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Ralph C. Smith
Discovery No. of
Request Subject Confidential | Pages | Page No.
Indiana Michigan Power response to SDI 4-7 from IURC Cause No. 44075 regarding how
the company treated its FIN 48 amounts for purposes of its rate case filings (without
attachments) No 1 2
NS AG 7.11  |Number of actual and authorized North Shore employees for 2012 through September No 3 3-5
PGL AG 7.29 |Number of actual and authorized Peoples Gas employees for 2012 through September and
projected for 2013 No 13 6-18
PGL AG 6.10 |Number of actual and authorized 1BS employees for 2012 through September 2012;
Amount of labor expense included in the test year non-fuel O&M expenses for Peoples Gas|
and IBS; Amount of employee benefit and payroll tax expense included in the test year for
Peoples Gas and IBS No 16 19-34
NS JMO 13.05 &
PGL 13.05 SUPP (Direct Payroll Expense by function for North Shore and Peoples Gas included in the test
year No 4 35 - 38
NS & PGL 13.06 | Direct Payroll Expense by function for affiliates of North Shore and Peoples Gas included
SUPP in the test year No 4 39-42
NS AG 6.05  [Number of actual and authorized IBS employees for 2012 through September 2012;
Amount of labor expense included in the test year non-fuel O&M expenses for North Shore|
and IBS; Amount of employee benefit and payroll tax expense included in the test year for
North Shore and IBS No 10 43-52
PGL AG 9.07 [Peoples Gas Deferred State Income Taxes at lower State Income Tax Rates No 3 53 - 55
NS AG 4.05 |North Shore Deferred Income Taxes at lower than State Income Tax Rates No 3 56 - 58
PGL JMO 15.01
Incentive Compensation expense included in the test year by component for Peoples Gas No 4 59 - 62
NS JMO 15.02
Incentive Compensation expense included in the test year by component for North Shore No 4 63 - 66
PGL JMO 1.10 |Copies of Integrys Compensation Expense Plans used to develop the test year amounts for
North Shore and Peoples Gas No 67 67 - 133
NS & PGL JMO [Incentive Compensation expense included in the test year in total for North Shore and
1.08 Peoples Gas No 20 134 - 153
PGL JMO 15.06 |Description of the Stock Option, Performance Shares, and Restricted Stock Plans;
Explanation of how the award is determined for each incentive compensation plan;
Explanation of whether the compensation plans are components of either the Executive
Annual Incentive Plan or the Omnibus Incentive Compensation Plan No 2 154 - 155
NS AG 8.10 [Copy of North Shore's Invested Capital Tax Return for 2011 No 2 156 - 157
PGL AG 8.20 [Copy of People Gas' Invested Capital Tax Return for 2011 No 2 158 - 159
NS AG 7.02  |Calculation of North Shore's test year deferred state income tax expense using the liability
method of accounting for Liberalized Depreciation and Basis Differences under the current
State Income Tax rate (with excerpt of Attachment 4) No 4 160 - 163
NS AG 10.13  |North Shore's explanation of the Invested Capital Tax variances between the test year
proposed level and the tax payable on the most recent actual tax return; Calculations of the
differences between 2011 and 2013 Invested Captial Tax No 2 164 - 165
PGL AG 7.20 [Calculation of Peoples Gas' test year deferred state income tax expense using the liability
method of accounting for Liberalized Depreciation and Basis Differences under the current
State Income Tax rate (with excerpt of Attachment 4) No 4 166 - 169
PGL BAP 5.01 [Peoples Gas' explanation of whether its 2013 forcasted amount of Invested Capital Tax
should be adjusted downward to more closely approximate annualized actuals from the first
half of 2012 or historical year 2011 No 6 170 - 175
Total Pages Including this Page| 175
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INDIANA MICHIGAN POWER COMPANY Page 2 of 175
STEEL DYNAMICS, INC.
DATA REQUEST SET NO. 4
IURC CAUSE NO. 44075

DATA REQUEST NO Q-4-7
REQUEST
Accumulated Deferred Income Taxes.

a. Please identify all amounts, by year, from 2007 through 2011 that the
Company has reflected in ADIT for each of the following:

i) Repairs deductions
i) Bonus tax depreciation
i) Uncertain tax positions
b. Please provide all FIN 48 amounts by account for each period: 2008,

2009, 2010, 2011 and the test year. Include both FIN 48 balance sheet
accounts and expense accounts for any FIN 48 interest accruals.

C. How has the Company treated FIN 48 amounts for purposes of its rate
case filing? Please explain fully and provide references to where such
treatment is reflected in the Company’s filing.

d. Has the Company attempted to not reflect any tax savings related to
repairs deductions or any other tax deductions taken on an income tax
return because of uncertainty?

RESPONSE

a. See SDI 4-7, Attachment 1, for the Schedule M deductions for Repairs and
Bonus Depreciation that have been included in the Federal Income Tax accruals
for the requested years. These deductions net of the related book depreciation
have been included in the ADFIT accounts of the Company. The FIN-48 ADIT
balances (related to Uncertain tax positions) have not been included as
discussed below.

b. See SDI 4-7, Attachment 2.

c. For purposes of the Company's filing, the FIN-48 ADIT balances have not
been taken into consideration. The Company adheres to the guidance pursuant
to FERC Docket No. Al07-2-000 which summarizes the accounting for uncertain
tax positions. The accounting for uncertain tax positions represents accruals and
recordation’s of income taxes which will be ultimately resolved at a future
unspecified time. Therefore, in the Company's rate filing, there are no amounts
related to uncertain tax positions in rate base or income tax expense.

d. No.
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ICC Docket No. 12-0511 Page 3 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

REQUEST NO. AG 7.11:

Ref: Schedule G-5, page 8; O&M Costs — Labor (Number of Employees Forecast). According
to this Schedule, “The number of employees is projected to remain constant at 171 in calendar
year 2013 compared to the forecast for the end of calendar year 2012. Actual headcount at
December 31, 2011 was 166.” Please provide the following additional information:

a. An updated Schedule C-11.2, pages 3 and 4, substituting Actual for Forecast
information for each month January through September 2012.

b. Explanations of variances as of September 30, 2012 between Actual versus
Authorized positions in each department, with a description of the Company’s plans
and actions taken to fill each authorized position.

c. Revised Schedule C-11.2, pages 1 and 2, indicating the Company’s most current
updated estimate of actual staffing that will exist in 2013, given your responses to
parts (a) and (b).

d. Calculations of revised labor, benefits and payroll tax expenses associated with any
revisions to 2013 test year staffing plans, as indicated in your response to part (c).

RESPONSE:

a. See NS AG 7.11 Attach 01.

b. See NS AG 7.11 Attach 01.

c. There are no revisions to the originally filed staffing levels for 2013 on Schedule
C-11.2, pages 1 and 2.

d. See answer to part c.

NS 0003930
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ICC Docket No. 12-0512 Page 6 of 175

The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

REQUEST NO. AG 7.29:

Ref: Schedule G-5, page 8; O&M Costs — Labor (Number of Employees Forecast). According

to this Schedule, “The number of employees is projected to remain constant in calendar year 2013
at 1,357 compared to the forecast for the end of calendar year 2012. Actual headcount at
December 31, 2011 was 1,162.” Please provide the following additional information:

a. An updated Schedule C-11.2, pages 7-12, substituting Actual for Forecast
information for each month January through September.

b. Explanations of variances as of September 30, 2012 between Actual versus
Authorized positions in each department, with a description of the Company’s plans
and actions taken to fill each authorized position.

c. Revised Schedule C-11.2, pages 1-6, indicating the Company’s most current
updated estimate of actual staffing that will exist in 2013, given your responses to
parts (a) and (b).

d. Calculations of revised labor, benefits and payroll tax expenses associated with any
revisions to 2013 test year staffing plans, as indicated in your response to part (c).

RESPONSE:

a. See attached file.

b.

C.

d.

See attached file for explanations of the variances. Below is the Company’s plan
for filling the vacancies.

Existing interview teams are currently in the process of selecting successful
candidates for numerous job families described in the attached file such as
Operations Specialist, Operations Supervisor, Engineer, Technicians, etc. We
anticipate these teams successfully completing their work in line with the
originally filed staffing levels for 2013. In addition, the Company has partnered
with the City Colleges of Chicago and the UWUA Power for America Training
Trust Fund and has created a Utility Workers Military Assistance Program at the
Dawson Technical Institute in Chicago. There are currently three groups of
students at various stages in their class work that will be available for hire over
the next two to three months. Successful students from this program would be
qualified to fill existing openings or to displace temporary employees.

There are no revisions to the originally filed staffing levels for 2013 on Schedule
C-11.2, pages 1 and 2.

See answer to part c.

PGL 0014665
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CUB-City Exhibit 1.4

ICC Docket No. 12-0512 Page 19 of 175

The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 6.01-6.10
Dated: October 5, 2012

REQUEST NO. AG 6.10:

For each NSG, PGL and IBS responsibility with test year labor charges that are included in
the Company’s asserted revenue requirements, please provide a monthly analysis of the
following data:

a. Actual staffing levels in 2012, to date, through September 30, 2012.
b. Comparable budgeted monthly staffing levels through September 30, 2012.

c. Explanation of known reasons for the staff count vacancies and other
variances revealed by comparison of your responses to parts (a) versus (b).

d. Comparable test year projected staff count levels that are included in the rate
case non-fuel O&M expenses.

e. What amount of direct and indirect labor expense is included in test year
non-fuel O&M expenses in connection with the staff count levels provided in
your response to part (d), for each responsibility center (PGL and IBS
allocated)?

f.  What amount of employee benefit and payroll tax expense is included in test
year asserted revenue requirements in connection with the staff count levels
provided in your response to part (d), for each responsibility center (PGL and
IBS allocated)?

RESPONSE:

a. Responsibility centers do not have headcounts, home centers do. North Shore
understands this request to be asking for staffing levels for home centers. For
North Shore’s staffing levels, see North Shore’s response to AG 7.11. For
Peoples Gas’ staffing levels, see Peoples Gas’ response to AG 7.29. For IBS’
staffing levels, see Attach 01.

b. See part a.

c. See part a.

d. Headcount is not allocated to O&M expenses; total labor costs are allocated to
O&M and capital. An employee can work on both O&M and capital in a given
year.

e. Based on the response to part d, Attach 02 includes the amount of labor
expense by home center, not responsibility center that was charged to Peoples
Gas’ O&M expenses. The labor expense numbers do not include any incentive
dollars.

PGL 0011582



f.

CUB-City Exhibit 1.4
ICC Docket No. 12-0512 Page 20 of 175
The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 6.01-6.10
Dated: October 5, 2012

The amount of benefit and payroll tax expense included in non-fuel O&M
expense for the test year related to Peoples Gas employees is not recorded in
individual home centers; it is booked in total. See Attach 03 for payroll and
benefit costs related to Peoples Gas and IBS’ allocated labor to Peoples Gas by
home center, not responsibility center.

PGL 0011583
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PGL AG 6.10
Attach 02
FERC (Multiple ltems)
Res Type (Al

Sum of Sum Total Amt  Column Labels
IBS Direct and PGL Total

Row Labels PGL Direct Allocated

A01 616,836.75 616,836.75
A02 118,298.92 118,298.92
A05 618,052.15 618,052.15
A06 703,881.28 703,881.28
AQ7 124,910.59 124,910.59
A08 354,900.40 354,900.40
AQ09 91,642.76 91,642.76
A13 89,802.67 89,802.67
A14 846,259.56 846,259.56
A15 411,609.23 411,609.23
A16 401,598.76 401,598.76
A21 124,896.46 124,896.46
A22 87,104.91 87,104.91
A23 421,148.28 421,148.28
A25 344,350.22 344,350.22
A26 176,266.10 176,266.10
A27 184,488.61 184,488.61
A28 99,425.38 99,425.38
A40 138,720.06 138,720.06
Ad1 649,316.88 649,316.88
A42 250,173.37 250,173.37
A43 149,277.92 149,277.92
Ad4 353,256.72 353,256.72
A45 613,865.00 613,865.00
A46 448,459.62 448,459.62
A51 1,172,016.67 1,172,016.67
A53 1,467,433.82 1,467,433.82
Ab4 762,099.94 762,099.94
A55 1,065,727.61 1,065,727.61
A56 106,515.22 106,515.22
A57 619,671.36 619,671.36
A58 664,672.81 664,672.81
A59 2,335,984.62 2,335,984.62
A60 150,244.45 150,244.45
A61 786,125.06 786,125.06
A62 347,303.97 347,303.97
A70 155,401.68 155,401.68
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PGL AG 6.10
Attach 02
FERC (Multiple ltems)
Res Type (Al
Sum of Sum Total Amt ~ Column Labels
IBS Direct and PGL Total
Row Labels PGL Direct Allocated
A73 329,863.20 329,863.20
A75 179,191.79 179,191.79
A76 120,821.23 120,821.23
A77 486,163.94 486,163.94
A79 27,050.17 27,050.17
A80 14,216.90 14,216.90
A81 45,059.54 45,059.54
A82 166,525.41 166,525.41
A89 512,566.53 512,566.53
A99 2,801,901.03 2,801,901.03
ABO 248,488.02 248,488.02
AB2 460,219.48 460,219.48
ACO 193,322.37 193,322.37
ACA1 4,460.82 4,460.82
AC2 1,526,146.97 1,526,146.97
AC3 1,112,872.24 1,112,872.24
AC4 70,112.69 70,112.69
AC5 460,649.19 460,649.19
AC6 329,723.16 329,723.16
AC7 603,943.16 603,943.16
ADO 191,609.79 191,609.79
AD3 257,210.57 257,210.57
AD4 294,797.00 294,797.00
AD5 1,741,289.35 1,741,289.35
AD6 3,136,693.28 3,136,693.28
AD7 503,776.34 503,776.34
AEQ 145,017.34 145,017.34
AE1 919,451.40 919,451.40
AES8 1,383,408.06 1,383,408.06
AE9 1,343,987.11 1,343,987.11
AFO 1,183,558.46 1,183,558.46
AF3 4,321.25 4,321.25
AF4 1,254,133.56 1,254,133.56
AF5 747,961.50 747,961.50
AF6 1,083,933.55 1,083,933.55
AG8 178,424.24 178,424.24
AH2 70,724.72 70,724.72

PGL 0011599



FERC
Res Type

Sum of Sum Total Amt

Row Labels
AH4
AH5
AH6
P02
P03
P05
P06
P14
P23
P48
P49
P50
P52
P53
P55
P56
P57
P72
P73
P79
PC2
Grand Total

(Multiple ltems)
(Al

Column Labels

PGL Direct

7,929.93
2,626.04
1,918,292.71
274,110.49
616.28
82,328.83
1,061,739.71
2,219,066.18
84,501.24
1,462,473.99
921,139.77
4,280,886.19
1,369,844.48
522,405.62
16,562,702.24
12,908,875.35
12,446,828.08
8,105,630.34
64,231,997.47

IBS Direct and
Allocated
370,310.32
20,377.87
27,799.76

42,603,823.12

PGL AG 6.10
Attach 02

PGL Total

370,310.32
20,377.87
27,799.76

7,929.93
2,626.04
1,918,292.71

274,110.49

616.28
82,328.83
1,061,739.71
2,219,066.18
84,501.24
1,462,473.99

921,139.77

4,280,886.19
1,369,844.48

522,405.62

16,562,702.24
12,908,875.35
12,446,828.08
8,105,630.34
106,835,820.59
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Sum of Sum Total Amt
Row Labels

408020

408021

408022

408023

408029

Grand Total

PGL AG 6.10
Attach 03

Column Labels
1100

(299,944.05)
5,061,041.62
19,012.29
266,280.11
(26,155.59)
5,020,234.38
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PGL AG 6.10
Attach 03

Unit 1100
Sum of Sum Total Amt |FERC
Home Payroll Taxes Benefits
AO01 46,997.25 150,098.37
A02 9,013.29 28,786.38
A05 47,096.98 150,416.94
A06 53,737.00 171,623.16
AQ7 9,517.04 30,395.20
AO8 27,040.14 86,359.93
A09 6,986.59 22,313.56
A13 6,853.73 21,889.16
A14 64,499.70 205,997.01
A15 31,360.73 100,159.28
A16 30,608.59 97,756.74
A21 9,515.95 30,391.77
A22 6,636.57 21,195.74
A23 32,123.39 102,594.66
A25 26,249.57 83,835.05
A26 13,472.96 43,029.55
A27 14,056.30 44,892.66
A28 7,575.31 24,193.71
A40 10,575.70 33,776.27
A4d1 49,480.14 158,028.36
A42 19,180.29 61,257.40
A43 11,376.26 36,333.12
Ad4 27,003.41 86,242.71
A45 46,774.41 149,386.71
A46 34,177.38 109,154.73
A51 89,364.70 285,410.32
A53 111,804.86 357,078.96
A54 58,418.89 186,576.51
A55 81,198.57 259,329.56
A56 8,115.47 25,918.93
A57 47,213.20 150,788.09
A58 50,641.91 161,738.59
A59 177,980.38 568,428.33
A60 11,447.23 36,559.84
A61 59,895.46 191,292.25
AB2 26,461.35 84,511.44
A70 11,840.16 37,814.78
A73 25,162.30 80,362.59
A75 13,652.76 43,603.80
A76 9,205.48 29,400.12
ATT7 37,083.50 118,436.20
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A79 2,060.98 6,582.29
A80 1,083.20 3,459.50
A81 3,433.16 10,964.57
A82 12,748.21 40,714.78
A89 39,052.84 124,725.69
A99 213,805.09 682,844.17
ABO 18,935.15 60,474.52
AB2 35,064.44 111,987.80
ACO 14,729.37 47,042.24
AC1 339.87 1,085.49
AC2 116,477.22 372,001.35
AC3 84,996.88 271,460.36
AC4 5,355.26 17,103.45
AC5 35,097.19 112,092.38
AC6 25,191.54 80,456.04
AC7 46,014.85 146,960.89
ADO 14,613.63 46,672.58
AD3 19,609.85 62,629.35
AD4 22,467.83 71,757.12
AD5 134,364.67 429,129.66
ADG 243,343.00 777,181.30

AD7 38,392.52 122,616.91

AEO 11,066.77 35,344.69

AE1 70,053.69 223,735.29

AE8 106,070.14 338,763.52

AE9Q 103,122.07 329,348.09

AFO 90,198.46 288,073.08

AF3 329.24 1,051.52

AF4 96,390.76 307,849.85

AF5 57,350.52 183,164.38

AF6 83,068.90 265,302.93

AG8 13,594.26 43,416.99

AH1 (0.12)
AH2 5,388.55 17,209.82

AH3 (0.01)

AH4 28,214.20 90,109.66

AH5 1,552.59 4,958.65

AHB 2,118.08 6,764.68

Grand Total 3,257,089.87 10,402,393.95
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ICC Docket No. 12-0511 Page 35 of 175

North Shore Gas Company’s Response to
Staff Data Requests JMO 13.01-13.06
Dated: September 12, 2012

REQUEST NO. JMO 13.05:

Referring to Schedule C-11.1, Direct Payroll by Function, Column (B), line 13 for Peoples
Gas and Line 12 for North Shore, please provide the amount of Total Payroll included in:
a) Schedule B-1 by line and column reference, and b) Schedule C-1 by line and column
reference.

RESPONSE:

See NS JMO 13.05 Attach 01.

NS 0003407
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JMO 13.05 Attach 01

Page 1 of 1
North Shore Gas Company
Direct Payroll by Function
Line Test Year Ending Schedule B-1 Schedule C-1 Line
No. Category December 31, 2013 Reference Reference No.
[Al [B] [C] (D]

1 Operations and Maintenance 1

2 Production $ 222,000 Line 15, Column C 2

3 Storage - 3

4 Transmission - 4

5 Distribution 6,751,000 Line 18, Column C 5

6 Customer Accounts 601,000 Line 20, Column C 6

7 Sales - 7

8 Administrative and General - Line 23, Column C 8

9 Total Operations and Maintenance 7,574,000 9
10 Total Construction 2,951,000 Line 1, Column E 10
11 Total Other 2,974,000 1) 1) 11
12 Total Payroll $ 13,499,000 12
13 Total Payroll included in Schedule B-1 $ 3,888,000 13
14 Total Payroll included in Schedule C-1 $ 9,611,000 14

Note: (1) Total Other is all found on schedules B-1 and C-1.

Schedule B-1 Schedule C-1
Total Other Reference Reference
$ 9,000 Line 15, Column C
1,828,000 Line 18, Column C
200,000 Line 21, Column C
937,000 Line 1, Column E

$ 2,974,000

NS 0003408
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ICC Docket No. 12-0512 Page 37 of 175

The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 13.01-13.06
Dated: September 12, 2012

REQUEST NO. JMO 13.05:

Referring to Schedule C-11.1, Direct Payroll by Function, Column (B), line 13 for Peoples
Gas and Line 12 for North Shore, please provide the amount of Total Payroll included in:
a) Schedule B-1 by line and column reference, and b) Schedule C-1 by line and column
reference.

RESPONSE:

See the attached spreadsheet.

SUPPLEMENTAL RESPONSE:

See revised attachment. Schedule C11.1 has been revised and submitted.

PGL 0015760
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REVISED - JMO 13.05
Page 1 of 1
The Peoples Gas Light and Coke Company
Direct Payroll by Function
Line Test Year Ending Schedule B-1 Line
No. Category December 31, 2013 Reference Schedule C-1 Reference No.
[Al [B] [C] [D]
1 Operations and Maintenance 1
2 Production $ - Line 14, Column C 2
3 Storage - Line 15, Column C 3
4 Transmission 252,000 Line 16, Column C 4
5 Distribution 61,688,000 Line 17, Column C (1) 5
6 Customer Accounts 2,906,000 Line 19, Column C (1) 6
7 Customer Service and Informational Services 70,000 Line 20, Column C (1) 7
8 Sales - 8
9 Administrative and General 1,029,000 Line 22, Column C (1) 9
10 Total Operations and Maintenance 65,945,000 10
11 Total Construction 31,221,000 Line 1, Column E 11
12 Total Other 15,693,000 2) 2) 12
13 Total Payroll $ 112,859,000 13
14 Total Payroll included in Schedule B-1 $ 36,159,000 14
15 Total Payroll included in Schedule C-1 $ 76,381,000 15

Note: (1) The amount of $308,000 is not found on schedules B-1 or C-1 because the
charges are billed from PGL to another company.

Operations & Maintenace

Category not on Schedules B-1 or C-1

Distribution $ 30,000
Customer Accounts 94,000
Customer Service and Informational Services 11,000
Administrative and General 173,000
Total Operations and Maintenance $ 308,000

(2) Total Other is made of $15,862,000 that is found on schedules B-1 and C-1
and $11,000 that is not found on either schedule.

Schedule B-1
Total Other Reference Schedule C-1 Reference
$ 10,165,000 Line 17, Column C
579,000 Line 19, Column C

4,809,000 Line 1, Column E
120,000 Line 5, Column E
9,000 Line 13, Column E
$ 15,682,000

PGL 0015761
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ICC Docket No. 12-0511 Page 39 of 175

North Shore Gas Company’s Response to
Staff Data Requests JMO 13.01-13.06
Dated: September 12, 2012

REQUEST NO. JMO 13.06:

Referring to Schedule C-11.1, Direct Payroll by Function, does this schedule include all
labor charges from the Companies’ affiliates? If yes, provide the schedule in the same
format, but break apart the affiliate labor from the direct Company labor. If no, explain why
the schedule does not include affiliate labor, and provide a schedule of all test year, 2011
and 2010 affiliate labor. The test year data should be referenced by line and column to
Schedules B-1 and C-1.

RESPONSE:

Schedule C-11.1 does not include affiliate labor. Consistent with past rate cases and the
Part 285 instructions, North Shore assumes that direct labor is labor that is related to North
Shore employees, not labor that is received from affiliated company.

See the attached spreadsheet for labor charged from affiliates.

SUPPLEMENTAL RESPONSE:

Some affiliate labor dollars were missing from the original response. See revised
attachment.

NS 0007883
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CUB-City Exhibit 1.4

ICC Docket No. 12-0512 Page 41 of 175

The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 13.01-13.06
Dated: September 12, 2012

REQUEST NO. JMO 13.06:

Referring to Schedule C-11.1, Direct Payroll by Function, does this schedule include all
labor charges from the Companies’ affiliates? If yes, provide the schedule in the same
format, but break apart the affiliate labor from the direct Company labor. If no, explain why
the schedule does not include affiliate labor, and provide a schedule of all test year, 2011
and 2010 affiliate labor. The test year data should be referenced by line and column to
Schedules B-1 and C-1.

RESPONSE:

Schedule C-11.1 does not include affiliate labor. Consistent with past rate cases and the
Part 285 instructions, Peoples Gas assumes that direct labor is labor that is related to
Peoples Gas employees, not labor that is received from affiliated company employees.

See the attached spreadsheet for labor charged from affiliates.

SUPPLEMENTAL RESPONSE:

Some affiliate labor dollars were missing from the original response. See revised
attachment.

PGL 0015762
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CUB-City Exhibit 1.4

ICC Docket No. 12-0511 Page 43 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 6.01-6.10
Dated: October 5, 2012

REQUEST NO. AG 6.05:

For each NSG, PGL and IBS responsibility with test year labor charges that are included in
the Company’s asserted revenue requirements, please provide a monthly analysis of the
following data:

a. Actual staffing levels in 2012, to date, through September 30, 2012.
b. Comparable budgeted monthly staffing levels through September 30, 2012.

c. Explanation of known reasons for the staff count vacancies and other
variances revealed by comparison of your responses to parts (a) versus (b).

d. Comparable test year projected staff count levels that are included in the rate
case non-fuel O&M expenses.

e. What amount of direct and indirect labor expense is included in test year
non-fuel O&M expenses in connection with the staff count levels provided in
your response to part (d), for each responsibility center (NSG, PGL allocated
and IBS allocated)?

f.  What amount of employee benefit and payroll tax expense is included in test
year asserted revenue requirements in connection with the staff count levels
provided in your response to part (d), for each responsibility center (NSG,
PGL allocated and IBS allocated)?

RESPONSE:

a. Responsibility centers do not have headcounts, home centers do. North Shore
understands this request to be asking for staffing levels for home centers. For
North Shore’s staffing levels, see North Shore’s response to AG 7.11. For
Peoples Gas’ staffing levels, see Peoples Gas’ response to AG 7.29. For IBS’
staffing levels, Peoples Gas’ response to AG 6.10, see Attach 01.

b. See part a.

c. See part a.

d. Headcount is not allocated to O&M expenses; total labor costs are allocated to
O&M and capital. An employee can work on both O&M and capital in a given
year.

e. Based on the response to part d, Attach 01 to this data request includes the
amount of labor expense by home center, not responsibility center that was
charged to North Shore’s O&M expenses. The labor expense numbers do not
include any incentive dollars.

NS 0007390
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ICC Docket No. 12-0511 Page 44 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 6.01-6.10
Dated: October 5, 2012

The amount of benefit and payroll tax expense included in non-fuel O&M
expense for the test year related to North Shore employees is not recorded in
individual home centers; it is booked in total. See Attach 02 to this data request
for payroll and benefit costs related to North Shore, PGL allocated labor to North
Shore and IBS allocated labor to North Shore by home center, not responsibility
center.

NS 0007391
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NS AG 6.05
Attachment 1

FERC (Multiple ltems)
Res Type (Al

Sum of Sum Total Amt  Column Labels

IBS Direct and 1200 Total

Row Labels NSG Direct  PGL Direct Allocated

A01 110,030.85 110,030.85
A02 32,391.37 32,391.37
A05 154,639.82 154,639.82
A06 205,753.08 205,753.08
AQ7 21,053.43 21,053.43
A08 67,040.98 67,040.98
AQ09 15,456.04 15,456.04
A13 16,877.69 16,877.69
A14 129,210.41 129,210.41
A15 95,434.13 95,434.13
A16 210,057.31 210,057.31
A21 24,966.33 24,966.33
A22 14,677.15 14,677.15
A23 125,209.65 125,209.65
A25 78,349.99 78,349.99
A26 34,358.68 34,358.68
A27 105,106.89 105,106.89
A28 13,967.11 13,967.11
A40 18,507.89 18,507.89
Ad1 114,506.16 114,506.16
A42 33,712.53 33,712.53
A43 20,080.58 20,080.58
Ad4 47,583.37 47,583.37
A45 101,221.09 101,221.09
A46 103,000.59 103,000.59
A51 255,884.67 255,884.67
A53 253,612.27 253,612.27
Ab4 110,215.57 110,215.57
A55 208,941.79 208,941.79
A56 15,499.56 15,499.56
A57 128,543.21 128,543.21
A58 126,589.65 126,589.65
A59 449,100.18 449,100.18
A60 26,912.02 26,912.02
A61 112,795.47 112,795.47
A62 62,209.67 62,209.67
A70 28,608.13 28,608.13
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NS AG 6.05
Attachment 1

FERC (Multiple ltems)
Res Type (Al

Sum of Sum Total Amt  Column Labels
IBS Direct and

Row Labels NSG Direct  PGL Direct Allocated

A73 32,848.99
A75 9,566.72
A76 5,786.14
A77 16,834.92
A79 194.99
A80 363.42
A81 1,433.09
A82 28,747.44
A89 47,924.49
A99 505,486.18
ABO 186,595.10
AB2 160,206.04
ACO 21,187.62
AC1 152.75
AC2 226,867.56
AC3 20,139.75
AC4 28,709.13
AC5 14,442.96
AC6 252,886.09
AC7 88,980.01
ADO 39,755.09
AD3 86,498.20
AD4 102,989.71
AD5 199,552.07
AD7 109,058.80
AEO 27,901.65
AE1 220,032.76
AES8 214,176.83
AE9 258,675.04
AFO 227,811.20
AF3 826.29
AF4 241,395.92
AF5 143,965.30
AF6 208,526.36
AG8 30,072.79
AH2 14,910.89
AH4 207,948.50

1200 Total

32,848.99
9,5666.72
5,786.14

16,834.92

194.99
363.42
1,433.09
28,747.44
47,924.49
505,486.18
186,595.10
160,206.04
21,187.62
152.75
226,867.56

20,139.75

28,709.13

14,442.96

252,886.09

88,980.01

39,755.09

86,498.20

102,989.71
199,552.07
109,058.80
27,901.65
220,032.76
214,176.83
258,675.04
227,811.20
826.29
241,395.92
143,965.30
208,526.36
30,072.79
14,910.89
207,948.50
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FERC
Res Type

Sum of Sum Total Amt

Row Labels
AH5
AH6
B02
B03
B25
B45
B53
B80
P06
P49
P53
P57
Grand Total

NS AG 6.05
Attachment 1
(Multiple ltems)
(Al

Column Labels
IBS Direct and 1200 Total
NSG Direct PGL Direct Allocated

3,896.68 3,896.68

5,315.84 5,315.84

10,399.57 10,399.57
29.60 29.60
320,632.83 320,632.83
192,231.05 192,231.05
256,686.71 256,686.71
6,755,021.78 6,755,021.78
68,207.50 68,207.50

93,924.18 93,924.18

30,272.04 30,272.04

95,550.40 95,550.40

7,635,001.54 287,954.12 7,664,768.62 15,487,724.28
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Sum of Sum Total Amt
Row Labels

408020

408021

408022

408023

408029

Grand Total

NS AG 6.05
Attach 02

Column Labels

1200

(50,995.20)
682,143.49
3,935.40
13,826.42
(41.92)
648,868.19
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NS AG 6.05
Attach 02

Sum of Sum Total Amt  |Res Type
Home Benefits Payroll Taxes
P05 6,403.32 766.14
P06 41,582.81 4,975.24
P49 57,261.02 6,851.07
P53 18,455.38 2,208.12
P57 58,252.39 6,969.70
Grand Total 181,954.92 21,770.27
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NS AG 6.05
Attach 02

Unit 1200
Sum of Sum Total Amt |FERC
Home Payroll Taxes Benefits
AO01 8,383.34 26,774.43
A02 2,467.93 7,881.98
A05 11,783.29 37,633.19
A06 15,708.70 50,169.77
AQ7 1,604.09 5,123.06
AO8 5,107.91 16,313.47
A09 1,178.45 3,763.74
A13 1,287.90 4,113.19
A14 9,867.19 31,513.43
A15 7,271.21 23,222.55
A16 16,004.43 51,114.44
A21 1,902.20 6,075.24
A22 1,118.28 3,571.47
A23 9,545.85 30,487.27
A25 5,972.50 19,074.86
A26 2,626.17 8,387.40
A27 8,008.15 25,576.24
A28 1,064.17 3,398.73
A40 1,410.96 4,506.35
A4d1 8,725.37 27,866.95
A42 2,584.31 8,253.76
A43 1,530.31 4,887.44
Ad4 3,637.12 11,616.06
A45 7,712.57 24,632.21
A46 7,848.85 25,067.48
A51 19,512.28 62,317.81
A53 19,322.90 61,712.99
A54 8,453.57 26,998.81
A55 15,919.45 50,842.94
A56 1,180.95 3,771.60
A57 9,793.78 31,279.17
A58 9,645.00 30,803.84
A59 34,217.29 109,282.11
A60 2,050.46 6,548.67
A61 8,593.96 27,447.18
AB2 4,739.80 15,137.81
A70 2,179.67 6,961.39
A73 2,505.23 8,001.15
A75 728.93 2,327.97
A76 440.86 1,407.96
A77 1,282.66 4,096.56
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A79 14.85 47.45
A80 27.70 88.42
A81 109.22 348.74
A82 2,201.95 7,032.43
A89 3,651.44 11,661.75
A99 38,572.20 123,190.75
ABO 14,218.73 45,411.28
AB2 12,206.20 38,983.86
ACO 1,614.29 5,155.71

AC1 11.64 37.17
AC2 17,314.77 55,299.43
AC3 1,536.36 4,906.81

AC4 2,192.83 7,003.36
AC5 1,100.41 3,514.49
AC6 19,324.01 61,716.44
AC7 6,779.46 21,652.01

ADO 3,031.93 9,683.32
AD3 6,594.67 21,061.86
AD4 7,849.31 25,068.93
AD5 15,309.31 48,894.45
AD7 8,311.24 26,544.25
AEO 2,129.29 6,800.37
AE1 16,764.47 53,541.78
AES8 16,441.07 52,509.01

AE9 19,847.75 63,389.14
AFO 17,361.39 55,448.26
AF3 62.97 201.08
AF4 18,553.30 59,255.06
AF5 11,038.67 35,254.92
AF6 15,980.72 51,038.84

AGS8 2,291.25 7,317.77

AH1 (0.02)
AH2 1,136.07 3,628.35

AH3 (0.01)

AH4 15,843.77 50,601.28

AH5 296.89 948.19

AHG6 405.01 1,293.53

Grand Total 585,043.17 1,868,493.14
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The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 9.01-9.22
Dated: October 24, 2012

REQUEST NO. AG 9.07:

Referring to the response to PGL AG 2.38, please show how Peoples calculates the test
year deferred income taxes under FAS 109 that represent the estimated liability that will be
paid when the temporary differences related to the deferred income taxes turn around and
the resulting adjustment to deferred tax amounts resulting from FAS 109.

RESPONSE:

Peoples Gas utilized tax provision software from Power Plan Consultants labeled
PowerTax Provision to compute the adjustments required to be booked under FAS 109.
As mentioned in the response to PGL AG 2.38, Peoples Gas computes its deferred taxes
consistent with the Commission’s order in Docket 83-0309. That Order requires deferred
income taxes to be reversed at the average rate provided. This method is commonly
called Average Rate Assumption Method (“ARAM”). In the Ultilities’ 2011 rate cases
(Docket Nos. 11-0280/0281 (cons.), the Utilities explained how ARAM works as it relates
to the deferred income tax re-measurement associated with the Patient Protection and
Affordable Care Act (“PPACA”), and the Health Care and Education Affordability
Reconciliation Act of 2010 ("HCEARA") (together, “the Health Care Reform Legislation”).
See Docket Nos. 11-0280/0281 (cons.), PGL Ex. 10.0 at 2-6. Additionally, ARAM is a very
common method for utilities to account for deferred income taxes. It was the method of
choice by the federal government for normalization rules related to the excess deferred
income taxes resulting from the Tax Reform Act of 1986.

Most utilities, including North Shore and Peoples Gas, use PowerTax to compute plant
related deferred taxes because it has built in functionality to compute ARAM deferred
income taxes. In addition, the company that makes PowerTax also makes tax provision
software called PowerTax Provision. Again, this software comes with functionality to
compute deferred income taxes under ARAM for all deferred income taxes.

While utilities generally compute deferred income taxes using ARAM, and while lllinois
utilities are required to use ARAM, the resulting balance in deferred income taxes would
not reflect the same balance computed under FAS 109. ASC 980-740-25-2 (former
paragraph 29 of FAS 109) requires regulatory assets or regulatory liabilities be utilized if it
is probable the amounts required to be recorded under FAS 109 will be recovered or
returned to ratepayers. The Commission’s order in Docket 83-0309 results in the amounts
being recovered or returned to ratepayers over the pattern that ARAM creates.

As a result, adjustments are made to deferred income taxes with the contra entry to
regulatory assets or liabilities. Again, this is also common for utilities, and the system can
generally compute this adjustment automatically.

In order to compute the adjustment, the system takes the cumulative temporary difference
and multiplies that amount by the currently enacted tax rate. The difference between that

PGL 0014972
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The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 9.01-9.22
Dated: October 24, 2012

amount and the balance that exists using ARAM is recorded to deferred taxes with a
contra entry to regulatory asset or liability.

The only thing the system cannot compute is the complexity that was created when lllinois
enacted a “temporary” tax increase. Because of this, Peoples Gas had to “schedule”
deferred taxes over a period up to 2024. We do this annually and only for significant
deferred taxes such as those related to plant and benefits that have long lives. While we
do this annually, we still want to take advantage of the system to record offsetting activity
that flows through under ARAM.

The scheduling exercise Peoples Gas does helps to derive a blended rate that can be
inputted into the system. The system first computes the FAS 109 amounts using the 9.5%
enacted rate. For those categories of deferred taxes, we input an entry that reverses the
amount at 9.5%. An additional entry is made to input a new adjustment at the blended
scheduled rate.

PG AG 4.05 Attach 01 is the PowerTax Provision system report that computes the FAS
109 adjustments. It ties to the amounts related to FAS 109 included in this case. We have
noted the special records that are used to compute the FAS 109 amounts using the
scheduled rate.

The last time the annual scheduling activity occurred was in December 2011.

Please see PG AG 4.05 Attach 02 for the scheduled amounts and the derived rate used by
the system as highlighted in PG AG 4.05 Attach 01 on the line labeled “Plant composite.”

Please see PG AG 4.05 Attach 03 for the derived rate used by the system as highlighted in
attachment 1 under the line labeled “Benefits Composite.”

PGL 0014973
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North Shore Gas Company’s Response to
Attorney General Data Requests AG 4.01-4.10
Dated: October 4, 2012

REQUEST NO. AG 4.05:

Referring to the response to NS AG 2.11, please show how North Shore calculates the test
year deferred income taxes under FAS 109 that represent the estimated liability that will be
paid when the temporary differences related to the deferred income taxes turn around and

the resulting adjustment to deferred tax amounts resulting from FAS 109.

RESPONSE:

North Shore utilized tax provision software from Power Plan Consultants labeled Powertax
Provision to compute the adjustments required to be booked under FAS 109. As
mentioned in the response to NS AG 2.11, North Shore computes its deferred taxes
consistent with the Commission’s order in Docket 83-0309. That Order requires deferred
income taxes to be reversed at the average rate provided. This method is commonly
called Average Rate Assumption Method (“ARAM”). In the Ultilities’ 2011 rate cases
(Docket Nos. 11-0280/0281 (cons.), the Utilities explained how ARAM works as it relates
to the deferred income tax re-measurement associated with the Patient Protection and
Affordable Care Act (“PPACA”), and the Health Care and Education Affordability
Reconciliation Act of 2010 ("HCEARA") (together, “the Health Care Reform Legislation”).
See Docket Nos. 11-0280/0281 (cons.), NS Ex. 10.0 at 2-6. Additionally, ARAM is a very
common method for utilities to account for deferred income taxes. It was the method of
choice by the federal government for normalization rules related to the excess deferred
income taxes resulting from the Tax Reform Act of 1986.

Most utilities, including North Shore and Peoples Gas, use Powertax to compute plant
related deferred taxes because it has built in functionality to compute ARAM deferred
income taxes. In addition, the company that makes Powertax also makes tax provision
software called Powertax Provision. Again, this software comes with functionality to
compute deferred income taxes under ARAM for all deferred income taxes.

While utilities generally compute deferred income taxes using ARAM, and while lllinois
utilities are required to use ARAM, the resulting balance in deferred income taxes would
not reflect the same balance computed under FAS 109. ASC 980-740-25-2 (former
paragraph 29 of FAS 109) requires regulatory assets or regulatory liabilities be utilized if it
is probable the amounts required to be recorded under FAS 109 will be recovered or
returned to ratepayers. The Commission’s order in Docket 83-0309 results in the amounts
being recovered or returned to ratepayers over the pattern that ARAM creates.

As a result, adjustments are made to deferred income taxes with the contra entry to
regulatory assets or liabilities. Again, this is also common for utilities, and the system can
generally compute this adjustment automatically.

NS 0005057
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North Shore Gas Company’s Response to
Attorney General Data Requests AG 4.01-4.10
Dated: October 4, 2012

In order to compute the adjustment, the system takes the cumulative temporary difference
and multiplies that amount by the currently enacted tax rate. The difference between that
amount and the balance that exists using ARAM is recorded to deferred taxes with a
contra entry to regulatory asset or liability.

The only thing the system cannot compute is the complexity that was created when lllinois
enacted a “temporary” tax increase. Because of this, North Shore had to “schedule”
deferred taxes over a period up to 2024. We do this annually and only for significant
deferred taxes such as those related to plant and benefits that have long lives. While we
do this annually, we still want to take advantage of the system to record offsetting activity
that flows through under ARAM.

The scheduling exercise North Shore does helps to derive a blended rate that can be
inputted into the system. The system first computes the FAS 109 amounts using the 9.5%
enacted rate. For those categories of deferred taxes, we input an entry that reverses the
amount at 9.5%. An additional entry is made to input a new adjustment at the blended
scheduled rate.

NS AG 4.05 Attach 01 is the Powertax Provision system report that computes the FAS 109
adjustments. It ties to the amounts related to FAS 109 included in this case. We have
noted the special records that are used to compute the FAS 109 amounts using the
scheduled rate.

The last time the annual scheduling activity occurred was in December 2011.

Please see NS AG 4.05 Attach 02 for the scheduled amounts and the derived rate used by
the system as highlighted in NS AG 4.05 Attach 01 on the line labeled “Plant composite.”

Please see NS AG 4.05 Attach 03 for the derived rate used by the system as highlighted in
attachment 1 under the line labeled “Benefits Composite.”
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CUB-City Exhibit 1.4
ICC Docket No. 12-0512 Page 59 of 175
The Peoples Gas Light and Coke Company’s Response to

Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

REQUEST NO. JMO 15.01:

Referring to the response PGL JMO 1.08 Attach 01, (test year incentive compensation)
please provide the following information:

a) Summarize the amounts on Schedules B-1 and C-1 by incentive plan;

b) Describe what is contained in the tabs that support the amounts on Schedules
B-1 and C-1; and

c) For each supporting tab summarize the amounts that apply to each incentive
plan.
RESPONSE:

a) See Attachment 1.

b) The Total Incentives tab brings together the data in the Direct Billed Incentive,
Allocated Incentive and Other Incentive tabs in order to get a Total Incentive
number to put on Schedules B-1 and C-1. The Total Incentive tab also takes the
clearing balance sheet accounts and does the redistribution of the dollars between
O&M and capital in order to put them in the correct lines on Schedules B-1 and C-1.
The Direct Billed Incentive tab has incentive dollars that are either direct billed to
PGL from another company or PGL’s employees incentive dollars. The home
center will determine if it is billed from another company or if it is PGL’s own dollars.

The Allocated Incentive tab contains dollars allocated to PGL from IBS.

The Other Incentive tab shows the dollars for the executive plans such as
performance shares, stock options, restricted stock and annual incentive plan.

PGL 0005734
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The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

c) The Total Incentives tab includes the following:

Annual Incentive Plan $11,361,034

Stock Options 104,394
Performance Shares 277,582
Restricted Stock 858,410

Incentive Compensation $12,601,420

The Direct Billed Incentive tab includes $4,580,425 of the Annual Incentive Plan.
($4,616,898 less the amount in FERC 182527 of $36,473).

The Allocated Incentive tab includes $6,293,780 of the Annual Incentive Plan.

($3,722,848 plus $2,336,841 less the amounts in FERC 419000, 421130 and
431320 of ($234,091)).

The Other Incentive tab includes the following:

Annual Incentive Plan $ 486,829

Stock Options 104,394
Performance Shares 277,582
Restricted Stock 858,410

Incentive Compensation $1,727,215

PGL 0005735
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CUB-City Exhibit 1.4
ICC Docket No. 12-0511 Page 63 of 175
North Shore Gas Company’s Response to

Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

REQUEST NO. JMO 15.02:

Referring to the response NS JMO 1.08 Attach 01, (test year incentive compensation
expense) please provide the following information:

a) Summarize the amounts on Schedules B-1 and C-1 by incentive plan;

b) Describe what is contained in the tabs that support the amounts on Schedules
B-1 and C-1; and

c) For each supporting tab summarize the amounts that apply to each incentive
plan.
RESPONSE:

a) See Attachment 1.

b) The Total Incentives tab brings together the data in the Direct Billed Incentive,
Allocated Incentive and Other Incentive tabs in order to get a Total Incentive
number to put on Schedules B-1 and C-1. The Total Incentive tab also takes the
clearing balance sheet accounts and does the redistribution of the dollars between
O&M and capital in order to put them in the correct lines on Schedules B-1 and C-1.
The Direct Billed Incentive tab has incentive dollars that are either direct billed to
NSG from another company or NSG’s employees incentive dollars. The home
center will determine if it is billed from another company or if it is NSG’s own dollars.

The Allocated Incentive tab contains dollars allocated to NSG from IBS.

The Other Incentive tab shows the dollars for the executive plans such as
performance shares, stock options, restricted stock and annual incentive plan.

NS 0003667
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ICC Docket No. 12-0511 Page 64 of 175
North Shore Gas Company’s Response to
Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

c) The Total Incentives tab includes the following:

Annual Incentive Plan $1,697,546

Stock Options 12,841
Performance Shares 34,016
Restricted Stock 142,103

Incentive Compensation $1,886,506

The Direct Billed Incentive tab includes $548,180 of the Annual Incentive Plan.
($549,220 less the amount in FERC 182527 of $1,040).

The Allocated Incentive tab includes $1,093,481 of the Annual Incentive Plan.
($627,860 plus $426,159 less the amounts in FERC 419000, 421130 and 431320 of
($39,462)).

The Other Incentive tab includes the following:

Annual Incentive Plan $ 55,885

Stock Options 12,841
Performance Share 34,016
Restricted Stock 142,103

Incentive Compensation $ 244,845

NS 0003668
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CUB-City Exhibit 1.4
ICC Docket No. 12-XXXX Page 67 of 175
The Peoples Gas Light and Coke Company’s Response to

Staff Data Requests JMO 1.01-1.14
Dated: August 1, 2012

REQUEST NO. JMO 1.10:

Please provide copies of all incentive compensation expense plans used to develop the
test year amounts reported in response to Staff DR JMO 1.08.

RESPONSE:

See the following attachments:
e PGL JMO 1.10 Attach 01 — Integrys 2012 Non-executive Incentive Plan;
e PGL JMO 1.10 Attach 02 — Integrys 2012 Executive Incentive Plan; and

e Integrys 2010 Omnibus Incentive Plan (see pages 1 through 41 of PGL JMO 1.11
Attach 06).
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EFFECTIVE DATE

The 2012 IBS & Regulated Non-Executive Incentive Plan (the “Plan”), shall become effective
on January 1, 2012. The Plan shall operate on the basis of a plan year that will begin on January
1, 2012 and will end on December 31, 2012 (the “Plan Year”). Payouts will be based on Plan
Year performance results, except as otherwise provided herein.

PURPOSE

The Plan provides eligible employees with an opportunity to receive cash short term incentive
compensation based upon the achievement of short-term goals that support Integrys Energy
Group, Inc. (the “Company”), and those direct and indirect subsidiaries of the Company that
have been designated by the Company for participation in this Plan. The purpose of the Plan is
to focus eligible employees on reducing the costs of operations, improving reliability to
customers, and supporting an emphasis on safety in all we do. Payouts for Plan participants will
be determined based on the Plan provisions and the results of performance measurements from
Participating Subsidiaries (as defined below).

ELIGIBILITY

Eligibility is limited to employees who are classified by the Company or a Participating
Subsidiary as active regular administrative full-time or part-time employees of the Company or a
Participating Subsidiary for the period of time during the Plan Year that they are employed in an
eligible classification. Employees of the Company’s non-regulated direct and indirect
subsidiaries, including Integrys Energy Services, Inc., are not eligible to participate in the Plan.
Further, employees who participate in another short-term Company or Participating Subsidiary
incentive plan (other than a plan that compensates the employee on a commission basis) are not
eligible to participate in this Plan with respect to the portion of the Plan Year that is also covered
under such other plan. Performance measures, weightings and threshold, target and superior
payout levels by pay grade are listed in the Plan Appendix.

Employees who are covered by a collective bargaining agreement, assigned by the Company to a
limited term or temporary status (e.g. limited-term employees) and persons who provide services
to the Company or a Participating Subsidiary but who are classified as non-employee service
providers (e.g. contractors and consultants) are not eligible for the Plan.

Any employee who first becomes eligible and is added to the Plan after the start of the Plan Year
will be eligible to participate with respect to that Plan Year, but any payout under the Plan will
be based solely on the employee’s Pay during the portion of the Payroll Year (as defined below)
for which the employee was employed in an eligible classification.

If an employee transfers during the Plan Year from employment covered by a collective

bargaining agreement to employment in a regular position eligible for participation in the Plan,
or vice versa, the employee will be eligible to participate with respect to that Plan Year, but any

PGL 0002366
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payout under the Plan will be based on the employee’s Pay during the portion of the Payroll Year
for which the employee was employed in an eligible classification.

Except as provided in the Employment Termination section below, employees must be actively
employed through December 31 of the Plan Year to be eligible for a payout under the Plan with
respect to that Plan Year. Those who are not actively employed through December 31 of the
Plan Year for reasons other than retirement, disability, approved leave of absence or death, will
not be eligible to receive a payout from the Plan. An employee does not earn a right to a Plan
payment (whether on a pro rata basis or otherwise) based upon length of service or mere
completion of service during the Plan Year. Rather, a payout is earned based upon the
achievement by the applicable Participating Subsidiary (or other business unit) of pre-determined
performance goals measured over the course of the entire Plan Year as a result of the efforts of
eligible employees who contribute toward the achievement of such goals. An employee’s
participation in the Plan, and the opportunity to earn a payout in accordance with the terms and
conditions of the Plan, does not represent an unequivocal promise on the part of the Company to
pay incentive compensation other than to the extent that applicable performance goals have been
satisfied and the employee satisfies the eligibility conditions specified herein.

Eligible Plan participants who during the Plan Year change employment status from one eligible
status to another eligible status but qualify to participate in the current Integrys Pay Protection
policy will be eligible to participate (a) at the annual incentive percentage target level payout that
has been assigned to their prior, higher pay grade with respect to eligible employment during the
portion of the Plan Year that is prior to the Change in Status Date and (b) at the annual incentive
percentage target level payout that has been assigned to their new, lower pay grade with respect
to eligible employment during the portion of the Plan Year that is on or after the Change in
Status Date.

PARTICIPATING SUBSIDIARIES

The participating subsidiaries (each, a “Participating Subsidiary”, and collectively, the
“Participating Subsidiaries”) are: Integrys Business Support LLC (IBS), Minnesota Energy
Resources Corporation (MER), Michigan Gas Utilities, Inc. (MGU), North Shore Gas Company
(NSG), the Peoples Gas Light & Coke Company (PGL), Upper Peninsula Power Company
(UPPCO), Wisconsin Public Service Corporation (WPS) and any other corporation or entity
designated by the Chief Executive Officer of the Company (the “CEQ”) for participation in the
Plan.

When evaluating performance during the Plan Year, the performance of all such Participating
Subsidiaries shall be included. In the event that any such Participating Subsidiary is sold or
otherwise divested during the Plan Year, the target metric and actual performance for such
Participating Subsidiary will include the full period prior to such sale or divestiture and thereafter
performance of such Participating Subsidiary will be excluded. Unless the CEO determines
otherwise, in the event of an acquisition of a new subsidiary or other corporate transaction
involving the merger with or acquisition of a business by TEG, performance related to such
acquired business shall not be considered when evaluating performance for the Plan Year. As
such, when evaluating IBS performance during the year, the respective weighting percentages
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assigned to each Participating Subsidiary shall be adjusted as necessary, consistent with the
language above.

PAYROLL YEAR

The Payroll Year that is associated with the Plan Year, that will be used to determine eligible Pay
for payout calculations, is from December 25, 2011 through December 22, 2012.

EMPLOYMENT TERMINATION

Termination of employment at any time during the Plan Year (other than termination on account
of retirement or death) will disqualify the participant from receiving a payout from the Plan.

Absence from active employment during the Plan Year on account of disability or approved
unpaid leave of absence will not disqualify the participant from receiving a payout of any award
that has otherwise been earned, but the amount payable to or on behalf of the participant will be
based upon the participant’s Pay that is recognized for purposes of the Plan.

Similarly, if termination of employment occurs during the Plan Year due to retirement or death,
the participant will receive a payout of any award that has otherwise been earned, but the amount
payable to or on behalf of the participant will be based upon the participant’s Pay during the
participant’s period of active service during the year.

The words “retire” or “retirement” mean the participant terminates employment on or after the
date on which the participant has satisfied the requirements for “retirement” under the
Company’s group health care plans in which the participant is eligible to participate.

The word “disability” means that the participant’s active service has been interrupted as a result
of the participant being totally disabled (as defined in the Company’s or Participating
Subsidiary’s long-term disability plan applicable to the employee).

In all cases, eligibility for any earned payout is based upon the employee’s Pay during the
portion of the Payroll Year for which the employee was employed in an eligible classification.

Any earned Plan payout to or on behalf of a participant who terminated employment during the
Plan Year on account of retirement or death, or who is absent from active service on account of
disability or an approved unpaid leave of absence, will be paid at the same time as payment is
made to active employees whose employment with the Company or a Participating Subsidiary
has continued. In the event of a participant’s death, any earned Plan payout will be distributed at
such time in a lump sum to the participant’s estate.

DEFINITION OF PAY

Plan payouts are expressed and calculated as a percentage of the eligible employee’s Pay for the
Payroll Year or applicable portion of the Payroll Year while a Plan participant. For the purposes
of the Plan, “Pay” is defined as base pay and overtime earnings from the Company actually paid
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(or that would have been payable except for the employee’s election to defer receipt of base pay
earnings) during the Payroll Year or applicable portion of the Payroll Year for services
performed in an eligible employment position (including short term salary continuation or short-
term disability benefits or paid leave of absence earnings paid by the Company or a Participating
Subsidiary). All other payments such as, without limitation, long-term disability or other
sickness or disability benefits not paid by the Company or a Participating Subsidiary, reimbursed
expenses, termination pay, relocation allowances or reimbursements, deferred compensation
(other than base pay earnings voluntarily deferred during the Plan Year at the election of the
employee), pension restoration, supplemental retirement or similar accruals or benefits, stock
options, performance shares, restricted stock, restricted stock unit or other equity compensation,
retention agreements/bonuses, signing bonuses, and any contributions paid by the Company to
any employee benefit plan (within the meaning of ERISA), and imputed income resulting from
participation in a Company or Participating Subsidiary benefit or compensation program, shall
be excluded. Only amounts paid by the Company or a Participating Subsidiary and otherwise
eligible in accordance with the foregoing provisions of this paragraph will be recognized as pay;
other payments and benefits, e.g., long-term disability benefits paid by a third party insurer, are
not recognized as Pay.

PLAN PERFORMANCE MEASURES

Plan payouts will be based on the various Company, NSG, PGL, MER, MGU, UPPCO, and
WPS operational performance measures. Each goal is weighted, representing a proportional
share of the potential payout. No payout will be made with respect to a particular performance
goal if performance with respect to that goal does not exceed the threshold level of performance.
To receive a target award for a goal, the target performance goal level must be attained. To
receive a superior award for a goal, the superior performance goal level must be attained. For
performance that exceeds threshold but is less than target or greater than target but less than
superior the payout amount will be pro-rated. IBS will share outcomes of the regulated utility
subsidiaries on a prorated basis as related to Customer Satisfaction, Employee Safety and the
various reliability measures. The respective weighting percentages by Participating Subsidiary
for the Plan Year are: MER 5.3%, MGU 4.0%, NSG 5.3%, PGL 32.0%, UPPCO 3.5% and WPS
49.9%. These weightings will be used to calculate IBS payouts.

General descriptions of the performance measures to be utilized in determining payouts for the
Plan Year are set forth below. Not every performance measure applies with respect to each
Participating Subsidiary or each eligible employee of a Participating Subsidiary, nor will the
weightings applied with respect to a performance measure necessarily be the same between
Participating Subsidiaries or between employee groups who are employed at a particular
Participating Subsidiary. In addition, the performance measures can be specific to a group, and
may include measures as approved by the CEO.

OPERATIONAL MEASURES

Integrys Enerqy Group-Utility and IBS FERC-based non-fuel Operation and Maintenance
expense — Adjusted Before Annual Incentives

PGL 0002369
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The annual forecasted Combined Utility and IBS FERC-based non-fuel Operation and
Maintenance (O&M) expense — Adjusted Before Annual Incentives is determined based upon
the combined Utility and IBS FERC-based non-fuel O&M included in the budget accepted by
the Integrys Board of Directors on December 15, 2011 adjusted for:

1) Budgeted annual incentive plan compensation expense, expected to be accrued at
target-level performance related to the executive and non-executive annual
incentive compensation plans for employees of IBS and the Regulated Utilities,

2 Amounts recorded for (a) costs recovered directly through regulatory trackers
such as bad debt, demand side management, energy efficiency programs, and
manufactured gas plant clean up, (b) electric transmission (wheeling) costs, and
(c) bad debt expense not recovered through trackers.

3 The performance levels required to achieve threshold, target, and maximum
payout levels for performance on Combined Utility and IBS FERC-based non-
fuel Operations and Maintenance (O&M) expense-Adjusted Before Annual
Incentives are attached in Appendix A hereto.

The Calculated Combined Utility and IBS FERC-based non-fuel Operation and Maintenance
expense — Adjusted Before Annual Incentives used to determine if desired performance has
been achieved will be calculated based upon the combined Utility and IBS FERC-based non-fuel
O&M included in the final 2012 audited financial results for Integrys Energy Group, Inc.
adjusted for:

(1) Incentive plan compensation expense included in the actual results related to the
executive and non-executive annual incentive compensation plan for employees
of IBS and the Regulated Utilities,

(2)  Where applicable to O&M, the pre-tax impact of adjustments reflected in Integrys
Energy Group’s 2012 EPS-Adjusted as reported in the Company’s earnings
release for fiscal year 2012, and

(3)  Amounts recorded for (a) costs recovered directly through regulatory trackers
such as bad debt, demand side management, energy efficiency programs, and
manufactured gas plant clean up, (b) electric transmission (wheeling) costs, and
(c) bad debt expense not recovered through trackers, and

(4) Budget to actual variances for costs related to various long term equity-based
incentive compensation arrangements for plan participants who are employees of
IBS and the Regulated Utilities (in order to avoid incentive arrangements that
would reward employees under the annual incentive plan for a declining stock
price, etc.).

Customer Satisfaction Measure

PGL 0002370
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The continued success of the Company will ultimately be determined by our customers,
requiring customer satisfaction to be the focal point of our efforts. Customer satisfaction will be
measured for residential customers of MERC, MGU, NSG, PGL, UPPCO and WPS and
compared against the satisfaction survey results of other regional benchmark energy suppliers.
Surveys will be conducted by J.D. Power and Associates. The surveys measure overall customer
satisfaction in categories such as power quality and reliability, communications, corporate
citizenship, price, billing and payment, customer service and field service. Survey category
results are combined into an overall score for each utility. The incentive measure compares each
of our electric and gas utilities” score against the Midwest regional average utility score. IBS
employees’ incentive measure will be a weighted combination of all of our utilities” scores — the
score weighting based on the ratio of IBS costs allocated to each utility.

Employee Safety

Employee safety will be measured with a rate calculated by multiplying the number of
recordable cases over a given period of time by 200,000. That total is subsequently divided by
the number of total hours worked by the identified business unit to obtain the final rate. An
injury or illness is considered recordable if it meets standard criteria set by Occupational Safety
and Health Administration (OSHA) regulations. For purposes of determining results for 2012,
the rate is measured over a calendar year basis.

The recordable incident rates are further analyzed against viable industry benchmarks, and final
targets are reviewed and approved by business unit management to promote consistency and
improvement. Regulated utility subsidiaries — measure will rely on the individual metrics of
MER, MGU, NSG, PGL, UPPCO and WPS. IBS employees will use each utility’s score as a
portion of their score, weighted to reflect the ratio of IBS costs allocated to the utility.

VARIABLE OPERATIONS RELIABILITY MEASURES (see below) IBS employees will use
each utility’s score as a portion of their score, weighted to reflect the ratio of IBS costs allocated
to the utility.

UPPCO, WPS - System Reliability

The System Reliability measure includes two components, electric system and gas system
reliability which measure our ability to deliver quality services to our customers by reducing the
frequency and duration of planned and unplanned service interruptions. The electric system
component will apply to UPPCO and WPS. The gas system component will apply to WPS.
They are defined as follows:

The electric system measurement is the annual System Average Interruption Duration Index
(SAIDI), excluding major event days as defined by the IEEE (Institute of Electrical and
Electronics Engineers) Standard 1366-2003. The SAIDI is the cumulative customer minutes of
outage, on average, per customer served per year. It excludes the customer minutes of outage
due to major event days such as large storms, and includes the customer minutes of outage due to
events originating on the transmission, substation, and distribution systems. The 2012 incentive
levels of threshold, target and superior are determined by the average annual SAIDI values from
2007 through 2010.

PGL 0002371
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The gas system component measure is based on the percentage of customer and public odor
complaints with employee response times less than 60 minutes.

PGL - Reduction in Class 2 System Leaks

A Class 2 leak is a gas leak that is recognized as being non-hazardous at the time of detection,
but justifies more frequent monitoring and scheduled repair based on probable future hazard.
The fewer the number of Class 2 gas leaks, the less exposure to a future risk. There would also
be some cost savings through the reduction in frequency of future required leak rechecks. The
metric for this measure will be based on the percentage of Class 2 gas leaks pending repair as a
ratio to the total number of Class 2 and Class 3 pending repair. A Class 3 leak is one that is
nonhazardous at the time of detection and can be reasonably expected to remain non-hazardous.

NSG — Reduction in Total Leaks

Leaks not requiring immediate action are recognized as being non-hazardous at the time of
detection. However these non hazardous leaks require frequent monitoring and scheduled repair
based on probable future hazard. Reducing the total number of non-hazardous leaks pending
reduces the risk of leak migration between rechecks and improves overall system safety. There
is also cost savings when expediently repairing leaks through the reduction in the number of
rechecks required to be performed. The metric for this measure would be the total number of
leaks pending. The results would be measured as an average of the total leaks pending repair on
the last day of each month.

NSG, PGL - Reduction in 2”? and 3" Party Damages

Damage prevention is an operational measure with a significant safety component and will be
critical for development of a strong distribution integrity management program. Elimination of
third party damages is a major initiative across the natural gas industry. Reducing damages by
others to company gas facilities improves safety for our own employees as well as for the general
public and avoids outages to our customers. The metric for this measure will be based on the
total number of excavation damages caused by second parties (company contractors) and third
parties (other excavators) to company-owned facilities per 1,000 locates performed by the
company.

NSG, PGL — Reduction in Damages caused by Company Crews

Installing and maintaining natural gas facilities requires company crews to work in close
proximity to other utilities. Performing this work safely is essential to ensure employee and
customer safety. This can be achieved by proper jobsite preparedness and safe excavation
practices. Cost savings can also be achieved through reduced claim expenses. The metric for
this measure will be the number of damages caused by company crews to other utilities, below
and above ground, as well as to company facilities.

MER - Meter Set Remediation

PGL 0002372



PGL JMO 1.10 Attach 01 . .
Page 9 of 13 CUB-City Exhibit 1.4
Page 76 of 175

This multi-year metric is based on meter set remediation as identified in MERC’s meter set
surveys. For 2012 the measure will focus on stop valve readily accessible; in 2011 the measure
focused on active atmospheric corrosion. The remediation targets are number of meter sets
remediated based on budget and resources.

MGU - Improved Pipeline Locating Productivity

This measure is intended to improve the efficiency and accuracy of pipeline locating. The
productivity of locating is currently being measured by: (expected hours/unit) / (actual
hours/unit). The efficiency goal will be to improve this productivity rate. Accuracy will be
measured as the percent reduction of non-billable 3" party damages which are primarily caused
by mislocating facilities. Each portion of the goal will be weighted 50% for eligible MGU
employees.

WPS - Market Effectiveness Measure

The WPS Market Effectiveness measure is specific to WPS Energy Supply Operations
participants, and selected participants in Energy Supply & Control. It is based on the energy
price weighted availability of all WPS’s generation facilities, the comparison of what WPS
electric generation earns in 2012 versus what it could have earned if all units had been available
100% as needed.

PAYMENT OF INCENTIVE AWARD EARNED

The President of the Company or of a Participating Subsidiary (or, if there is no President of a
Participating Subsidiary, the highest ranking officer of the Participating Subsidiary) shall have
discretion to determine that an eligible employee of the Company or applicable Participating
Subsidiary is ineligible in total or in part for a Plan payout if the employee has earned less than a
“fully successful” performance evaluation rating for the Plan Year or is otherwise being
counseled concerning documented insufficient performance. This is the only circumstance in
which an amount that would otherwise be payable as a result of the achievement of performance
objectives might not be paid assuming employment continues through the end of the Plan Year.

PLAN PAYOUTS

Following the close of the Plan Year and after the audited financial results are available, the
CEO will certify the extent to which the performance measures have been satisfied and will
authorize Plan payouts. Payouts, less tax withholdings, will be paid no later than March 15" of
the year following the Plan Year. No payout will be made with respect to a particular
performance measure if performance with respect to that measure does not exceed the threshold
level of performance. To receive a target payout for a measure, the target performance level
must be attained. To receive a superior payout for a measure, the superior performance level
must be attained.

An employee who during the Plan Year changes employment status from one eligible status to

another eligible status, other than a change that the Company or applicable Participating
Subsidiary determines to be short-term or temporary assignment that does not represent a long-

PGL 0002373



PGL JMO 1.10 Attach 01 . o
Page 10 of 13 CUB-City Exhibit 1.4
Page 77 of 175

term change in the employee’s regular role, will be subject, with respect to employment on or
after the date the change in employment status is reflected in the PeopleSoft System (the
“Change in Status Date”), to the Plan payout target and/or incentive measures applicable to the
employment status into which the employee has transferred. Any payout applicable to eligible
employment during the Plan Year prior to the Change in Status Date will be based upon the
employee’s payout targets and/or incentive measures applicable to the employee prior to the
Change in Status Date and the employee’s pay prior to the Change in Status Date. Any payment
applicable to eligible employment during the Plan Year but on or after the Change in Status Date
will be based upon the employee’s payout target and/or incentive measures applicable to the
employee on or after the Change in Status Date and the employee’s Pay on or after the Change in
Status Date. Short-term or temporary assignments (as determined by the Company or applicable
Participating Subsidiary) will not change the incentive plan or level that an employee is assigned
to. The employee will remain in his or her regular role for payout calculation purposes.

RELATIONSHIP TO OTHER COMPANY PLANS

Employees who participate in another short term incentive plan (for example, an incentive plan
at Integrys Energy Services, Inc.) are not eligible to participate in this Plan until the time their
participation in the other short term incentive plan terminates.

For employees participating in the Company’s defined benefit retirement plan, payouts made
under this Plan generally will be included in earnings used to determine retirement benefits if
paid while an active employee in accordance with the retirement plan. If an employee retires and
receives a payout under this Plan subsequent to the employee’s retirement, that payout will not
be used in calculation of retirement benefits, except as specifically provided in the applicable
retirement plan document. Nothing in this Plan shall be construed as an amendment of or
modification to (or otherwise operate to supersede) the terms of any retirement plan in which an
employee participates. A participant’s retirement benefits shall in all cases be determined in
accordance with the terms of the applicable retirement plan document.

401(k) and deferred compensation plan participants may defer a portion of the Plan payout into
the Company’s 401(k) and (if the participant is eligible) deferred compensation plans, subject to
the terms of the respective plan and tax law limits. 401(k) deferrals are not available to
participants who are not active employees at the time of payout. Nothing in the Plan shall be
construed as an amendment of or modification to (or otherwise operate to supersede) the terms of
any 401(k) or deferred compensation plan in which an employee participates.

RIGHTS OF PARTICIPANTS & FORFEITURE

Nothing in this Plan shall:

1) Confer upon any employee any right with respect to continuation of employment with
the Company;

2 Interfere in any way with the right of the Company or the Participating Subsidiaries
or any other affiliate to terminate his/her employment at any time; or

10
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3 Confer upon any employee or any other person any claim or right to any distribution
under the Plan except to the extent that a payment has been earned based upon the
achievement of the measures applicable to the employee and the employee otherwise
satisfies the eligibility requirements of the Plan.

No right or interest of any employee in the Plan shall, prior to actual payment or distribution to
the employee, be assignable or transferable in whole or in part, either voluntarily or by operation
of law or otherwise, or be subject to payment of debts of any employee by execution, levy,
garnishment, attachment, pledge, bankruptcy, or in any other manner.

ADMINISTRATION

The Compensation Committee of the Board of Directors has delegated to the CEO its authority
and responsibility with respect to the Plan. Accordingly, the CEO is authorized to 1) interpret
and apply the Plan’s terms and conditions, 2) determine who will participate in the Plan and the
level of participation, and 3) approve, within the first 90 days of the Plan Year, the performance
measures that are applicable to a covered employee’s participation. The CEO’s authority does
not include the authority to 1) modify the performance measures once initially established and
approved within the first 90 days of the Plan Year, or 2) to adjust payout amounts that have been
earned under the Plan provisions.

11
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2012 IBS & Regulated Non-Executive Incentive Plan

Integrys Enerqy Group-Utility and I1BS FERC-based non-fuel Operation and Maintenance
expense — Adjusted Before Annual Incentives

Appendix A
Utility and IBS FERC-based non-fuel O&M included in the budget $997.4
Less:
Wheeling costs 129.2
Demand side management costs 53.8
Bad debt expense including tracker impact 38.0
Manufactured gas plant clean-up costs 28.1
Energy efficiency costs 17.1
Annual incentives 17.8

Utility and IBS FERC-based non-fuel O&M - adjusted

Target $713.4

Threshold (5% increase to Target) $749.1

Superior (5% decrease from Target) $677.7
12
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EFFECTIVE DATE

The 2012 Executive Incentive Plan (the “Plan”), shall become effective on January 1, 2012. The
Plan shall operate on the basis of a plan year that will begin on January 1, 2012 and will end on
December 31, 2012 (the “Plan Year”). Payouts will be based on Plan Year performance results,
except as otherwise provided herein.

PURPOSE
The purpose of the Plan is to provide short term incentive compensation to:

1) Focus key executives on assisting Integrys Energy Group, Inc. (“TEG”) and its
Subsidiaries (collectively referred to as the “Company”) in achieving objectives key
to their success;

@) Recognize the performance of key employees in achieving the Company’s financial
and operating objectives; and

3 Provide compensation opportunities that closely reflect the pay levels at companies in
the custom peer group of utility companies as approved by the Compensation
Committee of the Integrys Energy Group, Inc. Board of Directors (the “Committee”).

Payouts for Plan participants will be determined based on the Plan provisions and the results of
Company performance measurements, subject to Committee adjustment (to the extent that any
such adjustment is consistent with the terms and conditions of the Plan).

ELIGIBILITY

Eligibility for Plan participation will be limited to employees who (1) are employed in executive
positions that have ultimate responsibility for the financial and operating performance of the
Company, and (2) have been specifically identified by the Committee as being eligible for Plan
participation. However, employees who participate in another short term Company incentive
plan (other than a plan that compensates the employee on a commission basis) are not eligible to
participate in this Plan with respect to the portion of the Plan Year that is also covered under
such other plan. Names of approved Plan participants, measurement data points for threshold,
target and superior performance levels, measurement applications and their weightings by each
executive are identified in the Plan Appendix.

Employees who are covered by a collective bargaining agreement, assigned by the Company to a
limited term or temporary status (e.g. limited term employees), and persons who provide services
to the Company but who are classified by the Company as non-employee service providers (e.g.
contractors and consultants) are not eligible for the Plan.

Any employee who first becomes eligible and is added to the Plan after the start of the Plan Year
will be eligible to participate with respect to that Plan Year, but any payout under the Plan will
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be based solely on the employee’s Pay during the portion of the Payroll Year (as defined below)
for which the employee was employed in an eligible classification.

Except as provided in the Employment Termination section below, employees must be actively
employed through December 31 of the Plan Year to be eligible for a payout under the Plan with
respect to that Plan Year. Those who are not actively employed through December 31 of the
Plan Year for reasons other than retirement, disability, approved leave of absence or death, will
not be eligible to receive a payout from the Plan. An employee does not earn a right to a Plan
payment (whether on a pro rata basis or otherwise) based upon length of service or mere
completion of service during the Plan Year. Rather, a payout is earned based upon the
achievement by the Company or applicable Subsidiary (or other business unit) of pre-determined
performance goals measured over the course of the entire Plan Year as a result of the efforts of
eligible employees who contribute toward the achievement of such goals. An employee’s
participation in the Plan, and the opportunity to earn a payout in accordance with the terms and
conditions of the Plan, does not represent an unequivocal promise on the part of the Company to
pay incentive compensation other than to the extent that applicable performance goals have been
satisfied, the employee satisfies the eligibility conditions specified herein, and the Committee has
authorized a payout to the employee.

SUBSIDIARIES

For purposes of the Plan, the Company’s subsidiaries include: Integrys Business Support, LLC
(1BS), Integrys Energy Services, Inc. (TEGE), Minnesota Energy Resources Corporation (MER),
Michigan Gas Utilities, Inc. (MGU), North Shore Gas Company (NSG), The Peoples Gas Light
& Coke Company (PGL), Upper Peninsula Power Company (UPPCO), Wisconsin Public
Service Corporation (WPS), Integrys Transportation Fuels, LLC, Trillium USA, LLC, Pinnacle
CNG Systems, LLC and any other corporation or entity designated as a subsidiary for purposes
of the Plan. Each such entity is individually referred to as a “Subsidiary” and collectively as the
“Subsidiaries.”

When evaluating performance on Financial and Non-Financial Measures during the Plan Year,
the performance of all such Subsidiaries shall be included. In the event that any such Subsidiary
is sold or otherwise divested during the Plan Year, the target metric and actual performance for
such Subsidiary will include the full period prior to such sale or divestiture and thereafter
performance of such Subsidiary will be excluded. Unless the Committee determines otherwise,
in the event of an acquisition of a new subsidiary or other corporate transaction involving the
merger with or acquisition of a business by TEG, performance related to such acquired business
shall not be considered when evaluating performance on the Financial and Non-Financial
Measures for the Plan Year.

PAYROLL YEAR

The Payroll Year that is associated with the Plan Year, and that will be used to determine eligible
Pay for payout calculations, is from December 25, 2011 through December 22, 2012.
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EMPLOYMENT TERMINATION

Termination of employment at any time during the Plan Year (other than termination on account
of retirement or death) will disqualify the participant from receiving a payout from the Plan.

Absence from active employment during the Plan Year on account of disability or approved
unpaid leave of absence will not disqualify the participant from receiving a payout of any award
that has otherwise been earned and approved by the Committee, but the amount payable to or on
behalf of the participant will be based upon the participant’s Pay that is recognized for purposes
of the Plan.

Similarly, if termination of employment occurs during the Plan Year due to retirement or death,
the participant will receive a payout of any award that has otherwise been earned and approved
by the Committee, but the amount payable to or on behalf of the participant will be based upon
the participant’s Pay during the participant’s period of active service during the year.

The words “retire” or “retirement” means the participant terminates employment on or after the
date on which the participant has satisfied the requirements for “retirement” under the
Company’s group health care plans in which the participant is eligible to participate.

The word “disability” means that the participant’s active service has been interrupted as a result
of the participant being totally disabled (as defined in the Company’s long-term disability plan
applicable to the employee).

In all cases, eligibility for any earned payout is based upon the employee’s Pay during the
portion of the Payroll Year for which the employee was employed in an eligible classification.

Any approved Plan payout to or on behalf of a participant who terminated employment during
the Plan Year on account of retirement or death, or who is absent from active service on account
of disability or an approved unpaid leave of absence, will be paid at the same time as payment is
made to active employees whose employment with the Company has continued. In the event of
a participant’s death, any approved Plan payout will be distributed at such time in a lump sum to
the participant’s estate.

DEFINITION OF PAY

Plan payouts are expressed and calculated as a percentage of the eligible employee’s Pay for the
Payroll Year or applicable portion of the Payroll Year while a Plan participant. For the purposes
of the Plan, “Pay” is defined as base pay earnings from the Company actually paid (or that would
have been payable except for the employee’s election to defer receipt of base pay earnings)
during the Payroll Year or applicable portion of the Payroll Year for services performed in an
eligible employment position (including short term salary continuation or short-term disability
benefits or paid leave of absence earnings paid by the Company). All other payments such as,
without limitation, long-term disability or other sickness or disability benefits not paid by the
Company, reimbursed expenses, termination pay, relocation allowances or reimbursements,
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deferred compensation (other than base pay earnings voluntarily deferred during the Plan Year at
the election of the employee), pension restoration, supplemental retirement or similar accruals or
benefits, stock options, performance shares, restricted stock, restricted stock unit or other equity
compensation, retention agreements/bonuses, signing bonuses, any contributions paid by the
Company to any employee benefit plan (within the meaning of ERISA), and any imputed income
resulting from participation in a Company benefit or compensation program, shall be excluded.
Only amounts paid by the Company and otherwise eligible in accordance with the foregoing
provisions of this paragraph will be recognized as Pay; other payments and benefits, e.g., long-
term disability benefits paid by a third party insurer, are not recognized as Pay.,

PLAN PERFORMANCE MEASURES

The Plan design includes financial and non-financial measures that are approved by the
Committee, provided that with respect to any Plan payout that is intended to constitute
performance-based compensation for purposes of Section 162(m) of the Internal Revenue Code,
such measures shall be approved in the first ninety (90) days of the Plan Year. Measurement
performance levels will be monitored throughout the Plan Year. Following the end of the Plan
Year, results will be presented to the TEG Chief Executive Officer (the “CEO”) and Committee
for approval. The performance measures can be specific to an individual or apply to a group,
and may include operational and/or financial measures as approved by the Committee.
Weightings can vary by eligible executive as approved by the Committee.

The following provides a general description of each of the financial and non-financial
performance measures for the Plan Year. Measures reflect operations of the Company and will
apply to one or more Plan participants. With respect to any Plan payout that is intended to
constitute performance-based compensation for purposes of Section 162(m) of the Internal
Revenue Code, the Committee may at any time exercise negative discretion to adjust the
performance measures (or the amount payable upon satisfaction of one or more performance
measures) to reflect the effects of extraordinary items, non-recurring items or any other items
that the Committee feels should be considered in determining performance results if the result is
to reduce the amount payable relative to the performance measures as originally approved. The
Committee also has the discretion to approve additional or alternative performance measures on
a participant by participant basis that will supplement or replace any or all of the performance
measures set forth below, including, without limitation, the authority to incorporate the terms of
any objective performance measure used under another Company incentive program. To the
extent that the Committee acts to incorporate the terms of any objective performance measure
used under another Company incentive program, the terms and conditions of such other plan
defining the performance measure are incorporated into this Plan by reference; provided that all
other terms and conditions of this Plan shall continue to apply, including, without limitation, the
application of any threshold financial requirement on the payment of incentive awards, the
requirements regarding compliance with Internal Revenue Code Section 162(m) and terms and
conditions set forth in this Plan regarding participation and eligibility for a payout of amounts
otherwise payable in accordance with the objective performance measure that is incorporated
from the other program.
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FINANCIAL MEASURE

Calculated Diluted EPS-Adjusted, Before Annual Incentives — targets

The financial measure to be utilized in establishing performance threshold, target and superior
levels is annual TEG Consolidated Diluted Earnings Per Share-Adjusted (Diluted EPS-
Adjusted), Before Annual Incentives, subject to adjustments as set forth below. The 2012
Diluted EPS-Adjusted, Before Annual Incentives target is to be derived from the budgeted
Diluted EPS-Adjusted accepted by the Integrys Energy Group, Inc. Board of Directors on
December 15, 2011. The Diluted EPS-Adjusted, Before Annual Incentives target is based upon
budgeted net income available for common shareholders, adjusted on an after-tax basis for:

1) The budgeted annual incentive plan compensation expense related to all of the
Company’s annual incentive compensation plans (except for Integrys Energy
Services, Inc. plans that are commission related); and

2 The effects of (a.) charges for reorganizing and restructuring, (b.) discontinued
operations, (c.) charges from asset write-downs, (d.) gains or losses on the
disposition of a business or business segment or arising from the sale of assets
outside the ordinary course of business, (e.) changes in tax or accounting rules,
regulations or laws, (f.) extraordinary, unusual, transition, one-time and/or non-
recurring items of gain or loss, (g.) mergers, acquisitions or dispositions, (h.)
lower of cost or market adjustments related to inventory, and (i.) unrealized mark
to market adjustments related to commodity hedging activity, provided that, for
each of the items (2.)(a.) through (2.)(i.), the Company shall have identified that it
anticipates it will reflect such adjustments for investors in its audited financial
statements (including footnotes), its earnings release or in the management
discussion and analysis section of the Company’s Form 10-K for fiscal year 2012.

The foregoing describes the process that the Committee, in setting threshold, target and superior
performance levels, will follow in establishing Calculated Diluted EPS—Adjusted, Before Annual
Incentives. The actual performance targets, including the Payout Governor and any other
performance goals defining threshold, target and superior levels of performance, will be
established and fixed by the Committee within the first ninety (90) days of the Plan Year with
respect to any Plan payout that is intended to constitute performance-based compensation for
purposes of Section 162(m) of the Internal Revenue Code.

Calculated Diluted EPS-Adjusted, Before Annual Incentives

TEG Calculated Diluted EPS-Adjusted, Before Annual Incentives used to determine if desired
performance has been achieved will be calculated based off of Generally Accepted Accounting
Principles (“GAAP”) net income available for common shareholders reported in the Company’s
Form 10-K for fiscal year 2012, adjusted on an after-tax basis to exclude:
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1) The annual incentive plan compensation expense related to all of the Company’s
annual incentive plans (except for Integrys Energy Services, Inc. plans that are
commission-related); and

@) The effects of (a.) charges for reorganizing and restructuring, (b.) discontinued
operations, (c.) charges from asset write-downs, (d.) gains or losses on the
disposition of a business or business segment or arising from the sale of assets
outside the ordinary course of business, (e.) changes in tax or accounting rules,
regulations or laws, (f.) extraordinary, unusual, transition, one-time and/or non-
recurring items of gain or loss, (g.) mergers, acquisitions or dispositions, (h.)
lower of cost or market adjustments related to inventory, and (i.) unrealized mark
to market adjustments related to commodity hedging activity, provided that, for
each of the items (2.)(a.) through (2.)(i.), the Company shall have disclosed such
adjustments in its audited financial statements (including footnotes), its earnings
release or in the management discussion and analysis section of the Company’s
Form 10-K for fiscal year 2012; and

3) Budget to actual variances for costs related to various long-term equity-based
incentive compensation arrangements (in order to avoid incentive arrangements

that would reward employees under the annual incentive plan for a declining
stock price, etc.).

NON-FINANCIAL MEASURES

Customer Satisfaction Measure

The continued success of the Company will ultimately be determined by our customers,
requiring customer satisfaction to be the focal point of our efforts. Customer satisfaction will be
measured for residential customers of MER, MGU, NSG, PGL, UPPCO and WPS and compared
against the satisfaction survey results of other regional benchmark energy suppliers. Surveys
will be conducted by J.D. Power and Associates. The surveys measure overall customer
satisfaction in categories such as power quality and reliability, communications, corporate
citizenship, price, billing and payment, customer service and field service. Survey category
results are combined into an overall score for each utility. The incentive measure compares each
of our electric and gas utilities’ score against the Midwest regional average utility score.

Employee Safety

Employee safety will be measured with a rate calculated by multiplying the number of
recordable cases over a given period of time by 200,000. That total is subsequently divided by
the number of total hours worked by the identified business unit to obtain the final rate. An
injury or illness is considered recordable if it meets standard criteria set by Occupational Safety
and Health Administration (OSHA) regulations. For purposes of determining results for 2012,
the rate is measured over a calendar year basis.
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The recordable incident rates are further analyzed against viable industry benchmarks, and final
targets are reviewed and approved by business unit management to promote consistency and
improvement. The recordable incident rate will be measured at the following levels:

1) Regulated utility subsidiaries — measure will rely on the individual metrics of
MER, MGU, NSG, PGL, UPPCO and WPS.

@) A Consolidated Regulated Utility subsidiaries and non-regulated subsidiaries
measure applicable only to identified executives will be dependent upon the
combined results of all regulated subsidiaries and non-regulated subsidiaries.

3) A combined Gas regulated subsidiaries measure applicable only to identified
executives will be dependent on the combined results of MER, MGU, NSG and
PGL.

4) A combined Electric regulated subsidiaries measure applicable only to identified
executives will be dependent on the combined results of UPPCO and WPS only.

5) A combined Gas regulated subsidiaries measure applicable only to identified
executives will be dependent on the combined results of MER and MGU.

(6) A combined Gas regulated subsidiaries measure applicable only to identified
executives will be dependent on the combined results of PGL and NSG.

Environmental Impact

In accordance with our corporate environmental vision to create energy solutions for a
sustainable tomorrow, this measure will be based on a reduction of annual emissions of carbon
dioxide (CO;) and other greenhouse gases resulting from:

1) Implementing energy efficiency and conservation activities that will reduce
greenhouse gas emissions from the energy we use.

2 Making improvements in our processes to generate and transmit electricity and
natural gas with reduced greenhouse gas emissions.

Integrys Enerqgy Services — Customer Delight

The Customer Delight measure is defined as “the result of service that surpasses simple
satisfaction by surprising the customer through offering products and service at a level either not
thought possible or in a form or manner the consumer did not realize they wanted or needed,”
based on the average of quarterly (four) TEGE customer surveys to be done in 2012. The
incentive target baseline will be s set by taking the average of the four 2011 survey results and
applying an improvement amount equal to half of one Confidence Interval (CI) at 95%
probability. Superior will be set at 2012 target measure plus one ClI, and threshold will be set by
subtracting one CI from the 2012 target measure.

Subsidiary Specific Annual Leadership Incentive Plan Results

This measure is defined as the final Percentage of Plan Achievement for the Annual Leadership
Plan of the subsidiary lead by the named Executive. The final Percentage of Plan Achievement
used to calculate the Executive’s results will be the same achievement used for all the specific
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Plan’s participants. For 2012, the specific subsidiary plans included are the 2012 Integrys
Transportation Fuels Incentive Plan and the Integrys Energy Services 2012 Leadership Incentive
Plan.

PAYOUT GOVERNOR

Notwithstanding anything to the contrary, a payout with respect to a particular performance
measure will be reduced or eliminated, even if performance with respect to that particular
performance measure would otherwise indicate a payout, if the annual TEG Consolidated
“Calculated Diluted EPS — Adjusted, Before Annual Incentives” (as defined above) for 2012
does not meet the threshold requirement established by the Committee. This is referred to as the
Overall Threshold Requirement. If the Overall Threshold Requirement is not attained, there will
be no payout with respect to any financial performance measure. If the Overall Threshold
Requirement is not met, any payout for actual non-financial performance measure results will be
reduced by fifty (50) percent.

PLAN PAYOUTS

Following the close of the Plan Year and after the audited financial results are available, the
Committee will meet and certify the extent to which the performance measures have been
satisfied (including application of the Payout Governor) and will authorize Plan payouts.
Payouts, less tax withholdings, will be paid no later than March 15" of the year following the
Plan Year. To receive a target payout for a measure, the target performance level must be
attained. To receive a superior payout for a measure, the superior performance level must be
attained. The Committee has discretion to determine if any additional payouts shall be made for
performance between threshold, target and superior levels; provided that if the payout is intended
to satisfy the requirements of Internal Revenue Code Section 162(m) with respect to a “covered
executive” with respect to whom the Company is subject to the requirements of Section 162(m),
the Company shall establish, within the first 90 days of the performance period, the manner in
which performance between threshold, target and superior levels impacts the payout.

An employee who during the Plan Year changes employment status from one eligible status to
another eligible status, other than a change that the Company or applicable Subsidiary
determines to be short-term or temporary assignment that does not represent a long-term change
in the employee’s regular role, will be subject, with respect to employment on or after the date
the change in employment status is reflected in the PeopleSoft System (the “Change in Status
Date”), to the Plan payout target and/or incentive measures applicable to the employment status
into which the employee has transferred. Any payout applicable to eligible employment during
the Plan Year prior to the Change in Status Date will be based upon the employee’s payout
targets and/or incentive measures applicable to the employee prior to the Change in Status Date
and the employee’s Pay prior to the Change in Status Date. Any payment applicable to eligible
employment during the Plan Year but on or after the Change in Status Date will be based upon
the employee’s payout target and/or incentive measures applicable to the employee on or after
the Change in Status Date and the employee’s Pay on or after the Change in Status Date. Short-
term or temporary assignments (as determined by the Company or applicable Subsidiary) will
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not change the incentive plan or level that an employee is assigned to. The employee will remain
in his or her regular role for payout calculation purposes.

Any Plan payout is subject to any recoupment or clawback policy that may be adopted by the
Company from time to time and to any requirement of applicable law, regulation or listing
standard that requires the Company to recoup or claw back compensation paid pursuant to the
Plan.

Note: Section 162(m) of the Internal Revenue Code limits the tax deduction for compensation
paid to a “covered executive” to $1,000,000 unless certain requirements are met. In order for
compensation in excess of $1,000,000 to be deductible by the Company, that compensation must
satisfy the requirements to be treated as qualified performance-based compensation under
Section 162(m). With respect to any payout opportunity that is made to a “covered executive”
and that is intended to constitute qualified performance-based compensation for purposes of
Section 162(m), those requirements include, without limitation, (1) a requirement that the Plan
be administered by the Committee which consists entirely of outside directors, (2) a requirement
that compensation in excess of $1,000,000 must be based upon the attainment of objective
performance goals approved by shareholders, and (3) a requirement that the objective
performance goals and measures be established no later than ninety (90) days following the
beginning of the performance period, and that such objective formula or standard preclude
discretion to increase the amount of compensation due upon attainment of the goal. The
Committee may always exercise “negative discretion”, i.e., discretion that reduces or eliminates
a payout from the amount that would otherwise be payable in the absence of Committee
discretion.

RELATIONSHIP TO OTHER COMPANY PLANS

For employees participating in the Company’s defined benefit retirement plan, payouts made
under this Plan generally will be included in earnings used to determine retirement benefits if
paid while an active employee in accordance with the retirement plan. If an employee retires and
receives a payout under this Plan subsequent to the employee’s retirement, that payout will not
be used in calculation of retirement benefits, except as specifically provided in the applicable
retirement plan document. Nothing in this Plan shall be construed as an amendment of or
modification to (or otherwise operate to supersede) the terms of any retirement plan in which an
employee participates. A participant’s retirement benefits shall in all cases be determined in
accordance with the terms of the applicable retirement plan document.

401(k) and deferred compensation plan participants may defer a portion of the Plan payout into
the Company’s 401(k) and (if the employee is eligible) deferred compensation plans, subject to
the terms of the respective plan and tax law limits. 401(k) deferrals are not available to
participants who are not active employees at the time of payout. Nothing in this Plan shall be
construed as an amendment of or modification to (or otherwise operate to supersede) the terms of
any 401(k) or deferred compensation plan in which an employee participates.

10
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RIGHTS OF PARTICIPANTS & FORFEITURE
Nothing in this Plan shall:

1) Confer upon any employee any right with respect to continuation of employment with
the Company;

(2 Interfere in any way with the right of the Company to terminate his/her employment
at any time; or

3) Confer upon any employee or any other person any claim or right to any distribution
under the Plan except to the extent that a payment has been earned based upon the
achievement of the measures applicable to the employee, the employee otherwise
satisfies the eligibility requirements of the Plan, and the Committee has authorized
the payment of an payout to the employee.

No right or interest of any employee in the Plan shall, prior to actual payment or distribution to
the employee, be assignable or transferable in whole or in part, either voluntarily or by operation
of law or otherwise, or be subject to payment of debts of any employee by execution, levy,
garnishment, attachment, pledge, bankruptcy, or in any other manner.

ADMINISTRATION

The TEG Board of Directors (the “Board”) is responsible for the establishment of the Plan, and
the Board has the right to amend or terminate the Plan at any time, as it deems appropriate.
Further, the Committee is authorized to 1) interpret and apply the Plan’s terms and conditions, 2)
determine who will participate in the Plan and the level of participation, and 3) approve the
performance measures that are applicable to a covered employee’s participation and
approve payments for employees covered by the Plan. The Committee will report to the Board
substantive actions taken.

Any authority granted to the Committee may also be exercised by the Board, except to the extent
that the grant or exercise of such authority would cause any payout that is intended to be
qualified performance-based compensation for purposes of Section 162(m) of the Internal
Revenue Code to cease to qualify for exemption under such section. To the extent that any
permitted action taken by the Board conflicts with any action taken by the Committee, the Board
action shall control.

11
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Financial Measure (70%)

Operational Measures (30%)

Calculated Diluted EPS- Employee Safety Customer Environmental
Measure Adjusted % Weighting Satisfaction % Weighting
Weighting 70% 10% 10% 10%

Note - No Financial Measures Payouts for any Participants unless Calculated Diluted EPS-Adjusted
Threshold is Exceeded. If Diluted EPS-Adjusted Threshold is NOT Reached, any Earned Non-Financial
Measures Payouts will be Reduced by Fifty (50) Percent.
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INTEGRYS ENERGY GROUP, INC.
2010 OMNIBUS INCENTIVE COMPENSATION PLAN

Section 1. PURPOSE AND DEFINITIONS

@) Purpose. The purpose of the Integrys Energy Group, Inc. 2010 Omnibus
Incentive Compensation Plan is to promote the interests of the Company and its shareholders by
(a) attracting and retaining executives and other key employees and directors of outstanding
training, experience and ability; (b) motivating them, by means of performance-related
incentives, to achieve performance goals; and (c) enabling them to participate in the growth and
financial success of the Company. It is intended that this purpose be effected via performance-
based incentives and through awards or grants of stock options and various other rights with
respect to shares of the Company’s common stock, as provided herein, to such eligible

employees and directors (as defined in subsection (b) below).

(b) Definitions. The following terms shall have the following respective

meanings unless the context requires otherwise:

1) An “Affiliate” of, or a person “affiliated” with, a specified person
is a person that directly, or indirectly through one or more intermediaries, controls, or is
controlled by, or is under common control with, the person specified and the term “Associate”
used to indicate a relationship with any person, means (i) any corporation or organization (other
than the registrant or a majority-owned subsidiary of the registrant) of which such person is an
officer or partner or is, directly or indirectly, the beneficial owner of 10 percent or more of any
class of equity securities, (ii) any trust or other estate in which such person has a substantial
beneficial interest or as to which such person serves as trustee or in a similar fiduciary capacity,
and (iii) any relative or spouse of such person, or any relative of such spouse, who has the same
home as such person or who is a director or officer of the registrant or any of its parents or
subsidiaries.

(2 The term “Annual Performance Right” shall mean the right to
receive up to the amount of compensation described in the Participant’s award agreement, taking

into account the Target Award and the Performance Formula, upon the attainment of one or more

MILW_9512747.8
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specified Performance Goals over a period of time determined by the Committee, subject to the

terms and conditions of the award agreement and the Plan.

3 A person shall be deemed to be the “Beneficial Owner” of any

securities:

(A)  which such Person or any of such Person’s Affiliates or
Associates has the right to acquire (whether such right is exercisable
immediately or only after the passage of time) pursuant to any agreement,
arrangement, arrangement or understanding, or upon the exercise of
conversion rights, exchange rights, rights, warrants or options, or
otherwise; provided, however, that a Person shall not be deemed the
Beneficial Owner of, or to beneficially own, (A) securities tendered
pursuant to a tender or exchange offer made by or on behalf of such
Person or any of such Person’s Affiliates or Associates until such tendered
securities are accepted for purchase or (B) securities issuable upon
exercise of any rights agreement that the Company may have in effect at a
time before the issuance of such securities;

(B)  which such Person or any of such Person’s Affiliates or
Associates, directly or indirectly, has the right to vote or dispose of or has
“beneficial ownership” of (as determined pursuant to Rule 13d-3 of the
General Rules and Regulations under the Act), including pursuant to any
agreement, arrangement or understanding; provided, however, that a
Person shall not be deemed the Beneficial Owner of, or to beneficially
own, any security under this subparagraph (ii) as a result of an agreement,
arrangement or understanding to vote such security if the agreement,
arrangement or understanding: (A) arises solely from a revocable proxy
or consent given to such Person in response to a public proxy or consent
solicitation made pursuant to, and in accordance with, the applicable rules
and regulations under the Act and (B) is not also then reportable on a

Schedule 13D under the Act (or any comparable or successor report); or

MILW_9512747.8 -2-
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(C)  which are beneficially owned, directly or indirectly, by any
other Person with which such Person or any of such Person’s Affiliates or
Associates has any agreement, arrangement or understanding for the
purpose of acquiring, holding, voting (except pursuant to a revocable
proxy as described in Section paragraph (B) above) or disposing of any

voting securities of the Company.

4 The term “Board” shall mean the Board of Directors of the

Company.

(5) The term “Cause” for termination by the Company or a Subsidiary
of a Participant’s employment in connection with or following a Change in Control shall be

limited to the following:

(A)  the engaging by the Participant in intentional conduct not
taken in good faith which has caused demonstrable and serious financial
injury to the Company and/or a Subsidiary, as evidenced by a
determination in a binding and final judgment, order or decree of a court
or administrative agency of competent jurisdiction, in effect after
exhaustion or lapse of all rights of appeal, in an action, suit or proceeding,

whether civil, criminal, administrative or investigative;

(B)  conviction of a felony (as evidenced by binding and final
judgment, order or decree of a court of competent jurisdiction, in effect
after exhaustion of all rights of appeal) which substantially impairs the

Participant’s ability to perform his duties or responsibilities;
(C)  continuing willful and unreasonable refusal by the
Participant to perform the Participant’s duties or responsibilities (unless

significantly changed without the Participant’s consent);

(D)  material violation of the Company’s Code of Conduct.

MILW_9512747.8 -3-
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(6) The term “Change in Control” shall mean the occurrence of any

one of the following:

(A) any Person (other than any employee benefit plan of
Integrys Energy Group, Inc. or of any subsidiary of Integrys Energy
Group, Inc., any Person organized, appointed or established pursuant to
the terms of any such benefit plan or any trustee, administrator or
fiduciary of such a plan) is or becomes the Beneficial Owner of securities
of Integrys Energy Group, Inc. representing at least 30% of the combined
voting power of the then outstanding securities of Integrys Energy Group,

Inc.;

(B)  one-half or more of the members of the Board are not

Continuing Directors;

(C)  there shall be consummated any merger, consolidation, or
reorganization of Integrys Energy Group, Inc. with any other corporation
as a result of which less than 50% of the outstanding voting securities of
the surviving or resulting entity are owned by the former shareholders of
Integrys Energy Group, Inc. other than a shareholder who is an Affiliate or

Associate of any party to such consolidation or merger;

(D)  there shall be consummated any merger of Integrys Energy
Group, Inc. or share exchange involving Integrys Energy Group, Inc. in
which Integrys Energy Group, Inc. is not the continuing or surviving
corporation other than a merger of Integrys Energy Group, Inc. in which
each of the holders of Common Stock of Integrys Energy Group, Inc.
immediately prior to the merger have the same proportionate ownership of

common stock of the surviving corporation immediately after the merger;

(E)  there shall be consummated any sale, lease, exchange or
other transfer (in one transaction or a series of related transactions) of all,
or substantially all, of the assets of Integrys Energy Group, Inc. to a
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Person which is not a wholly owned subsidiary of Integrys Energy Group,

Inc.; or

(F) the shareholders of Integrys Energy Group, Inc. approve
any plan or proposal for the liquidation or dissolution of Integrys Energy

Group, Inc.

If a Plan Award is considered deferred compensation subject to the
provisions of Code Section 409A, and if a payment under such Plan Award would be
accelerated or otherwise triggered upon a “change in control”, then the foregoing definition is
modified, to the extent necessary to avoid the imposition of an excise tax under Section 409A, to

mean a “change in control event” as such term is defined for purposes of Code Section 409A.

@) The term “Code” shall mean the Internal Revenue Code of 1986,

or any successor thereto, as the same may be amended and in effect from time to time.

(8) The term “Committee” shall mean the committee appointed
pursuant to Section 2 to administer the Plan.

9) The term “Company” shall mean Integrys Energy Group, Inc., or

any successor thereto.

(10)  The term “Continuing Director” shall mean (i) any member of the
Board of Directors of Integrys Energy Group, Inc. who was a member of such Board on the day
following the Effective Date of this Plan, (ii) any successor of a Continuing Director who is
recommended to succeed a Continuing Director by a majority of the Continuing Directors then
on such Board, and (iii) additional directors elected or recommended for membership by a
majority of the Continuing Directors then on such Board.

(11) The term “Covered Executive” shall mean, with respect to each
taxable year of the Company, an individual who, on the last day of the taxable year, is the Chief
Executive Officer of the Company or among the three highest compensated officers of the
Company and its subsidiaries (other than the Chief Executive Officer or Chief Financial Officer),

as determined pursuant to the executive compensation disclosure rules under the Exchange Act.
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(12) The term “Employee” shall mean an employee of the Company or
any Subsidiary or a member of the Board of Directors of either the Company or a Subsidiary.
The term “Employee” shall also be deemed to include any person who is an employee of any
joint venture corporation or partnership, or comparable entity, in which the Company or a
Subsidiary has a substantial equity interest; provided that with respect to the granting of an
Option or Stock Appreciation Right; a person who is employed by a joint venture corporation,
partnership or comparable entity in which the Company or a Subsidiary has an ownership
interest shall be considered to be an Employee only if such corporation, partnership or entity

itself constitutes a Subsidiary.

(13) The term “Exchange Act” shall mean the Securities Exchange Act
of 1934, or any successor thereto, as the same may be amended and in effect from time to time.

(14) The term *“Fair Market Value” shall mean the closing price at
which a share of Stock shall have been sold on the New York Stock Exchange on the date of
grant of any Option, date of grant and date of exercise of a Stock Appreciation Right, or other
relevant valuation date. In the event that any Option or Stock Appreciation Right shall be
granted, or a Stock Appreciation Right exercised, or other relevant valuation date shall occur, on
a date on which there were no such sales of Stock on the New York Stock Exchange, the Fair
Market Value of a share of Stock shall be deemed to be the closing price at which a share of
Stock shall have been sold on the New York Stock Exchange on the next preceding day on
which there were such sales. If the Stock is not listed on the New York Stock Exchange but is
traded on another national securities exchange or through an over-the-counter market, the last
sales price on such exchange on the applicable date as described above shall be used in

determining Fair Market Value.

(15) The term “Final Award” shall mean the amount of compensation
or the number of shares of Stock to be awarded finally to the Participant who holds an Annual
Performance Right or a Performance Stock Right, as determined by the Committee taking into

account the extent to which the Participant has achieved the Performance Goals.
(16)  The term “Option” or “Options” shall mean the option to purchase

Stock in accordance with Section 6 and such other terms and conditions as may be prescribed by
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the Committee. An Option may be either an “incentive stock option”, as such term is defined in
the Code, or shall otherwise be designated as an option entitled to favorable treatment under the
Code (“1SO”) or a “nonqualified stock option” (“NQQO”). ISOs and NQOs are individually called
an “Option” and collectively called “Options”.

(17)  The term “Other Stock-Based Awards” shall mean awards of Stock
(including Restricted Stock) or other rights (including “stock units” or “phantom stock™) made in

accordance with Section 7.

(18) The term “Participant” shall mean an Employee who has been

designated for participation in the Plan.

(19) The term “Performance Goals” shall mean, with respect to any
Annual Performance Right or Performance Stock Right that is granted to a Participant who is a
Covered Executive and that intended to constitute performance-based compensation for purposes
of Code Section 162(m), a performance measure that is based upon one or more of the following
objective business criteria established by the Committee with respect to the Company and/or any
Subsidiary, division, business unit or component thereof: asset charge, asset turnover, capital
employed in the business, capital spending, cash flow (including operating cash flow, free cash
flow, cash flow return on equity, and cash flow return on investment), cost structure
improvements, complexity reductions, customer loyalty, customer value, diversity, debt (or the
ratio of debt to equity or to another financial measure that appears on the Company’s financial
statements or is derived from one or more amounts that appear on the Company’s financial
statements), dividend payouts, earnings (before or after one or more of interest, taxes
depreciation, amortization or extraordinary items), earnings growth, earnings per share,
economic value-added (or other measure of productivity that considers the cost of capital
employed), employee wellness, environmental health or performance, expense targets or
reductions, gross profit, increase in customer base, level of parental guarantees, market
efficiency, energy price weighted availability of generation facilities, market share, net cash
balance, net earnings or net income (whether before or after tax, and including variations of net
income, such as net income from continuing operations), net income margin, net operating cash

flow, margins (including operating profit margin), occupational health reportable incidents,
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operations and maintenance reduction, electric and/or gas utility rate levels, productivity,
response time, profits before tax, quality/customer satisfaction, realized return (including return
on assets, return on capital, return on equity, return on invested capital, return on net operating
assets, return on revenue, return on sales, or return on another financial measure that appears in
the Company’s financial statements or is derived from one or more amounts that appear in the
Company’s financial statements), revenue, sales or revenue growth, safety, sales margin, sales
volume, stock price, system reliability, total shareholder return, variable margin, value at risk,
workers compensation costs,, and working capital (including accounts receivable, inventories,
accounts payable or other components of working capital). With respect to each financial
Performance Goal, the relevant measurement of performance shall be computed in accordance
with generally accepted accounting principles, if applicable; provided that unless otherwise
determined by the Committee, which determination may be made at any time with respect to a
Plan Award that is not intended to constitute performance-based compensation for purposes of
Code Section 162(m) and not later than 90 days after the beginning of the Performance Period
with respect to a Plan Award that is intended to constitute performance-based compensation for
purposes of Code Section 162(m), the measurement of the Performance Goal shall exclude, to
the extent applicable under the particular Performance Goal, the effects of (1) extraordinary,
unusual and/or non-recurring items of income or expense, (2) gains or losses on the disposition
of a business or business unit, (3) changes in tax or accounting laws or regulations, or (iv) a
merger or acquisition. With respect to any Annual Performance Right or Performance Stock
Right granted to a Participant who is not a Covered Executive, or with respect to any Annual
Performance Right or Performance Stock Right that is granted to a Participant who is a Covered
Executive but the Committee determines that the Annual Performance Right or Performance
Stock Right either is not eligible for or is not to be considered “performance-based
compensation” for purposes of Code Section 162(m), the Performance Goals may be based on
one or more of the business criteria described above or any other criteria based on individual,
business unit, Subsidiary, group or Company performance selected by the Committee. The
Performance Goals may be expressed, without limitation, in terms of attaining a specified level
of the particular criterion or the attainment of an increase or decrease (expressed as absolute
numbers or as a percentage) in the particular criterion or achievement in relation to a peer group

or other index.
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(20) The term “Performance Formula” shall mean a formula to be
applied in relation to the Performance Goals in determining the percentage of the Target Award

earned by the Participant with respect to a Plan Award.

(21) The term “Performance Period” shall mean the period of time for
which performance with respect to one or more Performance Goals with respect to any Annual

Performance Right or Performance Stock Right is to be measured.

(22) The terms “Performance Stock Rights” or “Performance Shares”
shall mean the right to receive, without payment to the Company, up to the number of shares of
Stock described in the Participant’s award agreement, taking into account the Target Award and
the Performance Formula, upon the attainment of one or more specified Performance Goals,

subject to the terms and provisions of the award agreement and the Plan.

(23) The term “Person” shall mean any individual, firm, partnership,
corporation or other entity, including any successor (by merger or otherwise) of such entity, or a
group of any of the foregoing acting in concert; provided, that in the case of a merger,
consolidation or reorganization of the Company with any other corporation or a share exchange
involving the Company, the shareholders of the other corporation that is a party to the merger,
consolidation, reorganization or share exchange shall not be considered to be acting in concert

for purposes of applying Section 1(b)(6)(A).

(24)  The term “Plan” shall mean the Integrys Energy Group, Inc. 2010
Omnibus Incentive Compensation Plan as the same may be amended and in effect from time to

time.

(25) The term “Plan Awards” shall mean awards or grants of incentive
compensation, whether in cash or in the form of Options, Stock Appreciation Rights,
Performance Shares, Restricted Stock, or Other Stock Based Awards.

(26) The term “Restricted Stock” or “Restricted Shares” shall mean
shares of Stock delivered to (or held in escrow or in a book account for the benefit of) a
Participant, subject to such restrictions on the Participant’s right to retain the shares as the

Committee shall, in its discretion, determine.
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(27)  The term “Right” shall mean an Annual Performance Right or a

Performance Stock Right, as required by the context.

(28) The term “Stock Appreciation Right” shall mean the right to
receive, without payment to the Company, an amount of cash or Stock as determined in
accordance with Section 6, based on the amount by which the Fair Market Value of a share of

Stock on the relevant valuation date exceeds the grant price.

(29)  The term “Subsidiary” shall mean any corporation, limited liability
company or other limited liability entity in an unbroken chain of entities beginning with the
Company if each of the entities (other than the last entity or entities in the chain) owns the stock
or equity interest possessing at least fifty percent (50%) of the total combined voting power of all
classes of stock or other equity interests in one of the other entities in the chain. In addition,
solely for purposes of determining those individuals to whom an Option (other than an Option
that is designated as an incentive stock option for purposes of the Code) or a Stock Appreciation
Right may be granted, the term “Subsidiary” includes an entity that would be a Subsidiary if the
preceding sentence were applied by substituting “at least twenty percent (20%)” in lieu of “at
least fifty percent (50%)” if the Committee determines that there are legitimate business reasons

for extending Options or Stock Appreciation Rights to individuals employed by such an entity.

(30)  The term “Stock” shall mean shares of the Company’s common

stock, par value $1.00 per share.

(31) The term “Target Award” shall mean the amount of compensation
or the number of shares of Stock, subject to adjustment pursuant to Section 12, to be earned by a
Participant under an Annual Performance Right or a Performance Stock Right if all of the

Performance Goals are achieved at the targeted level of performance.
Section 2. ADMINISTRATION

@) Committee. The Plan shall be administered by the Compensation
Committee of the Board consisting of not less than two (2) members of the Board who meet the
“outside” director requirements of Section 162(m) of the Code, the independence standards of

the New York Stock Exchange and the “non-employee director” requirements of Rule 16b-
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3(b)(3) under the Exchange Act, or by any other committee appointed by the Board, provided the
members of such committee meet such requirements. The Committee shall administer the Plan
and perform such other functions as are assigned to it under the Plan. The Committee is
authorized, subject to the provisions of the Plan, from time to time, to establish such rules and
regulations as it may deem appropriate for the proper administration of the Plan, and to make
such determinations under, and such interpretations of, and to take such steps in connection with,
the Plan and the Plan Awards as it may deem necessary or advisable, in each case in its sole
discretion. The Committee’s decisions and determinations under the Plan need not be uniform
and may be made selectively among Participants, whether or not they are similarly situated. Any
authority granted to the Committee may also be exercised by the Board, except to the extent that
the grant or exercise of such authority would cause any qualified performance-based award to
cease to qualify for exemption under Section 162(m) of the Code. To the extent that any
permitted action taken by the Board conflicts with any action taken by the Committee, the Board

action shall control.

(b) Effective Date of Plan Awards. Unless otherwise determined by the

Committee at the time of grant, a Plan Award approved by the Committee shall become

effective, and the grant shall occur on the date on which the Plan Award is ratified by the Board.

(©) Delegation of Authority. To the extent permitted by law, the Committee

may delegate any or all of its powers and duties under the Plan, including, but not limited to, its
authority to make awards under the Plan or to grant waivers pursuant to Section 9, to one or
more of its members or to one or more officers of the Company as it shall appoint, and with any
such delegation to be subject to such conditions or limitations as the Committee may establish;
provided, however, that the Committee shall not delegate its authority to act on non-ministerial
matters affecting any Participant who is subject to the reporting requirements of Section 16(a) of
the Exchange Act, or the liability provisions of Section 16(b) of the Exchange Act (any such
Participant being called a “Section 16 Person”). Further, no person to whom authority has been
delegated shall grant a Plan Award to himself or herself or otherwise administer or interpret a
Plan Award that has been previously granted to such person. To the extent of any such
delegation, the term “Committee” when used herein shall mean and include (except for purposes

of subsection (c) below) any such delegate.
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(d) Eligibility of Board Members. Notwithstanding anything in the Plan to

the contrary, a member of the Board shall be eligible to hold or receive a Plan Award; provided
that with respect to any Plan Award for a non-employee member of the Board, the Plan Award
shall be reviewed and recommended by the Governance Committee, and shall be effective upon

approval by the Board.
Section 3.  ANNUAL PERFORMANCE RIGHTS AND FINAL AWARDS

@) Grant of Annual Performance Rights. The Committee, at any time and

from time to time while the Plan is in effect, may grant or authorize the granting of, Annual
Performance Rights to such officers of the Company and any Subsidiary, and other Employees,
whether or not members of the Board, as it may select and in such amount as it shall designate,
subject to the provisions of this Section 3.

(b) Maximum Awards. The maximum amount that may be granted to a
Covered Executive as a Final Award with respect to one or more Annual Performance Rights
during any calendar year during any part of which the Plan is in effect, whether such Final
Award is payable in cash or credited to the Covered Executive’s account under the Integrys
Energy Group, Inc. Deferred Compensation Plan in accordance with subsection (d) below, shall
be $5 million.

(c) Terms and Provisions of Annual Performance Rights. Prior to the grant of

any Annual Performance Right, the Committee shall determine the terms and provisions of such
Right, including, without limitation (1) the Target Award; (2) one or more Performance Goals to
be used to measure performance under such Right, and the Performance Formula to be applied
against the Performance Goals in determining the amount of compensation earned under such
Right as a percentage of the Target Award; (3) the Performance Period; and (4) the effect of the
Participant’s termination of employment or death. With respect to any Right that is intended to
constitute qualified performance-based compensation for purposes of Code Section 162(m), such
actions must be completed within 90 days of the commencement of the Performance Period. The
Committee may establish a minimum threshold objective for any Performance Goal for such
Performance Period which, if not met, would result in no Final Award being made to any

Participant with respect to such Performance Goal for such Performance Period. During and
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after the Performance Period, but prior to the Committee’s final determination of the
Participant’s Final Award as provided in subsection (d), the Committee may adjust the
Performance Goals, Performance Formula and Target Award and otherwise modify the terms
and provisions of a Right subject to the terms and conditions of the Plan; provided that if the
Committee acts more than 90 days following commencement of the Performance Period, to
adjust or modify the terms and provisions of a Right granted to a Participant who is a Covered
Executive, other than to decrease the amount of compensation that may be paid under such
Right, any Final Award with respect to such Right shall not constitute qualified performance-
based compensation for purposes of Code Section 162(m). Each Right shall be evidenced by an

award agreement that is consistent with the terms and conditions approved by the Committee.
(d) Final Awards.

1) As soon as practicable following the completion of the
Performance Period relating to any Annual Performance Right, but not later than 12 months
following such completion, the Committee shall determine the extent to which the Participant
achieved the Performance Goals and the amount of compensation to be awarded as a Final
Award to the Participant who holds such Right. In making such determination, the Committee
shall apply the applicable Performance Formula for the Participant for the Performance Period
against the accomplishment of the related Performance Goals. The Committee may, in its sole
discretion, reduce the amount of any Final Award that otherwise would be awarded to any
Participant for any Performance Period. In addition, the Committee may, in its sole discretion,
increase the amount of any Final Award that otherwise would be awarded to any Participant;
provided that if the Committee acts to increase the amount of any Final Award that would
otherwise be awarded to a Participant who is a Covered Executive, the Award shall not constitute
qualified performance-based compensation for purposes of Code Section 162(m). Any such
determination shall take into account (A) the extent to which the Performance Goals provided in
such Right were, in the Committee’s sole opinion, achieved, (B) the individual performance of
such Participant during the related Performance Period and (C) such other factors as the
Committee may deem relevant, including, without limitation, any change in circumstances or

unforeseen events, relating to the Company, the economy or otherwise, since the date of grant of
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such Right. The Committee shall notify such Participant of such Participant’s Final Award as
soon as practicable following such determination.

2) Following the determination of each Final Award, unless the
Participant has elected to defer all or a portion of the Final Award in accordance with the
procedures set forth in the Integrys Energy Group, Inc. Deferred Compensation Plan, the Final

Award will be payable to the Participant in cash.
Section 4. STOCK AVAILABLE FOR PLAN AWARDS

@) Stock Subject to Plan. The Stock issued under the Plan in satisfaction of

Plan Awards may be either authorized and unissued or held in the treasury of the Company.

1) Aggregate Share Limit. The maximum number of shares of Stock

that may be issued under the Plan in satisfaction of Plan Awards, subject to adjustment in
accordance with the provisions of Section 12, shall be equal to the sum of (A) three million
(3,000,000) shares not previously authorized for issuance under any plan, plus (B) the number of
shares remaining for issuance under the Integrys Energy Group, Inc. 2007 Omnibus Incentive
Compensation Plan (2007 Plan”) but not subject to outstanding awards as of May 13, 2010, plus
(C) the number of shares subject to awards outstanding under the 2007 Plan and the Integrys
Energy Group, Inc. 2005 Omnibus Incentive Compensation Plan (2005 Plan”) as of May 13,
2010, but only to the extent that such outstanding awards are forfeited, unearned, expire, or
otherwise terminate without the issuance of such shares of Stock. All such shares may be issued
pursuant to the exercise of nonqualified or incentive stock options. Upon this Plan being
approved by the Company’s shareholders in accordance with Section 23, no further Plan Awards
shall be granted under or pursuant to the 2007 Plan; provided, that the 2007 Plan will continue to
operate in accordance with its terms with respect to Plan Awards previously granted.

(2) Limit on Full-Value Awards. Of the shares of Stock authorized for

issuance under Section 4(a)(1) above, no more than the following number of such shares shall be
granted as Plan Awards other than Options or Stock Appreciation Rights, where such number is:
the sum of (A) nine hundred thousand (900,000) shares, plus (B) the number of shares remaining

available for grant as Performance Shares, Restricted Stock or Other Stock-Based Awards
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pursuant to Section 4(a)(2) of the 2007 Plan as of May 13, 2010, plus (C) the number of shares
subject to awards as Performance Shares, Restricted Stock or Other Stock-Based Awards
outstanding under the 2007 Plan and the 2005 Plan as of May 13, 2010, but only to the extent
that such outstanding awards are forfeited, unearned, expire, or otherwise terminate without the

issuance of such shares of Stock.

3) Limits on Plan Awards to Covered Executives. In addition to the
aggregate share limitations sets forth in Section 4(a)(1) and 4(a)(2) above, the following
individual limitations shall apply with respect to Plan Awards granted to any Covered Executive:

(A)  The maximum number of shares subject to Options, with or
without any related Stock Appreciation Rights, or Stock Appreciation
Rights (not related to Options) that may be granted pursuant to Section 6
to any Covered Executive during any calendar year during any part of
which the Plan is in effect shall be one million (1,000,000), subject to

adjustment in accordance with the provision of Section 12; and

(B)  The maximum number of shares of Stock that may be
granted as Final Awards pursuant to Section 5 or as Code Section 162(m)
performance-based awards under Section 7 to any Covered Executive
during any calendar year during any part of which the Plan is in effect
shall be 250,000, subject to adjustment in accordance with the provision of
Section 12.

(b) Computation of Stock Available for Plan Awards. For the purpose of

computing the total number of shares of Stock remaining available for Plan Awards at any time
while the Plan is in effect, there shall be debited against the total number of shares determined to
be available pursuant to this Section 4, (1) the maximum number of shares of Stock subject to
Options or Stock Appreciation Rights granted under this Plan, (2) the maximum number of
shares of Stock issuable under Performance Stock Rights granted under this Plan, and (3) the
number of shares of Stock related to Other Stock-Based Awards granted under this Plan, as
determined by the Committee in each case as of the dates on which such Plan Awards were

granted. Further, and for the avoidance of doubt, the following rules shall apply:
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1) Stock Appreciation Rights Settled in Stock. With respect to a

Stock Appreciation Right that is exercised or otherwise become payable and that is settled in
shares of Stock, the number of shares of Stock subject to the Stock Appreciation Right shall be
counted against the reserve of shares of Stock available for issuance under the Plan, even though
the number of shares of Stock actually issued to settle the Stock Appreciation Right might be

less.

2 Shares Tendered or Withheld in Payment of Option Exercise Price.

With respect to an Option or other Plan Award that is exercised or becomes payable and for
which the Participant tenders shares of Stock, or shares of Stock are otherwise withheld, as full
or partial payment of the Option exercise price or other price of a Plan Award, the number of
shares of Stock subject to the Option or other Plan Award shall be counted against the reserve of
shares of Stock available or issuance under the Plan, even though the number of shares of Stock
actually issued upon exercise or settlement of the Option or other Plan Award might be less. The
shares of Stock tendered by or withheld for payment of the Option exercise or other purchase

price shall not be available for issuance under the Plan.

3 Shares Tendered or Withheld in Payment of Tax Obligations.

With respect to any Plan Award with respect to which the Participant tenders shares of Stock, or
shares of Stock are otherwise withheld, as full or partial payment of the Participant’s tax
withholding or tax payment obligations, the number of shares of Stock subject to the Plan
Award, prior to the satisfaction of tax withholding or tax payment obligations through the tender
or withholding of shares of Stock, shall be counted against the reserve of shares of Stock
available or issuance under the Plan, even though the number of shares of Stock actually issued
upon exercise or settlement of the Plan Award might be less. The shares of Stock tendered by or
withheld for payment of tax withholding or tax payment obligations shall not be available for

issuance under the Plan.

(©) Terminated, Expired, Unearned or Forfeited Plan Awards. The shares

involved in the unexercised or undistributed portion of any terminated, expired, unearned or
forfeited Plan Award shall be reinstated to the pool of available shares, and any applicable limit

against which such shares are counted, and shall be made available for further Plan Awards.
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Notwithstanding the foregoing, in the event any Plan Award granted to a Covered Executive is
canceled, the number of shares of Stock subject to such canceled Plan Award shall continue to
count against the individual limit specified in subsection (a)(4), in accordance with the
requirements of Code Section 162(m).

(d) Plan Awards Settled in Cash. The shares involved in any Plan Award that

is settled in cash shall be reinstated to the pool of available shares, and any applicable limit
against which such shares are counted, and shall be made available for further Plan Awards.
Notwithstanding the foregoing, in the event any Plan Award is settled in cash, the number of
shares of Stock subject to such Plan Award shall continue to count against the individual limit

specified in subsection (a)(4), in accordance with the requirements of Code Section 162(m).

(e) Certain Mergers and Acquisitions. Without affecting the number of shares

otherwise reserved or available under this Plan, in connection with any merger, consolidation,
acquisition of property or stock, or reorganization, the Committee may authorize the issuance of
awards under this Plan upon such terms and conditions as it may deem appropriate in exchange
for the cancellation, exchange or assumption of awards held by individuals affected by such

merger, consolidation, acquisition or reorganization.

Section 5. PERFORMANCE STOCK RIGHTS AND FINAL AWARDS

@) Grant of Performance Stock Rights. The Committee, at any time and from

time to time while the Plan is in effect, may grant, or authorize the granting of, Rights to such
officers of the Company and any Subsidiary, and other Employees, whether or not members of
the Board, as it may select and for such numbers of shares as it shall designate, subject to the

provisions of this Section 5 and Section 4.

(b) Terms and Provisions of Performance Stock Rights. Prior to the grant of

any Right, the Committee shall determine the terms and provisions of each Right, including,
without limitation (1) the Target Award; (2) one or more Performance Goals to be used to
measure performance under such Right, and the Performance Formula to be applied against the
Performance Goals in determining the number of shares of Stock earned under such Right as a
percentage of the Target Award; (3) the Performance Period; (4) the period of time, if any,
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during which the disposition of shares of Stock issuable under such Right shall be restricted as
provided in subsection (a) of Section 10, provided, however, that the Committee may establish
restrictions applicable to any Right at the time of or at any time prior to the granting of the
related Final Award rather than at the time of granting such Right; and (5) the effect of the
Participant’s termination of employment or death. With respect to any Right that is intended to
constitute qualified performance-based compensation for purposes of Code Section 162(m), such
actions must be completed within 90 days of the commencement a Performance Period. The
Committee may establish a minimum threshold objective for any Performance Goal for such
Performance Period which, if not met, would result in no Final Award being made to any
Participant with respect to such Performance Goal for such Performance Period. During and
after the Performance Period, but prior to the Committee’s final determination of the
Participant’s Final Award as provided in subsection (d), the Committee may adjust the
Performance Goals, Performance Formula and Target Award and otherwise modify the terms
and provisions of a Right, subject to the terms and conditions of the Plan; provided that if the
Committee acts, more than 90 days following commencement of the Performance Period, to
adjust or modify the terms and provisions of a Right granted to a Participant who is a Covered
Executive, other than to decrease the amount of compensation that may be paid under such
Right, any Final Award with respect to such Right shall not constitute qualified performance-
based compensation for purposes of Code Section 162(m). Each Right shall be evidenced by an
award agreement that is consistent with the terms and conditions approved by the Committee.

(©) Dividend Equivalents on Stock Performance Rights.

1) If the Committee shall determine, each Participant to whom a
Right is granted shall be entitled to receive payment of the same amount of cash that such
Participant would have received as cash dividends if, on each record date during the Performance
Period relating to such Right, such Participant had been the holder of record of a number of
shares of Stock equal to 100% of the related Target Award (as adjusted pursuant to Section 12).
Any such dividend equivalent shall be deferred until the date that a Final Award is determined,
and shall only be paid to the extent that the Stock underlying the Plan Award is paid out upon
satisfaction of the Performance Goals. all as determined by the Committee in its sole discretion.

Such cash payments are hereinafter called “dividend equivalents”. Notwithstanding anything to
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the contrary herein, if the Committee determines that Dividend Equivalents should be granted
with respect to any “stock right” within the meaning of Code Section 409A, the terms and
conditions of the Dividend Equivalent rights shall be set forth in a separate writing, and to the
extent that the Dividend Equivalents are considered deferred compensation subject to Code
Section 409A, the writing shall include terms and conditions, including payment terms, that

comply with the provisions of Code Section 409A.

2) Notwithstanding the provisions of subsection (c)(1), the
Committee may determine that, in lieu of receiving all or any portion of any such dividend
equivalent in cash, a Participant shall receive an award of full shares of Stock having a Fair
Market Value approximately equal to the portion of such dividend equivalent that was not paid
in cash. Certificates for shares of Stock so awarded may be issued as of the payment date for the
related cash dividend or may be deferred until the date that the Final Award is determined, and
the shares of Stock covered thereby may be subject to the terms and conditions of the Right to
which it relates (including but not limited to the attainment of the Performance Goals) and the
terms and conditions of the Plan (including but not limited to Sections 5, 9, 10 and 12), all as

determined by the Committee in its sole discretion.
(d) Final Awards.

1) As soon as practicable following the completion of the
Performance Period relating to any Right, but not later than 12 months following such
completion, the Committee shall determine the extent to which the Participant achieved the
Performance Goals and the number of shares of Stock to be awarded as a Final Award to the
Participant who holds such Right. Each Final Award shall represent only full shares of Stock,
and any fractional share that would otherwise result from such Final Award calculation shall be
disregarded. In making such determination, the Committee shall apply the applicable
Performance Formula for the Participant for the Performance Period against the accomplishment
of the related Performance Goals. The Committee may, in its sole discretion, reduce the amount
of any Final Award that otherwise would be awarded to any Participant for any Performance
Period. In addition, the Committee may, in its sole discretion, increase the amount of any Final

Award that otherwise would be awarded to any Participant; provided that if the Committee acts
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to increase the amount of any Final Award that would otherwise be awarded to a Participant who
is a Covered Executive, the Award shall not constitute qualified performance-based
compensation for purposes of Code Section 162(m). Any such determination shall take into
account (A) the extent to which the Performance Goals provided in such Right were, in the
Committee’s sole opinion, achieved, (B) the individual performance of such Participant during
the related Performance Period and (C) such other factors as the Committee may deem relevant,
including, without limitation, any change in circumstances or unforeseen events, relating to the
Company, the economy or otherwise, since the date of grant of such Right. The Committee shall
notify such Participant of such Participant’s Final Award as soon as practicable following such

determination.

2 Following the determination of each Final Award, unless the
Participant has elected to defer all or a portion of the Final Award in accordance with the
procedures set forth in the Integrys Energy Group, Inc. Deferred Compensation Plan or unless
the Committee has directed an alternate form of distribution, the Company shall issue or cause to
be issued certificates for the number of shares of Stock representing such Final Award, registered
in the name of the Participant who received such Final Award. Such Participant shall thereupon
become the holder of record of the number of shares of Stock evidenced by such certificates,
entitled to dividends, voting rights and other rights of a holder thereof, subject to the terms and
provisions of the Plan, including, without limitation, the provisions of this subsection (d) and
Sections 9, 10 and 12. The Committee may require that such certificates bear such restrictive
legend as the Committee may specify and be held by the Company in escrow or otherwise
pursuant to any form of agreement or instrument that the Committee may specify. If the
Committee has determined that deferred dividend equivalents shall be payable to a Participant
with respect to any Right pursuant to subsection (c) of this Section 5, then concurrently with the
issuance of such certificates, the Company shall deliver to such Participant a cash payment or

additional shares of Stock in settlement of such dividend equivalents.
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Section 6. OPTIONS AND STOCK APPRECIATION RIGHTS

@) Grant of Options.

1) The Committee, at any time and from time to time while the Plan
is in effect, may authorize the granting of Options to such officers of the Company and any
Subsidiary, and other Employees, whether or not members of the Board, as it may select, and for
such numbers of shares as it shall designate, subject to the provisions of this Section 6 and
Section 4. Each Option granted pursuant to the Plan shall be a NQO unless the Option is both
(A) granted to an Employee who is eligible to receive an ISO under the Code, and (B) designated

by the Committee at the time of grant as an I1SO.

@) The date on which an Option shall be granted shall be the date on
which the Board ratifies the Committee’s approval of such grant or such later date as may be
determined by the Committee at the time such grant is authorized. The Committee may not
approve a grant of an Option with a grant date that is effective prior to the date the Committee

takes action to approve such Plan Award. Any individual may hold more than one Option.

(b) Price. In the case of each Option granted under the Plan the option price
shall be the Fair Market Value of Stock on the date of grant of such Option; provided, however,
that the Committee may in its discretion fix an option price in excess of (but not lower than) the

Fair Market VValue of Stock on such date.

(c) Grant of Stock Appreciation Rights.

1) The Committee, at any time and from time to time while the Plan
is in effect, may authorize the granting of Stock Appreciation Rights to such officers of the
Company and any Subsidiary, and other salaried Employees, whether or not members of the
Board, as it may select, and for such numbers of shares as it shall designate, subject to the
provisions of this Section 6 and Section 4. The date on which a Stock Appreciation Right shall
be granted shall be the date on which the Board ratifies the Committee’s approval of such grant
or such later date as may be determined by the Committee at the time such grant is authorized.
The Committee may not approve a grant of a Stock Appreciation Right with a grant date that is

effective prior to the date the Committee takes action to approve such Plan Award. Each Stock
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Appreciation Right may relate to all or a portion of a specific Option granted under the Plan and
may be granted concurrently with the Option to which it relates or at any time prior to the
exercise, termination or expiration of such Option (a “Tandem SAR”), or may be granted
independently of any Option, as determined by the Committee. If the Stock Appreciation Right
is granted independently of an Option, the grant price of such Stock Appreciation Right shall be
the Fair Market Value of Stock on the date of grant; provided, however, that the Committee may,
in its discretion, fix a grant price in excess of (but not less than) the Fair Market Value of Stock
on such grant date.

2 Upon exercise of a Stock Appreciation Right, the Participant will
be entitled to receive, without payment to the Company, either (A) that number of shares of
Stock determined by dividing (i) the total number of shares of Stock subject to the Stock
Appreciation Right being exercised by the Participant, multiplied by the amount by which the
Fair Market Value of a share of Stock on the day the right is exercised exceeds the grant price
(such amount being hereinafter referred to as the “Spread”), by (ii) the Fair Market Value of a
share of Stock on the exercise date, or (B) cash in any amount determined by multiplying (i) the
total number of shares of Stock subject to the Stock Appreciation Right being exercised by the
Participant, by (ii) the amount of the Spread; or (C) a combination of shares of Stock and cash, in
amounts determined as set forth in clauses (A) and (B) above, as determined by the Committee
in its sole discretion; provided, however, that, in the case of a Tandem SAR, the total number of
shares which may be received upon exercise of a Stock Appreciation Right for Stock shall not
exceed the total number of shares subject to the related Option or relevant portion thereof, and
the total amount of cash which may be received upon exercise of a Stock Appreciation Right for
cash shall not exceed the Fair Market Value on the date of exercise of the total number of shares
subject to the related Option or portion thereof that are subject to the cash exercise.

(d) Terms and Conditions.

1) Each Option and Stock Appreciation Right granted under the Plan
shall be exercisable on such date or dates, during such period, for such number of shares and
subject to such further conditions as shall be determined pursuant to the provisions of the award

agreement with respect to such Option and Stock Appreciation Right; provided, however, that a

MILW_9512747.8 -22-

PGL 0002411



PGL JMO 1.10 Attach 03 . o
Page 23 of 41 CUB-City Exhibit 1.4
Page 115 of 175

Tandem SAR shall not be exercisable prior to or later than the time the related Option could be
exercised; and provided, further, that in any event no Option or Stock Appreciation Right shall

be exercised beyond ten years from the date of grant.

(2) The Committee may impose such conditions as it may deem
appropriate upon the exercise of an Option or a Stock Appreciation Right, including, without
limitation, a condition that the Stock Appreciation Right may be exercised only in accordance

with rules and regulations adopted by the Committee from time to time.

3 With respect to Options issued with Tandem SARs, the right of a
Participant to exercise the Tandem SAR shall be cancelled if and to the extent the related Option
is exercised, and the right of a Participant to exercise an Option shall be cancelled if and to the
extent that shares covered by such Option are used to calculate the consideration received upon
exercise of the Tandem SAR.

4) The Participant shall not be entitled to dividends or dividend
equivalents with respect to an Option or a Stock Appreciation Right prior to the date on which

the Option or Stock Appreciation Right is exercised.

5) If any fractional share of Stock would otherwise be payable to a
Participant upon the exercise of an Option or Stock Appreciation Right, the Participant shall be
paid a cash amount equal to the same fraction of the Fair Market VValue of the Stock on the date

of exercise.

(e) Award Agreement. Each Option and Stock Appreciation Right shall be

evidenced by an award agreement that is consistent with the terms and conditions approved by

the Committee.

MILW_9512747.8 -23-

PGL 0002412



PGL JMO 1.10 Attach 03 . o
Page 24 of 41 CUB-City Exhibit 1.4
Page 116 of 175

()] Payment for Option Shares.

1) Payment for shares of Stock purchased upon exercise of an Option
granted hereunder shall be made in such manner as is provided in the applicable award
agreement or as otherwise permitted by the Committee, which may include payment through a
cash-less exercise if the Committee has determined that the particular form of cashless exercise

will not result in adverse accounting implications for the Company.

(2 Unless the Committee shall provide otherwise in any award
agreement, any payment for shares of Stock purchased upon exercise of an Option granted
hereunder may be made in cash, by delivery of shares of Stock beneficially owned by the
Participant, or by a combination of cash and Stock, at the election of the Participant; provided,
however, that, to the extent necessary to avoid adverse accounting implications for the Company,
any shares of Stock so delivered shall have been beneficially owned by the Participant for a
period of not less than six months prior to the date of exercise. Any such shares of Stock so
delivered shall be valued at their Fair Market Value on the date of such exercise. The Committee
shall determine whether and if so the extent to which actual delivery of share certificates to the

Company shall be required.

MILW_9512747.8 -24-

PGL 0002413



PGL JMO 1.10 Attach 03 . o
Page 25 of 41 CUB-City Exhibit 1.4
Page 117 of 175

Section 7. OTHER STOCK-BASED AWARDS

@) Grants of Other Stock-Based Awards. The Committee, at any time and

from time to time while the Plan is in effect, may grant Other Stock-Based Awards to such
officers of the Company and its Subsidiaries, and other Employees, whether or not members of
the Board, as it may select. Such Plan Awards pursuant to which Stock is or may in the future be
acquired, or Plan Awards valued or determined in whole or part by reference to, or otherwise
based on, Stock, may include, but are not limited to, awards of Restricted Stock or Plan Awards
denominated in the form of “stock units”, grants of so-called “phantom stock™ and options
containing terms or provisions differing in whole or in part from Options granted pursuant to
Section 6. Other Stock-Based Awards may be granted either alone, in addition to, in tandem
with or as an alternative to any other kind of Plan Award, grant or benefit granted under the Plan

or under any other employee plan of the Company, including a plan of any acquired entity.

(b) Terms and Conditions. Subject to the provisions of the Plan, the

Committee shall have the authority to determine the time or times at which Other Stock-Based
Awards shall be made, the number of shares of Stock or stock units and the like to be granted or
covered pursuant to such Plan Awards (subject to the provisions of Section 4) and all other terms
and conditions of such Plan Awards, including, but not limited to, the vesting period (if any)
applicable to such Plan Awards, and whether such Plan Awards shall be payable or paid in cash,
Stock or otherwise.

(©) Consideration for Other Stock-Based Awards. In the discretion of the

Committee, any Other Stock-Based Award may be granted (1) as a Stock bonus for no
consideration other than services rendered or to be rendered, (2) in lieu of cash compensation, (3)
subject to Code Section 409A, in exchange for another compensation right that the Participant

has, or (4) on such other terms and conditions as determined by the Committee.

Section 8. CASH AWARDS TO EMPLOYEES OF FOREIGN SUBSIDIARIES OR
BRANCHES OR JOINT VENTURES

In order to facilitate the granting of Plan Awards to Participants who are foreign nationals
or who are employed outside of the United States of America, the Committee may provide for
such special terms and conditions, including without limitation substitutes for Plan Awards, as
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the Committee may consider necessary or appropriate to accommodate differences in local law,
tax policy or custom. Such substitutes for Plan Awards may include a requirement that the
Participant receive cash, in such amount as the Committee may determine in its sole discretion,
in lieu of any Plan Award or share of Stock that would otherwise have been granted to or
delivered to such Participant under the Plan. The Committee may approve any supplements to, or
amendments, restatements or alternative versions of the Plan as it may consider necessary or
appropriate for purposes of this Section 8 without thereby affecting the terms of the Plan as in
effect for any other purpose, and the Secretary or other appropriate officer of the Company may
certify any such documents as having been approved and adopted pursuant to properly delegated
authority; provided, however, that no such supplements, amendments, restatements or alternative
versions shall include any provision that is inconsistent with the terms of the Plan as then in
effect. Participants subject to the laws of a foreign jurisdiction may request copies of, or the
right to view, any materials that are required to be provided by the Company pursuant to the laws

of such jurisdiction.
Section 9.  PAYMENT OF PLAN AWARDS AND CONDITIONS THEREON

@) Effect of Competitive Activity. Anything contained in the Plan to the

contrary notwithstanding, if the employment of any Participant shall terminate, for any reason
other than death, while any Plan Award granted to such Participant is outstanding hereunder, and
such Participant has not yet received the compensation or Stock covered by such Plan Award or
otherwise received the full benefit of such Plan Award, such Participant, if otherwise entitled
thereto, shall receive such Stock or compensation or benefit only if, during the entire period from
the date of such Participant’s termination to the date of such receipt, such Participant shall have
(1) made himself or herself available, upon request, at reasonable times and upon a reasonable
basis, to consult with, supply information to and otherwise cooperate with the Company or any
Subsidiary with respect to any matter that shall have been handled by him or her or under his or
her supervision while he or she was in the employ of the Company or of any Subsidiary, and (2)
refrained from engaging in any activity that is directly or indirectly in competition with any
activity of the Company or any Subsidiary.
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(b) Nonfulfillment of Competitive Activity Conditions: Waivers Under the

Plan. In the event of a Participant’s non-fulfillment of any condition set forth in subsection (a) of
this Section 9, such Participant’s rights under any Plan Award shall be forfeited and cancelled
forthwith; provided, however, that the nonfulfillment of such condition may at any time (whether
before, at the time of or subsequent to termination of employment) be waived in the following

manner:

1) with respect to any such Participant who at any time shall have
been a Section 16 Person, such waiver may be granted by the Committee upon its determination
that in its sole judgment there shall not have been and will not be any substantial adverse effect

upon the Company or any Subsidiary by reason of the nonfulfillment of such condition; and

2 with respect to any other such Participant, such waiver may be
granted by the Committee (or any delegate thereof) upon its determination that in its sole

judgment there shall not have been and will not be any such substantial adverse effect.

(©) Effect of Inimical Conduct. Anything contained in the Plan to the

contrary notwithstanding, all rights of a Participant under any Plan Award shall cease on and as
of the date on which it has been determined by the Committee that such Participant at any time
(whether before or subsequent to termination of such Participant’s employment) acted in a

manner inimical to the best interests of the Company or any Subsidiary.

(d) Taxes and Tax Withholding. Prior to any distribution of cash, Stock or

Other Stock-Based Awards (including payments under Section 5(c)) to any Participant,
arrangements deemed appropriate by the Committee shall be made for the payment of any taxes
and other amounts required to be withheld by federal, state or local law. Such arrangements may
include a requirement that the Company (or an Affiliate) withhold from cash or shares otherwise
due the Participant with respect to a Plan Award. Alternatively, the Committee may require the
Participant to pay to the Company or Affiliate, in cash and promptly upon demand, the aggregate
amount of such taxes or other required amounts. If shares of the Company’s stock are
deliverable upon the Participant’s exercise of or payment of a Plan Award, the Committee may,
but need not, permit the Participant to satisfy all or a portion of the Federal, state and local tax

withholding obligations resulting from such Plan Award by (1) withholding shares otherwise
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deliverable under the Plan Award, (2) tendering back shares received in connection with the Plan
Award, or (3) delivering other previously owned shares; provided that to the extent that the
Committee determines that such action is necessary or appropriate in order to avoid an
accounting charge, the Committee may require that previously owned shares have been held by
the Participant for a minimum period of time prescribed by the Committee prior to being
delivered in payment of the tax obligations, and the Committee may restrict the number of shares
withheld, tendered back or delivered to the minimum Federal, state and local tax withholding
obligation associated with the transaction. In any case, the Committee may defer making
payment or delivery under any Plan Award until tax withholding and payment matters have been
resolved to the Committee’s satisfaction. Notwithstanding anything to the contrary, neither the
Company nor the Committee nor any other person guarantees to any Participant or any other
person with an interest in a Plan Award that (1) any Plan Award intended to be exempt from
Code Section 409A shall be so exempt, (2) any Plan Award intended to comply with Code
Section 409A or Code Section 422 shall so comply, or (3) any Plan Award shall receive specific
tax treatment under the Code or other applicable tax law. Neither the Company nor the
Committee nor any other person shall have any duty to indemnify, defend or hold harmless any

individual with respect to the tax consequences of any Plan Award.

(e) Substitution. The Committee, in its sole discretion, may substitute a Plan

Award (except ISOs) for another Plan Award or Plan Awards of the same or different type.

() Section 409A Separation from Service. For purposes of any Plan Award

that is subject to Code Section 409A and with respect to which the terms and conditions of the
Plan Award, as determined by the Committee (or if applicable, elected by the Participant) at the
time of grant provide for distribution or settlement of the Plan Award upon the Participant’s
termination of employment, the Participant will be deemed to have terminated employment on
the date on which the Participant incurs a “separation from service” within the meaning of Code
Section 409A, and to the extent required in order to comply with Code Section 409A, no
distribution or settlement of the Plan Award shall be made until the date that is six months and
one day following the date of the Participant’s “separation from service” A Participant’s
“separation from service” shall occur when the Company reasonably anticipates that no further

services will be performed by the Participant for the Company after a certain date or that the
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level of bona fide services the Participant will perform after such date will permanently decrease
to no more than twenty percent (20%) of the average level of bona fide services performed by
the Participant (whether as an employee or independent contractor) for the Company over the
immediately preceding thirty-six (36) month period (or such lesser period of actual service). For
purposes of this definition, the term “Company” includes each other corporation, trade or
business that, with Integrys Energy Group, Inc., constitutes a controlled group of corporations or
group of trades or businesses under common control within the meaning of Code Sections 414(b)
or (c). For this purpose, Code Sections 414(b) and (c) shall be applied by substituting “at least
50 percent” for “at least 80 percent” each place it appears therein or in the regulations
promulgated thereunder. A Participant is not considered to have incurred a “separation from
service” if the Participant is absent from active employment due to military leave, sick leave or
other bona fide leave of absence if the period of such leave does not exceed the greater of (i) six
(6) months, or (ii) the period during which the Participant’s right to reemployment by the
Company or controlled group member is provided either by statute or by contract; provided that
if the leave of absence is due to a medically determinable physical or mental impairment that can
be expected to result in death or last for a continuous period of not less than six (6) months,
where such impairment causes the Participant to be unable to perform the duties of his or her
position of employment or any substantially similar position of employment, the leave may be

extended for up to twenty-nine (29) months without causing a “separation from service”.

Section 10. NON-TRANSFERABILITY OF PLAN AWARDS; RESTRICTIONS ON
DISPOSITION AND EXERCISE OF PLAN AWARDS

@) Restrictions on Transfer of Rights or Final Awards. No Right or, until the

expiration of any restriction period imposed by the Committee, no shares of Stock covered by
any Final Award, shall be transferred, pledged, assigned or otherwise disposed of by a
Participant, except as permitted by the Plan, without the consent of the Committee, otherwise
than by will or the laws of descent and distribution; provided, however, that the Committee may
permit, on such terms as it may deem appropriate, use of Stock included in any Final Award as
partial or full payment upon exercise of an Option under the Plan or a stock option under any
other stock option plan of the Company prior to the expiration of any restriction period relating
to such Final Award.
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(b) Restrictions on Transfer of Options or Stock Appreciation Rights. Unless

the Committee determines otherwise, no Option or Stock Appreciation Right shall be
transferable by a Participant otherwise than by will or the laws of descent and distribution, and
during the lifetime of a Participant the Option or Stock Appreciation Right shall be exercisable

only by such Participant or such Participant’s guardian or legal representative.

(©) Restrictions on Transfer of Certain Other Stock-Based Awards. Unless

the Committee determines otherwise, no Other Stock-Based Award shall be transferable by a
Participant otherwise than by will or the laws of descent and distribution, and during the lifetime
of a Participant any such Other Stock-Based Award shall be exercisable only by such Participant

or such Participant’s guardian or legal representative.

(d) No Transfers for Value. Notwithstanding anything in Section 10 to the

contrary, in no event may a Right or Plan Award be transferred for value or consideration while
the Right is outstanding or prior to the date on which any restriction period imposed by the

Committee has lapsed.

(e) Attachment and Levy. No Plan Award shall be subject, in whole or in

part, to attachment, execution or levy of any kind, and any purported transfer in violation hereof
shall be null and void. Without limiting the generality of the foregoing, no domestic relations
order purporting to authorize a transfer of a Plan Award, or to grant to any person other than the
Participant the authority to exercise or otherwise act with respect to a Plan Award, shall be
recognized as valid.
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Section 11. DESIGNATION OF BENEFICIARIES

Any benefits due and payable to a Participant following the Participant’s death shall be
paid to the executor or administrator of the Participant’s estate (or to such person as the executor
or administrator of the estate may certify as being eligible to receive such award as a result of the
operation of the Participant’s last will and testament or the application of the laws of intestate
succession), and upon any such payment, the Company, the Plan, the Committee and the
members thereof shall not be under any further liability to anyone. Notwithstanding the
foregoing, the Committee may, but need not, permit a Participant to file with the Company a
written designation of a beneficiary or beneficiaries under the Plan, subject to such limitations as
to the classes and number of beneficiaries and contingent beneficiaries and such other limitations
as the Committee from time to time may prescribe. A Participant may from time to time revoke
or change any such designation of beneficiary. Any designation of a beneficiary under the Plan
shall be controlling over any other disposition, testamentary or otherwise; provided, however,
that if the Committee shall be in doubt as to the entitlement of any such beneficiary to receive
any Right, Final Award, Option, Stock Appreciation Right or Other Stock-Based Award, or if
applicable law requires the Company to do so, the Committee may recognize only the legal
representative of such Participant as the sole beneficiary, in which case the Company, the Plan,
the Committee and the members thereof shall not be under any further liability to anyone. In the
event of the death of any Participant, the term “Participant” as used in the Plan shall thereafter be
deemed to refer to the person entitled to payment pursuant to this Section 11 unless the context

otherwise requires.
Section 12. MERGER, CONSOLIDATION, STOCK DIVIDENDS, ETC.

@) Adjustments In General. In the event of any merger, share exchange,

consolidation, reorganization, recapitalization, stock split, stock dividend or other event in which
the Stock is subdivided or combined, cash dividend the amount of which, on a per share basis,
exceeds fifteen percent (15%) of the Fair Market Value of a share of Stock at the time the
dividend is declared, or the Company shall effect any other dividend or other distribution of its
Stock that the Board determines by resolution is extraordinary or special in nature or that is in

connection with a transaction that the Company characterizes publicly as a recapitalization or
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reorganization of the Shares or words of similar import, or any other event shall occur, which, in
the judgment of the Committee necessitates an adjustment to prevent dilution or enlargement of
the benefits or potential benefits intended to be made available under this Plan, an appropriate
adjustment, as the Committee may deem equitable and consistent with applicable law, shall be
made in (1) the total number of shares available for Plan Awards and in all other provisions of
the Plan that include a reference to a number of shares, (2) in the numbers of shares covered by,
and other terms and provisions (including, but not limited to the grant or exercise price of any
Plan Award) of outstanding Plan Awards, and (3) to the extent that the exercise of such
discretion does not cause a Plan Award that is intended to qualify as performance-based
compensation under Code Section 162(m) to lose its status as such, the Performance Goals

applicable to a Plan Award.

(b) Special Rules. The following supplement the adjustment rules set forth in

Section 12(a) above:

1) In the event of any reorganization, merger, consolidation,
combination or other similar corporate transaction or event, whether or not constituting a Change
of Control (other than any such transaction in which the Company is the continuing corporation
and in which the outstanding Stock of the Company is not being converted into or exchanged for
different securities, cash or other property, or any combination thereof), the Committee may
substitute, on an equitable basis as the Committee determines, for each share of Stock then
subject to a Plan Award and the shares of Stock subject to this Plan (if the Plan will continue in
effect), the number and kind of shares of stock, other securities, cash or other property to which
holders of Stock are or will be entitled in respect of each share of Stock pursuant to the

transaction.

2) Without affecting the number of shares of Stock otherwise
reserved or available under this Plan, in connection with any merger, consolidation, acquisition
of property or stock, or reorganization, the Committee may authorize the issuance or assumption

of awards under this Plan upon such terms and conditions as it may deem appropriate.

(©) Committee Determinations. The foregoing adjustments and the manner of

application of the foregoing provisions shall be determined by the Committee in its sole
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discretion Any such adjustment may provide for the elimination of any fractional share which
might otherwise become subject to a Plan Award. With respect to Plan Awards that are intended

to qualify as ISOs, any such adjustment must satisfy Code Section 422(b).

Section 13. ACCELERATION OF PAYMENT OR MODIFICATION OF PLAN
AWARDS

@) Acceleration and Modification. The Committee, in the event of the death

of a Participant or in any other circumstance, may accelerate distribution of any Plan Award in
its entirety or in a reduced amount, or modify or terminate any Plan Award, including the
cancellation of an outstanding Plan Award in exchange for a cash payment, in each case on such
basis and in such manner as the Committee may determine in its sole discretion; provided,
however, that in no event shall the Committee (1) “re-price” an Option or Stock Appreciation
Right to provide for a grant price that is less than the Fair Market Value of the Stock on the date
on which the Option or Stock Appreciation Right was originally granted, except as permitted
pursuant to Section 12, (2) cancel an Option or Stock Appreciation Right and replace the
cancelled Option or Stock Appreciation Right with an Option, Stock Appreciation Right or other
Plan Award having an exercise price or base price less than that of the cancelled Option or Stock
Appreciation Right, or (3) make a cash payment in exchange for an Option or Stock
Appreciation Right if the Fair Market Value of a share of Stock is less than the Option exercise
price or Stock Appreciation Right base price. Notwithstanding the foregoing, unless determined
otherwise by the Committee, any such action shall be taken in a manner that will enable a Plan
Award that is intended to be exempt from Code Section 409A to continue to be so exempt, or to
enable a Plan Award that is intended to comply with Code Section 409A to continue to so

comply.

(b) Change in Control. If the Participant has in effect an employment,

retention, change in control, severance or similar agreement with the Company or any Affiliate
that discusses the effect of a Change in Control on the Participant’s Plan Awards, then such
agreement shall control. In all other cases, unless provided otherwise in the Plan Award
agreement or determined by the Committee prior to the occurrence of a Change in Control, in the

event of a Change in Control:
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1) The successor or purchaser in the Change in Control
transaction may assume a Plan Award or provide a substitute award with similar terms
and conditions, and preserving the same benefits, as the Plan Award it is replacing. In
such event, if the Participant is involuntarily terminated from employment or service for
any reason other than Cause (or, in the case of a Participant who has in effect an
employment, retention, change in control, severance or similar agreement with the
Company or any Affiliate that provides for “good reason” termination and the
Participant, in accordance with such agreement, terminates employment or service for

“good reason”) within two years following the date of the Change in Control, then:

(A) each Option or SAR outstanding as of the date of the
Change in Control shall become immediately and fully vested and
exercisable as of the date of such termination;

(B)  each other Plan Award (including an Annual Performance
Right) outstanding as of the date of the Change in Control, and that is not
then vested:

() shall become fully vested as of the date of
termination, if vesting is based solely upon length of the
employment relationship, or shall become fully vested as of
the date of termination at the target level (or if greater, the
then projected Final Award level), prorated for the portion
of the Performance Period that has been completed as of
the date of termination; provided that a Plan Award that
relates to a Performance Period that was completed prior to
the date of the Participant’s termination shall be paid in full

in accordance with the terms of the Plan Award;

(i) any restrictions or other conditions applicable to the
Plan Award shall lapse as of the date of termination, and
such Plan Award shall become free of all restrictions and

conditions; and
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(iii) ~ such Plan Award shall be immediately paid to the

Participant as of the date of termination.

(C)  For purposes of this Section 13(b)(1) a Participant shall not
be deemed to have been involuntarily terminated if the successor or
purchaser in the Change in Control transaction offers the Participant
employment on substantially similar terms and conditions as the
Participant had with the Company (or Affiliate) and the Participant does
not accept such offer employment.

2 If the successor or purchaser in the Change in Control transaction does not
assume the Plan Awards or issue replacement awards that are effective upon the Change
in Control as provided in subsection (b)(1), then immediately prior to the Change in
Control:

(A)  each Option or Stock Appreciation Right that is then held
by a Participant who is employed by or in the service of the Company or a
Subsidiary shall become immediately and fully vested and exercisable, or,
if so determined by the Committee, shall be cancelled on the date of the
Change in Control in exchange for a cash payment equal to the excess of
the Change in Control price of the Stock covered by the Option or Stock
Appreciation Right that is so cancelled over the purchase or grant price of
such Stock under the Plan Award;

(B)  each other Plan Award (including an Annual Performance
Right) that is then held by a Participant who is employed by or in the
service of the Company or a Subsidiary, and that is not then vested:

Q) shall become fully vested as of the date of the
Change in Control, if vesting is based solely upon length of
the employment relationship, or shall become fully vested
as of the date of the Change in Control at the target level
(or if greater, the then projected Final Award level),
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prorated for the portion of the Performance Period that has
been completed as of the date of the Change in Control;
provided that a Plan Award that relates to a Performance
Period that was completed prior to the date of the Change
in Control shall be paid in full in accordance with the terms
of the Plan Award,;

(i) any restrictions or other conditions applicable to the
Plan Award shall lapse as of the date of the Change in
Control, and such Plan Award shall become free of all

restrictions and conditions; and

(iii)  such Plan Award shall be immediately paid to the
Participant as of the date of the Change in Control.

Except as otherwise expressly provided in any agreement between a Participant and the
Company or a Subsidiary, if the receipt of any payment by a Participant under the circumstances
described above would result in the payment by the Participant of any excise tax provided for in
Section 280G and Section 4999 of the Code, then the amount of such payment shall be reduced

to the extent required to prevent the imposition of such excise tax.

Notwithstanding the foregoing provisions of Section 13(b), unless determined otherwise
by the Committee, any such action shall be taken in a manner that will enable a Plan Award that
is intended to be exempt from Code Section 409A to continue to be so exempt, or to enable a

Plan Award that is intended to comply with Code Section 409A to continue to so comply.
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Section 14. RIGHTS AS A SHAREHOLDER

A Participant shall not have any rights as a shareholder with respect to any Stock covered
by any Plan Award until such Participant shall have become the holder of record of such Stock.

Section 15. TERM, AMENDMENT, MODIFICATION AND TERMINATION OF THE
PLAN AND AGREEMENTS

@ Term. No Plan Award shall be granted under the Plan on or after the tenth
(10™) anniversary of the Effective Date of the Plan, or such earlier date on which the Plan is

terminated pursuant to subsection (b) below.

(b) Amendment, Modification and Termination of Plan. The Board may,

from time to time, amend or modify the Plan or any outstanding Plan Award, including without
limitation, to authorize the Committee to make Plan Awards payable in other securities or other
forms of property of a kind to be determined by the Committee, and such other amendments as
may be necessary or desirable to implement such Plan Awards, or may terminate the Plan or any
provision thereof; provided, however, that no such action of the Board, without approval of the
shareholders of the Company, may (1) increase the total number of shares of Stock with respect
to which Plan Awards may be granted under the Plan or increase the limits specified in Section
4, (2) extend the term of the Plan as set forth in subsection (a) of this Section 15, (3) permit the
Committee to take any of the actions prohibited under items (1), (2) or (3) of subsection (a) of
Section 13, or (4) take any other action to amend the Plan, if the Company determines that such
amendment requires approval of the Company’s shareholders in order to comply with Section 16
of the Exchange Act, Section 162(m) or other relevant section of the Code, the listing
requirements of any principal securities exchange or market on which the Stock is then traded, or

other applicable law.

(©) Limitation and Survival. The Committee’s authority to act and to apply

the terms of the Plan with respect to any Plan Award granted prior termination of the Plan, and a
Participant’s ability to exercise an outstanding Plan award granted prior to termination of the

Plan and not otherwise cancelled by the Board, shall survive termination of the Plan.
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(d) Amendments for Changes in Law. Notwithstanding anything to the

contrary herein, the Board shall have the authority to amend outstanding Plan Awards and the
Plan to take into account changes in law and tax and accounting rules as well as other
developments, and to grant Plan Awards that qualify for beneficial treatment under such rules,
without shareholder approval. Further, the provisions of Code Section 409A are incorporated
into the Plan by reference to the extent necessary for any Plan Award that is subject to Code
Section 409A to comply with such requirements, and except as otherwise determined by the
Committee, the Plan shall be administered in accordance with Section 409A as if the

requirements of Code Section 409A were set forth herein.
Section 16. INDEMNIFICATION AND EXCULPATION

@ Indemnification. Each person who is or shall have been a member of the

Board, the Committee, or of any other committee of the Board administering the Plan or of any
committee appointed by the foregoing committees, shall be indemnified and held harmless by the
Company against and from any and all loss, cost, liability or expense that may be imposed upon
or reasonably incurred by such person in connection with or resulting from any claim, action,
suit or proceeding to which such person may be or become a party or in which such person may
be or become involved by reason of any action taken or failure to act under the Plan and against
and from any and all amounts paid by such person in settlement thereof (with the Company’s
written approval) or paid by such person in satisfaction of a judgment in any such action, suit or
proceeding, except a judgment in favor of the Company based upon a finding of such person’s

lack of good faith; subject, however, to the condition that, upon the institution of any claim,

action, suit or proceeding against such person, such person shall in writing give the Company an
opportunity, at its own expense, to handle and defend the same before such person undertakes to
handle and defend it on such person’s behalf. The foregoing right of indemnification shall not be
exclusive of any other right to which such person may be entitled as a matter of law or otherwise,

or any power that the Company may have to indemnify or hold such person harmless.

(b) Exculpation. Each member of the Board, the Committee, or of any other
committee of the Board administering the Plan or any committee appointed by the foregoing

committees, and each officer and employee of the Company, shall be fully justified in relying or
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acting in good faith upon any information furnished in connection with the administration of the
Plan by any appropriate person or persons other than such person. In no event shall any person
who is or shall have been a member of the Board, the Committee, or of any other committee of
the Board administering the Plan or of any committee appointed by the foregoing committees, or
an officer or employee of the Company, be held liable for any determination made or other
action taken or any omission to act in reliance upon any such information, or for any action

(including the furnishing of information) taken or any failure to act, if in good faith.
Section 17. EXPENSES OF PLAN

The entire expense of offering and administering the Plan shall be borne by the Company
and its participating Subsidiaries; provided, that the costs and expenses associated with the
redemption or exercise of any Plan Award, including but not limited to commissions charged by

any agent of the Company, may be charged to the Participants.
Section 18. FINALITY OF DETERMINATIONS

Each determination, interpretation, or other action made or taken pursuant to the
provisions of the Plan by the Board, the Committee or any committee of the Board administering
the Plan or any committee appointed by the foregoing committees, shall be final and shall be
binding and conclusive for all purposes and upon all persons, including, but without limitation
thereto, the Company, the shareholders, the Committee and each of the members thereof, and the
directors, officers, and employees of the Company and its Subsidiaries, the Participants, and their

respective successors in interest.
Section 19. NO RIGHTS TO CONTINUED EMPLOYMENT OR TO PLAN AWARD

@) No Right to Employment. Nothing contained in this Plan, or in any

booklet or document describing or referring to the Plan, shall be deemed to confer on any
Participant the right to continue as an Employee or director of the Company or Subsidiary,
whether for the duration of any Performance Period, the duration of any vesting period under a
Plan Award, or otherwise, or affect the right of the Company or Subsidiary to terminate the

employment of any Participant for any reason.
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(b) No Right to Award. No Employee or other person shall have any claim or

right to be granted a Plan Award under the Plan. Having received an Award under the Plan shall
not give a Participant or any other person any right to receive any other Plan Award under the
Plan. A Participant shall have no rights in any Plan Award, except as set forth herein and in the

applicable award grant.

Section 20. GOVERNING LAW, LIMITATION ON ACTIONS, AND
CONSTRUCTION

The Plan and all actions taken hereunder shall be governed by, and the Plan shall be
construed in accordance with the laws of the State of Illinois without regard to the principle of
conflict of laws. As a condition of receiving benefits pursuant to any Plan Award, a Participant
agrees, on behalf of the Participant and all persons or entities that may claim through the
Participant, that (1) any legal action or other legal proceeding concerning the Plan or a Plan
Award may only be heard in a “bench” trial, and (2) any right to a jury trial is waived. No legal
action or other legal proceeding may be brought with respect to the Plan or any Plan Award more
than one (1) year after the later of (1) the last date on which the act or omission giving rise to the
legal action or proceeding occurred, or (2) the date on which the individual or entity bringing
such legal action or proceeding had knowledge (or reasonably should have had knowledge) of
the act of omission. Titles and headings to Sections are for purposes of reference only, and shall

in no way limit, define or otherwise affect the meaning or interpretation of the Plan.
Section 21. SECURITIES AND STOCK EXCHANGE REQUIREMENTS

(@) Restrictions on Resale. Notwithstanding any other provision of the Plan,

no person who acquires Stock pursuant to the Plan may, during any period of time that such
person is an affiliate of the Company (within the meaning of the rules and regulations of the
Securities Exchange Commission) sell or otherwise transfer such Stock, unless such offer and
sale or transfer is made (1) pursuant to an effective registration statement under the Securities
Act of 1933 (1933 Act”), which is current and includes the Stock to be sold, or (2) pursuant to
an appropriate exemption from the registration requirements of the 1933 Act, such as that set

forth in Rule 144 promulgated pursuant thereto.

MILW_9512747.8 -40-

PGL 0002429



PGL JMO 1.10 Attach 03 . o
Page 41 of 41 CUB-City Exhibit 1.4
Page 133 of 175

(b) Registration, Listing and Qualification of Shares of Common Stock.

Notwithstanding any other provision of the Plan, if at any time the Committee shall determine
that the registration, listing or qualification of the Stock covered by a Plan Award upon any
securities exchange or under any foreign, federal, state or local law or practice, or the consent or
approval of any governmental regulatory body, is necessary or desirable as a condition of, or in
connection with, the granting of such Plan Award or the purchase or receipt of Stock in
connection therewith, no Stock may be purchased, delivered or received pursuant to such Plan
Award unless and until such registration, listing, qualification, consent or approval shall have
been effected or obtained free of any condition not acceptable to the Committee. Any person
receiving or purchasing Stock pursuant to a Plan Award shall make such representations and
agreements and furnish such information as the Committee may request to assure compliance
with the foregoing or any other applicable legal requirements. The Company shall not be
required to issue or deliver any certificate or certificates for Stock under the Plan prior to the
Committee’s determination that all related requirements have been fulfilled. The Company shall
in no event be obligated to register any securities pursuant to the 1933 Act or applicable state or
foreign law or to take any other action in order to cause the issuance and delivery of such

certificates to comply with any such law, regulation, or requirement.
Section 22. EFFECTIVE DATE

The Plan shall become effective on the date on which affirmative shareholder approval

pursuant to Section 23 is obtained.
Section 23. VOTE REQUIRED

The affirmative vote of the holders of a majority of the total votes cast on the proposal to
approve the Plan at the 2010 annual meeting of shareholders of the Company will be required for
approval of the Plan, provided, that the total votes cast on the proposal represents over fifty

percent (50%) of all shares entitled to vote on the proposal.

MILW_9512747.8 -41-

PGL 0002430
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North Shore Gas Company’s Response to
Staff Data Requests JMO 1.01-1.14
Dated: August 1, 2012

REQUEST NO. JMO 1.08:

Please provide the total amount of test year incentive compensation expense, including all
allocated amounts from all affiliates, included in Schedules B-1 and C-1 by line and column
reference. Include all supporting workpapers, calculations, allocations, and any other
relevant explanations of the development of the amounts with the response. If applicable,
provide workpapers and supporting documents in excel format with working formulas.

RESPONSE:
See the attached spreadsheet, NS JMO 1.08 Attach 01. The first two tabs show the

incentive compensation expense included in Schedules B-1 and C-1 for the test year. The
remaining tabs are back-up and support for the numbers.

NS 0002002
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107000 107000 CWIP

163000 163000 Purchasing & Warehouse Costs
182527 182527 Reg Asset-2010 IL Rate Case LT
184020 184020 Transportation Costs

184024 184024 Supervisor - Clearing

184301 184301 Bldg clearing operating

184665 184665 Paving Inspection Clearing
228210 228210 Workers Comp Claim Reserve
419000 419000 Misc. Int & Div Inc.

431320 431320 Def Comp Res-Unallow Ratemakin
421130 421130 Gain/Loss on ETF's

735000 735000 Lique-Misc Production Expenses
740000 740000 Lique-Main Sup & Eng

813000 813000 Other Gas Supply Expenses
814000 814000 Gas Stor-Oper Sup & Eng (MIUI)
816000 816000 Gas Stor-Wells

818000 818000 Gas Stor-Compressor Station
819000 819000 Gas Stor-Compress Sta F&Pwr
820000 820000 Gas Stor-Meas&Regul Station
821000 821000 Gas Stor-Purification Exp
824000 824000 Gas Stor-Other Exp

830000 830000 Gas Stor-Maint Superv&Engin
831000 831000 Gas Stor-Maint Struct&Improve
832000 832000 Gas Stor-Maint Reserv & Wells
834000 834000 Gas Stor-Maint Compress Sta Eq
835000 835000 Gas Stor-Maint Meas&Reg Equip
836000 836000 Gas Stor-Maint Purific Equip
837000 837000 Gas Stor-Maint Oth Equip
840000 840000 Oth Stor-Oper Super & Engin
841000 841000 Oth Stor-Oper Labor & Expenses
843100 843100 Oth Stor-Maint Superv Engineer
843800 843800 Oth Stor-Maint Meas&Regul Equi
843900 843900 Oth Stor-Maint Oth Equip
857000 857000 Gas Transm-Meas&Reg Station
863000 863000 Gas Transm-Maint of Mains
870000 870000 Dist-Oper Sup & Eng

871000 871000 Dist-Distr Load Dispatching
874000 874000 Dist-Mains and Services Expens

878000 878000 METER & HOUSE REG MISC CHARGES

879000 879000 Customer Installations Expense
880000 880000 Dist-Other Expenses

885000 885000 Dist-Maint Sup & Eng

886000 886000 Dist-Maint of Struct & Improve
887000 887000 Dist-Maint of Mains

892000 892000 Maintenance of Services
893000 893000 Dist-Maint of Mtrs & House Reg
901000 901000 Customer Accounts Supervision

903000 903000 Cust Acct-Cust Records & Collections
905000 905000 Cust Acct-Misc Cust Accounts Expense

907000 907000 Cust Serv-Supervision

908000 908000 Cust Serv-Cust Assistance Expe
909000 909000 Cust Serv-Info/Instr Advertising
920000 920000 Admin & General Salaries
925165 925165 Workers Comp Reserve

926050 926050 Human Resources Dept. Gen
930100 930100 A&G-General Advertising Exp
930200 930200 A&G-Assoc & Club Dues & Exps

CUB-City Exhibit 1.4
Page 142 of 175

NS JMO 1.08 Attach 01

Section 285.5110
WPE-6.1
Page 1 of 1

NS 0002010



CUB-City Exhibit 1.4

ICC Docket No. 12-xxxXx Page 143 of 175

The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 1.01-1.14
Dated: August 1, 2012

REQUEST NO. JMO 1.08:

Please provide the total amount of test year incentive compensation expense, including all
allocated amounts from all affiliates, included in Schedules B-1 and C-1 by line and column
reference. Include all supporting workpapers, calculations, allocations, and any other
relevant explanations of the development of the amounts with the response. If applicable,
provide workpapers and supporting documents in excel format with working formulas.

RESPONSE:
See the attached spreadsheet, PGL JMO 1.08 Attach 01. The first two tabs show the

incentive compensation expense included in Schedules B-1 and C-1 for the test year. The
remaining tabs are back-up and support for the numbers.

PGL 0002335
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107000 107000 CWIP

163000 163000 Purchasing & Warehouse Costs
182527 182527 Reg Asset-2010 IL Rate Case LT
184020 184020 Transportation Costs

184024 184024 Supervisor - Clearing

184301 184301 Bldg clearing operating

184665 184665 Paving Inspection Clearing
228210 228210 Workers Comp Claim Reserve
419000 419000 Misc. Int & Div Inc.

431320 431320 Def Comp Res-Unallow Ratemakin
421130 421130 Gain/Loss on ETF's

813000 813000 Other Gas Supply Expenses
814000 814000 Gas Stor-Oper Sup & Eng (MIUI)
816000 816000 Gas Stor-Wells

818000 818000 Gas Stor-Compressor Station
819000 819000 Gas Stor-Compress Sta F&Pwr
820000 820000 Gas Stor-Meas&Regul Station
821000 821000 Gas Stor-Purification Exp
824000 824000 Gas Stor-Other Exp

830000 830000 Gas Stor-Maint Superv&Engin
831000 831000 Gas Stor-Maint Struct&Improve
832000 832000 Gas Stor-Maint Reserv & Wells
834000 834000 Gas Stor-Maint Compress Sta Eq
835000 835000 Gas Stor-Maint Meas&Reg Equip
836000 836000 Gas Stor-Maint Purific Equip
837000 837000 Gas Stor-Maint Oth Equip
840000 840000 Oth Stor-Oper Super & Engin
841000 841000 Oth Stor-Oper Labor & Expenses
843100 843100 Oth Stor-Maint Superv Engineer
843800 843800 Oth Stor-Maint Meas&Regul Equi
843900 843900 Oth Stor-Maint Oth Equip
857000 857000 Gas Transm-Meas&Reg Station
863000 863000 Gas Transm-Maint of Mains
870000 870000 Dist-Oper Sup & Eng

871000 871000 Dist-Distr Load Dispatching
874000 874000 Dist-Mains and Services Expens
878000 878000 METER & HOUSE REG MISC CHARGES
879000 879000 Customer Installations Expense
880000 880000 Dist-Other Expenses

885000 885000 Dist-Maint Sup & Eng

886000 886000 Dist-Maint of Struct & Improve
887000 887000 Dist-Maint of Mains

892000 892000 Maintenance of Services

893000 893000 Dist-Maint of Mtrs & House Reg
901000 901000 Customer Accounts Supervision
903000 903000 Cust Acct-Cust Records & Collections
905000 905000 Cust Acct-Misc Cust Accounts Expense
907000 907000 Cust Serv-Supervision

908000 908000 Cust Serv-Cust Assistance Expe
909000 909000 Cust Serv-Info/Instr Advertising
920000 920000 Admin & General Salaries
925165 925165 Workers Comp Reserve

926050 926050 Human Resources Dept. Gen
930200 930200 A&G-Assoc & Club Dues & Exps

CUB-City Exhibit 1.4
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ICC Docket No. 12-0512 Page 154 of 175

The Peoples Gas Light and Coke Company’s Response to
Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

REQUEST NO. JMO 15.06:

In regard to the following incentive plans from the Companies’ prior rate cases: (1)
Executive Annual Incentive Plan, (2) Stock Options, (3) Performance Shares, and (4)
Restricted Stock, please provide:

a) Whether the plans are a component of the Executive Incentive Plan or the
Omnibus Incentive Compensation Plan;

b) A description of the each plan;
c) Explain how the award is determined for each plan; and

d) Amount of test year incentive compensation included in Schedules B-1 and C-1
by line and column reference for each plan.

RESPONSE:

a) (1) The Omnibus Incentive Plan controls the Executive Annual Incentive
Plan;
(2) Stock Options are granted under the Omnibus Incentive Compensation
Plan;
(3) Performance Shares are granted under the Omnibus Incentive
Compensation Plan;
(4) Restricted Stock Units are granted under the Omnibus Incentive
Compensation Plan.

b) (1) The Executive Incentive Plan Document was provided in Data Request
JMO 1.10.

(2) (3) (4) The Integrys Long Term Incentive Program (LTIP) is intended to
reward executives and key employees for long term growth and success of
the corporation. The grant overall value is based on market data converted
to an accounting value as a % of base annual salary. The program delivers
this value by utilizing stock options, performance shares and restricted stock.
For executives, the current distribution level within overall equity grants is
20% in stock options, 60% in performance shares and 20% in restricted
stock units. Non-executives receive only restricted stock unit grants.

(2) Stock options vest 25% per year over four years and have a 10
year option life. The strike option price is based on the closing fair
market price of Company stock at the date of the grant.

PGL 0005743
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ICC Docket No. 12-0512 Page 155 of 175

The Peoples Gas Light and Coke Company’s Response to

Staff Data Requests JMO 15.01-15.06
Dated: September 24, 2012

(3) Performance share grants set targeted incentives at the start of the

three year performance period based on ultimate Total
Shareholder Return (“TSR”). Comparison of the Company’s
stockholder return to the stockholder return of a peer group of
utilities determines the incentive payout. Under current policy, if
Integrys TSR compared to the utility peer group is at the 50th
percentile, program participants will receive 100% of the target
award. TSR performance at the 25th percentile, participants will
receive 50% of target award and relative performance at 90th
percentile or higher, participants will receive the maximum at 200%
of the target award.

(4) Restricted stock units vest at 25% per grant anniversary with

payout in the form of stock. Dividends are treated as reinvested in
additional restricted stock units that are paid in stock when vesting

occurs.

c) (1) The Executive Annual Incentive Plan awards are determined using metric
results of specific financial and operational measures with pre-determined
numeric targets. Each metric is assigned a weight in the plan and all

measure weights total 100%.
(2) (3) (4) See Response to b) above

d) See Peoples Gas’ response to Staff data request JIMO 15.01 (b).

PGL 0005744
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ICC Docket No. 12-0511 Page 156 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 8.01-8.20
Dated: October 19, 2012

REQUEST NO. AG 8.10:

Ref: NSG Response to JMO 7.05, Attachment 1; Schedule C-18, line 8 (Invested
Capital Tax). Please provide the following additional information:

a. A complete copy of the Company’s most recently filed Invested Capital Tax
return.

b. Explain whether the methods used to estimate this tax for the 2013 test year
include all elements of financial data that determine the actual tax liability on
the Company’s filed returns.

c. Explain how the Company records this tax on its books, relative to the timing
of actual tax payments.

RESPONSE:

a. Please see the attached copy of the 2011 lllinois Invested Capital Tax return (NS
AG 8.10 Attach 01). North Shore filed the return February 29, 2012.

b. The estimated tax for the 2013 test year does include all elements of estimated
financial data that should be included in the tax base. The calculation is a mirror
image of the tax return. The only difference is projected financial data verses actual
results.

c. The lllinois Invested Capital tax is recorded on the books as a monthly accrual. The
monthly accrual is based upon last year’s tax divided by twelve (months).
Additionally, quarterly estimated tax payments are made against this accrual.
These quarterly estimated tax payments are also based upon last year’s tax divided
by four (quarters).

NS 0005095
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NS AG 8.10 Attach 01

lllinois Department of Revenue

ICT-4 Electricity Distribution

ES_J [

and Invested Capital Tax Return Station 10, 070 S

Do not write above this line.

Part 1: Identify your business

1 Ilinois Business Tax number (IBTno.): __ 0007 - 9456 6 Calendar year you are filing this return for: 2011

2 Federal Employer Identification number (FEIN): _36 - 1658720 _ 7 [ Check here if your address has changed.

3 Invested Capital Tax (ICT) licenseno.: ___1G - 00014 8 Is this a final return? Oyes Eno

"Final” indicates you will no longer conduct
4 Business name: NORTH SHORE GAS CO business. y o
5 Business address: 1205' RANDOLPH ST, FLR 19 9 Daytime telephone: (312) 240 - 3753
umber and sireet
CHICAGO IL 60601
City Slate ZIP

Part 2: Figure your Invested Capital Tax Column A - ColumnB
Balance at beginning of year ~ Balance at end of year

10 Total amount of proprietary capital, stockholders’ equity, or total equity 10 04,087,313/ 28 - 10 95,601,570| 46

11 Total long-term debt 1 73,825,120]_10 1 73.767.218| 21

12 Add Lines 10 and 11. 12 _ 168,812,433]_38 12 169,268,788| 67

13 Investments in and advances to all corporations 13 21,681]_12 13 0|_00

14 Subtract Line 13 from Line 12. 14 __ 168,790,752| 26 14 _ 169.268,788| 67

15 Add Column A, Line 14, and Column B, Line 14. 15  338,059,540] 93

16 Multiply Line 15 by 50% (.50). This amount is the average of the balances. 16__ 169,029,770|_47

17 lllinois apportionment factor shown on your business income tax return.

See General Information, “What should | attach to this return?” 17__1 ._000000
18 Multiply Line 16 by Line 17. 18__ 169,029,770| 47
19 Muitiply Line 18 by .8% (.008). 19 1,352,238| 16

20 If you are required to complete Worksheet A on the back of this return, write

the amount from Worksheet A, Line g. If not, write “1.00." 20__1..000000

21 Multiply Line 19 by Line 20. This amount is your Invested Capital Tax due. 21 1,352,238|_16
Part 3: Figure your Electricity Distribution Tax (foriabilties on or after January 1, 1998)

22 Kilowatt-hours (kwh) distributed 22 0.00

23 Amount from Worksheet B, Line i. This is your ElectricityDistribution Tax due. 23 0] 00
Part 4. Figure your payment

24 Add Lines 21 and 23. This amount is your tax due. 24 1,352,238 16
25 Estimated payments 25 1,352,000|_00
26 If Line 25 is greater than Line 24, subtract Line 24 from Line 25. This amount is your overpayment.26_- |

27 If Line 25 is less than Line 24, subtract Line 25 from Line 24. This amount is your tax due. 27 238| 16
28 Credit you wish to apply. 28 |

29 Subtract Line 28 from Line 27, and pay this amount. 29 238 16

Make your check payable to “lllinois Department of Revenue.”

/’ Ll&.ll QA NN S

Taxpayers signature

1291 200 (311)20- 3783
"5%? ‘7 2 ? ‘Telephgne (Include aredcode.)

/ /

C ) -
Telephone (Include area code.)

Preparer's signature Date

our return
ATTN INVESTED CAPITAL TAX
ILLINOIS DEPARTMENT OF REVENUE
PO BOX 19019
SPRINGFIELD IL 62794-9019

This form is autharized by the Waler Company Invested Capilal Tax Act, Gas Revenue Tax Act, and Public Utlilles Revenue Act. Disclosure of this
information s REQUIRED., Falure to comply may result in a penally. This form has been approved by the Forms Management Center. L-492-0368

Page 1 of 4
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CUB-City Exhibit 1.4
ICC Docket No. 12-0512 Page 158 of 175
The Peoples Gas Light and Coke Company’s Response to

Attorney General Data Requests AG 8.01-8.20
Dated: October 19, 2012

REQUEST NO. AG 8.20:

Ref: NSG Response to JMO 7.05, Attachment 1; Schedule C-18, line 8 (Invested
Capital Tax). Please provide the following additional information:

a. A complete copy of the Company’s most recently filed Invested Capital Tax
return.

b. Explain whether the methods used to estimate this tax for the 2013 test year
include all elements of financial data that determine the actual tax liability on
the Company’s filed returns.

c. Explain how the Company records this tax on its books, relative to the timing
of actual tax payments

RESPONSE:

a. Please see the attached copy of the 2011 lllinois Invested Capital Tax return.
Peoples Gas filed the return February 29, 2012.

b. The estimated tax for the 2013 test year does include all elements of estimated
financial data that should be included in the tax base. The calculation is a mirror
image of the tax return. The only difference is projected financial data verses actual
results.

c. The lllinois Invested Capital tax is recorded on the books as a monthly accrual. The
monthly accrual is based upon last year’s tax divided by twelve (months).
Additionally, quarterly estimated tax payments are made against this accrual.
These quarterly estimated tax payments are also based upon last year’s tax divided
by four (quarters).

PGL 0006779



CUB-City Exhibit 14 ~ PCGLAG 8.20

Illinois Department of Revenue Page 159 of 175 Attachment
ICT-4 Electricity Distribution v
and Invested Capital Tax Return Station 1o, 070 Bl

Do not write above this line.

Part 1: ldentify your business

1 llinois Business Tax number (IBTno,): __ 0012 - 6616 6 Calendar year you are filing this return for: 2011
2 Federal Employer Identification number (FEIN): _36 - 1613900 __ 7 [ Check here if your address has changed.
3 Invested Capital Tax (ICT) licenseno.:___ 1G - 00015 8 s this a final return? Cyes no
4 Business name: THE PEOPLES GAS LIGHT & COKE CO bELrI::elessi'ndicates you will no longer conduct
5 Business address; 130 E RANDOLPH ST FL 19 9 Daytime telephone: (312).240 - 3753
Number and sireel
CHICAGO IL 60601
City Slate ZIlP
Part 2: Figure your Invested Capital Tax Column A Column B
Balance at beginning of year ~ Balance at end of year

10 Total amount of proprietary capital, stockholders' equity, or total equity 10 691,011,950| 97 10 _ 697,332,331|_40
11 Total long-term debt 11 517.220,208|_07 1 518.036,181| 51
12 Add Lines 10 and 11. 12 _1,208,232,156| 04 12 1,215,368,512| 91
13 Investments in and advances to all corporations 13 11,235,440|_38 13 4,691,041 40
14 Subtract Line 13 from Line 12. 14 _1.196,996,715| 66 14 _1.210,677.471|
15 Add Column A, Line 14, and Column B, Line 14. 15 2,407,674,187| 17
16 Multiply Line 15 by 50% (.50). This amount is the average of the balances. 16 1,203,837,093| 58
17 lllinois apportionment factor shown on your business income tax return.

See General Information, "What should | attach to this return?” 17_1 ._000000
18 Multiply Line 16 by Line 17. 18 1,203,837,093| 58
19 Multiply Line 18 by .8% (.008). 19 9,630,696|_75
20 If you are required to complete Worksheet A on the back of this return, write

the amount from Worksheet A, Line g. If not, write “1.00." 20_1 ..000000
21 Multiply Line 19 by Line 20. This amount is your Invested Capital Tax due. 21 9,630,696| 75
Part 3: Figure your Electricity Distribution Tax (for liabilities on or after January 1, 1998)
22 Kilowatt-hours (kwh) distributed 22
23 Amount from Worksheet B, Line i. This Is your ElectricityDistribution Tax due. 23 0]_00
Part 4: Figure your payment
24 Add Lines 21 and 23. This amount Is your tax due. 24 9,630,696| 75
25 Estimated payments y 25 9,780,000]_00
26 If Line 25 is greater than Line 24, subtract Line 24 from Line 25. This amount is your overpayment. 26 149,303| 25
27 If Line 25 Is less than Line 24, subtract Line 25 from Line 24. This amount is your tax due. 27 [
28 Credit you wish to apply. 28 |
29 Subtract Line 28 from Line 27, and pay this amount. 29 [

Make your check payable to “lllinois Department of Revenue.”

Part 5: Sign belo

Undgy penalties of perjpiry, | state that | have examined this return and, to the best of my knowledge, it is true, correct, and complete.

i a‘Z 220t glyz 357
Taxpayefs signature (/) te Telephone (Include area code.)
I ( ) -
Nt Date Telephone (Include area code.)

Preparer’s signature

Part 6: Mail your return
PO BOX 19019
SPRINGFIELD IL 62794-9019

7 ATTN INVESTED CAPITAL TAX
—
This form Is authorized by the Water Company Invesled Capital Tax Acl, Gas Revenue Tax Act, and Public Ulilities Revenue Act, Disclosure of this I

ILLINOIS DEPARTMENT OF REVENUE
ICT-4 (R-07/01) Information Is REQUIRED. Failure o comply may result In a penally, This form has been approved by the Forms Management Cenler. IL-492-0388

Page 1 of4
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CUB-City Exhibit 1.4

ICC Docket No. 12-0511 Page 160 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

REQUEST NO. AG 7.02:

Ref: NS Schedule C-5.3 (Deferred Income Tax Expense- Book vs. Tax Depreciation). The

referenced schedule provides a calculation of Deferred Income Taxes at Current Rates that are
defined in Note 1 as including the statutory Federal rate of 35% plus the statutory current State and
Replacement Tax rates totaling 9.5%. The amounts calculated at lines 14 (Federal) and 17 (State)
appear to carry forward to lines 1-4 on Schedule C-5.2 and ultimately to lines 32 and 21 on
Schedule C-5, for inclusion as part of test year income tax expenses. Please provide the following
additional information:

a.

Confirm the flow of calculations described above, or explain and reconcile any
inability to confirm.

Explain whether the Company employs Generally Accepted Accounting Principles,
including ASC 740 provisions that require deferred income taxes to be provided on
a liability method of accounting using the tax rates expected to be applicable when
book/tax timing differences reverse and taxes are payable in cash.

If your response to part b is affirmative, explain each reason why the Company’s
deferred income tax expense calculations on Schedule C-5.3 at lines 1 through 13
apply currently high state income tax statutory rates of 9.5% to the Liberalized
Depreciation and Basis Differences associated with long-lived utility plant assets,
given that the reversal of such timing differences will largely occur in future years
when state income tax rates are scheduled to be much lower.

State and explain whether or not the Company will actually record on its books
deferred income tax provisions in 2012 or 2013 using only currently effective
statutory state income tax rates for liberalized depreciation and basis differences, or
explain and quantify the tax rates that will actually be used on the books for such
long-lived book/tax timing differences.

Provide a copy of the Company’s workpapers supporting its most recently recorded
income tax expense provision, showing how the state income tax rates being used
to record deferred income tax expense for liberalized depreciation and plant related
basis differences.

Provide a revised calculation of test year deferred income tax expenses, using the
liability method of accounting for Liberalized Depreciation and Basis Differences and
the effective income tax rates expected to be applied to the reversals of such test
year timing differences.

Provide detailed workpapers and supporting documentation for your response to
part (f).

NS 0007445



CUB-City Exhibit 1.4
ICC Docket No. 12-0511 Page 161 of 175
North Shore Gas Company’s Response to

Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

RESPONSE:

a The flow is as described in the data request; however, while the deferred taxes
computed at current rates in columns D and E of Schedule C-5.2 flow to Schedule C-5 in
the computation of current taxes, amounts in columns H and | of Schedule C-5.2, which
include the effects of average rate assumption method (“ARAM”), are what flow to
Schedule C-1 to be included in cost of service.

b: The Company employs GAAP practices in ASC 740. The Company first computes
deferred income taxes ARAM. The results of the income tax provision are reflected in the
Company’s income statement. To comply with ASC 740, which adopts a liability method,
the Company computes the required deferred income taxes balance and then adjusts the
balances. The Company uses Power Tax and Power Tax Provision to compute its income
taxes for financial statement purposes and for this proceeding. PowerTax maintains all
data related to plant-related timing differences. Because it is a utility system, it
automatically computes regulatory taxes using ARAM. It also layers on balance sheet
adjustments to also comply with GAAP. Similarly, PowerTax Provision also can compute
non-plant deferred taxes using ARAM. Again, it tracks the regulatory computation and
generates the required adjustments to bring the balances in line with GAAP. The contra
accounts to those entries that are the required adjustments are 182.3 or 254 as
appropriate. The Company has employed the same accounting since FAS 109 (now ASC
740) was adopted in 1993.

C: In compliance with the Commission’s Order in Docket No 83-0309, the Company
uses the ARAM methodology, which assumes that originating differences are built at the
existing statutory rate.

d: The Company will record in its income statement deferred taxes consistent with the
Commission’s Order in Docket No. 83-0309. Specifically, originating differences will be
provided at the statutory rate, and reversing differences will reverse at the weighted
average provided. Any difference between this regulatory method and what would occur
under FAS 109 are recorded in regulatory assets and liabilities as appropriate. The
income statement will reflect the regulatory method. The balance sheet will be adjusted as
provided in ASC 980-740-25-2. See the Company'’s response to subpart b of this data
request.

e: See NS AG 7.02 Attach 01. This attachment traces the financial statement income
taxes (see NS AG 7.02 Attach 02) back through to the general ledger (“GL”) accounts
ultimately to NS AG 7.02 Attach 03, which is a report by vintage and class that lays out the
deferred income tax computation for plant. Wherever there is an amount in the column
labeled “Provision” that amount is the building difference computed at the 7.0% or 2.5%
components of the state income tax rate. The federal tax benefit rate is -3.325% The
amounts contained in the column labeled reversal are reversing differences computed
using the column in the report labeled “ARAM.” This demonstrates the amounts in North
Shore’s income statement for financial reporting purposes contain amounts computed
utilizing ARAM as required by the Commission’s Order in Docket No 83-0309.

NS 0007446



CUB-City Exhibit 1.4

ICC Docket No. 12-0511 Page 162 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

f: If the information sought is what effect there would be on tax if the computation were
done not using ARAM, but instead computed the expense that would result if the company
recorded deferred tax expense under the liability method under ASC 740, North Shore can
compute the maximum difference that would exist. The originating differences in the test
year for plant are $11,578,000. On a gross basis, the largest difference in tax rate is 2.2%
(9.5% less 7.3%). When the federal tax effect is added, the difference becomes 1.43%.
Multiplying the originating differences by 1.43% generates a maximum difference of
$166,000 (11,578,000 X 1.43%). Note that computing deferred taxes in this manner
causes a partial flow through, is not consistent with principles of full normalization, and is
not consistent with Commission’s Order in Docket No 83-0309.

g: See NS AG7.02 Attach 04.

NS 0007447
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CUB-City Exhibit 1.4

ICC Docket No. 12-0511 Page 164 of 175

North Shore Gas Company’s Response to
Attorney General Data Requests AG 10.01-10.36
Dated: October 26, 2012

REQUEST NO. AG 10.13:

Ref: Response to AG 8.20, Attachment 1; Sch. C-18, page 1 (Invested Capital Tax).
Please explain each reason why the test year proposed level of Invested Capital Tax is so
much higher than the tax payable on the Company’s most recent actual tax return,
indicating when the Company expects to actually record on its books the level of expenses
being included in the proposed revenue requirement, given the statement in the response,
“The monthly accrual is based upon last year’s tax divided by twelve (months).”

RESPONSE:

The 2013 (test year) Invested Capital Tax proposed amount is $1,764,000. The most
recent actual tax return was filed on February 29, 2012, for the year ending December 31,
2011. The amount of 2011 Invested Capital Tax was $1,352,238.16.

The increase in tax is a direct result of the projected increase in the taxable base. The
projected increase in taxable base is based upon the budgeted financial statements.

A detailed calculation of the difference between 2011 and 2013 is attached. Please note
this detailed calculation shows an increase in tax base from $202,136,258 in 2011, to
$225,312,818 in 2013.

Current year monthly expenses are based upon the previous year’s tax due divided by
twelve. For example, during 2012 the monthly expense would be the amount from the
2011 Invested Capital Tax return, divided by twelve. However, since the 2011 tax return
was filed on February 29, 2012, the January and February monthly expenses would be
based on the 2010 return. Likewise, the 2013 monthly expense would be based on the
2011 tax return, until the 2012 return (which is due March 15") is filed.

NS 0007719
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CUB-City Exhibit 1.4

ICC Docket No. 12-0512 Page 166 of 175

The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

REQUEST NO. AG 7.20:

Ref: PGL Schedule C-5.3 (Deferred Income Tax Expense- Book vs. Tax Depreciation). The

referenced schedule provides a calculation of Deferred Income Taxes at Current Rates that are
defined in Note 1 as including the statutory Federal rate of 35% plus the statutory current State and
Replacement Tax rates totaling 9.5%. The amounts calculated at lines 14 (Federal) and 17 (State)
appear to carry forward to lines 1-4 on Schedule C-5.2 and ultimately to lines 33 and 22 on
Schedule C-5, for inclusion as part of test year income tax expenses. Please provide the following
additional information:

a.

Confirm the flow of calculations described above, or explain and reconcile any
inability to confirm.

Explain whether the Company employs Generally Accepted Accounting Principles,
including ASC 740 provisions that require deferred income taxes to be provided on
a liability method of accounting using the tax rates expected to be applicable when
book/tax timing differences reverse and taxes are payable in cash.

If your response to part b is affirmative, explain each reason why the Company’s
deferred income tax expense calculations on Schedule C-5.3 at lines 1 through 13
apply currently high state income tax statutory rates of 9.5% to the Liberalized
Depreciation and Basis Differences associated with long-lived utility plant assets,
given that the reversal of such timing differences will largely occur in future years
when state income tax rates are scheduled to be much lower.

State and explain whether or not the Company will actually record on its books
deferred income tax provisions in 2012 or 2013 using only currently effective
statutory state income tax rates for liberalized depreciation and basis differences, or
explain and quantify the tax rates that will actually be used on the books for such
long-lived book/tax timing differences.

Provide a copy of the Company’s workpapers supporting its most recently recorded
income tax expense provision, showing how the state income tax rates being used
to record deferred income tax expense for liberalized depreciation and plant related
basis differences.

Provide a revised calculation of test year deferred income tax expenses, using the
liability method of accounting for Liberalized Depreciation and Basis Differences and
the effective income tax rates expected to be applied to the reversals of such test
year timing differences.

Provide detailed workpapers and supporting documentation for your response to
part (f).

PGL 0014362



CUB-City Exhibit 1.4
ICC Docket No. 12-0512 Page 167 of 175
The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

RESPONSE:

a: The flow is as described in the data request; however, while the deferred taxes
computed at current rates in columns D and E of Schedule C-5.2 flow to Schedule C-5 in
the computation of current taxes, amounts in columns H and | of Schedule C-5.2, which
include the effects of average rate assumption method (“ARAM”), are what flow to
Schedule C-1 to be included in cost of service.

b: The Company employs GAAP practices in ASC 740. The Company first computes
deferred income taxes ARAM. The results of the income tax provision are reflected in the
Company’s income statement. To comply with ASC 740, which adopts a liability method,
the Company computes the required deferred income taxes balance and then adjusts the
balances. The Company uses Power Tax and Power Tax Provision to compute its income
taxes for financial statement purposes and for this proceeding. PowerTax maintains all
data related to plant-related timing differences. Because it is a utility system, it
automatically computes regulatory taxes using ARAM. It also layers on balance sheet
adjustments to also comply with GAAP. Similarly, PowerTax Provision also can compute
non-plant deferred taxes using ARAM. Again, it tracks the regulatory computation and
generates the required adjustments to bring the balances in line with GAAP. The contra
accounts to those entries that are the required adjustments are 182.3 or 254 as
appropriate. The Company has employed the same accounting since FAS 109 (now ASC
740) was adopted in 1993.

C: In compliance with the Commission’s Order in Docket No 83-0309, the Company
uses the ARAM methodology, which assumes that originating differences are built at the
existing statutory rate.

d: The Company will record in its income statement deferred taxes consistent with the
Commission’s Order in Docket No. 83-0309. Specifically, originating differences will be
provided at the statutory rate, and reversing differences will reverse at the weighted
average provided. Any difference between this regulatory method and what would occur
under FAS 109 are recorded in regulatory assets and liabilities as appropriate. The
income statement will reflect the regulatory method. The balance sheet will be adjusted as
provided in ASC 980-740-25-2. See the Company’s response to subpart b of this data
request.

e: See PGL AG 7.20 Attach 01. This attachment traces the financial statement income
taxes (see PGL AG 7.20 Attach 02) back through to the general ledger (*GL”") accounts
ultimately to PGL AG 7.20 Attach 03, which is a report by vintage and class that lays out
the deferred income tax computation for plant. Wherever there is an amount in the column
labeled “Provision” that amount is the building difference computed at the 7.0% or 2.5%
components of the state income tax rate. The federal tax benefit rate is -3.325% The
amounts contained in the column labeled reversal are reversing differences computed
using the column in the report labeled “ARAM.” This demonstrates the amounts in

PGL 0014363



CUB-City Exhibit 1.4

ICC Docket No. 12-0512 Page 168 of 175

The Peoples Gas Light and Coke Company’s Response to
Attorney General Data Requests AG 7.01-7.36
Dated: October 9, 2012

Peoples Gas’ income statement for financial reporting purposes contain amounts
computed utilizing ARAM as required by the Commission’s Order in Docket No 83-0309.

f: If the information sought is what effect there would be on tax if the computation were
done not using ARAM, but instead computed the expense that would result if the company
recorded deferred tax expense under the liability method under ASC 740, Peoples Gas
can compute the maximum difference that would exist. The originating differences in the
test year for plant are $191,621,000. On a gross basis, the largest difference in tax rate is
2.2% (9.5% less 7.3%). When the federal tax effect is added, the difference becomes
1.43%. Multiplying the originating differences by 1.43% generates a maximum difference
of $2,740,000 (191,621,000 X 1.43%). Note that computing deferred taxes in this manner
causes a partial flow through, is not consistent with principles of full normalization, and is
not consistent with Commission’s Order in Docket No 83-0309.

g: See PGL AG 7.20 Attach 04.

PGL 0014364
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The Peoples Gas Light and Coke Company’s Response to

Staff Data Requests BAP 5.01-5.04
Dated: September 4, 2012

REQUEST NO. BAP 5.01:

Referring to Peoples Gas Schedule C-18, pp. 1 — 4, line 8, column (F), the total Invested
Capital Tax, please provide:

a). a detailed explanation for the difference between the 2012 forecasted
amount of $11,058,000, and the 2011 actual amount of $9,600,000, which
difference amounts to $1,458,000 or more than 15%;

b). calculations and supporting documentation of actual 2012 invested capital
taxes accrued and paid for the first half of the year, January through June
2012;

C). a detailed explanation as to whether the 2012 forecasted amount of
$11,058,000 should be adjusted downward to more closely approximate
annualized actual invested capital taxes from the first half of the year 2012,

d). a detailed explanation for the difference between the 2013 forecasted
amount of $12,087,000, and the 2011 actual amount of $9,600,000, which
difference amounts to $2,487,000 or nearly 26%;

e). a detailed explanation as to whether the 2013 forecasted amount should
be adjusted downward to more closely approximate annualized actual
invested capital taxes from the first half of the year 2012 or historical invested
capital taxes for the year 2011.

RESPONSE:

Please see PGL BAP 5.01 Attach 01.

PGL 0005142
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