."

Recent Developments

Since the beginning of 2009, Integrys Energy Services has been in the process of reevaluating its strategy
with a focus on reducing its scale and risk profile. The result of this evaluation was the decision to exit its
wholesale natural gas and wholesale electric businesses, its Canadian energy marketing business, its
energy management consulting business, certain retail markets, and a portion of its electric generation
fleet. The remaining business lines will continue to invest in growing a portfolio of retail natural gas and
electric customers as well as energy assets with renewable attributes.

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations —
Introduction,” and Note 4, "Dispositions," for a discussion of the current strategy for Integrys Energy
Services.

Facilities
Generation

For information regarding the energy asset facilities owned by Integrys Energy Services, see

Item 2, "Properties.” For Integrys Energy Group's nonregulated plant asset book value, see Note 6,
"Property, Plant, and Equipment.”

Renewable Energy

In response to customers' growing interest in sustainability and Integrys Energy Group's own concern for

the environment, Integrys Energy Services is how focusing on delivering value-added energy services and
renewable commodities to its retail customers. Product offerings include renewable natural gas and
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electric products and development of green power generation projects. See Item 2, "Properties," for more
information on renewable energy projects.

Fuel Supply for Generation Facilities

Integrys Energy Services' fuel inventory policy varies for each generation facility depending on the type of
fuel used and available natural gas storage facilities. The cost of the majority of the fuel used by the
generation facilities is subject to market price volatility, and the facilities are run to produce energy when
economical at current fuel prices. Integrys Energy Services' only coal-fired merchant generation facility is
its Westwood facility located in Pennsylvania. Actual fuel needs in 2010 will depend on market conditions
and operational capability of the Westwood facility. However, Integrys Energy Services' Westwood facility
burns waste coal left behind by mining operations and has several years’ supply on site. All fuel is located
within a seven-mile radius of the plant.

Energy Supply

Physical supply obligations are created when Integrys Energy Services executes forward customer sales
contracts. Integrys Energy Services' electricity and natural gas supply requirements are primarily met
through the procurement of natural gas and electricity in the wholesale markets. Integrys Energy Services
does not own any reserves, so all natural gas supply is procured from producers and other suppliers in the
wholesale markets.

Retail Electricity

The majority of Integrys Energy Services' obligations to provide physical electricity result from forward
retail sales to commercial and industrial customers, many of which are through full-requirements contracts.
Integrys Energy Services uses a combination of bilateral electricity purchase agreements from generation
companies and other marketers as well as regional power pools to meet those obligations.

Retail Natural Gas

Physical natural gas supply obligations are created by the execution of forward retail sales contracts by
Integrys Energy Services' retail marketing operation. Commercial and industrial customers, as well as
some residential customers, make up the majority of its sales commitments. Natural gas is sourced in the
wholesale markets at the customer load regions, or in some cases is transported to the customer load
regions using natural gas transportation contracts.

Regulatory Matters

Integrys Energy Services is a FERC-authorized power marketer and has all of the licenses required to
conduct business in the states in which it operates.
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Other Matters
Customer Segmentation

As of December 31, 2009, Integrys Energy Services was delivering electricity and natural gas supply to
customers in 20 states. Integrys Energy Services periodically reviews and evaluates the profitability of its
operations in each of these markets. Integrys Energy Services continues to concentrate on adding
customers in existing markets and emphasizing business that provides the appropriate rate of return, but
currently has no plans to expand into new geographic regions. See Item 7, "Management's Discussion
and Analysis of Financial Condition and Results of Operations — Introduction,” for a discussion of the
current strategy for Integrys Energy Services.

As of December 31, 2009, Integrys Energy Services was serving electric customers within 18 states,
including its largest markets in lllinois, New York, Mid-Atlantic and New England regions. Integrys Energy
Services was also serving natural gas customers within eight states, including its largest markets in
Wisconsin, lllinois, Michigan, and Ohio.

Although Integrys Energy Services is not dependent on any one customer, a significant percentage of its
retail sales volume is derived from industries related to paper and allied products, food and kindred
products, chemicals and paint, and steel and foundries.

Seasonality

Integrys Energy Services believes that its business, in the aggregate, is not seasonal, even though certain
products sell more heavily in some seasons than in others. Sales of natural gas generally peak in the
winter months, while sales of electricity generally peak in the summer months. Generally in the summer
months, the demand for electricity is high, which increases the price at which electricity can be sold. In
periods of high residential natural gas and oil consumption (generally the winter months), the purchase
price of oil and natural gas increases, which increases the production costs at Integrys Energy Services'
natural gas- and oil-fired generation facilities. Integrys Energy Services' business can be volatile as a
result of market conditions and the related market opportunities available to its customers.

Competition

Integrys Energy Services is a nonregulated retail energy marketer that competes against regulated utilities
and other retail energy marketers. Integrys Energy Services competes with other energy providers on the
basis of price, reliability, customer service, product offerings, financial strength, consumer convenience,
performance, and reputation.

The competitive landscape differs in each regional area and within each targeted customer segment. For
residential and small commercial customers, the primary competitive challenges come from the incumbent
utility and affiliated utility marketing companies. The large commercial, institutional, and industrial
segments are very competitive in most markets with nearly all natural gas customers having already
switched away from utilities to an alternative provider. National affiliated marketers, energy producers,
and other independent retail energy companies compete for customers in this segment.

The incumbent regulated utilities and the nationally-branded utility affiliates typically benefit from the
economies of scale derived from the strength of substantial asset-based balance sheets and vertically
integrated business models that combine production, transmission, and distribution assets. These
advantages are offset by the lack of flexibility to offer multiple product choices to their customers, and the
nationally-branded utility affiliates struggle with long-term focus and cultural adaptation to a nonregulated
market environment.

The local utilities have the advantage of long-standing relationships with their customers, and they have
longer operating histories, greater financial and other resources, and greater name recognition in their
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markets than Integrys Energy Services does. In addition, local utilities have been subject to many years of
regulatory oversight and thus have a significant amount of experience regarding the policy preferences of
their regulators. Local utilities may seek to decrease their tariff retail rates to limit or preclude the
opportunities for competitive energy suppliers and may seek to establish rates, terms, and conditions to
the disadvantage of competitive energy suppliers.

Working Capital

The working capital needs of Integrys Energy Services vary significantly over time due to volatility in
commodity prices and related margin calls, and levels of natural gas storage inventories. Integrys Energy
Services' working capital needs are met by cash generated from operations, equity infusions, and debt
(both long-term and short-term). Integrys Energy Services has the ability to borrow up to $400 million

through an intercompany loan agreement with Integrys Energy Group. Integrys Energy Group has
provided total parental guarantees of $958.4 million on behalf of Integrys Energy Services.

E. ENVIRONMENTAL MATTERS

For information on environmental matters related to Integrys Energy Group and its subsidiaries, see
Note 16, "Commitments and Contingencies."

F. CAPITAL REQUIREMENTS
For information on capital requirements related to Integrys Energy Group, see Item 7, "Management's

Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital
Resources."

G. EMPLOYEES
At December 31, 2009, Integrys Energy Group’s consolidated subsidiaries had the following employees:

Total Number  Percentage of Employees Covered by

of Employees Collective Bargaining Agreements

WPS 1,462 65%
IBS 1,318 -
PGL 1,109 83%
Integrys Energy Services 436 1%
MERC 223 19%
NSG 166 81%
MGU 165 68%
UPPCO 146 78%

Total 5,025 45%

Integrys Energy Group’s subsidiaries have collective bargaining agreements with various unions which are
summarized in the table below.

Contract
Union Subsidiary  Expiration Date
Local 310 of the International Union of Operating Electricians WPS October 13, 2012
Local 18007 of the Utility Workers Union of America PGL April 30, 2013
Local 31 of the International Brotherhood of Electrical Workers, AFL CIO MERC May 31, 2011
Local 2285 of the International Brotherhood of Electrical Workers NSG June 30, 2013
Local 12295 of the United Steelworkers of America, AFL CIO CLC MGU January 15, 2015
Local 417 of the Utility Workers Union of America, AFL CIO MGU February 15, 2012
Local 510 of the International Brotherhood of Electrical Workers, AFL CIO UPPCO April 12, 2014
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H. AVAILABLE INFORMATION
Integrys Energy Group files the following reports with the SEC:

Annual Report on Form 10-K;

Quarterly Reports on Form 10-Q;

Proxy statements;

Registration statements, including prospectuses;
Current Reports on Form 8-K; and

Any amendments to these documents.

Integrys Energy Group makes these reports available, free of charge, on its Internet website,
www.integrysgroup.com, as soon as reasonably practicable after they are filed with the SEC. Integrys
Energy Group's Code of Conduct may also be accessed on Integrys Energy Group's website, and any
amendments to or waivers from the Code of Conduct will be timely disclosed on Integrys Energy Group's
website. Reports, statements, and amendments posted on Integrys Energy Group's website do not
include access to exhibits and supplemental schedules electronically filed with the reports, statements, or
amendments. Integrys Energy Group is not including the information contained on or available through its
website as a part of, or incorporating such information by reference into, this Annual Report on Form 10-K.

You may obtain materials filed with the SEC by Integrys Energy Group at the SEC Public Reference Room
at 100 F Street, NE, Washington, DC 20549. To obtain information on the operation of the Public
Reference Room, you may call the SEC at 1-800-SEC-0330. You may also view Integrys Energy Group’s
reports, proxy statements, and other information (including exhibits) filed electronically with the SEC, at
the SEC's website at www.sec.gov.
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ITEM 1A. RISK FACTORS

You should carefully consider the following risk factors, as well as the other information included or
incorporated by reference in this Annual Report on Form 10-K, when making an investment decision.
The risks and uncertainties described below are not the only ones Integrys Energy Group faces.
Additional risks and uncertainties not presently known or that Integrys Energy Group currently believes to
be immaterial may also adversely affect Integrys Energy Group.

Integrys Energy Group is subject to changes in government regulation, which may have a
negative impact on its businesses, financial position, and results of operations.

The rates that Integrys Energy Group's regulated utilities are allowed to charge for their retail and
wholesale services are some of the most important items influencing its business, financial position,
results of operations, and liquidity. While rate regulation is premised on providing an opportunity to earn
a reasonable rate of return on invested capital, there is no assurance that the applicable regulatory
commissions will judge all the costs of the regulated utilities to have been prudently incurred or that the
regulatory process in which rates are determined will always result in rates that will produce full recovery
of such costs or provide for a reasonable return on equity. Certain items that would otherwise be
immediately recognized as revenues and expenses are deferred as regulatory assets and regulatory
liabilities for future recovery or refund to customers, as authorized by regulators. Future recovery of
regulatory assets is not assured, and is generally subject to review by regulators in rate proceedings for
matters such as prudence and reasonableness. If recovery of costs is not approved or is no longer
deemed probable, regulatory assets would be recognized in current period expense and could have a
material impact on Integrys Energy Group's financial results.

Integrys Energy Group is subject to comprehensive regulation by several federal and state regulatory
agencies and local governmental bodies, which significantly influences its operating environment and
may affect Integrys Energy Group's ability to recover costs from utility customers. In particular, the
PSCW, ICC, MPSC, MPUC, FERC, SEC, EPA, Minnesota Office of Pipeline Safety, United States
Department of Transportation, WDNR, Michigan Department of Natural Resources and Environment, the
city of Chicago, and lllinois Environmental Protection Agency regulate many aspects of Integrys Energy
Group's utility operations, including, but not limited to, construction and operation of facilities, conditions
of service, the issuance of securities, and the rates that it can charge customers. Integrys Energy Group
is required to have numerous permits, approvals, and certificates from these agencies to operate its
business. Failure to comply with any applicable rules or regulations may lead to penalties, customer
refunds, or other amounts, which could have a material impact on the financial results of Integrys Energy
Group.

Existing statutes and regulations may be revised or reinterpreted by these agencies, or these agencies
may adopt new laws and regulations that apply to Integrys Energy Group. Integrys Energy Group is
unable to predict the impact on its businesses and operating results of any such actions by these
agencies. However, changes in regulations or the imposition of additional regulations may require
Integrys Energy Group to incur additional expenses or change business operations, which may have an
adverse impact on results of operations. In addition, federal regulatory reforms may produce unexpected
changes and costs in the public utility industry.

Integrys Energy Group may face significant costs to comply with the regulation of greenhouse
gas emissions.

Climate change and the effect of greenhouse gas emissions, most notably carbon dioxide, are
increasingly becoming a concern for the energy industry. While there is currently no federal legislation in
the United States that mandates the reduction of greenhouse gas emissions, it is possible that such
legislation may be enacted in the future. In addition, the EPA may adopt regulations under the Clean Air
Act. To that end, federal and state legislative proposals have been introduced to regulate the emission of
greenhouse gases, including bills pending in the United States Congress that would regulate greenhouse
gas emissions through a cap-and-trade system under which emitters would be required to buy allowances

-15-



to offset greenhouse gas emissions. However, until legislation is passed at the federal or state level, it
remains unclear as to (1) which industry sectors will be impacted, (2) when compliance will be required,
(3) the magnitude of the greenhouse gas emissions reductions that will be required, and (4) the costs and
opportunities associated with compliance. Integrys Energy Group is evaluating both the technical and
cost implications which may result from future state, regional, or federal greenhouse gas regulatory
programs, but at this time, it is uncertain as to the effect climate change regulation may have on Integrys
Energy Group's future operations, capital expenditures, and financial results.

Based on the complexity and uncertainty of these issues, it is possible that future carbon regulation will
increase the cost of electricity produced at coal-fired generation units and may affect the capital
expenditures Integrys Energy Group would make at its generation units. At this time, there is no
commercially available technology for removing carbon dioxide from a pulverized coal-fired plant. In
addition, future legislation designed to reduce greenhouse gas emissions could make some of the
generating units uneconomical to maintain or operate and could impact future results of operations, cash
flows, and financial condition if such costs are not recoverable through regulated rates.

Integrys Energy Group's natural gas delivery systems may generate fugitive gas as a result of normal
operations and as a result of excavation, construction, and repair of natural gas delivery systems.
Fugitive gas typically vents to the atmosphere and consists primarily of methane, a greenhouse gas.
Carbon dioxide is also a byproduct of natural gas consumption. As a result, future legislation to regulate
the emission of greenhouse gases could increase the price of natural gas, restrict the use of natural gas,
adversely affect the ability to operate our natural gas facilities, and/or reduce natural gas demand.

Costs of environmental compliance, liabilities, fines, penalties, and litigation could exceed
Integrys Energy Group's estimates.

Compliance with current and future federal and state environmental laws and regulations may result in
increased capital, operating, and other costs, including remediation and containment expenses and
monitoring obligations. Integrys Energy Group cannot predict with certainty the amount and timing of all
future expenditures (including the potential or magnitude of fines or penalties) related to environmental
matters because of the difficulty of estimating cleanup and compliance costs and the possibility that
changes will be made to the current environmental laws and regulations.

Integrys Energy Group's natural gas utility subsidiaries are accruing liabilities and deferring costs
(recorded as regulatory assets) incurred in connection with their former manufactured gas plant sites,
including related legal expenses, pending recovery through rates or from other entities. Regulatory
assets reflect the net amount of (1) costs incurred to date, (2) carrying costs (excluding those for WPS,
which are not recoverable), (3) amounts recovered from insurance companies, other entities and
customers, and (4) management's best estimates of the costs Integrys Energy Group will spend in the
future for investigating and remediating the manufactured gas plant sites. Integrys Energy Group
believes that any of these costs that are not recoverable from other entities or from insurance carriers are
recoverable through rates for utility services under approved mechanisms for the recovery of prudently
incurred costs. A change in these rate recovery mechanisms, however, or a decision by the applicable
state commission that some or all of these costs were not prudently incurred, could result in the present
recognition as expense of some or all of these costs. For more information, see Note 16, "Commitments
and Contingencies."

WPS owns coal-fired electric generating facilities at which it has performed maintenance activities that the
EPA could determine were subject to Clean Air Act New Source Review permitting requirements.
Depending on potential settlement terms or a court decision, WPS could be required to install
environmental controls, change operations, shut down certain plants, undertake supplemental
environmental projects, and/or pay fines.

In addition, impacts resulting from future federal or state regulation regarding mercury, sulfur dioxide, and
nitrogen oxide emissions, as well as the management of coal combustion byproducts, are uncertain.
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There is also uncertainty in quantifying liabilities under environmental laws that impose joint and several
liability on all potentially responsible parties.

Citizen groups that feel there are compliance issues not sufficiently enforced by environmental regulatory
agencies may also bring citizen enforcement actions against Integrys Energy Group. Such actions could
seek penalties, injunctive relief, and costs of litigation. Private citizens can also bring lawsuits to recover
environmental damages they believe they have incurred.

Integrys Energy Group's operations are subject to risks beyond its control, including but not
limited to customer usage, weather, terrorist attacks, or acts of war.

Integrys Energy Group's revenues are affected by the demand for electricity and natural gas. That
demand can vary greatly based upon:

. Fluctuations in economic activity and growth in Integrys Energy Group's regulated service areas,
as well as areas in which its nonregulated subsidiaries operate;

. Weather conditions, seasonality, and temperature extremes; and

. The amount of additional energy available from current or new competitors.

General economic conditions and customers focusing on energy efficiency in Integrys Energy Group's
service areas may result in a decrease in demand for electricity or natural gas, which could have an
adverse impact on Integrys Energy Group's results of operations, financial condition, and cash flows.

Weather conditions directly influence the demand for electricity and natural gas and affect the price of
energy commodities.

In addition, the cost of repairing damage to Integrys Energy Group's facilities due to storms, natural
disasters, wars, terrorist acts, and other catastrophic events, in excess of insurance limits established for
such repairs or excluded by insurance policies, may adversely impact Integrys Energy Group's results of
operations, financial condition, and cash flows. The occurrence or risk of occurrence of future terrorist
activity and the high cost or potential unavailability of insurance to cover such terrorist activity may impact
Integrys Energy Group's results of operations and financial condition in unpredictable ways. These
actions could also result in disruptions of power and fuel markets. In addition, Integrys Energy Group's
natural gas distribution system and pipelines and electric generation units and distribution system could
be directly or indirectly harmed by future terrorist activity.

Adverse capital and credit market conditions could negatively affect Integrys Energy Group's
ability to meet liquidity needs, access capital, and/or grow or sustain its current businesses. Cost
of capital and disruptions, uncertainty, and/or volatility in the financial markets could also
adversely impact the results of operations and financial condition of Integrys Energy Group, as
well as exert downward pressure on its stock price.

Having access to the credit and capital markets, at a reasonable cost, is necessary for Integrys Energy
Group to fund its operations, including capital requirements. The capital and credit markets provide
Integrys Energy Group with liquidity to operate and grow its businesses that is not otherwise provided
from operating cash flows. The credit and capital markets also support the ability of Integrys Energy
Group to provide credit support for the nonregulated operations of Integrys Energy Services. Disruptions,
uncertainty, and/or volatility in those markets could increase Integrys Energy Group's cost of capital. If
Integrys Energy Group or its subsidiaries are unable to access the credit and capital markets on terms
that are reasonable, they may have to delay raising capital, issue shorter-term securities, and/or bear an
increased cost of capital. This, in turn, could impact Integrys Energy Group's ability to grow or sustain its
current businesses, cause a reduction in earnings, and/or limit Integrys Energy Group's ability to sustain
its current common stock dividend level.
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A reduction in Integrys Energy Group's or its subsidiaries' credit ratings could materially and
adversely affect their business, financial position, results of operations, and liquidity.

Integrys Energy Group cannot be sure that any of Integrys Energy Group's or its subsidiaries' credit
ratings will remain in effect for any given period of time or that a credit rating will not be lowered by a
rating agency if, in the rating agency’s judgment, circumstances in the future so warrant. Any downgrade
could:

. Require the payment of higher interest rates in future financings and possibly reduce the
potential pool of creditors;

Increase borrowing costs under certain existing credit facilities;

Limit access to the commercial paper market;

Limit the availability of adequate credit support for Integrys Energy Services' operations; and
Require provision of additional credit assurance, including cash margin calls, to contract
counterparties.

The failure to effectively operate Integrys Energy Services' scaled back nonregulated energy
services business and/or the failure to execute the remaining transactions that are part of the
process to significantly reduce the scope and size of Integrys Energy Services, could negatively
impact the future results of operations and financial condition of Integrys Energy Group.

Integrys Energy Services’ change in focus from significant growth in nonregulated wholesale and retail
energy markets across the United States and Canada, to a focus on selected nonregulated retail energy
markets, could result in increased risks, including but not limited to:

e Lower earnings capacity from this business segment going forward, which Integrys Energy Group
may not be able to replace;

e Areduction in the value of the nonregulated business segment, including a potential
corresponding negative impact on Integrys Energy Group;

e Areduction in operating efficiencies, as operating margins may decline at a faster rate than the
associated operating expenses; and

e Potential loss of key employees during periods of increased employment uncertainty.

Integrys Energy Group cannot be certain that it will be able to successfully execute the remaining
transactions to complete the strategic initiative to reduce the scope and scale of the nonregulated
business segment. Pending transactions and plans to sell assets and components of this business
segment may not be completed, or these transactions could result in obtaining less economic benefit than
projected.

Refer to Item 7, “Management's Discussion and Analysis of Financial Condition and Results of
Operations — Introduction,” for a further discussion of the current strategy for Integrys Energy Services.

The use of derivative instruments could result in financial losses and liquidity constraints.

Integrys Energy Group uses derivative instruments, including futures, forwards, options, and swaps, to
manage its commodity and financial market risks. Significant volatility in energy prices could adversely
impact Integrys Energy Group's cash collateral requirements due to counterparty margin calls related to
these instruments.

In the absence of actively quoted market prices and pricing information from external sources, the
valuation of derivative contracts involves management's judgment or use of estimates. As a result,
changes in the underlying assumptions or use of alternative valuation methods could affect the reported
fair value of these contracts. Furthermore, realized values could differ from values determined by
management.
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For additional information concerning derivatives and commodity-based trading contracts, see
Note 2, "Risk Management Activities."

Poor investment performance of retirement plan investments and other factors impacting
retirement plan costs could unfavorably impact Integrys Energy Group’s liquidity and results of
operations.

Integrys Energy Group has employee benefit plans that cover substantially all of its employees and
retirees. Integrys Energy Group's cost of providing these benefit plans is dependent upon actual plan
experience and assumptions concerning the future, such as earnings on and/or valuations of plan assets,
discount rates, the level of interest rates used to measure the required minimum funding levels of the
plans, future government regulation, and required or voluntary contributions to the plans. Depending
upon the investment performance over time and other factors impacting its costs (as listed above),
Integrys Energy Group could be required to make larger contributions in the future to fund these plans.
These additional funding obligations could have a material adverse impact on Integrys Energy Group's
cash flows, financial condition, and/or results of operations. Changes made to the plans may also impact
current and future pension and other postretirement benefit costs.

Fluctuating commodity prices may reduce energy margins.

Integrys Energy Group’s regulated natural gas margins are sensitive to changes in natural gas commodity
prices. Any changes could affect the prices the regulated natural gas utilities charge, their operating
costs, and the competitive position of their products and services. Prudently incurred costs for purchased
natural gas and pipeline transportation and storage services are fully recoverable through the annual
reconciliation of revenues from the natural gas charge. However, increases in natural gas costs affect
total retail prices and, therefore, the competitive position of Integrys Energy Group's natural gas
businesses relative to other forms of energy. In addition, the timing and extent of higher natural gas
prices can adversely affect accounts receivable, bad debts, fuel cost, and interest expense. Integrys
Energy Group is also subject to margin requirements in connection with its use of forward contracts, and
these requirements could escalate if prices move adversely relative to these positions.

Integrys Energy Group's regulated electric utility margins are directly affected by commodity costs related
to coal, natural gas, and other fuels used in the electric generation process. Integrys Energy Group may
experience increased expenses, including interest costs and bad debts, higher working capital
requirements, and possibly reduction in demand as a result of any increase in the cost of fuel or
purchased power.

Higher commodity prices result in increased energy prices that may impact customer demand for energy
in the nonregulated market and increase counterparty and bad debt risk. This may stress margins at
Integrys Energy Group's nonregulated subsidiaries. If market prices for electric energy decline below the
cost of production at Integrys Energy Group's nonregulated generation facilities, these units may be
temporarily shut down.

Counterparties and customers may not meet their obligations.

Integrys Energy Group is exposed to the risk that counterparties to various arrangements who owe
Integrys Energy Group money, energy, natural gas, coal, or other commodities or services will not be able
to perform their obligations. Should the counterparties to these arrangements fail to perform, Integrys
Energy Group might be forced to replace or to sell the underlying commitment at then-current market
prices. In such event, Integrys Energy Group might incur losses, or its results of operations, financial
position, or liquidity could otherwise be adversely affected.

Some of Integrys Energy Group's customers are experiencing, or may experience, financial problems that
could have a significant impact on their creditworthiness. Integrys Energy Group cannot provide
assurance that its financially distressed customers will not default on their obligations to Integrys Energy
Group and that such a default will not have a material adverse impact on Integrys Energy Group's
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business, financial position, results of operations, or cash flows. Furthermore, the bankruptcy of one or
more of its customers, or some other similar proceeding or liquidity constraint, might make it unlikely that
Integrys Energy Group would be able to collect all or a significant portion of amounts owed by distressed
entities or residential customers. Such events could adversely impact Integrys Energy Group's receivable
collections and additional allowances may be required, which could adversely affect its operating results.
In addition, such events might force customers to reduce or curtail their future use of Integrys Energy
Group's products and services, which could have a material adverse impact on Integrys Energy Group’s
results of operations and financial condition.

Any change in Integrys Energy Group's ability to sell electricity generated from its facilities at
market-based rates may impact earnings.

The FERC has authorized certain of Integrys Energy Group's subsidiaries to sell generation from certain
of its facilities at market prices. The FERC retains the authority to modify or withdraw this market-based
rate authority. If the FERC determines that the market is not workably competitive, that Integrys Energy
Group or its subsidiaries possess market power, or that they are not charging just and reasonable rates,
the FERC may require Integrys Energy Group's subsidiaries to sell power at a price based upon the costs
incurred in producing the power. Integrys Energy Group's revenues and profit margins may be negatively
affected by any reduction by the FERC of the rates it may receive.

Integrys Energy Group has recorded goodwill that could become impaired and adversely affect
financial results.

The PEC merger and the acquisition of natural gas distribution operations in Minnesota and Michigan
were accounted for as purchases by Integrys Energy Group in accordance with GAAP. Under the
purchase method of accounting, the assets and liabilities acquired were recorded at their respective fair
values at the date of acquisition and added to those of Integrys Energy Group. As a result of the
application of purchase accounting, these transactions resulted in a significant amount of goodwill. To
the extent the value of goodwill or intangibles becomes impaired, Integrys Energy Group may be required
to incur material noncash charges relating to such impairments. Such impairment charges could have a
material impact on the financial results of Integrys Energy Group.

Actual results could differ from estimates used to prepare Integrys Energy Group's financial
statements.

In preparing the financial statements in accordance with GAAP, management must often make estimates
and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses, and related
disclosures at the date of the financial statements and during the reporting period. Some of those
judgments can be subjective and complex, and actual results could differ from those estimates. For more
information about significant estimates and assumptions, see Iltem 7, "Management's Discussion and
Analysis of Financial Condition and Results of Operations — Critical Accounting Policies."

Integrys Energy Group may not be able to utilize tax credit and/or net operating loss
carryforwards.

Integrys Energy Group has significantly reduced its consolidated federal and state income tax liability in
the past through tax credits and tax net operating losses available under the applicable tax codes.
Integrys Energy Group has not fully utilized these tax credits and tax net operating losses in its previous
tax filings, but expects to prior to their expiration in future filings. However, Integrys Energy Group may
not be able to fully utilize the tax credits and tax net operating losses available as carryforwards if its
future federal and state taxable income and related income tax liability is insufficient to permit the use of
such credits and losses.

In addition, any future disallowance of some or all of those tax credits or tax net operating losses as a

result of legislative change or adverse determination by one of the applicable taxing jurisdictions could
materially affect Integrys Energy Group's tax obligations.
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Integrys Energy Group is subject to provisions that can limit merger and acquisition opportunities
for its shareholders.

The Wisconsin Public Utility Holding Company Law precludes the acquisition of 10% or more of the voting
shares of a holding company of a Wisconsin public utility unless the PSCW has first determined that the
acquisition is in the best interests of utility consumers, investors and the public. Those interests may, to
some extent, be mutually exclusive. This provision and other requirements of the Wisconsin Public Utility
Holding Company Law may delay, or reduce the likelihood of, a sale or change of control thus reducing
the likelihood that shareholders will receive a takeover premium for their shares.

Provisions of Integrys Energy Group's articles of incorporation and by-laws may delay or frustrate the
removal of incumbent directors and may prevent or delay a merger, tender offer or proxy contest involving
Integrys Energy Group that is not approved by its board of directors, even if the shareholders believe that
such events may be beneficial to Integrys Energy Group's interests. In addition, the Wisconsin Business
Corporation Law contains provisions that may have the effect of delaying or making more difficult
attempts by others to obtain control of Integrys Energy Group without the approval of its board of
directors.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES
A. REGULATED

Electric Facilities

The following table summarizes information on the electric generation facilities of Integrys Energy Group,
including owned and jointly owned facilities as of December 31, 2009:

Rated
Capacitg/
Type Name Location Fuel (MW) @

Steam Columbia Units 1 and 2 Portage, WI Coal 3545 (2)
Edgewater Unit 4 Sheboygan, WI Coal 926 (2)

Pulliam (4 units) Green Bay, WI Coal 320.3

Weston Units 1, 2, and 3 Marathon County, WI Coal 4711
Weston Unit 4 Marathon County, WI Coal 3734 (2)

Total Steam 1.611.9

Combustion De Pere Energy Center De Pere, WI Natural Gas 166.6

Turbine and Eagle River Eagle River, WI Distillate Fuel Oil 4.2

Diesel Gladstone Gladstone, Ml Oil 19.1
Juneau #31 Adams County, WI Distillate Fuel Oil 7.1 (2)

Oneida Casino Green Bay, WI Distillate Fuel Oil 3.5

Portage Houghton, Ml Oil 18.1

Pulliam #31 Green Bay, WI Natural Gas 84.7

West Marinette #31 Marinette, WI Natural Gas 38.3

West Marinette #32 Marinette, WI Natural Gas 354
West Marinette #33 Marinette, WI Natural Gas 516 (2)

Weston #31 Marathon County, WI Natural Gas 15.3

Weston #32 Marathon County, WI Natural Gas 48.4

Total Combustion Turbine and Diesel 492.3

Hydroelectric Various Michigan Hydro 20.3
Various Wisconsin Hydro 67.9 (3)

Total Hydroelectric 88.2

Wind Kewaunee County Wisconsin Wind 1.0

Crane Creek lowa Wind 21.7

Total Wind 22.7

Total System 22151

(1)  Based on capacity ratings for July 2010, which can differ from nameplate capacity, especially on wind projects. As a
result of continually reaching demand peaks in the summer months, primarily due to air conditioning demand, the
summer period is the most relevant for capacity planning purposes at Integrys Energy Group’s electric segment.

(2) These facilities are jointly owned by WPS and various other utilities. The capacity indicated for each of these units is
equal to WPS’s portion of total plant capacity based on its percent of ownership.

- Wisconsin Power and Light Company operates the Columbia and Edgewater units, and WPS holds a 31.8% ownership
interest in these facilities.

- WPS operates the Weston 4 facility and holds a 70% ownership in this facility, while Dairyland Power Cooperative holds
the remaining 30%.

- WRPC owns and operates the Juneau unit. WPS holds a 50% ownership interest in WRPC.

- WPS operates the West Marinette 33 unit and holds a 68% ownership interest in the facility, while Marshfield Electric
and Water Department holds the remaining 32% ownership.

(3) WRPC owns and operates the Castle Rock and Petenwell units. WPS holds a 50% ownership interest in WRPC; however,
WPS is entitled to 66.7% of total capacity at Petenwell and Castle Rock.

As of December 31, 2009, Integrys Energy Group’s electric utilities owned approximately 24,900 miles of
electric distribution lines located in Michigan and Wisconsin and approximately 170 distribution
substations.

-22-



Natural Gas Facilities

At December 31, 2009, Integrys Energy Group’s natural gas properties were located in lllinois, Wisconsin,
Minnesota, and Michigan, and consisted of the following:

Approximately 22,000 miles of natural gas distribution mains,

Approximately 1,010 miles of natural gas transmission mains,

Approximately 291 natural gas distribution and transmission gate stations,

Approximately 1.3 million natural gas lateral services,

A 3.6 billion-cubic-foot natural gas storage field located in Michigan, and

A 36.5 billion-cubic-foot underground natural gas storage reservoir and a liquefied natural gas plant at Manlove
Field located in central lllinois.

General

Substantially all of Integrys Energy Group’s utility plant at WPS, UPPCO, PGL, and NSG is subject to first
mortgage liens.

B. INTEGRYS ENERGY SERVICES

The following table summarizes information on the energy asset facilities owned by Integrys Energy
Services as of December 31, 2009:

Rated
Capaci}
Type Name Location Fuel (MW) (
Combined Cycle Beaver Falls Beaver Falls, NY Gas/Oil 78.9
Combined Locks Combined Locks, WI Gas 46.8 (2)
Syracuse Syracuse, NY Gas/Qil 85.0
Total Combined Cycle 210.7
Steam Westwood Tremont, PA Culm 30.0
Caribou Caribou, ME Oil 21.7 (3)
Total Steam 51.7
Hydroelectric Caribou Caribou ME Hydro 0.9 3)
Squa Pan Ashland, ME Hydro 14 3)
Tinker New Brunswick, Canada Hydro 34.5 3)
Total Hydroelectric 36.8
Combustion Turbine and Diesel Caribou Caribou ME Diesel 7.0 3)
Flo’s Inn Presque Isle, ME Diesel 4.2 3)
Loring Limestone, ME Diesel 5.2 3)
Tinker New Brunswick, Canada Diesel 1.0 3)
Total Combustion Turbine and Diesel 17.4
Reciprocating Engine Winnebago Rockford, IL Landfill Gas 6.4
Solar Various California 1.7
Various Connecticut
Various New Jersey 5.8
Total Solar 7.8
Total Energy Assets 330.8
L
@Mw
Landfill Gas Transportation LGS Brazoria County, TX Landfill Gas mil 4)

(1) Based on summer rated capacity.
(2) Combined Locks has an additional five MW of capacity available at this facility through the lease of a steam turbine.

(3) At December 31, 2009, these properties were classified as assets held for sale. For more information see Note 4, “Dispositions.”
(4) LGS Renewables 1, LC, owns and operates the LGS facility. PDI, a wholly owned subsidiary of Integrys Energy Services, holds a

50% ownership interest in LGS.
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ITEM 3. LEGAL PROCEEDINGS

For information on material legal proceedings and matters related to Integrys Energy Group and its
subsidiaries, see Note 16, "Commitments and Contingencies."

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None
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ITEM 4A. EXECUTIVE OFFICERS OF INTEGRYS ENERGY GROUP

’ Position and Business Effective
Name and Age ) Experience During Past Five Years Date
Larry L. Weyers 64 Executive Chairman 01-01-09
Chairman, President and Chief Executive Officer 05-15-08
President and Chief Executive Officer 02-21-07
Chairman, President and Chief Executive Officer 02-12-98
Charles A. Schrock 56 President and Chief Executive Officer 01-01-09
President and Chief Executive Officer of WPS 05-31-08
President of WPS 02-21-07
President and Chief Operating Officer — Generation — WPS 08-15-04
Thomas P. Meinz 63 Executive Vice President and Chief External Affairs Officer 05-15-08
Executive Vice President — External Affairs 02-21-07
Executive Vice President — Public Affairs 09-12-04
Phillip M. Mikulsky 61 Executive Vice President — Corporate Development and Shared Services 09-21-08
Executive Vice President and Chief Development Officer 02-21-07
Executive Vice President — Development 09-12-04
Joseph P. O'Leary 55 Senior Vice President and Chief Financial Officer 06-04-01
Diane L. Ford 56 Vice President and Corporate Controller 02-21-07
Vice President — Controller and Chief Accounting Officer 07-11-99
Bradley A. Johnson 55 Vice President and Treasurer 07-18-04
Barth J. Wolf 52 Vice President, Chief Legal Officer and Secretary 07-31-07
Vice President — Legal Services and Chief Compliance Officer — IBS 02-21-07
Secretary and Manager — Legal Services 09-19-99
Lawrence T. Borgard 48 President and Chief Operating Officer — Utilities of Integrys Energy Group and
President and Chief Executive Officer of WPS 04-05-09
President and Chief Operating Officer — Integrys Gas Group @ 02-21-07
President and Chief Operating Officer — Energy Delivery — WPS 08-15-04
William D. Laakso ® 47 Vice President — Human Resources 09-21-08
Interim Vice President — Human Resources — IBS 05-15-08
Director — Workforce Planning and Organizational Design — WPS 08-12-07
Director Organizational Development — WPS 07-11-06
Director of Organizational Development — WPS 12-12-05
Vice President — Operations/Clinical Director — Employee Resource Center,
Inc. 02-04-02
Mark A Radtke 48 President and Chief Executive Officer — Integrys Energy Services 06-01-08
President — Integrys Energy Services (previously named WPS Energy
Services, Inc.) 10-17-99

@ All ages are as of January 1, 2010. None of the executives listed above are related by blood, marriage, or adoption to
any of the other officers listed or to any director of Integrys Energy Group. Each officer holds office until his or her
successor has been duly elected and qualified, or until his or her death, resignation, disqualification, or removal.

@ The Integrys Gas Group includes PGL, NSG, MERC, and MGU.

® Prior to joining Integrys Energy Group, William D. Laakso’s responsibilities at Employee Resource Center, Inc. (ERC)
included leadership of ERC’s management team and duties of Clinical Director. ERC provides employee assistance
programs to over 200 corporate customers in Northeast Wisconsin and covers 75,000 employees and their dependents.
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PART II

ITEM 5. MARKET FOR INTEGRYS ENERGY GROUP'S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES

Integrys Energy Group, Inc. Common Stock Two-Year Comparison

Dividends Price Range
Share Data Per Share High Low
2009
1st Quarter $ .680 $45.10 $19.44
2nd Quarter .680 30.40 24.95
3rd Quarter .680 36.75 28.31
4th Quarter .680 42.99 34.20
Total $2.720
2008
1st Quarter $ .670 $53.26 $44.04
2nd Quarter .670 52.74 46.89
3rd Quarter .670 53.92 48.88
4th Quarter .670 51.47 36.91
Total $2.680

Integrys Energy Group’s common stock is traded on the New York Stock Exchange under the ticker
symbol “TEG.” The transfer agent and registrar for Integrys Energy Group’s common stock is American
Stock Transfer & Trust Company, LLC, 59 Maiden Lane, New York, NY 10038.

As of February 22, 2010, there were 32,608 common stock shareholders of record.
Dividend Restrictions

Integrys Energy Group is a holding company and its ability to pay dividends is largely dependant upon the
ability of its subsidiaries to pay dividends.

The PSCW has restricted WPS to paying normal dividends on its common stock of no more than 103% of
the previous year's common stock dividend. Integrys Energy Group’s right to receive dividends on the
common stock of WPS is also subject to the prior rights of WPS’s preferred shareholders and to
provisions in WPS's restated articles of incorporation, which limit the amount of common stock dividends
that WPS may pay if its common stock and common stock surplus accounts constitute less than 25% of
its total capitalization. These limitations are not expected to limit any dividend payments in the
foreseeable future. At December 31, 2009, these limitations amounted to $1.4 million out of WPS'’s total
retained earnings of $392.2 million. Consequently, at December 31, 2009, WPS had $390.8 million of
retained earnings available for the payment of dividends.

The PSCW also requires WPS to maintain a financial capital structure (i.e., the percentages by which
each of common stock equity, preferred stock equity and debt constitute the total capital invested in a
utility), that has a common equity range of 49% to 54%. The PSCW also established a targeted financial
common equity ratio at 51% that results in a regulatory common equity ratio of 53.41%. The primary
difference between the financial and the regulatory common equity ratio relates to certain off-balance
sheet obligations, primarily purchased power obligations, considered by the PSCW in establishing the
financial common equity target. These limitations may be modified by the PSCW.
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UPPCO's indentures relating to its first mortgage bonds contain certain limitations on the payment of cash
dividends on its common stock, which is held solely by Integrys Energy Group. At December 31, 2009,
these restrictions amounted to $10.7 million out of UPPCO's total retained earnings of $50.1 million.
Consequently, at December 31, 2009, UPPCO had $39.4 million of retained earnings available for the
payment of common stock cash dividends.

NSG's long-term debt obligations contain provisions and covenants restricting the payment of cash
dividends and the purchase or redemption of capital stock. At December 31, 2009, these restrictions
amounted to $6.9 million out of NSG's total retained earnings of $70.2 million. Consequently, at
December 31, 2009, NSG had $63.3 million of retained earnings available for the payment of dividends.

At December 31, 2009, Integrys Energy Group had $326.6 million of retained earnings available for the
payment of dividends. Except for the subsidiary restrictions described above, Integrys Energy Group
does not have any dividend restrictions.

Equity Compensation Plans

See Iltem 11, "Executive Compensation,” for information regarding Integrys Energy Group’s equity
compensation plans.
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ITEM 6. SELECTED FINANCIAL DATA

INTEGRYS ENERGY GROUP, INC.
COMPARATIVE FINANCIAL DATA AND

OTHER STATISTICS (2005 TO 2009)

As of or for Year Ended December 31

(Millions, except per share amounts, stock price, return on average equity

and number of shareholders and employees) 2009 2008 2007 @ 2006 @ 2005
Total revenues $7,499.8 $14,047.8 $10,292.4 $6,890.7 $6,825.5
Net income (loss) from continuing operations (71.6) 124.7 181.0 147.8 146.1
Net income (loss) attributed to common shareholders (70.9) 126.4 251.3 155.8 157.4
Total assets 11,847.9 14,272.5 11,234.4 6,861.7 5,462.5
Preferred stock of subsidiary 51.1 51.1 51.1 51.1 51.1
Long-term debt (excluding current portion) 2,394.7 2,285.7 2,265.1 1,287.2 867.1
Shares of common stock (less treasury stock and shares in deferred
compensation trust)
Outstanding 76.0 76.0 76.0 43.1 39.8
Average 76.8 76.7 71.6 423 38.3
Earnings (loss) per common share (basic)
Net income (loss) from continuing operations ($0.96) $1.59 $2.49 $3.51 $3.85
Earnings (loss) per common share (0.92) 1.65 351 3.68 4.11
Earnings (loss) per common share (diluted)

Net income (loss) from continuing operations (0.96) 1.58 2.48 3.50 3.81
Earnings (loss) per common share (0.92) 1.64 3.50 3.67 4.07
Dividends per common share declared 2.72 2.68 2.56 2.28 2.24
Stock price at year-end $41.99 $42.98 $51.69 $54.03 $55.31
Book value per share $37.62 $40.78 $42.58 $35.61 $32.76
Return on average equity (2.5)% 3.7% 8.5% 10.6% 13.6%
Number of common stock shareholders 32,755 34,016 35,212 19,837 20,701
Number of employees 5,025 5,191 5,231 3,326 2,945

@ ncludes the impact of the PEC merger on February 21, 2007.

@ Includes the impact of the acquisition of natural gas distribution operations from Aquila by MGU on April 1, 2006 and MERC on July 1, 2006.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

Integrys Energy Group is a diversified energy holding company with regulated electric and natural gas
utility operations (serving customers in lllinois, Michigan, Minnesota, and Wisconsin), nonregulated
energy operations, and an approximate 34% equity ownership interest in ATC (a federally regulated
electric transmission company operating in Wisconsin, Michigan, Minnesota, and lllinois).

Strategic Overview

Integrys Energy Group's goal is to create long-term value for shareholders and customers through growth
in its core regulated businesses. Integrys Energy Group has substantially completed its previously
announced strategy to divest of or significantly reduce the size of its nonregulated energy services
business segment to a smaller segment with significantly reduced credit and collateral support
requirements.

The essential components of Integrys Energy Group's business strategy are:

Maintaining and Growing a Strong Regulated Utility Base — A strong regulated utility base is essential
to maintain a strong balance sheet, predictable cash flows, a desired risk profile, attractive dividends, and
quality credit ratings. This is critical to Integrys Energy Group's success as a strategically focused
regulated business. Integrys Energy Group believes the following projects have helped, or will help,
maintain and grow its regulated utility base and meet its customers' needs:

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

o Integrys Energy Group's approximate 34% ownership interest in ATC, a transmission company that
had over $2.8 billion of transmission assets at December 31, 2009. ATC plans to invest
approximately $2.5 billion during the next ten years. Although ATC's equity requirements to fund its
capital investments will primarily be met by earnings reinvestment, Integrys Energy Group plans to
continue to fund its share of the equity portion of future ATC growth, as necessary.

e An accelerated annual investment in natural gas distribution facilities (replacement of cast iron
mains) at PGL.

e WPS's purchase of the 99-megawatt Crane Creek wind generation project constructed in Howard
County, lowa, which became operational in 2009.

For more detailed information on Integrys Energy Group's capital expenditure program, see "Liquidity and
Capital Resources, Capital Requirements."

Operating a Nonregulated Energy Services Business Segment with a Controlled Risk and Capital
Profile — Through its nonregulated Integrys Energy Services subsidiary, Integrys Energy Group provides
retail natural gas and electric products to end-use customers in the upper Midwest and Northeastern
regions of the United States. Integrys Energy Group has repositioned this subsidiary from a focus on
significant growth in wholesale and retail markets across the United States and Canada, to a focus on
selected retail markets with the expectation that recurring customer based business will result in
dependable cash and earnings contributions with a reduced risk and capital profile. In addition, Integrys
Energy Services will continue to invest in energy assets with renewable attributes.
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Integrating Resources to Provide Operational Excellence — Integrys Energy Group is committed to
integrating resources of all its businesses, while meeting all applicable legal and regulatory requirements.
This will provide the best value to customers and shareholders by leveraging the individual capabilities
and expertise of each business and lowering costs. Integrys Energy Group believes the following recent
developments have helped, or will help, integrate resources and provide operational excellence:

e IBS, a wholly owned service company of Integrys Energy Group, was formed to achieve
consolidation and efficient delivery of various support services, and to provide more consistent
and transparent allocation of costs throughout Integrys Energy Group and its subsidiaries.

o "Operational Excellence" initiatives were implemented to provide top performance in the areas of
project management, process improvement, contract administration, and compliance in order to
reduce costs and manage projects and activities within appropriate budgets, schedules, and
regulations.

Placing Strong Emphasis on Asset and Risk Management — Integrys Energy Group's asset
management strategy calls for the continuous assessment of existing assets, the acquisition of assets,
and contractual commitments to obtain resources that complement its existing business and strategy.
The goal is to provide the most efficient use of resources while maximizing return and maintaining an
acceptable risk profile. This strategy focuses on the disposition of assets, including property, plant, and
equipment and entire business units, which are no longer strategic to ongoing operations, are not
performing as needed, or have an unacceptable risk profile. Integrys Energy Group maintains a portfolio
approach to risk and earnings. Integrys Energy Group's decision regarding the future of Integrys Energy
Services illustrates its asset management strategy.

Integrys Energy Group's risk management strategy includes the management of market, credit, and
operational risks through the normal course of business. Forward purchases and sales of electric
capacity, energy, natural gas, and other commodities and the use of derivative financial instruments,
including commodity swaps and options, allow for opportunities to reduce the risk associated with price
movement in a volatile energy market. Each business unit manages the risk profile related to these
instruments consistent with Integrys Energy Group's risk management policies, which are approved by
the Board of Directors. The Corporate Risk Management Group, which reports through the Chief
Financial Officer, provides corporate oversight.

Continuing Emphasis on Safe, Reliable, Competitively Priced, and Environmentally Sound Energy
and Energy Related Services — Integrys Energy Group's mission is to provide customers with the best
value in energy and energy related services. By effectively operating a mixed portfolio of generation
assets and investing in new generation and natural gas distribution assets, while maintaining or
exceeding environmental standards, Integrys Energy Group is able to provide a safe, reliable,
value-priced service to its customers. Integrys Energy Group concentrates its efforts on improving and
operating efficiently in order to reduce costs and maintain a low risk profile. Integrys Energy Group
actively evaluates opportunities for increasing its focus on energy efficiency and for adding more
renewable generation to provide additional environmentally sound energy to its portfolio. Integrys Energy
Group believes the following activities have helped, and will continue to help, to provide safe, reliable,
competitively priced, and environmentally sound energy and energy related services:

° Managing operations to minimize the impact on the environment. WPS's Weston 4 facility,
completed in 2008, is one of the most efficient pulverized coal-fired electric generation units in the
country with state-of-the-art environmental controls, which allows reductions in the amount of
emissions produced. Integrys Energy Group also expects to maintain or decrease the amount of
greenhouse gases released over time and supports research and development initiatives that will
enable further progress toward decreasing its carbon footprint.

. Effectively operating a mixed portfolio of generation assets and investing in new generation and

distribution assets, such as Weston 4, wind projects, and its natural gas connection to the
Guardian Il pipeline, ensures continued reliability for Integrys Energy Group's customers.
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RESULTS OF OPERATIONS

Change in Change in
Year Ended December 31 2009 Over 2008 Over

(Millions, except per share amounts) 2009 2008 2007 2008 2007
Natural gas utility operations $(172.1) $ 845 $ 28.7 N/A 194.4 %
Electric utility operations 88.9 92.6 87.4 (4.0)% 59 %
Integrys Energy Services operations 25 (61.5) 98.0 N/A N/A
Electric transmission investment 455 39.7 30.3 14.6 % 31.0%
Holding company and other operations (35.7) (28.9) (49.1) 235 % 41.1)%
Oil and natural gas operations - - 56.0 N/A (100.0)%
Net income (loss) attributed to common shareholders $(70.9) $126.4 $251.3 N/A (49.1)%
Basic earnings (loss) per share $(0.92) $1.65 $3.51 N/A (53.0)%
Diluted earnings (loss) per share $(0.92) $1.64 $3.50 N/A (53.1)%

Average shares of common stock

Basic 76.8 76.7 71.6 0.1% 71 %
Diluted 76.8 77.0 71.8 (0.3)% 72 %

Financial Results — 2009 Compared with 2008

Integrys Energy Group recognized a net loss attributed to common shareholders of $70.9 million

($0.92 net loss per share) in 2009 compared with net income attributed to common shareholders of
$126.4 million ($1.64 diluted earnings per share) in 2008. Significant factors impacting the $197.3 million

decrease in earnings were as follows (and are discussed in more detail thereafter).

. Earnings at the regulated natural gas utility segment decreased $256.6 million, driven by a

$242.3 million increase in after-tax non-cash goodwill impairment losses period-over-period. A
$16.2 million after-tax decrease in margin from lower period-over-period volumes, net of
decoupling, also negatively impacted earnings. An $8.0 million after-tax increase in employee
benefit costs, a $9.6 million after-tax increase in other operating and maintenance expenses related
primarily to natural gas maintenance costs and workers compensation claims, and $4.1 million
after-tax of restructuring costs related to workforce reductions also contributed to the decrease in
earnings. These negative impacts were partially offset by a $17.4 million after-tax net positive

impact that increased rates at certain natural gas utilities had on margin and a $10.6 million

after-tax decrease in bad debt expense.

o Earnings at the regulated electric utility segment decreased $3.7 million, driven by a $20.2 million

after-tax increase in operating expenses, including restructuring costs, a $3.7 million after-tax
increase in other expense primarily related to an increase in interest expense at WPS, and a
$3.3 million increase in income taxes. Partially offsetting these increases in expenses was a
$23.8 million after-tax increase in margin.

Earnings at Integrys Energy Services increased $64.0 million, driven by a $127.3 million after-tax
increase in Integrys Energy Services' margin year-over-year, primarily related to the positive
year-over-year impact of inventory valuation adjustments recorded in prior periods, partially offset
by non-cash accounting losses due to derivative fair value adjustments. Partially offsetting the
increase in Integrys Energy Services' margin were an increase in the provision for income taxes,
primarily due to an $18.4 million year-over-year decrease in income tax credits recognized, after-
tax restructuring expenses of $17.4 million, after-tax losses of $17.3 million related to dispositions
completed in connection with the strategy change primarily driven by timing differences caused by
the accounting treatment for derivative and non-derivative contracts, and an after-tax increase in
operating and maintenance expenses of $5.5 million.
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. Earnings at the electric transmission investment segment increased $5.8 million year-over-year,
due to an increase in income from Integrys Energy Group's approximate 34% ownership interest in
ATC.

. Net loss at the holding company and other segment increased $6.8 million, driven by an increase in
interest expense.

Financial Results — 2008 Compared with 2007

Integrys Energy Group recognized net income attributed to common shareholders of $126.4 million
($1.64 diluted earnings per share) in 2008 compared with $251.3 million ($3.50 diluted earnings per
share) in 2007. Significant factors impacting the $124.9 million decrease in earnings were as follows (and
are discussed in more detail thereafter).

. Earnings at the regulated natural gas utility segment increased $55.8 million, driven by the
inclusion of PGL and NSG for all of 2008 compared with only a partial year of operations in 2007
and by the positive impact of PGL's 2008 rate increase. From 2007 to 2008, earnings related to
PGL and NSG increased $43.3 million. Also positively impacting earnings was an increase in
natural gas sales volumes at WPS, MERC, and MGU, which drove a $6.6 million after-tax increase
in margin.

. Earnings at the regulated electric utility segment increased $5.2 million, driven by a $7.0 million
after-tax decrease in electric maintenance expenses, an approximate $6 million after-tax positive
impact related to retail electric rate increases, and an approximate $6 million after-tax increase in
wholesale margins, partially offset by an $8.3 million after-tax increase in electric transmission
expenses and an approximate $7 million after-tax decrease in margin due to lower residential and
commercial and industrial sales volumes as a result of cooler weather during the cooling season
and customer conservation efforts.

o Earnings at Integrys Energy Services decreased $159.5 million, driven by a $131.0 million after-tax
decrease in Integrys Energy Services' margin year-over-year, primarily related to non-cash
accounting losses due to derivative fair value and inventory valuation adjustments, partially offset
by an increase in retail electric margin. Also contributing to the decrease in Integrys Energy
Services' earnings was a $13.4 million after-tax increase in operating and maintenance expenses,
the year-over-year impact of the recognition of $17.1 million of after-tax earnings from Integrys
Energy Services' investment in a synthetic fuel production facility in 2007, and a $10.9 million
decrease in after-tax income from discontinued operations as a result of the sale of Niagara
Generation, LLC in 2007. Partially offsetting the decrease in earnings was the recognition of
$10.0 million of investment tax credits related to solar projects completed in the fourth quarter of
2008.

o Earnings at the oil and natural gas operations segment decreased $56.0 million. In connection with
the PEC merger, Integrys Energy Group announced its intent to divest of PEC's oil and natural gas
production operations, PEP. PEP was sold in the third quarter of 2007. In 2007, PEP recognized
earnings of $56.0 million, including $58.5 million of earnings reported as discontinued operations.
The sale of PEP resulted in a $7.6 million after-tax gain in 2007.

. Earnings at the electric transmission investment segment increased $9.4 million year-over-year,
due to an increase in income from Integrys Energy Group's ownership interest in ATC.

. Net loss at the holding company and other segment decreased $20.2 million, driven by lower

operating expenses at the holding company, partially offset by the negative year-over-year impact
on operating income of the reallocation of external costs to achieve merger synergies in 2007.
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. Diluted earnings per share was impacted by a 5.2 million share (7.2%) increase in the weighted
average number of outstanding shares of Integrys Energy Group common stock from 2007 to 2008.
Integrys Energy Group issued 31.9 million shares of common stock on February 21, 2007, in
conjunction with the PEC merger. Additional shares were also issued under the Stock Investment
Plan and certain stock-based employee benefit plans in 2007.

Utility Operations

For 2009 and 2008, utility operations included the regulated natural gas utility segment, consisting of the
natural gas operations of PGL, WPS, MERC, MGU, and NSG, and the regulated electric segment,
consisting of the regulated electric operations of WPS and UPPCO. The regulated natural gas operations
of WPS, MERC, and MGU were included in results of operations for all of 2007, while the regulated
natural gas operations of PGL and NSG were included in results of operations beginning on

February 22, 2007.

Regulated Natural Gas Utility Segment Operations
Change in Changein

Year Ended December 31 2009 Over 2008 Over

(Millions, except degree days) 2009 2008 2007 2008 2007
Revenues $2,237.5 $3,025.9 $2,103.7 (26.1)% 43.8 %
Purchased natural gas costs 1,382.0 2,147.7 1,453.5 (35.7% 47.8 %
Margins 855.5 878.2 650.2 (2.6)% 351 %
Operating and maintenance expense 532.6 539.1 427.4 (1.2)% 26.1 %
Goodwill impairment loss ") 291.1 6.5 - 4,378.5 % N/A
Restructuring expense @ 6.9 - - N/A N/A
Depreciation and amortization expense 106.1 108.3 97.7 (2.0)% 10.8 %
Taxes other than income taxes 33.4 32.1 33.1 4.0 % (3.0)%
Operating income (loss) (114.6) 192.2 92.0 N/A 108.9 %
Miscellaneous income 3.1 7.0 5.5 (55.7)% 27.3 %
Interest expense (52.2) (56.6) (53.4) (7.8)% 6.0 %
Other expense (49.1) (49.6) (47.9) (1.0)% 3.5%
Income (loss) before taxes $ (163.7) $ 142.6 $ 441 N/A 223.4 %
Throughput in therms
Residential 1,602.8 1,708.9 1,251.8 (6.2)% 36.5 %
Commercial and industrial 501.4 550.8 439.2 (9.0)% 25.4 %
Interruptible 51.3 60.1 59.4 (14.6)% 1.2%
Interdepartmental 9.5 28.6 47 .1 (66.8)% (39.3)%
Transport 1,641.6 1,834.0 1,505.6 (10.5)% 21.8 %

Total sales in therms 3,806.6 4,182.4 3,303.1 (9.0)% 26.6 %
Weather
Average heating degree days 7,061 7,257 NM® (2.7)% N/A

) See Note 10, "Goodwill and Other Intangible Assets," for more information.
@ See Note 3, "Restructuring Expense," for more information.
® Not meaningful as the PEC merger was completed on February 21, 2007.
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2009 Compared with 2008
Revenues
Regulated natural gas utility segment revenue decreased $788.4 million, driven by:

¢ An approximate $648 million decrease in revenue as a result of an approximate 30% decrease in the
average per-unit cost of natural gas sold by the regulated natural gas utilities during 2009 compared
with 2008. For all of Integrys Energy Group's regulated natural gas utilities, prudently incurred natural
gas commodity costs are passed directly through to customers in current rates.

¢ An approximate $166 million decrease in revenue as a result of lower year-over-year natural gas
throughput volumes, driven by:

- An approximate $83 million decrease related to lower overall volumes, including residential
customer volumes, resulting from customer conservation and efficiency efforts. Lower volumes
were also driven by decreased commercial and industrial customer volumes resulting from reduced
demand related to changes in customers' plant operations and a decline in customer base at PGL
and MGU, both of which Integrys Energy Group attributed to the general economic slowdown.

- An approximate $70 million decrease as a result of warmer year-over-year weather during the
heating season as indicated by the 2.7% decrease in average heating degree days.

- An approximate $19 million decrease related to a reduction in volumes sold to the electric utility
segment driven by the availability of lower cost power from MISO, resulting in a decrease in the
need for the electric utility to run its natural gas-fired peaking generation units.

- This decrease in revenue was partially offset by the $6 million positive impact of decoupling
mechanisms that were first effective for PGL and NSG on March 1, 2008, and for WPS on
January 1, 2009. Under decoupling, these utilities are allowed to defer the difference between the
actual and rate case authorized delivery charge components of margin from certain customers and
adjust future rates in accordance with rules applicable to each jurisdiction.

e An approximate $20 million year-over-year net decrease in revenue from lower recovery of
environmental cleanup expenditures at PGL and NSG related to former manufactured gas plant sites,
partially offset by higher recovery of EEP expenses. The EEP program was established in the 2008
PGL and NSG rate cases and is designed to encourage energy efficiency initiatives.

e The decrease in revenue was partially offset by the approximate $29 million year-over-year net positive
impact of natural gas distribution rate cases and changes in rate design at the regulated natural gas
utilities. See Note 24, "Regulatory Environment," for more information on these rate cases.

- Effective January 14, 2009, MGU received a final rate order from the MPSC for a natural gas
distribution rate increase. On June 29, 2009, MERC received a final rate order granting a natural
gas distribution rate increase. Prior to this final order, MERC had been granted interim rate relief
effective October 1, 2008. Together, these rate increases had an approximate $19 million positive
impact on revenue.

- In 2009, PGL and NSG received the full impact of their 2008 natural gas distribution rate orders,
which were effective February 14, 2008, and drove an approximate $5 million increase in revenue
year-over-year.

- Effective January 1, 2009, the PSCW required WPS to change its retail natural gas distribution rate

design which incorporates higher volumetric rates and lower fixed customer charges. In 2009,
revenue increased approximately $5 million related to this change in rate design.
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Margins

Regulated natural gas utility segment margin decreased $22.7 million, driven by:

An approximate $27 million year-over-year decrease in margin resulting from the 9.0% decrease in
natural gas throughput volumes attributed to the negative impact of the general economic slowdown,
customer conservation and efficiency efforts, and warmer year-over-year weather. This decrease in
margin includes the impact of decoupling mechanisms that were first effective for PGL and NSG on
March 1, 2008, and for WPS on January 1, 2009. The decoupling mechanism for WPS's natural gas
utility includes an annual $8.0 million cap for the deferral of any excess or shortfall from the rate case
authorized margin. Approximately $7 million of additional margin was recognized at WPS due to a
shortfall from the rate case authorized margin during 2009.

An approximate $20 million year-over-year net decrease in margin due to lower recovery of
environmental cleanup expenditures at PGL and NSG related to former manufactured gas plant sites,
partially offset by an increase in recovery of EEP expenses. This decrease in margin was offset by a
net decrease in operating expense from both the amortization of the related regulatory asset and EEP
expenses and, therefore, had no impact on earnings.

An approximate $2 million year-over-year decrease in margin at MGU related to an adjustment in the
third quarter of 2008 for recovery of prior natural gas costs in a MPSC proceeding.

The decrease in margin was partially offset by the approximate $29 million net positive year-over-year
impact of rate orders and impacts of rate design changes at the regulated natural gas utilities.

Operating Income (Loss)

Operating results at the regulated natural gas utility segment decreased $306.8 million, from operating
income of $192.2 million in 2008, to an operating loss of $114.6 million in 2009. This decrease was
primarily driven by a year-over-year increase in non-cash goodwill impairment losses of $284.6 million
and the $22.7 million decrease in natural gas margin, partially offset by a $0.5 million decrease in other
operating expenses. See Note 10, "Goodwill and Other Intangible Assets," for information related to the
goodwill impairment losses recorded in 2009 and 2008.

The year-over-year decrease in other operating expenses primarily related to:

An approximate $20 million net decrease in amortization of the regulatory asset related to
environmental cleanup expenditures of manufactured gas plant sites, partially offset by an increase in
EEP expenses. Both of these costs were recovered from customers in rates.

A $17.7 million decrease in bad debt expense driven by the impact lower energy prices had on overall
accounts receivable balances and the implementation of bad debt expense tracking mechanisms at
PGL, NSG, and MGU. PGL and NSG elected during the third quarter of 2009, under a new lllinois
state law, to file for recovery from or refund to customers the difference between actual bad debt
expense reported as a component of earnings and the bad debt expense included in utility rates
retroactive to January 1, 2008. Bad debt expense also decreased as a result of MGU's rate order
effective January 1, 2010, which established a bad debt expense tracking mechanism that allows for
the deferral and subsequent recovery or refund of 80% of the difference between actual bad debt
write-offs (net of recoveries) and bad debt expense included in utility rates. The bad debt mechanism
allowed recovery of a portion of the December 31, 2009 accounts receivable reserve representing
future bad debt write-offs. The decrease in bad debt expense attributed to the implementation of bad
debt expense tracking mechanisms at the natural gas utilities was $9.3 million.

These decreases were partially offset by:
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- A $13.4 million increase in employee benefit costs, partially related to an increase in pension
expense resulting from negative pension investment returns in 2008, as well as higher health care
related expenses in 2009.

- Restructuring expenses of $6.9 million related to a reduction in workforce. See Note 3,
"Restructuring Expense," for more information.

- A $5.5 million increase in natural gas maintenance costs, primarily related to increased system
inspection and maintenance requirements.

- A $5.0 million increase in expenses related to workers compensation claims.
- A $3.0 million charge related to an expected settlement at PGL and NSG.

- A $2.5 million increase in amortization of a regulatory asset related to conservation program
initiatives.

2008 Compared with 2007

Revenues
Regulated natural gas utility segment revenue increased $922.2 million, driven by:

e A combined increase in PGL and NSG natural gas utility revenue of $780.5 million, from
$1,118.5 million during 2007, to $1,899.0 million during 2008. The increase in revenue at both of
these natural gas utilities was driven primarily by the fact that they were not included in regulated
natural gas utility results until after the PEC merger on February 21, 2007. Other factors that
contributed to this combined increase include:

- PGL's annualized rate increase effective February 14, 2008, which increased revenue
year-over-year by approximately $61 million. See Note 24, "Regulatory Environment," for more
information on the PGL and NSG rate cases.

- Higher year-over-year natural gas prices. Increases in natural gas commodity costs are passed
directly through to customers in rates.

- Colder weather during the 2008 heating season, partially offset by energy conservation efforts
by natural gas utility customers and a larger number of customer disconnections, which Integrys
Energy Group believes resulted from high energy prices and a general slowdown in the
economy.

e Anincrease in natural gas revenue of $141.7 million at the remaining natural gas utilities (WPS,
MERC, and MGU) from $985.1 million during 2007, to $1,126.8 million during 2008, which resulted
primarily from:

- A combined $112.2 million increase in revenue driven by the approximate 13% increase in the
per-unit cost of natural gas in 2008 compared with 2007.

- A $43.4 million increase in revenue from colder weather during the 2008 heating season
compared with 2007, evidenced by an approximate 11% year-over-year increase in heating
degree days across these three utilities.

- Anincrease in revenue from MERC's interim rate increase, effective October 1, 2008, for retail
natural gas customers.
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Margins

The combined increase in revenue at WPS, MGU, and MERC, was partially offset by a

$17.9 million decrease in revenue driven by a decrease in year-over-year volumes normalized
for the impact of weather, $15.6 million of which was driven by a 39.3% decrease in natural gas
throughput volumes sold by WPS to its electric utility segment. The decrease in volumes sold to
the electric utility segment was a result of a decrease in the need for the electric utility to run its
peaking generation units during the 2008 summer cooling season because of cooler
year-over-year weather. Additional electricity was also available within the electric utility
segment from Weston 4, a coal-fired generating facility that became commercially operational in
June 2008. The remaining decrease in weather normalized volumes was driven by energy
conservation efforts of residential customers and a larger number of customer disconnections
year-over-year, which Integrys Energy Group believes resulted from high energy prices and a
general slowdown in the economy.

Regulated natural gas utility segment margin increased $228.0 million, primarily due to:

An increase in the combined margin at PGL and NSG of $208.6 million, from $387.2 million in 2007
to $595.8 million in 2008. The increase in combined margin was driven by:

The acquisition of PGL and NSG on February 21, 2007. The combined operations for the entire
heating season were included in the 2008 natural gas utility margin. However, only operations
from the merger date through December 31, 2007, were included in the 2007 natural gas utility
margin. Due to the seasonal nature of natural gas utilities, higher margins are generally derived
during the heating season (first and fourth quarters).

The 2008 rate increase for PGL which resulted in an approximate $61 million increase in margin.
Colder than normal weather experienced by both PGL and NSG resulted in an approximate

$7 million increase in 2008 margin before the decoupling mechanism went into effect on
March 1, 2008.

An increase in natural gas margin of $19.4 million at the remaining natural gas utilities (WPS, MERC,
and MGU), primarily driven by:

A combined 5.2% increase in natural gas throughput volumes at WPS, MERC, and MGU, which
had an approximate $11 million positive impact on natural gas utility margins. Colder
year-over-year weather had an approximate $14 million positive impact on margins. Partially
offsetting the positive impact of colder weather, were energy conservation efforts by residential
customers and a larger number of customer disconnections year-over-year, which had an
approximate $3 million negative impact on margins.

The interim rate increase for MERC, effective October 1, 2008, which had a positive impact on
natural gas margin.

An approximate $2 million year-over-year increase in margin at MGU related to an adjustment for
recovery of prior natural gas costs in an MPSC proceeding.
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Operating Income

Operating income at the regulated natural gas utility segment increased $100.2 million, driven by the
$228.0 million increase in the natural gas utility margin, partially offset by a $127.8 million increase in
operating expenses.

The increase in operating expenses was primarily related to an increase in combined operating expenses
at PGL and NSG of $125.8 million, from $368.7 million for 2007 to $494.5 million for 2008.

The increase in operating expenses related to PGL and NSG was primarily driven by:

e The acquisition of these natural gas utilities on February 21, 2007. As a result, operating expenses
for the period January 1, 2007 to the acquisition date were not included in the 2007 operating results.

e A non-cash goodwill impairment charge of $6.5 million recognized in the second quarter of 2008
related to NSG.

e A combined increase in bad debt expense, driven by the impact of high energy prices and worsening
economic conditions on overall accounts receivable balances.

Other Expense

Other expense at the regulated natural gas utilities increased $1.7 million, driven by a $3.2 million
increase in interest expense, partially offset by a $1.5 million increase in miscellaneous income. The
increase in other expense was a result of:

. A $6.1 million increase in combined interest expense at PGL and NSG, from $30.3 million in 2007 to
$36.4 million in 2008. The increase in interest expense at PGL and NSG is primarily due to the fact
that these utilities were first acquired on February 21, 2007, and, therefore, did not recognize a full
year of interest expense in 2007. The increase in interest expense was also due to additional
long-term debt borrowings and higher interest rates on new and remarketed long-term debt.

. The increase in other expense was offset by:

- A $2.6 million increase in AFUDC at WPS related to the construction of natural gas laterals for
connection to the Guardian Il pipeline.

- A decrease in interest expense resulting from a decrease in short-term borrowing levels and a
decrease in interest rates for WPS's natural gas segment.
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Regulated Electric Utility Segment Operations

Changein Change in

Year Ended December 31 2009 Over 2008 Over

(Millions, except degree days) 2009 2008 2007 2008 2007
Revenues $1,301.6 $1,328.9 $1,246.1 2.1)% 6.6 %
Fuel and purchased power costs 584.5 651.5 636.5 (10.3)% 2.4 %
Margins 717.1 677.4 609.6 59% 1.1 %
Operating and maintenance expense 392.0 375.3 321.1 4.4 % 16.9 %
Restructuring expense 8.6 - - N/A N/A
Depreciation and amortization expense 90.3 84.3 80.1 71 % 52%
Taxes other than income taxes 46.6 44.3 43.2 52 % 2.5 %
Operating income 179.6 173.5 165.2 3.5% 5.0 %
Miscellaneous income 4.8 6.0 8.3 (20.0)% (27.7)%
Interest expense (41.6) (36.7) (32.4) 13.4 % 13.3 %
Other expense (36.8) (30.7) (24.1) 19.9 % 274 %
Income before taxes $ 142.8 $ 1428 $ 141.1 - % 1.2 %
Sales in kilowatt-hours
Residential 3,043.0 3,064.5 3,173.6 (0.7)% (3.4)%
Commercial and industrial 8,155.5 8,632.8 8,750.9 (5.5)% (1.3)%
Wholesale 5,079.1 4,764.6 4,024.9 6.6 % 18.4 %
Other 40.0 42.6 42.4 (6.1)% 0.5%

Total sales in kilowatt-hours 16,317.6 16,504.5 15,991.8 (1.1)% 3.2%
Weather — WPS:
Heating degree days 7,962 7,969 7,102 (0.1)% 122 %
Cooling degree days 274 464 634 (40.9)% (26.8)%
Weather — UPPCO:
Heating degree days 9,317 9,348 8,625 (0.3)% 8.4 %
Cooling degree days 99 138 352 (28.3)% (60.8)%

2009 Compared with 2008
Revenues
Regulated electric utility segment revenues decreased $27.3 million, driven by:

e A 5.5% decrease in commercial and industrial sales volumes and a 0.7% decrease in residential
sales volumes, which resulted in an approximate $23 million year-over-year decrease in revenue,
after the impact of decoupling. The primary drivers of the decrease were:

- An approximate $31 million year-over-year decrease due to lower demand related to changes in
commercial and industrial customers' plant operations, which Integrys Energy Group attributed

mainly to the general economic slowdown.

- An approximate $6 million decrease primarily related to cooler year-over-year weather during the
cooling season as evidenced by the decrease in cooling degree days at both WPS and UPPCO.
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- These decreases in volumes were partially offset by the $14.0 million impact that decoupling,
which went into effect on January 1, 2009, had on WPS's revenue. Under decoupling, WPS is
allowed to defer the difference between its actual margin and the rate case authorized margin
recognized from residential and small commercial and industrial customers. This four-year pilot
program for electric decoupling has an annual $14.0 million cap for the deferral of any excess or
shortfall from the rate case authorized margin. This cap was reached during the second quarter
of 2009; therefore, no additional decoupling deferral was allowed for additional shortfalls from
authorized margin for the second half of the year.

An approximate $22 million year-over-year reduction in revenue related to refunds due to customers
in both 2009 and 2008 related to WPS's over-collection of fuel costs. On April 23, 2009, the PSCW
made 2009 fuel cost recovery subject to refund, effective April 25, 2009, as actual and projected fuel
costs for the remainder of the year were estimated to be below the 2% fuel window. See Note 24,
"Regulatory Environment," for more information on WPS's fuel window.

An approximate $14 million year-over-year decrease in opportunity sales driven by lower demand
and the availability of lower cost power from the MISO market.

These decreases in regulated electric utility segment revenue were partially offset by:

- An approximate $19 million increase driven by higher wholesale volumes due to an increase in
contracted sales volumes to a large wholesale customer and an increase in the wholesale
demand rate, effective January 1, 2009, to recover costs related to Weston 4.

- An approximate $15 million increase in revenue from the combined effect of the July 4, 2008 fuel
surcharge, a portion of which was incorporated into WPS's 2009 non-fuel base retail electric
rates, and the full year's benefit of the 2008 retail electric rate increase, effective
January 16, 2008, for WPS.

Margins

The regulated electric utility segment margin increased $39.7 million, driven by:

An approximate $20 million year-over-year increase in margin from wholesale customers related to
increases in contracted sales volumes with an existing customer and an increase in the wholesale
demand rate, effective January 1, 2009, to recover costs related to Weston 4.

An approximate $14 million year-over-year increase in margin from the combined effect of the

July 4, 2008 fuel surcharge, a portion of which was incorporated into WPS's 2009 non-fuel base retail
electric rates, and the full year's benefit of the 2008 retail electric rate increase, effective

January 16, 2008, for WPS.

An approximate $11 million year-over-year increase in WPS's regulated electric utility margin due to
fuel and purchased power costs that were approximately $12 million lower than what was recovered
in rates during 2009, compared with fuel and purchased power costs that were approximately

$1 million lower than what was recovered in rates during 2008.

The increase in margin was partially offset by an approximate $4 million year-over-year decrease in
margin, after the impact of the WPS decoupling mechanism, caused by a 4.3% year-over-year
decrease in sales volumes to residential and commercial and industrial customers. The $14.0 million
impact of decoupling partially offset the approximate $18 million decrease in margin due to lower
sales volumes, which was attributed to the general economic slowdown and cooler year-over-year
weather during the cooling season.
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Operating Income

Operating income at the regulated electric utility segment increased $6.1 million, driven by the $39.7 million
increase in margin, partially offset by a $33.6 million increase in operating expenses.

The increase in operating expenses was driven by:

o $8.6 million in restructuring expenses related to a reduction in workforce. See Note 3, "Restructuring
Expense," for more information.

¢ An $8.2 million increase in electric maintenance expenses at WPS, primarily related to a greater
number of planned outages at the generation plants during 2009, compared with 2008.

e An $8.1 million increase in employee benefit costs, primarily related to an increase in pension expense
driven partially by negative pension investment returns in 2008, as well as higher health care related
expenses in 2009.

e A $5.6 million increase in depreciation and amortization expense at WPS, primarily related to
Weston 4 being placed in service for accounting purposes in April 2008.

Other Expense

Other expense at the regulated electric utilities increased $6.1 million, driven by:

e A $4.9 million increase in interest expense, primarily related to increased long-term borrowings at
WPS in December 2008. The additional borrowings were utilized to fund various construction
projects, most notably the Crane Creek wind generation project in lowa.

e A $2.5 million decrease in interest earned on the transmission facilities WPS funded on ATC's behalf.
WPS was reimbursed by ATC for these transmission facilities in April 2008.

2008 Compared with 2007
Revenues
Regulated electric utility segment revenue increased $82.8 million, driven by:

e A 3.2% increase in electric sales volumes, which resulted in an approximate $26 million increase in
revenue year-over-year, related to:

- An 18.4% increase in wholesale volumes year-over-year, which drove an approximate
$48 million increase in revenue. There was an approximate $36 million increase in opportunity
sales year-over-year as the electric utility had more low-cost generation with Weston 4 becoming
commercially operational in 2008, combined with available capacity from lower sales volumes to
residential customers. In addition, WPS experienced an approximate $12 million increase in
wholesale revenue, driven by higher contracted sales volumes to a large wholesale customer
year-over-year.
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- Theincrease in revenue related to wholesale volumes was partially offset by a 3.4% decrease in
residential sales volumes and a 1.3% decrease in commercial and industrial sales volumes
year-over-year, which drove an approximate $22 million decrease in revenue. Of this decrease
in revenue, approximately $13 million related to energy conservation efforts on the part of
residential customers, which is believed to be the result of high energy prices and the general
economic slowdown. Approximately $6 million related to decreased demand by commercial and
industrial customers in the third and fourth quarters of 2008 as the economy weakened. In
addition, cooler weather during the 2008 cooling season compared with 2007 contributed
approximately $3 million to the decrease in revenue.

An interim fuel surcharge approved by the PSCW for WPS's retail electric customers effective
March 22, 2008, related to higher fuel and purchased power costs. In addition, a surcharge increase
was approved by the PSCW effective July 4, 2008. Both orders combined had an overall impact on
revenue of approximately $25 million. Contributing factors in this rate change were increased
purchased power costs due to lower-than-expected generation from the new Weston 4 power plant
during the start-up phases, increased coal and coal transportation costs, and increased natural gas
costs. On September 30, 2008, the PSCW reopened the 2008 fuel surcharge to review forecasted
fuel costs as WPS's current and anticipated annual fuel costs were below those projected in the fuel
surcharge. As a result of these lower costs, WPS accrued at December 31, 2008, a refund payable
in 2009 to its electric customers of approximately $5 million, which is excluded from the $25 million
noted above. See Note 24, "Regulatory Environment," for more information on WPS's interim fuel
surcharges.

A retail electric rate increase, effective January 16, 2008, which contributed an approximate

$23 million increase in revenue. The full benefit of the 2007 retail electric rate increase, effective
January 12, 2007, also contributed to the increase in revenue year-over-year. Per the PSCW's order
approving the PEC merger, WPS was not permitted to increase its base rates for natural gas or
electric service prior to January 1, 2009. However, WPS was allowed to adjust rates for changes in
purchased power costs as well as fuel costs related to electric generation due to changes in NYMEX
natural gas futures prices, delivered coal prices, and transmission costs. The increase also included
recovery of deferred 2005 and 2006 MISO Day 2 costs over a one-year period. See Note 24,
"Regulatory Environment," for more information on WPS's rate increase.

An approximate $5 million increase in revenue at UPPCO related to increased energy and
transmission costs in 2008 compared with 2007. Increases in fuel and purchased power costs at
UPPCO are passed directly through to customers in rates.

Margins

The regulated electric utility segment margin increased $67.8 million, driven by an increase in electric
margin at WPS. The $68.4 million increase in the electric margin at WPS was a result of:

A $54.0 million partial refund to Wisconsin retail customers in 2007 for their portion of proceeds from
the liquidation of the Kewaunee nonqualified decommissioning trust fund. Pursuant to regulatory
accounting, the decrease in the 2007 margin related to the refund was offset by a corresponding
decrease in operating and maintenance expense in 2007 and, therefore, did not have an impact on
earnings. WPS completed this refund in 2007.

An approximate $10 million increase in margin from the 2008 retail electric rate increase effective
January 16, 2008, and the full benefit of the 2007 retail electric rate increase effective
January 12, 2007.

An approximate $10 million increase in margin driven by higher contracted sales volumes to a large
wholesale customer year-over-year.
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. An approximate $5 million increase in regulated electric utility margin year-over-year driven by fuel
and purchased power costs that were approximately $1 million lower than what was recovered in
rates during 2008, compared with fuel and purchased power costs that were approximately
$4 million higher than what was recovered in rates during 2007. As a result of approximately
$23 million of under-recovered fuel and purchased power costs in the first quarter of 2008, the
PSCW approved an interim rate surcharge effective March 22, 2008, and subsequently approved a
higher final surcharge effective July 4, 2008. The $5 million increase in electric margin includes
lower fuel costs from the fuel window reset and the net impact of the refund accrued at
December 31, 2008, payable in 2009 to electric customers from the reopening of the 2008 fuel
surcharge on September 30, 2008, by the PSCW.

. These increases in the electric margin were partially offset by an approximate $11 million decrease
in margin due to a decline in residential and commercial and industrial sales volumes. Of this
decrease, approximately $8 million related to energy conservation efforts on the part of residential
customers, which is believed to be the result of high energy prices and the general economic
slowdown. Approximately $1 million related to decreased demand by commercial and industrial
customers in the third and fourth quarters of 2008 as the economy worsened. In addition, cooler
weather during the 2008 cooling season compared with 2007 contributed approximately $2 million to
the decrease in gross margin.

Operating Income

Operating income at the regulated electric utility segment increased $8.3 million, driven by the $67.8 million
increase in the electric utility margin, partially offset by a $59.5 million increase in operating expenses.

The increase in operating expenses was driven by:

e A $54.0 million year-over-year increase related to the partial amortization in 2007 of the regulatory
liability previously recorded for WPS's obligation to refund proceeds received from the liquidation of
the Kewaunee nonqualified decommissioning trust fund to Wisconsin retail electric ratepayers.

e A $13.8 million increase in electric transmission expenses, primarily related to higher rates charged
by MISO and ATC due to additional transmission costs.

e A $6.1 million increase in cost of capital and depreciation expense charged by IBS for assets
transferred from WPS to IBS in the beginning of 2008 and reported as operating and maintenance
expense in 2008. Similar costs were reported as depreciation and amortization expense in 2007,
prior to the start-up of IBS.

e A $4.2 million increase in depreciation and amortization expense, primarily related to $9.2 million of
depreciation expense from Weston 4 being placed in service for accounting purposes in April 2008,
partially offset by a decrease in depreciation related to assets transferred to IBS and reported in
operating and maintenance expense in 2008.
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These increases in operating expenses were partially offset by:

An $11.6 million decrease in electric maintenance expenses at WPS, primarily due to major planned
outages at the Weston 2 and Weston 3 generation stations, the De Pere Energy Center, and the
Pulliam generation station, as well as several unplanned outages at the Weston 3 generation station
in 2007, compared with fewer outages in 2008.

A decrease in external costs to achieve merger synergies of $6.6 million related to the merger with
PEC, from $12.3 million in 2007, to $5.7 million in 2008. This decrease occurred primarily because
all external costs to achieve merger synergies incurred from July 2006 through March 2007 were
reallocated in 2007 from the holding company segment to the other reportable segments, including
the regulated electric segment. These reportable segments are the beneficiaries of the synergy
savings resulting from the costs to achieve merger synergies. In addition, the reduction in 2008
external costs to achieve merger synergies was due to less integration work required in 2008
compared with 2007.

Other Expense

Other expense at the regulated electric utilities increased $6.6 million, driven by a $4.3 million increase in
interest expense and a $2.3 million decrease in miscellaneous income.

The increase in interest expense was due to higher long-term borrowings at WPS, primarily utilized to
fund various construction projects and to retire short-term borrowing levels related to construction.

The decrease in miscellaneous income was driven by:

- A $1.4 million decrease in interest income recognized related to the construction of transmission
facilities WPS funded on ATC's behalf related to Weston 4. WPS was reimbursed for these
transmission facilities by ATC in April 2008.

- A $1.8 million gain on the sale of a generation facility by UPPCO in July 2007.

- The decrease in miscellaneous income was partially offset by an increase in AFUDC related to the
wind generation project.

Integrys Energy Services' Operations

Integrys Energy Services is a diversified nonregulated energy supply and services company serving
residential, commercial, and industrial customers. See "Introduction," for a discussion of the revised
strategy for Integrys Energy Services.
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Year Ended December 31 Change in Change in
2009 Over 2008 Over
(Millions, except natural gas sales volumes) 2009 2008 2007 2008 2007
Revenues $3,994.0 $9,735.2 $6,979.7 (59.0)% 39.5%
Cost of fuel, natural gas, and purchased power 3,696.1 9,649.5 6,675.6 (61.7)% 44.5 %
Margins 297.9 85.7 304.1 247.6 % (71.8)%
Margin Detail
Electric and other margins 190.1 (15.7) 164.9 N/A N/A
Natural gas margins 107.8 101.4 139.2 6.3 % (27.2)%
Operating and maintenance expense 190.8 181.7 159.4 5.0 % 14.0 %
Restructuring expense 27.2 - - N/A N/A
Loss on Integrys Energy Services dispositions related to
strategy change 28.9 - - N/A N/A
Depreciation and amortization 19.3 14.5 14.4 33.1% 0.7 %
Taxes other than income taxes 7.4 7.8 7.1 (5.1)% 9.9 %
Operating income (loss) 24.3 (118.3) 123.2 N/A N/A
Miscellaneous income (expense) 6.0 8.7 0.3) (31.0)% N/A
Interest expense (13.1) (12.1) (13.5) 8.3 % (10.4)%
Other expense (7.1) (3.4) (13.8) 108.8 % (75.4)%
Income (loss) before taxes $ 172 $ (121.7) $ 1094 N/A N/A
Gross volumes (includes volumes both physically
delivered and net settled)
Wholesale electric sales volumes in kwh 222,178.5 184,446.3 132,623.6 20.5% 39.1%
Retail electric sales volumes in kwh 15,264.3 16,680.9 14,849.7 (8.5)% 12.3 %
Wholesale natural gas sales volumes in bcf 424.0 642.8 483.1 (34.0)% 33.1%
Retail natural gas sales volumes in bcf 239.3 339.2 368.8 (29.5)% (8.0)%
Physical volumes (includes only transactions settled
physically for the periods shown)
Wholesale electric sales volumes in kwh * 3,965.2 4,634.1 3,599.7 (14.4)% 28.7 %
Retail electric sales volumes in kwh * 15,045.3 16,561.3 14,584 .4 (9.2)% 13.6 %
Wholesale natural gas sales volumes in bcf * 402.5 594.9 445.6 (32.3)% 335%
Retail natural gas sales volumes in bcf * 236.7 336.0 319.4 (29.6)% 52 %

* Represents gross physical volumes.
kwh — kilowatt-hours
bef — billion cubic feet

2009 Compared with 2008

Revenues

e Revenues decreased $5,741.2 million in 2009, compared with 2008, primarily due to:

- Lower energy prices, as the average market price of natural gas and electricity decreased
approximately 45% and 40% year-over-year, respectively.

- Lower sales volumes, as wholesale transactions were scaled back in conjunction with the global
credit crisis in the latter half of 2008, and continue to be scaled back with Integrys Energy
Services' strategy change and ultimate decision to exit its wholesale natural gas and electric
businesses. See "Introduction" above and Note 4, "Dispositions," for a discussion of the current

strategy for Integrys Energy Services.

Margins

Changes in commaodity prices subject a portion of the nonregulated operations to earnings volatility,
driven primarily by its wholesale trading and marketing operations. Integrys Energy Services uses
financial instruments to economically hedge risks associated with physical transactions. The financial
instruments essentially lock in margin on these transactions by mitigating the impact of fluctuations in
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market conditions, changing commodity prices, volumetric exposure, and other associated risks.
Because many of the derivative instruments utilized in these transactions may not qualify, or are not
designated, as hedges under GAAP, reported earnings for the Integrys Energy Services segment
includes changes in the fair values of many of the derivative instruments. These values may change
significantly from period to period and are reflected as unrealized gains or losses within margin.
Fluctuations in the fair value of the nonderivative instruments (such as certain customer contracts, as well
as natural gas storage and transportation contracts) do not impact margin until settlement, as these
transactions do not meet the GAAP definition of derivative instruments.

Integrys Energy Services' margins increased $212.2 million in 2009, compared with 2008. The significant
items contributing to the change in margin were as follows:

Electric and Other Margins
Integrys Energy Services' electric and other margins increased $205.8 million during 2009, compared with
2008. The following items were the most significant contributors to the change in Integrys Energy

Services' electric and other margins.

Realized wholesale electric margin

Realized wholesale electric margin increased $18.8 million, from $59.4 million during 2008, to
$78.2 million during 2009.

Wholesale transactions and structured origination activity were scaled back in conjunction with the global
credit crisis in the latter half of 2008 and continue to be scaled back with Integrys Energy Services'
strategy change and ultimate decision to exit its wholesale electric business. See "Introduction" above
and Note 4, "Dispositions," for a discussion of the current strategy for Integrys Energy Services.

In general, realized margins are impacted by transaction activity in prior periods, as Integrys Energy
Services recognizes realized margin when the contracts actually settle, which typically occurs over a
12- to 24-month period from the time the contract was actually entered into. In 2009, realized margins
benefited from the settlement of contracts that were entered into prior to the implementation of Integrys
Energy Services' strategy change.

Realized retail electric margin

The realized retail electric margin increased $19.7 million, from $62.3 million in 2008, to $82.0 million in
2009. The increase was driven by:

e A $14.1 million increase in the more mature markets, such as lllinois and New York, as Integrys
Energy Services realized the benefits of including higher capital costs in its pricing in the first half of
the year.

e A $6.5 million increase from operations in the Texas market. This increase is a result of the positive
year-over-year impact of lower ancillary service costs compared to the prior year and the effects of
Hurricane lke in the third quarter of 2008. Hurricane Ike disrupted the electric infrastructure in Texas
for a period of time, causing some of Integrys Energy Services' customers to be without electricity or
buy only a fraction of their normal energy usage during that period.

Retail and wholesale electric fair value adjustments

Integrys Energy Services' margin from retail and wholesale electric fair value adjustments increased
$167.3 million, as it recognized $137.4 million of non-cash unrealized losses related to derivative
instruments in 2008, compared with $29.9 million of non-cash unrealized gains during 2009.
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The non-cash unrealized gains and losses resulted from the application of GAAP derivative accounting
rules to Integrys Energy Services' portfolio of electric customer supply contracts, requiring that these
derivative instruments be adjusted to fair market value. The fair value adjustments recorded in 2009
include margin reductions of $2.0 million related to the settlement of derivative contracts entered into with
the purchaser of the Canadian electric power portfolio, as discussed in Note 4, "Dispositions".

Natural Gas Margins
Integrys Energy Services' natural gas margins increased $6.4 million in 2009, compared with 2008. The
following items were the most significant contributors to the change in Integrys Energy Services' natural

gas margins.

Lower-of-cost-or-market inventory adjustments

The combined effect of lower-of-cost-or-market inventory write-downs and withdrawals from storage of
natural gas for which write-downs had previously been recorded resulted in a $322.7 million
year-over-year increase in the natural gas margin. The average market price of natural gas decreased
approximately 5% during 2009 and decreased approximately 22% during 2008, driving a positive
year-over-year change in natural gas margins of $129.2 million related to lower-of-cost-or-market
inventory write-downs. These lower-of-cost-or-market inventory write-downs were required to reflect
natural gas in storage at the end of the period at its net realizable value, as required by GAAP. The
natural gas withdrawn from storage and sold to customers in 2009 had a $193.5 million lower cost basis
as a result of lower-of-cost-or-market inventory write-downs recorded in prior periods. At December 31,
2009, natural gas inventory had a lower cost basis as a result of lower-of-cost-or-market inventory
write-downs recorded in prior periods of $11.6 million.

Other realized retail natural gas margins

Other realized retail natural gas margins increased $17.2 million, from $51.5 million in 2008, to

$68.7 million in 2009. The increase was due to Integrys Energy Services' withdrawal of a significant
amount of natural gas during 2009 in order to improve its liquidity position, recognizing realized gains on
these natural gas storage withdrawals. Also, per-unit retail natural gas margins were higher
period-over-period as more recently contracted sales commitments reflect increased business risk and
financing costs in the pricing. Offsetting the increase was a decrease in Integrys Energy Services' natural
gas sales volumes year-over-year. Integrys Energy Services significantly reduced the number of natural
gas storage transactions entered into as Integrys Energy Group implemented its strategy change for its
nonregulated energy services business segment.

Other realized wholesale natural gas margins

Other realized wholesale natural gas margins decreased $23.3 million, from $64.1 million in 2008, to
$40.8 million in 2009. In conjunction with the global credit crisis in the latter half of 2008, wholesale
natural gas transactions were scaled back and continue to be scaled back with Integrys Energy Services'
strategy change and ultimate decision to exit its wholesale natural gas business. The reduced activity
had a negative impact on realized margins in 2009. See "Introduction" above, and Note 4, "Dispositions,"
for a discussion of the current strategy for Integrys Energy Services.

Fair value adjustments

Fair value adjustments required under derivative accounting rules primarily related to changes in the fair
market value of contracts utilized to mitigate market price risk associated with certain natural gas storage
contracts, as well as basis swaps utilized to mitigate market price risk associated with natural gas
transportation contracts and certain natural gas sales contracts.

The fair value adjustments (excluding lower-of-cost-or-market inventory adjustments) drove a
$310.2 million decrease in natural gas margins as unrealized losses on these instruments were
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$157.1 million during 2009, compared with unrealized gains of $153.1 million during 2008. The fair value

adjustments recorded in 2009 include a net increase in margin of $14.4 million related to the settlement of
derivative contracts entered into with the purchasers of the wholesale natural gas marketing business and
the Canadian natural gas portfolio, as discussed in Note 4, "Dispositions".

Operating Income (Loss

Integrys Energy Services' operating income increased $142.6 million year-over-year. This increase
resulted from the $212.2 million increase in margin discussed above, partially offset by losses of

$28.9 million related to dispositions completed in connection with the strategy change; $27.2 million of
restructuring expenses, which included employee-related costs, the write-off of capitalized development
costs related to software that will not be utilized because of the restructuring, and consulting and legal
fees; a $9.1 million increase in operating and maintenance expense; and a $4.8 million increase in
depreciation and amortization expense primarily related to renewable energy asset additions.

The increase in operating and maintenance expense was driven by a one-time $9.0 million novation fee

related to an agreement with a counterparty that enabled Integrys Energy Services to consolidate certain
wholesale financial and physical contracts that were previously entered into with multiple counterparties,

allowing Integrys Energy Services to reduce collateral support requirements.

See Note 3, "Restructuring Expense," for a discussion of restructuring charges.
2008 Compared with 2007
Revenues

Revenues increased $2,755.5 million in 2008 compared with 2007, primarily due to increased volumes (in
part due to the PEC merger in 2007) and higher average sales prices in 2008. Average sales prices rose
in 2008 due to large market price increases from January 1, 2008 through June 30, 2008. Market prices
began to decline beginning in the third quarter of 2008 and continued to decline through the end of the
year to levels below that of January 1, 2008. Integrys Energy Services recognizes revenue at the time
energy is delivered. As a result, revenues at the end of the year were recognized based on the higher
market prices from contracts entered into earlier in the year.

Margins

Integrys Energy Services' margin decreased $218.4 million from 2007 to 2008. The significant items
contributing to the change in margin were as follows:

Electric and Other Margins

Integrys Energy Services' electric and other margins decreased $180.6 million from 2007 to 2008. The
2008 and 2007 electric and other margin included the negative impact of $8.8 million and $15.2 million,
respectively, of amortization related to purchase accounting adjustments required as a result of the PEC
merger. The following items were the most significant contributors to the change in Integrys Energy
Services' electric and other margins.

Realized gains on structured origination contracts

Realized gains on structured origination transactions increased $6.2 million, from $18.1 million in 2007 to
$24.3 million in 2008. Origination transactions are physical, customer-based agreements with
municipalities, merchant generators, cooperatives, and regulated utilities. The increase was primarily due
to growth in existing markets with an emphasis on structured transactions with small environmentally
friendly generators.
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All other realized wholesale electric margin

All other realized wholesale electric margin decreased $19.4 million from 2007 to 2008. In general,
realized margins are impacted by trading activity in prior periods. Integrys Energy Services recognizes
realized margins when the contracts actually settle, which can lag as much as 12 to 24 months from the
time the contract was actually entered into. The reduced volume of proprietary trading that began in 2007
reduced realized margins in 2008.

Realized retail electric margin

The realized retail electric margin increased $28.1 million from $34.2 million in 2007 to $62.3 million in
2008. The change was primarily due to the following:

e Anincrease of $19.5 million from operations in lllinois due to the addition of new customers as a result
of the PEC merger, as well as a reduced impact from purchase accounting in 2008.

e A $12.7 million increase due to expansion in the Mid-Atlantic region and the resolution of certain
regulatory issues in Northern Maine.

e Partially offsetting these increases was a $3.4 million decrease from operations in Texas. This
reduction was a result of higher ancillary costs in Texas and the effects of Hurricane lke, which
disrupted the electric infrastructure in Texas for a period of time, causing some of Integrys Energy
Services' customers to be without electricity or take only a fraction of their normal load during that
period.

Retail and wholesale fair value adjustments

From 2007 to 2008, Integrys Energy Services' margin from electric retail and wholesale fair value
adjustments decreased $176.8 million, as it recognized $137.4 million of non-cash unrealized losses
related to derivative instruments in 2008, compared with $39.4 million of non-cash unrealized gains
during 2007.

Although energy prices rose approximately 20% in the first half of 2008, they declined approximately 45%
in the second half of the year, which led to the recognition of large non-cash unrealized losses in 2008 on
these electric customer supply contracts. These unrealized losses turn around in future years as the
contracts settle. The mark-to-market activity also reflects increases in portfolio reserves in recognition of
the increased risk of credit losses and reduced market liquidity. Finally, the mark-to-market activity was
also negatively impacted as the short-term cost of borrowing increased. The discount rate is a
component of the fair value of Integrys Energy Services' derivative portfolio and, therefore, increased
interest rates resulted in a reduction in the fair value presented on the balance sheet. In 2007, energy
prices increased, resulting in unrealized gains.

Oil option activity

Oil option activity drove a $19.6 million decrease in electric and other margins from 2007 to 2008. There
was no activity related to these oil options in 2008. Prior to 2008, oil options were utilized to protect the
value of a portion of Integrys Energy Services' Section 29/45K federal tax credits. However, companies
can no longer generate tax credits from the production of synthetic fuel as the provisions of

Section 29/45K of the Internal Revenue Code expired effective December 31, 2007. As a result, Integrys
Energy Services exercised substantially all of its remaining oil options in 2007.

2005 liguidation of electric supply contract

In the fourth quarter of 2005, an electricity supplier exiting the wholesale market in Maine requested that
Integrys Energy Services liquidate a firm contract to buy power in 2006 and 2007. At that time, Integrys
Energy Services recognized an $8.2 million gain related to the liquidation of the contract and entered into
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a new contract with another supplier for firm power in 2006 and 2007 to supply its customers in Maine.
The cost to purchase power under the new contract was more than the cost under the liquidated contract.
The replacement contract increased the cost of purchased power needed to serve customers in Maine by
$0.9 million in 2007. There was no impact on electric margin in 2008, resulting in a $0.9 million increase
in realized wholesale electric margins from 2007 to 2008.

Natural Gas Margins

Integrys Energy Services' natural gas margins decreased $37.8 million from 2007 to 2008. The 2008 and
2007 natural gas margins included the negative impact of $5.0 million and $6.1 million, respectively, of
amortization related to purchase accounting adjustments required as a result of the PEC merger. The
following items were the most significant contributors to the change in Integrys Energy Services' natural
gas margins.

Lower-of-cost-or-market inventory adjustments

The spot price of natural gas decreased significantly during the second half of 2008 (below the average
cost of natural gas in inventory which Integrys Energy Services had acquired and injected earlier in 2008),
which resulted in a lower of cost or market inventory write-down, as required by GAAP. This write-down
resulted in a $160.3 million decrease in non-cash realized natural gas margins from 2007 to 2008. The
negative impact on realized margin related to these inventory write-downs was offset by unrealized gains
recognized in 2008 and 2007 on derivative instruments utilized to mitigate the price risk on natural gas
inventory underlying natural gas storage transactions (See "Fair value adjustments" below).

Other realized natural gas margins

Other realized natural gas margins increased $8.0 million, from $107.6 million in 2007, to $115.6 million in
2008, primarily related to realized gains on wholesale natural gas storage transactions. In 2008, Integrys
Energy Services increased its storage withdrawals which drove the year-over-year increase in other
realized natural gas margins. In addition, Integrys Energy Services placed greater emphasis on
structured wholesale natural gas transactions in 2008 in existing markets, which also contributed to the
increase. These structured transactions involve serving customers such as regulated utilities, pipelines,
retail marketers, and other large end users of natural gas.

Spot to forward differential

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

The natural gas storage cycle had a positive $5.5 million impact on natural gas margins from 2007 to
2008. There was no material impact on margin as a result of the natural gas storage cycle in 2007
compared with a $5.5 million positive impact in 2008. At December 31, 2008, the market value of natural
gas in storage was not significantly different than the market value of future sales contracts related to the
2008/2009 natural gas storage cycle.
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Fair value adjustments

In 2008, fair value adjustments drove a $109.0 million increase in the natural gas margins as unrealized
gains on these instruments were $147.6 million in 2008, compared with unrealized gains of $38.6 million
in 2007.

Operating Income (Loss)

Operating income at Integrys Energy Services decreased $241.5 million year-over-year. This decrease
resulted primarily from the $218.4 million decrease in margin discussed above. In addition, operating and
maintenance expense increased $22.3 million, driven largely by a $9.1 million increase in bad debt
expense, $7.3 million of which resulted from the bankruptcy of Lehman Brothers in the third quarter of
2008; a $5.1 million increase in broker commissions as a result of higher transaction volumes; and higher
employee benefit costs.

Other Expense

Other expense at Integrys Energy Services decreased $10.4 million year-over-year. This decrease
resulted primarily from an increase in miscellaneous income of $9.0 million, driven by a $13.8 million
decrease in pre-tax net losses related to Integrys Energy Services' former investment in a synthetic fuel
facility. This increase in miscellaneous income was partially offset by a decrease of $1.5 million in foreign
currency gains related to Integrys Energy Services' Canadian subsidiaries and a $3.7 million decrease in
interest and dividend income on margin deposits.

Electric Transmission Investment Segment Operations

2009 Compared with 2008

Other Income

Other income at the electric transmission investment segment increased $9.2 million during 2009
compared with 2008, due to an increase in income from Integrys Energy Group's approximate 34%
ownership interest in ATC. The increase in income was driven by ATC's continuing capital expenditure
program, resulting in an increase in its rate base.

2008 Compared with 2007

Other Income

Other income at the electric transmission investment segment increased $15.6 million during 2008
compared with 2007, due to an increase in income from Integrys Energy Group's ownership interest in
ATC. The increase in income was driven by ATC's continuing capital expenditure program, resulting in

an increase in its rate base.

Holding Company and Other Segment Operations

Change in Change in

Year Ended December 31 2009 Over 2008 Over
(Millions) 2009 2008 2007 2008 2007
Operating loss $ (1.9 $ (0.7) $(11.8) 171.4% (94.1)%
Other expense (58.1) (53.2) (62.8) 9.2% (15.3)%
Loss before taxes $(60.0) $(53.9) $(74.6) 11.3% (27.71)%
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2009 Compared with 2008

Operating Loss

Operating loss at the holding company and other segment increased $1.2 million during 2009 compared
with 2008, driven by restructuring expenses related to Integrys Energy Group’s reduction in workforce,
and by a decrease in operating income from MERC's nonutility home services business.

Other Expense

Other expense at the holding company and other segment increased $4.9 million during 2009 compared
with 2008, driven by a $4.3 million increase in interest expense at the holding company primarily due to
an increase in long-term borrowings in the second quarter of 2009 and an increase in the amortization of
deferred financing fees related to credit facilities entered into in the second quarter of 2009 and the fourth
quarter of 2008, partially offset by a decrease in interest expense on commercial paper.

2008 Compared with 2007

Operating Loss

Operating loss at the holding company and other segment improved $11.1 million during 2008 compared
with 2007. The decrease in the operating loss was driven by:

° Reductions in operating expenses related to consulting fees, compensation and benefits, and
contractor costs at the holding company.

e  Operating income of $1.9 million generated at IBS, which related to return on capital included in
its service charges beginning in 2008.

. Partially offsetting the decrease in operating loss, was a $6.5 million increase in the
year-over-year operating loss related to external costs to achieve merger synergies associated
with the PEC merger. This increase occurred primarily because in March 2007 all external costs
to achieve merger synergies incurred from July 2006 through March 2007 were allocated from
the Holding Company and Other segment (where they were initially recorded) to the other
reportable segments, which are the beneficiaries of the synergy savings resulting from these
costs. This resulted in lower operating expenses at the Holding Company and Other segment
during 2007.

Other Income (Expense)

Other income increased $9.6 million, driven by a $10.5 million decrease in external interest expense due
to lower interest rates and lower average short-term borrowings used for working capital requirements at
Integrys Energy Group. A portion of the proceeds received from the sale of PEP in September 2007 was
used to pay down the short-term debt.

Provision for Income Taxes

Year Ended December 31
2009 2008 2007

Effective Tax Rate 717.2% 29.1% 32.2%
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2009 Compared with 2008

The increase in the effective tax rate for 2009 was primarily related to the tax treatment of Integrys
Energy Group's $291.1 million non-cash pre-tax goodwill impairment loss. Although Integrys Energy
Group had $11.6 million of income before taxes for 2009, it recorded an $83.2 million provision for income
taxes because $186.2 million of the total pre-tax goodwill impairment loss was not deductible for income
tax purposes.

2008 Compared with 2007

The decrease in the effective tax rate for 2008 was primarily driven by the impact of large permanent tax
deductions pertaining to items that exceeded the related book expense being applied to the lower income
before taxes in 2008, compared with 2007. In addition, in 2008 Integrys Energy Group recognized

$10.0 million of investment tax credits related to solar projects completed in the fourth quarter of 2008.
These were offset by the reduction in Section 29/45K tax credits in 2008 due to the December 31, 2007,
expiration of Section 29/45K of the Internal Revenue Code that made tax credits available from the
production and sale of synthetic fuel. In 2007, Integrys Energy Group's ownership in the synthetic fuel
operation resulted in recognizing the tax benefit of Section 29/45K federal tax credits of $13.6 million
compared with $0.8 million of Section 29/45K tax credits recognized in 2008.

Discontinued Operations, Net of Tax

2009 Compared with 2008
Income from discontinued operations, net of tax, decreased $1.9 million in 2009 compared with 2008.

During 2009, Integrys Energy Services completed the sale of its energy management consulting
business. The historical financial results of this business were not significant. The gain on the sale of this
business recorded in discontinued operations during the third quarter of 2009 was $3.9 million

($2.4 million after-tax).

During 2008, Integrys Energy Services recognized a $6.3 million ($3.8 million after-tax) gain on the sale of
its subsidiary, Mid-American Power, LLC, in discontinued operations when a previously contingent payment
was paid by the buyer.

For more information on the discontinued operations discussed above, see Note 4, "Dispositions," and
Note 25, "Segments of Business."

2008 Compared with 2007
Income from discontinued operations, net of tax, decreased $68.6 million in 2008, compared with 2007.

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

During 2007, Integrys Energy Group recognized $58.5 million of income from discontinued operations
related to the sale of PEP, which included an after-tax gain of $7.6 million on the sale. In 2008,
discontinued operations reflect the $0.8 million positive impact of tax adjustments related to the 2007 PEP
sale.

During 2007, WPS Niagara Generation, LLC recognized after-tax income of $14.8 million from
discontinued operations, primarily related to the $14.7 million after-tax gain on the sale of this business.
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BALANCE SHEET

Cash and cash equivalents decreased $209.6 million, from $254.1 million at December 31, 2008, to
$44.5 million at December 31, 2009. For a detailed explanation of the change in the cash and cash
equivalents balance, see "Liquidity and Capital Resources."

Net accounts receivable and accrued unbilled revenues decreased $934.6 million (49.4%) from
$1,892.6 million at December 31, 2008, to $958.0 million at December 31, 2009. The decrease was
driven by a reduction in Integrys Energy Services’ wholesale transactions and natural gas storage
transactions as a result of the change in strategy for this business segment. Also contributing to the
decrease were lower revenues due to lower natural gas prices and warmer weather during the fourth
quarter of 2009, compared with the same period in 2008.

Inventories decreased $428.5 million (58.5%), from $732.8 million at December 31, 2008, to

$304.3 million at December 31, 2009. The inventory balance at Integrys Energy Services decreased
$326.2 million (79.4%), primarily due to lower natural gas prices year-over-year and the sale of its
wholesale natural gas marketing and trading business in December 2009. See Note 4, "Dispositions," for
more information.

Goodwill decreased $291.4 million (31.2%), from $933.9 million at December 31, 2008, to $642.5 million
at December 31, 2009, driven by the impairment loss recorded in the first quarter of 2009 within the
natural gas utility segment. Key factors contributing to the impairment charge included disruptions in the
global credit and equity markets and the resulting increase in the weighted-average cost of capital used to
value the natural gas utility operations, as well as the negative impact that the global decline in equity
markets had on the valuation of natural gas distribution companies in general.

Detailed explanations for changes in the short-term and long-term debt balances year-over-year are
included in Note 12, "Short-Term Debt and Lines of Credit," and Note 13, "Long-Term Debt."

Accounts payable decreased $894.9 million (58.3%), from $1,534.3 million at December 31, 2008, to
$639.4 million at December 31, 2009. Accounts payable at Integrys Energy Services decreased

$813.0 million, primarily due to lower natural gas prices and the reduction in natural gas payables and
natural gas loans associated with its wholesale natural gas marketing and trading business. See Note 4,
"Dispositions," for more information.

LIQUIDITY AND CAPITAL RESOURCES

Integrys Energy Group believes that its cash balances, liquid assets, operating cash flows, access to
equity and debt capital markets, and available borrowing capacity provide adequate resources to fund
ongoing operating requirements and future capital expenditures related to expansion of existing
businesses and development of new projects. Integrys Energy Group's borrowing costs can be impacted
by short-term and long-term debt ratings assigned by independent credit rating agencies. Integrys
Energy Group's operating cash flows and access to capital markets can be impacted by macroeconomic
factors outside of its control.

The previously announced strategy change at Integrys Energy Services and other operating activities

resulted in the generation of a significant amount of positive cash flow from operations during 2009, which
drove an approximate $1 billion reduction in consolidated short-term debt outstanding during 2009.
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Operating Cash Flows
2009 Compared with 2008

Net cash provided by operating activities was $1,606.3 million in 2009, compared with net cash used for
operating activities of $250.0 million in 2008. The $1,856.3 million year-over-year increase in cash
provided by operating activities was mainly driven by a $1,734.8 million increase related to lower working
capital requirements, partially due to a $444.1 million decrease in inventories during 2009, compared with
a $312.0 million increase in inventories in 2008. This change was primarily a result of an increase in
natural gas withdrawn from storage in 2009 due to the previously announced strategy change at Integrys
Energy Services, as well as lower year-over-year natural gas prices. Also contributing to the decrease in
working capital requirements was an $864.8 million decrease in accounts receivables and accrued
unbilled revenues in 2009, compared with a $207.7 million increase in accounts receivables and accrued
unbilled revenues in 2008, primarily the result of lower natural gas prices and the Integrys Energy
Services strategy change. Additionally, during 2009, Integrys Energy Services had a $45.5 million net
return of margin posted to various exchanges, compared with the net payment of $239.2 million of margin
posted to various exchanges in 2008, primarily due to the strategy change. Partially offsetting these
changes was a $604.7 million decrease in accounts payable in 2009, compared with a $53.2 million
decrease in accounts payable in 2008, primarily the result of lower natural gas prices.

2008 Compared with 2007

Net cash used for operating activities was $250.0 million in 2008, compared with net cash provided by
operating activities of $238.5 million in 2007. The $488.5 million year-over-year increase in cash used for
operating activities was driven by:

e A $177.0 million decrease in cash provided by accounts receivable collections, as colder weather
conditions led to higher natural gas throughput volumes in the fourth quarter 2008, compared with
the same quarter in 2007, contributing to higher accounts receivable balances. Also contributing to
the increase in cash used for operating activities, Integrys Energy Group and its subsidiaries,
primarily Integrys Energy Services, had net cash collateral payments of $239.2 million in 2008,
compared with net cash collateral receipts of $82.0 million in 2007. The net cash collateral
payments made in 2008 were driven by large mark-to-market losses incurred by Integrys Energy
Services during the latter part of 2008, due to declining prices.

e A $139.1 million increase in cash used for natural gas inventory purchases due to an increase in
the average price of natural gas during the summer of 2008 (when natural gas is generally injected
into inventory), compared with the same period in 2007.

o Partially offset by an $88.7 million increase in cash related to net refunds of regulatory assets and
liabilities, driven by a decrease in the refund to ratepayers in 2008, compared with 2007, of
proceeds WPS received from the liquidation of the nonqualified decommissioning trust fund upon
the sale of Kewaunee.

Investing Cash Flows
2009 Compared with 2008

Net cash used for investing activities was $440.7 million in 2009, compared with $452.2 million in 2008.
The $11.5 million year-over-year decrease in cash used for investing activities was primarily driven by the
$88.6 million decrease in cash used to fund capital expenditures (discussed below) and the payment of
$17.4 million in 2008 related to WPS’s funding of the construction of the transmission facilities required to
support Weston 4, partially offset by the 2008 reimbursement of $99.7 million from ATC related to WPS's
construction of the transmission facilities required to support Weston 4.
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2008 Compared with 2007

Net cash used for investing activities was $452.2 million in 2008, compared with $451.5 million in 2007.
The $0.7 million year-over-year increase in cash used for investing activities was primarily driven by a
$140.2 million increase in cash used for capital expenditures (discussed below), partially offset by the
reimbursement of $99.7 million from ATC, related to the construction of the transmission facilities required
to support Weston 4, and a $15.5 million year-over-year increase in cash proceeds received from the sale
of property, plant, and equipment.

Capital Expenditures

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

Reportable Segment (millions) 2009 2008 2007

Electric utility $250.4 $207.4 $202.6
Natural gas utility 136.9 237.3 158.8
Integrys Energy Services 22.4 68.1 20.5
Holding company and other 34.5 20.0 10.7
Integrys Energy Group $444.2 $532.8 $392.6

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

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

Financing Cash Flows
2009 Compared with 2008

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

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

Significant Financing Activities

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

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

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

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

For information on the issuance and redemption of long-term debt at Integrys Energy Group and its
subsidiaries, see Note 13, "Long-Term Debt."

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

Credit Ratings

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

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

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

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

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

Credit Ratings Standard & Poor's Moody's
Integrys Energy Group
Issuer credit rating BBB+ N/A
Senior unsecured debt BBB Baa1
Commercial paper A-2 P-2
Credit facility N/A Baa1
Junior subordinated notes BBB- Baa2
WPS
Issuer credit rating A- A2
First mortgage bonds N/A A1l
Senior secured debt A A1
Preferred stock BBB Baa1
Commercial paper A-2 P-1
Credit facility N/A A2
PEC
Issuer credit rating BBB+ N/A
Senior unsecured debt BBB Baa1
PGL
Issuer credit rating BBB+ A3
Senior secured debt A- A2
Commercial paper A-2 P-2
NSG
Issuer credit rating BBB+ A3
Senior secured debt A A2

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

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

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

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

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

The junior subordinated notes rating of Integrys Energy Group was lowered from "Baa1" to "Baa2."
The issuer credit rating of WPS was lowered from "A1" to "A2."

The senior secured debt rating and first mortgage bonds rating of WPS were lowered from "Aa3" to
IIA1 ‘Il

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

The preferred stock rating of WPS was lowered from "A3" to "Baa1."

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

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

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

On March 5, 2009, Standard & Poor's lowered the following ratings of Integrys Energy Group and its
subsidiaries:

o The issuer credit ratings of Integrys Energy Group, PGL, NSG, and PEC were lowered from "A-" to
IIBBB+‘II
The issuer credit rating of WPS was lowered from "A" to "A-."
The senior unsecured debt ratings of Integrys Energy Group and PEC were lowered from "BBB+" to
IIBBB."

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

e The senior secured debt rating of WPS was lowered from "A+" to "A."

e The preferred stock rating of WPS was lowered from "BBB+" to "BBB."

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

Discontinued Operations
2009 Compared with 2008

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

2008 Compared with 2007
Net cash provided by discontinued operations was $3.8 million in 2008 compared with $690.2 million in

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

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

Payments Due By Period

Total Amounts 2011 to 2013 to 2015 and

(Millions) Committed 2010 2012 2014 Thereafter
Long-term debt principal and interest

payments (" $ 3,580.2 $ 2544 $ 9423 $ 5718  $1,811.7
Operating lease obligations 68.4 11.6 19.6 13.6 23.6
Commodity purchase obligations 5,735.6 2,399.9  1,858.0 689.8 787.9
Purchase orders 515.3 514.1 1.2 - -
Pension and other postretirement

funding obligations ) 683.4 103.3 267.4 138.1 174.6
Total contractual cash obligations $10,582.9 $3,283.3 $3,088.5 $1,413.3 $2,797.8

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

Energy Group records all principal obligations on the balance sheet. For purposes of this table, it is assumed
that the current interest rates on variable rate debt will remain in effect until the debt matures.

Energy supply contracts at Integrys Energy Services included as part of commodity purchase obligations are
generally entered into to meet obligations to deliver energy to customers. The utility subsidiaries expect to
recover the costs of their contracts in future customer rates.

Includes obligations related to normal business operations and large construction obligations.

Obligations for pension and other postretirement benefit plans, other than the Integrys Energy Group Retirement
Plan, cannot be estimated beyond 2012.

The table above does not reflect any payments related to the manufactured gas plant remediation liability
of $657.7 million at December 31, 2009, as the amount and timing of payments are uncertain. Integrys
Energy Group anticipates incurring costs annually to remediate these sites, but management believes
that any costs incurred for environmental activities relating to former manufactured gas plant operations
that are not recoverable through contributions from other entities or from insurance carriers have been
prudently incurred and are, therefore, recoverable through rates for WPS, MGU, PGL, and NSG. See
Note 16, "Commitments and Contingencies," for more information about environmental liabilities. In
addition, the table does not reflect any payments for the December 31, 2009, liability related to uncertain
tax positions, as the amount and timing of payments are uncertain. See Note 15, "Income Taxes," for
more information about this liability.

-60-



Capital Requirements

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

(Millions)
WPS
Environmental projects $ 164.1
Electric and natural gas distribution projects 150.9
Electric and natural gas delivery and customer service projects 59.1
Other projects 108.0
UPPCO
Repairs and safety measures at hydroelectric facilities 37.3
Other projects 28.4
MGU
Natural gas pipe distribution system, underground natural gas storage facilities, and
other projects 29.8
MERC
Natural gas pipe distribution system and other projects 48.5
PGL
Natural gas pipe distribution system, underground natural gas storage facilities, and
other projects * 481.1
NSG
Natural gas pipe distribution system and other projects 45.9

Integrys Energy Services

Solar and other projects 88.9
IBS

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

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

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

All projected capital and investment expenditures are subject to periodic review and may vary significantly
from the estimates depending on a number of factors, including, but not limited to, industry restructuring,
regulatory constraints, acquisition opportunities, market volatility, and economic trends.

Capital Resources

As of December 31, 2009, Integrys Energy Group and each of its subsidiaries were in compliance with all

respective covenants related to outstanding short-term and long-term debt and expect to be in
compliance with all such debt covenants for the foreseeable future.
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See Note 12, "Short-Term Debt and Lines of Credit," for more information on Integrys Energy Group's
credit facilities and other short-term credit agreements, including short-term debt covenants. See
Note 13, "Long-Term Debt," for more information on Integrys Energy Group's long-term debt covenants.

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

In March 2009, Integrys Energy Group filed a shelf registration statement which allows it to publicly issue
debt, equity, certain types of hybrid securities, and other financial instruments. Specific terms and
conditions of securities issued will be determined prior to the actual issuance of any specific security.

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

December 2008, WPS issued $125.0 million of 6.375%, 7-year Senior Notes under this shelf registration
statement.

Other Future Considerations
Integrys Energy Services Business Segment Strategy Change

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

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

Customer Usage

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

Uncollectible Accounts

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

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

Goodwill Impairment Testing

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

Climate Change

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

The majority of Integrys Energy Group’s generation and distribution facilities are located in the upper

Midwest region of the United States. The same is true for the majority of our customers’ facilities. The
physical risks posed by climate change are not expected to be significant at this time. Ongoing
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evaluations will be conducted as more information on the extent of such physical changes becomes
available.

New Laws

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

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

Property Tax Assessment on Natural Gas

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

Shippers that are being assessed a tax are actively protesting these property tax assessments. PGL and
MERC are currently pursuing protests through litigation in Texas and Kansas, respectively.

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

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

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

(Millions) Natural Gas Electric Total
Fair value of contracts at December 31, 2008 " $294.0 $(135.4)  $158.6
Less: Contracts realized or settled during period 317.0 (225.9) 91.1
Plus: Changes in fair value of contracts in existence

at December 31, 2009 © 60.0 (187.9)  (127.9)
Fair value of contracts at December 31, 2009 $ 37.0 $ (97.4)  $(60.4)

M Reflects the values reported on the balance sheets for net mark-to-market current and long-term risk

management assets and liabilities as of those dates. The fair value of contracts at December 31, 2008, includes
$0.6 million of liabilities held for sale, related to the sale of generation assets and the associated sales and
service contracts in Northern Maine, which closed during the first quarter of 2010. The fair value of Integrys
Energy Services’ contracts at December 31, 2009, was impacted by the reduction in wholesale trading and
marketing activity associated with its strategy change, as well as an overall decline in energy prices in 2009.

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

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

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

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

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

Maturity Maturity Maturity Maturity Total

Less Than 1to3 4t05 in Excess Fair

Fair Value Hierarchy Level 1 Year Years Years of 5 years Value
Level 1 $(52.2) $ 06 $(0.3) $ - $(51.9)
Level 2 (56.4) (75.7) 4.1 1.6 (126.4)
Level 3 37.1 80.8 (0.6) 0.6 117.9
Total fair value $(71.5) $ 5.7 $3.2 $2.2 $ (60.4)

CRITICAL ACCOUNTING POLICIES

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

Risk Management Activities

Integrys Energy Group has entered into contracts that are accounted for as derivatives. All derivative
contracts are recorded at fair value on the Consolidated Balance Sheets, unless they qualify for the
normal purchases and sales exception, which provides that recognition of gains and losses in the
consolidated financial statements is not required until the settlement of the contracts. Changes in fair
value, except effective portions of derivative instruments designated as hedges or qualifying for regulatory
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deferral, generally affect income available for common shareholders at each financial reporting date until
the contracts are ultimately settled.

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

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

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

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

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

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

Change in Components (Millions)
100% increase $15.8 decrease
50% decrease $7.9 increase

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

Integrys Energy Group reviews certain assets for impairment as required by the Property, Plant, and
Equipment Topic and Intangibles — Goodwill and Other Topic of the FASB ASC.

Goodwill

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

Carrying Value

(Millions) of Goodwill
WPS $ 36.4
PGL 401.2
NSG 36.1
MERC 127.7
MGU 34.5

Total Natural Gas Utility Segment $635.9

Integrys Energy Services 6.6
Balance at December 31, 2009 $642.5

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

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

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

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

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

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

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

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

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

Other

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

The review for impairment of tangible assets is more critical to Integrys Energy Services than to any other
segment because of its lack of access to rate setting based on cost of service that is available to the
regulated segments. At December 31, 2009, the carrying value of Integrys Energy Services' property,
plant, and equipment totaled $143.9 million. Management's assumptions about future market sales
prices and generation volumes require significant judgment because actual prices and generation
volumes have fluctuated in the past as a result of changing fuel costs and required plant maintenance
and are expected to continue to do so in the future.
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The primary assumptions used at Integrys Energy Services in the impairment analyses are future revenue
streams that depend on future commaodity prices, capital expenditures, environmental landscape, and
operating costs. A combination of inputs from both internal and external sources is used to project
revenue streams. Integrys Energy Services forecasts future operating costs with input from external
sources. These assumptions are modeled over the projected remaining life of the asset.

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

Receivables and Reserves

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

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

Pension and Other Postretirement Benefits

The costs of providing non-contributory defined benefit pension benefits and other postretirement
benefits, described in Note 18, "Employee Benefit Plans," are dependent upon numerous factors resulting
from actual plan experience and assumptions regarding future experience.

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

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

The following table shows how a given change in certain actuarial assumptions would impact the

projected benefit obligation and the reported net periodic pension cost. Each factor below reflects an
evaluation of the change based on a change in that assumption only.
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Percentage- Impact on

Actuarial Assumption Point Change in Projected Benefit Impact on 2009
(Millions, except percentages) Assumption Obligation Pension Cost
Discount rate (0.5) $75.5 $7.5
Discount rate 0.5 (64.1) (4.2)

Rate of return on plan assets (0.5) N/A 54

Rate of return on plan assets 0.5 N/A (5.4)

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

Percentage-Point Impact on Impact on 2009
Actuarial Assumption Changein Postretirement Postretirement
(Millions, except percentages) Assumption Benefit Obligation Benefit Cost
Discount rate (0.5) $29.0 $2.2
Discount rate 0.5 (27.1) (2.2)
Health care cost trend rate (1.0) (48.4) (6.8)
Health care cost trend rate 1.0 58.1 8.3
Rate of return on plan assets (0.5) N/A 1.1
Rate of return on plan assets 0.5 N/A (1.1)

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

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

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

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

Regulatory Accounting

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

The application of the Regulated Operations Topic of the FASB ASC would be discontinued if the
regulated electric and natural gas utility segments or a separable portion of those segments would no
longer meet the criteria for application. Assets and liabilities recognized solely due to the actions of rate
regulation would no longer be recognized on the balance sheet, but rather classified as an extraordinary
item in income for the period in which the discontinuation occurred. A write-off of all of Integrys Energy
Group's' regulatory assets and regulatory liabilities at December 31, 2009, would result in a 13.1%
decrease in total assets and a 4.2% decrease in total liabilities. See Note 8, "Regulatory Assets and
Liabilities," for more information.

Environmental Activities Relating to Former Manufactured Gas Operations

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

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

Tax Provision

Integrys Energy Group is required to estimate income taxes for each of the jurisdictions in which it
operates as part of the process of preparing Integrys Energy Group's consolidated financial statements.
This process involves estimating actual current tax liabilities together with assessing temporary
differences resulting from differing treatment of items, such as depreciation, for tax and accounting
purposes. These differences result in deferred tax assets and liabilities, which are included within
Integrys Energy Group's Consolidated Balance Sheets. Integrys Energy Group must also assess the
likelihood that its deferred tax assets will be recovered through future taxable income. To the extent
Integrys Energy Group believes that recovery is not likely, it must establish a valuation allowance, which
is offset by an adjustment to the provision for income taxes in the Consolidated Statements of Income.
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Uncertainty associated with the application of tax statutes and regulations and the outcomes of tax audits
and appeals require that judgment and estimates be made in the accrual process and in the calculation of
effective tax rates. Integrys Energy Group adopted the provisions of FASB Interpretation No. 48,
"Accounting for Uncertainty in Income Taxes — an Interpretation of FAS 109" (now incorporated as part of
the Income Taxes Topic of the FASB ASC), which requires that only income tax benefits that meet the
"more likely than not" recognition threshold be recognized or continue to be recognized. The change in
the unrecognized tax benefits needs to be reasonably estimated based on an evaluation of the nature of
uncertainty, the nature of event that could cause the change, and an estimate of the range of reasonably
possible changes. As allowed under Interpretation No. 48, Integrys Energy Group also elected to change
its method of accounting to record interest and penalties paid on income tax obligations as a component
of provision for income taxes.

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

IMPACT OF INFLATION

Integrys Energy Group's financial statements are prepared in accordance with GAAP. The statements
provide a reasonable, objective, and quantifiable statement of financial results, but generally do not
evaluate the impact of inflation. For Integrys Energy Group's regulated operations, to the extent it is not
recovering the effects of inflation, it will file rate cases as necessary in the various jurisdictions in which it
operates. Integrys Energy Group's nonregulated businesses include inflation in forecasted costs.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

Market Risks and Other Significant Risks

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

Commodity Price Risk and Regulatory Recovery Risk
Utilities

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

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

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

Integrys Energy Services

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

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

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

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

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

(Millions) 2009 2008
As of December 31 $0.6 $1.3
Average for 12 months ended December 31 0.8 1.4
High for 12 months ended December 31 11 2.3
Low for 12 months ended December 31 0.6 0.9
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The VaR for Integrys Energy Services' portfolio at a 99% confidence level and a ten-day holding period is
presented below:

(Millions) 2009 2008
As of December 31 $2.9 $5.6
Average for 12 months ended December 31 3.8 6.2
High for 12 months ended December 31 4.7 10.2
Low for 12 months ended December 31 2.9 4.8

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

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

Interest Rate Risk

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

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

Equity Return and Principal Preservation Risk

Integrys Energy Group currently funds liabilities related to employee benefits through various external
trust funds. The trust funds are managed by numerous investment managers and hold investments in
debt and equity securities. Changes in the market value of these investments can have an impact on the
future expenses related to these liabilities. Declines in the equity markets or declines in interest rates
may result in increased future costs for the plans and possible future required contributions for the
pension plans. Integrys Energy Group monitors the trust fund portfolio by benchmarking the performance
of the investments against certain security indices. Most of the employee benefit costs relate to Integrys
Energy Group's regulated utilities. As such, the majority of these costs are recovered in customers' rates,
mitigating the equity return and principal preservation risk on these exposures. Effective May 1, 2008,
and July 1, 2008, the defined pension plans were closed to new union hires at PGL and NSG,
respectively. Effective April 19, 2009, and December 18, 2009, the defined benefit pension plans were
closed to new union hires at UPPCO and WPS, respectively. Effective January 15, 2010, the defined
pension plans were closed to new Local 12295 union hires at MGU.

-75-



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

A. MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING

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

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

Integrys Energy Group's management assessed the effectiveness of its internal control over financial
reporting as of December 31, 2009. In making this assessment, it used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control —
Integrated Framework. Based on this assessment, management believes that, as of December 31, 2009,
Integrys Energy Group's internal control over financial reporting is effective based on those criteria.

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

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

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

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

A company's internal control over financial reporting is a process designed by, or under the supervision
of, the company's principal executive and principal financial officers, or persons performing similar
functions, and effected by the company's board of directors, management, and other personnel to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may
not be prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of
the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

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

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

/sl Deloitte & Touche LLP

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

Year Ended December 31

(Millions, except per share data) 2009 2008 2007
Nonregulated revenues $4,004.0 $9,737.9 $6,987.0
Utility revenues 3,495.8 4,309.9 3,305.4
Total revenues 7,499.8 14,047.8 10,292.4
Nonregulated cost of fuel, natural gas, and purchased power 3,701.3 9,654.3 6,676.2
Utility cost of fuel, natural gas, and purchased power 1,919.8 2,744.1 2,044.2
Operating and maintenance expense 1,100.6 1,081.2 922.1
Goodwill impairment loss 291.1 6.5 -
Restructuring expense 435 - -
Loss on Integrys Energy Services dispositions related to strategy change 28.9 - -
Depreciation and amortization expense 230.9 221.4 195.1
Taxes other than income taxes 96.3 93.6 87.4
Operating income 87.4 246.7 367.4
Miscellaneous income 89.0 87.3 64.1
Interest expense (164.8) (158.1) (164.5)
Other expense (75.8) (70.8) (100.4)
Income before taxes 11.6 175.9 267.0
Provision for income taxes 83.2 51.2 86.0
Net income (loss) from continuing operations (71.6) 124.7 181.0
Discontinued operations, net of tax 2.8 4.7 73.3
Net income (loss) (68.8) 129.4 254.3
Preferred stock dividends of subsidiary (3.1) (3.1) 3.1)
Noncontrolling interest in subsidiaries 1.0 0.1 0.1
Net income (loss) attributed to common shareholders ($70.9) $126.4 $251.3
Average shares of common stock

Basic 76.8 76.7 71.6

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

Net income (loss) from continuing operations ($0.96) $1.59 $2.49

Discontinued operations, net of tax 0.04 0.06 1.02

Earnings (loss) per common share (basic) ($0.92) $1.65 $3.51
Earnings (loss) per common share (diluted)

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

Discontinued operations, net of tax 0.04 0.06 1.02

Earnings (loss) per common share (diluted) ($0.92) $1.64 $3.50
Dividends per common share declared $2.72 $2.68 $2.56

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

At December 31

(Millions) 2009 2008
Assets

Cash and cash equivalents $44.5 $254.1
Collateral on deposit 184.9 262.7
Accounts receivable and accrued unbilled revenues, net of reserves of $57.5 and $62.5, respectively 958.0 1,892.6
Inventories 304.3 732.8
Assets from risk management activities 1,522.1 2,223.7
Regulatory assets 121.1 244.0
Deferred income taxes 92.9 -
Assets held for sale 26.5 26.3
Other current assets 257.9 280.8
Current assets 3,512.2 5,917.0
Property, plant, and equipment, net of accumulated depreciation of $2,847.2 and $2,701.0, respectively 4,945.1 4,748.5
Regulatory assets 1,434.9 1,444.8
Assets from risk management activities 795.4 758.7
Goodwill 642.5 933.9
Other long-term assets 517.8 469.6
Total assets $11,847.9 $14,272.5
Liabilities and Equity

Short-term debt $222.1 $1,209.0
Current portion of long-term debt 116.5 150.9
Accounts payable 639.4 1,534.3
Liabilities from risk management activities 1,607.1 2,189.7
Regulatory liabilities 100.4 58.8
Liabilities held for sale 0.3 7.5
Deferred income taxes - 71.6
Other current liabilities 461.8 494.7
Current liabilities 3,147.6 5,716.5
Long-term debt 2,394.7 2,285.7
Deferred income taxes 658.2 435.7
Deferred investment tax credits 36.2 36.9
Regulatory liabilities 277.6 275.5
Environmental remediation liabilities 658.8 640.6
Pension and other postretirement benefit obligations 640.7 636.5
Liabilities from risk management activities 783.1 762.7
Asset retirement obligations 194.8 178.9
Other long-term liabilities 147.4 152.8
Long-term liabilities 5,791.5 5,405.3
Commitments and contingencies

Common stock - $1 par value; 200,000,000 shares authorized; 76,418,843 shares issued;

75,980,143 shares outstanding 76.4 76.4
Additional paid-in capital 2,497.8 2,487.9
Retained earnings 345.6 624.6
Accumulated other comprehensive loss (44.0) (72.8)
Treasury stock and shares in deferred compensation trust (17.2) (16.5)
Total common shareholders' equity 2,858.6 3,099.6
Preferred stock of subsidiary - $100 par value; 1,000,000 shares authorized;

511,882 shares issued; 510,495 shares outstanding 51.1 51.1
Noncontrolling interest in subsidiaries (0.9) -
Total liabilities and equity $11,847.9 $14,272.5

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements.
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E.

CONSOLIDATED STATEMENTS OF EQUITY

Integrys Energy Group Common Shareholders' Equity

Deferred Accumulated Total
Compensation Additional Other Common Preferred
Trust and Common Paid In Retained Comprehensive Shareholders'  Stock of  Noncontrolling Total
(Millions) Treasury Stock  Stock Capital Earnings Income (Loss) Equity Subsidiary Interest Equity
Balance at December 31, 2006 ($13.5) $43.4 $889.3  $628.2 ($13.8) $1,533.6 $51.1 $0.2 $1,584.9
Net income attributed to common shareholders - - - 251.3 251.3 - (0.1) 251.2
Other comprehensive income
Cash flow hedges (net of tax of $3.1) - - - - 4.9 4.9 - 4.9
Unrecognized pension and other postretirement
costs (net of taxes of $3.0) - - - - 3.8 3.8 - 3.8
Available-for-sale securities (net of tax of $0.2) - - - - 0.4 0.4 - 0.4
Foreign currency translation (net of tax of $2.2) - - - - 3.6 3.6 - 3.6
Comprehensive income 264.0 263.9
Issuance of common stock - 11 44.5 - 45.6 - 45.6
PEC merger - 319 15274 - 1,559.3 - 1,559.3
Stock based compensation - - 8.7 - 8.7 - 8.7
Dividends on common stock - - - (177.0) (177.0) - (177.0)
Net contributions from noncontrolling parties - - - - - - - 0.1 0.1
Other (1.5) - 3.9 (0.6) (0.2) 1.6 - (0.2) 1.4
Balance at December 31, 2007 ($15.0) $76.4 $2,473.8 $701.9 ($1.3) $3,235.8 $51.1 $ - $3,286.9
Net income attributed to common shareholders - - - 126.4 - 126.4 - (0.1) 126.3
Other comprehensive income (loss)
Cash flow hedges (net of tax of $33.7) - - - - (52.8) (52.8) - (52.8)
Unrecognized pension and other postretirement
costs (net of taxes of $8.1) - - - - (12.7) (12.7) - (12.7)
Available-for-sale securities (net of tax of $0.3) - - - - (0.5) (0.5) - (0.5)
Foreign currency translation (net of tax of $3.4) - - - - (5.5) (5.5) - (5.5)
Comprehensive income 54.9 54.8
Cumulative effect of change in accounting principle - - - 4.5 4.5 - 4.5
Effects of changing pension plan measurement
date pursuant to SFAS No. 158 - - - (3.5) (3.5) - (3.5)
Purchase of deferred compensation shares 2.7) - - - 2.7) - 2.7)
Stock based compensation 0.1 - 12.5 - 12.6 - 12.6
Dividends on common stock - - - (203.9) (203.9) - (203.9)
Net contributions from noncontrolling parties - - - - - - 0.1 0.1
Other 1.1 - 1.6 (0.8) - 1.9 - 1.9
Balance at December 31, 2008 ($16.5) $76.4 $2,487.9 $624.6 ($72.8) $3,099.6 $51.1 $ - $3,150.7
Net loss attributed to common shareholders - - - (70.9) - (70.9) - (1.0) (71.9)
Other comprehensive income (loss)
Cash flow hedges (net of tax of $17.0) - - - - 315 315 - 315
Unrecognized pension and other postretirement
costs (net of taxes of $3.2) - - - - (6.7) 6.7) - 6.7)
Available-for-sale securities (net of tax of $0.1) - - - - (0.1) (0.1) - (0.2)
Foreign currency translation (net of tax of $2.6) - - - - 4.1 4.1 - 4.1
Comprehensive loss (42.1) (43.1)
Purchase of deferred compensation shares 3.1) - - - 3.1) - (3.1)
Stock based compensation 0.1 - 11.3 - 11.4 - 11.4
Dividends on common stock - - - (206.9) (206.9) - (206.9)
Net contributions from noncontrolling parties - - - - - - 0.1 0.1
Other 2.3 - (1.4) (1.2) - (0.3) - (0.3)
Balance at December 31, 2009 ($17.2) $76.4 $2,497.8 $345.6 ($44.0) $2,858.6 $51.1 ($0.9) $2,908.8

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements.
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F. CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31

(Millions) 2009 2008 2007
Operating Activities
Net income (loss) ($68.8) $129.4 $254.3
Adjustments to reconcile net income (loss) to net cash provided by (used for) operating activities
Discontinued operations, net of tax (2.8) “a.7) (73.3)
Goodwill impairment loss 291.1 6.5 -
Depreciation and amortization expense 230.9 221.4 195.1
Refund of nonqualified decommissioning trust (0.5) (0.5) (70.6)
Recoveries and refunds of other regulatory assets and liabilities 41.3 51.2 32.6
Net unrealized losses (gains) on nonregulated energy contracts 104.2 (15.8) (59.5)
Nonregulated lower of cost or market inventory adjustments 44.2 167.3 7.0
Bad debt expense 54.6 76.8 39.1
Pension and other postretirement expense 72.4 50.7 67.5
Pension and other postretirement contributions (53.3) (40.8) (35.3)
Deferred income taxes and investment tax credit 57.8 62.4 66.8
(Gain) loss on sale of assets 255 1.2) (1.6)
Equity income, net of dividends (16.1) (15.1) 2.4
Other 385 9.9 (24.1)
Changes in working capital
Collateral on deposit 455 (239.2) 82.0
Accounts receivable and accrued unbilled revenues 864.8 (207.7) (30.7)
Inventories 444.1 (312.0) (172.9)
Other current assets 39.6 (124.6) 0.9
Accounts payable (604.7) (53.2) (96.5)
Other current liabilities (2.0) (10.8) 55.3
Net cash provided by (used for) operating activities 1,606.3 (250.0) 238.5
Investing Activities
Capital expenditures (444.2) (532.8) (392.6)
Proceeds from the sale or disposal of assets 44.6 311 15.6
Purchase of equity investments (34.1) (37.8) (66.5)
Cash paid for transaction costs related to PEC merger - - (14.4)
Restricted cash for repayment of long-term debt - - 22.0
Cash paid for transmission interconnection - (17.4) (23.9)
Proceeds received from transmission interconnection - 99.7 -
Other (7.0) 5.0 8.3
Net cash used for investing activities (440.7) (452.2) (451.5)
Financing Activities
Short-term debt, net (815.7) 569.7 (463.7)
Issuance of notes payable - 155.7 -
Redemption of notes payable (157.9) - -
Proceeds from sale of borrowed natural gas 162.0 530.4 211.9
Purchase of natural gas to repay natural gas loans (445.2) (257.2) (177.5)
Issuance of long-term debt 230.0 181.5 125.2
Repayment of long-term debt (157.8) (58.1) (26.5)
Payment of dividends
Preferred stock (3.1) (3.1) (3.1)
Common stock (206.9) (203.9) (177.0)
Issuance of common stock - - 45.6
Proceeds from derivative contracts related to divestitures classified as financing activities 33.9 - -
Other (17.7) (3.7) 5.9
Net cash (used for) provided by financing activities (1,378.4) 911.3 (459.2)
Change in cash and cash equivalents - continuing operations (212.8) 209.1 (672.2)
Change in cash and cash equivalents - discontinued operations
Net cash used for operating activities - - (109.3)
Net cash provided by investing activities 3.2 3.8 799.5
Change in cash and cash equivalents (209.6) 2129 18.0
Cash and cash equivalents at beginning of year 254.1 41.2 23.2
Cash and cash equivalents at end of year $44.5 $254.1 $41.2

The accompanying notes to Integrys Energy Group's consolidated financial statements are an integral part of these statements.
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G. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

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

(b) Consolidated Basis of Presentation--The consolidated financial statements include the
accounts of Integrys Energy Group and all majority owned subsidiaries, after eliminating intercompany
transactions and balances. If a noncontrolling owner's equity is reduced to zero, Integrys Energy Group's
policy is to record 100% of the subsidiary's losses until the noncontrolling owner makes capital
contributions or commits to fund its share of the operating costs. The cost method of accounting is used
for investments when Integrys Energy Group does not have significant influence over the operating and
financial policies of the investee. Investments in businesses not controlled by Integrys Energy Group, but
over which it has significant influence regarding the operating and financial policies of the investee, are
accounted for using the equity method. For additional information on equity method investments, see
Note 9, "Investments in Affiliates, at Equity Method." These consolidated financial statements also reflect
Integrys Energy Group’s proportionate interests in certain jointly owned utility facilities.

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

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

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

(Millions) 2009 2008 2007
Cash paid for interest $164.8 $156.8 $144.5
Cash paid for income taxes 19.1 100.9 198.1
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Significant non-cash transactions were:

(Millions) 2009 2008 2007
Construction costs funded through accounts payable $30.4 $342 $ 2641
Intangible assets (customer contracts) received in exchange
for risk management assets 17.0 - -

Equity issued for net assets acquired in PEC merger - - 1,559.3
Realized gain on settlement of contracts due to PEC merger - - 4.0
PEP post-closing adjustments funded through other current

liabilities - - 9.9
(e) Revenue and Customer Receivables--Revenues are recognized on the accrual basis and

include estimated amounts for electric and natural gas services provided but not billed. At December 31,
2009, and 2008, Integrys Energy Group's unbilled revenues were $337.0 million and $525.5 million,
respectively. At December 31, 2009, there were no customers or industries that accounted for more than
10% of Integrys Energy Group's revenues.

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

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

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

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

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

Integrys Energy Group presents revenues net of pass-through taxes on the Consolidated Statements of
Income.

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

Inventories at Integrys Energy Services are valued at the lower of cost or market unless hedged pursuant
to a fair value hedge, in which case changes in the fair value of inventory subsequent to the hedge
designation are recorded directly to inventory. Integrys Energy Services recorded net write-downs of
$44.2 million, $167.3 million, and $7.0 million in 2009, 2008, and 2007, respectively.

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

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

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

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

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

0) Property, Plant, and Equipment--Utility plant is stated at original cost, including any associated
AFUDC and asset retirement costs. The costs of renewals and betterments of units of property (as
distinguished from minor items of property) are capitalized as additions to the utility plant accounts.
Except for land, no gain or loss is recognized in connection with ordinary retirements of utility property
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units. Maintenance, repair, replacement, and renewal costs associated with items not qualifying as units
of property are considered operating expenses. PGL and NSG charge the cost of units of property retired,
sold, or otherwise disposed of to the accumulated provision for depreciation and record the cost of
removal, less salvage value, associated with the retirement to depreciation expense. The other utilities
charge the cost of units of property retired, sold, or otherwise disposed of, less salvage value, to the
accumulated provision for depreciation and record a regulatory liability for removal costs included in rates,
with actual removal costs charged against the liability as incurred. Consistent with the ICC rate order
issued January 22, 2010, PGL and NSG changed their method for recognizing net dismantling costs from
as incurred to allocating the cost over the life of the asset.

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

Annual Utility Composite Depreciation Rates 2009 2008 2007
WPS — Electric 3.04% 3.09% 3.35%
WPS - Natural gas 3.30% 3.39% 3.52%
UPPCO 3.05% 2.98% 3.01%
MGU 2.66% 2.67% 2.67%
MERC 3.10% 3.32% 3.42%
PGL 2.29% 2.55% 2.86% *
NSG 1.66% 1.80% 1.85% *

*

Composite depreciation rate from the February 22, 2007 PEC merger date through the end of 2007.

Interest capitalization is applied to nonutility property during construction, and a gain or loss is recognized
for retirements. At December 31, 2009, and 2008, nonutility property at the regulated utilities consisted
primarily of land.

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

Depreciation is computed for the majority of the nonregulated subsidiaries' assets using the straight-line
method over the assets' useful lives.

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

See Note 6, "Property, Plant, and Equipment,” for details regarding Integrys Energy Group's property,
plant, and equipment balances.

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

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

-86-



funds used during construction for 2009, 2008, and 2007 was $2.0 million, $1.8 million, and $0.3 million,
respectively.

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

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

(k) Regulatory Assets and Liabilities--Regulatory assets represent probable future revenue
associated with certain costs or liabilities that have been deferred and are expected to be recovered from
customers through the ratemaking process. Regulatory liabilities represent amounts that are expected to
be refunded to customers in future rates or amounts collected in rates for future costs. If at any reporting
date a previously recorded regulatory asset is no longer probable of recovery, the regulatory asset is
reduced to the amount considered probable of recovery with the reduction charged to expense in the year
the determination is made. See Note 8, "Regulatory Assets and Liabilities," for more information.

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

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

Note 10, "Goodwill and Other Intangible Assets."

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

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

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

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

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

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

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

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

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

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

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

(p) Guarantees--Integrys Energy Group follows the guidance of the Guarantees Topic of the FASB
ASC, which requires that the guarantor recognize, at the inception of the guarantee, a liability for the fair
value of the obligation undertaken in issuing the guarantee. For additional information on guarantees, see
Note 17, "Guarantees."

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

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

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

For additional information on Integrys Energy Group's employee benefits, see Note 18, "Employee Benefit
Plans."

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

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

January 1, 2008, Integrys Energy Group recognized an increase in nonregulated revenues of $11.0 million
due to the exclusion of transaction costs from Integrys Energy Services' fair value estimates.

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

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

transaction between market participants at the measurement date (exit price). Integrys Energy Group

utilizes a mid-market pricing convention (the mid-point price between bid and ask prices) as a practical
expedient for valuing certain derivative assets and liabilities.

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

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

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

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

Financial assets and liabilities are classified in their entirety based on the lowest level of input that is
significant to the fair value measurement.

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

® New Accounting Pronouncements--SFAS No. 167, "Amendments to FASB Interpretation

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

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

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

NOTE 2--RISK MANAGEMENT ACTIVITIES

The following table shows Integrys Energy Group's assets and liabilities from risk management activities:

Risk Management Assets Risk Management Liabilities
Balance Sheet December 31 December 31 December 31 December 31
(Millions) Presentation * 2009 2008 2009 2008
Utility Segments
Non-hedge derivatives
Commodity contracts Current $ 108 $ 286 $ 247 $ 1616
Commodity contracts Long-term 2.0 - 15 9.0
Cash flow hedges
Commodity contracts Current - - 0.2 1.5
Commodity contracts Long-term - - 0.1
Nonregulated Segments
Non-hedge derivatives
Commodity contracts Current 1,503.9 2,080.9 1,548.4 1,944.2
Commodity contracts Long-term 787.2 750.0 769.5 729.7
Interest rate swaps Current - - 1.0 1.0
Interest rate swaps Long-term - - 25 3.3
Foreign exchange contracts ~ Current 1.0 2.8 0.9 0.5
Foreign exchange contracts Long-term 0.9 2.5 0.9 23
Fair value hedges
Commodity contracts Current - 14.2 - -
Interest rate swaps Current 1.8 1.1 - -
Interest rate swaps Long-term 0.8 2.1 - -
Cash flow hedges
Commodity contracts Current 4.6 81.3 30.1 79.4
Commodity contracts Long-term 4.5 41 8.6 14.8
Interest rate swaps Current - - 1.8 1.5
Interest rate swaps Long-term - - - 3.6
Foreign exchange contracts Current - 14.8 - -
Total $2,317.5 $2,982.4 $2,390.2 $2,952.4

*  Assets and liabilities from risk management activities are classified as current or long-term based upon the maturities of the
underlying contracts.
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At December 31, 2008, $0.6 million of current non-hedge commodity derivative contracts were classified
as liabilities held for sale in the nonregulated Integrys Energy Services segment. For more information
see Note 4, "Dispositions."

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

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

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

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

$51.9 million with letters of credit. Therefore, the remaining collateral requirement would have been
$514.4 million.

Utility Segments
Non-Hedge Derivatives

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

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

(Millions) Financial Statement Presentation 2009
Commodity contracts  Balance Sheet — Regulatory assets (current) $122.5
Commodity contracts  Balance Sheet — Regulatory assets (long-term) 7.3
Commodity contracts  Balance Sheet — Regulatory liabilities (current) (2.0)
Commodity contracts  Balance Sheet — Regulatory liabilities (long-term) -
Commodity contracts  Income Statement — Utility cost of fuel, natural gas, and purchased power 0.1

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

Purchases Other Transactions
Natural gas (millions of therms) 833.2 N/A
FTRs (millions of kilowatt-hours) N/A 4,546.6
Petroleum products (barrels) 42,823 N/A

-91-



Cash Flow Hedges

PGL uses commodity contracts designated as cash flow hedges to hedge changes in the price of natural
gas used to support operations. These contracts extend through December 2011. At

December 31, 2009, PGL had the following notional volumes of outstanding contracts that were
designated as cash flow hedges:

Purchases

Natural gas (millions of therms) 9.6

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

Unrealized Loss Recognized in
OCI on Derivative Instruments
(Effective Portion)

(Millions) 2009
Commodity contracts $(1.4)
Loss Reclassified from Accumulated
OCl into Income (Effective Portion)
(Millions) Income Statement Presentation 2009
Settled commodity contracts  Operating and maintenance expense $(2.6)

The amount reclassified from accumulated OCI into earnings as a result of the discontinuance of cash flow
hedge accounting for certain hedge transactions was not significant during 2009, was a pre-tax loss of
$2.7 million during 2008, and was not significant during 2007. Cash flow hedge ineffectiveness related to
these commaodity contracts was not significant during 2009 and 2008, and was a pre-tax loss of

$4.4 million in 2007. When testing for effectiveness, no portion of the derivative instruments was
excluded. In the next 12 months, PGL expects that an insignificant pre-tax loss will be recognized in
earnings as the hedged transactions occur.

Nonregulated Segments
Non-Hedge Derivatives

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

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

Other
(Millions) Purchases Sales Transactions
Commodity contracts
Natural gas (therms) 2,990.4 29171 N/A
Power (kilowatt-hours) 132,200.4 125,983.1 N/A
Interest rate swaps N/A N/A $219.2
Foreign exchange contracts $35.1 $35.1 N/A
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Gains (losses) related to non-hedge derivatives are recognized currently in earnings, as shown in the table
below.

(Millions) Income Statement Presentation 2009
Commodity contracts Nonregulated revenue $ (5.1)
Commaodity contracts Nonregulated revenue (reclassified from accumulated OCI) 3.2
Interest rate swaps Interest expense a.7)
Foreign exchange contracts Nonregulated revenue (1.8)
Total $(11.8)

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

Fair Value Hedges

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

Income Statement

(Millions) Presentation 2009
Interest rate swap Interest expense $(0.6)
Debt hedged by swap Interest expense 0.6
Total $ -

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

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

Cash Flow Hedges

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

December 31, 2009, the nonregulated segments had the following notional volumes of outstanding
contracts that were designated as cash flow hedges:

(Millions) Purchases Sales Other Transactions
Commodity contracts

Natural gas (therms) 5.9 8.6 N/A

Power (kilowatt-hours) 7,116.2 - N/A
Interest rate swaps N/A N/A $65.6

Changes in the fair values of the effective portions of contracts designated as cash flow hedges are
included in OCI, net of taxes. Amounts recorded in OCI related to cash flow hedges will be recognized in
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earnings when the hedged transactions occur, or if it is probable that the hedged transaction will not occur.
The tables below show the amounts related to cash flow hedges recorded in OCI and in earnings.

Unrealized Gain (Loss) Recognized
in OCI on Derivative Instruments
(Effective Portion)

(Millions) 2009
Commodity contracts $(60.0)
Interest rate swaps 3.2
Gain (Loss) Reclassified from
Accumulated OCl into Income
(Effective Portion)
(Millions) Income Statement Presentation 2009
Settled/Realized
Commodity contracts Nonregulated revenue $(107.3)
Interest rate swaps Interest expense 1.2
Hedge Designation Discontinued
Commodity contracts Nonregulated revenue 2.7
Total $(103.4)
Loss Recognized in Income on
Derivative Instruments (Ineffective
Portion and Amount Excluded from
Effectiveness Testing)
(Millions) Income Statement Presentation 2009
Commodity contracts  Nonregulated revenue $(1.1)

In the next 12 months, subject to changes in market prices of natural gas and electricity, a pre-tax loss of

$34.0 million related to cash flow hedges of commodity contracts is expected to be recognized in earnings
as the hedged transactions occur. This amount is expected to be substantially offset by the settlement of

the related nonderivative hedged contracts.

NOTE 3--RESTRUCTURING EXPENSE
Reductions in Workforce

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

(Millions) 2009

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

Integrys Energy Services Strategy Change
Integrys Energy Group is in the process of significantly reducing the size of its nonregulated energy

services business segment to a smaller segment with significantly reduced credit and collateral support
requirements. In connection with this strategy, the following restructuring costs were expensed:
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(Millions) 2009

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

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

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

(Millions) 2009
Accrued employee-related costs at beginning of period $ -
Employee-related costs expensed 10.1
Cash payments 1.9
Accrued employee-related costs at end of period $8.2

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

NOTE 4--DISPOSITIONS
Integrys Energy Services Strategy Change

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

Proposed Sale of United States Wholesale Electric Marketing and Trading Business

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

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

(Millions)

Current assets from risk management activities $1,219.7
Long-term assets from risk management activities 629.4
Total assets $1,849.1
Current liabilities from risk management activities $1,229.8
Long-term liabilities from risk management activities 602.2
Total liabilities $1,832.0
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Based on the terms of the sale agreement and the carrying amount of the net assets being sold, had the
sale transaction closed on December 31, 2009, Integrys Energy Services would have realized a non-cash
loss on the sale of approximately $58 million pre-tax. Also included in the sale transaction are commodity
contracts that do not meet the GAAP definition of derivative instruments, and therefore are not reflected on
the Consolidated Balance Sheets. In accordance with GAAP, expected gains or losses related to
nonderivative commodity contracts are not recognized until the contracts are settled. The gain or loss on
the sale will be recorded in the period the contracts are transferred to the buyer as this transfer represents
settlement. Furthermore, changes in forward electric prices will impact the ultimate gain or loss on the
sale and could be different than the aforementioned loss that was computed assuming a December 31,
2009 closing date. In conjunction with the sale, Integrys Energy Services will enter into derivative
contracts with the buyer to reestablish the economic hedges for the retained retail business at the same
prices and other terms previously executed through Integrys Energy Services’ wholesale electric
marketing business being sold. Had these new third-party derivative contracts been entered into at
December 31, 2009, the amount of assets and liabilities from risk management activities would have been
as follows:

(Millions)

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

Sale of Generation Assets in New Brunswick, Canada and Northern Maine, and Associated Retail Electric
Contracts

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

(Millions) December 31, 2009 December 31, 2008
Inventories $ 01 $ 01
Property, plant, and equipment — net of accumulated

depreciation of $9.7 and $9.0, respectively 25.1 248
Other long-term assets 1.3 1.4
Total assets $26.5 $26.3
Current portion of long-term debt $ - $ 43
Current liabilities from risk management activities - 0.6
Other current liabilities - 0.1
Long-term debt - 2.3
Asset retirement obligations 0.3 0.2
Total liabilities $ 03 $75

Sale of United States Wholesale Natural Gas Marketing and Trading Business

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

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

(Millions)

Inventories $ 99
Current assets from risk management activities 261.2
Long-term assets from risk management activities 68.6
Total assets $339.7
Accounts payable $ 36.0
Current liabilities from risk management activities 311.7
Long-term liabilities from risk management activities 79.8
Total liabilities $427.5

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

(Millions)

Current assets from risk management activities $626
Long-term assets from risk management activities 25.9
Total assets $88.5
Current liabilities from risk management activities $134.3
Long-term liabilities from risk management activities 53.8
Total liabilities $188.1

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

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

(Millions)

Inventories $16.1
Current assets from risk management activities 37.5
Long-term assets from risk management activities 8.9
Total assets $62.5
Accounts payable $24.8
Current liabilities from risk management activities 42.9
Long-term liabilities from risk management activities 7.5
Total liabilities $75.2

Sale of Canadian Natural Gas and Electric Power Portfolio

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

(Millions)

Inventories $ 53
Current assets from risk management activities 134.7
Long-term assets from risk management activities 48.6
Total assets $188.6
Current liabilities from risk management activities $119.8
Long-term liabilities from risk management activities 32.3
Total liabilities $152.1

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

(Millions)

Current assets from risk management activities $21.8
Long-term assets from risk management activities 8.8
Total assets $30.6
Current liabilities from risk management activities $14.2
Long-term liabilities from risk management activities 6.3
Total liabilities $20.5

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

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

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

Other Discontinued Operations
Stoneman

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

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

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

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

February 22, 2007

through
(Millions) December 31, 2007
Nonregulated revenues $114.2
Operating and maintenance expense 28.5
Gain on PEP sale (12.6)
Taxes other than income taxes 5.1
Other expense 0.1
Income before taxes 93.1
Provision for income taxes 34.6
Discontinued operations, net of tax $ 58.5

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

WPS Niagara Generation, LLC
In January 2007, Integrys Energy Services completed the sale of WPS Niagara Generation, LLC (Niagara)
and received proceeds of approximately $31 million. This facility was a merchant generation facility and

sold power on a wholesale basis. Integrys Energy Services recognized a $24.6 million ($14.7 million after-
tax) gain on the sale of this business in discontinued operations.
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Components of discontinued operations reported in the Consolidated Statements of Income related to
Niagara for the year ended December 31 were as follows:

(Millions) 2007
Nonregulated revenues $1.5
Nonregulated cost of fuel, natural gas, and purchased power 1.0
Operating and maintenance expense 0.5
Gain on Niagara sale (24.6)
Income before taxes 24.6
Provision for income taxes 9.8
Discontinued operations, net of tax $14.8

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

During 2008, Integrys Energy Services recorded a $0.1 million after-tax gain in discontinued operations
related to amortization of an environmental indemnification guarantee included as part of the sale
agreement.

During 2009, Integrys Energy Services recorded a $0.4 million after-tax gain in discontinued operations
related to a refund received in connection with the overpayment of auxiliary power service in prior years.

NOTE 5--PEC MERGER

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

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

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

(Millions) 2009 2008 2007
Accrued employee severance costs at beginning of period $1.4 $4.8 $ -
Severance expense recorded 0.1 2.5 7.2
Cash payments (1.1 (5.9 (2.4)
Accrued employee severance costs at end of period $0.4 $1.4 $4.8
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Supplemental Pro Forma Information

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

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

NOTE 6--PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment at December 31 consisted of the following utility, nonutility, and
nonregulated assets:

(Millions) 2009 2008

Electric utility $3,066.7 $2,777.5
Natural gas utility 4,338.3 4,190.1
Total utility plant 7,405.0 6,967.6
Less: Accumulated depreciation 2,726.0 2,599.3
Net 4,679.0 4,368.3
Construction work in progress 40.7 159.6
Net utility plant 4,719.7 4,527.9
Nonutility plant — utility segments 100.7 87.9
Less: Accumulated depreciation 59.1 51.0
Net 41.6 36.9
Construction work in progress 34.6 15.5
Net nonutility plant — utility segments 76.2 52.4
Electric nonregulated 166.8 161.5
Natural gas nonregulated 18.1 3.4
Other nonregulated 23.5 231
Total nonregulated property, plant, and equipment 208.4 188.0
Less: Accumulated depreciation 62.1 50.7
Net 146.3 137.3
Construction work in progress 2.9 30.9
Net nonregulated property, plant, and equipment 149.2 168.2
Total property, plant, and equipment $4,945.1 $4,748.5
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NOTE 7--JOINTLY OWNED UTILITY FACILITIES

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

West Columbia Energy

Marinette Center Edgewater
(Millions, except for percentages and megawatts) Weston 4 Unit No. 33 Units 1 and 2 Unit No. 4
Ownership 70.0% 68.0% 31.8% 31.8%
WPS's share of rated capacity (megawatts) 3745 56.8 335.2 105.0
Utility plant in service $609.8 $18.2 $165.9 $37.8
Accumulated depreciation $ 535 $ 9.7 $102.4 $23.5
In-service date 2008 1993 1975 and 1978 1969

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

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

(Millions) 2009 2008
Regulatory assets

Environmental remediation costs (net of insurance recoveries) $ 674.9 $ 681.1
Pension and other postretirement benefit related items 605.5 634.7
Asset retirement obligations 39.4 30.5
De Pere Energy Center 334 35.8
Derivatives 32.3 162.0
Income tax related items 29.0 23.2
Decoupling 28.9 4.4
Weston 3 lightning strike 18.1 22.3
Bad debt expense 17.7 4.8
Conservation program costs 17.4 4.8
Costs of previously owned nuclear plant 14.3 241
Unamortized loss on debt 12.5 13.2
Energy costs receivable through rate adjustments 12.3 231
Rate case costs 9.5 5.7
Costs to achieve merger synergies 6.1 121
Other 4.6 7.0
Total $1,556.0 $1,688.8
Balance Sheet Presentation

Current $ 1211 $ 244.0
Long-term 1,434.9 1,444 .8
Total $1,556.0 $1,688.8
Regulatory liabilities

Cost of removal reserve $ 246.6 $ 231.6
Energy costs refundable through rate adjustments 79.6 341
Pension and other postretirement benefit related items 235 261
Income tax related items 6.7 8.2
EEP 6.1 4.8
ATC and MISO refunds 4.6 9.6
Derivatives 4.3 4.9
Decoupling 1.4 9.4
Other 5.2 5.6
Total $ 378.0 $ 334.3
Balance Sheet Presentation

Current $ 100.4 $ 588
Long-term 277.6 2755
Total $ 378.0 $ 334.3

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

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

-104-



earning a rate of return. The regulatory asset for WPS's environmental remediation costs was

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

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

See Note 1(g), "Summary of Significant Accounting Policies — Risk Management Activities," Note 14,
"Asset Retirement Obligations," Note 15, "Income Taxes," Note 16, "Commitments and Contingencies,"
Note 18, "Employee Benefit Plans," and Note 24, "Regulatory Environment," for more information on some
of the more significant regulatory assets and liabilities listed in the above table.

NOTE 9--INVESTMENTS IN AFFILIATES, AT EQUITY METHOD

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

(Millions) 2009 2008

ATC $395.9 $346.9
WRPC 8.5 8.5
Other 14 3.1
Investments in affiliates, at equity method $405.8 $358.5

Investments in affiliates accounted for under the equity method are included in other long-term assets on
the Consolidated Balance Sheets, and the equity income (loss) is recorded in miscellaneous income on

the Consolidated Statements of Income. Integrys Energy Group is taxed on ATC's equity income, rather
than ATC, due to the tax flow-through nature of ATC's business structure. Accordingly, Integrys Energy

Group's provision for income taxes includes taxes on ATC's equity income.

ATC
Integrys Energy Group’s electric transmission investment segment consists of WPS Investments LLC’s
ownership interest in ATC, which was approximately 34% at December 31, 2009. ATC is a for-profit,

transmission-only company. ATC owns, maintains, monitors, and operates electric transmission assets in
portions of Wisconsin, Michigan, Minnesota, and lllinois.
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The following table shows changes to Integrys Energy Group's investment in ATC during the years ended
December 31.

(Millions) 2009 2008 2007
Balance at the beginning of period $346.9 $296.6 $231.9
Add: equity in net income 75.3 66.1 50.5
Add: capital contributions 34.1 34.6 50.9
Less: dividends received 60.4 50.4 36.7
Balance at the end of period $395.9 $346.9 $296.6

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

(Millions) 2009 2008 2007
Total charges to ATC for services and construction $10.1 $12.8 $98.6
Total costs for network transmission service provided by ATC 90.7 87.8 781
Net amounts received from (advanced to) ATC for

transmission interconnection - 82.3 (23.9)
WRPC

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

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

(Millions) 2009 2008 2007
Revenues from services provided to WRPC $0.6 $0.8 $1.0
Purchases of energy from WRPC 4.6 4.7 4.7
Net proceeds from WRPC sales of energy to MISO 2.6 5.8 6.0
Dividends received from WRPC 0.9 3.5 0.9

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

Financial Data

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

Income statement data

Revenues $ 528.7 $ 4740 $ 4156
Operating expenses 235.7 214.6 203.9
Other expense 77.7 67.1 54.2
Net income $ 215.3 $ 1923 $ 1575
Integrys Energy Group's equity in net income $ 763 $ 683 $ 523
Balance sheet data

Current assets $ 54.0 $ 525 $ 523
Noncurrent assets 2,785.5 2,494 .8 2,207.8
Total assets $2,839.5 $2,547.3 $2,260.1
Current liabilities $ 286.3 $ 2524 $ 3177
Long-term debt 1,259.6 1,109.4 899.1
Other noncurrent liabilities 80.1 119.3 111.1
Shareholders' equity 1,213.5 1,066.2 932.2
Total liabilities and shareholders' equity $2,839.5 $2,547.3 $2,260.1

NOTE 10--GOODWILL AND OTHER INTANGIBLE ASSETS

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

Natural Gas Integrys Energy

(Millions) Utility Segment Services Total
Goodwill recorded at December 31, 2007 * $936.8 $11.5 $948.3
Adjustments to PEC purchase price allocation

related to income taxes (3.3) (4.6) (7.9)
Impairment loss (6.5) - (6.5)
Goodwill recorded at December 31, 2008 927.0 6.9 933.9
Impairment loss (291.1) - (291.1)
Goodwill allocated to businesses sold - (0.3) (0.3)
Goodwill recorded at December 31, 2009 $635.9 $ 6.6 $642.5

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

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

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

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

(Millions) December 31, 2009 December 31, 2008
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Net Amount Amortization Net
Amortized intangible assets
(liabilities)
Customer-related (" $ 32.6 $(18.3)  $14.3 $32.6 $(14.2) $18.4
Natural gas and electric
contract assets @ © 714 (60.5) 10.9 60.1 (54.6) 5.5
Natural gas and electric
contract liabilities @ ¢ (10.5) 10.4 (0.1) (33.6) 202  (13.4)
Renewable energy credits © 3.4 (2.1) 1.3 3.4 (2.1) 1.3
Nonregulated easements ® 3.6 (0.1) 35 - - -
Emission allowances (") 2.1 (0.2) 1.9 2.3 (0.1) 2.2
Other 25 (0.5) 2.0 3.0 (1.0) 2.0
Total $105.1 $(71.3) $33.8 $67.8 $(51.8) $16.0

Unamortized intangible assets
MGU trade name 5.2 - 5.2 5.2 - 5.2

Total intangible assets $110.3 $(71.3)  $39.0 $73.0 $(51.8) $21.2

™ Includes customer relationship assets associated with both PEC's former nonregulated retail natural gas and
electric operations and MERC's nonutility ServiceChoice business. The remaining weighted-average amortization
period for customer-related intangible assets at December 31, 2009, was approximately 7 years.

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

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

“® Includes both short-term and long-term intangible liabilities related to customer contracts in the amount of
$6.0 million and $7.4 million, respectively at December 31, 2008.

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

©® Relates to easements supporting a pipeline at Integrys Energy Services. The easements are amortized on a
straight-line basis, with a remaining amortization period of 14.5 years.

) Emission allowances do not have a contractual term or expiration date.

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

(Millions)

For year ending December 31, 2010 $4.2
For year ending December 31, 2011 3.3
For year ending December 31, 2012 24
For year ending December 31, 2013 1.6
For year ending December 31, 2014 14

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

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

(Millions)

For year ending December 31, 2010 $6.1
For year ending December 31, 2011 2.8
For year ending December 31, 2012 1.1
For year ending December 31, 2013 0.5
For year ending December 31, 2014 0.3

NOTE 11--LEASES

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

Year ending December 31

(Millions)

2010 $11.6
2011 10.5
2012 9.1
2013 8.8
2014 4.8
Later years 23.6
Total payments $68.4
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NOTE 12--SHORT-TERM DEBT AND LINES OF CREDIT

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

(Millions, except percentages) 2009 2008 2007
Commercial paper outstanding $212.1 $552.9 $308.2
Average discount rate on outstanding commercial paper 0.52% 4.78% 5.51%
Borrowings under revolving credit facilities - $475.0 $150.0

Average interest rate on outstanding borrowings under

revolving credit facilities - 2.41% 3.56%
Short-term notes payable outstanding $10.0 $181.1 $10.0
Average interest rate on short-term notes payable 0.18% 3.40% 5.20%

The commercial paper outstanding at December 31, 2009, had varying maturity dates ranging from
January 4, 2010, through February 17, 2010.

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

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

remaining available capacity as of December 31:

(Millions) Maturity 2009 2008
Revolving credit facility (Integrys Energy Group) ' 6/02/10 $ 500.0 $ 500.0
Revolving credit facility (Integrys Energy Group) ) 6/09/11 500.0 500.0
Revolving credit facility (Integrys Energy Group) ) 5/03/09 - 250.0
Revolving credit facility (Integrys Energy Group) ®) 5/26/10 425.0 -
Revolving credit facility (Integrys Energy Group) ) 6/04/10 35.0 -
Revolving credit facility (WPS) © 6/02/10 115.0 115.0
Revolving credit facility (PEC) (" ©) 6/13/11 400.0 400.0
Revolving credit facility (PGL) ") 7/12/10 250.0 250.0
Revolving credit facility (Integrys Energy Services) ® 6/29/09 - 175.0
Revolving short-term notes payable (WPS) ®) 5/13/10 10.0 10.0
Short-term notes payable (Integrys Energy Group)“o) 3/30/09 - 171.1
Total short-term credit capacity 2,235.0 2,371.1
Less:
Letters of credit issued inside credit facilities 130.4 414.6
Loans outstanding under credit agreements and notes payable 10.0 656.1
Commercial paper outstanding 212.1 552.9
Accrued interest or original discount on outstanding commercial paper - 0.8
Available capacity under existing agreements $1,882.5 $ 746.7

™" Provides support for Integrys Energy Group's commercial paper borrowing program.

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

® May 2009, Integrys Energy Group entered into a revolving credit agreement to provide support for Integrys

Energy Group's commercial paper borrowing program.
“4)
Energy Group's commercial paper borrowing program.

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

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

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

In June 2009, Integrys Energy Group entered into a revolving credit agreement to provide support for Integrys

®  This facility matured in June 2009, at which time the borrowings were paid in full, and the revolving credit

agreement was terminated. This facility was previously guaranteed by Integrys Energy Group.

©  This note is renewed every six months and is used for general corporate purposes.
(10)

agreement was terminated.

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

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

covenants related to outstanding short-term debt. Integrys Energy Group and certain subsidiaries’
revolving credit agreements contain financial and other covenants, including but not limited to, a

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

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

December 31
(Millions) 2009 2008
WPS First Mortgage Bonds "

Series  Year Due
7.125% 2023 $ 01 $ 01
WPS Senior Notes "
Series  Year Due
6.125% 2011 150.0 150.0
4.875% 2012 150.0 150.0
4.80% 2013 125.0 125.0
3.95% 2013 22.0 22.0
6.375% 2015 125.0 125.0
5.65% 2017 125.0 125.0
6.08% 2028 50.0 50.0
5.55% 2036 125.0 125.0
UPPCO First Mortgage Bonds ?
Series  Year Due
9.32% 2021 10.8 1.7
PEC Unsecured Senior Note ®
Series  Year Due
A, 6.90% 2011 325.0 325.0
Fair value hedge adjustment 2.6 3.2
PGL Fixed First and Refunding Mortgage Bonds “®
Series  Year Due
HH, 4.75% 2030 Adjustable after July 1, 2014 50.0 50.0
KK, 5.00% 2033 50.0 50.0
LL, 3.75% 2033 Adjustable after February 1, 2012 50.0 50.0
MM-2, 4.00% 2010 50.0 50.0
NN-2, 4.625% 2013 75.0 75.0
QQ, 4.875% 2038 Adjustable after November 1, 2018 75.0 75.0
RR, 4.30% 2035 Adjustable after June 1, 2016 50.0 50.0
SS, 7.00% 2013 45.0 45.0
TT, 8.00% 2018 5.0 5.0
UU, 4.63% 2019 75.0 -
PGL Adjustable First and Refunding Mortgage Bonds ©©
Series  Year Due
(e]6) 2037 51.0 51.0
NSG First Mortgage Bonds ")
Series  Year Due
M, 5.00% 2028 28.5 28.8
N-2, 4.625% 2013 40.0 40.0
0, 7.00% 2013 6.5 6.5
Integrys Energy Group Unsecured Senior Notes ©
Series  Year Due
5.375% 2012 100.0 100.0
7.00% 2009 - 150.0
7.27% 2014 100.0 -
8.00% 2016 55.0 -
Integrys Energy Group Unsecured Junior Subordinated Notes ®)
Series  Year Due
6.11% 2066 300.0 300.0
Unsecured term loan due 2010 — Integrys Energy Group “'? 65.6 65.6
Other term loan " 27.0 27.0
Total 2,509.1 2,430.9
Unamortized discount and premium on bonds and debt 2.1 5.7
Total debt 2,511.2 2,436.6
Less current portion (116.5) (150.9)
Total long-term debt $2,394.7  $2,285.7

(1)

WPS's First Mortgage Bonds and Senior Notes are subject to the terms and conditions of WPS's First Mortgage
Indenture. Under the terms of the Indenture, substantially all property owned by WPS is pledged as collateral for
these outstanding debt securities. All of these debt securities require semi-annual payments of interest. WPS
Senior Notes become non-collateralized if WPS retires all of its outstanding First Mortgage Bonds and no new
mortgage indenture is put in place.
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@)

@)

4)

®)

(6)

@)

8)

9)

(10)

Under the terms of UPPCO's First Mortgage Indenture, substantially all property owned by UPPCO is pledged as
collateral for this outstanding debt series. Interest payments are due semi-annually with a sinking fund payment
of $0.9 million due each November 1. As a result, this payment is included in the current portion of long-term
debt on Integrys Energy Group's Consolidated Balance Sheet at December 31, 2009. The final sinking fund
payment due November 1, 2021, will completely retire the series.

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

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

In September 2009, PGL issued $75.0 million of Series UU, 4.63%, 10-year First and Refunding Mortgage Bonds
due September 1, 2019. The net proceeds from the issuance of these bonds were used for general corporate
utility purposes and to increase liquidity. The First and Refunding Mortgage Bonds were sold in a private
placement and are not registered under the Securities Act of 1933.

PGL's First Mortgage Bonds are subject to the terms and conditions of PGL's First Mortgage Indenture dated
January 2, 1926, as supplemented. Under the terms of the Indenture, substantially all property owned by PGL is
pledged as collateral for these outstanding debt securities.

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

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

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

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

In June 2009, Integrys Energy Group issued $100.0 million of 7.27%, 5-year Unsecured Senior Notes due

June 1, 2014 and $55.0 million of 8.0%, 7-year Unsecured Senior Notes due June 1, 2016. The net proceeds
from the issuance of the Senior Notes were used to refinance existing short-term debt and for general corporate
purposes. The Senior Notes were sold in a private placement and are not registered under the Securities Act of
1933.

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

In June 2010, Integrys Energy Group's $65.6 million unsecured term loan will mature. As a result, this loan is
included in the current portion of long-term debt on Integrys Energy Group's Consolidated Balance Sheet at
December 31, 2009.
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M n April 2001, the Schuylkill County Industrial Development Authority issued $27.0 million of Refunding Tax
Exempt Bonds. The proceeds from the bonds were loaned to WPS Westwood Generation, LLC, a subsidiary of
Integrys Energy Services. This loan is repaid by WPS Westwood Generation to Schuylkill County Industrial
Development Authority with monthly interest only payments and has a floating interest rate that is reset weekly.
At December 31, 2009, the interest rate was 4.24%. The loan is to be repaid by April 2021. Integrys Energy
Group agreed to guarantee WPS Westwood Generation's obligation to provide sufficient funds to pay the loan
and the related obligations and indemnities.

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

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

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

Year ending December 31

(Millions)

2010 $ 116.5
2011 478.5
2012 250.9
2013 314.4
2014 100.9
Later years 1,247.9
Total payments $2,509.1

NOTE 14--ASSET RETIREMENT OBLIGATIONS

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

The following table shows changes to Integrys Energy Group's asset retirement obligations through

December 31, 2009.

Integrys

Energy
(Millions) Utilities Services Total
Asset retirement obligations at December 31, 2006 $ 94 $0.7 $ 10.1
Accretion 6.8 - 6.8
Asset retirement obligations from merger with PEC 124.9 - 124.9
Asset retirement obligations transferred in sales (0.2) - (0.2)
Settlements (1.4) - (1.4)
Asset retirement obligations at December 31, 2007 139.5 0.7 140.2
Accretion 7.8 - 7.8
Additions and revisions to estimated cash flows 31.7 - 31.7
Asset retirement obligations transferred in sales (0.1) (0.5) (0.6)
Asset retirement obligations at December 31, 2008 178.9 02@ 179.1
Accretion 9.6 0.1 9.7
Additions and revisions to estimated cash flows 6.3 W - 6.3
Asset retirement obligations at December 31, 2009 $194.8 $03®  $195.1

™" This amount includes a $6.3 million asset retirement obligation related to the WPS 99-megawatt Crane Creek
wind generation project that became operational in the fourth quarter of 2009. All other adjustments netted to an

insignificant amount.

@ These amounts were classified as held for sale, as they relate to the sale of generation assets in Northern Maine,

which closed in the first quarter of 2010.
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NOTE 15--INCOME TAXES

Deferred Income Tax Assets and Liabilities

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

(Millions) 2009 2008

Deferred income tax assets:

Tax credit carryforwards $ 90.7 $ 96.0
Employee benefits 96.0 88.9
Price risk management 55.4 -
State capital and operating loss carryforwards 16.0 15.9
Other 324 52.2
Total deferred income tax assets $290.5 $253.0
Valuation allowance (7.4) (2.3)
Net deferred income tax assets $283.1 $250.7

Deferred income tax liabilities:

Plant related $756.8 $642.1
Regulatory deferrals 76.1 70.3
Deferred income 15.5 -
Price risk management - 45.6
Total deferred income tax liabilities $848.4 $758.0

Consolidated Balance Sheet presentation:

Current deferred income tax assets $ 929 $ -
Current deferred income tax liabilities - 71.6
Long-term deferred income tax liabilities 658.2 435.7
Net deferred income tax liabilities $565.3 $507.3

Deferred tax credit carryforwards at December 31, 2009, include $70.7 million of alternative minimum tax
credits related to tax credits available under former Section 29/45K of the Internal Revenue Code.
These alternative minimum tax credits can be carried forward indefinitely.

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

The following table presents a reconciliation of federal income taxes to the provision for income taxes
reported in the Consolidated Statements of Income for the periods ended December 31. The taxes are
calculated by multiplying the statutory federal income tax rate by book income before federal income
tax.

2009 2008 2007

(Millions, except for percentages) Rate Amount Rate Amount Rate Amount
Statutory federal income tax 35.0% $ 4.1 35.0% $61.6 35.0% $93.5
State income taxes, net 120.7 14.0 6.8 12.0 4.3 11.5
Goodwill 562.1 65.2 1.3 23 - -
Investment tax credit - amortization (13.8) (1.6) (1.0) (1.8) (0.6) (1.5)
Federal tax credits 6.0 0.7 (6.0) (10.6) (5.4) (14.3)
Plant related (14.7) 1.7) - - - -
Unrecognized tax benefits 14.7 1.7 01 0.1 1.2 3.3
Benefits and compensation (31.0) (3.6) (2.8) (4.9) (2.5) (6.8)
Other differences, net 38.2 4.4 (4.3) (7.5) 0.2 0.3
Effective income tax 717.2%  $83.2 29.1% $51.2 32.2% $86.0
Current provision

Federal $ 19 $(10.5) $ (6.8)
State 14.1 (3.1) 8.9
Foreign 7.1 1.9 4.7
Total current provision 231 (11.7) 6.8
Deferred provision 52.5 65.7 77.7
Valuation allowance 5.1 - 0.5
Interest 3.7 (0.1) 2.4
Net operating loss carryforwards 1.4 (1.8) (0.9)
Investment tax credit - net (0.6) (1.5) (1.4)
Unrecognized tax benefits (2.0) 0.2 1.0
Penalties - 0.4 (0.1)
Total provision for income taxes $83.2 $51.2 $86.0

Foreign income before taxes was $0.3 million in 2009, $12.0 million in 2008, and $23.3 million in 2007.

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

Integrys Energy Group records accrued interest and penalties related to income taxes as a component of
the provision for income taxes. Integrys Energy Group had accrued interest of $8.0 million and accrued
penalties of $3.0 million related to unrecognized tax benefits at December 31, 2009. Integrys Energy
Group had accrued interest of $2.9 million and accrued penalties of $3.1 million related to uncertain tax
positions at December 31, 2008.
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Unrecognized Tax Benefits

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

(Millions) 2009 2008 2007
Balance at January 1 $22.4 $10.0 $ 37
Increase related to tax positions acquired - - 13.9
Increase related to tax positions taken in prior years 10.2 23.8 0.5
Decrease related to tax positions taken in prior years (0.2) (7.7) (0.3)
Decrease related to tax positions taken in current year 0.1 - (3.9)
Decrease related to settlements (0.3) (3.7) (3.6)
Decrease related to lapse of statutes (0.2) - (0.3)
Balance at December 31 $31.8 $22.4 $10.0

At December 31, 2009, recognition in subsequent periods of the unrecognized tax benefits related to
continuing operations could affect Integrys Energy Group's net income by $6.2 million. Also, recognition in
subsequent periods of the unrecognized tax benefits related to discontinued operations could affect
Integrys Energy Group's net income by $9.5 million.

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

° lllinois Department of Revenue — PEC and consolidated subsidiaries have agreed to a statute
extension for the September 30, 2003 tax year.
° Oregon Department of Revenue — WPS Power Development has open examinations for the 2002

and 2003 tax years.
In 2009, Integrys Energy Group closed the following examinations:
° Wisconsin Department of Revenue — WPS for the 2001 through 2006 tax years.

Integrys Energy Group has the following open examinations:

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

° IRS - Integrys Energy Group and consolidated subsidiaries have open examinations for the 2006
and 2007 tax years along with the February 21, 2007 PEC short year.

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

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

° Kentucky Department of Revenue — Integrys Energy Group has open examinations for the 2005

through the 2008 tax years.
° Mississippi Department of Revenue — PEC, PEP, and PEP Holdings LLC have open examinations
for the September 30, 2006, December 31, 2006, and December 31, 2007 tax years.

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

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

° Pennsylvania Department of Revenue — Integrys Energy Services has open examinations for the

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

In the next 12 months, it is reasonably possible that Integrys Energy Group and its subsidiaries will settle
their open examinations in multiple taxing jurisdictions related to tax years prior to 2007, resulting in a
decrease in unrecognized tax benefits of as much as $10.9 million.

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

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

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

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

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

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

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

General

Amounts ultimately paid as penalties, or eventually determined to be paid in lieu of penalties, will not be
deductible for income tax purposes.

Environmental

Clean Air Act New Source Review Issues

Weston and Pulliam Plants:

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

Columbia Plant:

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

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

Edgewater Plant:

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

On December 21, 2009, WPS, along with its co-owners, received from the Sierra Club an NOI to file a civil
lawsuit based on allegations that major modifications were made at the Edgewater generation station
without complying with the PSD and Title V Operating Permit requirements of the CAA. Specifically, the
allegations suggest that PSD permits that imposed BACT limits on emissions from the facilities should
have been obtained for Edgewater. WP&L is in the process of analyzing the allegations and has begun
discussions with the Sierra Club. Integrys Energy Group is reviewing the allegations but is currently
unable to predict the impact on its consolidated financial statements.

Columbia and Edgewater Plants:

On December 14, 2009, the EPA issued an NOV to WP&L relative to its Nelson Dewey Plant and to
WP&L and the other joint owners of the Columbia and Edgewater generation stations alleging violations of
New Source Review requirements of the CAA for certain projects undertaken at those plants. WP&L is
the operator of these plants and is in the process of analyzing the NOV. The joint owners met with the
EPA to begin discussions on a possible resolution. Integrys Energy Group is also reviewing the
allegations but is currently unable to predict the impact on its consolidated financial statements.

EPA Settlements with Other Utilities:

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

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

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

shut down any unit found to be operating in non-compliance,
install additional pollution control equipment,

pay a fine, and/or

conduct a supplemental environmental project.

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

In November 2004, the Sierra Club filed a petition with the WDNR under Section 285.61 of the Wisconsin
Statutes seeking a contested case hearing on the construction permit issued for the Weston 4 generation
station, which was a necessary predicate to plant construction under the pertinent air emission regulations
(hereinafter referred to as the "Weston 4 air permit"). In February 2006, the administrative law judge
affirmed the Weston 4 air permit with changes to the emission limits for sulfur dioxide and nitrogen oxide
from the coal-fired boiler and particulate from the cooling tower. The changes, which were implemented
by the WDNR in a revised permit issued on March 28, 2007, set limits that were more stringent than those
originally set by the WDNR (hereinafter referred to as the "March 28, 2007 permit language").

On April 27, 2007, the Sierra Club filed a second petition requesting a contested case hearing regarding
the March 28, 2007 permit language, which was granted by the WDNR. Both parties subsequently moved
for summary judgment. In a decision issued on November 8, 2007, the administrative law judge granted
WPS's motion for summary judgment in that proceeding, upholding the March 28, 2007 permit language.
The Sierra Club filed petitions with the Dane County Circuit Court on April 27, 2007, and November 14,
2007, for judicial review of the Weston 4 air permit and the underlying proceedings before the
administrative law judge. These two judicial review proceedings were consolidated by the court. On
February 12, 2009, the court upheld the administrative law judge's final order, which affirmed the WDNR's
actions. The Sierra Club appealed this decision and the parties have completed filing briefs and are
awaiting the court's decision.

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

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

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

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

Mercury and Interstate Air Quality Rules

Mercury

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

Sulfur Dioxide and Nitrogen Oxide

The EPA issued the Clean Air Interstate Rule (CAIR) in 2005. CAIR was originally intended to reduce
sulfur dioxide and nitrogen oxide emissions from utility boilers located in 29 states, including Wisconsin,
Michigan, Pennsylvania, and New York. The first phase of CAIR required about a 50% reduction
beginning in 2009 for nitrogen oxide and beginning in 2010 for sulfur dioxide. The second phase required
about a 65% reduction in emissions of both pollutants by 2015. The State of Wisconsin's rule to
implement CAIR, which incorporates the cap and trade approach, has been forwarded to the EPA for final
review.

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

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

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

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

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

Integrys Energy Group's natural gas utilities are responsible for the environmental impacts at 55
manufactured gas plant sites located in Wisconsin, Michigan, and lllinois. All are former regulated utility
sites and are being remediated, with costs charged to existing ratepayers at WPS, MGU, PGL, and NSG.
Twenty of these sites have been transferred to the EPA Superfund Alternative Sites Program. Under the
EPA's program, the remedy decisions at these sites will be based on risk-based criteria typically used at
Superfund sites. Integrys Energy Group estimated and accrued for $657.7 million of future undiscounted
investigation and cleanup costs for all sites as of December 31, 2009. Integrys Energy Group may adjust
these estimates in the future, contingent upon remedial technology, regulatory requirements, remedy
determinations, and any claims of natural resource damages. Integrys Energy Group recorded a
regulatory asset of $673.8 million, which is net of insurance recoveries received of $56.9 million, related to
the expected recovery of both deferred expenditures and estimated future expenditures as of

December 31, 2009.

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

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

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

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

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

Greenhouse Gases

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

Escanaba Water Permit Issues

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

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

Natural Gas Charge Reconciliation Proceedings and Related Matters

Natural Gas Charge Settlement and Pending Natural Gas Charge Cases

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

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

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

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

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

Class Action

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

NOTE 17--GUARANTEES

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

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

The following table shows outstanding guarantees at Integrys Energy Group:

Expiration

Total Amounts Less

Committed at Than 1to 3 4t05 Overb5
(Millions) December 31, 2009 1 Year Years Years Years
Guarantees supporting commodity

transactions of subsidiaries @ $ 9814 $773.8 $74.5 $31.0 $102.1

Standby letters of credit ® 130.8 119.4 11.3 0.1 -
Surety bonds @ 3.1 3.1 - - -
Other guarantees 7.6 1.4 - - 6.2
Total guarantees $1,122.9 $897.7 $85.8 $31.1 $108.3

@ Consists of parental guarantees of $803.9 million to support the business operations of Integrys Energy Services;
$92.7 million and $74.8 million, respectively, related to natural gas supply at MERC and MGU; and $5.0 million at
both PEC and IBS to support business operations. These guarantees are not reflected on the Consolidated
Balance Sheets.

@ Composed of $120.4 million issued to support Integrys Energy Services' operations; $4.8 million related to letters
of credit at WPS; $4.3 million issued for workers compensation coverage in lllinois; and $1.3 million related to
letters of credit at UPPCO, MGU, MERC, PGL, and NSG. These amounts are not reflected on the Consolidated
Balance Sheets.

@ Primarily for workers compensation coverage and obtaining various licenses, permits, and rights of way. Surety
bonds are not included on the Consolidated Balance Sheets.

“  Consists of a $5.0 million environmental indemnification provided by Integrys Energy Services related to the sale
of the Stoneman generation facility, under which Integrys Energy Services expects that the likelihood of required
performance is remote; and $2.6 million related to other indemnifications and workers compensation coverage.

Integrys Energy Group has provided total parental guarantees of $958.4 million on behalf of Integrys
Energy Services as shown in the table below. Integrys Energy Group's exposure under these guarantees
related to open transactions at December 31, 2009, was approximately $513 million.
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(Millions) December 31, 2009

Guarantees supporting commodity transactions $803.9
Standby letters of credit 120.4
Guarantees of subsidiary debt 27.0*
Surety bonds 15
Other 5.6
Total guarantees $958.4

*

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

NOTE 18--EMPLOYEE BENEFIT PLANS
Defined Benefit Plans

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

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

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

° Closure of the defined benefit pension plans to non-union new hires, effective January 1, 2008;

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

e A freeze in compensation amounts used for determining defined benefit pension amounts for
non-union employees, effective January 1, 2018;

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

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

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

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

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

at PGL and NSG, respectively. Effective April 19, 2009, and December 18, 2009, the defined benefit
pension plans were closed to new union hires at UPPCO and WPS, respectively. In addition, changes in
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the WPS union contract resulted in a plan amendment in December 2009. Effective January 15, 2010, the
defined benefit pension plans were closed to new Local 12295 union hires at MGU.

The following tables provide a reconciliation of the changes in the plans' benefit obligations and fair value
of assets during 2009 and 2008.

Pension Benefits Other Benefits
(Millions) 2009 2008 2009 2008
Reconciliation of benefit obligation
Obligation at January 1 $1,230.5 $1,210.2 $432.7 $408.6
Service cost 38.9 38.4 14.3 15.7
Interest cost 80.9 76.2 26.5 26.4
Plan amendments 3.0 - - -
Plan curtailment 0.2+ - - -
Actuarial (gain) loss, net 78.6 121 23.2 (12.5)
Participant contributions - - - 1.8
Benefit payments (94.7) (106.4) (23.2) (22.1)
Federal subsidy on benefits paid - - 2.0 2.0
Other - - - 12.8
Obligation at December 31 $1,337.4 $1,230.5 $475.5 $432.7
Reconciliation of fair value of plan assets
Fair value of plan assets at January 1 $ 830.3 $1,219.5 $191.1 $248.3
Actual return on plan assets 1745 (310.6) 33.1 (55.6)
Employer contributions 235 27.8 290.8 13.0
Participant contributions - - - 1.7
Benefit payments (94.7) (106.4) (23.2) (22.1)
Other - - - 5.8
Fair value of plan assets at December 31 $ 933.6 $ 830.3 $230.8 $191.1

*  In connection with the reduction in workforce discussed in Note 3, "Restructuring Expense," an insignificant
curtailment loss was recognized. The curtailment is included in the restructuring expense line item on the
Consolidated Statement of Income, and is not included in the net periodic benefit expense table below.

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

Pension Benefits Other Benefits
(Millions) 2009 2008 2009 2008
Current liabilities $ 75 $ 53 $ 0.3 $ -
Noncurrent liabilities 396.3 394.9 244.4 241.6
Total liabilities $403.8 $400.2  $244.7 $241.6

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

December 31

(Millions) 2009 2008

Projected benefit obligation $1,337.4 $1,230.5
Accumulated benefit obligation 1,147.0 1,103.5
Fair value of plan assets 933.6 830.3
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The following table shows the amounts that had not yet been recognized in Integrys Energy Group's net
periodic benefit cost as of December 31. Amounts related to the nonregulated entities are included in
accumulated other comprehensive loss, while amounts related to the utilities are recorded as regulatory
assets or liabilities.

Pension Benefits Other Benefits

(Millions) 2009 2008 2009 2008
Accumulated other comprehensive

loss (pre-tax)
Net actuarial loss $ 36.2 $ 257 $ - $ 07
Prior service costs (credits) 0.9 1.2 (1.8) (2.2)
Total $ 37.1 $ 26.9 $(1.8) $(1.5)
Net regulatory assets
Net actuarial loss $368.6 $384.3 $66.2 $56.1
Prior service costs (credits) 21.1 22.9 (23.4) (26.9)
Transition obligation - - 0.8 1.1
Merger related regulatory adjustment 715 91.5 38.7 42.0
Regulatory deferral * 4.5 - (1.3) -
Total $465.7 $498.7 $81.0 $72.3

*  The PSCW authorized recovery for net increased 2009 WPS pension and other postretirement benefit costs
related to plan asset losses that occurred in 2008. Amortization and recovery of these deferred costs will occur
in 2010.

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

The estimated net losses and prior service costs for defined benefit pension plans that will be amortized
as a component of net periodic benefit cost during 2010 are $11.5 million and $5.3 million, respectively.
The estimated net losses, prior service credits, and transition obligation for other postretirement benefit
plans that will be amortized as a component of net periodic benefit cost during 2010 are $2.8 million,
$3.8 million, and $0.3 million, respectively.

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

Pension Benefits Other Benefits
(Millions) 2009 2008 2007 2009 2008 2007
Net periodic benefit cost
Service cost $38.9 $384 $39.7 $14.3 $15.7 $15.4
Interest cost 80.9 76.2 70.4 26.5 26.4 245
Expected return on plan assets (92.5) (101.0) (89.4) a7.7) (19.0) (17.5)
Plan curtailment gain - - - - - (0.1)
Amortization of transition obligation - - - 0.3 0.3 0.4
Amortization of prior service cost (credit) 5.0 5.1 5.1 (3.8) (3.8) (2.6)
Amortization of net actuarial (gain) loss 1.9 0.7 4.8 (1.5) - 1.8
Amortization of merger related regulatory adjustment 20.0 9.6 14.2 33 2.1 0.8
Regulatory deferral * (4.5) - - 1.3 - -
Net periodic benefit cost $49.7 $29.0 $44.8 $22.7 $21.7 $22.7

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

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

Pension Benefits Other Bengefits

2009 2008 2009 2008
Discount rate 6.15% 6.45% 5.96% 6.48%
Rate of compensation increase 4.26% 4.26% N/A N/A
Assumed medical cost trend rate (under age 65) N/A N/A 8.0% 9.0%
Ultimate trend rate N/A N/A 5.0% 5.0%
Ultimate trend rate reached in N/A N/A 2013 2013
Assumed medical cost trend rate (over age 65) N/A N/A 8.5% 9.5%
Ultimate trend rate N/A N/A 5.5% 5.5%
Ultimate trend rate reached in N/A N/A 2013 2013
Assumed dental cost trend rate N/A N/A 5.0% 5.0%

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

Pension Benefits

2009 2008 2007
Discount rate 6.45% 6.40% 5.88%
Expected return on assets 8.50% 8.50% 8.50%
Rate of compensation increase 4.26% 4.27% 5.50%

Other Benefits

2009 2008 2007
Discount rate 6.48% 6.40% 5.79%
Expected return on assets 8.50% 8.50% 8.50%
Assumed medical cost trend rate (under age 65) 9.0% 10.0% 8.0%
Ultimate trend rate 5.0% 5.0% 5.0%
Ultimate trend rate reached in 2013 2013 2010
Assumed medical cost trend rate (over age 65) 9.5% 10.5% 8.0%-10.0%
Ultimate trend rate 5.5% 5.5% 5.0%-6.5%
Ultimate trend rate reached in 2013 2013 2010-2011
Assumed dental cost trend rate 5.0% 5.0% 5.0%

Integrys Energy Group establishes its expected return on asset assumption based on consideration of
historical and projected asset class returns, as well as the target allocations of the benefit trust portfolios.

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

One-Percentage-Point

(Millions) Increase Decrease
Effect on total of service and interest cost components of net

periodic postretirement health care benefit cost $ 58 $ (4.8)
Effect on the health care component of the

accumulated postretirement benefit obligation 58.1 (48.4)
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Pension and Other Postretirement Benefit Plan Assets

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

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

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

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

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

Pension Plan Assets Other Benefit Plan Assets

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

United States equity 261.7 171.3 - 433.0 48.0 39.6 - 87.6

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

United States government - 109.6 - 109.6 - 324 - 324

Foreign government - 124 0.4 12.8 - 1.5 - 15

Corporate debt - 124.9 29 127.8 0.9 31.6 - 325

Asset-backed securities - 39.3 - 39.3 - 9.0 - 9.0
Real estate securities - - 24.9 24.9 - - - -
Other - - 1.1 1.1 - 2.3 - 2.3

294.8 634.7 29.3 958.8 48.9 163.4 - 212.3

401(h) other benefit plan assets

invested as pension assets * (0.8) (17.6) (0.1) (18.5) 0.8 17.6 0.1 18.5

Total $294.0 $617.1 $29.2  $940.3 $49.7 $181.0 $0.1  $230.8

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

Foreign Asset- Real
Government  Corporate Backed Estate

(Millions) Debt Debt Securities  Securities  Other Total
Beginning balance at December 31, 2008 $0.7 $1.8 $0.1 $35.8 $1.5 $39.9
Actual return on plan assets:

Relating to assets still held at the reporting 0.8 1.1 - (12.2) 1.2 (9.1)
date

Relating to assets sold during the period - (0.4) - - (0.5) (0.9)
Purchases, sales, and settlements 0.1 0.7 - 1.3 (1.1) 1.0
Transfers in and/or out of Level 3 (1.2) (0.3) (0.1) - - (1.6)
Ending balance at December 31, 2009 $0.4 $2.9 $ - $24.9 $1.1 $29.3

Cash Flows Related to Pension and Other Postretirement Benefit Plans

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

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

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

(Millions) Pension Benefits  Other Benefits  Federal Subsidies

2010 $87.6 $27.8 $(2.2)
2011 91.9 29.9 (2.4)
2012 97.6 31.3 (2.6)
2013 105.3 32.8 (2.7)
2014 105.8 34.2 (2.9)
2015-2019 640.7 206.5 (17.0)

Defined Contribution Benefit Plans

Integrys Energy Group maintains 401(k) Savings Plans for substantially all full-time employees and
matches a percentage of employee contributions through an ESOP or cash contribution up to certain
limits. Certain union employees receive a contribution to their ESOP account regardless of their
participation in the 401(k) Savings Plan. The ESOP held 3.4 million shares of Integrys Energy Group's
common stock (market value of $140.8 million) at December 31, 2009. Certain employees participate in a
discretionary profit-sharing contribution and/or cash match. Certain employees who are not eligible to
participate in the defined benefit pension plan participate in a defined contribution pension plan, in which
Integrys Energy Group contributes certain amounts to an employee's account based on the employee's
wages, age, and years of service. Total costs incurred under all of these plans were $16.8 million in 2009,
$17.4 million in 2008, and $14.4 million in 2007.

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

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

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

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

The deferred compensation programs are partially funded through shares of Integrys Energy Group's
common stock that is held in a rabbi trust. The common stock held in the rabbi trust is classified as a
reduction of equity in a manner similar to accounting for treasury stock. The total cost of Integrys Energy
Group's common stock held in the rabbi trust was $17.2 million at December 31, 2009, and $16.3 million
at December 31, 2008.

NOTE 19--PREFERRED STOCK OF SUBSIDIARY

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

(Millions, except share amounts)

2009 2008
Shares Carrying Shares Carrying
Series QOutstanding Value QOutstanding Value
5.00% 130,692 $13.1 130,695 $13.1
5.04% 29,898 3.0 29,898 3.0
5.08% 49,905 5.0 49,923 5.0
6.76% 150,000 15.0 150,000 15.0
6.88% 150,000 15.0 150,000 15.0
Total 510,495 $51.1 510,516 $51.1

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

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

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

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

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

2009 2008
Shares Average Cost Shares Average Cost

Common stock issued 76,418,843 76,430,037
Less:

Treasury shares - $ - 7,000 $25.19

Deferred compensation rabbi trust 402,839 $42.58 W 367,238 $44.36

Restricted stock 35,861 $55.33 @ 63,031 $54.81 @
Total shares outstanding 75,980,143 75,992,768

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

trust. Shares paid out of the trust are valued at the average cost of shares in the trust.

@ Based on the grant date fair value of the restricted stock.

During 2009 and 2008, Integrys Energy Group purchased shares of its common stock on the open market
to meet the requirements of its Stock Investment Plan and certain stock-based employee benefit and
compensation plans. Prior to 2008, Integrys Energy Group issued new shares of common stock under
these plans. These stock issuances increased equity $45.6 million in 2007.

Pursuant to the PEC merger, shareholders of PEC received 0.825 shares of Integrys Energy Group (then
known as WPS Resources) common stock, $1 par value, for each share of PEC common stock, no par
value, that they held immediately prior to the merger. This resulted in an increase in common stock
outstanding of 31,938,491 shares and increased equity $1.6 billion as of December 31, 2007.

Integrys Energy Group's common stock shares

Balance at December 31, 2006 43,387,460
Shares issued
Merger with PEC 31,938,491
Stock Investment Plan 529,935
Stock-based compensation 444,041
Restricted stock, net 93,339
Rabbi trust shares 40,829
Balance at December 31, 2007 76,434,095
Restricted stock shares cancelled (4,058)
Balance at December 31, 2008 76,430,037
Restricted stock shares cancelled (11,194)
Balance at December 31, 2009 76,418,843

Earnings Per Share

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

Basic earnings (loss) per share is computed by dividing net income (loss) attributed to common
shareholders by the weighted average number of common stock shares outstanding during the period.
Diluted earnings (loss) per share is computed by dividing net income (loss) attributed to common
shareholders by the weighted average number of common stock shares outstanding during the period,
adjusted for the exercise and/or conversion of all potentially dilutive securities. Such dilutive items include
in-the-money stock options, performance stock rights, and restricted stock. The effects of an insignificant
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number of in-the-money securities were not included in the computation for 2009, because there was a net
loss during the period, which would cause the impact to be anti-dilutive. The 2009 calculation of diluted
earnings per share also excluded 2.7 million out-of-the-money stock options that had an anti-dilutive
effect. The calculation of diluted earnings per share for 2008 excluded 2.2 million out-of-the-money stock
options that had an anti-dilutive effect. The calculation of diluted earnings per share for 2007 excluded an
insignificant number of stock options that had an anti-dilutive effect. The following table reconciles the
computation of basic and diluted earnings (loss) per share:

(Millions, except per share amounts) 2009 2008 2007
Numerator:
Net income (loss) from continuing operations $(71.6) $124.7 $181.0
Discontinued operations, net of tax 2.8 4.7 73.3
Preferred stock dividends of subsidiary 3.1 (3.1) (3.1)
Noncontrolling interest in subsidiaries 1.0 0.1 0.1
Net income (loss) attributed to common shareholders $(70.9) $126.4 $251.3
Denominator:
Average shares of common stock — basic 76.8 76.7 71.6
Effect of dilutive securities

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

Basic $(0.92) $1.65 $3.51

Diluted (0.92) 1.64 3.50

Accumulated Other Comprehensive Income (Loss)

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

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

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

M Includes tax benefits of $18.6 million and $33.8 million at December 31, 2009, and 2008, respectively.
@ Includes tax benefits of $13.8 million and $10.6 million at December 31, 2009, and 2008, respectively.
® Includes tax of $3.4 million at December 31, 2008.

NOTE 21--STOCK-BASED COMPENSATION

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

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

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

2009 2008 2007
Weighted-average fair value per option $3.83 $4.52 $7.80
Expected term 8-9 years 7 years 7 years
Risk-free interest rate 2.50%-2.78% 3.40% 4.65%
Expected dividend yield 5.50% 5.00% 4.50%
Expected volatility 19% 17% 17%

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

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

$2.3 million in 2007.

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

Weighted- Weighted-Average Aggregate
Average Remaining Intrinsic
Exercise Price Contractual Life Value
Stock Options Per Share (in Years) (Millions)
Outstanding at December 31, 2008 2,700,139 $47.90
Granted 511,484 42.12
Exercised 33,659 32.64 $0.3
Forfeited 44,101 52.14 -
Expired 577 43.10
Outstanding at December 31, 2009 3,133,286 $47.06 6.10 $2.3
Exercisable at December 31, 2009 2,006,897 $47.29 4.80 $2.3

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

The aggregate intrinsic value for outstanding and exercisable options in the above table represents the

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

Performance Stock Rights

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

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

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

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

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

Performance Weighted-Average

Stock Rights Grant Date Fair Value
Outstanding at December 31, 2008 263,109 $50.13
Granted 121,220 37.11
Expired 79,574 48.37
Forfeited 3,665 52.15
Outstanding at December 31, 2009 301,090 $45.33

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

Restricted Shares and Restricted Share Units

A portion of the long-term incentive is awarded in the form of restricted shares and restricted share units.
Most of these awards have a four-year vesting period, with 25% of each award vesting on each
anniversary of the grant date. During the vesting period, restricted share recipients have voting rights and
are entitled to dividends in the same manner as other common shareholders, whereas restricted share
unit recipients receive dividend credits and do not have voting rights. Restricted shares and restricted
share units have a value equal to the fair market value of Integrys Energy Group's common shares on the
grant date. Compensation cost recognized for these awards was $4.9 million, $4.2 million, and
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$1.4 million during the years ended December 31, 2009, 2008, and 2007, respectively. Compensation
cost capitalized during these same years was not significant. As of December 31, 2009, $7.4 million of
compensation cost related to these awards was expected to be recognized over a weighted-average
period of 2.5 years.

A summary of the activity related to restricted share and restricted share unit awards for the year ended
December 31, 2009, is presented below:

Restricted Shares and Weighted-Average
Restricted Share Unit Awards  Grant Date Fair Value
Outstanding at December 31, 2008 228,615 $50.19
Granted 206,357 4212
Distributed 69,587 50.76
Forfeited 18,527 45.04
QOutstanding at December 31, 2009 346,858 $45.55

Stock Appreciation Rights

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

NOTE 22--FAIR VALUE
Fair Value Measurements

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

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

December 31, 2009

(Millions) Level 1 Level 2 Level 3 Total
Assets
Risk management assets $284.9 $439.6 $1,593.0 $2,317.5
Other 0.1 - - 0.1
Liabilities
Risk management liabilities 336.4 582.2 1,471.6 2,390.2
Long-term debt hedged by fair value hedge - 52.6 - 52.6
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December 31, 2008

(Millions) Level 1 Level 2 Level 3 Total
Assets
Risk management assets $703.0 $1,524.0 $755.4 $2,982.4
Inventory hedged by fair value hedges - 274 - 27.4
Other 0.5 - - 0.5
Liabilities
Risk management liabilities 820.5 1,559.1 572.8 2,952.4
Liabilities held for sale - - 0.6 0.6
Long-term debt hedged by fair value hedge - 53.2 - 53.2

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

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

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

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

° While price curves may have been based on observable information, significant assumptions may
have been made regarding seasonal or monthly shaping and locational basis differentials.

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

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

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

Year Ended December 31

(Millions) 2009 2008
Balance at the beginning of period $182.0 * $ 446
Net realized and unrealized gain (loss) included in earnings 32.0 (44.7)
Net unrealized gain (loss) recorded as regulatory assets or liabilities 2.2 (8.7)
Net unrealized gain (loss) included in other comprehensive loss 16.3 (35.0)
Net purchases and settlements (36.0) 2.5
Net transfers in/out of Level 3 (75.1) 223.3
Balance at the end of the period $121.4 $182.0 *

Net unrealized gain (loss) included in earnings related to
instruments still held at the end of the period $35.4 $(55.3)

*  This amount includes $0.6 million of risk management liabilities classified as held for sale, related to the sale of
generation assets and the associated sales and service contracts in Northern Maine, which closed in
the first quarter of 2010.
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Derivatives are transferred in or out of Level 3 primarily due to changes in the source of data used to
construct price curves as a result of changes in market liquidity.

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

Fair Value of Financial Instruments

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

2009 2008
Carrying Fair Carrying Fair
(Millions) Amount Value Amount Value
Long-term debt $2,511.2 $2,543.6 $2,443.2*  $2,276.0
Preferred stock 51.1 44.3 51.1 46.0

*  This amount includes $6.6 million of long-term debt classified as held for sale, related to the sale of generation
assets in Northern Maine, which closed in the first quarter of 2010.

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

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

NOTE 23--MISCELLANEOUS INCOME

Integrys Energy Group's total miscellaneous income was as follows at December 31:

(Millions) 2009 2008 2007
Equity earnings on investments $76.1 $67.8 $34.6
Equity AFUDC 6.0 5.5 0.9
Interest and dividend income 5.6 5.0 12.7
Key executive life insurance income 2.3 2.7 2.2
Gain on sale of property 1.8 4.8 1.9
Weston 4 ATC interconnection agreement interest - 25 3.9
(Loss) gain on investments (0.1) (0.3) 3.9
(Loss) gain on foreign currency exchange (0.2) 0.9 24
Other (2.6) (1.6) 1.6
Total miscellaneous income $89.0 $87.3 $64.1
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NOTE 24--REGULATORY ENVIRONMENT
Wisconsin
2010 Rates

On December 22, 2009, the PSCW issued a final written order for WPS authorizing no electric rate
increase (net of 2009 and 2008 fuel refunds) and a retail natural gas rate increase of $13.5 million,
effective January 1, 2010. The PSCW ordered that $18.2 million of the 2008 and 2009 electric fuel cost
over-collections be used to offset the overall electric rate increase needed for 2010, and was recorded as
a short-term regulatory liability as of December 31, 2009. The remaining $10.0 million of the 2009 fuel
cost over-collections accrued in 2009 as a short-term regulatory liability, plus interest, will be refunded to
customers during the first half of 2010. Fuel cost over/under recovery impacts related to the Weston 4
power plant exfoliation issue remain open for 2008 and 2009 and have been delayed to a future rate
proceeding.

2009 Rates

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

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

2008 Rates

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

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

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

increase of $56.7 million (6.6%) and a retail natural gas rate increase of $18.9 million (3.8%), effective
January 12, 2007. The new rates reflected a 10.9% return on common equity. The PSCW approved a
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common equity ratio of 57.4% in WPS's regulatory capital structure. The 2007 retail electric rate increase
was required primarily because of increased costs associated with electric transmission, costs related to
the construction of Weston 4 and the additional personnel to maintain and operate the plant, and costs to
maintain the Weston 3 generation unit and the De Pere Energy Center. The 2007 retail natural gas rate
increase was driven by infrastructure improvements necessary to ensure the reliability of the natural gas
distribution system and costs associated with the remediation of former manufactured gas plant sites.

Weston 3 Outage

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

January 14, 2008, to repair and return Weston 3 to service. WPS has insurance in place that covered all
non-fuel operating and maintenance expenditures, less a $1.0 million deductible. WPS incurred a total of
$26.6 million of incremental pre-tax fuel and purchased power costs during the 14-week outage. WPS
was granted approval from the PSCW to defer the replacement fuel and purchased power costs for the
Wisconsin retail portion of these costs retroactive to the date of the lightning strike. On

December 30, 2008, the PSCW granted WPS recovery of $17.0 million of the requested $19.6 million of
Weston 3 replacement fuel and power costs from the Wisconsin retail jurisdiction, over a six-year period
and without carrying costs.

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

Kewaunee

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

Michigan

2010 UPPCO Rates

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

2010 MGU Rates

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

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

2008 WPS Rates

On December 4, 2007, the MPSC issued a final written order authorizing WPS a retail electric rate
increase of $0.6 million, effective December 5, 2007. WPS's last retail electric rate increase in Michigan
was in July 2003. The new rates reflected a 10.6% return on common equity and a common equity ratio
of 56.4% in its regulatory capital structure.

Illinois

2010 Rates

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

Recent lllinois Legislation

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

PGL and NSG filed their respective riders with the ICC in September 2009, and began recording the
effects of this provision at that time. The ICC approved the rider in February 2010. SB 1918 also requires
a percentage of income payment plan for low-income utility customers that PGL and NSG are offering as a
transition program in 2010 and 2011, with a permanent such program to begin no later than September 1,
2011, and an on-bill financing option that PGL and NSG filed in February 2010 and requested a June 2011
effective date. The on-bill financing program will allow certain residential customers of PGL and NSG to
borrow funds from a third party lender to purchase natural gas energy efficiency measures and pay back
the borrowed funds over time through a charge on their utility bill. No later than October 1, 2010, PGL and
NSG must file an EEP to meet specified energy efficiency standards, with the first program year beginning
June 2011.

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

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

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

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

Minnesota
2010 Rates

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

Federal

Through a series of orders issued by the FERC, Regional Through and Out Rates for transmission service
between the MISO and the PJM Interconnection were eliminated effective December 1, 2004. To
compensate transmission owners for the revenue they will no longer receive due to this rate elimination,
the FERC ordered a transitional pricing mechanism called the Seams Elimination Charge Adjustment
(SECA) be put into place. Load-serving entities paid these SECA charges during a 16-month transition
period from December 1, 2004, through March 31, 2006.

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

In August 2006, the administrative law judge hearing the case issued an Initial Decision that was in
agreement with all of Integrys Energy Services' positions. If the Final Order is consistent with the Initial
Decision of the administrative law judge, Integrys Energy Services' pre-tax exposure of $19.2 million may
be reduced by as much as $13 million. The Final FERC Order is subject to rehearing and then court
challenges. Any refunds to Integrys Energy Services will include interest for the period from payment to
refund. A FERC Order addressing these issues is expected to be received by June 2010.

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

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

° The electric utility segment includes the regulated electric utility operations of WPS and UPPCO.

) The natural gas utility segment includes the regulated natural gas utility operations of WPS, MGU,
MERC, PGL, and NSG.

° Integrys Energy Services is a diversified nonregulated natural gas and electric power supply and
services company serving retail customers (residential, commercial, and industrial).

) The electric transmission investment segment includes Integrys Energy Group's approximate 34%
ownership interest in ATC. ATC is a federally regulated electric transmission company operating in
Wisconsin, Michigan, Minnesota, and lllinois.

° The holding company and other segment includes the operations of the Integrys Energy Group
holding company and the PEC holding company, along with any nonutility activities at WPS, MGU,
MERC, UPPCO, PGL, NSG, and IBS. Equity earnings from Integrys Energy Group's investment in
WRPC are also included in the holding company and other segment.

The nonregulated oil and natural gas production segment includes the results of PEP, which were
reported as discontinued operations in 2007. PEP engaged in the acquisition, development and
production of oil and natural gas reserves in selected onshore basins in the United States through direct
ownership in oil, natural gas, and mineral leases. Integrys Energy Group completed the sale of PEP in
September 2007.

The tables below present information for the respective years pertaining to Integrys Energy Group's
reportable segments:

Nonutility and
Nonregulated

Requlated Operations Operations
Integrys
Natural Electric Total Integrys Holding Energy
Electric Gas Transmission  Regulated Energy Company Reconciling Group

2009 (Millions) Utility Utility Investment Operations  Services and Other Eliminations  Consolidated
Income Statement
External revenues $1,258.9  $2,236.9 $ - $3,495.8 $3,992.5 $ 115 $ - $ 7,499.8
Intersegment revenues 42.7 0.6 - 43.3 15 - (44.8) -
Goodwill impairment loss - 291.1 - 291.1 - - - 291.1
Restructuring expense 8.6 6.9 - 155 27.2 0.8 - 435
Loss on Integrys Energy

Services dispositions

related to strategy change - - - - 28.9 - - 28.9
Depreciation and

amortization expense 90.3 106.1 - 196.4 19.3 15.2 - 230.9
Miscellaneous income

(expense) 4.8 3.1 75.3 83.2 6.0 46.5 (46.7) 89.0
Interest expense (income) 41.6 52.2 - 93.8 131 104.6 (46.7) 164.8
Provision (benefit) for

income taxes 51.4 7.8 29.8 89.0 185 (24.3) - 83.2
Net income (loss) from

continuing operations 91.4 (171.5) 455 (34.6) (1.3) (35.7) - (71.6)
Discontinued operations - - - - 2.8 - - 2.8
Preferred stock dividends of

subsidiary (2.5) (0.6) - (3.1 - - - (3.2
Net income (loss) attributed to

common shareholders 88.9 (172.1) 45,5 (37.7) 25 (35.7) - (70.9)
Total assets 2,834.7 4,675.7 395.9 7,906.3 3,550.8 1,462.7 (1,071.9) 11,847.9
Cash expenditures for

long-lived assets 250.4 136.9 - 387.3 22.4 34.5 - 444.2
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Nonutility and
Nonregulated

Regulated Operations Operations
Integrys
Natural Electric Total Integrys Holding Energy
Electric Gas Transmission  Regulated Energy Company Reconciling Group
2008 (Millions) Utility Utility Investment Operations  Services  and Other Eliminations  Consolidated
Income Statement
External revenues $1,284.6  $3,025.3 $ - $4,309.9 $9,726.5 $ 114 $ - $14,047.8
Intersegment revenues 443 0.6 - 44.9 8.7 0.6 (54.2) -
Goodwill impairment loss - 6.5 - 6.5 - - - 6.5
Depreciation and
amortization expense 84.3 108.3 - 192.6 14.5 14.3 - 221.4
Miscellaneous income
(expense) 6.0 7.0 66.1 79.1 8.7 454 (45.9) 87.3
Interest expense (income) 36.7 56.6 - 93.3 12.1 98.6 (45.9) 158.1
Provision (benefit) for
income taxes 48.1 57.1 26.4 131.6 (56.2) (24.2) - 51.2
Net income (loss) from
continuing operations 94.7 85.5 39.7 219.9 (65.5) (29.7) - 124.7
Discontinued operations - - - - 3.9 0.8 - 4.7
Preferred stock dividends of
subsidiary (2.1) (1.0) - (3.1) - - - (3.1)
Net income (loss) attributed to
common shareholders 92.6 84.5 39.7 216.8 (61.5) (28.9) - 126.4
Total assets 2,752.4 5,173.8 346.9 8,273.1 5,050.2 2,1443 (1,195.1) 14,272.5
Cash expenditures for
long-lived assets 207.4 237.3 - 4447 68.1 20.0 - 532.8
Nonutility and
Regulated Utilities Nonregulated Operations
Oil and Integrys
Natural Electric Total Integrys Natural Holding Energy
Electric Gas Transmission  Regulated Energy Gas Company  Reconciling Group
2007 (Millions) Utility Utility Investment Operations  Services  Production and Other Eliminations  Consolidated
Income Statement
External revenues $1,202.9 $2,102.5 $ - $3,305.4 $6,975.7 $ - $11.3 - $10,292.4
Intersegment revenues 43.2 1.2 - 444 4.0 - 1.2 (49.6) -
Depreciation and
amortization expense 80.1 97.7 - 177.8 14.4 - 29 - 195.1
Miscellaneous income
(expense) 8.3 55 50.5 64.3 (0.3) 0.1 30.9 (30.9) 64.1
Interest expense (income) 324 53.4 - 85.8 13.5 24 93.7 (30.9) 164.5
Provision (benefit) for
income taxes 51.5 14.5 20.2 86.2 26.3 (1.0) (25.5) - 86.0
Net income (loss) from
continuing operations 89.6 29.6 30.3 149.5 83.1 (2.5) (49.1) - 181.0
Discontinued operations - - - - 14.8 58.5 - - 73.3
Preferred stock dividends
of subsidiary (2.2) (0.9) - (3.1) - - - - (3.1)
Net income (loss) attributed
to common shareholders 87.4 28.7 30.3 146.4 98.0 56.0 (49.1) - 251.3
Total assets 2,470.8 4,777.8 296.6 7,545.2 3,150.6 - 1,614.8 (1,076.2) 11,234.4
Cash expenditures for
long-lived assets 202.6 158.8 - 361.4 20.5 - 10.7 - 392.6
Geographic Information 2009 2008 2007
(Millions) Long-Lived Long-Lived Long-Lived
Revenues Assets Revenues Assets Revenues Assets
United States $6,628.5 $7,540.3 $11,639.3 $7,576.8 $ 8,343.8 $7,028.2
Canada * 871.3 - 2,408.5 20.0 1,948.6 20.6
Total $7,499.8 $7,540.3 $14,047.8 $7,596.8 $10,292.4 $7,048.8

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

Energy Services.
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NOTE 26--QUARTERLY FINANCIAL INFORMATION (Unaudited)

(Millions, except share amounts) Three Months Ended
2009
March June September December Total

Total revenues $3,200.8 $1,427.6 $1,297.8 $1,573.6 $7,499.8
Operating income (loss) (145.1) 72.9 93.3 66.3 87.4
Net income (loss) from continuing operations (179.5) 35.0 49.1 23.8 (71.6)
Discontinued operations, net of tax - 0.3 2.3 0.2 2.8
Preferred stock dividends of subsidiary (0.8) (0.8) (0.7) (0.8) (3.1)
Net income (loss) attributed to common shareholders (180.2) 34.7 51.1 23.5 (70.9)
Average shares of common stock (basic) 76.7 76.8 76.8 76.8 76.8
Average shares of common stock (diluted) 76.7 76.8 76.9 77.0 76.8
Earnings (loss) per common share (basic) *

Net income (loss) from continuing operations ($2.35) $0.45 $0.64 $0.31 $(0.96)

Discontinued operations - - 0.03 - 0.04

Earnings (loss) per common share (basic) (2.35) 0.45 0.67 0.31 (0.92)
Earnings (loss) per common share (diluted) *

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

Discontinued operations - - 0.03 - 0.04

Earnings (loss) per common share (diluted) (2.35) 0.45 0.66 0.31 (0.92)

* Earnings (loss) per share for the individual quarters do not total the year ended earnings (loss) per share amount
because of changes to the average number of shares outstanding and changes in incremental issuable shares
throughout the year.

(Millions, except share amounts) Three Months Ended
2008
March June September December Total

Total revenues $3,989.2 $3,417.2 $3,223.1 $3,418.3 $14,047.8
Operating income (loss) 234.7 53.1 (76.2) 35.1 246.7
Net income (loss) from continuing operations 136.6 24.8 (58.4) 21.7 124.7
Discontinued operations, net of tax - 0.1 - 4.6 4.7
Preferred stock dividends of subsidiary (0.8) (0.8) (0.7) (0.8) (3.1)
Net income (loss) attributed to common shareholders 135.8 241 (59.1) 25.6 126.4
Average shares of common stock (basic) 76.6 76.6 76.7 76.7 76.7
Average shares of common stock (diluted) 76.9 76.9 76.7 77.0 77.0
Earnings (loss) per common share (basic) *

Net income (loss) from continuing operations $1.77 $0.31 ($0.77) $0.27 $1.59

Discontinued operations - - - 0.06 0.06

Earnings (loss) per common share (basic) 1.77 0.31 (0.77) 0.33 1.65
Earnings (loss) per common share (diluted) *

Net income (loss) from continuing operations 1.77 0.31 (0.77) 0.27 1.58

Discontinued operations - - - 0.06 0.06

Earnings (loss) per common share (diluted) 1.77 0.31 (0.77) 0.33 1.64

* Earnings (loss) per share for the individual quarters do not total the year ended earnings (loss) per share amount
because of changes to the average number of shares outstanding and changes in incremental issuable shares
throughout the year.

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

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

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

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

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Integrys Energy Group, Inc. and subsidiaries as of December 31, 2009 and 2008, and the
results of their operations and their cash flows for each of the three years in the period ended

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

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

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

/sl Deloitte & Touche LLP

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

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

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

Changes in Internal Controls

There were no changes in Integrys Energy Group's internal controls over financial reporting (as such term
is defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934) that occurred
during the quarter ended December 31, 2009, that have materially affected, or are reasonably likely to
materially affect, its internal control over financial reporting.

Management Reports on Internal Control over Financial Reporting

For Integrys Energy Group's Management Report on Internal Control over Financial Reporting, see
Section A of Item 8.

Reports of Independent Registered Public Accounting Firm

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

ITEM 9B. OTHER INFORMATION

None.
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PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE

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

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

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

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

ITEM 11. EXECUTIVE COMPENSATION

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

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

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

Information required by this Item regarding equity compensation plans of Integrys Energy Group can be
found in Integrys Energy Group's Proxy Statement under the caption "Ownership of Voting Securities —
Equity Compensation Plan Information.” Such information is incorporated by reference as if fully set forth
herein.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND
DIRECTOR INDEPENDENCE

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

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

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

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Documents filed as part of this report:

Q) Consolidated Financial Statements included in Part Il at Item 8 above:

Description Pages in 10-K

Consolidated Statements of Income for the three years ended

December 31, 2009, 2008, and 2007 79
Consolidated Balance Sheets as of December 31, 2009 and 2008 80
Consolidated Statements of Common Shareholders' Equity for the

three years ended December 31, 2009, 2008, and 2007 81
Consolidated Statements of Cash Flows for the three years ended

December 31, 2009, 2008, and 2007 82
Notes to Consolidated Financial Statements 83
Report of Independent Registered Public Accounting Firm 148

(2) Financial Statement Schedules.
The following financial statement schedules are included in Part IV 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 10-K

Schedule | - Condensed Parent Company Only Financial Statements

A. Statements of Income and Retained Earnings 154
B. Balance Sheets 155
C. Statements of Cash Flows 156
D. Notes to Parent Company Financial Statements 157

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

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

See the attached Exhibit Index.
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SIGNATURES

Pursuant to the 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 25th day of February, 2010.

INTEGRYS ENERGY GROUP, INC.

(Registrant)

By: /s/ Charles A. Schrock

Charles A. Schrock

President and Chief Executive Officer

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

Signature

Keith E. Bailey *
Richard A. Bemis *
William J. Brodsky *
Albert J. Budney, Jr. *

Pastora San Juan Cafferty *

Ellen Carnahan *
Robert C. Gallagher *

Kathryn M. Hasselblad-Pascale *

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

/sl Charles A. Schrock

Charles A. Schrock

/sl Joseph P. O'Leary

Joseph P. O'Leary

/s/ Diane L. Ford

Diane L. Ford

* By: /s/ Diane L. Ford

Diane L. Ford

Title

Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director and Executive Chairman

President and Chief Executive

Officer (principal executive officer)

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

Vice President and Corporate
Controller
(principal accounting officer)

Attorney-in-Fact
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SCHEDULE | - CONDENSED

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

A. STATEMENTS OF INCOME AND RETAINED EARNINGS

Year Ended December 31

(Millions, except per share data) 2009 2008 2007
Equity earnings (loss) in excess of dividends from subsidiaries ($158.5) $44.2 $116.4
Dividends from subsidiaries 147.0 134.9 120.0
Income (loss) from subsidiaries (11.5) 179.1 236.4
Investment income and other 25.5 194 17.7
Total income 14.0 198.5 254.1
Operating expenses 6.3 3.4 18.5
Operating income 7.7 195.1 235.6
Interest expense 79.4 75.0 65.5
Income (loss) before taxes (71.7) 120.1 170.1
Provision (benefit) for income taxes 2.0 (1.6) (7.9)
Income (loss) from continuing operations (73.7) 121.7 178.0
Discontinued operations, net of tax 2.8 4.7 73.3
Net income (loss) ($70.9) $126.4 $251.3
Retained earnings, beginning of year $624.6 $701.9 $628.2
Common stock dividends (206.9) (203.9) (177.0)
Other (1.2) 0.2 (0.6)
Retained earnings, end of year $345.6 $624.6 $701.9
Average shares of common stock

Basic 76.8 76.7 71.6

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

Net income (loss) from continuing operations ($0.96) $1.59 $2.49

Discontinued operations, net of tax 0.04 0.06 1.02

Earnings (loss) per common share (basic) ($0.92) $1.65 $3.51
Earnings (loss) per common share (diluted)

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

Discontinued operations, net of tax 0.04 0.06 1.02

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

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

B. BALANCE SHEETS

At December 31

(Millions) 2009 2008
Assets

Cash and cash equivalents $19.0 $190.9
Accounts receivable from related parties 38.7 33.9
Interest receivable from related parties 4.6 5.2
Deferred income taxes - 0.2
Notes receivable from related parties 53.0 150.9
Assets from risk management activities - 14.7
Other current assets 29.5 27.3
Current assets 144.8 423.1
Total investments in subsidiaries, at equity 3,962.6 4,206.1
Notes receivable from related parties 220.3 210.9
Property and equipment, net of accumulated depreciation of $0.7 and $0.5, respectively 5.2 5.3
Receivables from related parties 9.0 10.5
State deferred income taxes 27.9 16.5
Other 27.0 26.3
Total assets $4,396.8 $4,898.7
Liabilities and Shareholders' Equity

Short-term debt to related parties $315.7 $276.1
Short-term debt 205.1 473.9
Current portion of long-term debt 65.6 150.0
Accounts payable to related parties 3.9 49.7
Interest payable to related parties 4.7 5.9
Accounts payable 0.6 0.1
Liabilities from risk management activities 1.9 15
Deferred income taxes 7.3 -
Other current liabilities 4.4 12.6
Current liabilities 609.2 969.8
Long-term debt to related parties 346.0 346.0
Long-term debt 554.7 465.1
Federal deferred income taxes 23.2 8.8
Liabilities from risk management activities - 3.5
Payables to related parties 2.4 2.0
Other 2.7 3.9
Long-term liabilities 929.0 829.3
Commitments and contingencies

Common stock equity 2,858.6 3,099.6
Total liabilities and shareholders' equity $4,396.8 $4,898.7

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

C. STATEMENTS OF CASH FLOWS

Year Ended December 31

(Millions) 2009 2008 2007
Operating Activities
Net income (loss) ($70.9) $126.4 $251.3
Adjustments to reconcile net income (loss) to net cash provided by operating activities
Discontinued operations, net of tax (2.8) 4.7) (73.3)
Equity loss (income) from subsidiaries, net of dividends 158.5 (44.2) (116.4)
Deferred income taxes 24.4 19.7 (8.0)
Gain on sale of investment (0.4) - (1.6)
Cumulative effect of change in accounting principles, net of tax - - -
Other 23.7 7.9 14.0
Changes in working capital
Acounts receivables 0.5 1.2 (2.0)
Accounts receivables from related parties (4.2) 20.3 (30.6)
Other current assets (2.4) (25.2) -
Accounts payable 0.5 (1.6) 0.8
Accounts payable to related parties (44.6) 41.7 2.9
Other current liabilities (7.4) (30.4) 33.8
Net cash provided by operating activities 74.9 111.1 70.9
Investing Activities
Capital expenditures - - (10.7)
Short-term notes receivable from related parties 97.9 (84.6) 57.2
Long-term notes receivable from related parties (10.0) - -
Receivables from related parties 15 1.6 1.8
Equity contributions to subsidiaries (56.1) (163.0) (100.9)
Return of capital from subsidiaries 155.5 83.4 34.1
Proceeds from sale of investment 0.5 - 2.0
Cash paid for transaction cost related to acquisitions - - (14.4)
Other 0.5 7.4 -
Net cash provided by (used for) investing activities 189.8 (155.2) (30.9)
Financing Activities
Commercial paper, net (47.7) 182.5 (454.4)
Notes payable to related parties 39.6 55.2 545.9
Issuance of notes payable - 155.7 -
Issuance of short-term debt - 50.0 -
Redemption of notes payable (50.0)
Redemption of short-term debt (157.9) - -
Issuance of long-term debt 155.0 - -
Redemption of long-term debt (150.0) - -
Issuance of common stock - - 45.6
Dividends paid on common stock (206.9) (203.9) (177.0)
Other (18.7) (4.5) (1.7)
Net cash (used for) provided by financing activities (436.6) 235.0 (41.6)
Change in cash and cash equivalents (171.9) 190.9 (1.6)
Cash and cash equivalents at beginning of year 190.9 - 1.6
Cash and cash equivalents at end of year $19.0 $190.9 $ -

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

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

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

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

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

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

(Millions) 2009 2008 2007
Cash paid for interest $57.3 $46.1 $55.1
Cash paid for interest — related parties 23.6 24.9 3.8
Cash paid (received) for income taxes (15.4) 27.2 -

Significant non-cash transactions were as follows:

(Millions) 2009 2008 2007

Equity issued for net assets acquired in PEC merger $ - $ - $1,559.3

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

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

(Millions) 2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
Long-term notes receivable from related
parties $220.3 $235.5 $210.9 $199.9
Long-term debt to related parties 346.0 361.3 346.0 345.8
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NOTE 3--SHORT-TERM NOTES RECEIVABLE — RELATED PARTIES

(Millions) 2009 2008
UPPCO $10.4 $ 6.8
Integrys Energy Services - 81.7
MERC 3.6 22.3
MGU 8.7 27.0
IBS 30.3 13.1
Total $53.0 $150.9
NOTE 4--LONG-TERM NOTES RECEIVABLE — RELATED PARTIES

(Millions) 2009 2008
WPS

Series Year Due

8.76% 2015 $ 38 $ 4.0

7.35% 2016 5.5 5.9
UPPCO

Series Year Due

5.25% 2013 15.0 15.0

6.06% 2017 15.0 15.0
MERC

Series Year Due

6.03% 2013 29.0 29.0

6.16% 2016 29.0 29.0

6.40% 2021 29.0 29.0
MGU

Series Year Due

5.72% 2013 28.0 28.0

5.76% 2016 28.0 28.0

5.98% 2021 28.0 28.0
IBS

Series Year Due

6.86% 2014 10.0 -
Total $220.3 $210.9

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

(Millions) 2009 2008
Integrys Energy Services $218.7 $ -
PEC 97.0 276.1
Total $315.7 $276.1
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NOTE 6--LONG-TERM DEBT — RELATED PARTIES

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

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

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

Integrys Energy Group has a long-term note payable to Integrys Energy Services at December 31,
2009 and 2008 of $21.0 million. The note bears interest at a rate that approximates current market
rates and is due in 2021.

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

Year ending December 31

(Millions)

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

NOTE 7--INCOME TAXES

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

(Millions) 2009 2008
Deferred income tax assets:

Plant related $ - $10.9
State capital and operating loss carryforwards 10.0 11.3
Employee benefits 6.1 6.8
Price risk management - 1.8
Deferred deductions 0.5 -
Other - 1.1
Total deferred income tax assets 16.6 31.9
Valuation allowance - (1.2)
Net deferred income tax assets $16.6 $30.7

Deferred income tax liabilities:

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

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

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

(in Millions)
Balance at Acquisitions Additions Additions
Beginning of of Charged to Charged to Balance at
Fiscal Year Year Businesses Expense Other Accounts ) Reductions @ End of Year
2007 $17.0 $42.9 $39.1 $2.8 $45.8 $56.0
2008 $56.0 $ - $76.8 $5.6 $75.9 $62.5
2009 $62.5 $ - $54.6 $15.1 $74.7 $57.5

@ Represents additions charged to regulatory assets and amounts charged to tax liabilities related to revenue taxes and state
use taxes uncollectible from customers.

@ Represents amounts written off to the reserve, including any adjustments.
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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 to 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.)

2.2%# Purchase and Sale Agreement between Integrys Energy Services, Inc., as Seller, and
Macquarie Cook Power, Inc., as Purchaser, dated as of December 23, 2009.

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

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 December 17, 2009. (Incorporated
by reference to Exhibit 3.2 to Integrys Energy Group's Form 8-K filed December 22, 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 Amendment No. 1 to Form S-3 filed
October 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); Second
Supplemental Indenture, dated as of November 1, 2002 between Integrys Energy Group and
U.S. Bank National Association; Third Supplemental Indenture, dated as of June 1, 2009, by
and between Integrys Energy Group and U.S. Bank National Association (Incorporated by
reference to Exhibit 4.1 to Integrys Energy Group’s Form 8-K filed June 17, 2009); and
Fourth Supplemental Indenture, dated as of June 1, 2009, by and between Integrys Energy
Group and U.S. Bank National Association (Incorporated by reference to Exhibit 4.2 to
Integrys Energy Group’s Form 8-K filed June 17, 2009). (Incorporated by reference to
Exhibit 4A of Form 8-K filed November 25, 2002.) All references to filings are those of
Integrys Energy Group (File No. 1-11337).
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4.2

4.3

4.4

4.5

4.6

4.7

Subordinated Indenture, dated as of November 13, 2006, 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 S-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, 2006.)

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

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

Guaranty, dated May 18, 2007, by and among Integrys Energy Group, Inc. and Bank of
America, N.A. in its capacity as Administrative Agent. (Incorporated by reference to Exhibit
10.1 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.S. Bank
National Association (successor to First Wisconsin Trust Company), Trustee (Incorporated
by reference to Exhibit 7.01 - File No. 2-7229); Supplemental Indenture, dated as of
November 1, 1947 (Incorporated by reference to Exhibit 7.02 - File No. 2-7602);
Supplemental 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 (Incorporated 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
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4.8

October 1, 1985 (Incorporated by reference to Exhibit 1 to Form 10-Q for the quarter ended
September 30, 1985); Twenty-Sixth 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, 1992 (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, 1993); Thirty-First Supplemental Indenture, dated as
of July 1, 1993 (Incorporated by reference to Exhibit 4 to Form 8-K filed July 7, 1993);
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, 1998); 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, 2006); 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. 1-3016).

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 National Association (Incorporated by reference to Exhibit 4C of Form 8-K filed
December 16, 2002); Fourth Supplemental Indenture, dated as of December 8, 2003, by and
between WPS and U.S. Bank 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 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 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, 2006); 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., National
Association) (Incorporated by reference to Exhibit 4.1 to Form 8-K filed November 16, 2007);
and Eighth Supplemental Indenture, dated as of December 1, 2008, by and between WPS
and U.S. Bank National Association (successor to Firstar Bank, National Association and
Firstar Bank Milwaukee, N.A., National Association) (Incorporated by reference to Exhibit 4.1
to Form 8-K filed December 4, 2008). References to periodic reports are to those of WPS
(File No. 1-3016).
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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.)

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 1950, Exhibit B-6i); 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 (PEC and PGL -
Form 10-Q for the quarter ended March 31, 2003, Exhibit 4(a)); Supplemental Indenture
dated as of February 1, 2003, First and Refunding Mortgage Multi-Modal 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 Mortgage 4.625% Bonds, Series NN-1 and Series NN-2 (PEC and PGL - Form
10-Q for the quarter ended March 31, 2003, Exhibit 4(e)); Supplemental Indenture dated as
of October 1, 2003, First and Refunding Mortgage Bonds, Series OO (PEC and PGL - Form
10-Q for the quarter ended December 31, 2003, Exhibit 4(a)); PGL Supplemental Indenture
dated as of October 1, 2003, First and Refunding Mortgage Bonds, Series PP (PEC and PGL
- Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(b)); PGL Supplemental
Indenture dated as of November 1, 2003, First and Refunding Mortgage Multi-Modal Bonds,
Series QQ (PEC and PGL - Form 10-Q for the quarter ended December 31, 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 lllinois Development
Finance Authority dated October 1, 2003, Gas Supply Refunding Revenue Bonds, Series
2003C (PEC and PGL - Form 10-Q for the quarter ended December 31, 2003, Exhibit 4(d));
Loan Agreement between PGL and lllinois Development Finance Authority dated October 1,
2003, Gas Supply Refunding Revenue Bonds, Series 2003D (PEC and PGL - Form 10-Q for
the quarter ended December 31, 2003, Exhibit 4(e)); Loan Agreement between PGL and
lllinois Development Finance Authority dated November 1, 2003, Gas Supply Refunding
Revenue Bonds, Series 2003E (PEC and PGL - Form 10-Q for the quarter ended

December 31, 2003, Exhibit 4(f)); Loan Agreement between PGL and lllinois Finance
Authority dated as of January 1, 2005. (Incorporated by reference to Exhibit 4(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 SS; Supplemental Indenture dated as of
November 1, 2008, First and Refunding Mortgage 8.00% Bonds, Series TT; and
Supplemental Indenture dated as of September 1, 2009, First and Refunding Mortgage
4.63% Bonds, Series UU.
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10.3+

10.4+

10.5+

10.6+

10.7+

10.8+

10.9+

10.10+

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.

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.
(Incorporated by reference to Exhibit 10.1 to Integrys Energy Group’s Form 10-K filed
February 25, 2009.)

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,
Bradley A. Johnson, Thomas P. Meinz, Joseph P. O'Leary, Mark A. Radtke,

Charles A. Schrock, and Barth J. Wolf. (Incorporated by reference to Exhibit 10.2 to Integrys
Energy Group’s Form 10-K filed February 25, 2009.)

Form of Integrys Energy Group Performance Stock Right Agreement. (Incorporated by
reference to Exhibit 10.2 to 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 to 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, 2006.)

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 Unit 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 to Exhibit
10.11 to Integrys Energy Group's Form 10-K filed February 28, 2008.)

-165-



10.11+

10.12+

10.13+

10.14+

10.15+

10.16+

10.17+

10.18+

10.19+

10.20+

10.21+

10.22+

10.23+

10.24

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.)

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 Plan as amended and restated April 7, 2004.
(Incorporated 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 (c) 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.)

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.)
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10.26

10.27

10.28* #

10.29+

12

21

23.1

23.2

24

31.1

31.2

32

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, 2006.)

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

Credit Agreement Dated as of July 12, 2005 among PGL, The 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 Co-Lead Arranger and Joint Bookrunner.
(Incorporated by reference to Exhibit 10(A) to PEC Form 10-K/A filed December 14, 2005.)

Joint Plant Agreement by and 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.)

Incentive Agreement, dated as of April 2, 2009, between Integrys Energy Group and
Mark A. Radtke.

Integrys Energy Group Ratio of Earnings to Fixed Charges.
Subsidiaries of Integrys Energy Group.
Consent of Independent Registered Public Accounting Firm for Integrys Energy Group.

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

Powers of Attorney.

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act
and Rule 13a-14(a) or 15d-14(a) under the Securities Exchange Act of 1934 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 Officer Pursuant to
18 U.S.C. Section 1350 for Integrys Energy Group.
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99.1

99.2

Proxy Statement for Integrys Energy Group's 2010 Annual Meeting of Shareholders. [To be
filed with the SEC under Regulation 14A within 120 days after December 31, 2009; except to
the extent specifically incorporated by reference, the Proxy Statement for the 2010 Annual
Meeting of Shareholders shall not be deemed to be filed with the SEC as part of this Annual
Report on Form 10-K.]

Financial Statements of American Transmission 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.
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PURCHASE AND SALE AGREEMENT

This Purchase and Sale Agreement, dated December 23, 2009, is entered into between
Integrys Energy Services, Inc., aWisconsin corporation (the “ Seller”), and Macquarie Cook
Power Inc., a Delaware corporation (the “Purchaser”). Integrys Energy Group, Inc., aWisconsin
corporation (“IEG”), joins herein solely for purposes of manifesting its agreement with the terms
and conditions set forth in Section 2.13, Section 7.9, and Section 10.11.

RECITALS

WHEREAS, the Seller, through the use of the Transferred Assets, isengaged in a
commodities trading and marketing business involved in the wholesale electricity market in the
United States (such use of the Transferred Assets, considered as awhole, the “Business’);

WHEREAS, in the course of the Business, the Seller has negotiated and managed the
Trading Contracts, has received certain benefits and performed certain obligations under the
Transferred Contracts, has entered into the Exchange Traded Transactions and owns the Other
Assets;

WHEREAS, the Seller desires to sell to the Purchaser all of the Seller’ s rights and
obligations under the Transferred Assets, and the Purchaser desires to assume al of the Seller’s
rights and obligations under the Transferred Assets, in each case, upon the terms and subject to
the conditions contained in this Agreement;

WHEREAS, in connection with the consummation of the Contemplated Transactions, the
Parties intend to enter into the Related Agreements on or prior to the Closing Date; and

WHEREAS, on the Mirror Effective Date, the Seller and the Purchaser will enter into the
Mirror Transactions (documented pursuant to the Mirror Confirms), pursuant to which only the
economic benefits of and risks under each of the Trading Contracts will be borne by the
Purchaser from and after the Mirror Effective Date.

NOW, THEREFORE, the Parties, in consideration of the mutual promises contained
herein and intending to be legally bound, agree as follows:

ARTICLE |
DEFINITIONSAND USAGE

Section 1.1  Definitions. For purposes of this Agreement, the following terms and
variations thereof have the meanings specified or referred to in this Section 1.1:

“Affiliate” means, with respect to any Person, any Person directly or indirectly
controlling, controlled by, or under common control with, such other Person as of the date on
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which, or at any time during the period for which, the determination of affiliation is being made.
For purposes of this definition, the term “control” (including the correlative meanings of the
terms “ controlled by” and “under common control with”), as used with respect to any Person,
means the possession, directly or indirectly, of the power to direct or cause the direction of the
management policies of such Person, whether through the ownership of shares or by contract or
otherwise.

“Agreement” means this Purchase and Sale Agreement, as the same may be amended,
restated, modified or supplemented from time to time in accordance with its terms, and the
Exhibits and Schedules hereto.

“ Assignment and Assumption Agreement, means the Assignment and Assumption
Agreement substantially in the form attached hereto as Exhibit A.

“Assumed Liabilities” means collectively:

(i) al Liabilitiesrelating to or arising out of any of the Trading Contracts on or
after the Novation Date with respect to any such Trading Contracts, as the case may be;

(i) all Liabilitiesrelating to or arising out of any of the Transferred Contracts (other
than the 1SO Contracts) on or after the Transfer Date with respect to any such Transferred
Contracts, as the case may be;

(iii) all Liabilities relating to or arising out of any of the Other Assets on or after the
Transfer Date with respect to any such Other Assets, as the case may be;

(iv) all Liabilitiesrelating to or arising out of any of the Exchange Traded
Transactions on or after the Mirror Effective Date with respect to any such Exchange Traded
Transactions, as the case may be; and

(v) al Liabilitiesrelating to or arising out of any of the ISO Contracts on or after
the Mirror Effective Date with respect to any such SO Contracts, as the case may be, which for
avoidance of doubt does not include any liability resulting from adjustments or resettlement with
respect to such SO Contracts for any period before the Mirror Effective Date.

“Bangor Agreement” means the Entitlement Agreement between Bangor-Hydro Electric
Company and Seller, dated January 12, 20009.

“Bangor Financial Trade Agreement” means the financially-settled transaction
transferring certain economic risks of the Bangor Agreement, to be entered into between the
Seller and Purchaser on the Mirror Effective Date and confirmed via a confirmation substantially
in the form attached hereto as Exhibit C-1, under an ISDA Master Agreement, as such
confirmation may be amended, restated, modified or supplemented from time to timein
accordance with its terms.
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“Bangor Supply Trade Agreement” means the Bangor Supply Trade Agreement,
substantially in the form attached hereto as Exhibit C-2, to be entered into between the Purchaser
and the Seller on the Effective Date, and confirmed under the MCP-IES ISDA Master
Agreement, as such confirmation may be amended, restated, modified or supplemented from
time to time in accordance with itsterms.

“Bill of Sale” meansthe Bill of Sale substantially in the form attached hereto as Exhibit
B.

“Business’ has the meaning provided in the recitals of this Agreement. For purposes of
this Agreement, however, Business excludes any and al business conducted by the Seller
through the use of any and all Excluded Assets.

“Business Day” means aday other than Saturday, Sunday and any day on which banks
located in New Y ork City are authorized or obligated by law or executive order to close.

“Cash” means all cash and cash equivalents computed in accordance with US GAAP or,
as applied to Purchaser, in accordance with internationally accepted accounting principles.

“Chosen Courts’ has the meaning provided in Section 10.5
“Closing” has the meaning provided in Section 2.4.
“Closing Date” has the meaning provided in Section 2.4.

“Code’ means the Internal Revenue Code of 1986, as amended.

“Confidential Information” is defined in the Confidentiality Agreement and includes this
Agreement (including the Schedules and Exhibits) and the Ancillary Agreements.

“Confidentiality Agreement” means the First Amended and Restated Confidentiality
Agreement by and among |EG, and its subsidiaries, and Purchaser, and its affiliates, dated July
28, 2009, as the same may be amended, restated, modified or supplemented from timeto timein
accordance with its terms.

“Consent” means any approval, consent, ratification, filing, waiver or other authorization.

“Contemplated Transactions’ means al of the transactions contemplated to be
consummated under this Agreement and the Related Agreements.

“Contract” means any contract, lease, license, evidence of Indebtedness, mortgage,
indenture, security agreement or other commitment, undertaking or agreement (whether written
or oral) that islegally binding.
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“Counterpart Trading Contract” means each Trading Contract that relates to the Business
and not to any other business of the Seller or its Affiliates.

“Counterparty” means a counterparty with respect to a Trading Contract.

Damages’ means, with respect to any Indemnified Party, any and all losses, Liabilities,
claims, obligations, penalties, actions, judgments, suits, Proceedings, damages or Taxes of any
kind or nature whatsoever actually suffered or incurred by such Indemnified Party after Closing
(together with all reasonably incurred cash disbursements, costs and expenses, including costs of
investigation, defense and appeal and reasonable attorneys' fees and expenses), whether or not
involving a Third-Party Claim but not, for the avoidance of doubt, including any diminution of
value of the Transferred Assets; provided, however, that the foregoing limitation shall not limit
in any manner the determination or quantification of Damages arising out of or relating to any
Misbooking. In no event shall Damages include Non-Reimbursable Damages.

“Defaulting Party” means, with respect to any termination of this Agreement, (i) the
Party whose breach, default or other action givesrise to atermination right of the other Party
pursuant to Section 8.1(c), (ii) the Party that suffers the occurrence of an Insolvency Event, or
(iii) the Party whose obligations are guaranteed by a Person that suffers an Insolvency Event.

“Draft Allocation” has the meaning provided in Section 10.3(b).

“EEI” means the Edison Electric Institute.

“EEI Master Agreement” means the Master Power Purchase and Sale Agreement
published by the EEI, together with the cover sheet, any annexes and confirmations thereto, as
amended from time to time.

“Effective Date” means (i) if the Closing Date isthe last day of a calendar month, the
Closing Date, and (ii) if the Closing Date is not the last day of a calendar month, the last day of
the calendar month in which the Closing Date occurs.

“Electricity” has the meaning provided in Section 2.16.

“Encumbrance” means any lien, option, pledge, charge, security interest, mortgage,
easement, or similar restriction or limitation.

“ERCOT” means the Electric Reliability Council of Texas.

“Exchange Request” has the meaning provided in Section 2.9(a).

“Exchange Traded Transactions’ means the trades listed in Schedule 2.1(a)(iv).
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“Excluded Assets’ means any assets of the Seller or its Affiliates of any kind other than
the Transferred Assets, including those assets identified on Schedule 1.1(c).

“Excluded Liabilities” means all Liabilities of the Seller and its Affiliates other than the
Assumed Liabilities.

“Excluded Transactions’ means those Trading Contracts that the Purchaser does not
acquire in connection with the Contemplated Transactions.

“ECM” has the meaning provided in Section 2.9(a).

“FERC” means the Federal Energy Regulatory Commission or any successor
Governmental Body.

“Final Allocation” has the meaning provided in Section 10.3(b).

“Final Purchase Price Adjustment” means the adjustment (positive or negative) to the
Initial Purchase Price set forth in Schedule 2.2(c) calculated as of February 3, 2010.

“Financial Assurances’ means guarantees, letters of credit, comfort letters, “keep whole”
agreements, bonds or other financial security arrangements or other credit support arrangements
(including for the provision and maintenance of Cash collateral) of any type or kind whatsoever,
whether or not accrued, absolute, contingent or otherwise.

“Governing Documents’ means, with respect to any particular entity, (a) if a corporation
or alimited company, the articles or certificate of incorporation and the articles of association or
bylaws; (b) if ageneral partnership, the partnership agreement and any statement of partnership;
(c) if alimited partnership, the limited partnership agreement and the certificate of limited
partnership; and (d) if alimited liability company, the certificate of formation and limited
liability company agreement.

“Governmental Authorization” means any consent, license, permit, certificate, clearance
or other authorization or approval issued, granted, given or otherwise made available by or under
the authority of any Governmental Body.

“Governmental Body” means any federal, state, local, municipal, or other governmental
or quasi-governmental authority or self-regulatory organization of any nature (including any
agency, branch, department, board, commission, court, tribunal or other entity exercising
governmental or quasi-governmental powers) or exercising, or entitled to exercise, any
administrative, executive, judicial, legidative, enforcement, regulatory or taxing authority or
power.

“Guarantee Agreements’ means, collectively, the Purchaser Guarantee Agreement and
the Seller Guarantee Agreement.
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“1CE” means the Intercontinental Exchange.

“Identified Transactions’ has the meaning provided in Section 2.13.

“IEG” has the meaning provided in the preamble of this Agreement.

“Indebtedness’ means, with respect to any Person, any obligations of such Person (@) for
borrowed money, (b) evidenced by notes, bonds, debentures or similar instruments, (c) for the
deferred purchase price of goods or services (other than payables or accrualsincurred in the
Ordinary Course of Business, including in connection with any trades, hedges or other
transactions entered into in connection with the Business), (d) under capital leases and (€) in the
nature of Financial Assurances of the obligations described in clauses (a) through (d) above of
any other Person; provided, that “ Indebtedness’ shall not include any Cash collateral or any
obligation under any credit support agreement to return any posted collateral (including Cash
collateral) in each case relating to any Trading Contracts.

“Indemnified Party” has the meaning provided in Section 9.4(a).

“Indemnifying Party” has the meaning provided in Section 9.4(a).

“Initial Purchase Price” means [CONFIDENTIAL TREATMENT REQUESTED].

“Insolvency Event” means, with respect to any entity, such entity (i) files a petition or
otherwise commences, authorizes, or acquiesces in the commencement of a proceeding or cause
of action under any bankruptcy, insolvency, reorganization or similar law, or has any such
petition filed or commenced against it (i.e., an involuntary proceeding) that is not dismissed
within thirty (30) calendar days; (ii) makes an assignment or any general arrangement for the
benefit of creditors; (iii) otherwise becomes bankrupt or insolvent (however evidenced); (iv) has
aliquidator, administrator, receiver, trustee, conservator or similar official appointed with
respect to it or any substantial portion of its property or assets; or (v) is generally unable to pay
its debts as they fall due.

“Interbook Matching Trade” has the meaning provided in Section 2.8(f)(ii).

“Interbook Trades’ means, subject to Section 7.1(b), any intracompany transactions or
transactions between Seller and any Affiliates of Seller which are listed in Schedule 2.1(a)(ii)(C).

“Initial Purchase Price Adjustment” means the adjustment (positive or negative) to the
Initial Purchase Price set forth in Schedule 2.2(b) and calculated as of January 29, 2010.

“1SDA” means the International Swaps and Derivatives Association, Inc.
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“ISDA Master Agreement” means the 2002 master commodity trading agreement in the
form promulgated by the ISDA, together with any schedules, annexes and confirmations thereto,
as amended from time to time

“| SO Contracts” means those Contracts identified on Schedule 2.1(a)(v).

“1S0O Request” has the meaning provided in Section 2.11(a).

“Knowledge” means (i) with respect to the Seller, the actual knowledge (as opposed to
any constructive or imputed knowledge) of the individuals listed on Schedule 1.1(a) and (ii) with
respect to Purchaser, the actual knowledge (as opposed to any constructive or imputed
knowledge) of the individuals listed on Schedule 1.1(b); provided, however, that,
notwithstanding the foregoing, a Person identified in Schedule 1.1(a) or Schedule 1.1(b) charged
with responsibility for the aspect of the business relevant or related to the matter at issue shall be
deemed to have actual knowledge of a particular matter if, in the prudent and reasonable exercise
of hisor her duties and responsibilities in the Ordinary Course of Business, such Person should
have reasonably known of such matter.

“Law” means any binding laws, statutes, treaties, rules, regulations, ordinances,
judgments, decrees, principles of common law, codes, Orders and other pronouncements having
the effect of law of any Governmental Body, including all Governmental Authorizations.

“Letter of Credit” means an irrevocable, transferable, standby letter of credit, in form and
substance reasonably acceptable to Purchaser, issued by (a) amajor U.S. commercial bank or the
U.S. branch office of amajor foreign bank assigned, in either case, a Credit Rating of at least (i)
“A-" by S&Pand“A3" by Moody’s, if such entity is rated by both S& P and Moody’s or (ii) “A-
" by S&P or “A3” by Moody’s, if such entity is rated by either S& P or Moody’ s but not both, or
(b) any other entity as may be acceptable to Purchaser in its discretion.

“Liability” means, with respect to any Person, any and all Indebtedness, liabilities and
other obligations of any kind or nature of such Person, whether fixed, contingent or absolute,
matured or unmatured or accrued or unaccrued, including those arising under any Contract,
agreement, arrangement, commitment or undertaking.

“Loss’ or “Losses’ means losses, Liabilities, Damages, obligations, payments, costs, and
expenses, including the costs and expenses of any and all related actions, suits, Proceedings,
assessments, judgments, settlements, and compromises and all related reasonabl e attorneys' fees
and reasonabl e disbursements.

“Material Adverse Effect” means any effect, change, occurrence, development, condition
or event that, individually or in the aggregate, has had or would reasonably be expected to have a
material adverse effect (financial or otherwise) on the Business or the Transferred Assets, taken
as awhole; provided, however, that the following shall not be considered when determining
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whether a Material Adverse Effect has occurred: any effect resulting from (@) any changein
economic conditions generally or in the industry or geographic areas in which the Businessis
conducted or otherwise operated; (b) any change in currency rates; (c) any continuation of an
adverse trend or condition; (d) any change in any Laws or accounting rules applicable to the
Business or the Transferred Assets; (€) any change resulting from changes in the international,
national, regional or local wholesale or retail power markets; (f) any changes, circumstances or
effects directly attributable to the announcement or pendency of the Contemplated Transactions,
or resulting from or relating to compliance with the terms of, or the taking of any action required
by, this Agreement; (g) the commencement, occurrence or intensification of any war, sabotage or
armed hostilities; (h) acts of terrorism; (i) any failure by the Seller to meet internal or published
projections, forecasts or revenue or earnings predictions with respect to the Business; (j) any
materially adverse change in the Business or the Transferred Assets which is cured (including by
payment of money) before the Closing Date; (k) the performance of or compliance with any of
the terms and conditions of this Agreement; (1) any matter disclosed in this Agreement, or any
Schedule or Exhibit hereto; or (m) any actions taken at the request of Purchaser.

“MCP-IES ISDA Master Agreement” means the ISDA Master Agreement, and the
related schedules thereto, dated as of October 7, 2009, between the Purchaser and the Seller.

“Mirror Confirm” means the confirmation and associated ISDA Master Agreement, with
terms and conditions substantially similar to the terms contained in Exhibit D attached hereto, to
be entered into between the Purchaser and the Seller on Mirror Effective Date and, if the
Purchaser exercisesits rights pursuant to Section 2.12, the date on which the Mirror Confirmis
novated to the Purchaser in accordance with the requirements of Section 2.12.

“Mirror Effective Date” means January 29, 2010, as may be amended from time to time;
provided, however, that in the case of Exchange Traded Transactions, Mirror Effective Date
means either (i) such date or (ii) if such dateis not aday on which the Relevant Exchangeis
open for trading, the next day on which the Relevant Exchange is open for trading.

“Mirror Transaction” the transaction pursuant to the Mirror Confirm effective as of the
Mirror Effective Date.

“Misbooked Trading Contract” has the meaning provided in Section 2.6.

“Misbooking” means, with regard to any Trading Contract prior to the Novation Date
with respect thereto, (i) any discrepancy between (A) the terms set forth on Schedule 1 to the
Mirror Confirm (including the terms of any “New Transaction” (as defined in the Mirror
Confirm) deemed to be added to Schedule 1 in accordance with “Portfolio Additions’ in the
Mirror Confirm) and (B) the actual terms and conditions of such Trading Contract, which
discrepancy can be reasonably substantiated, and (ii) any Trading Contract identified on
Schedule 2.1(a)(ii)(B) (Trading Contracts) for which the Seller cannot, prior to the Effective
Date, provide the Purchaser with written documentation confirming or evidencing the
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Counterparty’ s assent to the material terms of such Trading Contract, which assent may be
confirmed or evidenced by, among other things, the Counterparty executing a Novation
Agreement any time prior to the Effective Date.

“Misbooking Trigger Date” has the meaning provided in Section 8.1(e).

“Moody’s’ means Moody's Investor Services, Inc. or its successor.

“Non-Defaulting Party” means, with respect to any termination of this Agreement, the
Party that is not the Defaulting Party.

“Non-Reimbursable Damages’ has the meaning provided in Section 9.7(c).

“Novation Agreement” means a novation agreement substantially in the form attached
hereto as Exhibit E.

“Novation Condition” has the meaning provided in Section 2.8(b)(ii).

“Novation Date” has the meaning provided in Section 2.8(d).
“NYMEX” means the New Y ork Mercantile Exchange, Inc.

“Order” means any order, writ, injunction, judgment, decree, ruling, assessment or
arbitration award of any Governmental Body or arbitrator (in each case whether preliminary or
final).

“Ordinary Course of Business” means the conduct of the business of a Person in
accordance with such Person’s normal day-to-day customs, practices and procedures consistent
with past practice and which is commercially reasonable in light of the circumstances.

“Other Assets’ means those assets that are identified on Schedule 2.1(a)(iii).

“Party” means each of the Seller and the Purchaser and, solely for purposes of Section
2.13,7.9and 10.11, IEG.

“Permitted Encumbrance” means those Encumbrances identified in Schedule 3.6.

“Person” means any natural person, corporation, general partnership, limited partnership,
limited liability company, joint venture, trust, union, proprietorship, Governmental Body or other
entity, association or organization of any nature, however and wherever organized or constituted
(whether or not having a separate legal personality).

“Post-Mirror Trade” has the meaning assigned in Section 2.10(b).
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“PPL Financial Trade Agreement” meansthe PPL Financial Trade Agreement,
substantially in the form attached hereto as Exhibit I, to be entered into between the Purchaser
and the Seller on Mirror Effective Date and confirmed under an ISDA Master Agreement, as
such confirmation may be amended, restated, modified or supplemented from time to time in
accordance with its terms.

“Pre-Closing Guidelines” means those guidelines enumerated in Schedule 7.1(b).

“Proceeding” means any action, arbitration, audit, hearing, investigation, litigation or suit
(whether civil, criminal, administrative, judicial or investigative, whether public or private)
commenced, brought, conducted or heard by or before any Governmental Body or arbitrator.

“Purchaser” has the meaning provided in the preamble of this Agreement.

“Purchaser Guarantee Agreement” means the Guarantee Agreement, substantially in the
form attached hereto as Exhibit F, entered into between Purchaser Parent, as guarantor
thereunder, and the Seller, as beneficiary thereunder, dated as of the date hereof, as the same may
be amended, restated, modified or supplemented from time to time in accordance with its terms,
guaranteeing the obligations of Purchaser under this Agreement and the Mirror Confirm.

“Purchaser Group” has the meaning provided in Section 9.2.

“Purchaser Key Employees’ mean employees of the Purchaser and any Affiliate of
Purchaser that uses the term “Macquarie” in its name, in each case, performing servicesin or for
the Energy Markets Division of the Fixed Income, Currencies & Commodities Group of the
Purchaser, in each case, with the position and title of Associate Director, Managing Director,
Division Director or Executive Director.

“Purchaser Parent” means Macquarie Bank Limited.

“Purchase Price’ means the Initial Purchase Price, asinitialy adjusted by the Initial
Purchase Price Adjustment and then finally adjusted by the Final Purchase Price Adjustment

“Purchaser Reguired Consents’ means the Consents and Governmental Authorizations
that are required to be obtained and are listed in Schedule 4.5.

“Related Agreements’ means, collectively, the Assignment and Assumption Agreement,
the Bill of Sale, the Guarantee Agreements, the Supply Trade Agreements, the Mirror Confirm,
and the Novation Agreements.

“Related Purchaser Parties’ means each Affiliate of Purchaser that is a party to this
Agreement or any Related Agreement.
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“Related Seller Parties’ means each Affiliate of Seller that is a party to this Agreement or
any Related Agreement.

“Relevant Exchange” meansthe NYMEX or ICE, as applicable.

“Relevant 1SO” means the PIM Interconnection, the Midwest | SO, the New Y ork 1SO,
SO New England, ERCOT, or the California | SO, as applicable.

“Representative” means, with respect to a particular Person, any director, officer,
manager, employee, agent, consultant, advisor, accountant, financial advisor, legal counsel or
other representative of that Person.

“Required Consents’ means the Purchaser Required Consents and the Seller Required
Consents.

“Restricted Business’ has the meaning provided in Section 7.9(a).

“Restricted Period” has the meaning provided in Section 7.9(a).

“S& P’ means the Standard & Poor's Rating Group (a division of McGraw Hill, Inc.) or
its successor.

“Schedules’ means, with respect to Seller or Purchaser, the schedules delivered by Seller
or Purchaser, as the case may be, pursuant to Article I11 or Article 1V, respectively.

“Seller” has the meaning provided in the preamble of this Agreement.

“Seller Guarantee Agreement” means the Guarantee Agreement, substantially in the form
attached hereto as Exhibit G, entered into between |EG, as guarantor thereunder, and the
Purchaser, as beneficiary thereunder, and to be delivered and enforceable as of the Mirror
Effective Date, as the same may be amended, restated, modified or supplemented from time to
time in accordance with its terms, guaranteeing the obligations of Seller under this Agreement.

“Seller Group” has the meaning provided in Section 9.3.

“Seller Required Consents’ means the Consents and Governmental Authorizations that
are required to be obtained and are listed in Schedule 3.5.

“Subsidiary” means any Person (i) whose securities or other ownership interests having
by their terms the power to elect a magjority of the board of directors or other persons performing
similar functions, are owned or controlled, directly or indirectly, by the Seller and/or one or more
Subsidiaries, or (ii) whose business and policies the Seller and/or one or more Subsidiaries have
the power to direct.
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“ Substitute Exchange Traded Transaction” has the meaning provided in Section 2.9(b).

“Successor Liability Taxes’ means any Taxes imposed on the Seller or any entity that has
ever been amember of the Seller’ s consolidated group in respect of the Transferred Assets and
the Business for a period or portion thereof ending on or before the Closing Date, and for which
Purchaser may become liable by operation of Law, by assessment, or pursuant to the terms of an
agreement entered into by the Seller as aresult of being treated as a transferee of or successor to
the Seller due to the transfer of the Transferred Assets and the Business pursuant to this
Aqgreement.

“Supply Trade Agreements’ means, collectively, the Bangor Financial Trade Agreement,
the Bangor Supply Trade Agreement and the PPL Financial Trade Agreement.

“Tax” means (a) any income, gross receipts, license, payroll, employment, excise, capital
gains or corporation tax on capital gains, severance, stamp, stamp duty reserve tax, occupation,
premium, property, environmental, windfall profit, customs, capital stock, franchise, employees
income withholding, foreign or domestic withholding, social security, unemployment, disability,
real property, personal property, sales, use, transfer, documentary, value added, alternative, add
on minimum and other tax, fee, assessment, levy, tariff, charge or duty of any kind whatsoever
and any interest, penalty, addition or additional amount thereon imposed, assessed or collected
by or under the authority of any Governmental Body, (b) any liability for the payment of any
amounts of the type described in the immediately preceding clause as aresult of being (or
ceasing to be) amember of an affiliated, consolidated, combined, unitary or aggregate group,
under Treasury Regulation Section 1.1502-6 or any analogous or similar provision of state, local
or foreign Law, or being included (or required to be included) in any Tax Return related thereto,
and (c) al liabilities for the payment of amounts of the type described in clauses (a) or (b) asa
result of being atransferee of or successor to any Person, by contract or otherwise.

“Tax Laws’ means any Law of any Governmental Body relating to any Tax.

“Tax Return” means any return (including any information return), report, statement,
schedule, notice, form, declaration, or claim for refund (including any amended return, report,
statement, schedule, notice, form, declaration, or claim for refund) filed with or submitted to, or
required to be filed with or submitted to, any Governmental Body with respect to Taxes.

“Termination Fee” means a fee payable pursuant to Section 8.2 in the amount of ten
million dollars ($10,000,000.00).

“Third Party” means a Person other than the Seller or the Purchaser or any of their
respective Affiliates.

“Third-Party Claim” has the meaning provided in Section 9.4(b).
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“Trading Contracts’ means, subject to Sections 2.6 and 7.1(b), those transactions and/or
master trading agreements evidenced by written Contracts (i.e., not including any oral agreement
or other undocumented transaction), including any Interbook Trades (whether or not documented
on agreement such asthe ISDA Master Agreement, WSPP Master Agreement, or EEl Master
Agreement), to which the Seller isaparty and that are identified on Schedule 2.1(a)(ii)(A)
(Master Agreements), Schedule 2.1(a)(ii)(B) (Trading Contracts), and Schedule 2.1(a)(ii)(C)
(Interbook Trades); provided, however, that, notwithstanding anything else to the contrary
herein, “ Trading Contract” shall for al purposes hereunder only refer to the rights and Liabilities
under such Contracts to the extent relating to or constituting a Counterpart Trading Contract and
not to any other rights or Liabilities under such Contracts.

[CONFIDENTIAL TREATMENT REQUESTED].

“Transfer Condition” means, collectively:

(i) therecept of al Governmental Authorizationsand all Consents (including
any required Third Party consent) necessary to permit the transfer or conveyance of such
Transferred Assets to the Purchaser; and

(if) the applicable Third Party having (x) released the Seller and IEG from any
and all obligations and Liabilities under such Transferred Contract or Other Asset and
(y) released or agreed in writing, with the Seller and |EG as third party beneficiaries, to release
within areasonable period of time after the execution of such release the Seller and I1EG from
any and all obligations and Liabilities under any Financial Assurances related to such
Transferred Contract and Other Asset, including the return by the applicable Third Party of any
collateral held by such Third Party to the Seller or IEG.

“Transfer Date” means, with respect to any Transferred Contract or Other Asset, the later
of (i) the last day of the calendar month in which the Transfer Condition has been satisfied and
(i) the Effective Date.

“Transfer Taxes’ has the meaning provided in Section 10.3(a).

“Transferred Assets’ means the Transferred Contracts, the Trading Contracts, the
Exchange Traded Transactions, and the Other Assets, in each case, sold by the Seller to the
Purchaser in accordance with, and subject to, the terms and conditions of, this Agreement.

“Transferred Contracts’” means, subject to Section 7.1(b), those written Contracts (i.e.,
not including any oral agreement or other undocumented transaction) that are used by or in
support of the Business and that are identified on Schedule 2.1(a)(i) (Transferred Contracts),
including any 1SO Contracts, but excluding any Trading Contracts.
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“US GAAP’ means US generally accepted accounting principlesin effect from time to
time.

“US’ or “United States” means the United States of America.
“WSPP’ means the Western Systems Power Pool.

“WSPP Master Agreement” means the Western Systems Power Pool Agreement, as such
agreement may be amended by the WSPP from time-to-time, including any Master Confirmation
Agreement (as defined in the WSPP Agreement) or other modifications made by the parties
thereto.

Section 1.2  Rulesof Construction and Usage, and Other Definitional and
Interpretive Matters.

(8 Interpretation. In this Agreement, unless a clear contrary intention appears:

(i) Sngular. The singular number includes the plural number and vice
versa.

(i)  Successors. Reference to any Person includes such Person’ s successors
and assigns but, if applicable, only if such successors and assigns are not prohibited by this
Agreement, and reference to a Person in a particular capacity excludes such Person in any other
capacity or individually.

(iii) Gender and Number. Any reference in this Agreement to gender
includes al genders, and the meaning of defined terms applies to both the singular and the plural
of those terms.

(iv) Agreements as Amended. Reference to any agreement, document or
instrument means such agreement, document or instrument as amended or modified and in effect
from time to time in accordance with the terms thereof.

(v) Lawsas Amended. Reference to any Law means such Law as
amended, modified, codified, replaced or reenacted, in whole or in part, and in effect from time
to time, including rules and regul ations promulgated thereunder, and reference to any section or
other provision of any Law means that provision of such Law from time to time in effect and
constituting the substantive amendment, modification, codification, replacement or reenactment
of such section or other provision, in each case except to the extent that this would increase or
alter the Liability of the Seller under this Agreement.

(vi) Hereunder and Smilar Words. “Hereunder,” “hereof,” “hereto,” and
words of similar import shall be deemed references to this Agreement as awhole and not to any
particular Article, Section or other provision hereof.
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(vii) Headings. The division of this Agreement into Articles, Sections, and
other subdivisions and the insertion of headings are for convenience of reference only and do not
affect, and will not be utilized in construing or interpreting, this Agreement.

(viii) Section and Articles. All referencesin this Agreement to a particular
“Section” or “Articles’ refers to the corresponding Section or Article of this Agreement unless
otherwise specified.

(ix) Dollars. Any reference in this Agreement to “dollars’ or “$” means
USdollars.

(x) Calculation of Time Period. With respect to the determination of any
period of time, “from” means “from and including” and “to” means “to but excluding.” If the
last day of any time period is a non-Business Day, the time period will be extended to the next
Business Day. Unless otherwise specified, all timesare New Y ork City time.

(xi) Exhibitsand Schedules. Unless otherwise expressly indicated, any
reference in this Agreement to an “Exhibit” or a“Schedule” refers to an Exhibit or Schedule to
this Agreement. The Exhibits and Schedules to this Agreement are incorporated and made a part
of this Agreement as if set forth in full in this Agreement and are an integral part of this
Agreement. Capitalized terms used but not otherwise defined in a Schedule or Exhibit have the
meanings set forth in this Agreement.

(xii) Including. Theword “including” or any variation thereof means
“including without limitation” and does not limit any general statement that it follows to the
specific or similar items or matters immediately following it.

(b) Equa Drafting. All Parties acknowledge that it and its attorneys have been
given an equal opportunity to negotiate the terms and conditions of this Agreement and that any
rule of construction to the effect that ambiguities are to be resolved against the drafting Party or
any similar rule operating against the drafter of an agreement shall not be applicable to the
construction or interpretation of this Agreement.

(c) Accounting Terms and Determinations. Unless otherwise specified herein,
all accounting terms used herein shall be interpreted and all accounting determinations hereunder
shall be made in accordance with US GAAP, consistently applied or, with respect to Purchaser
and its Affiliates, in accordance with internationally accepted accounting principles.

(d) Ejusdem Generis. General words shall not be given arestrictive meaning by
reason of the fact that they are followed by particular examples intended to be embraced by the
genera words.
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ARTICLE I
SALE OF THE TRANSFERRED CONTRACTSAND
TRADING AGREEMENTS; CLOSING

Section 2.1  Purchase and Sale of Transferred Contracts, Trading Contracts and
Other Assets.

(8 Subject to the satisfaction or waiver of the conditions precedent set forth in
ArticleV and Article VI, upon the terms and subject to the conditions set forth in this Agreement:

(i) Transferred Contracts: Subject to Section 2.7, the Seller agreesto
sell to the Purchaser, free and clear of all Encumbrances (except Permitted Encumbrances), and
the Purchaser agrees to purchase from the Seller, al of therights, title and interests of the Seller
in, and assume all of the Liabilities of the Seller under, each of the Transferred Contracts (other
than the 1SO Contracts), in each case, with effect from 11:59 p.m. New Y ork City time on the
Transfer Date with respect to each of such Transferred Contracts,

(i)  Trading Contracts: Subject to Section 2.8, the Seller agreesto sell to
the Purchaser, free and clear of all Encumbrances (except Permitted Encumbrances), and the
Purchaser agrees to purchase from the Seller, by way of novation, al of the rights, title and
interests of the Seller in, and assume all of the Liabilities of the Seller under, each of the Trading
Contracts, in each case, with effect from 11:59 p.m. New Y ork City time on the Novation Date
with respect to each of such Trading Contract;

(ili) Other Assets: The Seller agreesto sell to the Purchaser, free and
clear of all Encumbrances (except Permitted Encumbrances), and the Purchaser agreesto
purchase from the Seller, all of therights, title and interests of the Seller in and to each of the
Other Assets, with effect from 11:59 p.m. New Y ork City time on the Transfer Date with respect
to each of such Other Assets;

(iv) Exchange Traded Transactions. Subject to Section 2.9, the Seller
agrees to sdll to the Purchaser, free and clear of all Encumbrances (except Permitted
Encumbrances), and the Purchaser agrees to purchase from the Seller, by way of novation, all of
therights, title and interests of the Seller in and to the Exchange Traded Transactions, with effect
from 11:59 p.m. New Y ork City time on the Mirror Effective Date; and

(v) 1SO Contracts: Subject to Section 2.11, the Seller agreesto sell the
Purchaser, free and clear of all Encumbrances (except Permitted Encumbrances), and the
Purchaser agreesto purchase from the Seller, all of the rights, title and interest of the Seller in,
and assume al the Liabilities of the Seller under, each of the ISO Contracts, with effect from
11:59 p.m. on the Mirror Effective Date.
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(b) Atall times, the Seller and its Affiliates shall retain al of their existing
rights, title and interests in and to the Excluded Assets, and the Purchaser shall have no rightsto
the Excluded Assets.

Section 2.2  Payment of Purchase Price.

(@ Payment ontheMirror Effective Date. On the terms and subject to the
terms and conditions hereof and in consideration of the Contemplated Transactions, on the Mirror
Effective Date, the Purchaser shall pay to the Seller the Initial Purchase Price, plus Initial
Purchase Price Adjustment; provided, that any amount due pursuant to this Section 2.2 shall be
payable on a net basis with respect to any other amounts due under the Mirror Confirm or under
the PPL Financial Trade Agreement, in each case on Mirror Effective Date. Such amount shall be
delivered by wire transfer in immediately available funds to the account or accounts designated by
Seller.

(b) Payment on February 3, 2010. On the terms and subject to the terms and
conditions hereof and in consideration of the Contemplated Transactions, on February 3, 2010, the
Final Purchase Price Adjustment shall be paid (i) if positive, by the Purchaser to the Seller, or (ii)
if negative, by the Seller to the Purchaser. Such amount shall be delivered by wire transfer in
immediately available funds to the account or accounts designated by Purchaser or Seller, asthe
case may be; provided, however, that should the Parties not agree on the amount of the Final
Purchase Price Adjustment, the undisputed amount of such adjustment shall be paid by the
February 3, 2010 deadline by the Purchaser or Seller (as the case may be), and thereafter the
Parties shall use commercially reasonable efforts to resolve promptly their disagreement about the
amount of the Final Purchase Price Adjustment in accordance with the dispute resolution process
set forth in Schedule 2.2(c).

Section 2.3 Assumed Liabilities; Excluded Liabilities.

(@ Inconsideration of the transactions contemplated by Section 2.1(a), the
Purchaser shall perform, discharge and satisfy, as and when due, all of the Assumed Liabilities
from and after (i) with respect to any Transferred Contract (other than the ISO Contracts) or Other
Asset, the Transfer Date with respect to such Transferred Contract (other than the 1SO Contracts)
and Other Asset, (ii) with respect to any Trading Contract, the Novation Date with respect to such
Trading Contract, (iii) with respect to any Exchange Traded Transaction, the Mirror Effective
Date; and (iv) with respect to the 1SO Contracts, the Mirror Effective Date.

(b) Atal times, the Seller and its Affiliates shall retain and be responsible for all
Excluded Liabilities, and the Purchaser shall not have any Liability with respect to the Excluded
Liabilities, the Excluded Assets and the Excluded Transactions.

Section 2.4  Closing. The consummation of the Contemplated Transactions (the
“Closing”) shall take place at the offices of Foley & Lardner LLP, 321 North Clark Street, Suite
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2800, Chicago, IL 60654-5313 (or such other place as the Parties may agree), three (3) Business
Days following the satisfaction or waiver of the conditions set forth in ArticlesV and V1 (other
than those conditions that by their terms are to be satisfied at the Closing, but subject to the
satisfaction or waiver of such conditions) or at such other place, time and date as the Parties may
agree (the “Closing Date”). For the avoidance of doubt, certain components of the Contemplated
Transactions will be undertaken prior to the Closing Date as required hereby.

Section 25  Closing Obligations. In addition to any other documents to be delivered
under other provisions of this Agreement, at the Closing:

(@) Seler’sDeéliveries. The Seller shall deliver or cause to be delivered to the

Purchaser:

(i) the Novation Agreements for each of the Trading Contracts for which
the Novation Condition has been satisfied, duly executed by Seller;

(i) the Assignment and Assumption Agreement, duly executed by Seller;
(iii) theBill of Sale, duly executed by Seller;

(iv) evidence of the filing with respect to and/or receipt of all the Seller
Required Consents;

(v) aduly executed certification pursuant to Treasury Regulation Section
1.1445-2(b)(2) that the Seller is not aforeign Person within the meaning set forth in Section
1445(f)(3) of the Code;

(vi) acertificate duly executed by the Seller, dated as of the Closing Date,
in accordance with Section 5.1(f);

(vii) al consents, waivers or approvals obtained by Seller from Third
Parties in connection with this Agreement;

(viii) terminations or releases of Encumbrances on the Transferred Assets
that are not Permitted Encumbrances;

(ix) acertificate of status with respect to the Seller (dated as of arecent
date), issued by the Wisconsin Department of Financial Institutions;

(x) acopy, certified by an authorized officer of the Seller, of the
resol utions authorizing the execution and delivery of this Agreement and the Related
Agreements and instruments attached as exhibits to this Agreement and to the Related
Agreements, and the consummation of the Contemplated Transactions, together with a certificate
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by the Secretary of the Seller as to the incumbency of those officers authorized to execute and
deliver this Agreement and the Related Agreements; and

(xi) such other customary instruments of transfer, assumptions, filings or
documents, in form and substance reasonably satisfactory to the Purchaser, as may be required to
give effect to the Contemplated Transactions.

(b) Purchaser’sDeliveries. The Purchaser shall deliver to the Seller:

(i) the Novation Agreements for each of the Trading Contracts for which
the Novation Condition has been satisfied, duly executed by Purchaser;

(i) the Assignment and Assumption Agreement, duly executed by
Purchaser;

(iii) theBill of Sale, duly executed by Purchaser;

(iv) evidence of thefiling with respect to and/or receipt of al the
Purchaser Required Consents;

(v) thereleases of Financial Assurances with respect to any Trading
Contracts, or the agreement of the Counterparty to do so, in either case obtained on or prior to
the Closing Date pursuant to Section 2.8(b)(ii) and, to the extent applicable, for any Transferred
Contract or Other Asset for which the Transfer Condition has been satisfied;

(vi) acertificate duly executed by the Purchaser, dated as of the Closing
Date, in accordance with Section 6.1(e);

(vii) evidence reasonably acceptable to the Seller of the Purchaser’s
existence and good standing (as of arecent date) under the laws of the State of Delaware;

(viii) acopy, certified by an authorized officer of the Purchaser, of the
resol utions authorizing the execution and delivery of this Agreement and the Related
Agreements and instruments attached as exhibits to this Agreement and to the Related
Agreements, and the consummation of the Contemplated Transactions, together with a certificate
by the Secretary of the Purchaser asto the incumbency of those officers authorized to execute
and deliver this Agreement and the Related Agreements; and

(ix) such other customary instruments of transfer, assumptions, filings or
documents, in form and substance reasonably satisfactory to the Seller, as may be required to
give effect to the Contemplated Transactions.

(c)  Without prejudice to any other rights of the Parties under this Agreement or
to any other remedy they may have, if a Party has not complied in full with its obligations under
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this Section 2.5 on or before the Closing Date, the non-breaching Party may, at its discretion,
waive the requirement to fulfill the unsatisfied obligations in whole or in part and proceed to
Closing to the extent reasonably practicable.

Section 2.6  Misbooking Adjustments. Until [CONFIDENTIAL TREATMENT
REQUESTED], the Purchaser may provide, within acommercially reasonable time period,
written notice to the Seller of any Misbooking identified or determined to exist at any time with
respect to a Trading Contract (a “Misbooked Trading Contract”).

(@ Misbooked Trades Accepted. Within [CONFIDENTIAL TREATMENT
REQUESTED] of the date upon which such notice is received by the Seller, the Purchaser shall
determine the economic impact of the Misbooked Trading Contract by calculating (i)
[CONFIDENTIAL TREATMENT REQUESTED], as of the date notice is given pursuant to this
Section 2.6, as determined by reference to the actual characteristics of such Misbooked Trading
Contract (giving effect to any errors discovered in connection therewith), less (ii)
[CONFIDENTIAL TREATMENT REQUESTED]. Depending on the result of such calculation,
(x) if negative, the Seller shall pay the absolute value of the amount resulting from such
calculation to the Purchaser, or (y) if positive, the Purchaser shall pay the amount resulting from
such calculation to the Seller, which payment shall, in either case, be paid within three (3)
Business Days of such amount being determined.

(b) Misbooked Trades Reected. Notwithstanding the foregoing, the Purchaser
shall have theright to [CONFIDENTIAL TREATMENT REQUESTED] of the date of such
notice of Misbooking is received by the Seller; provided, however, that if such Misbooked
Trading Contract, after giving effect to the error with respect thereto, would nonetheless be
substantially similar to the Transferred Assets (excluding Misbooked Trading Contracts), then the
Purchaser shall not reject the acceptance of such Misbooked Trading Contract. 1f the Purchaser
determines pursuant to this Section 2.6(b) [CONFIDENTIAL TREATMENT REQUESTED], of
such amount being determined, and such Trading Contract shall become an Excluded Transaction
and shall not be considered or otherwise deemed a Transferred Asset for any purpose hereunder
from and after such date of rejection; provided, that, for purposes of determining the value of the
economic impact of rejecting any such Misbooked Trading Contract, the Parties shall use the
market value of such Misbooked Trading Contract as of the Mirror Effective Date, as determined
by reference to Schedule 2.2(b). Upon rejection of a Misbooked Trading Contract pursuant to this
Section 2.6(b), the term “Trading Contracts’ shall thereafter not include any such rejected Trading
Contract for any purpose hereunder.

(c) Misbooking Calculations. For any determination of the amount payable
pursuant to Section 2.6(a) or 2.6(b), Purchaser will act in good faith and use commercially
reasonable procedures in order to produce a commercially reasonable result. In determining such
amount(s), Purchaser may consider (i) quotations (either firm or indicative) for replacement
transactions supplied by one or more Third Parties that may take into account the creditworthiness
of the Purchaser or the Seller at the time such quotation is provided and the terms of relevant

20



CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

documentation, including credit support documentation; (ii) information consisting of relevant
market data in the relevant market supplied by one or more Third Parties including relevant rates,
prices, yields, yield curves, volatilities, spreads, correlations or other relevant market data in the
relevant market; or (iii) information of the type described in clause (i) or (ii) from internal sources
(including any Affiliates) if that information is of the same type used by the Purchaser in the
regular course of business for the valuation of similar transactions. Third Parties that supply
guotations pursuant to the foregoing clause (i) or market data pursuant to the foregoing clause (ii)
may include dealersin the relevant markets, end-users of the relevant products or services,
information vendors, brokers and other sources of market information.

(d) Disputes of Misbooking Calculations. Seller shall have the right acting
in good faith in accordance with commercially reasonable standards to dispute any determination
of the amount payable pursuant to Section 2.6(a) or 2.6(b), provided that payment of the
undisputed amount shall first be paid by the Purchaser or Seller, as the case may be, to the other
Party.

Section 2.7 Transferred Contracts, Other Assets.

(@ Ontheterms and subject to the conditions set forth herein, on the Transfer
Date with respect to any Transferred Contracts (other than the SO Contracts) or Other Assets, the
Seller shall convey, assign and transfer to, and the Purchaser or one of its Affiliates (subject to
Section 2.12) shall receive, undertake and assume, all such Transferred Contracts and Other
Assets. To the extent that the transfer or conveyance of any such Transferred Contracts or Other
Assets to the Purchaser requires the Consent of a Third Party or Governmental Authorization, the
Seller and the Purchaser shall use commercially reasonable efforts, and cooperate with each other,
to obtain promptly the relevant Consent or Governmental Authorization prior to the Closing Date.

(b)  Notwithstanding anything to the contrary contained in this Agreement but
subject to the requirements of Section 2.7(d), to the extent that the transfer or conveyance of any
Transferred Contract or Other Asset to the Purchaser pursuant to this Section 2.7 requires the
Consent of a Third Party or Governmental Authorization and such Consent or Governmental
Authorization shall not have been obtained prior to the Closing Date:

(i) this Agreement shall not constitute an assignment or attempted
assignment of such Transferred Contract or Other Asset on the Effective Date if such assignment
or attempted assignment would constitute a breach or violation of such Transferred Contract or
Other Asset;

(i)  such Transferred Contract or Other Asset shall not be deemed to be a
Transferred Asset hereunder until the Transfer Date occurs with respect thereto; and

(iii) the Closing shall proceed without regard to the transfer or conveyance
of such Transferred Contract or Other Asset.
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(c)  With respect to any Transferred Contracts or Other Assets which are the
subject of Section 2.7(b), the Seller and the Purchaser shall use commercially reasonable efforts,
and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization required to transfer or convey any such Transferred Contracts or Other Assets from
the Seller to the Purchaser after the Closing Date. Following Closing, if and when the relevant
Consent or Governmental Authorization is thereafter obtained with respect to such Transferred
Contracts or Other Assets:

(i) the Seller and the Purchaser shall use commercially reasonable efforts
to cooperate with each other in any mutually agreeable, reasonable and lawful arrangements
designed to allow the Purchaser to obtain all of the rights, title, interestsin, and assume all
Liabilities under, such relevant Transferred Contract or Other Assets, and such Transferred
Contracts or Other Assets shall be deemed to be a Transferred Asset from and after the relevant
Transfer Date for all purposes hereunder; and

(i) the Seller shall transfer or convey such relevant Transferred Contract
or Other Assets to the Purchaser at no additional cost.

(d)  Notwithstanding anything to the contrary contained in this Agreement, with
respect to any Transferred Contracts (other than the 1ISO Contracts) or Other Assets which are the
subject of Section 2.7(b), pending the receipt of the applicable Consent or Governmental
Authorization, the Parties shall cooperate with each other in any mutually agreeable, reasonable
and lawful arrangements designed to provide to the Purchaser the benefits of use of such
Transferred Contracts or Other Assets and to the Seller or its Affiliates the benefits, including any
indemnities, that they would have obtained had the Transferred Contracts or Other Assets been
conveyed to the Purchaser at the Effective Date. To the extent that any such Transferred
Contracts or Other Assets cannot be transferred or conveyed or the full benefits of use of any such
Transferred Contracts or Other Assets cannot be provided to the Purchaser following the Effective
Date pursuant to this Section 2.7(d), then the Purchaser and the Seller shall enter into such
arrangements (including subleasing, sublicensing or subcontracting) to provide to the Parties the
economic (taking into account Tax costs and benefits) and operational equivalent, to the extent
permitted by applicable Law, of obtaining such Consent or Governmental Authorization and the
performance by the Purchaser of the obligations thereunder. The Seller shall hold in trust for and
pay to the Purchaser promptly upon receipt thereof, all income, proceeds and other monies
received by the Seller or any of its Affiliates in connection with its use of any Transferred
Contracts or Other Assets (net of any Taxes and any other costs incurred by the Seller or any of its
Affiliates) following the Effective Date in connection with the arrangements under this Section
2.7(d).

(e) Totheextent any Other Assets constitute the intellectual property of Seller,

Seller hereby acknowledges, grants, and confirms that Purchaser shall in perpetuity have all right,
title, permission, license and interest to own and use such intellectual property from and after the
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relevant Transfer Date as required for the use of such Other Assets without restriction or other
limitation.

Section 2.8  Trading Contracts.

(@ Ontheterms and subject to the conditions set forth herein and subject to
Section 2.8(f) with respect to Interbook Trades, on the Novation Date with respect to any Trading
Contract, the Seller shall convey, assign and transfer to, and the Purchaser or one of its Affiliates
shall receive from, undertake and assume, such Trading Contract, in each case, pursuant to a
Novation Agreement by and among the Seller, the Purchaser and the Counterparty to each of such
Trading Contracts. To the extent that the transfer of any of the Trading Contracts to the Purchaser
requires the Consent of a Third Party or Governmental Authorization, the Seller and the Purchaser
shall use commercially reasonable efforts, and cooperate with each other, to obtain promptly the
relevant Consent or Governmental Authorization prior to the Closing Date.

(b)  Subject to Sections 2.8(c) and (d), the sale, transfer and novation of any
Trading Contract shall be conditional on:

(i) thereceipt of all Governmental Authorizations and all Consents
(including any required Counterparty consent) necessary to permit the novation of such Trading
Contract to the Purchaser; and

(if)  the applicable Counterparty having (x) released the Seller, IEG and all
of IEG’ s other Affiliates from any and all obligations and Liabilities under such Trading
Contract and (y) released or agreed in writing, with the Seller, IEG and all of IEG’ s other
Affiliates as Third Party beneficiaries, to release within a reasonable period of time after the
execution of such release the Seller, IEG and all of IEG’ s other Affiliates from any and all
obligations and Liabilities under any Financial Assurances related to such Trading Contracts,
including the return by the applicable Counterparty of any collateral held by such Counterparty
to the Seller, IEG or IEG’ s other Affiliates (clauses (i) and (ii), collectively, the “ Novation
Condition”).

(c) If the Purchaser has an existing master trading agreement with any
Counterparty to a Trading Contract, [CONFIDENTIAL TREATMENT REQUESTED], the
Purchaser and the Seller shall have the right to seek the consent of such Counterparty to make the
Counterpart Trading Contracts under such Trading Contract subject to the existing master trading
agreement between the Purchaser and such Counterparty or to negotiate changesto Seller’s
existing master trading agreement or a new master trading agreement with such Counterparty. To
the extent possible, the Parties shall use the form of Novation Agreement, with such amendments
as may be necessary or advisable, to accommodate the particular circumstances relating to the
relevant Counterpart Trading Contract. [CONFIDENTIAL TREATMENT REQUESTED)]
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(d) Subject to Section 2.8(f) with respect to Interbook Trades, the novation of
any Trading Contract shall become effective on the later to occur of (i) the last day of the calendar
month in which the Novation Condition with respect thereto is satisfied by each of the Seller and
the Purchaser and (ii) the Effective Date (the “Novation Date”).

(e) Tothe extent that the Novation Date has not occurred with respect to any
Trading Contract prior to or after the Closing Date:

(i) this Agreement shall not constitute a novation, assignment or
attempted assignment with respect to such Trading Contract at or after the Effective Date;

(i) the Seller and the Purchaser shall use commercially reasonable efforts
(without the obligation on the part of either Party to pay any money, assume or incur any
Liability or agree to any material changes of the Closing in the terms or conditions of such
Trading Contract), and cooperate with each other, to obtain promptly the relevant Consent or
Governmental Authorization after the Closing Date to the extent necessary to satisfy any
Novation Condition; and

(iii) such Trading Contract shall not be deemed to be a Transferred Asset
until the Novation Date with respect to such Trading Contract has occurred,;

provided, that, upon the occurrence of the Novation Date with respect to such Trading Contract,
such Trading Contract shall be deemed to be a Transferred Asset from and after such Novation
Date for all purposes hereunder.

(f)  With respect to each Interbook Trade, such Trading Contract will not be
novated from Seller to Purchaser and is not subject to Section 2.8 (@) through (€) above, but
rather:

(i) If the Interbook Trade is financialy-settled, such Interbook Trade will
be included as a Trading Contract under the Mirror Confirm and shall remain subject to the terms
of such Mirror Confirm; and

(it)  If the Interbook Trade is physically-settled, such Interbook Trade will
be included as a Trading Contract under the Mirror Confirm (and be financially-settled) and shall
remain as afinancially-settled transaction subject to the terms of such Mirror Confirm until the
earlier of (y) the date the Interbook Trade expires or terminates in accordance with its terms, or
(2) the occurrence of the Effective Date. Upon the occurrence of the Effective Date, any
remaining Interbook Trades shall no longer be subject to the Mirror Confirm and the
corresponding Mirror Transaction shall terminate without a Portfolio Deletion Payment (as such
term is defined in the Mirror Confirm) coming due as a result of such termination, and in lieu
thereof a new physically-settled transaction between Seller and Purchaser shall be deemed to be
automatically entered into as of the Effective Date, which transaction shall be subject to, and
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confirmed in accordance with, the MCP-IES ISDA Master Agreement (each such transaction, a
“Interbook Matching Trade”). Each Interbook Matching Trade shall be between Purchaser and
Seller only (and not with any Seller Affiliate) for the remaining term of the corresponding
Interbook Trade, shall mirror the terms of the Interbook Trade, and shall terminate automatically
upon the termination or expiration of the Interbook Trade.

Section 2.9  Exchange Traded Transactions.

(@ OntheMirror Effective Date, the Seller shall request of the Relevant
Exchange (the “ Exchange Request”) that the Exchange Traded Transactions be transferred to the
Purchaser in accordance with the rules and procedures of the Relevant Exchange from the
commodity futures brokerage accounts of the Seller listed on Schedule 2.9(a) attached hereto,
carried by the futures commission merchants (each an “FCM”) listed thereon, to the account of the
Purchaser via an ex-pit, ex-Ring or ex-order book transfer, and the Purchaser shall assume each
Exchange Traded Transaction, by a novation effected pursuant to the applicable rules of the
Relevant Exchange. Each such transfer shall be effected at the settlement price as of the close of
trading on the Relevant Exchange on the Mirror Effective Date, and other than payment of the
Purchase Price, the Parties intend that no consideration will be paid in respect of the Exchange
Traded Transactions. The Exchange Request shall be in form and substance reasonably
satisfactory to the Seller and the Purchaser. To the extent that the transfer or conveyance of any
of the Exchange Traded Transactions to the Purchaser requires the Consent of a Third Party or
Governmental Authorization, the Seller and the Purchaser shall use commercially reasonable
efforts, and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization prior to the Mirror Effective Date.

(b) If following the Mirror Effective Date this Agreement is terminated in
accordance with the terms and conditions set forth in Article V111, then on the Business Day
immediately following the date that this Agreement is terminated, the Purchaser shall submit to
the Relevant Exchange an Exchange Request that the Exchange Traded Transactions, or trades
cleared on the Relevant Exchange that are substantially similar to the Exchange Traded
Transactions (each a* Substitute Exchange Traded Transaction”) be transferred to the Seller in
accordance with the rules and procedures of the Relevant Exchange from the commaodity futures
brokerage accounts of the Purchaser listed on Schedule 2.9(b) attached hereto, carried by each
FCM listed thereon, to the account of the Seller via an ex-pit, ex-Ring or ex-order book transfer,
and the Seller shall assume each Substitute Exchange Traded Transaction, by a novation effected
pursuant to the applicable rules of the Relevant Exchange. Each such transfer pursuant to this
Section 2.9(b) shall be effected at the settlement price as of the close of trading on the Relevant
Exchange on the trading date immediately preceding the date of such transfer, and other than as
provided in Article VIII, the Parties intend that no consideration will be paid in respect of the
Substitute Exchange Traded Transactions. The Exchange Request shall be in same form and have
the same substance as that which was provided to the Relevant Exchange under Section 2.9(a).

Section 2.10 Mirror Transactions.
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(@ Uponthe Mirror Effective Date, the Seller and the Purchaser shall enter into
the Mirror Confirm whereby only the economic benefits of and risks under each of the Trading
Contract will be borne by the Purchaser from and after the Mirror Effective Date, pursuant to the
terms and subject to the conditions set forth in the Mirror Confirm.

(b) After the Mirror Effective Date until the Closing Date, and subject to Section
2.16, al trading agreements, interbook trades and other contracts that the Seller enters into, which
are substantially similar to the Transferred Assets, in accordance with the Pre-Closing Guidelines
or as otherwise consented to by Purchaser, in its sole discretion, shall be deemed “ Trading
Contracts’, “Interbook Trades’, “ Transferred Contracts’ or “1SO Contracts’, as the case may be
(each a* Post-Mirror Trade™), and shall for all purposes hereunder be encompassed by the Mirror
Confirm without any further action being taken by either the Purchaser or Seller. Thereafter, the
sale, transfer and novation of each Post-Mirror Trade shall be conditional on:

(i) thereceipt of all Governmental Authorizations and all Consents
(including any required Third Party Consent) necessary to permit the transfer or conveyance of
such Post-Mirror Trade to the Purchaser; and

(i) theapplicable Third Party having (x) released the Seller, IEG and all
of IEG’ s other Affiliates from any and all obligations and Liabilities under such Post-Mirror
Trade and (y) released or agreed in writing, with the Seller, IEG and all of IEG’ s other Affiliates
as Third Party beneficiaries, to release within a reasonable period of time after the execution of
such release the Seller, IEG and all of IEG’ s other Affiliates from any and all obligations and
Liabilities under any Financial Assurances related to such Post-Mirror Trade, including the
return by the applicable Third Party of any collateral held by such Third Party to the Seller, IEG
or al of IEG’s other Affiliates.

(c) If following the Mirror Effective Date this Agreement is terminated in
accordance with the terms and conditions set forth in Article V111, then following such
termination, the Mirror Confirm shall be terminated and the Termination Payment (as such termis
defined in the Mirror Confirm) paid pursuant to the Mirror Confirm and the ISDA Master
Agreement governing the Mirror Confirm.

(d) For the avoidance of doubt, the Parties expressly acknowledge and agree
that, while aMirror Transaction isin effect, any potential or actual event of default or
performance failure (except force majeure as specifically set forth in the Mirror Confirm) of
whatever description and for whatever reason by a Counterparty with respect to a Trading
Contract shall not affect or in any way diminish the respective obligations of the Purchaser and
Seller under the Mirror Transaction that corresponds to such Trading Contract.
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Section 2.11 1SO Contr acts.

(@ OntheMirror Effective Date, the Seller shall request of the Relevant 1SO
(the “1SO Request”) that the 1SO Contracts be transferred to the Purchaser in accordance with the
rules and procedures of the Relevant 1SO. Upon such transfer, all required collateral obligations
to the Relevant 1SO related to the 1SO Contracts will become the responsibility of Purchaser. The
Parties intend that, other than the Purchase Price, no consideration will be paid in respect of the
SO Contracts. The SO Request shall be in form and substance reasonably satisfactory to the
Seller and the Purchaser. To the extent that the transfer or conveyance of any of the ISO
Contracts to the Purchaser requires the Consent of a Third Party or Governmental Authorization,
the Seller and the Purchaser shall use commercially reasonable efforts, and cooperate with each
other, to obtain promptly the relevant Consent or Governmenta Authorization prior to the Mirror
Effective Date.

(b) If following the Mirror Effective Date, this Agreement is terminated in
accordance with the terms and conditions set forth in Article V111, then following such
termination, the Purchaser shall convey, assign and transfer to, and the Seller shall receive,
undertake and assume, the | SO Contracts; provided, that if (x) the aggregate marked-to-market
value for all such ISO Contracts on the termination date is greater than zero, then the Seller shall
pay to the Purchaser an amount equal to such amount, and (y) the aggregate marked-to-market
value for all such 1SO Contracts on the termination date is |ess than zero, then the Purchaser shall
pay to the Seller an amount equal to the absolute value of such amount. To the extent that the
transfer or conveyance of any of the SO Contracts requires the Consent of a Third Party or
Governmental Authorization, the Purchaser and the Seller shall use commercially reasonable
efforts, and cooperate with each other, to obtain promptly the relevant Consent or Governmental
Authorization. The Parties shall cooperate in good faith and in a commercially reasonable manner
to establish the values required by the foregoing calcul ation.

Section 2.12 Purchaser’s Designee. Notwithstanding anything to the contrary herein,
the Purchaser may designate in writing an Affiliate of the Purchaser to exercise and perform the
rights and obligations of Purchaser, asits designate, for purposes of Sections 2.5, 2.7, 2.8, 2.9,
210, 2.11, 2.13, 2.14, 2.15 and 2.16, in which event, the term “Purchaser” as set forth in any
such section shall be deemed to mean and include “ Purchaser’ s Affiliate” as the context so
requires; provided, that in the event that the Mirror Confirm and/or the PPL Financial Trade
Agreement is entered into by an Affiliate of Purchaser pursuant to Sections 2.10 and 2.14 and
this Section 2.12, then (i) the Purchaser agrees that such Mirror Confirm and/or PPL Financial
Trade Agreement shall be novated to the Purchaser no later than the Effective Date such that the
Mirror Confirm and/or PPL Financial Trade Agreement shall be under the MCP-IES ISDA
Master Agreement and the Purchaser shall fulfill the rights and obligations set forth in Section
2.10 and/or Section 2.14 (as the case may be) from and after the Effective Date (without regard
to this Section 2.12), and (ii) the Seller agreesthat it shall consent or otherwise agree to such
novation and shall execute and deliver any documents or agreements reasonably necessary to
give effect thereto. Notwithstanding the foregoing, in no event will any such designation by the

27



CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

Purchaser relieve or discharge the Purchaser from any of its obligations hereunder, nor shall any
such designation be made without the Seller’s prior written consent if such designation would
reasonably be expected to (a) prevent or materially impede, interfere with or delay the
Contemplated Transactions, (b) cause the Seller reasonably to incur additional Third Party out of
pocket costs and expensesin excess of $10,000, in the aggregate, in connection with the
consummation of Contemplated Transactions or (c) result in the Seller or its Affiliatesincurring
aTax Liability in excess of the Tax Liability Seller or its Affiliates would otherwise incur
without such designation; provided, that with respect to any costs reasonably incurred by the
Seller in excess of the dollar limitation of clause (b) above, the Purchaser may avail itself of the
rights under this Section 2.12 so long as the Purchase reimburses the Seller promptly for any
such costs in excess of that amount.

Section 2.13 Identified Transactions. For al transactions (the “1dentified
Transactions”) reflected in the Trading Contracts with the Counterparties identified on Schedule
2.13, Seller shall retain therisk of [CONFIDENTIAL TREATMENT REQUESTED] for each
|dentified Transaction as follows:

(&  With respect to each Identified Transaction, in the event that the Purchaser
has the right to terminate such Identified Transaction as aresult of a breach thereof by the
Counterparty to such Identified Transaction and the Purchaser notifies such Counterparty in
writing of the Purchaser’ s election to terminate such Identified Transaction, the Seller shall
provide the Purchaser within [CONFIDENTIAL TREATMENT REQUESTED] of the Seller’s
receipt of written demand therefor [CONFIDENTIAL TREATMENT REQUESTED] under such
|dentified Transaction, which [CONFIDENTIAL TREATMENT REQUESTED].
Notwithstanding anything in the foregoing sentence to the contrary, with respect to each
Counterparty with whom the Purchaser has agreed to a[CONFIDENTIAL TREATMENT
REQUESTED] in no event shall the Seller be obligated to deliver any credit support in respect of
any amounts owing from such Counterparty under any such Identified Transactions
[CONFIDENTIAL TREATMENT REQUESTED].

(b) With regard to any Identified Transaction for which the Seller has provided a
[CONFIDENTIAL TREATMENT REQUESTED] pursuant to Section 2.13(a), if the Purchaser
determines (reasonably in accordance International Financial Reporting Standards, consistently
applied), [CONFIDENTIAL TREATMENT REQUESTED] the Purchaser shall have the right,
upon giving the Seller [CONFIDENTIAL TREATMENT REQUESTED] prior written notice, to
[CONFIDENTIAL TREATMENT REQUESTED], provided, however, that the Seller shall have
the right within such [CONFIDENTIAL TREATMENT REQUESTED] period to deliver to the
Purchaser [CONFIDENTIAL TREATMENT REQUESTED] amount, in which case the Purchaser
may not [CONFIDENTIAL TREATMENT REQUESTED].

()  Until such time as the Purchaser exercises its rights pursuant to Section
2.13(b), the Purchaser shall exercise commercially reasonable efforts to collect on amounts owing
in respect of non-payment by the relevant Counterparty to relevant Identified Transactions, and
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Purchaser and the Seller shall coordinate and cooperate each other in their commercially
reasonabl e discretion with respect to such collection efforts. Upon the Purchaser exercising its
rights pursuant to Section 2.13(b), but prior to the Purchaser, [CONFIDENTIAL TREATMENT
REQUESTED] in respect of the applicable the Identified Transaction(s) giving rise to such
exercise by Purchaser [CONFIDENTIAL TREATMENT REQUESTED] to such Identified
Transaction(s).

(d) In the event that the Purchaser exercisesits rights under Section 2.13(a),
prior to the Purchaser [CONFIDENTIAL TREATMENT REQUESTED], the Purchaser shall
[CONFIDENTIAL TREATMENT REQUESTED] al of the Identified Transactions with the
Counterparty that is the subject of the payment default giving rise to such exercise by the
Purchaser.

Section 2.14 Financial and Physical Settlement. Not later than the Mirror Effective
Date, the Seller and the Purchaser shall execute and deliver the PPL Financial Trade Agreement
and the Bangor Financial Trade Agreement.

Section 2.15 ERCOT Trading Contracts. If requested by the Purchaser, in its
discretion, from time to time until the first anniversary of the Effective Date, the Seller shall act
for and on behalf of the Purchaser as its Qualified Scheduling Entity (as such term is defined by
ERCOT) with respect to the Trading Contracts that provide for physically-delivered electric
energy in ERCOT, in accordance with terms and conditions to be agreed by the Parties, acting
reasonably and in good faith. The Purchaser shall compensate the Seller for any services Seller
provided in accordance with this Section 2.15 by paying to Seller any Third Party out of pocket
costs and expenses reasonably incurred by Seller in providing such services, plus ten thousand
dollars ($10,000) for each month in which such services are provided.

Section 2.16 Flattening Tradesand New Trades. On the Mirror Effective Date and
from time-to-time thereafter until the Mirror Confirm terminates, Purchaser and Seller shall enter
into one or more physically-settled transactions under the MCP-1ES ISDA Master Agreement
representing sales to Seller with respect to all requirements of the Seller to purchase additional
physically-delivered electric energy, capacity, ancillary services, renewable energy certificates,
or related products (“Electricity”) or representing purchases from Seller for any excess
Electricity Seller may have in order to establish and maintain, to the extent reasonably
practicable, aflattened position in Electricity for Seller (such transactions, the “ Flattening
Trades’). All Flattening Trades shall be priced using the same or equivalent index price, | SO-
published price or mutually-agreed price as specified in the relevant Mirror Transaction or Post-
Mirror Trade.

ARTICLE 111
REPRESENTATIONSAND WARRANTIESOF THE SELLER
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Section 3.1  Scope. Asan inducement to the Purchaser to enter into this Agreement
and to consummate the Contemplated Transactions, the Seller makes the representations and
warranties to Purchaser set forth in this Article 111 on the date hereof and on the Closing Date
(unless any such representation or warranty is made as of a specific date, in which case such
representation and warranty is made as of only such date), except as set forth in, or as qualified
by, the Schedules. Referencesto specific, numbered Schedulesin this Article I11 do not limit the
general applicability of the exceptions, qualifications, and other matters set forth in all other
Schedules to each and every representation and warranty set forth in this Article I11.

Section 3.2  Corporate Organization and Authority of Seller. The Seller is
corporation validly existing and in active status under the Laws of the State of Wisconsin and has
al requisite company power and authority to own the Transferred Assets and to carry on the
Business as now being conducted. Each of the Related Seller Partiesis corporation, limited
liability company or partnership validly existing and in active status under the laws of the
jurisdiction of organization. The Seller and each of the Related Seller Parties, as the case may
be, has al requisite corporate power and authority necessary to execute, deliver and perform this
Agreement and each of the Related Agreementsto which it isaparty. The Seller isduly
qualified or authorized to do business as aforeign entity and isin good standing under the Laws
of each jurisdiction in which the conduct of the Business occurs, except where the failure to be
so qualified, authorized or in good standing would not reasonably be expected to have a Material
Adverse Effect. The execution and delivery by the Seller and each of the Related Seller Parties
of this Agreement and each of the Related Agreementsto which it is a party and the performance
by Seller and each of the Related Seller Parties, as the case may be, of the Contemplated
Transactions to which it is a party have been duly authorized by all necessary company action on
the part of Seller and each of the Related Seller Parties, as the case may be.

Section 3.3  Enforceability. This Agreement is, and each Related Agreement to be
executed and delivered by the Seller and each of the Related Seller Parties, as the case may be, at
or prior to the Closing will be, duly and validly executed and delivered by the Seller and each of
the Related Seller Parties, as the case may be, and this Agreement is and each Related
Agreement to be executed and delivered by the Seller and each of the Related Seller Parties, as
the case may be, will be when executed and delivered, avalid and legally binding obligation of
the Seller and each of the Related Seller Parties, as the case may be, enforceable against the
Seller and each of the Related Seller Parties, as the case may be, in accordance with their
respective terms, except as enforceability may be limited by applicable bankruptcy, insolvency
or other similar Laws affecting or relating to enforcement of creditors' rights generally or general
principles of equity.

Section 3.4 No Conflict. Neither the execution and delivery of this Agreement or any
Related Agreement by the Seller or any of the Related Seller Parties, as the case may be, nor the
performance by Seller or any of the Related Seller Parties, as the case may be, of the provisions
of this Agreement or any Related Agreement to which it is aparty will () violate the Governing
Documents of the Seller or any of the Related Seller Parties, as the case may be, (b) violate any
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Law or Order by which Seller, any of the Related Seller Parties or any of the Transferred Assets
is bound, or (c) except as set forth on Schedule 3.4, result in abreach or violation of any
provision of, constitute a default under, or give rise to any right of termination or cancellation
under, or result in or permit an acceleration of, any material indenture, mortgage, lease or other
agreement or instrument to which the Seller or any of the Related Seller Partiesis a party or by
which the Seller, any of the Related Seller Parties or any of the Transferred Assets are bound,
except in the case of the foregoing clauses (b) and (c), as would not reasonably be expected to
have a Material Adverse Effect or a material adverse effect on the Seller’s or any of the Related
Seller Parties' ability to perform its obligations under this Agreement or any of the Related
Agreementsto which it is a party.

Section 3.5 Third Party Consents. Except as otherwise set forth on Schedule 3.5, no
material authorization, consent, waiver or approval of or filing with or notification to any Third
Party (including a Governmental Body) is required to be obtained by the Seller or any of the
Related Seller Parties, as the case may be, in connection with (i) the Seller’ s or any of the
Related Seller Parties' execution and delivery of this Agreement or any of the Related
Agreements, as the case may be, (ii) the Seller’s sale and transfer of the Transferred Assets to
Purchaser on the terms and conditions set forth in this Agreement, (iii) the Seller’ s or any of the
Related Seller Parties’ performance of their respective obligations under this Agreement and any
Related Agreement to which it is a party other than, in each case, (a) the Seller Required
Consents or (b) an authorization, consent, waiver, approval, filing or notification which, if not
obtained or made, would not, individually or in the aggregate, be reasonably expected to have a
Material Adverse Effect.

Section 3.6 Transferred Assets. Except as otherwise set forth on Schedule 3.6, the
Seller has good and defensible title to all of the tangible and intangible personal property
constituting part of the Transferred Assets, and subject to obtaining any necessary material
Consents pursuant to this Agreement, at the Closing, the Purchaser shall receive the Transferred
Assets free and clear of al Encumbrances other than the Permitted Encumbrances.

Section 3.7 Contracts, No Default.

(@ (i) Schedules2.1(a)(ii)(A), (B) and (C) contain, as of the date hereof, an
accurate and complete list of each Trading Contract (or in the case of forms described in
clause (ii), alisting of such forms) and (ii) except for multiple agreements that are documented
under a standard form ISDA Master Agreement, EEl Master Agreement or WSPP Master
Agreement without amendments, in which case only such form need be made available, the Seller
has made available to the Purchaser accurate and complete copies of each such Trading Contract,
together with any and all material amendments or modifications thereto through and including the
date hereof. Schedule 2.1(a)(i) contains, as of the date hereof, an accurate and complete list of
each Transferred Contract and the Seller has made available to the Purchaser accurate and
complete copies of each Transferred Contract, together with any and al material amendments or
maodifications thereto through and including the date hereof.
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(b) Asof the date hereof:

(i) each Trading Contract and Transferred Contract isin full force and
effect and isavalid and enforceable obligation of the Seller except as such enforceability may be
limited by bankruptcy, insolvency, reorganization or similar laws affecting the enforcement of
creditors rights generally and general principles of equity (whether considered in a Proceeding
at law or in equity);

(i)  noevent or condition exists that constitutes or, after notice or alapse
of time or both, will constitute, amaterial default on the part of the Seller or, to Seller’s
Knowledge, any Counterparty or other party under, in each case, any such Trading Contract or
Transferred Contract; and

(iii) thereisno contract, agreement or other arrangement granting any
Person any preferential right to purchase any of the Transferred Assets.

Section 3.8 Taxes.

(@ All Taxesand Tax liabilities due with respect to the Transferred Assets
(whether or not shown as due on a Tax Return) have been timely paid. Seller hastimely filed or
caused to betimely filed all Tax Returns that are required to be filed with respect to the
Transferred Assets. All such Tax Returns have accurately and completely reflected, and will
accurately reflect, all liability for Taxes relating to the Transferred Assets for the period covered
thereby and was prepared and filed in accordance with all applicable Laws.

(b) Thereareno liensfor Taxes upon any of the Transferred Assets nor, to the
Knowledge of the Seller, is any taxing authority in the process of imposing any lien for Taxes on
any of the Transferred Assets, other than liens for Taxes that are not yet due and payable.

(c) Sdler hasnot, as of the Closing Date, entered into an agreement or waiver or
requested to enter into an agreement or waiver extending any statute of limitations relating to the
payment or collection of Taxes relating to the Transferred Assets. Thereis no dispute or claim
concerning any Tax liability relating to the Transferred Assets either (A) claimed or raised by any
Governmental Body or (B) to which the Seller has Knowledge.

(d) All Taxeswhich Seller is (or was) required to withhold or collect in
connection with the Transferred Assets have been duly withheld or collected, and have been
timely paid over the proper authorities to the extent due and payable, and all Forms W-2 and 1099
with respect thereto have been properly completed and timely filed.

(e) There are no tax sharing, allocation, indemnification or similar agreementsin
effect as between Seller and any other party under which Purchaser could be liable for any Taxes
or other claims of any party.
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(f) The Seller isnot a party to any closing agreement as described in Code
Section 7121 (or any corresponding or similar provision of state, local or foreign income Tax law)
with respect to the Transferred Assets.

(g9 No event has occurred that could reasonably be expected to impose upon
Purchaser any transferee liability for any Taxes due or to become due from Seller.

Section 3.9 Litigation. Thereare no claims, actions, suits or Proceedings now
pending or, to the Seller’ s Knowledge, threatened against or affecting the Seller or the
Transferred Assets, at law or in equity, or before or by any Governmental Body which (a) may
impair the ability of the Seller or the Seller Related Parties to perform this Agreement or any
Related Agreement, (b) questions the validity or propriety of this Agreement or any Related
Agreement or of any action taken under this Agreement or any Related Agreement or (c) would
reasonably be expected to result in aMaterial Adverse Effect.

Section 3.10 No Commissions. No commissions or brokers' or finders' feesare
payable by, through or on account of any acts of the Seller in connection with this Agreement or
the Contemplated Transaction for which the Purchaser could be liable or obligated.

Section 3.11 Reserved.

Section 3.12 Compliancewith Laws. The Seller isin compliance with al Laws
applicable to the Transferred Assets, except where any such non-compliance would not,
individually or in the aggregate, reasonably be expected to have a Material Adverse Effect.

Section 3.13 Ability to Perform. The Seller currently has or, as of the relevant time,
will have available to it sufficient funding (in the form of Cash reflected on the Seller’ s balance
sheet, under existing credit facilities or otherwise) to enable the Seller to consummate the
Contemplated Transactions on the terms set forth in this Agreement, to pay all expensesto be
incurred by the Seller in connection with this Agreement and to perform all of its other
obligations under this Agreement and any Related Agreement to which it is a party.

Section 3.14 Seller’sKnowledge. The Seller has informed Purchaser of any material
mistakes or omissions on the Purchaser’ s Schedules of which the Seller is aware or any breach
by the Purchaser of any of the representations and warranties set forth in Article 1V, including
anything that the Seller is aware of that might give rise to aclaim by the Seller against Purchaser
under the terms of this Agreement or any Related Agreement.

Section 3.15 Disclaimer. EXCEPT ASEXPRESSLY SET FORTH IN THIS
ARTICLE I, THE PURCHASER ISACQUIRING THE TRANSFERRED ASSETS“ASIS,
WHERE IS’ AND THE SELLER HASNOT MADE AND DOES NOT MAKE ANY
REPRESENTATION OR WARRANTY OF ANY NATURE ASTO THE TRANSFERRED
ASSETS (INCLUDING ANY WARRANTY OF MERCHANTABILITY OR FITNESS FOR A
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PARTICULAR PURPOSE OR ANY REPRESENTATION OR WARRANTY ASTO THE
VALUE, CONDITION, NATURE, OR CAPABILITY OF ANY TRANSFERRED ASSET),
AND THE PURCHASER BY THISAGREEMENT EXPRESSLY ACKNOWLEDGES THAT
NO SUCH OTHER REPRESENTATIONS OR WARRANTIES HAVE BEEN MADE BY THE
SELLER OR RELIED UPON BY THE PURCHASER. THE SELLER ISNOT LIABLE OR
BOUND IN ANY MANNER BY ANY EXPRESSED OR IMPLIED WARRANTIES,
GUARANTIES, PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION
PERTAINING TO THE TRANSFERRED ASSETS MADE OR FURNISHED BY ANY
AGENT, EMPLOYEE, SERVANT OR OTHER PERSON REPRESENTING OR
PURPORTING TO REPRESENT THE SELLER, UNLESS THE WARRANTIES,
GUARANTIES, PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION
ARE EXPRESSLY AND SPECIFICALLY SET FORTH IN THISARTICLE I1I.

ARTICLE IV
REPRESENTATIONS AND WARRANTIESOF THE PURCHASER

Section 4.1  Scope. Asan inducement to the Seller to enter this Agreement and to
consummate the Contemplated Transactions, the Purchaser makes the representations and
warranties to the Seller set forth in this Article IV on the date hereof and on the Closing Date
(unless any such representation or warranty is made as of a specific date, in which case such
representation and warranty is made as of only such date).

Section 4.2  Corporate Organization and Authority. The Purchaser is a corporation
duly incorporated, validly existing and in good standing under the Laws of the State of Delaware
and has full power and authority to execute, deliver and perform this Agreement and each of the
Related Agreementsto which it isaparty. Each of the Related Purchaser Parties that are a party
to this Agreement or any of the Related Agreementsis a corporation, limited liability company
or partnership validly existing and in active status under the Laws of the jurisdiction of
organization. Each of the Purchaser and the Related Purchaser Parties has all requisite corporate
power and authority necessary to execute, deliver and perform this Agreement and each of the
Related Agreementsto which it isaparty. The Purchaser isduly qualified or authorized to do
business as aforeign corporation and isin good standing under the Laws of each jurisdiction in
which the conduct of its business or the ownership of its properties requires such qualification or
authorization, except where the failure to be so qualified, authorized or in good standing would
not reasonably be expected to have a Material Adverse Effect on the Purchaser’ s ability to
consummate the Contemplated Transactions. The execution and delivery by the Purchaser and
each of each of the Related Purchaser Parties of this Agreement and each Related Agreement to
which it isa party and the performance by the Purchaser and each of the Related Purchaser
Parties, as the case may be, of the Contemplated Transactions have been duly authorized by all
necessary corporate or other actions and Proceedings on the part of the Purchaser and such
Related Purchaser Parties, as the case may be.
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Section 4.3  Enforceability. This Agreement is, and each Related Agreement to be
executed and delivered by the Purchaser and each of the Related Purchaser Parties, as the case
may be, at or prior to the Closing will be, duly and validly executed and delivered by the
Purchaser and each of the Related Purchaser Parties, as the case may be, and this Agreement is
and each Related Agreement to be executed and delivered by the Purchaser and each of the
Related Purchaser Parties, as the case may be, will be when executed and delivered, avalid and
legally binding obligation of the Purchaser and each of the Related Purchaser Parties, as the case
may be, enforceable against the Purchaser and each of the Related Purchaser Parties, as the case
may be, in accordance with their respective terms, except as such enforceability may be limited
by applicable bankruptcy, insolvency or other similar Laws affecting or relating to enforcement
of creditors' rights generally or general principles of equity.

Section 4.4  No Conflict. Neither the execution of this Agreement or any Related
Agreement by the Purchaser or any of the Related Purchaser Parties, as the case may be, nor the
performance by the Purchaser or any of the Related Purchaser Parties, as the case may be, of the
provisions of this Agreement or any Related Agreement will (a) violate the Governing
Documents of the Purchaser or any of the Related Purchaser Parties, as the case may be, (b)
violate any Law or Order by which the Purchaser or any of the Related Purchaser Partiesis
bound, or (c) result in abreach or violation of any provision of, constitute a default under, or
giveriseto any right of termination or cancellation under, or result in or permit an acceleration
of, any material indenture, mortgage, lease or other agreement or instrument to which the
Purchaser or any of the Related Purchaser Partiesis a party or by which the Purchaser or any of
the Related Purchaser Partiesis bound, except in the case of the foregoing clauses (b) and (c), as
would not reasonably be expected to result in a Material Adverse Effect on the Purchaser’s or
any of the Related Purchaser Parties’ ability to perform its obligations under this Agreement or
any of the Related Agreementsto which it is a party.

Section 4.5 Third Party Consents. Except as otherwise set forth on Schedule 4.5, no
material authorization, consent, waiver or approval of or filing with or notification to any Third
Party (including a Governmental Body) is required to be obtained by the Purchaser or any of the
Related Purchaser Parties, as the case may be, in connection with the Purchaser’ s purchase of the
Transferred Assets from the Seller and any of the Related Purchaser Parties, as the case may be,
on the terms and conditions set forth in this Agreement and to permit the Purchaser or any of the
Related Purchaser Parties, as the case may be, to perform its other obligations under this
Agreement and any Related Agreementsto which it is a party other than (a) the Purchaser
Required Consents or (b) an authorization, consent, waiver, approval, filing or notification
which, if not obtained or made, would not, individually or in the aggregate, prevent or materially
delay the consummation of the Contemplated Transactions.

Section 4.6  Litigation. Thereare no claims, actions, suits or Proceedings now
pending or, to the Purchaser’ s Knowledge, threatened against or affecting the Purchaser or the
Purchaser Related Parties, at law or in equity, or before or by any Governmental Body which
may impair the ability of the Purchaser or the Purchaser Related Parties to perform this
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Agreement or any Related Agreement or which questions the validity or propriety of this
Agreement or any Related Agreement or of any action taken under this Agreement or Related
Aqgreement.

Section 4.7  Purchaser’sInvestigation. The Purchaser isan informed and
sophisticated purchaser of assets similar to the Transferred Assets and, in connection with the
Contemplated Transactions, has sought the advice of experts who are experienced in the
evaluation and purchase of assets similar to the Transferred Assets. The Purchaser has
undertaken such investigation of the Transferred Assets as it has deemed necessary to enableit to
make an informed decision with respect to this Agreement and the Contemplated Transactions.
The Purchaser acknowledges that the Seller has provided the Purchaser with such access to the
personnel, properties, leased premises and records (including copies of the material Trading
Contracts) of the Seller and relating to the Business as the Purchaser has requested, subject to the
limitations set forth in Section 7.2. In entering into this Agreement, in purchasing the
Transferred Assets and in consummating the Contemplated Transactions, the Purchaser has
relied solely upon its own investigation and the express representations and warranties of the
Seller set forth in Article 111, and neither the Seller nor any of its officers, directors, shareholders,
employees, Affiliates, agents or Representatives has made any representation or warranty as to
the Seller, the Transferred Assets, or this Agreement, except as expressly set forth in this
Agreement. To the fullest extent permitted by Law, neither the Seller nor any of its officers,
directors, shareholders, employees, Affiliates, agents or Representatives shall have any liability
to the Purchaser for any information made available to, or statements made to, the Purchaser (or
any of its agents, officers, directors, employees, Affiliates or Representatives), other than the
representations and warranties of Seller expressly set forth in Article 111 and the express
obligation of the Seller to indemnify the Purchaser following the Closing to the extent set forth in
Article IX.

Section 4.8  Ability to Perform. The Purchaser currently has available to it sufficient
funding (in the form of Cash reflected on the Purchaser’ s balance sheet, under existing credit
facilities or otherwise) to enable the Purchaser to consummate the purchase of the Transferred
Assets on the terms set forth in this Agreement, to pay all expenses to be incurred by the
Purchaser in connection with this Agreement and to perform all of its other obligations under this
Agreement and any Related Agreement to which it is a party.

Section 49 No Commissions. No commissions or brokers' or finders' feesare
payable by, through or on account of any acts of the Purchaser or its Representativesin
connection with this Agreement or the Contemplated Transactions for which the Seller could be
liable or obligated.

Section 4.10 Purchaser’sKnowledge. The Purchaser has informed Seller of any

material mistakes or omissions on the Seller’ s Schedules of which the Purchaser is aware or any
breach by the Seller of any of the representations and warranties set forth in Article 111, including
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anything that the Purchaser is aware of that might give rise to a claim by the Purchaser against
the Seller under the terms of this Agreement or any Related Agreement.

Section 4.11 No Other Representation or Warranty. Except for the representations
and warranties contained in this Article IV, and as may be made by the Purchaser in any Related
Agreement, neither the Purchaser nor any other Person acting on behalf of the Purchaser makes
any representation or warranty, express or implied, regarding the Purchaser or the Contemplated
Transactions.

Section 4.12 Disclaimer. THE PURCHASER ISNOT LIABLE OR BOUND IN ANY
MANNER BY ANY EXPRESSED OR IMPLIED WARRANTIES, GUARANTIES,
PROMISES, STATEMENTS, REPRESENTATIONS OR INFORMATION PERTAINING TO
THE TRANSFERRED ASSETS MADE OR FURNISHED BY ANY AGENT, EMPLOYEE,
SERVANT OR OTHER PERSON REPRESENTING OR PURPORTING TO REPRESENT
THE PURCHASER, UNLESS THE WARRANTIES, GUARANTIES, PROMISES,
STATEMENTS, REPRESENTATIONS OR INFORMATION ARE EXPRESSLY AND
SPECIFICALLY SET FORTH IN THISARTICLE IV.

ARTICLEV
CONDITIONSPRECEDENT TO THE
PURCHASER'SOBLIGATION TO CLOSE

Section 5.1  Purchaser Closing Conditions. The obligation of the Purchaser to
consummate the Contemplated Transactions is subject to the satisfaction, as of the Closing, of
each of the following conditions (any of which may be waived in writing by the Purchaser, in
whole or in part):

(@ all agreements and covenants required by this Agreement to be complied
with or performed by the Seller at or prior to the Closing shall have been complied with or
performed in all material respects;

(b) all representations and warranties of the Seller in this Agreement (i) that are
gualified asto materiality or Material Adverse Effect shall be true and correct, in all respects, as
of the Closing or other time stated as if made at and as of that time and (ii) that are not so qualified
shall be true and correct, in al material respects, as of the Closing or other time stated as if made
at and as of that time;

(c) the Purchaser Required Consents shall have been obtained or occurred, as
applicable;

(d) the[CONFIDENTIAL TREATMENT REQUESTED] shall have been
satisfied;
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(e)  no Order which prevents the consummation of any material aspect of the
Contemplated Transactions shall have been issued and remain in effect (each Party agreeing to use
its commercially reasonable efforts to have any such Order lifted) and no Law shall have been
enacted which prohibits the consummation of the Contemplated Transactions;

(f) the Seller shall have delivered to the Purchaser a certificate of aduly
authorized officer of the Seller, dated as of the Closing Date, certifying that, to the knowledge of
such officer, the conditions set forth in Section 5.1(a) and (b) have been satisfied as of the Closing
Date;

(g) the Seller Guarantee Agreement shall bein full force and effect and no
material default or breach shall have occurred thereunder;

(h)  the Mirror Confirm shall bein full force and effect and no material default or
breach by Seller shall have occurred thereunder;

(i) the Supply Trade Agreements shall each bein full force and effect and no
material default or breach by Seller shall have occurred thereunder; and

()  the Purchaser shall have received those documents to be delivered to the
Purchaser in accordance with Section 2.5(a).

ARTICLE VI
CONDITIONSPRECEDENT TO THE SELLER’SOBLIGATION TO CLOSE

Section 6.1  Seller Closing Conditions. The obligation of the Seller to consummate
the Contemplated Transactions is subject to the satisfaction, as of the Closing, of each of the
following conditions (any of which may be waived in writing by the Seller in whole or in part):

(@ all agreements and covenants required by this Agreement to be complied
with or performed by Purchaser at or prior to the Closing shall have been complied with and
performed in all material respects;

(b) all representations and warranties of the Purchaser in this Agreement (i) that
are qualified as to materiality or material adverse effect shall be true and correct, in all respects, as
of the Closing or other time stated as if made at and as of that time and (ii) that are not so qualified
shall be true and correct, in all material respects, as of the Closing or other time stated as if made
at and as of that time;

(c) the Seller Required Consents described in items 1 and 2 on Schedule 3.5
shall have been obtained or occurred, as applicable;

(d) no Order which prevents the consummation of any material aspect of the
Contemplated Transactions shall have been issued and remain in effect (each Party agreeing to use
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its commercially reasonable efforts to have any such Order lifted) and no Law shall have been
enacted which prohibits the consummation of the Contemplated Transactions;

(e) thePurchaser shall have delivered to the Seller a certificate of aduly
authorized officer of the Seller, dated as of the Closing Date, certifying that, to the knowledge of
such officer, the conditions set forth in Section 6.1(a) and (b) have been satisfied as of the Closing
Date;

(f)  the Purchaser Guarantee Agreement shall bein full force and effect and no
material default or breach shall have occurred thereunder;

(@ theMirror Confirm shall bein full force and effect and no material default or
breach by Purchaser shall have occurred thereunder;

(h) the Supply Trade Agreements shall bein full force and effect and no material
default or breach by Purchaser shall have occurred thereunder; and

(i) the Seller shall have received those documents to be delivered to the Seller in
accordance with Section 2.5(b).

ARTICLE VII
ADDITIONAL COVENANTS

Section 7.1  Conduct of Business.

(@ From and after the date hereof until the Effective Date (the “ Interim Period”),
the Seller shall not (and shall cause its Affiliates not to), with respect to the Transferred Assets:

(i) ceaseto provide any material services previously provided in support
of the Business except in accordance with the Ordinary Course of Business;

(i) make any sale, transfer or other disposition of any Transferred Asset
that is material to the conduct and operations of the Business other than any such sale, transfer,
or other disposition that is made in the Ordinary Course of Business;

(iii)  with respect to the Seller and its controlled Affiliates, create or permit
to be created any Encumbrance on any Transferred Asset, other than (i) in the Ordinary Course
of Business to the extent that such Encumbrance does not materially and adversely affect the
Business, (ii) Permitted Encumbrances to the extent that such Encumbrance does not materially
and adversely affect the Business, (iii) that which would not materially and adversely affect such
Transferred Asset after the Effective Date or (iv) as contemplated in this Agreement or any of the
Related Agreements;
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(iv) change any accounting methods, policies or practices applicable to the
Business;

(v) amend, assign, terminate, cancel, or compromise any material clams
of the Seller against any Counterparty other than any such amendment, assignment, termination,
cancellation or compromise made in the Ordinary Course of Business;

(vi) make any material changes in the methods of operations of the
Business except in the Ordinary Course of Business, including, without limitation, risk
management practices and policies relating thereto;

(vii) enter into any agreement that is material to the Transferred Assets or
the conduct of the Business, except as in accordance with Schedule 7.1(b), that the Purchaser
would assume, or for which the Purchaser would otherwise become liable, as part of the
Contemplated Transaction, or terminate, amend, or otherwise modify in any material respect or
waive any materia rights under any Transferred Asset that is material to the conduct of the
Business other than any such termination, amendment, or modification that is made in the
Ordinary Course of Business,

(viii) incur any Indebtedness in connection with the Business other than in
the Ordinary Course of Business; or

(ix) takeany action to do or engage (or commit to do or engage) in any of
the foregoing.

(b)  Notwithstanding anything herein to the contrary, the foregoing shall not
apply to the taking of any action (i) that is required (including by virtue of being an express
condition to Closing) or explicitly permitted by the terms of this Agreement or the Related
Agreements, (ii) that is reasonably necessary in connection with the execution and implementation
of the Contemplated Transactions, (iii) to which the Purchaser givesits prior written consent (such
consent not to be unreasonably withheld or delayed), (iv) that is set forth in Schedule 7.1(b), or (V)
that isrequired in order to comply with applicable Law or Orders.

Section 7.2 Information and Access. From the date hereof until the last Transfer
Date or Novation Date, as the case may be, to occur with respect to the Transferred Assets
hereunder, the Seller shall (and shall cause its controlled Affiliatesto): (a) permit the Purchaser
and its Representatives to have reasonable access during normal business hours, and in a manner
S0 as not to interfere with the normal operations, to all premises, properties, personnel,
accountants, books, records, contracts and documents of or pertaining to the Transferred Assets
(subject to the Seller’ sright to redact information unrelated to the Transferred Assets); and (b)
furnish the Purchaser and its Representatives with all such information and data concerning the
Transferred Assets as the Purchaser or its Representatives reasonably may request in connection
with their review of information in accordance with clause (a), except to the extent that such
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information is subject to attorney-client privilege or furnishing any such information or data
would create any Liability under applicable Law, including antitrust Law, or would violate any
Law, Order or Contract applicable to the Seller or any of its Affiliates or by which any of the
Transferred Assets are bound. The Purchaser will indemnify and hold harmless the Seller and its
Affiliates (separate and apart from the Purchaser’ s obligationsin Article I X and without regard
to any basket, cap or other conditions or limitations contained in Article 1X) from and against
any Losses caused to the Seller or any of its Affiliates by the gross negligence or willful
misconduct of the Purchaser or its Representatives in connection with such access.
Notwithstanding anything in this Section 7.2 the Seller will not be required to permit access to or
furnish Tax Returns, books, records, contracts, documents, information or data relating to Taxes
to the extent that such Taxes do not relate exclusively to the Transferred Assets, and the
Purchaser will not have access to personnel and medical records if such access could, in the
Seller’ s good faith judgment, subject the Seller to risk of liability or otherwise violate any
applicable Law.

Section 7.3 Filings, Commer cially Reasonable Effortsto Close.

(& Inaddition to the obligations set forth in Sections 2.5, 2.6, 2.7, 2.8 and 2.11
from the date hereof until the Closing Date, the Seller and the Purchaser shall (and shall cause
their respective Affiliatesto, as applicable), as promptly as practicable, (i) use commercially
reasonable efforts to obtain all Consents of, make all filings with and give all notices to any
Governmental Body or any other Person required in order to consummate the Contempl ated
Transactions, including all Required Consents; (ii) provide such other information and
communications to any such Governmental Body or other Persons as such Governmental Body or
other Persons may reasonably request in connection with the activities listed in this Section 7.3;
and (iii) reasonably cooperate with each other to perform their respective obligations under this
Section 7.3. The Parties will provide prompt notification to each other when any such Consent,
filing or notice referred to in clauses (i) and (ii) above is obtained, taken, made or given, as
applicable, will keep each other reasonably informed as to the progress of any such actions and
will advise each other of any communications (and, unless precluded by any Law, provide copies
of any such communications that are in writing) with any Governmental Body or other Person
regarding any of the Contemplated Transactions. In furtherance of the foregoing covenants, any
filings with and notices to any Governmental Body or any other Person shall be submitted or
made as soon as practicable, but in no event later than January 15, 2010 for filings with FERC,
and the Parties shall request expedited treatment of such filings, shall promptly make any
appropriate or necessary subsequent or supplemental filings and shall cooperate in the preparation
of such filings asis reasonably necessary and appropriate.

(b) Notwithstanding anything else to the contrary herein, each of the Seller and
the Purchaser shall (and shall cause their respective Affiliates to, as applicable) use commercially
reasonable efforts (except to the extent a different standard is expressly provided for in this
Agreement) to consummate the Contemplated Transactions.
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(c) The Seller and the Purchaser shall each pay 50% of any consideration
payable to Third Parties or filing, recordation or similar fees arising, in each case, in connection
with the actions undertaken pursuant to Section 2.7, 2.8, 2.9, 2.11, or 7.6; provided, however, that
the foregoing shall not apply to any Governmental Authorizations that are specifically required by
Purchaser to consummate the Contemplated Transactions.

(d) Subject to the other terms and conditions hereof, the Purchaser acknowledges
that certain Consents required in connection with certain Trading Contracts and/or Transferred
Contracts may not have been obtained prior to the Closing Date. Except with respect to
obligations of the Seller set forth in Sections 2.7, 2.8, 2.9, and this 7.3, the Purchaser agrees that
the Seller shall otherwise not be subject to Liability hereunder for the failure to obtain any
Consent or the termination of any Trading Contract or Transferred Contract as aresult of the
Contemplated Transactions.

(e) Notwithstanding anything else herein to the contrary, the Seller and the
Purchaser agree that, in the event that any Consent or Governmental Authorization that is
necessary or desirable to preserve for the Business any right or benefit under any Transferred
Assetsis not obtained prior to the Closing Date, the Seller will, subsequent to the Closing Date,
use commercially reasonable efforts to obtain, or cooperate with the Purchaser in obtaining, such
Consent or Governmental Authorization as promptly thereafter as practicable.

Section 7.4 Retention of and Accessto Records.

(@ After the Closing Date, the Seller shall (and shall cause its Affiliates to)
provide the Purchaser and its Representatives reasonable access to such books and records, or
portions thereof, relating in any manner to the Transferred Assets during normal business hours
and on reasonable notice, for any reasonabl e business purpose, including to enable them to
prepare financial statements or Tax Returns, deal with Tax audits or as they may otherwise
reasonably request. Notwithstanding anything in this Section 7.4(a), the Seller and its Affiliates
will only be required to deliver to the Purchaser the portions of such books and records that relate
primarily to the Transferred Assets and may redact any statements or other information on the
portions of such books and records that do not relate to the Transferred Assets (subject to the
Seller’ sright to redact information unrelated to the Transferred Assets). Notwithstanding
anything in this Section 7.4(a), the Seller will not be required to permit accessto or furnish Tax
Returns, books, records, contracts, documents, information or data relating to Taxes to the extent
that such Taxes do not relate exclusively to the Transferred Assets. Such access will be afforded
during normal business hours by the Party in possession of the books and records upon receipt of
reasonable advance notice, but (a) any review of books and records will be conducted in such a
manner as not to interfere unreasonably with the operation of the business of any Party or its
Affiliates, (b) no Party will be required to take any action which would constitute a waiver of the
attorney-client privilege, and (c) no Party need supply the other Party with any information which
that Party isunder a contractual or other legal obligation not to supply.
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(b) After the seventh (7th) anniversary of the Closing Date (or such later date as
may be required under Laws applicable to the Purchaser or Purchaser’ s document retention
policies), the Seller or its Affiliates may elect to destroy any books and records described in
Section 7.4(a). The Purchaser shall, prior to the seventh (7th) anniversary of the Closing Date or
thereafter during the effective term of the requirements under this Section 7.4(b), advise the Seller
asto the Law referred to in the immediately preceding sentence.

Section 7.5 Further Assurances.

(@ The Parties shall (and shall cause their respective Affiliates to, as applicable)
cooperate reasonably with each other and with their respective Representatives in connection with
any steps required to be taken as part of their respective obligations under this Agreement, and,
subject to any restrictions set forth in Section 7.2, shall furnish upon request to each other such
further information as the other Party may reasonably request for the purpose of carrying out the
intent of this Agreement and the Contemplated Transactions.

(b) Subject to the terms and conditions of this Agreement, at any time or from
time to time after the date of this Agreement, at any Party’ s reasonable request and without further
consideration, each Party shall do all acts and things as may be necessary or desirable and are
within its control to carry out the intent of this Agreement and the Related Agreements, including
executing and delivering further instruments of sale, transfer, conveyance, assignment, novation,
confirmation or other documents that may be reasonably required and providing additional
materials and information.

(c) Both after the date hereof and after the Closing Date, each of the Seller and
the Purchaser shall use commercially reasonable efforts to take, or cause to be taken, all
appropriate action, do or cause to be done all things necessary, proper or advisable under
applicable Law, and to execute and deliver such documents and other papers, as may be necessary
or appropriate to carry out the terms and conditions of this Agreement and to consummate the
Contemplated Transactions, including obtaining any and all outstanding Required Consents.

(d) The Parties shall (and shall cause their respective Affiliates to, as applicable)
use commercially reasonable efforts in connection with the steps required to be taken to effectuate
any leasing arrangements required hereby.

Section 7.6  Transition Plans.

(@ Within five (5) Business Days after the date of this Agreement, the Seller and
the Purchaser shall form one or more joint transition teams to plan for and perform the various
activities set forth in this Section 7.6, as well as other activities that are to be performed between
the date of this Agreement and Closing.
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(b)  With respect to each Financial Assurance relating to any Transferred Asset,
the Purchaser shall use commercially reasonable efforts, with the assistance of the Seller and its
Affiliates as reasonably requested by the Purchaser, to (i) cause IEG and its Affiliates to be
released from any such Financia Assurances, including obtaining waivers and Consents from any
applicable Persons to replace any such Financial Assurances with appropriate Financia
Assurances from the Purchaser and/or Purchaser Parent and (i) to perform the actions required by
Section 2.8(b).

Section 7.7  Confidentiality.

(@ Unlessand until the Contemplated Transactions have been consummated, the
Purchaser and Seller will abide by the Confidentiality Agreement. If the Contemplated
Transactions are consummated, the Confidentiality Agreement will no longer apply to
Confidential Information related solely to the Transferred Assets, but will continuein full force
and effect with respect to all other Confidential Information.

(b) From and after the Closing, the Seller shall treat as confidential and shall
safeguard any and all information, knowledge and data relating to the Transferred Assetsin its
possession by using the same degree of care, but no |ess than a reasonable standard of care, to
prevent the unauthorized use, dissemination or disclosure of such information, knowledge and
data as the Seller used with respect thereto prior to the date hereof, it being understood that the
Seller may disclose such information (i) to the extent required to comply with Law, the rules of
any exchange or pursuant to regulatory request; provided, that the Seller shall provide as much
prior written notice to the Purchaser of such disclosure asis practical under the circumstances and
shall seek to limit such disclosure, and (ii) to its representatives and advisors to the extent that
such representatives and advisors have a reasonable basis to know such information in connection
with any services or work to be performed for or on behalf of the Seller.

(c) From and after the Closing, the Purchaser shall treat as confidential and shall
safeguard any and all information, knowledge or dataincluded in any information relating to the
business of the Seller and its Affiliates and the Transferred Assets that becomes known to the
Purchaser as aresult of the Contemplated Transactions except as otherwise agreed to by the Seller
in writing by using the same degree of care, but no less than a reasonable standard of care, to
prevent the unauthorized use, dissemination or disclosure of such information, knowledge and
data as the Purchaser uses with respect to its own information, knowledge and data, it being
understood that the Purchaser may disclose such information (i) to the extent required to comply
with Law, the rules of any exchange or pursuant to regulatory request; provided, that the
Purchaser shall provide as much prior written notice to the Seller of such disclosure asis practical
under the circumstances and shall seek to limit such disclosure, and (ii) to its representatives and
advisors to the extent that such representatives and advisors have a reasonable basis to know such
information in connection with any services or work to be performed for or on behalf of the
Purchaser.
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(d) The Purchaser and the Seller acknowledge that the confidentiality obligations
set forth in this Section 7.7 shall not extend to information, knowledge and datathat is publicly
available or becomes publicly available through no act or omission of the party owing a duty of
confidentiality, or is or becomes available on a non-confidential basis from a source other than the
party owing a duty of confidentiality so long as such source is not known by such party to be
bound by a confidentiality agreement with, or other obligations of secrecy to, the other party.

(e) Intheevent of abreach of the obligations hereunder by the Purchaser or the
Seller, the other party, in addition to all other available remedies, shall be entitled to injunctive
relief to enforce the provisions of this Section 7.7 in any court of competent jurisdiction.

Section 7.8  Related Agreements. Each of the Seller and the Purchaser agrees that it
shall, and shall cause their respective Affiliates to, as applicable, enter into and deliver, at or
prior to the Mirror Effective Date or the Closing Date, as applicable, each of the Related
Agreements, to which it or its Affiliates isintended to be a party.

Section 7.9  Non-Competition

(@) Each of the Seller and |EG agrees that for a period of thirty-six (36) calendar
months beginning at the Closing (the “Restricted Period”), none of the Seller, IEG or any of their
Affiliates, whether or not a party to this Agreement or any Related Agreement, shall offer,
participate through ownership or engage, either directly or indirectly, in the sale or marketing of
wholesale electricity in the United States, or otherwise operate, control or manage, either directly
or indirectly, any business substantially similar to the Business (the “ Restricted Business’).

(b) Notwithstanding the foregoing, this Section 7.9 shall not operate to prevent
or restrict:

(i) theregulated public utility Affiliates of each of the Seller and IEG
that are identified on Schedule 7.9;

(i) the Sdler, IEG or their Affiliates from managing, servicing,
operating, using or otherwise transacting business with any of the Excluded Assets or Excluded
Transactions,

(iif) any Person or Persons acquiring any of the Seller, IEG or their
respective Affiliates by merger, consolidation, amalgamation, share purchase or purchase of
substantially all of the assets of the Seller, IEG or any such Affiliates where such Person was not,
prior to such acquisition, an Affiliate of the Seller or IEG, as the case may be;

(iv) the Sdller, IEG and their Affiliates from purchasing or selling
wholesale electricity, or related hedge positions, in connection with (A) the generation facilities
owned by the Seller, IEG or their Affiliates, and (B) the retained retail electricity business
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encompassed by the Excluded Assets; provided, that the primary purpose of the Seller, IEG or
any of their Affiliates in conducting such activity is not to compete with the Restricted Business,

(v) thedirect or indirect acquisition by the Seller, IEG or any of their
Affiliates (through acquisition, merger or other strategic transaction) of an interest in any Person
that engages in the Restricted Business; provided, that the primary purpose of the Seller, IEG or
any of their Affiliatesin conducting such activity is not to complete with the Restricted Business,
and

(c) TheRestricted Period shall be extended by the length of any period during
which the Seller, IEG or its Affiliates are in breach of the terms of this Section 7.9.

(d) Asaseparate and independent covenant of each of the Seller and IEG, for a
period of one (1) year following the Effective Date, each of the Seller and IEG shall, and shall
cause their respective Affiliates not to, (i) employ or receive or accept the performance of services
by any Purchaser Key Employee, or (ii) solicit for employment any Purchaser Key Employeeg;
provided, that clause (i) or (ii) shall not limit the Seller’s, IEG’ s or their respective Affiliates
ability to engage in general solicitations of employment not targeted at Purchaser Key Employees
or employing an individual who contacts Seller, IEG or their respective Affiliates on his or her
own initiative.

(e) Each of the Seller and IEG acknowledges and agrees that its obligations set
forth in this Section 7.9 are an essential element of this Agreement and that, but for the agreement
of the Seller and IEG in this Section 7.9, the Purchaser would not have entered into this
Agreement. Each of the Seller, IEG and the Purchaser acknowledges and agrees that the
undertakings of the Seller and 1EG in this Section 7.9 constitute an independent covenant of the
Seller and |EG and shall not be affected by the performance or nonperformance by any Party
hereto of any other term or provision of this Agreement. Each of the Seller, IEG and the
Purchaser acknowledges that it has consulted with its own counsel with regard to this Section 7.9
and, after such consultation, agrees that the obligations of the Seller and IEG set forth in this
Section 7.9 are reasonable and proper, have been negotiated fully and fairly and represent an
agreement based on the totality of the Contemplated Transactions.

Section 7.10 Notice of Material Developments. Prior to the Closing Date, the
Purchaser and the Seller shall use commercially reasonable efforts to communicate promptly
with each other about material events, circumstances, facts and occurrences relating to the
Transferred Assets and arising subsequent to the date hereof; provided, however, that no such
notification shall otherwise affect in any manner the liability of such party hereunder, including
with respect to indemnification.

Section 7.11 The Seller’s Employees.
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(@ Nolater than thirty (30) Business Days prior to the Closing, the Purchaser
will give aQualifying Offer of employment to each of the employees of the Seller that Purchaser
identifies on a Schedule to be provided to Seller by Purchaser not later than the Mirror Effective
Date; provided, however, that each such Qualifying Offer shall be subject to the customary hiring
policies and procedures of the Purchaser, including, but not limited to, appropriate screening
procedures, as applicable. Each such person who becomes employed by the Purchaser pursuant
to this Section 7.11 isreferred to herein asa” Transferred Employee”. For purposes hereof, a
“Qualifying Offer” means an offer that provides for employment with the Purchaser or one of its
Affiliates commencing on the Closing Date. All of such Qualifying Offers shall be made in
accordance with applicable Laws, and shall remain open for a period expiring no earlier than five
(5) Business Days prior to the Closing Date. Any such offer which is accepted before it expires
shall thereafter be irrevocable, except for good cause. Following acceptance of such offers, the
Purchaser will provide written notice thereof to the Seller.

(b) The Purchaser, for aperiod of one (1) year following the Effective Date,
shall, and shall cause its Affiliates not to, (i) employ or receive or accept the performance of
services by any employee of the Seller or any of its Affiliates (other than the Transferred
Employees), or (ii) solicit for employment any employee of the Seller or any of its Affiliates,
provided, that clause (i) or (ii) shall not limit the Purchasers or it Affiliates ability to engagein
general solicitations of employment not targeted at such employees of the Seller or any of its
Affiliates or employing an individual who contacts the Purchaser or its Affiliates on his or her
own initiative.

ARTICLE VIII
TERMINATION

Section 8.1 Termination. This Agreement may be terminated prior to the Closing
solely asfollows:

(& by mutual written consent of the Seller and the Purchaser;

(b) [CONFIDENTIAL TREATMENT REQUESTED] by the Seller or the
Purchaser by not less[CONFIDENTIAL TREATMENT REQUESTED)] prior written notice to
the other Party (if the terminating Party isnot, at such time, in material breach of this Agreement
which breach has caused the Closing not to occur prior to such date), if the Closing has not
occurred on or before the date such notice is given; or

(c) if the Seller or the Purchaser failsin any material respect to perform or
comply with any covenant hereunder or under any Related Agreement to be performed or
complied with on or prior to the Closing Date or any representation or warranty made or deemed
made by the Seller or the Purchaser proves to be incorrect or misleading in any material respect
when made or deemed made and as a result thereof the non-defaulting Party would not under the
terms of this Agreement be obligated to consummate the Closing, then, in each case, upon
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[CONFIDENTIAL TREATMENT REQUESTED] written notice from the non-defaulting Party
(unless the defaulting Party shall have cured, within such [CONFIDENTIAL TREATMENT
REQUESTED] period, the condition giving rise to such notice in a manner that would cause the
conditions to Closing of this Agreement to be satisfied, in which case, this Agreement shall
continue in effect notwithstanding any such notice or,); or

(d) by ether Party immediately upon the occurrence of an Insolvency Event with
respect to the other Party or the Person guaranteeing the obligations of such Party; or

(e) by the Purchaser if on any date the sum of al payments made pursuant to
Section 2.6 either to the Purchaser or to the Seller aggregate to (i) $ [CONFIDENTIAL
TREATMENT REQUESTED] (in each instance, a“Misbooking Trigger Date”) upon written
notice to the Seller within the earlier [CONFIDENTIAL TREATMENT REQUESTED] following
the relevant Misbooking Trigger Date and [CONFIDENTIAL TREATMENT REQUESTED].

Section 8.2 Termination Fee; Sole and Exclusive Remedy. Inthe event this
Agreement is terminated pursuant to Section 8.1(c) or (d), in addition to any amounts payable by
either Party pursuant to Sections 2.9, 2.10 and 2.11, the Defaulting Party with respect to such
termination shall pay to the Non-Defaulting Party, within five (5) Business Days of the date of
termination of this Agreement, the Termination Fee by wire transfer in immediately available
funds to the account or accounts designated by the Non-Defaulting Party. Each of the Seller and
the Purchase hereby expressly acknowledge, agree and stipulate that (i) the Termination Fee
represents compensation for costs and |osses associated with the termination of this Agreement
and the failure to consummate the Contemplated Transactions, which costs and |osses are
difficult or impossible to ascertain with any certainty, including costs and losses relating, but not
limited, to hedging costs, attorneys fees, other professional services fees, costs of capital and
opportunity costs related to the Transferred Assets, but particularly to the Transferred Contracts
and Other Assets, (i) the amount of the Termination Fee, in addition to any amounts payable by
either Party pursuant to Sections 2.9, 2.10 and 2.11, constitutes a reasonabl e approximation of
the costs and losses to the Non-Defaulting Party as aresult of termination of this Agreement and
the failure to consummate the Contemplated Transactions, (iii) it hereby waivesitsright to
contest the payment or amount the Termination Fee, including on the grounds that the payment
of the Termination Fee constitutes a penalty or otherwise, (iv) except in the case of fraud, willful
breach or willful misconduct, the payment of the Termination Fee by the Defaulting Party
constitutes, together with any amounts payable by either Party pursuant to Sections 2.9, 2.10 and
2.11, the sole and exclusive remedy available to the Non-Defaulting Party for any breach or
default under this Agreement or any Related Agreement. For the avoidance of doubt, the remedy
of specific performance set forth in Section 10.11 shall not be available to any Party upon
termination of this Agreement and payment of the Termination Fee in accordance with this
Section 8.2.

Section 8.3  Effect of Termination.
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(@ Intheevent this Agreement isterminated pursuant to Section 8.1, all further
obligations of the Parties hereunder shall terminate and this Agreement shall become null and void
and of no further force and effect, except with respect to Section 2.9(b), Section 2.10(b), Section
2.11(b), Section 8.2, this Section 8.3 and Article X and except that nothing in this Section 8.3
shall relieve any Party from liability for any breach of this Agreement that arose prior to such
termination, for which liability the provisions of Article IX shall remain in effect in accordance
with the provisions and limitations of such Article. Such termination shall not relieve any Party of
any Liability for any intentional breach of this Agreement or fraud prior to such termination. The
provisions of the Confidentiality Agreement shall survive termination of this Agreement for a
period of two (2) years from the date of termination.

(b)  Any paymentsto be made between the Parties pursuant to (i) this Agreement,
including any payments to be made pursuant to Sections 2.9(b), 2.10(c), 2.11(b), and 8.2, (ii) the
Guarantee Agreements, (iii) the Supply Trade Agreements, (iv) the Mirror Confirm, and (v) the
MCP-IES ISDA Master Agreement asit relates to Section 2.16, may be made on a net basis, with
the Party owing the greater amount paying to the Party owing the lesser amount the difference
between such amounts; provided, in calculating any such payment on a net basis, such calculation
shall be performed by, first, calculating the payments to be made on a net basis with respect to
each agreement individually and, second, by calculating the payment to be made on a net basis
among all the foregoing agreements collectively; provided, however, that the foregoing provision
shall not apply to any rights, claims or payments made, owing or relating to the terms and
conditions set forth in Article IX.

ARTICLE IX
INDEMNIFICATION

Section 9.1  Survival.

(@ All covenants and other agreements in this Agreement to be performed after
the Closing shall survive the Closing until so performed. All representations and warrantiesin
this Agreement shall survive the Closing for a period of eighteen (18) months after the Closing
Date; provided, however, that the representations and warranties set forth in Sections 3.2, 3.3, 3.4,
3.6 and 3.8 shall survive the Closing for a period of three (3) years after the Closing Date.

(b) Subject to Section 9.1(c), the Seller shall not be liable for the exacerbation of
any L osses with respect to any claim, action or Proceeding in connection with this Agreement
unless the Seller receives from the Purchaser written notice (i) as soon as reasonably practicable
after the Purchaser becomes aware of such claim, action or Proceeding, and (ii) containing
specific details of the claim, action or Proceeding, including the Purchaser’ s estimate, or for a
claim, action or Proceeding with respect to Taxes, the Purchaser’ s estimate resulting from its best
efforts, on awithout prejudice basis, in each case, of the amount at issue with respect to such the
claim, action or Proceeding.

49



CONFIDENTIAL TREATMENT REQUESTED FOR PORTIONS OF THIS DOCUMENT.
PORTIONS FOR WHICH CONFIDENTIAL TREATMENT IS REQUESTED ARE
DENOTED BY [CONFIDENTIAL TREATMENT REQUESTED]. MATERIAL OMITTED
HAS BEEN FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE
COMMISSION.

(c) Notwithstanding anything to the contrary herein, the Seller shall not be liable
for any Losses with respect to any claim, action or Proceeding in connection with this Agreement
unless the Seller receives from the Purchaser written notice prior to the expiration of the
applicable survival period set forth in Section 9.1(a) with respect to any claim for indemnification
pursuant to Section 9.2(a).

Section 9.2  Indemnification by Seller

From and after the Closing Date, the Seller shall indemnify and hold the Purchaser and
each of its Affiliates, directors, shareholders, officers and employees (collectively, the
“Purchaser Group”), harmless from and against L osses imposed upon or incurred by any of them
which arise out of:

(@ any misrepresentation or inaccuracy of arepresentation or warranty made by
the Seller in this Agreement, pursuant to any certificate delivered by the Seller pursuant hereto or
as may be made by the Seller in any Related Agreements;

(b) any breach or non-fulfillment of any covenant or agreement on the part of the
Seller or its Affiliates in this Agreement or any Related Agreement to which it isa party, asthe
case may be;

(c) any (A) Liabilitiesfor Successor Liability Taxes or any other Taxes with
respect to any of the Transferred Assets or the Business, in each case related to a Tax period (or
portion of any period) which ends, with respect to each Transferred Asset or the Business, on or
before the earlier of (i) the date that such Transferred Asset or the Businessis novated (if
applicable), and (ii) the date that such Transferred Asset or the Business is treated by the Law
imposing such Taxes as transferred from the Seller to the Purchaser, or (B) liability of the Seller
for Transfer Taxes pursuant to Section 10.3(a); and

(d) the Excluded Assets, the Excluded Transactions and the Excluded Liabilities.

Section 9.3  Indemnification by Purchaser. From and after the Closing Date, the
Purchaser shall indemnify and hold the Seller and each of its Affiliates, directors, shareholders,
officers and employees (the “ Seller Group”), harmless from and against Losses imposed upon or
incurred by any of them which arise out of:

(& any misrepresentation or inaccuracy of arepresentation or warranty made by
the Purchaser in this Agreement, pursuant to any certificate delivered by the Purchaser pursuant
hereto or as may be made by the Seller in any Related Agreements;

(b) any breach or non-fulfillment of any covenant or agreement on the part of the
Purchaser in this Agreement;
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(c) any (A) Liabilitiesfor any Taxes with respect to the Transferred Assets or the
Business, in each case related to a Tax period (or portion of any period) which begins, with
respect to each Transferred Asset or the Business, after the earlier of (i) the date that such
Transferred Asset or the Business is novated (if applicable), and (ii) the date that such Transferred
Asset or the Businessistreated by the Law imposing such Taxes as transferred from the Seller to
the Purchaser, or (B) liability of the Purchaser for Transfer Taxes pursuant to Section 10.3(a); or

(d) the ownership, possession, use, maintenance, administration, or operation of
the Transferred Assets after the Closing; and

(e) the Assumed Liabilities.
Section 9.4 Indemnification Procedur es.

(8 Asserting a Claim. Without limiting the provisions of Section 9.1, if a Party
(an “Indemnified Party”) wishes to assert a claim for indemnification against the other Party (the
“Indemnifying Party”), the Indemnified Party shall give notice to the Indemnifying Party, setting
forth with particularity the basis for the claim, promptly after the Indemnified Party becomes
aware of any fact, condition, or event which givesrise to a Claim for which indemnification may
be sought under this Article IX. Failure to notify the Indemnifying Party shall not relieve the
Indemnifying Party of liability it may have to the Indemnified Party, except to the extent that the
Indemnifying Party has been materially prejudiced by such failure and except that nothing in this
Agreement shall be deemed to extend the time limits set forth in Section 9.1. Each Indemnified
Party shall use commercially reasonable efforts to mitigate L osses for which it seeks
indemnification under this Article IX.

(b) Third Party Claims. If any lawsuit, enforcement action, demand or claimis
brought or made by any other Person (a*“ Third Party Claim”) against an Indemnified Party isthe
basis for an indemnification claim pursuant to Section 9.2 or Section 9.3, the Indemnifying Party
shall be entitled, if it so elects, to take control of the defense and investigation of the Third Party
Claim and to employ and engage attorneys of its own choice reasonably acceptable to the
Indemnified Party to handle and defend the Third Party Claim, at the Indemnifying Party’s cost,
risk and expense. Any election by the Indemnifying Party to take control of the defense and
investigation of a Third Party Claim shall not be deemed a waiver of the Indemnifying Party’s
right to determine at alater date that the Third Party Claim is not entitled to indemnification under
this Agreement, in which case Indemnifying Party may, in the exercise of its sole discretion,
determine not to continue to defend that Third Party Claim and any action taken by the
Indemnifying Party in connection with that determination shall be undertaken in a manner so as
not to materially prejudice the defense or the rights of the Indemnified Party. The Indemnified
Party shall cooperate with the Indemnifying Party so as to minimize the risk of any such
prejudice. The Indemnified Party shall cooperate in al reasonable respects with the Indemnifying
Party and such attorneys in the investigation, trial and defense of any Third Party Claim and any
resulting appeal, which shall include: (a) furnishing such records, information and testimony, and
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attending such conferences, discovery proceedings, hearings, trials and appeals, as reasonably
may be requested in connection with the Third Party Claim, (b) affording access during normal
business hours to the Indemnifying Party to, and reasonabl e retention by the Indemnified Party of,
records and information which are reasonably relevant to the Third Party Claim, and (c) making
its employees available on a mutually convenient basis to provide additional information and
explanation of any material provided to the Indemnifying Party under this Agreement. The
Indemnified Party nevertheless may, at its own cost, participate in the investigation, trial and
defense of such Third Party Claim or any resulting appeal.

Section 9.5  Settlement or Compromise of Third Party Action; Failureto Assume
Defense. If the Indemnifying Party has assumed control of the defense of a Third Party Claim
pursuant to Section 9.4, the Indemnifying Party may consent to a settlement or compromise of,
or the entry of any monetary judgment arising from the Third Party Claim without the prior
consent of the Indemnified Party if, and only if, the proposed settlement, compromise or entry ()
does not contain an admission of guilt or wrongdoing on the part of the Indemnified Party, and
(b) does not provide for any remedy or sanction against the Indemnified Party other than the
payment of money which the Indemnifying Party agrees to pay and does pay. If the
Indemnifying Party does not assume the defense of the Third Party Claim in accordance with
Section 9.4 within twenty (20) Business Days after the receipt of notice of the Third Party Claim,
the Indemnified Party may, at the Indemnifying Party’ s expense, defend the Third Party Claim,
but may settle or compromise the Third Party Claim only with the consent of the Indemnifying
Party.

Section 9.6  Adjustment to Purchase Price. Amounts paid with respect to
indemnification pursuant to Section 9.2(a) or Section 9.3(a) shall be treated as an adjustment to
the Purchase Price.

Section 9.7 General Limitations.

(8) Basket. Exceptin the caseof (i) fraud, willful breach or willful misconduct,
(i) Liability for Taxes that are the responsibility of the Seller, and (iii) as provided in Section
10.11, the Seller shall not be liable to any member of the Purchaser Group under Section 9.2(a),
and the Purchaser shall not be liable to any member of the Seller Group under Section 9.3(a)
unless and until the aggregate cumulative amount of al such Losses exceeds one million dollars
($1,000,000.00), and then shall be liable only to the extent of such excess; provided, however, that
the limitation pursuant to this Section 9.7(a) shall not apply (i) to any adjustment to the Purchase
Price occurring pursuant to the terms and provisions of Article 11, including without limitation
with respect to any Misbooking and Identified Transactions, or (ii) to any claim for
indemnification arising from a breach of Section 3.2, 3.3, 3.4 or 3.6.

(b) Cap. Exceptin the caseof (i) fraud, willful breach or willful misconduct, (ii)
Liability for Taxes that are the responsibility of the Seller, and (iii) as provided in Section 10.11,
in no event shall the aggregate cumulative amount of the Seller’s Liabilities under Section 9.2(a),
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or the Purchaser’ s Liabilities under Section 9.3(a), exceed twenty-five million dollars
($25,000,000.00); provided, however, that the limitation pursuant to this Section 9.7(b) shall not
apply (i) to any adjustment to the Purchase Price occurring pursuant to the terms and provisions of
Article I1, including without limitation with respect to any Misbooking and Identified
Transactions, or (ii) to any claim for indemnification arising from a breach of Section 3.2, 3.3, 3.4,
3.6,3.9,3.120r 3.13.

(c) Limitation. NOTWITHSTANDING ANYTHING TO THE CONTRARY
ELSEWHERE IN THISAGREEMENT OR PROVIDED FOR UNDER ANY APPLICABLE
LAW, NO PARTY WILL, IN ANY EVENT, BE LIABLE, EITHER IN CONTRACT ORIN
TORT, FOR ANY CONSEQUENTIAL, INCIDENTAL, INDIRECT, SPECIAL, OR PUNITIVE
DAMAGES, INCLUDING LOSS OF FUTURE REVENUE, INCOME, OR PROFITS,
DIMINUTION OF VALUE, OR LOSS OF BUSINESS REPUTATION OR OPPORTUNITY,
RELATING TO THE BREACH OR ALLEGED BREACH OF THISAGREEMENT OR
OTHERWISE, WHETHER OR NOT THE POSSIBILITY OF SUCH DAMAGES HAS BEEN
DISCLOSED IN ADVANCE OR COULD HAVE BEEN REASONABLY FORESEEN (“Non-
Reimbursable Damages’).

(d) Collateral Sources. In calculating the amount of Losses for which an
Indemnified Party is entitled to indemnification under Section 9.2(a) or Section 9.3(a), as
applicable, the amount of Losses shall be reduced by (&) any insurance proceeds actually received
by the Indemnified Party from an insurance carrier with respect to those L osses, provided that if
the Indemnified Party fails to either diligently pursue any such insurance proceeds reasonably
availableto it or assign avalid right to the Indemnifying Party to pursue such insurance proceeds,
the Indemnifying Party’ s obligation shall be reduced by the amount of insurance proceeds that
would have been reasonably available to and obtainable by the Indemnified Party, (b) any
amounts actually received by the Indemnified Party from Third Parties with respect to L osses
pursuant to indemnification, warranty or other similar rights, provided that if the Indemnified
Party failsto diligently pursue such rights, the Indemnifying Party’s obligation shall be reduced
by the amounts available to the Indemnified Party, and (c) Tax benefits. If any Losses for which
indemnification is provided under Section 9.2(a) or Section 9.3(a), as applicable, subsequently are
reduced by any insurance payment or recovery from a Third Party or loss of Tax benefits, the
Indemnified Party promptly shall remit the amount of such reduction to the Indemnifying Party.

(e) Duty to Mitigate L osses. Each Indemnified person shall useits
commercially reasonable efforts to mitigate any indemnifiable L osses.

(f) Additional Limitations. Neither Indemnifying Party shall have any
indemnification obligations under this Article IX to the extent that, as aresult of any gross
negligence or willful misconduct of an Indemnified Party after the Closing Date, the amount of
L osses subject to indemnification by such Indemnifying Party is exacerbated.
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Section 9.8  Exclusive Remedies. Except in the case of fraud, willful breach and
willful misconduct, and except as provided in Section 10.11, the Seller and the Purchaser
acknowledge and agree that, from and after the Closing, the sole and exclusive remedy for any
breach or inaccuracy, or alleged breach or inaccuracy, of any representation or warranty in this
Agreement, any certificate delivered pursuant hereto, as the case may be, or any Related
Agreement or any covenant or agreement to be performed under this Agreement or any Related
Agreement on or prior to the Closing Date, will be indemnification in accordance with this
Article IX. In furtherance of the foregoing, the Seller and the Purchaser waive, to the fullest
extent permitted by applicable Law, any and all other rights, claims, and causes of action
(including rights of contributions, if any) that may be based upon, arise out of, or relate to this
Agreement or any such certificate or Related Agreement, or the negotiation, execution, or
performance of this Agreement or any Related Agreement (including any tort or breach of
contract claim or cause of action based upon, arising out of, or related to any representation or
warranty made in or in connection with this Agreement or any Related Agreement or as an
inducement to enter into this Agreement or any Related Agreement), known or unknown,
foreseen or unforeseen, which exist or may arise in the future, that it may have against the other
arising under or based upon any Law (including any such Law under or relating to environmental
matters), common law, or otherwise.

Section 9.9 Non-Recourse. No past, present or future director, officer, employee,
incorporator, member, partner, stockholder, affiliate, agent or Representative of the Seller or the
Purchaser, respectively, or their respective Affiliates, shall have any Liability for any obligations
or Liabilities of Seller under this Agreement or the other documents delivered by the Seller or the
Purchaser in connection with this Agreement, of or for any claim based on, in respect of, or by
reason of, the Contemplated Transactions.

ARTICLE X
GENERAL PROVISIONS

Section 10.1 Expenses. Except as otherwise expressly provided in this Agreement
(including in Section 7.3(c)), whether or not the Contemplated Transactions are consummated,
the Parties shall bear their own costs and expenses in connection with the preparation,
negotiation and execution of this Agreement and the Related Agreements and the consummation
of the Contemplated Transactions.

Section 10.2 Public Announcements and Confidentiality. None of the Parties nor
their respective Subsidiaries or Affiliates, as the case may be, shall issue or cause the publication
of this Agreement, any Related Agreement or any press release or other public announcement or
communication with respect to the Contemplated Transactions without the prior written consent
of the other Parties hereto, which consent shall not be unreasonably withheld or withdrawn,
except to the extent a Party’ s counsel deems necessary or advisable in order to comply with any
Law or the regulations or policies of any securities exchange or other similar regulatory body (in
which case the disclosing Party shall give the other Parties notice as is reasonably practicable of
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any required disclosure, shall limit such disclosure to the information required to comply with
such Law or regulations, and shall use commercially reasonable efforts to accommodate any
suggested changes to such disclosure from the other Parties to the extent reasonably practicable).

Section 10.3 Tax Matters.

(@ Notwithstanding any provision of this Agreement to the contrary, the
Purchaser and the Seller shall each pay one-half of all Transfer Taxes incurred in connection with
this Agreement and the Contemplated Transactions. The Seller and the Purchaser shall cooperate
in timely making all filings, Tax Returns, reports and forms as may be required to comply with the
provisions of Tax Laws. For purposes of this Agreement, “ Transfer Taxes’ shall mean all
transfer, sales and use, stamp duty, stamp duty reserve tax, documentary, registration and other
such taxes (including all applicable real estate transfer taxes).

(b)  Within sixty (60) days of the Closing Date, the Seller shall prepare a draft
allocation of the consideration paid for the Transferred Assets among the Transferred Assets,
which allocation will also include a determination as to the total gross value of all Transferred
Assets that have a positive value, and a determination as to the total gross value of al Transferred
Assets that have a negative value (the “Draft Allocation™). The Purchaser shall have sixty
(60) days after receipt of the Draft Allocation to object in writing to the Draft Allocation. If the
Purchaser does not object to the Draft Allocation within such 60-day period, the Draft Allocation
shall becomefinal (the “Final Allocation”). If the Purchaser objects to the Draft Allocation in
writing within such 60-day period, the Seller and the Purchaser shall attempt in good faith to
resolve the disputed items in the Draft Allocation, and any such resolution shall constitute the
Final Allocation. If, within thirty (30) days after the Purchaser has objected in writing to the Draft
Allocation, the Parties have not resolved all disputed items with respect to the Draft Allocation,
the remaining disputed items shall be resolved by a nationally recognized accounting firm, and its
resolution shall constitute the Final Allocation. The Seller and the Purchaser (1) shall be bound
by the Final Allocation for purposes of determining any and all consequences with respect to
Taxes of the Transferred Assets, (2) shall prepare and file all Tax Returns to be filed with any
taxing authority in a manner consistent with the Final Allocation, and (3) shall take no position
inconsistent with the Final Allocation in any Tax Return, in any discussion with or Proceeding
before any taxing authority, or otherwise.

(c) Tothe extent necessary to determine the liability for Taxes for aportion of a
taxable year or period that begins before and ends after the Closing Date, the determination of the
Taxes for the portion of the year or period ending on, and the portion of the year or period
beginning after, the Closing Date shall be determined by assuming that the taxable year or period
ended as of the close of business on the Closing Date, except that those annual property taxes and
exemptions, alowances or deductions that are calculated on an annual basis shall be prorated on a
time basis.
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Section 10.4 Notices. All notices, Consents, waivers and other communications
required or permitted by this Agreement shall be in writing and shall be deemed given to a Party
when (a) delivered to the appropriate address by hand or by nationally recognized overnight
courier service (costs prepaid), (b) sent by facsimile or e-mail with confirmation of transmission
by the transmitting equipment or (c) received or rejected by the addressee, if sent by certified
mail, return receipt requested, in each case to the following addresses, facsimile numbers or
e-mail addresses and marked to the attention of the person (by name or title) designated below
(or to such other address, facsimile number, e-mail address or person as a Party may designate by
notice to the other Parties):

If tothe Sdller:

Integrys Energy Services, Inc.

1716 Lawrence Drive

De Pere, WI 54115

Attention: Daniel J. Verbanac, COO
Facsimile: (920) 617-6070

With copiesto:

Foley & Lardner LLP

777 East Wisconsin Avenue

Milwaukee, WI 53202

Attention: Allen W. Williams, Jr.
Jason W. Allen

Facsimile: (414) 297-4900

If to the Purchaser:

Macquarie Cook Power Inc.
One Allen Center

500 Dallas Street, Suite 3100
Houston, TX 77002

Attention: Benjamin Preston
Telephone:  +1-713-275-6142
Facsimile: +1-713-275-6115

With a copy to:
Macquarie Cook Power Inc.

One Allen Center
500 Dallas Street, Suite 3100
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Houston, TX 77002

Attention: Patricia Jones, Legal Risk Management
Telephone:  +1-713-275-6107

Facsimile: +1-713-275-6115

Ifto | EG:

Integrys Energy Group, Inc.

700 North Adams Street

Green Bay, WI 54301

Attention: Barth J. Wolf, Vice President, Chief Legal Officer and Secretary
Facsimile: (920) 433-1526

With copiesto:

Foley & Lardner LLP

777 East Wisconsin Avenue

Milwaukee, WI 53202

Attention: Allen W. Williams, Jr.
Jason W. Allen

Facsimile: (414) 297-4900

Section 10.5 Governing Law; Submission to Jurisdiction; Selection of Forum;
Waiver of Trial by Jury. THE AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK
WITHOUT REGARD TO PRINCIPLES OF CONFLICTS OF LAW TO THE EXTENT THAT
SUCH PRINCIPLES WOULD PERMIT OR REQUIRE THE APPLICATION OF LAWS OF
ANOTHER JURISDICTION. Each Party hereto agrees that it shall bring any action or
Proceeding in respect of any claim arising out of or related to this Agreement or the transactions
contained in or contemplated by this Agreement and the Related Agreements, exclusively in the
United States District Court for the Southern District of New York (or if subject matter
jurisdiction before the federal court does not exist, then before the New Y ork State Supreme
Court for the Borough of Manhattan, in New Y ork, New Y ork) (the “Chosen Courts’), and
solely in connection with claims arising under this Agreement or the transactions that are the
subject of this Agreement or any of the Related Agreements (i) irrevocably submitsto the
exclusive jurisdiction of the Chosen Courts, (ii) waives any objection to laying venue in any such
action or Proceeding in the Chosen Courts, (iii) waives any objection that the Chosen Courts are
an inconvenient forum or do not have jurisdiction over any Party hereto and (iv) agrees that
service of process upon such Party in any such action or Proceeding shall be effectiveif noticeis
given in accordance with Section 10.4 of this Agreement. Each Party hereto irrevocably
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designates C.T. Corporation as its agent and attorney in fact for the acceptance of service of
process and making an appearance on its behalf in any such claim or Proceeding and for the
taking of all such acts as may be necessary or appropriate in order to confer jurisdiction over it
before the Chose Courts and each Party hereto stipulates that such consent and appointment is
irrevocable and coupled with an interest. Each Party hereto irrevocably waives any and al right
totrial by jury in any legal Proceeding arising out of or relating to this Agreement or the
Contemplated Transactions.

Section 10.6 Amendment and Waiver. Any provision of this Agreement may be
amended or waived if, and only if, such amendment or waiver isin writing and signed, in the
case of an amendment, by the Purchaser and the Seller, or in the case of awaiver, by the Party
against whom the waiver isto be effective. No failure or delay by any Party in exercising any
right, power or privilege hereunder shall operate as a waiver thereof nor shall any single or
partial exercise thereof preclude any other or further exercise thereof or the exercise of any other
right, power or privilege. The rights and remedies herein provided shall be cumulative and not
exclusive of any rights or remedies provided by law except as otherwise provided in Article I X
hereof.

Section 10.7 Entire Agreement.

(@ This Agreement, together with the Related Agreements, supersedes all prior
agreements, whether written or oral, between the Parties with respect to its subject matter
(including any letter of intent between the Parties related to the subject matter of this Agreement)
and constitutes (along with the Schedules, Exhibits and other documents delivered pursuant to this
Agreement) the entire agreement between the Parties with respect to its subject matter except for
the Confidentiality Agreement, which shall remainin full force and effect until the Closing.

(b) Inthe case of any conflict between this Agreement and any of the Related
Agreements, the relevant Related Agreement shall prevail except as expressly set forth in such
Related Agreement.

Section 10.8 Assignments, Successorsand No Third-Party Rights. No Party may, in
whole or in part, assign any of itsrights or interests or delegate any of its obligations under this
Agreement without the prior written consent of both the Purchaser and the Seller, and any
attempt to do so will be void; provided, however, that without prior written consent either the
Purchaser or the Seller may pursuant to a corporate reorganization assign any of itsrights or
interests under this Agreement to any Affiliate so long as (a) the assignee is bound by this
Agreement, (b) the assignee remains an Affiliate of the Purchaser or the Seller, as the case may
be, and (c) such assignment does not prevent or materially impede, interfere with, or delay the
Contemplated Transaction, increase the costs to non-assigning Party of the consummation of
Contemplated Transaction or result in any Seller or its Affiliates incurring a Tax Liability in
excess of the Tax Liability Seller or its Affiliates would otherwise incur without such
designation. Subject to the preceding sentence, and except as otherwise expressly provided in
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Sections 9.2 and 9.3, this Agreement will apply to, be binding in all respects upon and inure to
the benefit of the successors and permitted assigns of the Parties. Nothing expressed or referred
to in this Agreement will be construed to give any Person other than the Partiesto this
Agreement any legal or equitable right, remedy or claim under or with respect to this Agreement
or any provision of this Agreement, except such rights as shall inure to a successor or permitted
assignee pursuant to this Section 10.8.

Section 10.9 Severability. The provisions of this Agreement shall be deemed
severable and the invalidity or unenforceability of any provision shall not affect the validity or
enforceability of the other provisions hereof. If any provision of this Agreement, or the
application thereof to any Person or any circumstance, isinvalid or unenforceable, (a) a suitable
and equitable provision shall be substituted therefor in order to carry out, so far as may be valid
and enforceable, the intent and purpose of such invalid or unenforceable provision, and (b) the
remainder of this Agreement and the application of such provision to other Persons or
circumstances shall not be affected by such invalidity or unenforceability, nor shall such
invalidity or unenforceability affect the validity or enforceability of such provision, or the
application thereof, in any other jurisdiction.

Section 10.10 Execution of Agreement. This Agreement may be executed in one or
more counterparts, each of which will be deemed to be an original copy of this Agreement and
all of which, when taken together, will be deemed to constitute one and the same agreement.

The exchange of copies of this Agreement and of signature pages by facsimile or e-mail
transmission shall constitute effective execution and delivery of this Agreement asto the Parties
and may be used in lieu of the original Agreement for all purposes. Signatures of the Parties
transmitted by facsimile or e-mail shall be deemed to be their original signatures for all purposes.

Section 10.11 Specific Performance. Subject to Section 8.2, the Parties hereto,
including IEG (solely with respect to Section 7.9), acknowledge and agree that irreparable harm
for which monetary damages would not be an adequate remedy would occur in the event of a
breach of any of the terms or provisions of this Agreement related to effecting the Closing or
Section 2.7(a) and (d) (Transferred Contracts; Other Assets), Section 2.8(a) (Trading Contracts),
Section 2.9 (Exchange Traded Transactions), Section 2.10 (Mirror Transactions), Section 2.11
(SO Contracts), Section 7.3 (Filings, Commercially Reasonable Effortsto Close), Section 7.6
(Transition Plans), Section 7.7 (Confidentiality) and Section 7.9 (Non-Competition).
Accordingly, the Parties hereto, including |EG, agree that, in addition to other remedies, each of
the Parties shall be entitled to specific performance without the necessity of proving the
inadequacy of monetary damages as aremedy and to obtain injunctive relief against any such
breaches or threatened breaches of this Agreement.

Section 10.12 Disclosures. Prior to the Closing Date, the Seller may, at its option,
supplement or amend the Schedules with items that are not material in order to avoid any
misunderstanding; provided, however, that any such inclusion, or any references to dollar
amounts, shall not be deemed to effectuate an acknowledgment or representation that such items
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are material, to establish any standard of materiality, or to define further the meaning of such
terms for purposes of this Agreement. Other than with respect to supplements and amendments
made in accordance with Section 2.10(b), (i) in the event that the Purchaser reasonably believes
that the changes to the Schedules resulting from such supplements and amendments, considered
collectively, will cause a closing condition set forth in Section 5.1 to fail to be satisfied, the
Purchaser shall have the right to terminate this Agreement upon fifteen (15) Business Days
notice from the date of such relevant supplement or amendment pursuant to Article V111, and (ii)
if the Purchaser does not exercise its right pursuant to clause (i) above, any supplement or
amendment made pursuant this Section 10.12 shall not diminish, limit or waive the Seller’s
indemnification obligations under this Agreement.

[Remainder of page left blank intentionally]
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IN WITNESS WHEREOF, the Parties have executed this Agreement, all as of the date
first above written.

INTEGRY S ENERGY SERVICES, INC.

By:
Name:
Title:

INTEGRY S ENERGY GROUP, INC. (solely with
respect to Section 2.13, Section 7.9, and Section
10.11)

By:
Name:
Title:

MACQUARIE COOK POWER INC.

By:
Name: Benjamin Preston
Title: Executive Director

By:
Name: Patricia Jones
Title: Associate Director

[Signature Page to Purchase and Sale Agreement]
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FIRST AMENDMENT TO PURCHASE AND SALE AGREEMENT

This FIRST AMENDMENT TO PURCHASE AND SALE AGREEMENT
(this “Amendment”) is dated and executed as of January 26, 2010, by and between
Macquarie Cook Power Inc., (“MCP’) a corporation organized and existing under the
laws of the State of Delaware, Integrys Energy Services, Inc., (“1ES’) a Wisconsin
corporation, and Integrys Energy Group, Inc., (“IEG”) a Wisconsin corporation
(collectively, the “Parties’ and individually, a*“Party”).

BACKGROUND

WHEREAS, reference is made to that certain Purchase and Sale Agreement (the
“Agreement”), dated December 23, 2009, between and among MCP, IES and IEG.

WHEREAS, the Parties wish to amend certain terms of the Agreement.
NOW, THEREFORE, the Parties hereby agree as follows:
1. DEFINITIONS.

Capitalized terms used in this Amendment, to the extent not otherwise defined
herein, have the same meanings assigned to such terms in the Agreement, as amended
hereby.

2. AMENDMENTSTO AGREEMENT.

21 Definition of “ I nitial Purchase Price’

The definition of “Initial Purchase Price” set forth in the Agreement shall
be deleted in its entirety and replaced with the following: *“‘Initial Purchase
Price’” means[CONFIDENTIAL TREATMENT REQUESTED].”

2.2 Section 2.9: Exchange Traded Transactions

The terms of Section 2.9 shall be deleted in their entirety and replaced
with the terms set forth on Exhibit A hereto.

2.3 Section 2.16: Flattening Trade and New Trades

The terms of Section 2.16 shall be deleted in their entirety and replaced
with the following:

“Flattening Trades and New Trades. On the Mirror Effective Date and on a
monthly basis thereafter until the Mirror Confirm is terminated in its entirety,



Purchaser and Seller shall enter into one or more physically-settled transactions
under the MCP-1ES ISDA Master Agreement representing sales to Seller with
respect to all requirements of the Seller during the applicable month to purchase
additional physically-delivered electric energy, capacity, ancillary services,
renewable energy certificates, or related products (“Electricity”) or representing
purchases from Seller during such month for any excess Electricity Seller may
have in order to establish and maintain, to the extent reasonably practicable, a
flattened position in Electricity for Seller during such month (such transactions,
the “Flattening Trades’). All Flattening Trades shall be priced using the same or
equivalent index price, 1SO-published price or mutually-agreed price as specified
in the relevant Mirror Transaction or Post-Mirror Trade.”

24 Schedule 2.1(a)(ii)(A) — M aster Agreements

The following is added as an additional Master Agreement on Schedule
2.1(a)(ii)(A): “Kentucky Municipal Power Agency”

2.5 Schedule 2.2(b): Initial Purchase Price Adjustment

Paragraph 1 in Schedule 2.2(b) is deleted in its entirety and replaced with
the following: “Initial Purchase Price Adjustment Amount” is defined as
$CONFIDENTIAL TREATMENT REQUESTED].”

2.6 Schedule 2.2(c): Final Purchase Price Adjustment

@ The “First Valuation Difference” referenced in the first sentence of
Paragraph 2 shall be deleted and replaced with
“[CONFIDENTIAL TREATMENT REQUESTED].”

(b) The last sentence of Paragraph 2 of the Schedule is deleted in its
entirety and replaced with the following: “For purposes her eof,
the MCPI First Valuation is [CONFIDENTIAL TREATMENT
REQUESTED] and the IES First Valuation is
[CONFIDENTIAL TREATMENT REQUESTED].”

(© Paragraph 9, “Exchange Traded Contract Adjustment,” is deleted
in its entirety and replaced with the following:

“Exchange Traded Contract Adjustment” means the dollar
amount (positive or negative) of the negative value of those
Exchange Traded Transactions which are natural gas forward
exchange traded transactions, calculated at the settlement price as
of the close of trading on the Relevant Exchange on the Mirror
Effective Date.  For the avoidance of doubt, the parties
acknowledge and agree that the Exchange Traded Transactions
referenced above do not include power trades or option trades.”




3. GENERAL PROVISIONS.

3.1  Section Headings. Headings and numbers have been set forth herein for
convenience only. Unless the contrary is compelled by the context, everything contained
in each Section applies equally to this entire Amendment.

3.2  Severability of Provisions. Each provision of this Amendment will be
severable from every other provision of this Amendment for the purpose of determining
the legal enforceability of any specific provision.

3.3  Counterparts; Electronic Execution. This Amendment may be executed
in any number of counterparts and by different parties on separate counterparts, each of
which, when executed and delivered, will be deemed to be an original, and all of which,
when taken together, will constitute but one and the same Amendment. Delivery of an
executed counterpart of this Amendment by facsimile or other then generally accepted
means of electronic transmission (such as portable document format (“PDF’)) will be
equally as effective as delivery of an original executed counterpart of this Amendment.
Any party delivering an executed counterpart of this Amendment by electronic means
also will deliver an original executed counterpart of this Amendment but the failure to
deliver an origina executed counterpart will not affect the time of deemed delivery,
validity, enforceability, or binding effect of this Amendment.

34 Reference to Agreement; Effectiveness. The Agreement, as amended
hereby, and all other agreements, documents or instruments now or hereafter executed
and delivered pursuant to the terms thereof are hereby amended so that any reference in
the Agreement or such other agreements, documents and instruments will mean a
reference to the Agreement, as amended hereby. This Amendment shall be deemed
effective on and as of the date of execution of this Amendment. Except as hereby
amended, the Agreement remains in full force and effect, and is hereby, in all respects,
ratified and confirmed.

3.5  Successorsand Assigns. This Amendment is binding upon and will inure
to the benefit of Parties and their respective successors and assigns, subject to the
provisions of Section 10.8 of the Agreement.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]



IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be
executed and delivered as of the date first above written.

INTEGRYSENERGY SERVICES, INC.

By:
Name:
Title:

INTEGRYSENERGY GROUP, INC.

By:
Name:
Title:

MACQUARIE COOK POWER INC.

By:
Name: Benjamin Preston
Title: Executive Director

By:
Name: Patricia Jones
Title: Associate Director




EXHIBIT A
Section 29  Exchange Traded Transactions.

@ The Seller shall request of the Relevant Exchange (the “ Exchange Request”) that
the Exchange Traded Transactions be transferred to the Purchaser in accordance with the rules
and procedures of the Relevant Exchange (if applicable) from the commodity futures brokerage
accounts of the Seller listed on Schedule 2.9(a) attached hereto, carried by the futures
commission merchants (each an “FCM”) listed thereon, to the account of the Purchaser as set
forth below, and the Purchaser shall assume each Exchange Traded Transaction, by anovation
effected pursuant to the applicable rules of the Relevant Exchange, if applicable. The Exchange
Request shall be in form and substance reasonably satisfactory to the Seller and the Purchaser.
To the extent that the transfer or conveyance of any of the Exchange Traded Transactions to the
Purchaser requires the Consent of a Third Party or Governmental Authorization, the Seller and
the Purchaser shall use commercially reasonable efforts, and cooperate with each other, to obtain
promptly the relevant Consent or Governmental Authorization prior to the Mirror Effective Date.

(1) Exchange Power Forwards. On the Mirror Effective Date, Exchange
Traded Transactions which are power forward transactions shall be transferred to Purchaser in
one account at historical (original) prices via an ex-pit book transfer in accordance with the
applicable rules of the Relevant Exchange. The Parties acknowledge that the Relevant Exchange
shall transfer such transactions at the settlement price as of the close of trading on the Relevant
Exchange on the Mirror Effective Date. Any difference between such transfer calculations shall
be resolved by mutual agreement between the Parties and their respective brokerage accounts,
such that the Parties are kept whole to the Relevant Exchange. The Purchase Price will not
require adjustment due to the transfer of Exchange Power Forwards.

(i) Exchange Power Options. On the Mirror Effective Date, Exchange
Traded Transactions which are power option transactions shall be transferred to Purchaser in one
account at historical (original) strike prices with no additional premium via an ex-pit book
transfer in accordance with the applicable rules of the Relevant Exchange. The Purchase Price
will not require adjustment due to the transfer of Exchange Power Options.

(iii)  Exchange Gas Options. Onthe Mirror Effective Date, Exchange Traded
Transactions which are natural gas option transactions with contract months on or after March
2010 shall be transferred from Seller to Purchaser through the execution of a new exchange-
cleared options between Seller and Purchaser, such that the transactions will be transferred to
Purchaser at the original strike prices of such transactions with no added premium. The Purchase
Price will not require adjustment due to the transfer of Exchange Gas Options.

(iv)  Exchange GasForwards. On February 1, 2010, Exchange Traded
Transactions which are natural gas forward transactions with contract months on or after March
2010 shall be transferred from Seller to Purchaser through the execution of a new exchange-
cleared swap between Seller and Purchaser, such that the transactions will be transferred to
Purchaser at the settlement price as of the close of trading on the Relevant Exchange on January



29, 2010. The Purchase Price will be adjusted for such transactions in accordance with the Final
Purchase Price Adjustment.

(b) If following the Mirror Effective Date this Agreement is terminated in accordance
with the terms and conditions set forth in Article V111, then with respect to Exchange Power
Forwar ds and Exchange Power Options, on the Business Day immediately following the date
that this Agreement is terminated, the Purchaser shall submit to the Relevant Exchange an
Exchange Request that such Exchange Traded Transactions, or trades cleared on the Relevant
Exchange that are substantially similar to such Exchange Traded Transactions (each a
“ Substitute Exchange Traded Transaction”) be transferred to the Seller in accordance with the
rules and procedures of the Relevant Exchange from the commodity futures brokerage accounts
of the Purchaser listed on Schedule 2.9(b) attached hereto, carried by each FCM listed thereon, to
the account of the Seller via an ex-pit, ex-Ring or ex-order book transfer, and the Seller shall
assume each Substitute Exchange Traded Transaction, by a novation effected pursuant to the
applicable rules of the Relevant Exchange. Each such transfer pursuant to this Section 2.9(b)
shall be effected at the historic (original) price. The Exchange Request shall be in same form
and have the same substance as that which was provided to the Relevant Exchange under Section
2.9(a).

(© If following the Mirror Effective Date this Agreement is terminated in accordance
with the terms and conditions set forth in Article V111, then with respect to Exchange Gas
Options and Exchange Gas Forwar ds, on the Business Day immediately following the date
that this Agreement is terminated, the Purchaser and Seller shall enter into equal and off-setting
exchange-cleared option and swap transactions, respectively, such that the Exchange Gas
Options and Exchange Gas Forwards positions are transferred back to Seller. Each such transfer
of Exchange Gas Options pursuant to this Section 2.9(c) shall be effected at the original strike
prices of such transactions (with no premium payable), and each such transfer of Exchange Gas
Forwards pursuant to this Section 2.9(c) shall be effected at the settlement price as of the close of
trading on the Relevant Exchange on the trading date immediately preceding the date of such
transfer. Other than as provided in Article V111, the Parties intend that no additional
consideration will be paid in respect of the Substitute Exchange Traded Transactions.



PERSONAL AND CONFIDENTIAL

April 2, 2009

Mark A. Radtke
3240 Crystal Creek Ct
Green Bay, WI 54313-8554

Re: Incentive Agreement
Dear Mark:

As you know, Integrys Energy Group, Inc., (the “Company”) is engaged in a restructuring
process for its wholly owned subsidiary, Integrys Energy Services, Inc. (“TEGE”). This
restructuring may involve the sale or transfer of all or portions of TEGE's and its subsidiaries’
business, and/or an internal reorganization or re-sizing of that business (collectively, the “TEGE
Restructuring”). In an effort to ensure business continuity, preserve value and facilitate the TEGE
Restructuring (the “Objective”), the Company is therefore willing to enter into this incentive
agreement (this “Agreement”) with you, subject to the provisions set forth herein.

1. Definitions. In this Agreement, the following terms have the meanings indicated: (a)
“Purchaser” means any person or entity that acquires part or all of TEGE or TEGE’s
business in connection with the TEGE Restructuring, specifically excluding TEGE itself,
the Company, and any entity 80% or more of whose equity interest is owned, directly or
indirectly, by the Company; and (b) “Acquisition” means the acquisition of part or all of
TEGE or TEGE's business by a Purchaser in connection with the TEGE Restructuring.

2. Eligibility Guidelines. The Company, in its reasonable discretion, will determine whether
you are eligible to receive an award of the target incentive (“TEGE Restructuring
Incentive”) under this Agreement. In determining your eligibility for the TEGE
Restructuring Incentive, the Company will consider several factors including but not
limited to the following:

a. The Company and TEGE obtain the Objective pursuant to the TEGE
Restructuring;

b. You accomplish a sale of all or major core portions of the TEGE business
obtaining full value for the forward book and the return of working capital;

c. You accomplish a sale of substantial parts of the TEGE business such as
product or regional forward books;

d. You accomplish a timely wind-down of the TEGE business;

e. You accomplish an alternative result agreed to and approved by the Company;

f.  You maintain a Company value perspective in all decisions;

g. You cooperate fully in achieving the TEGE Restructuring and meeting the

Objective, including but not limited to cooperating with all constituents such as
the Company management team, internal service provider, and third party
service providers (investment bankers, consultants, outside counsel and others
associated with the TEGE Restructuring.)
You have no entitlement to a TEGE Restructuring Incentive unless and until you are
awarded a TEGE Restructuring Incentive by the Company.



3. Amount and Payment. The amount of your target TEGE Restructuring Incentive is
$1,500,000 (One Million Five Hundred Thousand Dollars). This is a target amount
only and may be modified by the Company in its discretion. As soon as practicable after
the date on which the Company determines that the TEGE Restructuring has been
completed (the “TEGE Restructuring Completion Date”), the Company shall determine
under Paragraph 2 whether a TEGE Restructuring Incentive will be awarded. Unless a
forfeiture condition identified in Paragraph 4 applies, or the Company determines you are
otherwise ineligible to receive the TEGE Restructuring Incentive pursuant to Paragraph 2,
the TEGE Restructuring Incentive will be paid as soon as reasonably possible after the
date on which the Company awards a TEGE Restructuring Incentive to you but not later
than March 15 of the calendar year following the calendar year in which the Company
awards a TEGE Restructuring Incentive to you. The payment will be reflected as a bonus
payment subject to usual and customary withholding amounts. It will be directly
deposited into your primary account as shown in our records.

4. Forfeiture. You shall forfeit your right to the TEGE Restructuring Incentive if (i) you
voluntarily terminate your employment with TEGE or the Company before the TEGE
Restructuring Completion Date, except for a termination in conjunction with your
accepting employment, with Company’s consent, with a Purchaser in connection with an
Acquisition; (ii) your employment is terminated by TEGE or the Company for cause
before the TEGE Restructuring Completion Date; or (iii) you die or become disabled
before the TEGE Restructuring Completion Date. For purposes of this Agreement,
“cause” shall mean (I) your violation of Paragraph 5 (Confidentiality) or any other
provision of this Agreement, (1) willful misconduct by you or regular neglect in the
performance of your duties and responsibilities to TEGE or the Company, or
unsatisfactory job performance by you, or (Ill) your violation of any written agreement
between you and TEGE and/or the Company, or your violation of any TEGE or Company
policy or agreement, including but not limited to any policy concerning fair employment
practices, confidentiality, non-solicitation or non-competition. “Disability” or “disabled”
shall have the meaning set forth in the long-term disability benefits plan (permanent
disability) covering employees of TEGE or the Company.

5. Confidentiality. The TEGE Restructuring Incentive is payable to you only if you keep the
existence and terms of this Agreement strictly confidential. You agree not to disclose this
Agreement or any information concerning this Agreement to other employees of TEGE,
the Company or its affiliates, or to any TEGE or Company customers or suppliers, or to
any other third party, except your spouse, attorney, financial advisor, accountant, or as
may be required by law. This confidentiality commitment on your part is material to this
Agreement and will remain in full force and effect after any TEGE Restructuring Incentive
is paid.

6. Terms and Conditions. The following terms and conditions also apply to this Agreement:

() The offer or provision of any TEGE Restructuring Incentive under this
Agreement is not an offer of a contract of employment by TEGE or the Company and
does not alter your current employment status with TEGE or the Company.

(i) You may not sell, assign, pledge or otherwise transfer your right to any portion
of the TEGE Restructuring Incentive, and any purported sale, assignment, pledge or
transfer is void.

(iii) In the event that any arbitrator or court of competent jurisdiction holds or finds
any term or provision of this Agreement to be invalid or illegal under applicable law, the
remaining terms and provisions shall continue to be fully effective.



(iv) It is expressly understood and agreed that if you receive payment of the TEGE
Restructuring Incentive in accordance with this Agreement, that payment is in addition to
any other compensation or benefits for which you may be eligible by reason of your
employment with TEGE or the Company. Notwithstanding the foregoing, in the event
your Key Executive Employment and Severance Agreement with the Company dated
January 1, 2009, is triggered prior to the TEGE Restructuring Completion Date, the
Company reserves the right to modify the target TEGE Restructuring Incentive set forth
herein.

(vi) Any amounts paid hereunder are not intended to constitute “deferred
compensation” subject to the election and distribution requirements of Section 409A of
the Internal Revenue Code.

(vii) Notwithstanding any other provision of this Agreement, if any portion of any
TEGE Restructuring Incentive awarded to you, in conjunction with any other payment to
which you are entitled under any other agreement with or plan of the Company or its
affiliates (in its aggregate, “Total Payments”), would constitute an “excess parachute
payment” that is subject to the tax (the “Excise Tax”) imposed by Section 4999 of the
Internal Revenue Code of 1986, as amended (the “Code”), or any successor provision,
then the Total Payments to be made to you shall be reduced such that the value of the
aggregate Total Payments that you are entitled to receive shall be One Dollar ($1) less
than the maximum amount which you may receive without becoming subject to the tax
imposed by Section 4999 of the Code (or any successor provision); provided that the
foregoing reduction in the amount of Total Payments shall not apply if the after-tax value
to you of the Total Payments prior to reduction in accordance with this paragraph is
greater than the after-tax value to you if Total Payments are reduced in accordance with
this paragraph. For purposes of determining the after-tax value of Total Payments, you
will be deemed to pay federal income taxes and employment taxes at the highest
marginal rate of federal income and employment taxation in the calendar year in which
the TEGE Restructuring Incentive is to be paid and state and local income taxes at the
highest marginal rates of taxation in the state and locality of your domicile for income tax
purposes on the date the TEGE Restructuring Incentive payment is made, net of the
maximum reduction in federal income taxes that may be obtained from deduction of
such state and local taxes.

(viii) No verbal or written representations made by TEGE or Company employees or
others that are contrary or in addition to the terms set forth in this Agreement shall be
binding upon TEGE, the Company, or any other affiliate of the Company, or their
respective shareholders, directors, officers, employees or agents. As used in this
Agreement, the term “TEGE” also includes any successor in interest to TEGE. This
Agreement may be amended only in a writing signed by you and by the Executive
Chairman or President and CEO of the Company.

(ix) In the event of any dispute or controversy over the meaning or application of any
provision of this Agreement, you and the Company shall meet to discuss the dispute and
attempt to resolve it in good faith. If you and the Company are unable to resolve the
dispute, however, you agree that it will be submitted to an arbitrator for final and binding
resolution, pursuant to the rules of the American Arbitration Association. Any such
arbitration shall take place in Wisconsin. This Agreement shall be governed by the
internal laws of the State of Wisconsin.

x) Any amounts paid hereunder shall not constitute compensation for purposes of
any retirement plan or other plan, program, policy or contract covering the Company and
its affiliates and shall not entitle you to a benefit under any plan, program, policy or



contract which is greater than the benefit to which you would have been entitled had
such amounts not been paid.

Please confirm your agreement with and acceptance of the terms of this Agreement by dating
and signing the enclosed copy and returning it to me no later than April 24, 2009.

Sincerely yours,

Larry L. Weyers

Executive Chairman
Integrys Energy Group, Inc.
Accepted and Agreed to:

Signature:

Print Name:

Date:




INTEGRYS ENERGY GROUP
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Exhibit 12

(Millions) 2009 2008 2007 2006 2005
EARNINGS
Net income (loss) from continuing operations ($71.6) $124.7 $181.0 $147.8 $146.1
Provision for income taxes 83.2 51.2 86.0 45.0 39.6
Income (loss) from continuing operations before income taxes 11.6 175.9 267.0 192.8 185.7
Less:

Undistributed earnings of less than 50% owned affiliates (16.2) (16.4) 3.8 13.0 7.5

Preferred stock dividends of subsidiary (a) 0.6 (5.1) (5.2) (5.3) (4.9)

Interest capitalized (b) (0.2) - - - -
Adjusted income (loss) from continuing operations before income taxes (4.2) 154.4 265.6 200.5 188.3
Total fixed charges as defined 172.4 170.8 174.6 107.0 69.5
Total earnings as defined $168.2 $325.2 $440.2 $307.5 $257.8
FIXED CHARGES
Interest expense $164.8 $158.1 $164.5 $99.2 $62.0
Interest capitalized (c) 2.6 2.0 0.3 0.2 0.4
Interest factor applicable to rentals 5.6 5.6 4.6 2.3 2.2
Preferred stock dividends of subsidiary (a) (0.6) 5.1 5.2 5.3 4.9
Total fixed charges as defined $172.4 $170.8 $174.6 $107.0 $69.5
RATIO OF EARNINGS TO FIXED CHARGES (d) 1.9 25 2.9 3.7

(a) Preferred stock dividends of subsidiary are computed by dividing the preferred stock dividends of subsidiary by 100% minus the income tax rate.

(b) Includes interest capitalized for the unregulated segment.

(c) Includes allowance for funds used during construction.

(d) For the 12 months ended December 31, 2009, earnings as defined were inadequate to cover fixed charges as defined by $4.2 million, driven

by a pre-tax non-cash goodwill impairment loss of $291.1 million.



Exhibit 21

Affiliates and Subsidiaries of Integrys Energy Group, Inc.
December 31, 2009

INTEGRYS ENERGY GROUP, INC.+ *

Wisconsin Public Service Corporation+
WPS Leasing, Inc.+
Wisconsin Valley Improvement Company (27.1% ownership) +
Wisconsin River Power Company (50% ownership)+
WPS Investments, LLC (approximately 12.77% ownership)+
American Transmission Company LLC (approximately 34.07% ownership)+
ATC Management Inc. (32.11% ownership of Class A Shares, 20% ownership of Class B Shares)+

WPS Investments, LLC (approximately 84.51% ownership)+
American Transmission Company LLC (approximately 34.07% ownership)+

Michigan Gas Utilities Corporation++

Minnesota Energy Resources Corporation++
Integrys Business Support, LLC++

WPS Visions, Inc.+

Badger Energy Services, LLC (12.50% ownership)+

Integrys Energy Services, Inc.+
Integrys Energy Services — Natural Gas, LLC++
Integrys Energy Services — Electric, LLC++
Quest Energy, LLC+++
Integrys Energy Services of Canada Corp. (formed under Canadian law)
Integrys Energy Services of New York, Inc.++++++
Integrys Energy Services of Texas, LP+++++ (99% ownership)
Integrys Energy Services of Texas, LP+++++ (1% ownership)
PERC Holdings, LLC++

WPS Power Development, LLC+
PDI Stoneman, Inc.+
Winnebago Energy Center, LLC++
WPS Canada Generation, Inc.+
WPS New England Generation, Inc.+
Wisconsin Woodgas LLC+
Wisconsin Energy Operations LLC (49% ownership)+
ECO Coal Pelletization #12 LLC++
Sunbury Holdings, LLC++
WPS Westwood Generation, LLC++
WPS Empire State, Inc.++++++
WPS Beaver Falls Generation, LLC++
WPS Syracuse Generation, LLC++
Combined Locks Energy Center, LLC+
Peoples Natural Gas Liquids, LLC++
Solar Hold 2008-1, LLC++
Soltage-MAZ 700 Tinton Falls, LLC++ (99% ownership)
Soltage-ADC 630 Jamesburg, LLC++ (99% ownership)
Soltage-PLG 500 Millford, LLC++ (99% ownership)
Solar Hold 2008-2, LLC++
Solar Man, LLC++
Sun Devil Solar LLC++
Solar Star California Il, LLC++
Solar Star New Jersey, |, LLC++
Crimson Solar, LLC++
Solar Star New Jersey, Il, LLC++
Solar Star TM2, LLC++
LGS Renewables, |, LC+++++ (50% ownership)



Affiliates and Subsidiaries of Integrys Energy Group, Inc.
December 31, 2009

INTEGRYS ENERGY GROUP, INC.+*

+

++

+++
++++
+H+++
+H++++

Peoples Energy Corporation++++
The Peoples Gas Light and Coke Company++++
Peoples Gas Neighborhood Development Corporation++++
North Shore Gas Company++++
Peoples Energy Resources Company, LLC++
Peoples District Energy Corporation++++
Peoples Energy Ventures, LLC++
Peoples Energy Home Services, LLC++
Peoples Energy Neighborhood Development, LLC++
Peoples Technology, LLC++

Upper Peninsula Power Company+++
WPS Investments, LLC (approximately 2.72 ownership)+
American Transmission Company LLC (approximately 34.07% ownership)+
ATC Management Inc. (1.96% ownership)+

Penvest, Inc.+++

Integrys Energy Group, Inc. is the parent holding company. All affiliated companies listed are 100% owned except
as noted otherwise. All affiliates are currently active, with the exception of Wisconsin Woodgas, LLC; Wisconsin
Energy Operations LLC; ECO Coal Pelletization #12, LLC;PDI Stoneman, Inc.; Peoples Energy Ventures, LLC; and
Peoples District Energy Corporation.

Formed under Wisconsin law.

Formed under Delaware law.

Formed under Michigan law.

Formed under lllinois law.

Formed under Texas law.

Formed under New York law.



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-158218, 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 our reports dated February 25, 2010, relating to the consolidated financial
statements and financial statement schedules of Integrys Energy Group, Inc. and subsidiaries (which
report expresses an unqualified opinion and includes an explanatory paragraph relating to the adoption of
a new accounting standard in 2008), and the effectiveness of Integrys Energy Group, Inc. and
subsidiaries internal control over financial reporting, appearing in this Annual Report on Form 10-K of
Integrys Energy Group, Inc. for the year ended December 31, 2009.

/sl Deloitte & Touche LLP

Milwaukee, Wisconsin
February 25, 2010



Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-158218, 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. of our report dated February 4, 2010, relating to
the financial statements of American Transmission Company LLC, appearing in this Annual Report on
Form 10-K of Integrys Energy Group, Inc. for the year ended December 31, 2009.

/sl Deloitte & Touche LLP

Milwaukee, Wisconsin
February 25, 2010



EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February,
2010.

s/ Keith E. Bailey
Keith E. Bailey
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ Richard A. Bemis
Richard A. Bemis
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

[s/ William J. Brodsky
William J. Brodsky
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ Albert J. Budney, Jr.
Albert J. Budney, Jr.
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ Pastora San Juan Cafferty
Pastora San Juan Cafferty
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

[/s/ Ellen Carnahan
Ellen Carnahan
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ Robert C. Gallagher
Robert C. Gallagher
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

[s/ Kathryn M. Hasselblad-Pascale
Kathryn M. Hasselblad-Pascale
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ John W. Higgins
John W. Higgins
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s James L. Kemerling
James L. Kemerling
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/s/ Michael E. Lavin
Michael E. Lavin
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

[s/ William F. Protz, Jr.
William F. Protz, Jr.
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

[s/ Charles A. Schrock
Charles A. Schrock
Director




EXHIBIT 24

POWER OF ATTORNEY

WHEREAS, INTEGRYS ENERGY GROUP, INC., a Wisconsin corporation, will file on or before the due
date of March 1, 2010 with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, an annual report on Form 10-K, and

WHEREAS, the undersigned is a Director of Integrys Energy Group, Inc.;

NOW, THEREFORE, the undersigned hereby constitutes and appoints Charles A. Schrock,

Joseph P. O'Leary, Bradley A. Johnson, Diane L. Ford, and Barth J. Wolf or any one of them, as attorney,
with full power to act for the undersigned and in the name, place and stead of the undersigned, to sign the
name of the undersigned as Director to said annual report on Form 10-K and any and all amendments to
said annual report, hereby ratifying and confirming all that said attorney may or shall lawfully do or cause
to be done by virtue hereof.

IN WITNESS WHEREOF, the undersigned has executed this document this _11th  day of _February ,
2010.

/sl Larry L. Weyers
Larry L. Weyers
Director




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

I, Charles A. Schrock, certify that:

1.

2.

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

Based on my knowledge, this 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 report;

Based on my knowledge, the financial statements, and other financial information included in this
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 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
entities, particularly during the period in which this 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 report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the 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: February 25, 2010 /sl 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

I, Joseph P. O'Leary, certify that:

1.

2.

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

Based on my knowledge, this 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 report;

Based on my knowledge, the financial statements, and other financial information included in this
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 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
entities, particularly during the period in which this 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 report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the 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: February 25, 2010 [s/ Joseph P. O'Leary

Joseph P. O'Leary
Senior Vice President and Chief Financial Officer



Exhibit 32

Written Statement of the Chief Executive Officer and Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350

Solely for the purposes of complying with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, we, the undersigned Chief Executive Officer and Chief Financial Officer
of Integrys Energy Group, Inc. (the “Company”), hereby certify, based on our knowledge, that the Annual
Report on Form 10-K of the Company for the year ended December 31, 2009 (the “Report”) fully complies
with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that information
contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/sl Charles A. Schrock
Charles A. Schrock
President and Chief Executive Officer

/s/ Joseph P. O'Leary
Joseph P. O'Leary
Senior Vice President and Chief Financial Officer

Date: February 25, 2010

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
and shall not be deemed filed by Integrys Energy Group, Inc. for purposes of Section 18 of the Securities
Exchange Act of 1934, as amended.

A signed original of this written statement required by Section 906 has been provided to Integrys Energy
Group, Inc. and will be retained by Integrys Energy Group, Inc. and furnished to the Securities and
Exchange Commission or its staff upon request.
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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, 2009 and 2008, 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, 2009. 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, 2009 and 2008, and the results of its operations and its cash flows for each of the three years in
the period ended December 31, 2009, in conformity with accounting principles generally accepted in the United
States of America.

DELOITTE & TOUCHE LLP

Milwaukee, Wisconsin
February 4, 2010



American Transmission Company LLC

Statements of Operations
For the Years Ended December 31, 2009, 2008 and 2007

(In Thousands)
2009 2008 2007

Operating Revenues

Transmission Service Revenue $520,364 $464,992 $406,893
Other Operating Revenue 1,161 1,579 1,126
Total Operating Revenues 521,525 466,571 408,019

Operating Expenses

Operations and Maintenance 131,693 121,096 119,901
Depreciation and Amortization 85,099 75,834 69,154
Taxes Other than Income 12,485 11,134 9,124
Income Tax Expense of ATC LLC 1,039 896
Total Operating Expenses 230,316 208,960 198,179
Operating Income 291,209 257,611 209,840
Other Income (Expense), Net (621) (514) 78
Earnings Before Interest and Members' Income Taxes 290,588 257,097 209,918

Interest Expense

Interest Expense, Net 77,223 69,135 58,938
Allowance for Borrowed Funds Used During Construction - (83) (3,109)

Net Interest Expense 77,223 69,052 55,829
Earnings Before Members' Income Taxes $213,365 $188,045 $154,089

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

Statements of Cash Flows
For the Years Ended December 31, 2009, 2008 and 2007

(In Thousands)

2009 2008 2007
Cash Flows from Operating Activities
Earnings Before Members' Income Taxes $213,365 $188,045 $154,089
Adjustments to Reconcile Earnings Before Members' Income Taxes to Net
Cash Provided by Operating Activities-
Depreciation and Amortization 85,099 75,834 69,154
Bond Discount and Debt Issuance Cost Amortization 986 831 698
Provision for Deferred Income Taxes of ATC LLC, Net 545 504
Change in-
Accounts Receivable (4,412 (9,437) (7,261)
Other Current Assets 129 (534) (1,783)
Accounts Payable (872) (8,482) 6,883
Accrued Liabilities (8,585) 14,409 6,684
Other, Net (4,138) 2,842 10,663
Total Adjustments 68,752 75,967 85,038
Net Cash Provided by Operating Activities 282,117 264,012 239,127
Cash Flows from Investing Activities
Capital Expenditures for Property, Plant and Equipment (401,671) (364,653) (407,071)
Insurance Proceeds Received for Damaged Property, Plant and Equipment 3,906 -
Proceeds from the Sale of Property, Plant and Equipment 5,125 -
Allowance for Borrowed Funds Used During Construction (83) (3,109)
Net Cash Used in Investing Activities (397,765) (359,611) (410,180)
Cash Flows from Financing Activities
Distribution of Earnings to Members (166,178) (140,828) (116,345)
Issuance of Membership Units for Cash 99,987 97,985 66,643
Return of Capital to Tax-exempt Members - (8,553) -
Issuance (Repayment) of Short-term Debt, Net 74,476 17,710 (90,574)
Issuance of Long-term Debt, Net of Issuance Costs 149,014 208,675 248,266
Advances Received Under Interconnection Agreements 7,072 31,493 63,157
Repayments Made Under Interconnection Agreements (47,995) (111,382) -
Other, Net (552) 388 (35)
Net Cash Provided by Financing Activities 115,824 95,488 171,112
Net Change in Cash and Cash Equivalents 176 (111) 59
Cash and Cash Equivalents, Beginning of Period 111 52
Cash and Cash Equivalents, End of Period $176 $ - $111

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




American Transmission Company LLC

Balance Sheets
As of December 31, 2009 and 2008

(In Thousands)

ASSETS 2009 2008
Property, Plant and Equipment
Transmission Plant $3,174,792 $2,734,539
General Plant 91,833 84,165
Less- Accumulated Depreciation (712,724) (659,075)
2,553,901 2,159,629
Construction Work in Progress 197,057 303,965
Net Property, Plant and Equipment 2,750,958 2,463,594
Current Assets
Cash and Cash Equivalents 176 -
Accounts Receivable 46,311 46,028
Prepaid Expenses 2,886 2,986
Other Current Assets 1,748 1,777
Total Current Assets 51,121 50,791
Regulatory and Other Assets
Regulatory Assets 7,760 8,252
Other Assets 8,531 8,188
Total Regulatory and Other Assets 16,291 16,440
Total Assets $2,818,370 $2,530,825
MEMBERS' EQUITY AND LIABILITIES
Capitalization
Members’ Equity (see Note 3 for redemption provisions) $1,196,396 $1,049,222
Long-term Debt 1,259,643 1,109,397
Total Capitalization 2,456,039 2,158,619
Current Liabilities
Accounts Payable 19,602 41,493
Accrued Interest 20,274 19,260
Other Accrued Liabilities 45,645 40,622
Current Portion of Regulatory Liabilities 1,502 19,953
Short-term Debt 197,537 123,578
Current Portion of Advances Under Interconnection Agreements 934 7,129
Total Current Liabilities 285,494 252,035
Regulatory and Other Long-term Liabilities
Regulatory Liabilities 59,734 66,067
Other Long-term Liabilities 17,103 54,104
Total Regulatory and Other Long-term Liabilities 76,837 120,171
Commitments and Contingencies (see Notes) -
Total Members’ Equity and Liabilities $2,818,370 $2,530,825

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




American Transmission Company LLC

Statements of Changes in Members’ Equity
For the Years Ended December 31, 2009, 2008 and 2007

(In Thousands)

Members’ Equity as of December 31, 2006

$807,310
Membership Units Outstanding at December 31, 2006 55,555
Issuance of Membership Units $67,519
Earnings Before Members' Income Taxes 154,089
Distribution of Earnings to Members (116,345)
Members’ Equity as of December 31, 2007 $912,573
Membership Units Outstanding at December 31, 2007 60,769
Issuance of Membership Units $97,985
Return of Capital to Tax-exempt Members (8,553)
Earnings Before Members' Income Taxes 188,045
Distribution of Earnings to Members (140,828)
Members’ Equity as of December 31, 2008 $1,049,222
Membership Units Outstanding at December 31, 2008 68,089
Issuance of Membership Units $99,987
Earnings Before Members' Income Taxes 213,365
Distribution of Earnings to Members (166,178)
Members’ Equity as of December 31, 2009 $1,196,396
Membership Units Outstanding at December 31, 2009

75,266

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



American Transmission Company LLC

Notes to Financial Statements
December 31, 2009

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

(@)

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, lllinois, Minnesota and the
Upper Peninsula of Michigan. The Company is subject to regulation 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 five largest customers are also members and account for over 85% 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 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.

The Company evaluated potential subsequent events through February 4, 2010, which is the date these
statements were issued.

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 employee 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):

2009 2008
Other Accrued Liabilities $15,791 $14,922
Other Long-term Liabilities 6,777 11,045
Net Amount Payable to Management Inc. $22,568 $25,967

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 $14.3 million and $12.7 million receivable
as of December 31, 2009 and 2008, 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 MISO Open
Access Transmission, Energy and Operating Reserve Markets Tariff (“ASMT") regulated by the 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 FERC-approved formula rate tariff for the revenue requirement determined under
Attachment O of the ASMT includes a true-up provision that meets the requirements of an alternative
revenue program set forth in the Financial Accounting Standards Board's (“FASB") Financial Accounting
Standards Codification (“FASC") Topic 980, “Regulated Operations” (“FASC 980”). 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 billed during the reporting period. The
true-up mechanism uses a three-year cycle to project and true up rates. Prior to the beginning of each
calendar year, the Company prepares a forecast of operating, maintenance, depreciation and tax expenses,
as well as the projected rate base resulting from planned construction and other capital expenditures for the
upcoming year. In addition, the Company projects revenues from services other than network service.
From this forecast, the Company computes a projected network revenue requirement for the year. This
network revenue requirement is billed and collected from network transmission customers throughout the
first year. During the second year, after filing annual financial reports with the FERC, the Company
recalculates the revenue requirement for the first year based on actual results. Any difference between the
actual and projected revenue requirement for network customers is added to, or subtracted from, the
network revenue requirement billed for the third year. Under the true-up mechanism, as originally
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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, the 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.
On October 10, 2008 the Company made a filing with the FERC requesting approval of a true-up provision
in the regional cost-sharing provisions of Attachment GG of the ASMT. The FERC issued an order on
December 19, 2008 approving the Company'’s true-up provision for MISO regional cost-sharing revenues.
During 2009, the Company refunded approximately $16.4 million to network customers and $4.1 million to
regional customers related to prior years under these true-up provisions.

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 transmission 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 2.64%, 2.66%, and 2.65% in 2009, 2008 and 2007, respectively.

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

recorded at cost. Depreciation is recorded at straight-line rates over the estimated useful lives of the assets,
which range from three to 40 years.

Asset Retirement Obligations

Consistent with FASC Topic 410, “Asset Retirement and Environmental Obligations” (“FASC 410"), the
Company records a liability at fair value for a legal asset retirement obligation (“ARQ") in the period in which
itis 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 FASC
980, the Company recognizes regulatory assets or liabilities, as described in note 1(i), for the timing
differences between when it recovers the ARO in rates and when it recognizes these costs under FASC
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410. 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 ARO'’s primarily related to asbestos and polychlorinated biphenyls (‘PCB's”)
contained in its electrical equipment. ARO’s are recorded as long-term liabilities on the balance sheet. The
following table describes all changes to ARO's for the year ended December 31, 2009 (in thousands):

Asset Retirement Obligations at December 31, 2008 $1,838
Accretion 130
Liabilities Incurred 25
Liabilities Settled (96)

Asset Retirement Obligations at December 31, 2009 $1,897

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 allowance 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 2009, the Company did not capitalize AFUDC, but capitalized AFUDC
at its average debt rates of 4.0% and 5.2% in 2008 and 2007, respectively, in accordance with FERC
Order 561. There was no equity AFUDC capitalized during the years presented in these financial
statements.

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 for which construction commenced after
December 31, 2003, in lieu 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
FASC Topic 835, “Interest”. At December 31, 2009 and 2008, respectively, the Company had no CWIP
accruing AFUDC. Amounts of CWIP earning a current return as a component of rate base were $188.1
million and $258.0 million as of December 31, 2009 and 2008, respectively. Additionally, amounts of CWIP
related to generator interconnection agreements, which neither accrue AFUDC nor are included as a
component of rate base (see note 1(g) below), were $2.1 million and $45.4 million at December 31, 2009
and 2008, respectively.

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
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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 facilities, the
Company receives cash advances for construction costs from the generators. During construction, the
Company includes actual costs incurred in CWIP and records liabilities for the cash advances from the
generators, along with accruals for interest. The accruals for interest are capitalized, in lieu of AFUDC, and
included in CWIP.

At December 31, 2009 and 2008, amounts included in CWIP related to generator interconnection
agreements were $2.1 million and $45.4 million, respectively. Similarly, at December 31, 2009 and 2008,
liabilities for generator advances, including accrued interest, totaled $7.9 million and $46.6 million,
respectively. Of these amounts, $0.9 million and $7.1 million were included in current liabilities at December
31, 2009 and 2008, respectively, and $7.0 million and $39.5 million were included in other long-term
liabilities at December 31, 2009 and 2008, respectively.

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 $74.3 million, $68.5 million and $48.7 million during
2009, 2008 and 2007, respectively.

At December 31, 2009, 2008 and 2007, construction costs funded through accounts payable and accrued
liabilities were $37.0 million, $61.1 million and $66.8 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.

The Company did not issue any membership units to members in return for transmission assets in 2009 or

2008, but in 2007, the Company issued $0.9 million of membership units to members in return for
transmission assets. These non-cash investing activities are not reported in the statements of cash flows.

Requlatory Accounting

The Company’s accounting policies conform to FASC 980. Accordingly, assets and liabilities 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
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 FASC Topic 715, “Compensation — Retirement Benefits”, 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 FASC 715 liability.
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As of December 31, regulatory assets included the following long-term amounts (in thousands):

2009 2008
2009 Network Revenue to be Collected in 2011, Including Interest $973 $
2009 Regional Cost-sharing Revenue to be Collected in 2011,
Including Interest 3,743 -
Recognition of Under-funded Postretirement Benefit Plan 3,044 8,252
Total Regulatory Assets $7,760 $8,252

The Company has recorded a regulatory liability for the cumulative difference between amounts recognized
for ARO’s under FASC 410 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 ARO’s. 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):

2009 2008

2007 Regional Cost-sharing Revenue Refunded in 2009, Including Interest $ - $3,994
2008 Network Revenue Refunded in 2009, Including Interest - 15,959
2008 Regional Cost-sharing Revenue to be Refunded in 2010, Including

Interest 854 817
2008 Network Revenue to be Refunded in 2010, Including Interest 648 -
Non-ARO Removal Costs Recovered through Rates 58,405 63,745
Cumulative Difference between ARO Costs Recovered through Rates and

ARO Recognition under FASC 410 1,329 1,505

Total Regulatory Liabilities $61,236 $86,020

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

2009 2008
Current Portion of Regulatory Liabilities $1,502 $19,953
Regulatory Liabilities (long-term) 59,734 66,067
Total Regulatory Liabilities $61,236 $86,020

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 legislation. If the likelihood of future recovery of any regulatory asset
becomes less than probable, the affected assets would be written off in the period in which such
determination is made.
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Other Assets

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

2009 2008
Unamortized Debt Issuance Costs $6,619 $6,338
Deferred Project Costs 1,434 1,639
Other 478 211
Total Other Assets $8,531 $8,188

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
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 $5.3 million,
$4.0 million and $7.6 million of preliminary survey and investigation costs are included in operations and
maintenance expense for 2009, 2008 and 2007, 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 FASC Topic 360, "Property,
Plant and Equipment”. 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 amount exceeds its fair
value. As long as its assets continue to be recovered through the ratemaking process, the Company
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 Internal
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
statements 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 since the Company became subject to the 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 reported in the statement of operations is derived in accordance with FASC Topic 740,
“Income Taxes". As such, deferred income taxes have been recorded using current enacted tax rates for
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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 statements 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, actuarially-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.

New Accounting Pronouncements

In June 2009, FASB issued Statement of Financial Accounting Standards No. (“SFAS") 168, “The FASB
Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles” (“SFAS
168"), which became effective for the Company for the reporting period ended September 30, 2009. FASC
is the source of authoritative Generally Accepted Accounting Principles (“GAAP") recognized by the FASB
and applied by non-governmental entities. Pursuant to this Statement, the FASB does not issue new
standards in the form of Statements, FASB Staff Positions, or Emerging Issues Task Force Abstracts.
Instead, it issues Accounting Standards Updates (“ASU's”). The FASB does not consider ASU's as
authoritative in their own right; ASU’s serve only to update the FASC, provide background information about
the guidance, and provide the bases for conclusions on the changes in the FASC. The adoption of this
standard changes the way GAAP is referenced in the notes to the financial statements. SFAS 168 is
currently included in FASC Topic 105, “Generally Accepted Accounting Principles”.

In June 2009, FASB issued SFAS 167, “Amendments to Interpretation 46(R)" (“SFAS 167"), which is
currently included in FASC Topic 810, “Consolidations”. The purpose of this guidance is to improve
financial reporting by enterprises with variable interest entities. SFAS 167 is effective for all new and
existing variable interest entities for fiscal years beginning after November 15, 2009. Since the Company is
not the primary beneficiary of any variable interest entities, it does not expect SFAS 167 to have a
significant impact on its financial position, results of operations or cash flows.

In May 2009, the FASB issued SFAS 165, “Subsequent Events” (“SFAS 165"), which is currently included in

FASC Topic 855, “Subsequent Events”. SFAS 165 establishes general standards of accounting for, and

disclosure of, events that occur after the balance sheet date but before financial statements are issued or

available to be issued. Specifically, SFAS 165 sets forth:

1) The period after the balance sheet date during which management of a reporting entity should evaluate
events or transactions that may occur for potential recognition or disclosure in the financial statements,

2) The circumstances under which an entity should recognize events or transactions occurring after the
balance sheet date in its financials statements, and

3) The disclosures that an entity should make about events or transactions that occurred after the balance
sheet date.
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The Company adopted SFAS 165 as of June 30, 2009.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements” (“SFAS 157”), which is

currently included in FASC Topic 820, “Fair Value Measurements and Disclosures”. SFAS 157 defines fair

value, establishes a framework for measuring fair value in accounting principles generally accepted in the

United States, and establishes a three-tier hierarchy for disclosures of fair value measurements. These tiers

include:

1) Level 1, defined as directly observable inputs for identical assets or liabilities, such as quoted prices in
active markets

2) Level 2, defined as directly or indirectly observable market inputs other than quoted prices

3) Level 3, defined as significant unobservable market inputs that are not able to be corroborated by
observable market data, therefore requiring an entity to develop its own measurement assumptions.

In February 2008, the FASB issued Staff Position FAS 157-b (“‘FAS 157-b"), “Effective Date of FASB

Statement 157,” which is currently included in FASC Topic 820, “Fair Value Measurements and

Disclosures”. FAS 157-b delayed adoption of SFAS 157 for non-financial assets and liabilities, including

AROQ's initially measured at fair value under SFAS 143. On January 1, 2009 the Company adopted SFAS

157. The only effect on the Company from the adoption of SFAS 157 is the fair value measurement of any

new ARO's or increases in cash flow estimates after the adoption date. During 2009, the Company

recorded $25 thousand of new ARO’s which were measured as level 3 within the fair value hierarchy.

(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:

2009 2008 2007

Discount Rate 6.07% 5.90% 6.75%
Medical Cost Trend:

Initial Range 8.60% 9.00% 9.00%

Ultimate Range 5.00% 5.00% 5.00%

Long-term Rate of Return on Plan Assets 6.00% 6.00% 6.00%

Prior to 2007, the Company had been measuring plan assets and benefit obligations as of September 30. In
accordance with FASC 715, 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.
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The components of Management Inc.’s postretirement healthcare benefit costs for 2009, 2008 and 2007 are as
follows (in thousands):

2009 2008 2007

Service Cost $2,164 $1,260 $1,471
Interest Cost 1,079 884 864
Amortization of Prior Service Cost 250 250 313
Amortization of Net Actuarial Loss / (Gain) 142 1) 3
Expected Return on Plan Assets (827) (7112) (683)
Net Periodic Postretirement Cost $2,808 $1,682 $1,968

To recognize the under-funded status of its postretirement healthcare benefit plan in accordance with FASC 715,
the Company recorded long-term liabilities at December 31 of $3.7 million and $8.8 million for 2009 and 2008,
respectively. 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):

2009 2008

Prior Service Cost $688 $938
Accumulated Loss 2,356 7,314
Regulatory Asset for Amounts Recoverable in Future Rates $3,044 $8,252

The assumed medical cost trend 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 2009 (in thousands):

One Percent One Percent

Increase Decrease
Effect on Total of Service and Interest Cost Components $898 $(670)
Effect on Postretirement Benefit Obligation at the End of Year $4,253 $(3,273)

In 2010, the Company will recognize $250 thousand of prior service cost in its net periodic postretirement
healthcare benefit cost.
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A reconciliation of the funded status of the Company’s postretirement benefit plan to the amounts recognized on
the Company’s balance sheet as of December 31 is as follows (in thousands):

2009 2008
Change in Projected Benefit Obligation:
Accumulated Postretirement Benefit Obligation at January 1 $18,368 $13,144
Service Cost 2,164 1,260
Interest Cost 1,079 884
Benefits Paid (81) (47)
Actuarial Losses / (Gains) (2,591) 3,127
Benefit Obligation at December 31 $18,939 $18,368
Change in Plan Assets:
Fair Value of Plan Assets at January 1 $9,587 $11,686
Employer Contributions 2,720 1,641
Actual Return on Plan Assets (Net of Expenses) 3,053 (3,699)
Net Benefits Paid (73) (41)
Fair Value at December 31 $15,287 $9,587
Funded Status at December 31 $(3,652) $(8,781)

The Company anticipates contributing $2.1 million to the plan for postretirement medical obligations during 2010.

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

2010 $153
2011 232
2012 311
2013 396
2014 498
2015-2019 3,538
Total W

To fund postretirement medical obligations, the Company contributed to the VEBA and 401(h) trusts in 2009 and
2008. The trusts 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.
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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:

2009 2008 Target Range
U.S. Equities 50% 52% 50% +/- 5%
Non-U.S. Equities 18% 10% 15% +- 4%
Fixed Income 32% 38% 35% +1- 5%
100% 100% 100%

The Company appoints a trustee to maintain investment discretion over trust assets. The trustee is responsible
for holding and investing plan assets in accordance with the terms of the Company’s trust agreement, including
investing within the targeted allocation percentages. The asset classes designated above and described below
serve as guides for the selection of individual investment vehicles by the trustee:

e U.S. Equities — Strategy of achieving long-term growth of capital and dividend income through
investing primarily in common stock of companies in the U.S. stock market with the Wilshire 5000
Index (or a comparable broad U.S. stock index) as the investment benchmark.

e Non-U.S. Equities — Strategy of achieving long-term growth of capital and dividend income through
investing primarily in common stock of companies in the non-U.S. stock markets with the Morgan
Stanley Capital Index All Country World ex-U.S Index (or a comparable broad non-U.S. stock
index) as the investment benchmark.

o Fixed Income - Strategy of achieving total return from current income and capital appreciation by
investing in a diversified portfolio of fixed income securities with the Barclays Capital Aggregate
Index (or a comparable broad bond index) as the investment benchmark.

It is understood that the objective of the investment vehicles is to minimize risk of large losses by effective
diversification. The investment vehicles will attempt to rank better than the median vehicle in their respective
peer group. It is also understood that these investments are intended to be viewed over the long term. The
Company acknowledges that during the short-term there will be fluctuations in rates of return characteristic to the
securities markets.

The Company measures its plan assets at fair value according to the hierarchy set forth in FASC 715. The three
levels of the fair value hierarchy under FASC 715 are:

Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical assets or
liabilities in active markets that the Company’s postretirement healthcare plans have the ability
to access.

Level 2 Inputs to the valuation methodology include:
¢  Quoted prices for similar assets or liabilities in active markets;
e Quoted prices for identical or similar assets or liabilities in inactive markets;
o Inputs other than quoted prices that are observable for the asset or liability;
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e Inputs that are derived principally from, or corroborated by, observable market data by
correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable

for substantially the full term of the asset or liability.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest level
of any input that is significant to the fair value measurement. Valuation techniques used need to maximize the

use of observable inputs and minimize the use of unobservable inputs.

Following is a description of the valuation methodologies used for investments measured at fair value at
December 31, 2009 and 2008:

e Money Market Fund: Valued at cost plus accrued interest, which approximates the fair value of the
net asset value of the shares held by the Plan at year end.

¢ Mutual Funds: Valued at the net asset value of shares held by the Plan at year end.

The following table contains, by level within the fair value hierarchy, the Company’s post-retirement healthcare
account investments at fair value as of December 31, 2009 (in thousands):

Level 1 Level 2 Level 3 Total
U.S. Equity Mutual Funds $7,668 $ - $ - $7,668
Non-U.S. Equity Mutual Fund 2,698 - - 2,698
Fixed Income Mutual Funds 4,138 - - 4,138
Money Market Fund - 783 - 783
Total $14,504 $783 $ - $15,287

Management Inc. sponsors a defined contribution money-purchase pension plan, in which substantially all
employees participate, and makes contributions to the plan for each participant based on several factors.
Contributions made by Management Inc. to the plan and charged to expense totaled $2.5 million, $2.3 million
and $2.2 million in 2009, 2008 and 2007, 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 plans of their prior employers. The Company accounts for
the benefits as individual deferred compensation arrangements under FASC Topic 710, “Compensation —
General”. As of December 31, 2009 and 2008, $4.5 million and $5.4 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
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the Company recognizes compensation expense in the period earned. As of December 31, 2009 and 2008,
$10.4 million and $9.1 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 2009, $1.4
million in 2008 and $1.1 million in 2007.

Members' Equity

The Company’'s members include investor-owned utilities, municipalities, municipal electric companies and
electric cooperatives.

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
recovered was allocated to tax-exempt members. The Amendment changes the operating agreement in a
manner that is consistent with the FERC's Policy Statement on income taxes issued May 4, 2005. In
September 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 to 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 members’ income taxes. During
2009, 2008 and 2007, the Company distributed $166.2 million, $140.8 million and $116.3 million, respectively, of
its earnings to its members. On January 28, 2010, the board of directors of ATC Management Inc. approved a
distribution for the fourth quarter of 2009, in the amount of $44.7 million, that was paid on January 29, 2010,
bringing the total distributions for 2009 to 80% of earnings before members’ income taxes.

Each of the Company's members has the right to require the Company to redeem all or a portion of its
membership interests, so long as such interests have been outstanding for at least twelve months. However, the
Company is not required to effect the redemption if Management Inc., in its sole discretion as the corporate
manager, elects to purchase, in lieu of redemption, such membership interests for either a specified amount of
cash or a specified number of shares of its common stock. After such purchase, Management Inc. shall be
deemed the owner of such membership interests.
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(4) Debt

(@) Credit Facilities

The Company’s five-year revolving credit facility provides back-up 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, which is based on the Company’s debt rating from Moody's and S&P,
ranges from 0.13% to 0.35%.

Lehman Brothers Holdings Inc. (“Lehman”) filed for bankruptcy court protection on September 15, 2008.
Lehman is an affiliate of Aurora Bank FSB (“Aurora”), formerly known as Lehman Brothers Bank FSB, which
had a commitment of $35 million under the credit facility. The Company and the lenders in the credit facility
executed an amendment to the agreement on November 6, 2009, which terminated the commitment of
Aurora. As a result of the amendment, the Company’s credit facility was reduced from $275 million to $240
million. 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 has
no current plans to replace the $35 million commitment.

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
prepayment of other debt, maintenance of certain financial ratios 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.

The Company had no outstanding balance under the credit facility as of December 31, 2009 or 2008.

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 $197.5 million of commercial paper
outstanding as of December 31, 2009 at an average rate of 0.33% and $123.0 million of commercial paper
outstanding as of December 31, 2008 at an average rate of 0.87%. As defined by the commercial paper
program, no customary events of default took place during the periods covered by the accompanying
financial statements. The Company does not intend to exceed $240 million under its commercial paper
program.
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(c) Long-term Debt

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

2009 2008
Senior Notes at stated rate of 7.125%, due March 15, 2011 $300,000 $300,000
Unamortized Discount (367) (649)
299,633 299,351
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 200,000 200,000
Senior Notes at stated rate of 5.40%, due May 15, 2019 150,000 -
Business Note at stated rate of 5.75%, due May 1, 2011 10,000 10,000
Other Long-term Notes Payable 10 46
Net Long-term Debt $1,259,643 $1,109,397

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
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.

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 April 30, 2018.
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(5)

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 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 occurred on March 16, 2009. The second funding of $35 million occurred on May
15, 2009. The notes will pay interest semi-annually on May 15 and November 15 and will mature on May
15, 2019.

During December 2009, the Company entered into an agreement with a group of investors, through a
private placement offering, to issue $100 million of 12-year, unsecured 4.59% senior notes and $50 million
of 30-year unsecured 5.72% senior notes. The closing and funding of the $100 million issuance occurred
on February 1, 2010 and the closing and funding of the $50 million issuance is scheduled to occur on April
1, 2010. The $100 million notes will pay interest semi-annually on February 1 and August 1 and will mature
on February 1, 2022, and the $50 million notes will pay interest semi-annually on April 1 and October 1 and
will mature on April 1, 2040.

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 to 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):

2009 2008
Carrying amount $1,259.6 $1,109.4
Estimated fair value $1,318.9 $998.9

Income Taxes

As mentioned in note 1(l), the MBT 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 two-part tax on business income. The tax is
accounted for as an income tax under the provisions of FASC 740. The key features of the MBT include a
business income tax and a modified gross receipts tax, with exclusions for certain activities. During 2009 and
2008, the Company'’s financial statements included a provision of $1.0 million and $0.9 million, respectively, for
the MBT. The MBT is also recovered as a component of the Company’s revenue requirement.
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As of December 31, the Company had the following deferred tax amounts recorded in its statement of financial
position (in thousands):

2009 2008
Deferred Tax Liabilities $4,085 $3,539
Deferred Tax Assets (3,036) (3,035)
Net Deferred Tax Liabilities $1,049 $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 transferred to the
Company by its members in its regulatory 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
$201.1 million, $151.5 million and $134.4 million in 2009, 2008 and 2007, respectively, and are primarily related
to accelerated tax depreciation and other plant-related differences. 2009, 2008 and 2007 revenues include
recovery of $83.4 million, $72.5 million and $54.7 million, respectively, of income tax expense. Beginning in
2008, these amounts included the impact of the MBT.

FASC 740 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. This guidance applies
to all entities, including pass-through entities such as the Company. 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. Additionally, the Company had no unrecognized tax benefits and was
assessed no interest or penalties during 2009, 2008 or 2007. The Company is no longer subject to examination
by the Internal Revenue Service 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.

Commitments and Contingencies

(@) Operating Leases
The Company leases office space and certain transmission-related equipment under non-cancelable

operating leases. Amounts incurred during 2009, 2008 and 2007 totaled approximately $6.2 million, $3.8
million and $3.1 million, respectively.
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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):

2010 $6.7
2011 5.9
2012 5.9
2013 5.6
2014 5.6
Thereafter 63.8

$93.5

In January 2008, the Company entered into a lease agreement for a new system operations center and
headquarters facility. The agreement met the criteria for treatment as an operating lease under FASC Topic
840, “Leases”. Under the agreement, the Company will incur the following future minimum lease payments,
which are also included in the table above (in millions):

2010 $4.9
2010 4.9
2011 4.9
2012 5.0
2013 5.0
Thereafter 63.0

$87.7
The Company took occupancy of the new facility during the third quarter of 2009.

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 since adjustments of this nature are typically offset by its true-up provision in the
revenue requirement formula.

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 constructing the interconnection facilities under these
agreements. The Company will own and operate the interconnection 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.
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The current estimate of the Company’s commitments under these agreements, if the generation plants
become operational, is approximately $18.7 million at completion, with the expected completion dates
ranging from 2010 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 transmission system at the time the transmission service is requested. Under these
agreements, the Company reimbursed $48.0 million to generators during 2009, including $40.0 million to
We Energies for the EIm Road generator interconnection; the Company expects to reimburse $1.0 million to
generators in 2010 under such agreements.

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. 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.

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 resulting from the previous
ownership of the property.

The Company has an agreement with the Wisconsin Department of Natural Resources 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 potential future lead-based paint remediation
costs are presently unknown. If sufficient information becomes available in the future, the Company will, at
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 potential 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 in accordance with the EPA’s Audit Policy.
The Company signed a negotiated Corporate Audit Agreement with the EPA and conducted an audit
pursuant to that agreement. The audit is now complete and there were no significant findings. The final
audit report was submitted to the EPA in December 2009, and the Company is now awaiting a response
from the EPA. The Company is not able to estimate the cost of potential enforcement actions, if any, that
the EPA may issue.
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There is increased awareness of the potential effect of greenhouse gas emissions on global climate change
and, as a result, legislation is continually being introduced in Congress and state legislatures and litigation is
being initiated based on the potential effects of greenhouse gas emissions. Certain substation equipment
on the Company’s transmission system contains a greenhouse gas called sulfur hexafluoride (“SF6"), the
use of which is standard in electrical circuit breakers and buses in the utility industry. On April 17, 2009, the
EPA issued a proposed rule that, if adopted, would state that the atmospheric concentrations of certain
greenhouse gases, including SF6, endanger the public health and welfare within the meaning of section
202(a) of the Clean Air Act. The proposed rule, along with any legislation passed by Congress, may result
in future regulation of greenhouse gases such as SF6. The potential impact on the Company’s financial
position, results from operations or cash flows of such regulation is not known; however, the Company
would seek recovery of the cost of compliance with any such measures through its rate formula.

(8) Related Party Transactions

(@) 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 Weston
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-WI made its initial investment and became a member of the Company.
During 2008 and 2007, WPSC contributed cash of $2.3 million and $50.9 million, respectively, in exchange
for equity interests in the Company, related to its financing of the Project. Additionally, during 2007, RREC-
WI contributed cash of $8.7 million related to the Project, in exchange for equity interests in the Company.

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 Project. These members contributed $1.0 million and $7.0 million of cash in
exchange for additional equity interests in the Company during 2008 and 2007, respectively.

During 2007, the Company made the following transmission asset acquisitions (in millions):

Member Date of Transfer Net Book Value

City of Stoughton January 2007 $0.2

MGE Transco LLC February 2007 14
Total $1.6

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%.
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To maintain its targeted debt to capitalization ratio, the Company received a total of $100 million through
voluntary additional capital calls in 2009; the Company also received $94.7 million through capital calls in
2008. 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 Agreements

Since inception, the Company has operated under Transitional Services and Operation 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. By an order
dated August 21, 2009 the PSCW ordered that work under the Transitional Services Agreements be
completed and that the Company should not continue to use such agreements. In the same order, the
PSCW approved Project Services Agreements and Common Facilities Agreements, for a two-year pilot
period, whereby the Company and certain of its affiliates may perform engineering and construction services
for each other, subject to the restrictions and reporting requirements specified in the order. The PSCW also
directed the Company to review its Operations and Maintenance Agreements to ensure that there was no
conflict between those agreements and the Project Services and Common Facilities Agreements. To
prevent cross-subsidization between affiliated interests, the PSCW ordered that services be performed at a
fully-allocated cost of the party providing services. The Company believes that the costs it must incur to
procure engineering, construction, operation and maintenance services will be recoverable in future rates.

Several of the original operation 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
as a minimum level of service. To date, the amounts utilized have exceeded the minimum in each year.

The Company was billed approximately $48.6 million, $49.1 million and $137.2 million in 2009, 2008 and

2007, respectively, under these agreements. Accounts payable and accrued liabilities at December 31,
2009 and 2008 include amounts payable to these companies of $3.0 million and $4.7 million, respectively.

Transmission Service

Revenues from Wisconsin Electric Power Company, Wisconsin Power and Light Company, Wisconsin
Public Service Corporation, Madison Gas and Electric Company and WPPI Energy ranged from 85% to
91% of the Company’s transmission service revenue for the years ended December 31, 2009, 2008 and
2007.

Agreement with Alliant Energy

The Company has an agreement with Alliant Energy (“Alliant”) under which it provides control 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.
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Marshfield Lease

In July 2008, the Company entered into an agreement with the City of Marshfield, acting by and through its
Utility Commission ("Marshfield"), to lease transmission capacity and provide services for Marshfield's
transmission facilities (“the Facilities") under Marshfield's direction, approval and/or control. The Company
pays Marshfield a sum based on the reasonable costs associated with ownership of the Facilities. The
lease payment and operating expenses are reviewed annually and adjusted as necessary. During 2009 and
2008, the Company paid Marshfield approximately $60 thousand per month, plus reasonable operating
expenses. In October 2009, the Company entered into an agreement to acquire all of the transmission
assets owned by Marshfield. The Asset Acquisition Agreement (“Agreement”) must be approved by the
PSCW and the FERC, and those approvals are expected to occur in the first quarter of 2010. Under the
provisions of the Agreement, the Company will purchase, in two transactions, up to $7.0 million of assets
from Marshfield that were previously included in the lease. The first transaction will involve payment of
approximately $0.6 million, and the second transaction will involve the remaining amount. As a result, the
Company expects to pay Marshfield approximately $60 thousand per month during a portion of 2010, plus
reasonable operating expenses, until it concludes the purchase of all of Marshfield’s transmission assets
included in the lease, which will occur later in 2010.

Management Inc.

As discussed in note 1(b), Management Inc. manages the Company. Management Inc. charged the
Company approximately $80.8 million, $77.3 million and $71.4 million in 2009, 2008 and 2007, 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.

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, 2009 and 2008, liabilities included
$2.7 million and $43.3 million, respectively, of amounts received related to these agreements from entities
that are also members of the Company. The Company expects to reimburse $1.0 million to such members
in 2010.
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(9) Quarterly Financial Information (unaudited)

(In Thousands) Three Months Ended
2009
March 31 June 30 September 30 December 31 Total
Operating Revenues $126,232 $129,016 $132,288 $133,989 $521,525
Operating Expenses 56,955 56,617 58,743 58,001 230,316
Operating Income 69,277 72,399 73,545 75,988 291,209
Other Income (Expense) (63) (66) (147) (345) (621)
Interest Expense, Net 18,265 19,653 19,595 19,710 77,223
Earnings Before Members' Income Taxes $50,949 $52,680 $53,803 $55,933 $213,365
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 52,693 208,960
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
Earnings Before Members' Income Taxes $42,393 $45,720 $49,642 $50,290 $188,045

Because of seasonal factors impacting the Company’s business, particularly the maintenance and construction
programs, quarterly results 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.,
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