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NOTE 19—COMMON EQUITY

Integrys Energy Group's reconciliation of shares outstanding at December 31, 2010, and 2009, was as follows:

2010 'l 2009

Average Cost

t Baged on Integrys Energy Group's stock price on the day the shares entered the deferred compensation rabhi trust. Shares paid aut of the trust are valved at the average cost of shares in the trust.

# Based on the grant date fair vaiue of the restricted stock.

Beginning February 11, 2010, Integrys Energy Group issued

new shares of common stock to meet the requirements of its
Stock Investment Plan and certain stock-based employee benefit
and compensation plans. These stock issuances increased equity

thtegrys Energy Group’s common stock shares

$55.8 million in 2010. From January 1, 2010, to February 10, 2010,
and during 2009 and 2008, Integrys Energy Group purchased shares
of its common stock on the open market to meet the requirements
of these plans.

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 commen 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 commaon 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 ealeulation of diluted earnings per
share for 2010 excluded 1.4 million out-of-the-money stock options

that had an anti-dilutive effect. The effects of an insignificant 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

have caused the impact to be anti-dilutive. The 2009 calcutation 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.
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Accamulated Other Comprehensive Loss

The components of accumulated other comprehensive loss, net of tax, at December 31, 2010, and 2009, were:

P includes tax benefits of $13.9 million and $18.6 million at December 31, 2010, and 2009, respoctively.
@ Includes tax banefits of $15.8 million and $13.8 million at December 31, 2010, and 2009, respectively.

NOTE 20—STOCK-BASED COMPENSATION

In May 2010, Integrys Energy Group's shareholders approved the 2010
Ornibus Incentive Compensation Plan (2010 Ommnibus Plan). Under the
provisions of the 2010 Omnibus Plan, the number of shares of stock that
may be issued in satisfaction of plan awards may not exceed 3,000,000
shares, plus any shares remaining or forfeited under prior plans, and no
more than 900,000 shares of stock, plus shares remaining or forfeited under
prior plans, can be granted as full value shares in the form of 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 awards. At December 31, 2010,
stock options, performance stock rights, and restricted shares and
restricted share units were outstanding under the various plans.

Performance stock rights, restricted shares, and restricted share units were
accounted for as equity awards through June 30, 2010. However, in the
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third quarter of 2010, Integrys Energy Group determined that these awards
should have been accounted for as liability awards due to certain changes
to the deferred compensation plan approved by Integrys Energy Group’s
Board of Directors in the fourth quarter of 2007. In the third quarter of
2010, consistent with the guidance in the Stock Compensation Topic of
the FASB ASC, Integrys Energy Group began accounting for perforrance
stock rights, restricted shares, and restricted share units as liability awards,
which are required to be recorded at fair value each reporting period. The
cumulative effect of this change related 1o periods prior to the third quarter
of 2010 was a decrease in net income from continuing operations and net
income attributed to common shareholders of $2.4 million. Management
determined that this amount was not material to prior periods and
recorded the cumulative effect in earnings in the third quarter of 2010



Stock Options

Under the provisions of the 2010 Omnibus Plan, no single employee
who is the chief executive officer of Integrys Energy Group or any of the
other three 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 behavier and represents the
period of time that options are expected to be ouistanding. The rigk-
free interest rate is based on the United States Treasury yield curve,
The expecied dividend vield incorporates the current and historical
dividend rate. Integeys Energy Group's expected stock price votatility
was estimated using its 10-year historical volatility.

The following table shows the weighted-average fair values per stock
opticn along with the assumptions incorporated into the valuation models:

Compensation cost recognized for stock options during 2010, 2009,

and 2008, was $2.3 million, $2.0 million, and $2.6 million, respectively.
Compensation cost capitalized during these same years was not
significant. As of December 31, 2010, $1.3 million of compensation cost
related to unvested and outstanding stock options was expected to be
recognized over a weighted-average period of 2.6 years.

Stock Options

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 opticns
at December 31, 2010. This is calculated as the difference between
Integrys Energy Group's closing stock price on December 31, 2010,
and the option exercise price, multiplied by the number of in-the-
money stock options. The intrinsic value of options exercised was not
significant during 2009 and 2008.

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 or an
employee may elect to defer the value of the award into the deferrad

Cash received from option exercises was $18.8 million during 2010. Cash
received from option exercises during 2009 was not significant and was
$3.3 miltion during 2008. The tax benefit realized from these option
exercises was not significant in 2010, 2009, and 2008.

A summary of stock option activity for 2010, and information related
to outstanding and exercisable stock options at December 31, 2010, is
presented below:

Weighted-Average
Remaining
Contractual Life
(in Years)

Weighted-Average
Exercise Price Per
Share

Aggregate Intrinsic
Value
(Millions)

compensation plan. No single employee who is the chief executive
officer of Integrys Energy Group or any of the other three highest
compensaled 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
commen stock relative to the total shareholder return of a peer group of
companies. The payout may range from 0% to 200% of target.

Performance stock rights are accounted for as liability awards and are
remeasured each reporting period throughout the requisite service period.
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COMMON STOCK

The New York Stock Exchange is the principal market for Integrys Energy
Group, Inc. common stock, which trades under the ticker symbol of TEG.
On December 31, 2010, we had 77,350,079 shares of common stock
outstanding, which were owned by 30,352 holders of record.

DIVIDENDS

We have paid quarterly cash dividends on our common stock since
1953, and we expect to continue that trend subject to Board approval,
regulatory limitations, earnings, capital requirements, cash flows, and
other financial considerations.

Year Ended December 31 (By Quarter)

STOCK INVESTMENT PLAN :

We maintain a Stock Investment Plan for the purchase of common stock,
which allows persons who are not already shareholders to become
participants by making a minimum initial cash investment of $100. Our
Plan enables you to maintain registration with us in your own name
rather than with a broker in “street name.” As a participant in the Stock
Investment Plan, you may transfer shares of common stock registered in
your name into a Plan account for safekeeping.

The Stack Investment Plan also provides you with options for reinvesting
your dividends and making optional cash purchases of common stock
directly through the Plan without paying brokerage commissions,

fees, or service charges. Optional cash payments of not fess than $25
per payment may be made subject to a maximum of $100,000 per
calendar year. An automatic investment option allows you to authorize
the deduction of payments from your checking or savings account
automatically once each month, on the third day of the month, by
electronic means for investment in the Plan. Cash for investment must
be received by the 3rd or 18th day of the month. Investment generally
commences on or about the 5th or 20th day of the month, or as soon
thereafter as practicable.

The shares you hold in our Stock Investment Plan may be sold by the
agent for the Plan as you direct us, or you may request a certificate for
sale through a broker you select. We will accumulate sale requests
from participants and, approximately every five business days, will
submit a sale request to the independent broker-dealer on behalf of
those participants.

Participation in the Stock Investment Plan is being offered only by means
of a prospectus. If you would like a copy of the Stock Investment Plan
prospectus, you may use the American Stock Transfer & Trust Company,
LEC website at www.amstock.com, call American Stock Transfer & Trust
Company, LLC at 800-236-1551, contact us by sending an e-mail to
investor@integrysgroup.com, or order or download the prospectus and
enrollment forms from our website at www.integrysgroup.com

under “Investor.”

STOCK TRANSFER AGENT AND REGISTRAR

Our transfer agent, American Stock Transfer & Trust Company, LLC,
can be reached via telephone betwean 7 a.m. and 6 p.m., Central time,
Monday through Thursday, or 7 a.m. and 4 p.m., Central time, Friday,
by calling 800-236-1551. You also have direct access to your account
24 hours a day through the Internet at wwaw.amstock.com.

Questions about transferring stock, lost certificates, or changing the
name in which certificates are registered should be directed to American
Stock Transfer & Trust Company, LLC at the addresses or telephone
numbers listed on the back cover. i your address changes, write to
American Stack Transfer & Trust Company, LLC at the address on the
back of this report or use their website at www.amstock.com.

AVAILABILITY OF INFORMATION

Company financial information is available on our website at
www.integrysgroup.com under “Investor.”

You may obtain, without charge, a copy of our 2010 Form 10-K, without
exhibits, as filed with the Securities and Exchange Commission, by
contacting the Corporate Secretary at the corporate office mailing
address listed on the back cover, or by using our website.

INTERNET

Visit our website at www.integrysgroup.com to find a wealth of
information about our company and its subsidiaries. The site will give
you instant access to Annual Reports, SEC filings, proxy statements,
financial news, presentations, news releases, corporate governance
information, career opportunities, and much more. You may also
download a copy of the prospectus for the Stock Investment Plan and the
associated forms for participation in the Plan.

ANNUAL SHAREHOLDERS’ MEETING

Our Annual Shareholders’ Meeting will be held on Wednesday, May 11, 2011,
at 10 a.m. Central daylight time at the Weidner Center, on the campus of
the University of Wisconsin — Green Bay, 2420 Nicolet Drive, Green Bay,
Wisconsin. Proxy statements for our May 11, 2011, Annual Shareholders’
Meeting were mailed to shareholders of record on April 1, 2011

ANNUAL REPORT

If you or another member of your household receives more than cne
Annual Report because of differences in the registration of your accounts,
please contact American Stock Transfer & Trust Company, LLC so account
mailing instructions can be medified accordingly.

This Annual Report is prepared primarily for the information of our
shareholders and is not given in connection with the sale of any security
or offer to sell or buy any security.

CORPORATE GOVERNANCE INFORMATION

Corporate governance information, including our Corporate Governance
Guidelines, our Code of Conduct, charters for the committees of our
Board of Directors, By-Laws, and Articles of Incorporation, is available on
our website at www.integrysgroup.com under “Investor.” You may also
obtain the information by written request to the Corporate Secretary at
the mailing address for the corporate office indicated on the back cover
of this report.

CERTIFICATIONS

We have filed as exhibits te our Annual Report on Form 10-K for the fiscal
year ended December 31, 2010, the certifications of our Chief Executive
Officer and Chief Financial Officer required by Section 302 of the
Sarbanes-Oxley Act. We also submitted to the New York Stock Exchange
during 2010 the Annual CEQ Certification required by Section 303A.12(a)
of the New York Stock Exchange Listed Company Manual.
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