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Opinion
Corporate Profile

Peoples Gas Light and Coke Company (PG&L: A1 senior secured) is a regulated local gas distribution company
that purchases, stores, distributes, sells and transports natural gas to approximately 830,000 customers through
an approximately 4,000-mile distribution-mains system serving Chicago, lllincis. The customer base includes
residential, commercial and industrial sales. PGL had revenue of approximately $1,343 million in 2007.

North Shore Gas Company (NSG: A1 senior secured) is also a regulated local gas distribution company, albeit
quite smaller than PG&L. it purchases, stores, distributes, sells and transports natural gas to approximately
158,000 customers through an approximately 2,000-mile distribution-mains system serving 54 communities in
northeastern llinois representing a service territory of approximately 275 square miles. The customer base
includes residentiat, commercial and industrial sales. NSG had revenue of $271 million in 2007.

" PGAL and NSG's strategic focus is on maintaining and growing a strong regulated utility base in traditional market
segments, which include space heating, water heating, clothes drying and cooking. The {argest element of
customer load, however, consists of space heating and FGL and NSG typically record approximately 70% of their
respective revenues from January through March and November through December. In addition to the rate
charged for the distribution of natural gas, PG&L and NSG also bill their customers a Gas Charge representing its
cost of gas, transportation, storage service and gains, losses and costs under incurred under their respective
hedging programs. .

PG&L and NSG are wholly-owned subsidiaries of Peoples Energy Corporation {PEC) which is a subsidiary of
Integrys Energy Group, Inc. (Integrys: A3 senior unsecured, stable outlook). PEC and Integrys completed a merger
in February 2007. ’ C .

Recent Developments

In February 2008, the llinois Commerce Commission (ICC) approved a $71 million rate .indrgasé'fdr' PG&L based
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on a 10.19% retumn on eqmty This decision, PGL's first rate case since 1995, compares to the company's request

of a $102.5 million rate increase based on an 11.06% ROE and represents an allowed ROE that is infine with NS WPD-8(1)
industry averages. In February 2008, the ICC ordered NGL to implement a slight rate decrease ($200,000) based Page 2 of 24
on a 9.98% rate decrease. This decision compares to the company's request of a $6.3M base rate increase based

on an 11.06% ROE.

The ICC conducts annual Gas Charge proceedings which review and determine the prudence of gas costs passed
through to ratepayers through the Gas Charge. If the ICC were to find that the reconcitiation was inaccurate or any
gas costs were imprudently incurred, the ICC would order the utility to provide ratepayers a refund. This occurred
in March 2006 for fiscal 2001-2004 costs, causing PGL to record a $103 million charge and provide a refund in
April 2006, In a related action, PGL recorded an additional $23 million charge to eamings in 2007 related to the
funding through 2011 of conservation and weatherization programs for low and moderate-income I'ESldentIa|
dwellings.

Rating Rationale

PGL and NSG's A1 senior secured rafings are supported by their low business risk profiles, an expectation for
improving financial performance due to rate relief and merger-related synergies, strong ring-fencing measures and
an improved regulatory environment.

Factor 1: Sustained Profitability - PGL's profitability for 2006 and 2007 was negatively impacted by the charges
-cited above. Net income was $(35.4) million for the year ended September 30, 2006 and ${13.7) million for the
year ended December 31, 2007.

It is our opinion that the recent rate case decision, combined with an expectation of no further charges to eamlngs,'
provide PG&L the opportunity to return to profitability and make progress toward eammg its authorized retum
which shouid improve cash flow metrics.

PG&L's net income for the six months ended June 30, 2008 is anticipated to be materially improved from the $10
million eamed during the prior comparable period. Similarly, PG&L's CFO pre-W/C is expected to be improved
compared to the six months ended June 30, 2008 compared to $55 million for the same period in the prior year.
PG&L's ratios of retained cash flow to debt (RCFIDebt) and debt to capitalization for the fwelve months ended
June 30, 2008 are anticipated to be indicative of a low-A rating.

NSG's net income for the six months ended June 30, 2008 was $5.4 million compared to $6.2 million in the prior
comparable period. CFO pre-W/C for the six months ended June 30, 2008 was approximately $9 million and
compares favorably to capital expenditures {less than $4 million) and dividends to its parent (less than $1 million).
NSG's ratios of retained cash flow to debt (RCF/Debt) and debt to capitalization for the twelve months ended June
30, 2008 were approximately 9% and 32%, respectively. These financial metrics are indicative of a low-A rating.

Factor 2: Regulatory Support - Moody's viewed the outcomes of PG&L and NGC s February 2008 rate cases as
credit supportive as it provided PG&L an allowed ROE in line with its peers and, for both utilities, approved a
decoupling mechanism and efficiency mechanism that will aliow recovery of energy efﬁcuent costs. The lllinois
regulatory environment has historically been challenging.

Factor 3. Ring-fencing - PG&L and NSG are subject {o regulation and company practtces that help to protect credit
quality, including restrictions from providing loans to PEC or Integrys and separate sources for liquidity.
Furthermore, PG&L and NSG's indentures relating to their first mortgage bonds contain provisions and covenants
restricting the payment of cash dividends and the purchase or redemption of capital stock.

PGSL and NSG's ratings are also supportéd by their ownership by Integrys, whose .cfedl-t prbﬂle is stronger than )
that of {pre-merger) PEC. Moody's changed the rating outlooks for PG&L and NSG to stable from negative in June
2006 when the merger was announced.

Liquidity:

PGA&L maintains a $250 million unsecured revolving credit facility that expires in July 2010 to support a similarly
sized commercial paper program and for general corporate purposes. Terms of the syndicated revolving credit
facility include a representation that no material adverse change has occurred but only on the facility's effective
date. The sole financial covenant is a 65% limitation on the debt component of PG&L's capital structure. The
company has substantial flexibility under the capital structure covenant. :

NSG does not have its own revolvmg credit facility or commercial paper program, Instead it has the abmty to
- borrow up to $50 million from PEC and to loan to or borrow from PG&L up to $50 mllilon As of June 30 2008
there were advances of $26.2 million from NSG to PG&L.. )
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PGL's iong-term debt consists entirely of first mortgage bonds totaling $451 million. The most near-ferm maturity is
$50 million in 2070. NSG Iong-term debt consists of two series of first morigage bonds totaling $69 million. Its most
near-term maturity is $40 million in 2013. NS WPD-8(1)

Page 3 of 24
Rating Outlook

The stable rating outlook is supported by an expectation that the financial perfonnani‘.e for PG&L and, to a lesser
extent, NSG will improve due to rate relief and merger synergies.

What Could Change the Rating - Up

An upgrade is not expected over the medium-term. Longer-term, upward rating pressure for PG&L and NSG could
be triggered by an upgrade of its parent cr significant improvement in its financial metrics such that the ratio of
RCF to debt exceeds 20% on a sustainable basis.

What Could Change the Rating - Down

A decline in the financial metrics of the consolidated Integrys enterprise or a decline in PG&L and NSG's financial
metrics such that the ratio of RCF to debt falls below 8% for an extended period.

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RiISK AS
THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY
‘COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO
NOT ADDRESS ANY OTHER RiSK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE
‘RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT
EACHINVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody s Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, .
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. Al
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Becauss of the
possibility of human or mechanica! error as well as other factors, however, such information is provided "as is* without warranty
of any kind and MOODY'S, in particuiar, makes no representation ar warranty, express or implied, as to the accuracy, tmeliness,
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MOODY'S have any liability to any person or entity for {a) any loss or damage in whole or in part caused by, resulting from, or
relating to, any error {negiigent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, coliection,.compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b} any diréct, indirect, special, consequential,
compensatory or incidental damages whatsoever {including without limitation, fost profits), even if MOODY'S is advisad in
advance of the possibility of such damages, resulting from the use of or inabifity to use, any such irformation. The credit ratings
and financial reporting analysis observations, if any, constituting part of the information containéd-herein are, and must be
construed solely as, statements of opinien and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TQ THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE QF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOQDY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other optnion must be Wweighed solely ds one factor in any
investment decision made by or cn behalf of any user of the information contained herein, and each such user must accordingly
make its own study and evaluatkion of each security and of each issuer and guarantor of, and each prowcler of credit support for,
each security that it may consider purchasing, holding or selling.

MOODY'S hereby discleses that most issuers of debt securities {inciuding corporate and municipal bonds, debentures, notes and
commercial paper} and preferred stock rated by MOODY'S have, prior to assignment of any rating; agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation {MCO}
and its whoity-owned credit rating agency subsidiary, Moody's Investors Service {MIS), aiso maintain policies and procedures to
address the independence of MIS's ratings and rating processes. Information regarding certain affitiations that may exist
batween directors of MCO and rated entities, and between entities who hoid ratings from MIS and have also publicly reported to
the SEC an ownership interest in MCO of more than 5%, is posted annually on Moody's website at www.moodys.com under the
heading "Sharehoider Relations - Corporate Governance - Director and Shareholder Affiliation Policy."
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North Shore Gas Co.

Publication date: 26-Nov-2008
Primary Credit Analyst: Gabe Grosberg, New York (1) 212-438-6043;
gabe_grosherg@standardandpoors.com

Major Rating Factors

Strengths: Corporate Credit Rating

A-/Negative/NR
View Recovery Ratings >>

¢ |ower risk regulated gas distribution business;

® Sound management of regulatory risk; and
* Relatively healthy service territories.

Weaknesses:
® \olatility of Integrys' non-regulated energy marketing business; and
¢ Weak consolidated cash flow measures.

Rationale

The ratings on North Shore Gas Co. reflect parent Integrys Energy Group Inc.'s consolidated credit profile. The ratings also reflect
North Shore's excellent business profile and Integrys' intermediate financial profile. (The business profile is ranked as excellent,
strong, satisfactory, weak, or vulnerable, and the financial profile is ranked as modest, lntermedlate, aggressive, or highly
leveraged.) As of Sept. 30, 2008, Integrys had $3.4 billion in total debt outstanding

North Shere, which accounted for approximately 4% of Integrys's consolidated funds from operations (FFO) in 2007, is a
regulated entity that sells, stores, and distributes natural gas to about 158,000 customers in Lake and Cook Counties, IIl.

In most circumstances, Standard & Poor's will not rate a wholly owned subsidiary higher than the parent. Exceptions can be
made on the basis of structural or reguiatory insulation, which in the case of North Shore, in our view, is not present. Therefore,
regardless of the excellent business profile and refatively healthy financiat condition of Nerth Shore as a stand-alone basis,
Standard & Poor's views the rating on the regulated entity to be affected by Integrys' non-regulated businesses.

Integrys is a diversified energy company with regulated electric and gas utilities and non-regulated retail and wholesale energy
and gas marketing operations. The integrated regulated electric businesses have generating capacity of about 2,200 megawatts,
of which approximately 74% is coal. The regulated electric businesses also purchase, transmit, distribute, and sell electricity to
about 485,000 customers in Wisconsin and Michigan's Upper Peninsula. Recently, the company completed Weston 4, a 500 MW
supercritical pulverized coal plant, of which Integrys owns 70%. Integrys also owns about 34% of FERC-regulated American
Transmission Company, which is an electric transmission company primarily located in Wisconsin and Michigan's ' Upper Peninsula.
The regulated gas businesses purchase, sell, and distribute natural gas to more than 1.6 million customers in Hlinocis, Michigan,

- Minnesota, and Wisconsin. The non-regulated business, serve about 140,000 customers throughout the U.S. and Canada. The
non-regulated businesses expose the consolidated entity to speculatlve trading, counterparty credit risk market risk, customer
demand risk, liquidity risk, and weather risk. Approximately 80% of FFO is generated by the regulated businesses.

North Shore's excellent business profile reflects the company's reQuIated utility gas operations. In February 2008, the Illinois
Commerce Commission approved a gas revenue decrease of about $182,000 based on a 9.99% return on equity and allowed for
decoupling, which we view as credit supportive. North Shore is currently under-earning on its allowed return primarily because of
the regulatory lag. (North Shore filed its last rate case using a 2006 test year.) In future rate cases, North Shore expects to use a
forecasted test year which should improve its actual returns compared to its allowed return, Nerth Shore may alse recover
commodity costs through the purchased gas adjustment; however, the prudence of the gas costs recovered is. sub;ect to audit,
which has previously resufted in multi-million dollar settlements.

Integrys' intermediate financial profile is characterized by improving although still weak cash flow protection that'have not met
our expectations since the company's 2007 merger with Peoples Energy Co. Specifically, we expect adjus_ted FFOto debt to
exceed 25%, adjusted FFO interest coverage to surpass 3.5x, and for adjusted debt to total capital to be below 50%, To meet
these financial measures, the company must continue-to properly manage its regulatory risk and maintain sound risk-.
management policies and systems in order to manage all of the aforementioned risks at its non regulated busmesses

https: //www.ratmgsdlrect com/Apps/RD/ controller/Artlcle'?Id——G86027&type—&outputType—pnnt&fr0m‘&

Page 1 of 5

NS WPD-8(1)
Page 4 of 24

01/21/2009



{26-Nov-2008] North Shore Gas Co.

Also affecting the financial profile is the expected negative discretionary cash flow for the near to intermediate future. This is
mostly driven by the large capital expenditures, which should average about $550 million annually though 2010 and annual

Page 2 of 5

dividend payments of about $200 million. The company expects that its long-term dividend payout ratio will target 60%-65% of NS WPD-8(1)
earnings. Page 5 of 24

Liquidity

North Shore has adequate cash flow and sufficient alternative sources to cover current liquidity needs, including ongoing capital
requirements, and upcoming debt maturities. North Shore was net cash flow positive for the nine months ended Sept. 30, 2008.
In addition to cash generated by operating activities, the company has the ability to borrow $50 million from Peoples Energy
Corporation and $50 million from The Peoples Gas Light & Coke Co. As of Sept. 30, 2008, Notth Shore borrowed $4.9 million.
North Shore has minimal refinancing risk, as it has no debt maturities untit 2013 when $40 millicn matures,

On a monthly basis, Standard and Poor's assess Integrys' liquidity adequacy based on stress case scenarlos, which analyze the
company's collateral exposure resulting from a hypothetical downgrade to speculative grade and a comrnodlty price stress
scenario (15% in the first year and 20% thereafter). Recently, we identified that the company had adequate liquidity for a
hypothetical downgrade to speculative grade but did not have sufficient Hquidity for a simuitangous commodity price stress.
Although the company subsequently boosted its liquidity by $400 million, we expect that a company rated in the 'A’ category
should sufficiently manage its liquidity so that it is constantly able to meet our concurrent stress scenarios.

Outlook

The negative outlook highlights Integrys' marginal liquidity position, and weak financial measures. The ratings on Integrys and its
subsidiaries could be lowered if its liquidity is not further enhanced so that there is a sufficient liquidity cushion to constantly
meet our multiple and simultaneous stress scenarios or there is no improvement to the financial measures, The outlook could be
revised to stable If sufficient liquidity is maintained on a consistent basis, the financial measures improve as expected and there
is a substantial decrease of the company's risk exposure from its non-regulated companies. A ratings upgrade is currently
unlikely.

Table 1
Integrys Energy Group Inc¢. -- Peer Comparison*

Industry Sector: Combo

~-Average of past three fiscal years--

Integrys Energy Alliant Energy Great Plains  Westar Energy - Wisconsin Energy

Group Inc. Corp. Energy Inc. . Inc. Corp.
Rating as of Nov. 25, 2008  A-/Negative/A-2 BBB+/Stable/A-2 BBB/Stable/-- . BEB-/Stable/NR =~ BBB-+/Positive/A-2
(Mil. $) ‘ ’ B
Revenues 8,002.9 3,358.9 2,849.1 1,63B.6 4,016.5
Net income from cont. oper. 161.1 273.1 150.3 . 156.2 317.5
Funds from operations (FFO) 291.0 630.4 3/8.2 . 396.8 _' 726.7
Capital expenditures 393.7 493,2 441.4 447.3 ._ 949.4
Debt 2,356.4 3,233.0 1,700.,8 2,429.1 4,606.2
Equity 2,119.4 2,665.6 1,363.6 _ " 1,573.4 - 2,965.5
Adjusted ratios ’ : ] '
Oper. income {bef. 5.8 26.7 1?_.4 ) 33.5 23.5
. D&A)/revenues (%) .
EBIT interest coverage {x) 2.8 2.7 3.0 . '2.7 - 3.1
EBITDA interest coverage 3.6 4.2 i 4.5 | 3.9 . 4.2
(x) o . .
Return on capital (%) : 9.1 8.5 .0 7.5 8.7
FFO/debt (%) 12.4 19.5 22 163 . 15.8
Debt/EBITDA (x) 5.2 3.7 3.5 4.6 4.9

*Fully adjusted {including postretirement obligations).

Table 2
Integrys Energy Group Inc. -- Financizi Summary*

Industry Sector: Combo

B

--Fiscal year ended De?c._Eil-"—.

P
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2007 2006 2005 2004 - 2003

Rz::‘r:? :;story A-/Stable/A-2 AfWatch Neg/A-1 A/Watch Neg/A-1 }:‘\/Stable/A-l A/Stable/A-1 NS WPD-8(1)
Revenues 10,292.4 6,890.7 6,825.5 4,890.6 4,321.3 Page 6 Of 24
Net income from continuing operations 181.1 i51.6 150.6 156.2 110.6

Funds from operations {FFQ) 388.5 304.2 180.4 276.9 2é4.6

Capital expenditures 410.2 348.3 422.7 287.3 1_90.1

Cash and short-term investments 41.2 23.2 27.7 40.0 50.7

Debt 3,157.3 2,343.2 1,568.5 1,423.7 1,230.5

Preferred stock 175.6 175.6 51.1 51.1 51.1

Equity 3,411.4 1,709.2 1,237.7 1,009.0 ] 960.2

Debt and equity 6,568.7 4,052.4 2,806.3 2,432.7 2,190.7

Adjusted ratios ) ‘

EBIT interest coverage (x) 2.6 2.7 3.6 4.2 33

FFO int. cov. (x) 3.0 3.3 3.4 : 5.6 4.6

FFQ/debt (%) 12.3 13.0 11.5 194 = . 18.3

Discretionary cash flow/debt (%) (10.6) {14.9} (28.7) (9.3) (16.5)

Net Cash Flow / Capex (%) 48.9 59.3 21.7 67.0 78.8

Debt/debt and equity (%) 48.1 57.8 55.9 58.5 56.2

Return on common equity (%) 7.4 10.4 12.2 14.4 11.7

Common dividend payout ratio (un-adj.) (%) 99.4 64.6 57.9 53.1 ' 66.8

*Fully adjusted (including postretirement obligations).

Table 3

Reconciliation Of Integrys Energy Group Inc. Reported Amounts With Standard & Poor's Adiusted Amounts (Mil. $)
*

--Fiscal year ended Dec. 31, 2007—

Integrys Energy Group Inc. reported amounts

Operating Operating Operating
income income fncome Cash flow Cash flow ’
Shareholders' (before (before (after Interest from - from bividends Capital
Debt equity DEA) D&A) D&A) expense operations operations *  paid expenditures

Reported 2,788.5 3,286.2 562.5 ' 5625 367.4 164.5 238.5 1 238.5 180.1 392.6
Standard & Poor’s adjustments

Operating 36.3 - 7.0 2.0 2.0 2.0 4.9 4.9 - 17.9
leases

JIntermediate {150.0) 150.0 -- -- - (9.3) 8.3 9.3 1.9.3 -
hybrids : -

reported as

debt

Intermediate 25.6 (25.6) .- - - 1.6 (1.6) {1.6) {1.6) -
hybrids

reported as

equity

Postretirement 98.2 -- 12.4 12.4 12.4 -- {5.1) (5.1 - -
benefit
obligations

Capitalized - - - - - 0.3 (0.3) . (0.3) - (0.3)
interest -

Power 267.7 - 40.4 40.4 18.3 18.3 22,1 22.1 -- --
purchase
agreements

Asset 91.1 - 6.8 6.8 6.8 . 6.8 (3.5) (3.5} . - -
retirement )
obligations

Reclassification - -- -- -- 64.1 -- - - - --
of . .

nonoperating

income

(expenses}

https://www.ratingsdirect.com/Apps/RD/controller/Article?id=686027&type=&ioutput Type=print&from=&... 01/21/2009
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Reclassification - - .

of working-
capital cash
flow changes
Total 368.8 124.5 66.5
adjustments
Standard & Poor's adjusted amounts
Operating
income
{before
Debt Equity D&A)
Adjusted 3,157.3 3,411.4 629.0

61.6

EBITDA
624.1

103.6 19.6 25.9

Cash flow
Interest from
EBIT expense operations

471.0 184.1 264.4

Page 4 of 5
}.'24'1 I -
NS WPD-8(1)
- Page 7 of 24
150.0 ., 7.8 17.6
Funds
from Dlvtdends Capital
operations paid expenditures
388.5 187.9 410.2

*Integrys Energy Group Inc. reported amounts shown are taken from the company’s financial statements but might include adjustments
made by data providers or reclassifications made by Standard & Poor’s analysts. Please note that two reported amounts {operating income
before D&A and cash flow from operations) are used to derive more than one Standard & Poor's-adjusted amount {operating income before
D&A and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the first section in some tables may

feature duplicate descriptions and amounts.

Ratings Detail (As Of 26-Nov-2008)"

North Shore Gas Co.
Corporate Credit Rating
Senior Secured (1 Issue)
Senior Secured (1 Issue)

A-/Negative/NR

A

A/Negative

Corperate Credit Ratings History

25-Nov-2008
-13-Nov-2007
13-Feb-2006
131-Jan-2005

A-/Negative/NR
A-/Stable/NR
A-/Megative/NR.
A-/Stable/NR

‘Business Risk Profile

Excellent

‘Financial Risk Profile

Intermediate

Related Entities

‘Integrys Energy Group Inc.
Jssuer Credit Rating

Commercial Paper
Local Currency
Junior Subordinated (1 Issue)

Senior Unsecured (2 Issues)

Senior Unsecured {1 Issue)

Peoples Energy Corp.

Issuer Credit Rating

Senior Unsecured (1 Issue}

Pecoples Gas Light & Coke Co. (The)
Issuer Credit Rating

Commercial Paper
Local Currency
Senior Secured (4 Issues)

Senior Secured (5 Issues)

Senior Secured (1 Issue)

Senior Unsecured (0 Issues)
Wisconsin Public Service Corp.
Issuer Credit Rating

Commercial Paper
Local Currency
Preferred Stock (5 Issues)

Senior Secured (8 Issues)

A-/Negative/A-2

A-2
EBBB
EBB+

BBB+/A-2

A-/Negative/NR

BBB+

A-/Negative/A-2

A-2
A-

Af Negative
AAA/Stable
AA/Negative

A/Negative/A-2

A-2
BBB+
A+

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings, on the global scale are comparable
across countries, Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

Analytic services provided by Standard & Poor's Ratings Services {Ratings Services) are the resut _oi’ éepar'ate activities desngﬁed to
preserve the lndependence and objectivity of ratings opinions, The credit ratings and observations conta;ned hereln are solely statements
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of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment

decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion contained herein

in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's NS WPD-8(1)
may have information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the Page 8 of 24
confidentiality of non-public information received during the ratings process. g

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third
parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no
payment for doing so, except for subscriptions to its publications. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have
been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint,
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Credit Rating: A-/Negative/NR

Rationale

The ratings on North Shore Gas Co. reflect parent Integrys Energy Group Inc.’s consolidated credit profile. The ratings also
reflect North Shore's excellent business profile and Integrys' intermediate financial profile. (The business profile is ranked as
excellent, strong, satisfactory, weak, or vulnerable, and the financial profile is ranked as modest, intermediate, aggressive,
or highly leveraged.) As of Sept. 30, 2008, Integrys had $3.4 billion in total debt outstanding

North Shore, which accounted for approximately 4% of Integrys's consolidated funds from operations {FFO) in 2007, is a
regulated entity that sells, stores, and distributes natural gas to about 158,000 customers in Lake and Cook Counties, IIl.

“In most circumstances, Standard & Poor's will not rate a wholly owned subsidiary higher than the parent. Exceptions can be
made on the basis of structural or regulatory insulation, which in the case of North Shore, in our view, is not present.
Therefore, regardless of the excellent business profile and relatively healthy financial condition of North Shore as a stand-
alone basis, Standard & Poor's views the rating on the regulated entity to be affected by Integrys' non-regulated
businesses.

Integrys is a diversified energy company with regulated electric and gas utilities and non-regulated retail and wholesale
energy and gas marketing operations. The integrated regulated electric businesses have generating capacity of about 2,200
megawatts, of which approximately 749% is coal. The regulated electric businesses also purchase, transmit, distribute, and
sell electricity to about 485,000 customers in Wisconsin and Michigan's Upper Peninsula. Recently, the company completed
Weston 4, a 500 MW supercritical pulverized coal plant, of which Integrys owns 70%. Integrys also owns about 34% of
FERC-regulated American Transmission Company, which is an electric transmission company primarily located in Wisconsin
and Michigan's Upper Peninsula. The regulated gas businesses purchase, sell, and distribute natural gas to more than 1.6
million customers in Illinois, Michigan, Minnesota, and Wisconsin. The non-regulated business, serve about 140,000
customers throughout the U.S. and Canada. The non-regulated businesses expose the consolidated entity to speculative
trading, counterparty credit risk, market risk, customer demand risk, liquidity risk, and weather risk. Approximately 80% of
FFO is generated by the regulated businesses. North Shore's excellent business profile reflects the company’s regulated
utility gas operations. In February 2008, the Illinois Commerce Commission approved a gas revenue decrease of about
$182,000 based on a 9.99% return on equity and aliowed for decoupling, which we view as credit supportive. North Shore
is currently under-earning on its allowed return primarily because of the regulatory lag. (North Shore filed its last rate case
using a 2006 test year.) In future rate cases, North Shore expects to use a forecasted test year which should improve its
actual returns compared to its allowed return. North Shore may also recover commodity costs through the purchased gas
adfustment; however, the prudence of the gas costs recovered is subject to audit, which has previously resulted in multi-
million dollar settlements.

integrys' intermediate financial profile is characterized by improving although still weak cash flow protection that have not
met our expectations since the company's 2007 merger with Peoples Energy Co. Specifically, we expect adjusted FFO to
debt to exceed 25%, adjusted FFO interest coverage to surpass 3.5x, and for adjusted debt to total capital to be below
50%. To meet these financial measures, the company must continue to properly manage its regulatory risk and maintain
sound risk-management policies and systems in order to manage all of the aforementioned risks at its non-reguiated
businesses.

Also affecting the financial profile is the expected negative discretionary cash flow for the near to intermediate future. This
is mostly driven by the large capital expenditures, which should average about $550 million annually though 2010 and
annual dividend payments of about $200 million. The company expects that its long-term dividend payout ratio will target
60%-65% of earnings. . ’ )
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Liquidity

North Shore has adequate cash flow and sufficient alternative sources to cover current liguidity needs, including ongoing NS WPD-8(1)
capital requirements, and upcoming debt maturities. North Shore was net cash flow positive for the nine months ended
Sept. 30, 2008. In addition to cash generated by operating activities, the company has the ability to borrow $5¢ million Page 10 of 24

from Peoples Energy Corporation and $50 million from The Peaples Gas Light & Coke Co. As of Sept. 30, 2008, North Shore
borrowed $4.9 million. North Shore has minimal refinancing risk, as it has no debt maturities until 2013 when $40 million
matures.

On a monthly basis, Standard and Poor's assess Integrys' liquidity adequacy based on stress case scenarios, which analyze
the company's collateral exposure resulting from a hypotheticat downgrade to speculative grade and a commodity price
stress scenario (15% in the first year and 20% thereafter). Recently, we identified that the company had adequate liquidity
for a hypothetical downgrade to speculative grade but did not have sufficient fiquidity for a simuitaneous commadity price
stress. Although the company subsequently boosted its liquidity by $400 million, we expect that a company rated in the ‘A’
category should sufficiently manage its liquidity so that it is constantly able to meet our concurrent stress scenarios.

Outlook

The negative outiook highlights Integrys' marginal liquidity position, and weak financial measures. The ratings on Integrys
and its subsidiaries could be lowered if its liquidity is not further enhanced so that there is a sufficient liquidity cushion to
constantly meet our multiple and simultaneous stress scenarios or there is no improvement to the financial measures. The
outlook could be revised to stable if sufficient liquidity is maintained on a consistent basis, the financial measures improve
as expected, and there is a substantial decrease of the company's risk exposure from its non-regulated companies. A
ratings upgrade is currently unlikely.

Analytic services pravided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to
preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein are solely statements
of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment
decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion contained herein
in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's
may have information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the
confidentiality of non-public information received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third
parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no
payment for doing so, except for subscriptions to its publications. Additional information about our ratings fees is available at
www.standardandpoors.cem/usratingsfees,

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have
been assigned. No sharing of passwords/user IDs and no simultaneous access via the same passwordfuser ID is permitted. To reprint,
translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)
212.438.9823 or by e-mail to: research_request@standardandpoors.com.
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Rating Action: Peoples Energy Corporation

Moody's upgrades Peoples Energy Corp

Approximately $325 million of debt securities affected

New York, February 21, 2007 — Moody’s Investors Service upgraded Peoples Energy Corp.'s (Peoples)
senior unsecured debt rating to A3 from BaaZ2 with a stable outlook. These rating actions follow the closing of -
Integrys Energy Group, Inc.'s (Integrys, formerly known as WPS Resources Corp.) acquisition of Peoples for
an exchange of stock valued at approximately $1.6 biflion plus the assumption of $1.1 billion of debt. The
upgrade conforms Peoples' rating and outlook with Integrys’ and is contingent upon Integrys providing a
guaranty on a senior unsecured basis of Peoples' long-term debt as proposed. These rating actions end a
review for possible upgrade that was begun on July 10, 2006.

"“The two-notch upgrade for Peoples reflects its new ownership and support by a solid utility parent
company,” says Moody's Vice President Mihoko Manabe. "Over the course of this year, we expect Peoples’
business risk to improve with the announced sale of its E&P business." .

it remains to be seen how much Integrys will raise with the E&P sale, and how it will apply the proceeds,

- though its ratings assume a substantial portion will be used to pay down debt at some leve! within the
combined organization. Risks related to E&P were a catalyst for Peoples' two-notch downgrade last year, so
that its sale would be a credit-positive. On the other hand, the divestiture will focus the ratings more on the
chaltenges facing Peoples' core LDC business.

Peoples Energy Corp., the parent company, has only one long-term debt issue outstanding: $325 million of
6.9% notes due in 2011. The company is in midst of soliciting those noteholders for the gonsent to amend the
indenture so as to allow Integrys to issue a guaranty of those notes. Moody's upgrade is based on Peoples
obtaining the requisite consents and the guaranty being issued as proposed over the next month.

Not affected by today's rating actions are those ratings that were affirmed last July when the Integrys merger
was first announced. Those ratings include the long-term ratings of Peoples’ utility subsidiaries Peoples Gas
Light and Coke Go. (PGLC) and North Shore Gas Co. {both A1 senior secured} and the commercial paper
ratings for Peoples {Prime-2} and PGLC (Prime-1). PGLC and North Shore's outlooks remain stable.

PGLC and North Shore are expected to be weak for their rating category for the near term while they
undergo their first rate case in eleven years. A rate filing is planned soon after the' merger close, and their
ratings anticipate some rate relief beginning sometime in 2008, The use of a significant portion of the E&P
sale proceeds to reducing Peoples’ debt would be supportive of the ratings.

Upgrades:

..Issuer: Peoples Enérgy Corporation

...3enior Unsecured Regular Bond/Debenture, Upgraded to A3 from Baa2
Outlock Actions:

.Issuer: Peoples Energy Corporation

...Outlook, Changed To Stable From Rating Under Review

Headquartered in Chicago, lllinois, Peoples Energy Corporatlon is a subsidiary of Integrys Energy Group,
Inc.

New York
William L. Hess
Managing Director
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CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RISK AS
.THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY
‘COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO
"NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE
-RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
‘FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
‘RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT
EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
‘CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody s Assurance Company, Inc.
{together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED B8Y COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPQSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOOQDY'S PRIOR WRITTEN CONSENT. All
information centainad herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of hurnan or mechanical error as well as other factors, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
compieteness, merchantability or fitness for any particuiar purpose of any such information. Ungder no circumstances shall
MOODY'S have any Hability to any person or entity for {a) any Ioss or damage in whoie or in part caused by, resuiting from, or
reiating to, any errcr {negligent or otherwise} or other circumstance or centingency within or outside the control of MOODY'S or
any of {ts directors, officers, empioyees or agents in connection with the procurement, collettioh, compilation, anatysis,
interpretation, communication, publication or delivery of any such information, or (b} any direct, indirect, special, consequential,
campensatary or incidental damages whatsoever {including without limitation, lost profits), even it MOODY'S is advised in
advance of the possibifity of such damages, resulting from the use af or inab#ity to use, any.such infarmation, The credit ratings
and financial reporting anaiysis observations, if any, constituting part of the information cantained herein are, and must be
construad solely as, statemants of opinion and not statements of fact or recommendations to purchase, self or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TC THE ACCURACY, TEMELINESS, COMPLETEMESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOOCDY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed soiely as one factor in any
investment decision made by or an behalf of any user of the information contained herein, and each such user must accordingly

make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of ¢redit support for,
each security that it may consider purchasing, holding or selling.

MOODY'S hereby discloses that maost issuers of debt securities {including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agread to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation {MCO)
and its wholly~owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to
address the jndependence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist

between directors of MCO and rated entities, and between entities who hold ratings from MIS and have alsc publicly reported to
the SEC an ownership interest in MCO of more than 5%, is posted annually on Moody's website at www.moodys.com under the
heading "Shareholder Reiations - Corporate Governance - Director and Sharehoider Affiliation Palicy."
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Liquidity Risk Assessment: Peopies Energy Corporation

Peoples Energy Corporation

Chicago, llinois, United States

Broad Industry: Public Utility
Specific Industry; Gas Distribution
Short Term Rating: P-2

Contacts

Analyst Phone

Mihoko Manabe/New York 1.212.553.1653
Edward Tan/New York

John Diaz/New York

Opinion

Peoples Energy Corp. (Peoples, Prime-2) is an intermediate holding company whose core holdings are regulated
gas utilities Peoples Gas Light and Coke Company (PGLC, Prime-1) and North Shore Gas Company. In 2/07,
Peoples was acquired by Integrys Energy Group, Inc. (Integrys, formerly known as WPS Resources Corp.).

~Moody’s believes Peoples has adequate liquidity resources to meet foreseeable cash needs for the next four
-quarters, based on the company’s existing credit facilities and PGLC and North Shore's stable, though seasonal
cashflows.

It remains to be seen how cash managemerit practices for the Peoples' entities will evolve under Integrys's
ownership. Peoples' liquidity needs will lessen with the announced sale of Peoples’ E&P business and the
transfer of Peoples' energy marketing business to ancther Integrys subsidiary. The Peoples parent-evel liquidity
~resources have been used as credit support for E&P's production hedge counterparties and for marketing's
seasonal borrowings.

" Peoples' liquidity profile continues to be dominated by the seasonal working capital requirements of PGLC and
“North Shore. Seasona!l borrowings typically peak in the December quarter, self-liquidates through the spring, and
bottoms out in the June quarter. Working capital, mostly related to customer receivables and inventory, swings to
a net usage position in the September and December quarters and swings back to net sources position in the
March and June quarters.

Calendar year ending 12/31/07 will be a transitional year for Peoples. The amount of proceeds and the timing of
the E&P sale will affect its liquidity needs. Excluding the impact of an E&P sale, consolidated cash flow from
operations has generally been in the $200 million range, depending on working capital changes. With budgeted
capital expenditures of $250 million in 2007, Peoples could have a free cash flow deficit. PGLC and North Shore
combined have cash flow from operations generally in the upper $100 million range and account for half the 2007
capex budgst.

Peoples has a $400 million CP program backstopped by a $400 million syndicated facility due on 6/13/11 unless
it is extended. PGLC has a $250 million CP program backstopped by a $250 miflion syndicated facility due on
7/12/10. North Shore can access up to $50 million of Peoples' facility as well as $50 million of PGLC's.
Borrowings even at the seasonal peak are expected to remain comfortably within the CP program size.

in the last 12 months, Peoples' peak CP outstanding was about $300 million; PGLC's was $170 million. Moody's
notes that Peoples' CP outstanding stayed unusually high during this period because of not only the borrowings
related to a $139 million E&P acquisition and a $107 million gas cost settlement, but also the. pendlng [ntegrys
merger that kept Peoples from terming out its short-term debt as it might have otherwise.,

None of the credit facilities has a general material adverse change clause, which Moody's views favorably. A limit
on debt-to-capitalization of 65% is the sole financial covenant in each of Peoples™and PGLC's credit agreements.
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Peoples Energy Corporation Page 2 of 2

Both Peoples and PGLC's leverage is sufficiently under this calculation.

s - . " ' - NS WPD-8(1
Refinancing risk is not significant, since long-term debt maturities are well staggered. PGLC has $50 miillion of S 8f( )
bonds maturing in 2008 and another $50 million in 2010. Peoples has $325 million of debt maturing in 2011, and Page 14 of 24

North Shore has $40 million maturing in 2013.

After the sale of E&P and transfer of marketing, Peoples will be left with only its gas utility assets, so that asset
sales will no longer be a viable altemative for raising cash at the Peoples level. Instead, additional liquidity could
come from Integrys, which has a $1.1 billion CP program (Prime-2) at the parent ievel.

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RISK AS
THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY
COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO
NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TQ: LIQUIDITY RISK, MARKET VALUE
‘RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
» CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
-INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT
:EACH INVESTOR WILL MAKE 1TS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

.© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, inc.
_{together, "MOODY'S"). All rights reserved.

- ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
‘COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED QR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, TN WHOLE OR IN PART, IN ANY
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information cantained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanicai error as well as other factors, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation or warranty, express or impiied, as to the accuracy, timetiness,
completeness, merchantability or fitness for any particular purpoese of any such information. Under no circumstances shali

© MOODY'S have any [fability to any person or entity for {a) any lass or damage in whole or in part caused by, resulting frem, or
relating to, any error {negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compiiation, analysis,
interpratation, communication, publication or delivery of any such informaticn, or {b) any direct, indirect, special, consequential,
compensatory or incidental damages whatseever (including without limitation, lost profits), ‘even if MOODY'S is advised i
advance of the possibility of such damages, resuiting from the use of or inability to use, any such information. The credit ratings
and financial reporting analysis observations, if any, constiluting part of the information contained herein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, seli or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINIOM OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be welghad solely as one factor in any
investment decision made by or on behaif of any user of the information contained herein, and each such user must accordingly
maice its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit suppart for,
each security that it may consider purchasing, holding or selling. ’
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Opinion

Company Profile

Peoples Energy Corporation {Peoples) is an intermediate holding company for Peopleé Gas Light and Coke Co.
(PGLC) and North Shore Gas Co. (I:_mth A1 senior secured), two regu[ated local gas dlstnbutlon utlilty companles

(LDC) serving the Chicago area.

Recent Developments

Page 1 of 3
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In 2/07, Integrys Energy Group, Inc. (Integrys, formerly known as WPS Resources Corporation) acquired Peoples

for an exchange of stock valued at approximately $1.6 billion plus the assumption_ of $1.1 billion of debt. Following NS WPD-8(1)
the closing of the transaction, Moody's upgraded to A3 from BaaZ2 Peoples' senior unsecured rating, conformlng it

with those of Infegrys, contingent upon Integrys providing a guaranty of Peoples' Iong-term debt on a senior Page 16 of 24
unsecured basis as proposed.

Rating Rationale

Peoples' credit profile will be in transition following its merger with integrys. Over the course of this year, we expect
Peoples' business risk to improve with the announced sale of its E&P business {(about 20% of 2006 operating
income, normalized for non-recurring gas seftlement expenses) as well as the pending transfer of its energy
marketing business (roughly 10% of operating income) to Integrys’ marketing subsidiary. After these transactions,
Peoples will be left only with its two regulated LDC subsidiaries {(about 70% of normalized operating income).

Without Integrys' guaranty, Peoples' standalone credit profile remains of Baa-quality according to Moody's rating
methodology for LDCs. This refiects at best a weak A-quality for Peoples' combined LDC operations, burdened
further at the parent level with $325 mitlion of long-term debt (post-merger, guaranteed by Integrys) plus seascnal
working capital borrowings under its $400 million CP program {post-merger, excluding those of the marketing
business).

It remains to be seen how much Integrys will raise with the E&P sale, and how it will apply the proceeds. Risks
related to E&P were a catalyst for Peoples' two-notch downgrade last year, so that its sale would be a credit-
positive. On the other hand, the divestiture will focus the ratings more on the challenges facing Peoples' core LDC
business.

Factor 1: Sustainable Profitability

PGLC dominates the Peoples’ LDC business, accounting for roughly 80% of eamings and assets. North Shore has
better metrics but is too small to offset PGLC's weaknesses. PGLC's eamings have been eroding from rising costs
and flat margins, indicating a need for rate relief. PGLC serves a large, diverse market in urban Chicago. However,
the market lacks customer growth, while volumes have been declining due to perennially warm weather, more
energy-efficient appliances and homes, and recently, customer conservation. Cost containment is more of a
challenge for PGLC than for some of its peers, because of its clder infrastructure that requires more maintenance
and a component of low-income customers that exposes it to bad debt expense.

Factor 2: Regulatory Support

PGLC and North Shore have not had a rate increase in eleven years. Integrys expebts to file a rate case for PGLC
and North Shore soon after the merger closes. Given the sleven-month statutory rewew period in lllinois, PGLC
and North Shore will not get rate relief until sometime in 2008 at the earliest.

As evidenced by the adverse outcome on Peoples' 2006 gas cost case that resulted in the payout of roughly $70
million after-tax, Peoples operates in a challenging regulatory environment which has- been exacerbated by high
energy costs.

Given the challenges facing utilities in illinois, Moody's believes that there is substantial risk that Peoples woutd not
be granted a rate increase that would sufficiently cure its regulatory lag. There is risk, too, that the order will not
introduce progressive rate design elements that would address the negative effects the company has been
experiencing from warmer-than-normal weather, bad debt expense, and falling per-customer usage.

There is no precedent of the lllincis Commerce Commission grantlng such mechanisms, and lllinois has Iagged
other states in adopting rate design mechanisms that reduce earnings and cash ﬂow vo[atlllty

Factor 3: Financial Strength -

The sale of E&P will reduce Peoples' cash flow, though it will also reduce the capital requirements relatéd to it.
Without rate relief, the weakness in the LDCs' eamings is likely to persist from continuing cost pressures and fiat
margin growth.

Pro forma for the E&P sale and the transfer of energy marketing, Pecples’ financial performance will be dominated
by PGLCs'. Consolidated credit metrics will be weaker than PGLCs' because of tha parent-ievel debt and will
overall map to Baa ratings: EBIT/interest in the 2x range and debt/capital (excluding goodwill) estimated to reach a
seasonal peak of around 80%. It remains to be seen what dividend policy Integrys will implement for Peoples.

Rating Cutlook
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Stable. PGLC and North Shore are expected to be weak for their rating category for the near term. Their ratings

anticipate some rate relief that keeps their EBIT/interest ratios at least in the 3x range. The use of a significant

portion of the E&P sale proceeds to reducing Peoples’ debt would be supportive of the ratings. The ratmgs reflect NS WPD-8(1)
ownership by Integrys, a solid utility parent company. . Page 17 of 24

What Could Change the Rating - Up

PGLC and North Shore could be upgraded by an increase in rates that sustains their EBIT/interest ratios in the 6-
7x range, combined with a rate design that effectively immunizes their financial performance from the effects of
weather, bad debt expense, declining per-customer usage, and conservation,

What Could Change the Rating - Down

The ratings could face downward pressure if Peoples suffers a worse- than-expected outcome in is rate case that
results in its LDCs' EB{T/interest ratios falling below 3x.

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF
ENTITIES, CREDIT CCMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RISK AS
THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY
COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO
NOT ADDRESS ANY OTHER RiSK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE
RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT
EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

'© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moodys Assurance Company, Inc.
{together, “MOODY'S") All rights reserved.

ALL INFORMATION CONTAINED HEREIN 1S PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. Al
informatien cantained herein is obtained by MOODY'S from sources believed by it to be accurate and reilabie. Because of the
possibiiity of buman or mechanical ervor as well as other factors, however, such information is provided "as is” without warranty
of any kind and MOOQDY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
completeness, merchantabiiity or fitness for any particular purpase of any such information. Under no circumstances .shali
MOODY'S have any liability to any person or entity for {a) any loss or damage in whaole or in part caused by, resulting from, or
relating to, any error {negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY‘S or
any of its directors, officers, employeses or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or defivery of any such information, or (b} any direct, indirect, special, consequential,
compensatory or incidental damages whatsoever (including without limitation, fost profits), even if MOOGY'S is advised in
advance of the possibility of such damages, resulting from the use of ar inability to use, any such information. The credit ratings
and financial reporting analysis observations, if any, constituting part of the information contained ‘berein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR QTHER OFINION QR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any
investment decision made by or on behalf of any user of the information contained herein, and eachi such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor of, and-each provider of credit support for,
each security that it may consider purchasing, holding or seiling.

MOODY'S hereby discloses that most issuers of debt securities (inciuding corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOQDY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation {MCQ)
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), aiso maintain policies and procedures to
address the independence of Mi5’s ratings and rating processes. Information regarding certair affifiations that may exist
between directors of MCQ and rated entities, and between entities who hold ratings from MIS and have aiso publicty reperted to
the SEC an ownership interest in MCO of more than 5%, is posted annuaity on Moady's website at www.moodys. com under the
heading “Shareholder Relations - Corporate Governance - Director and Shareholder Affils atlon Policy.”
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Peoples Energy Corp.

Publication date: 26-Nov-2008
Primary Credit Analyst: Gabe Grosberg, New York (1) 212-438-6043;
gabe_grosberg@standardandpoors.com

Major Rating Factors

Strengths: Corporate Credit Rating

® Lower-risk regulated gas distribution business; : A-/Negative/NR
¢ Stable regulatory customer base; and ’
¢ Sgund management of regulatory risk.

Weaknesses:
¢ Volatility of Integrys' non-regulated energy marketing business; and
e Weak consolidated cash flow measures.

Rationale

The ratings on Pecples Energy Corp. reflect parent Integrys Energy Group Inc's consolidated credit profile. The ratings also reflect
Peoples Energy's excellent business profile and Integrys' intermediate financial profile. {The business profile is ranked as
excellent, strong, satisfactory, weak, or vulnerable, and the financial profile is ranked as'modest, intermediate, aggressive, or
highly leveraged.). As of Sept. 30, 2008, Integrys had $3.4 billion in total debt outstanding

Peoples Energy is the holding company for Peoples Gas Light & Coke Co. and North Shere Gas Co. In 2007, Peoples Energy
accounted for approximately 20% of Integrys' consolidated funds from operations (FFO) and- is a regulated entity that sells,
stores, and distributes naturai gas to about one million customers in Chicago, and Lake and Cook Counties, IH.

In most circumstances, Standard & Poor's will not rate a wholly owned subsidiary higher than the parent. Exceptions can be
made on the basis of structural or regulatory insulation, which in the case of Peoples Energy, in our view, is not present.
Therefore, regardless of the excellent business profile and relatively healthy financial condition of Peoples Energy as a stand-
alone basis, Standard & Poor's views the rating on the regulated entity to be affected by Integrys' non-regulated businesses.

Integrys is a diversified energy company with regulated electric and gas utilities and non-regulated retail and wholesale energy
and gas marketing operations. The integrated regulated electric businesses have generating capacity of about 2,200 megawatts,
of which approximately 74% is coal. The regulated electric businesses also purchase, transmit, distribute, and sell electricity to
about 485,000 customers in Wisconsin and Michigan's Upper Peninsula. Recently, the company completed Weston 4, a 500 MW
supercritical pulverized coal plant, of which Integrys owns 70%. Integrys also owns about 34% of FERC-regulated American
Transmission Company, which is an electric transmission company primarily located in Wisconsin and Michigan's Upper Peninsula.
The regulated gas businesses purchase, sell, and distribute natural gas to more than 1.6 million customers in Hlinois, Michigan,
Minnesota, and Wisconsin. The non- regulated bustness, serve about 140,000 customers throughout the U.S. and Canada. The
non-regufated businesses expose the consolidated entity to speculative trading, counterparty.credit risk, market risk, customer
demand risk, liquidity risk, and weather risk. Approximately 80% of FFQ is generated by the regulated businesses.

Peoples Energy's excellent business profile reflects the company's regulated utility gas operations. In February 2008, the Illinois
Commerce Commission approved a net gas revenue increase of about $71 million and allowed for decoupling, which we view as
credit supportive. Peoples Energy's subsidiaries are currently under-earning on their allowed return primarily because of the
regulatory lag. (The last rate cases filed used a 2006 test year.) In future rate cases, the company expects to use a forecasted
test year which should improve its actual return compared to its allowed return. Peoples Energy's subsidiaries may also recover
commedity costs through the purchased gas adjustment, however, the prudence of the gas costs recovered |s subject to audit,
which has previously resulted in multi-million dollar settlements.

Integrys' intermediate financial profile is characterized by improving although still weak cash flow protectlon that have not met
our expectations since the company's 2007 merger with Peoples Energy Co. Speufcally, we expect adjusted FFO to debt to
exceed 25%, adjusted FFO interest coverage to surpass 3.5x, and for adjusted debt to. totai capital to. be below 50%. To meet
these financial measures, the company must continue to properly manage its regulatory risk and maintain sound risk-
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management poiicies and systems in order to manage ali of the aforementioned risks af_its non-regulated businesses.

Also affecting the financial profile is the expected negative discretionary cash flow for the near to intermediate future. This is NS WPD'8(1)
mostly driven by the large capital expenditurgs, which should average about $550 mitlion annually though 2010 and annual Page 19 of 24
dividend payments of about $200 million. The company expects that its long-term dividend payout ratio will target 60%-65% of

earnings.

Liquidity

Peoples Energy has adequate cash flow and sufficient alternative sources to cover current liquidity needs, inciuding ongoing
capital reguirements, and upcoming debt maturities. Peoples Energy was cash flow positive for the nine months ended Sept. 30,
2008. In addition to cash generated by operating activities, the company has a $400 million revolving credit facility of which
about $150 million is currently available. Peoples Energy lone maturity is a $325 million maturity due in 2011,

On a monthly basis, Standard and Poor's assess Integrys' liguidity adequacy based on stress case scenarios, which analyze the
company's collateral exposure resulting from a hypothetical downgrade to speculative grade and a commadity price stress
scenario {15% in the first year and 20% thereafter). Recently, we identified that the company had adequate liquidity for a
hypothetical downgrade to speculative grade but did not have sufficient liquidity for a simultaneous commodity price stress.
Although the company subsequently boosted its liquidity by $400 million, we expect that a company rated in the 'A’ category
should sufficiently manage its liquidity so that it is constantly able to meet our concurrent stress scenarios.

Outlook

The negative outlook highlights Integrys' marginal liquidity position, and weak financial measures. The ratings on Integrys and its
subsidiaries could be lowered if its liquidity is not further enhanced so that there is a sufficient liquidity cushion to constantly
meet our multiple and simultaneous stress scenarios or there is no improvement to the financial measures. The outlook could be
revised to stable if sufficient liquidity is maintained on a consistent basis, the financial measures improve as expected, and there
is a substantial decrease of the company's risk exposure from its non-regulated companies. A ratings upgrade is currently
uniikely,

Table 1
Integrys Energy Group Inc. -~ Peer Comparison*

Industry Sector: Combo

--Average of past three fiscal years--

s

Integrys Energy Alliant Energy Great Plains Westar Energy Wisconsin Energy
Group Inc. Corp. Energy Inc. Inc. Corp.
Rating as of Nov. 25, 2008  A-/Negative/A-2 BBB+/StablefA-2 EBB/Stable/-- ’ BBE-/StabIe/NR BBB4/Positive/A-2
(Mil. $) ' -
Revenues 8,002.9 3,358.9 2,849.1 1,638.6 4,016.6
MNet income from cont. oper. 161.1 273.1 150.3 : 156.2 317.5
Funds from operations {FFQ) 291.0 630.4 378.2 . 396.8 726.7
Capital expenditures 393.7 493.2 441.4 - ._ 447.3 ' 549.4
Debt 2,356.4 3,233.0 1,7008 . 2,429.1 4,606.2
Equity 2,119.4 2,665.6 1,363.6 1,573.4 2,965.5
Adjusted ratios .
Qper. income {bef. 5.8 26.7 17.4 33.5 i 23.5
. DBA)/revenues (%) . o, E ]
EBIT interesk coverage (x) 2.8 2.7 3.0 2.7 3.1
EBITDA interest coverage 3.6 4.2 4.5 ) 3.9 ‘4.2
(x) L
Return on capital {%} 9.1 8.5 9.0 ’ 75 8.7
FFQ/debt (%) ) 12.4 15.5 22.2 16.3 15.8
Debt/EBITDA (x) 5.2 3.7 35 4.6 4.9

*Fully adjusted (including postretirement obligations).

Table 2
Inteagrys Energy Group Inc. -- Financial Summary*

Industry Sector: Combo _
% ~Fiscal year ended Dec. 31-- -

https://www.ratingsdirect.com/Apps/RD/controller/ Article?id=686046&type=&outputType=print&from=&... 01/21/2009
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2007 2006 2005 2004 2003

Rating history A-/Stable/A-2 A/Watch Neg/A-1 A/watch Neg/A-1 AfStable/A-1 A/Stable/A-1 NS WPD-8(1)
(reil. ) ‘ Page 20 of 24
Revenues 10,252.4 6,890.7 6,825.5 4,890.6 4,321.3
MNet income from continuing operations 181.1 151.6 150.6 156.2 110.6
Funds from operations (FFQO} 388.5 304.2 180.4 276.9 224.6
Capital expenditures 410.2 348.3 422.7 287.3 190.1
Cash and short-term investments 41.2 23.2 27.7 . 40.0 50.7
Debt 3,157.3 2,343.2 1,568.5 - 1,423.7 1,230.5
Preferred stock 175.6 175.6 51.1 L5111 511
Equity 3,411.4 1,709.2 1,237.7  1,009.0 960.2
Debt and equity 6,568.7 4,052.4 2,806.3 '-2,432_.7 2,190.7
Adjusted ratios _'
EBIT interest coverage (x) 2.6 2.7 3.6 742 3.3
FFO int. cov. (X) 3.0 3.3 34 - 5.6 4.6
FFO/debt (%) 12.3 13.0 11.5 194 18.3
Discretionary cash flow/debt (%) (10.6) (14.9) {28.7) {9.3) {16.5})
Net Cash Fiow / Capex (%) 48.9 59.3 217 . - 67.0 78.8
Debt/debt and equity {%) 48.1 57.8 535.9 58.5 56.2
Return on commaon equity (%) 7.4 10.4 12.2 14.4 11.7
Common dividend payout ratio {un-adj.) (%) 99.4 64.6 57.9 " 531 66.8

*Fully adjusted (including postretirement obligations).

Table 3

Reconciliation Of Integrys Energy Group Inc. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. $)
® -

~Fiscal year ended Dec. 31, 2007--

Integrys Energy Group Inc. reported amounts

Operating Operating Operating .
income income income Cash flow Cash flow
Shareholders’ (before (before (after Interest from from Dividends Capital
Debt equity DBA}) D&A) D&A) expense operations operations paid expenditures

Reported 2,788.5 3,286.9 562.5 562.5 367.4 164.5 238.5 ©238.5 180.1 392.6
Standard & Poor's adjustments

Operating 36.3 - 7.0 2.0 2.0 2.0 49 4.9 - 17.9
leases

Intermediate  (150.0} 150.0 - -- -- {9.3) 9.3 . 9.3 9.3 --
hybrids -

reported as

debt

Intermediate 25.6 (25.6) - -- - 1.6 (1.6} (1.6) (1.6) -
hybrids ‘ .

reported as

equity

Postretirement 98.2 -- 12.4 12.4 12.4 - (5.1} .
benefit

obligations

Capitalized -- - - -- - 0.3 0.3y - (0.3 N -- (0.3}
interest
Power 267.7 - 40.4 40.4 18.3 18.3 221 22.1 -- -

purchase
agreements

Asset 91.1 - 6.8 6.8 6.8 6.8 (3.5) - (3.5) B -
retirement ’
obligations

(5.1) - - -

Reclassification - - -- - 64.1 - e ) - . - -
of : :

nonoperating

income

{expenses}
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' Reclassification - - - - - - 124.1 - -
of working- .
capital cash NS WPD-8(1)
flow changes : Page 21 of 24
Total 368.8 124.5 66.5 61.6 19.6 259 .150.0 7.8 17.6
adjustments -
Standard & Poor’s adjusted amounts
Operating
income Cash flow Funds
(before Interest from from Dividends Capital
Debt Equity D&A) EBITDA EBIT expense operations operations paid expenditures
Adjusted 3,157.3 3,411.4 629.0 624.1 184.1 264.4 388.5 187.9 410.2
*Integrys Energy Group Inc. reported amounts shown are taken from the company’s financial stateménts but might include adjustments
made by data providers or reclassifications made by Standard & Poor's analysts. Please note that two reported amounts {operating income
before D&A and cash fiow from operations) are used to derive more than one Standard & Poor's-adjusted armount {(operating income before
D& and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the first section in some tables may
feature duplicate descriptions and amounts.
Ratings Detail (As Of 26-Nov-2008)"
Peoples Energy Corp.
Corporate Credit Rating A-/Negative/NR
Senior Unsecured (1 Issue) BBB+
Corporate Credit Ratings History .
25-Nov-2008 A-/Negative/NR
-07-Dec-2007 A-/Stable/NR
13-Nov-2007 A-/Stable/A-2
13-Feb-2006 A-/Negative/A-2
Business Risk Profile Excellent
Financial Risk Profile Intermediate
Related Entities
Integrys Energy Group Inc, .
Issuer Credit Rating A-/Negative/A-2
Commercial Paper
Local Currency A-2
Junior Subordinated {1 Issue) BBB
Senior Unsecured (2 Issues) BBB+
Senior Unsecured (1 Issue) BBB+/A-2
North Shore Gas Co. ‘
Issuer Credit Rating A-/Negative/NR
Senior Secured (1 Issue) A
Senior Secured (1 Issue) A/Negative
Peoples Gas Light & Coke Co. (The) e
Issuer Credit Rating A-fNegative/A-2
Commercial Paper -
Local Currency A-2
Senior Secured (4 Issues) A .
Senior Secured (5 Issues) A/Negative
Senior Secured (1 Issue) AAA/Stable
Senior Unsecured (0 Issues) AA/Negative
Wisconsin Public Service Corp.
Issuer Credit Rating A/Negative/A-2
Commercial Paper o )
Local Currency A-2
Preferred Stock (5 Issues) BBB+
Senlor Secured (8 Issues) A+
*Uniess otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable
across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.
Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of s'éparé!_:e activities desigﬁ'ed to
preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein are solely statements
01/21/2009
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of opinion and not statements of fact or recommendations te purchase, hold, or selt any securities or make any other investment
decisions. Accordingly, any user of the information contained herein should not rely on any credit ratifig or other opinion contained herein
in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's
may have information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the
confidentiality of non-public information received during the ratings process.

Ratings Services recelves compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third
parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no
payment for doing so, except for subscriptions to its publicaticns, Additional information about our ratings fees is available at

www .standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may QONLY be used by the individual to whom they have
been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user 10 is permitted. To reprint,

translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New York NY 10041; (1)

212.438.9823 or by e-mail to: research_request@standardandpoors.com.

Privacy Notice
Copyright © 2009 Standard & Poor's, a division of The McGraw-Hill Companies. All Rights Reserved.
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Summary:

Peoples Energy Corp.

Publication date: 23-May-2008

Primary Credit Analyst: Gabe Grosberg, New York (1) 212-438-6043;

gabe_grosberg@standardandpoors.com

Credit Rating: A-/Stable/NR

Rationale

The ratings on Peoples Energy Corp. reflect the consolidated credit quality of the Integrys Energy Group Inc. companies.
Peoples and Integrys merged in February 2007, Integrys is a diversified energy company with regulated electric and gas
-utilities in Wisconsin, Minnesota, Michigan, and Illinois, and unregulated energy and gas marketing operations throughout
the U.S. and Canada. The ratings also reflect Peoples' excellent business profile and Integrys' intermediate financial profile.
(The business profile is ranked as excellent, strong, satisfactory, weak, or vulnerable and the financial profile is ranked as
modest, intermediate, aggressive, or highly leveraged.) Integrys has about $2.4 billion of total debt.

Peoples is expected to account for about 25% of consolidated cash flows and is the holding company for The Peoples Gas
Light & Coke Co. and North Shore Gas Co. These regulated entities purchase, sell, and distribute natural gas to about 1
million customers in Chicago and northeastern Illinois. Overall, the customer base is expected remain steady with only
minimal increases for the near to intermediate future.

In most circumstances, Standard & Poor's will not rate 2 wholly owned subsidiary higher than the parent. Exceptions can be

. made based on structural or regulatory insulation, which we believe is lacking in Peoples' case. Therefore, regardless of the
excellent business profile and relatively healthy financial condition of Peoples as a stand-aione basis, Standard & Poor's
deems that Integrys' nonregulated business affects the rating on the regulated entity.

Chicago-based Integrys, through its regulated subsidiaries, generates and distributes electricity to about 485,000 customers
in northern Wisconsin and Michigan's Upper Peninsula. It also delivers gas to about 1.7 million customers in Chicago,
northeastern Ifinois, northeastern Wisconsin, various communities throughout Minnesota, and portions of lower Michigan
and its Upper Peninsula. Integrys has a 34.5% investment in regulated American Transmission Co. that operates in
Wisconsin, Michigan, Minnesota, and Hlinois. Through its unregulated subsidiary, Integrys Energy Services Inc. (ESI}),
Integrys engages in the marketing of gas and electricity to wholesale and retail customers. ESI is expected to account for
about 25%-30% of consolidated operating earnings. ESI's activities expose the consolidated entity to counterparty credit,
market, customer demand, and weather-related risks. To manage these risks, ESI must employ sound risk-management
policies and systems.

The excellent business profile reflects Peoples' lower-risk operations, steady customer base, and improving regulation risk.
The customer base is largely a residential customer base, which limits its susceptibility to economic downturns and
mitigates its vulnerability to threats from cther energy providers. In February 2008, Peoples Gas Light & Coke Co. and North
Shore Gas Co. had a net gas rate increase of about $71 million. Both authorizations contained decoupling mechanlsms,
which Standard & Poor's views as favorable for credit quality. These mechanisms should mitigate the decreasing trend in
throughput due to conservation and glebal warming. In addition, the companies have a purchased gas-adjustment clause,
which is subject to prudence reviews.

Integrys' intermediate financial profile reflects its decreased leverage ratio following its merger with Peoples and the
subsequent sale of its Production Co. For the 12 months ended Dec. 31, 2007, adjusted debt to total capital dropped to
48,1% from 57.8% at the end of 2006. Consolidated cash flow protection is on the weaker side for the rated level, but
should improve as synergies and rate case increases take hold. For the 12 months ended Dec. 31, 2007, after adjustments,
consolidated funds from operations (FFO) interest coverage was 3x, down from the 3.3x at the end of 2006 and FFO to total
debt was at 12.3%, lower than 13% at the end of 2006,

Free and discretionary cash flows are expected to remain negative. The company has an ex_tensive capital program that is
projected to approximate $600 million for 2008 and 2009. Wisconsin Public Service Corp.'s Weston 4, a 500-megawatt
supercritical pulverized coal plant, is expected to become commercially operational in June 2008. Dividends are estimated to
approximate $200 million, which may exceed the company's long-term payout target of 60% to 65%.
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Liquidity ‘
The short-term rating on Integrys is 'A-2* and reflects the consolidated short-term credit profile of Integrys' companies. NS WPD'8(1)
Integrys' short-term credit profile reflects adequate cash flow and sufficient alternative sources to cover current liquidity Page 24 of 24

needs, including ongoing capital requirements, dividend payments, margin calls, and upcoming debt maturities.

As of March 31, 2008, Integrys had cash and cash equivalents of $97.8 million. In addition, integrys' revolving credit
facilities approximated $2 billion of which $1.6 billion was available after reducing for outstanding commercial paper, letters
of credit, and foans. Upcoming debt maturities for the consolidated entity include $155.6 million, $119.2 million, and $476.7
million in 2009, 2010, and 2011, respectively. Of this amount, Peoples has a $50 million maturity in 2010 and a $325
million maturity in 2011, '

Outlook

The outlook on Peoples is stable. The ratings could be pressured if Integrys' consolidated financial risk profile does not
improve and does not support the credit metrics appropriate for the rating. The ratings or outlook could also decline if ESI's
risk tolerance increases. An outlook revision to positive is currently unlikely and would be predicated on a considerable
improvement of the financial measures, including the company's ability to generate positive free and discretionary cash
flows.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to
preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein are solely statements
of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment
decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion contained herein
in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's
may have information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the
confidentiality of non-public information received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third
parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no
payment for doing so, except for subscriptions to its publications. Additional information about our ratings fees is available at

www . standardandpoors. com/usratingsfees.
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