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Ms. Elizabeth A. Rolando
Chief Clerk

Hlinois Commerce Commission «
527 East Capitol Avenue 74(,&&%
Springfield, lllinois 62701 /5 ﬁ,f/é

Dear Ms. Rolando: W M
Enclosed piease find a public version and proprietary version of lnteﬁnergy

Services ~Natural Gas, LLC’s Report of Continued Compliance as requested by
the Commission in the Order issued April 16, 2014 in Docket No. 13-0316.
Please note that proprietary treatment was granted in this Order.

Should you have any questions, please contact me at 312-681-1855 or via email
at AKlaviter@inteqgrysenergy.com.

Kind Regards,

%%ﬁé

Amy Klaviter
Regulatory Compliance Analyst
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Agpril 26, 2013 : Hwwintegtysenergy.com

Ms. Elizabeth A. Rolando

Chief Clerk ;
IHinois Commerce Commission : Public Document

527 East Capito] Avenue
Springfield, lllinois 62701

Dear Ms. Rolando:

In compliance with 83 Tll. Admin. Code Section 551,120, General Procedures for Reporting
Continuing Compliance with Certification Requirements, Integrys Energy Services — Natural Gas,
LLC. (“TEGE LLC™) submits the following:

1. 351.120(b) - See verification page attached.

2. 551.140 (e) — Attachment A is TEGE LLC’s demonstration that it maintains sufficient financial
resources. Attachment A is confidentia! and is being provided to Ms. Nicdac-Cuyugan and Mr.
Stoller on a confidential basis pursuant to Sections 4-404 and 5-108 of the Public Uilities Act.
Please note that Attachment A is the same method TEGE LLC used to meet the financial
qualification when it was granted its certification of authority in 2010.

Very Truly Yours,

Amy Klaviter

Regulatory Compliance Analyst



STATE OF WISCONSIN )
) ss.

COUNTY OF BROWN )

VERIFICATION

I, Daniel J. Verbanac, being first duly sworn, depose and say that | am integrys
Energy Services — Natural Gas, LLC's President, that this compliance filing to
demonstrate Integrys Energy Services — Natural Gas, LLC's continuing compliance with
Alternative Gas Suppliers certification requirements is being made pursuant to 83 Hii.
Admin. Code Part 551 of the lllinois Administrative Code, that the enclosed document
was prepared under my direction, that | know the contents thereof, and that the

statements therein contained are true 1o the best of my knowledge, information and

YA

( PANIEL J. VERBANAC
President
Integrys Energy Services— Natural Gas, LLC

belief.

SUBSCRIBED and SWORN to before me
thigiday of April 2013,

/va’d(,% WMJ i,

Tlanl p Bl SGEER G,

% x.\ ........
h’lsc NS\‘\.\‘

'“Hinul"‘“



integrys Energy Services — Natural Gas, LLC
Attachment A
Page 1
PROPRIETARY INFORMATION REDACTED

Attachment A
Financial Qualifications

Integrys Energy Services — Natural Gas, LLC (“TEGE LLC”) will meet its financial
qualifications by utilizing Section 551.80 (d) of the Commission’s rules, which permits the use
of a guarantee from an affiliate in favor of an unaffiliated entity associated with the acquisition

of gas from that entity.

TEGELLC isa wholly owned subsidiary of Integrys Energy Services, Inc. (“TEGE Inc”), which
is a wholly owned subsidiary of Integrys Energy Group, Inc (“TEG™).

Section 551.80 (d) (2) provides, in relevant part: “The guarantee, payment bond or letter of credit
be In an amount that is no less than the greater of $500,000 or 5% of the amount of the
applicant's revenue from the sale of natural gas for its most recently completed fiscal year,
adjusted for any amount of revenue expected from customer accounts purchased or under
contract io be purchased from another AGS”. As TEGE LLC does not have separate certified
financial statements, TEGE LLC will show that it meets the financial requirements to adequately
cover these assigned customers by starting with TEGE Inc.’s financial data that is included in the
TEG SEC Form 10-K Annual Report for the year ended December 31, 2012, which represents
the most recent financial statements covered by an independent auditors.report and then

disclosing revenues specific to Illinois.

As 1t appears in Note 26, “Segments of Business,” in TEG’s 2012 SEC Form 10-K Annual
Report on page 101 (see Attachment E for this page), the Nonregulated (TEGE Inc) Revenue for
2012 is $1,217.6 million. This number reflects total revenue booked from all of TEGE Inc’s
business, which includes TEGE LLC, during 2012. Instead of using this nuwmber, which covers
TEGE Inc’s revenue in all territories, for purposes of certification in Ilinois, TEGE LLC
proposes to determine the appropriate amount required for the guarantee by using the total
revenue of TEGE LLC for only Illinois,



| Integrys Energy Services — Natural Gas, LLC
- Attachment A
Page 2
PROPRIETARY INFORMATION REDACTED

TEG has issued one guarantee totaling 60 million to Sequent Energy Management L.P.
{(“Sequent”) for the benefit of TEGE Inc and TEGE LLC (see Attachment C). The term of the
guarantee is not less than one year. TEGE LLC have contracted with Sequent as its preferred
wholesale natural gas supplier to vauii'e gas supply to meet, among other requirements, TEGE
LLC’s gas supply obligations of its residential and small commercial customers in Illinois.
Sequent will be supplying natural gas to TEGE LLC who will take title to that gas for sale and

delivery to residential and small commercial customers in Illinois. Attachment D is TEG’s latest

rating reports.

TEGE LLC’s 2012 Illinois total revenue for all natural gas for its retail business is S

million as referenced by the following chart.

Integrys Energy Services ~ Naturat Gas, LLC 2012 Realized Retail Revenues
Generated in liinois

(% in millions)

Naturat Gas
Dt
NICOR Cusiomer Select $ ]

Choices For You , $ -

C&l

IL C&t R k3 |
IL. Storage $ ]

Total 2012 Natural Gas Revenues $ e

This number was certified by Craig VanderWerff, Controller for TEGE Inc, in Attachment B,

Thus, 5% of TEGE LLC"s 2012 Hlinois total revenue is $. million. Attachment C does not
contain any restrictions for the amounts to be used for certain markets or specific business
purposes. Therefore, of the $60 million in guarantees to Sequent, more than $J] milion could

be made available to our Illinois business.
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Integrys Energy Services — Natural Gas, LLC
Attachment B

Attachment B

AFFIDAVIT

Craig Vanderwerff, being first duly swormn, deposes and says that he is the

Controller of Integrys Energy Services, Inc.; that he has read the foregoing filing of

Integrys Enerqgy Services — Natural Gas, LLC., and that the statements and numbers

contained in Attachment A are true, correct and complete to the best of his

knowiedge, information and belief.

Subscribed and sworn to before me
thi@ﬁay of April, 2013.

/} M(L%ﬂa
Notary Public(lzpUA - Blobiov/tate

{Stag;;gptg

.....
A *e

p

» a
2 .
''''''

Craig Vanderwerff
Controller



Integrys £nergy Services - Naturai Gas, LLC
Attachment &

CORPORATE GUARANTY

This Corporate Guaranty (this “Guaranty™) is entered into as of March 18% 2610 by Integrys Energy Group, Inc, a
Wisconsin corporation ¢herein together with its successors and permitted assigns, the "Guarantor™), in favor of Sequent Energy
Management, 1.P., a Georgia limited partnership (herein together with its successors and assigns, "Guaranteed Party").

WHEREAS, Inteprys Energy Services - Natural Gas, LLC, a Delaware limited liability company, is an indirect wholly
owned subsidiary of Guarantor (hersin together with its successors and assigns, "IES Obligor"); and

WHEREAS, Integrys Energy Services, Inc., a Wisconsin corporation, is a wholly owned subsidiary of Guarantor (herein
together with its successors and assigns, “TEGE Obligor”, and together with IES Obligor, the “Obligors™); and

WHEREAS, IES Obligor and Guaranteed Party have executed the following agreements: an Energy Management
Agreement dated as of October 28, 2009 (“EMA™), an ISDA Master Agreement and Credit Support Annex and Gas Annex
(*ISDA Master Agreement”™), a Lockbox Agreement and a Collateral Assignment, all dated as of December 4, 2009 (collectively
the “IES Agreements™); and

WHEREAS, TEGE Obligor and Guaranteed Party have executed an ISDA Master Agreement and Credit Support Annex
and Gas Amnex dated as of December 4, 2009 (the “TEGE Agreement”, and together with the IES Agreements, the
“Agreements”}; and

WHEREAS, as consideration for the benefits that Guarantor will receive as a result of Obligors executing the Agreements
with Guaranteed Party, Guarantor is willing to guarantee both respective Qbligors’ payment obligations under the terms of the
Agreements,

NOW, THEREFORE, for value received, the receipt and sufficiency of which are hereby acknowledged, Guarantor
agrees as follows:

Guarantor hereby unconditionally guarantees the prompt payment of ali indebiedness that now is or may hereafter
become due and payable from either Obligor to Guaranteed Party under the Agreements pursuant to the terms and conditions
thereof (including, without limitation, interest thereen (inclusive of post-petition inigrest) and late charges, money damages and
other monetary amounts) and subject to the provisions of this Guaranty. Guarantor further promises to pay reasonable attorney's
fees and costs incorred by Guaranteed Party in enforcing such payment against Guarantor. The indebtedness guaranteed under this
paragraph and the reasonable attorney’s fees and costs payable by Guarantor are herein referred to as the “Guaranteed Liabilities™.

This Guaranty shall be a continuing guaranty of payment and not of collection, and Guarantor shall have no obligation to
perform or cause either Obligor to perform under the Agreements. Jt shall remain in full force and effect until the termination date
of this Guaranty, which shall be the date the EMA and the ISDA Master Agreement are terminated in accordance with their terms.
This Guaranty shall be revocable only with respect to liabilities occwrring on or afier the termination date of this Guaranty.
Termination of this Guaranty shall not affect Guarantor's obligations for Guaranteed Liabilities arising prior to the termination
date of this Guaranty. Notwithstanding anything contained herein to the contrary, the maximum aggregate liability of Guarantor —
under this Guaranty is limited to the amount of sixty million dollars ($60,000,000). At such time as Guarantor and Guaranteed
Party mutually agree in writing that all of TEGE Obligor’s obligations under the TEGE Agreement have terminated or been
satisfied in accordance with its terms, this Guaranty shall cease to apply with respect to any Guaranteed Liabilities or other
obligations of TEGE Obligor, but it shall otherwise remain in full force and effect.

Guarantor shall not be discharged or released from its obligations hereunder by any proceeding, voluntary or involuntaty,
involving the bankruptcy, insolvency, receivership, recrganization, Jiquidation or arrangement of Obligor or by any defense which
¢ither Obligor may have by reason of the order, decree or decision of any court or administrative hody resulting from any such
proceeding, including without limitation, the rejection of any of the Agreements as an executory contract. This Guaranty shall
continue to be effective or be reinstated, as the case may be, if at any time any payment of any of the Guaranteed Liabilities is
rescinded or must otherwise be returned by Guaranteed Party upon the insolvency, bankruptcy, or reorganization of either Obligor,
Guarantor, or any other guarantor or otherwise, all as though such payment had not been made.

olo

3\
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Integrys Energy Services - Natural Gas, LLC
Attachment C

Guarantor waives notice of acceptance of this Guaranty and notice of all defaults or disputes with either Obligor and
notices of presentment, demand, dishonor, protest or other notices of any kind, other than those expressly required hereunder.
Guarantor hereby consents to and waives notice of, and hereby agrees that this Guaranty is unaffected by, any and al] changes of
terms, amendments or other modifications to the Agreements, the withdrawal or extensior of credit or time to pay, the release of
the whole or any part of either Obligor’s indebtedness, the settlernent or compromise of differences, the acceptance or release of
security, the acceptance of notes, or any other form of ebligation for either Obligor’s indebtedness, and the demand, protest, and
notice of protest of such instriuments or their endorsements.

Guarantor reserves to itself all rights, setoffs, counterclaims and other defenses to which either Obligor may have to
payment of any indebtedness under the Agreements, other than (a) defenses arising from the bankruptey or insolvency of an
Obligor, and {b) any other defenses expressly waived by an Obligor in its respective Agreement(s) with Guaranteed Party or
otherwise waived in this Guaranty.

Upon the failure of an Obligor to pay any amount due and payable to Guaranteed Pafty under the Agreements,
Guaranteed Party shall give written notice of such failure to Guarantor and Guarantor shall pay or cause to be paid the amount
owed within five (5) business days.

Guarantor hereby represents and warrants to Guaranteed Party that (i} Guarantor is duly organized and validly existing
under the laws of the jurisdiction of its incorporation and, if applicable under such laws, I good standing, (i) Guarantor has ali
necessary corporate power and authority under its Articles of Incorporation or its By-Laws and all applicable laws to enter into this
Guaranty and to perform its obligations hereunder, (iif) the execution, delivery and performance of this Guaranty by Guarantor
have been duly authorized by all necessary corporate action and do not contravene or breach any agreement {0 which Guarantor is
a party or is bound, (iv) Guarantor’s obligations under this Guaranty constituté legal, vaiid and binding obligations, enforceable in
accordance with its terms (subject to applicable bankruptcy, reorganization, insolvency, moratorium or similar laws affecting
creditors’ rights generally and subject, as to enforceability, to equitable principles of general application (regardless of whether
enforcement is sought in a proceeding in equity or at law)), and (v) as of the date hereof and after giving effect to this Guaranty,
Guarantor is solvent.

_ Demands on (Guarantor for payment under this Guaranty shall be in writing and delivered by certified mail, postage
prepaid and return receipt requested, or by facsimile to:

Integrys Energy Group, Inc.
700 North Adams Street
Green Bay, W1 54301

Attn: Brad Johnson

Phone: (920} 433-1449
Fax: (920)433-7653

Any notices by Guarantor to Guaranteed Party shall be in writing and delivered by certified mail, postage prepaid and
return receipt requested, or by facsimile 10: : T o

Sequent Energy Management, L.P.
1200 Smith Street, Suite 900 )
Houston, TX 77002

Atm: Credit Manager

Phone: (832) 397-1700

Fax: (832)397-1781

This Guaranty shall be binding upon the successors and permitted assigns of Guarantor and Inure to the benefit of
Guaranteed Party and its successors and assigns. This Guaranty may not be assigned by Guarantor without the prior written
consent of Guaranteed Party, which consent shall not be unreasonably withheld.

THIS GUARANTY SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS OF
THE STATE OF WISCONSIN, DISREGARDING, HOWEVER, ANY CONFLICT OF LAWS PROVISIONS THAT WQULD
REQUIRE THE APPLICATION OF THE LAWS OF SOME OTHER STATE, AND IS INTENDED TO BE PERFORMED IN
ACCORDANCE WITH, AND TO THE EXTENT PERMITTED BY, SUCH LAWS. GUARANTOR AND GUARANTEED
PARTY HEREBY WAIVE ALL RIGHTS TO A JURY TRIAL.

N_B4B1611.1



Infegrys Energy Services - Natural Gas, LLC
Attachment C

This Guaranty contains the entire agreement between the parties with respect to the subject matter hereof and supersedes
all prior negotiations, understandings, agreements and guaranties between the parties, whether oral or written, relating thereto.
Guaranteed Party agrees that any such prior guaranties ars revoked and replaced by this Guaranty.

If any one or more provisions of this Guaranty shall for any reason or to any extent be determined invalid or
unenforceable, all other provisions shall, nevertheless, remain in force and effective.

Delivery of an executed counterpart of a signature page to this Guaranty by facsimile or electronic transmission shall be
effective as delivery of a manually executed counterpart of this Guaranty.

IN WITNESS WHEREOF, Guarantor has duly executed this Guaranty on this g™ day of March, 2010.
GUARANTOR: Iﬁteg!ys Energy Group, Inc.

- N W

Name: Barth J. Wolf
Title;  Vice President, Chief liegal Officer and Secretary

W_94671611.1
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; »
Mooby’s
INVESTORS SERVICE
Credit Opinion: Integrys Energy Group, Inc.

Global Credit Research - 18 May 2812
Chicago, llfinois, United States

Rai_inZQS: i

Moody's
Category Rating
Outlook Stable
Senior Unsecured Baat
Jr Subordinate Baa?
Commercial Paper P-2.
Wisconsin Public Service
Corporation
Outlook : Stable
lssuer Rating AZ
First Mortgage Bonds Aa3
Senior Secured Aad
Pref. Stack Baat
Commercial Paper P~
Peoples Gas Light and Coke
Company
Quticok Stabie
Issuer Rating A3
First Mortgage Bonds Al
Senior Secured MTN (PIAd
Commercial Paper P2
North Shore Gas Company
Qutlook Stable
Issuer Rating A3
First Mortgage Bonds Al
Senior Secured MTN (PHAT
Contacts
Analyst Phone
Scott Solormon/New York City 212.553.4358
Wiliiam L. Hess/New York City 212.553.3837

Key Indicators.

[1lintegrys Energy Group, Inc.

2011 2010 2009 2008

(CFO Pre-W/C + interest} / Interest Expense 6.7x  6.0x 5.5x 5.3x
(CFO Pre-W/C} / Debt 28% 2% 2%  18%
(CFQ Pre-W/C - Dividends) / Debt 21% 21% 20%  13%
Debt / Book Capitalization 41% 44% 45%  52%

[1] All ratios calculated in accordance with the Global Regulated Electric Utilities Rating Methodolcgy using Moody's
standard adjustrments. )
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Note: For definitions of Moody's most common ratic terms please see the accompanying  User's Guide.

Opinion:. ..
Rating Drivers

Liility subsidiaries operate in diverse and relatively supportive regulatory environments
Repositioning of non-regulated businesses

Strong financial performance

Large capital spending program

Significant holding company debt and above average dividend payout

Corporate Profile

Integrys Energy Group, inc. (Integrys: Baa senior unsecured, stable outlook) is a diversified energy holding
company headquartered in Chicage, Hllinois that was created through the February 2007 merger between WPS
Resources and Peoples Energy, LL.C (PEC).

Integrys owns six regutated utilities, Wisconsin Public Service Comporation (WPSC: A2 Issuer Rating), The Peoples
Gas, Light and Coke Company (PGL: A3 Issuer Rating}, North Shore Gas Company {NSG: A3 Issuer Rating),
Minnesota Energy Resources Corporation (MERC: not rated), Michigan Gas Utilities Corporatior (MGUC: not rated)
and Upper Peninsula Power Corporation (UPPCO: not rated) that in the aggregate serve approximately 1.7 million
gas and 500,000 etectric customers in Wisconsin, llinois, Michigan, and Minnesota. The most sizable utifites are
WPSC, a vertically-integrated slectric utility headquarter in Green Bay, Wisconsin and PGL, a local natural gas
distribution company{LDC) that operates in and around Chicago.

Integrys also has an approximate 34% ownership interest in the American Transmission Company (AT C: At senior
unsecured).

Integrys' non-regulated retail energy marketing business is focused on marketing natural gas and electricity to
cornmercial, industrial and residential customers primarily in the northeastern quadrant of the United States. Moody's
estimates Integrys’ non-regutated energy matketing business currently accounts for 10- 15% of the company's
annual cash fow .

Rating Rationale

Maody's evaluates Integrys’ consolidated financial performance relative to the Regulated Eleclric and Gas Ulilities
rating methodology {the methodology) published in August 2009, As depicted in the grid below, Integrys' indicated
rating under this methodology is Baal compared to its current Baat senior unsecured rating. The indicated rating
vnder the methodology considers Integrys' consolidated financial performance based on a three-year historicat
average.

Integrys is well positioned in the Baa1 rating category. The company's rating is supporiad by the underlying cash
flow stability provided by its six regulated utility subsidiaries,  diverse, multi-state service temritory and strong
historical financial performance. The rating, however, is tempered by the degree of holding company debt, the risk
profile of its non-regulated business and an above average dividend payout.

DETAILED RATING CONSIDERATIONS
The primary drivers for the rafing and cutlook are as follows:
Diverse and reasonably supportive regulatory environments

Integrys has suceessfully reduced the business risk profile of the enterprise through the acquisition of four regulated
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gas utifities, MGUC in April 2006, MERC in June 2006 and N3G and PGL in February 2007 followed by a
restructuring of its non-regulated business in 2009-2010. As a result, Integrys’ regulated ufilities {inciuding its
investment in ATC) which operates in four stafes, typically account for approximately 85-90% of ifs annual
consolldated cash flow.

Generally speaking, integrys' regulated L.DC utilities operate in relatively supportive regulatory environments that
provide PGL, NSG, MGU and MERC with rate mechanisms {o pass gas costs directly to their customers and to
recover bad debts. Furthermore, PGL, NSG and MGU have heen granted decoupling mechanisms to offset the
financial impact of declining usage. MERC requested a decoupling mechanism in its recent rate case filing and we
expect the reguest to be approved in a final order expected in the second quarter. An offset to these allowed
recovery mechanisms by regulators, a credit positive, is the below average allowed retumn on equity (9.45%) granted
to PGL and NSG.

The supportive regutatory environments in which the LDC's operate combined with the strong regutatory
environment provided in Wisconsin supports a high-Baa rating factor for Factor 1: Regulatory Framework within
Moody's methodology. That being said, we have notched this rating factor downward to reflect the higher risk profile
of Integrys' remaining non-regulated business, however, & high-Baa rating factor has been assigned for Factor 2;
Abllity to Recover Costs and Earn Returns,

Reduced scale and scope of non-regulated energy markeling business

Integrys substantially reduced the scale and scope of its non-regulated energy marketing businesses in 2009-2010
largely by selling several businesses with substantial collaterai requirerments.

Integrys’ remaining non-regulated husiness is focused on markefing electricity and natural gas in the retail market
serving commercial, industrial, direct and aggregated small commercial and residential customers primarily in the
northeastern quadrant of the United States, Integrys manages the supply risk of its natural gas marketing business
through a muiti-year natural gas supply agreement with a creditworthy countarpanty. Specifically, this agreement
provides Integrys with sufficient capacity to mest the natural gas requirements of its energy markeling business and
includes a confractually set limitaiion on collateral support requirements,

integrys has always provided collateral support on behalf of its non-regulated energy marketing businesses, As this
business grew in scale, so did the collateral requirernents, thereby pressuring Integrys’ liquidity profile. The
downsizing of this business segrment, however, has resultad in significantly reduced collateral requirements.
Guarantees and other forms of corporate support provided by Integrys on behalf of its non-regulated operations to
support its commodity fransactions declined o less than $800 miltion as of March 31, 2012 from $2.5 billion at
December 31, 2008. Cash collateral provided to third parties declined to $64 million from $256 million during the
same timeframe. Furthermere, the collateral requirement asscoiated with a hypothetical downgrade of integrys’ rating
1o below investment grade has dedlined to a more manageabie $271 mililon at March 31, 2012 from approximately
$700 million at December 31, 2008.

Strong key financial metrics

Integrys achisved CFO-pre WC to debt of approximately 28% and cash flow coverage of interest expense of 6.7
times for 2011 compared to 27% and 6.0 times, respectively, in 2010, Integrys' strong financial metrics in these years
were driven in part by the impact of bonus depreciation. Specifically, Integrys received a federal tax refund of $80
miflion in 2011 and $2 million in 2010, Without bontis depreciation, Moody's estimates that Integrys' key financial
metrics would have ranged between 22-26% and 5-6 times, respectively, during this two-year timeframe.

The company anticipates a significant reduction in {axes again in 2012 due to bonus depreciation. Our rating and
outlook assumes a normalization of depreciation and an expectation that Integrys maintains consolidated CFO-pre
WC to debt in the 20-25% range and interest coverage in excess of 5.0 times over the next several years.

Integrys consolidated capital expenditure program for the three-year period 2012 through 2014 is significant at an

estimated $2.3 billion {compared to $1.0 billion for the three year period ended 2011). The primary drivers for the

increase in capital spending are PGL's accelerated cast iron replacerment program and environmental controls on

WPS's coal plant facilities. Both utilites are expected to file frequent rate cases to ensure timely recovery of these
" investments.

Integrys' subsidiaries are expected to fund their respective capital expenditure programs with internally generated
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funds, incremental debt and parent equity contributions. Integrys anticipates an incremental holding company debt
offering in the 2012-2014 timeframe and may issue eguity fo fund in part its capital expenditure program.

Significant helding company debt and above average dividend payout

integrys’ rating reflects in part the significant amournt of halding company debt and the currert high dividend payout
ratio, which are the primary drivers for the two-notch rating difference between if and the senior unsecured rating
assigned to WPSC, its largest regulated subsidiary. At 12/31/2011 long-term helding company debt was $708 millicn
{adjusted for a $270M hybrid security that cumently receives 25% equity and 75% debt treatment for financial
leverage purposes by Moody's) or approximately 30% of consolidated long-term balance sheet debt.

integrys’ dividend payout fo its sharehclders in 2011 was approximately $206 millior: or 80% of consolidated net
income. That said, the company's earnings are somewhat influenced by mark-to-market accounting at its ensrgy
marketing business. For exarrple, in 2011, the company eamings were skewed by $48 million {after-tax) of net
unrealized fosses on non-regulated energy contracts. lgnoring this non-cash impact, Integrys' dividend payout in
201 was approximately 74%, which is slightly higher thar: industry average of 65-70%.

Liquidity Profile

Integrys proactively manages its liquidity profite to ensure access to funds in an amount comfortably in excess of all
potential requirements.

Integrys' parent's external scurces of liguidity include $1,210 million of unsecured revolving credit facilities
commitments (3735 million due April 2013, $275 miillion due in May 2014 and $200 millicn due in May 2016) to
support the issuance of ietters of credit, to mest short-term funding requirements and to provide alternate liquidity for
its commercial paper program. Terms of the syndicated revolving credit faciliies indude a representation that no
material adverse change has occurred on the facilities' effective date (buf not at any other times throughout the
facility's term}). The sole financial covenant is a 68% fimitation on the debt compenent of integrys’ capital structure.
The company has substantial headroom under the capital structure covenant ; we estimate that Integrys’ debi-to-
capitalization for the purpase of this covenant is currently at approximately 45%.

Integrys had aphroximately $92 mitlion of commercial paper outstanding and $34 million of letters of credit issued
under its credit facilities at December 31, 2011. The average amount of parent commercial paper outstanding during
fiscal year 2011 was $75 million. The company's most near-term debt maturity is $100 million In December 2012,

Availability under Integrys' credit facilities are more than adequate to meet the patential $271 million collateral
requirement associated with a hypothetical downgrade of Integrys' rating to below investmeant grade. We anticipate
Integrys will extend the maturity of its $735 million faciity due April 2013 during the second quarter.

Separately, WPSC and PGL. have access 1o three credit facilities totaling $500 miliion in cormmitments to support
their respective business requirements.

Rating Qutlook

The stable rating cuttook reflects a reduced business risk profile associated with the completed restructuring of the
company's non-regulated businesses and an expeciation that Integrys' consolidated ratio of CFO pre-W/C to debt
will continue to exceed 20% for the near-te- medium term.

What Could Change the Rating - Up

Upward rating movement is not expected in the medium-term, Longer term, we would likely need to see Integrys’
consalidated ratio of CFO pre-W/C to debt exceed 25% without the benefit of any tempaorary items such as bonus
depreciation on a sustainable basis to consider an upgrade.

What Could Change the Rating - Down

Changes in regufatory supportiveness or an unexpected increase in leverage or decline in cash flow such that its
ratio of CFO pre-W/C to debt falls below 17% on a sustainable basis.

Rating Factors .. ..
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integrys Energy Group, Inc.

Regulated Electric and Gas Utilities Industry [1][2] Current Moody's
12131720 12-18
month
' Forward

View™

As of

May

2012
Factor 1: Regulatory Framework (25%) Measure [Score Measure|Score
a) Regulatory Framework Baa Baa
Factor 2: Ability To Recover Costs And Earn Returns {25%)
a} Ability To Recover Costs And Eam Returns Baa Baa
Factor 3: Diversification (10%)
a) Market Position (10%) A A
b} Generation and Fuel Diversity (0%) Baa Baa
Factor 4: Financial Strength, Liquidity And Key Financial '
Metrics (40%)}
a) Liquidity (10%) Baa Baa
b) CFO pre-WC + Interest/ Interest {3 Year Avg) (7.5%) 6.0x A 506800 A
G} CFO pre-WC / Debt (3 Year Avg) (7.5%) 278% A 20-25% ; Baa
d) CFO pre-WC - Dividends / Debt (3 Year Avg) {7.5%) 20.7% A 15-17% | Baa
e) Debl/Capitalization (3 Year Avg) {7.5%) 43.3% A 40-45% | A
Rating:
a) Indicated Rating from Grid Baat Baza1
b) Aciual Rating Assigned Baa1 Baa1

* THIS REPRESENTS MCODY'S FORWARD VIEW,; NOT THE VIEW
OF THE ISSUER; AND UNLESS NOTED IN THE TEXT DOES NOT
INCORPORATE SIGNIFICANT ACQUISITIONS OR DIVESTITURES

[1} Al ratios are calculated using Moody's Standard Adjustments. [2] As of 12/31/2011; Source: Moody's Financial
Metrics

Moopys
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@ 2012 Moody's Investors Service, Inc, and/or its licensors and affiliates (collectively,
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AFFH.JIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEET OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOQDY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE .
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
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OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TC
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOCODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TC, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE CR IN FART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT,
All inforration contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopts all necessary measures so that the information & uses in agsigning 2 credit
rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party sources, However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rating process. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, smployees or agents in connection with the procurement, collection,
commpitation, analysis, interpretation, communication, publication or delivery of any such
information, or {b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MCODY'S is advised in
advance of the possibility of such damages, resuliing fromthe use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations {o purchase, sell or hold any
securities. ach user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHAT SOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"}, hereby
discloses that most issuers of debt securities {including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior fo
assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies and
procedures o address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reporied to the SEC an
ownership interest in MCO of mere thar: 5%, is posted annually at waw.moodys.com under the
heading “Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation

Policy."
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Any pubiication into Australia of this document is by MOODY'S affiliate, Moody's investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336968.
This document s intended fo be provided only to "wholesale clients™ within the meaning of section
761G of the Corporations Act 2001, By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
‘wholesale client” and that nelther you nor the entity you represent will directly or indirectiy
disseminate this document or its contents to “retall clients" within the meaning of secfion 761G of
the Corporations Act 2001, ’

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K K. (“MJKK"} are MJKK's current opinions of the relative future credit risk of entifles, credit
comvitments, or debt or debt-like securifies. in such a case, “MIS” in the foregoing statements
shall be deemed to be replaced with “MJKK", MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K,, which is wholly owned by Moody's Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. it
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or ather professional adviser.,
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Integrys Energy Group Inc. (a-/stable/a-2)

Business Description®

Integrys Energy Group, Inc., a diversified energy holding company, engages in natural gas and electric utility operations, and
non regulated energy operations in the United States and Canada. Its segments include Naturat Gas Utility, Electric Utility,
Electric Transmission Investment, and Integrys Energy Services. The company provides natural gas service {o approximately
1,690,000 residential, cormmercial and industrial, transportation, and other customers in Chicago and the northem suburbs of
Chicago; northeastern Wisconsin and an adjacent portion of Michigan&€™s Upper Peninsula; various cities and communities
throughout Minnesota, and the southern portion of lower Michigan. It also generates and supplies electricity to approximately
495,000 residential, commercial and industrial, wholesale, and other customers in northeastern Wisconsin and an adjacent
portion of Michigand€™s Upper Peninsula. in addifion, the company offers wholesale electric service to various customars,
including municipai utilities, electric cooperatives, energy marketers, other investor-owned utilities, and municipal joint action
agencies. As of December 31, 2012, it ownet approximately 25,000 miles of electric distribution lines and approximatety 181
distribution substations; and approximately 22,000 miles of natural gas distribution mains; approximately 1,000 miles of natural
gas transmission mains; and approximately 300 natural gas distribution and transmission gate stations. Further, Integrys Energy
Group, inc. supplies and sells non regulated retail electricity and natural gas to commercial, industrial, and residential customers
in deregulated markets. The company was formerly known as WPS Resources Corporation and changed its name to Integrys
Energy Group, Inc. in February 2007. integrys Energy Group, Inc. was founded in 1883 and is headquartered in Chicago,
ilinois.

Major Rating Factors®

Strengths:

-+ Mostly lower-risk monopolistic, rate-regulated electric and gas businesses;
+ Management's proactive efforts 1o decrease regulatory risk;

» Restructured, smaller size, lower-risk nonutility businesses; and

= Historically improved financial measures.

Weaknesses:
« A continued weak economy and slow growth coutd weaken cash flow over the medium term; and

+ Increased capital spending over the medium term.

“Issuer Gredit:Measuires (as

Rating CreditWatch/Outlook " GreditWateh/Outiook Date

SE&P Issuer Credit Rating Rating Date

Foreign Long-Term 24-Jan-2012 A- Stable 24-Jan-2012
Foreign Short-Term 21-Feb-2007 A-Z

L.ocal Long-Term 24-Jan-2012 A- Stable 24-Jan-2012
t.ocal Short-Temn 21-Feb-2007 A2

Date

Type Description
19- Apr- Commentary industry Repaort Card: Stable-To-Modestly improved industry Ouflook Supports Ratings
2013 For U.5. Regulated Electric, Gas, And Water Utilities
15- Feb- Summary Summary; Wisconsin Public Service Corp.
www.standardandpoors .comratingsdirect H

Copyright © 2012 Standard & Poor's Financial Services LLC, a subsigiary of The MeGraw-Hill Companies, Inc. All rights reserved. 302884 | 301895892



/?ﬂqcﬂmﬂﬁf D

“integrys‘Energy-Group:Inc.

iSub-sactor:Uillties :

Type Description

Analysis
Feb- Summary Summary; The Peoples Cas Light & Coke Co.
Analysis
Feb- Summary Summary: Peoples Energy LLC
2013 Analysis
15~ Fab-~ Summary Summary: North Shore Gas Co.
2013 Analysis
15~ Feb- Summary Summary: Infegrys Energy Group inc.
2813 Analysis
0t~ Feb- Commentary Issuer Ranking: U.S. Eleclric, Gas, And Water Utilities, Strongest To Weakest
2013
25~ Jan- Commentary Industry Economic And Ratings Qutlock: U.S. Regulated Utilities Expected To Continue
2013 ) On Stable Trajectory in 2013
28~ Dec- Commentary Standard & Poor's Revises lts U.S. Utllity Regulatory Assessments
2012
19- Nov- News U.S. Reguiated Utilities' Credit Stabitity Continues Amig Good Risk Management And
2012 Comments Capital Access, Report Says -

FurezgnLong—Te RatmgSHlstory{Last _Iéaré) Sl
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i | e SRF U0 GRS Index Spread Change
e Integrys Energy Group Inc, == hiadian = Average &2013 Standard & Poors p 8
1GDS Data provided by ShiA Dats\fision as of previous day
& 2013 Standand & Poors closing values, EST,

Rank Issuers ICR ICR Date Previous ICR Previous ICR Date  CDSthps} MDS

1 ATCO Lid. AlStable/~ 07-Jan-2004  A+/Watch Meg/.. 05-Mar-2003
2 Ganadian Utiliies Ltd. AlStable/A-1 07-Jan-2004  A+/Watch Neg/A-1 05-Mar-2003
Standard & Poor's | RatingsDirect 2

Copyright & 2013 Standstd & Poors Financis! Senvdces LLT, a subsidiary of The MeGraw-Hill Comparies, inc. All ights reservad. 303884 | 301885892
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Rank Issuers ICR iCRDate Previous ICR Previous ICR Date  CDS{bps}) MDS

3 San Diego Gas & Electric Co,  A/Stable/A-1 02-0ct-2008  A/Negalive/b-i 28-Jul-2008
4 Integrys Energy Group inc. A-IStable/A-2 24-Jan-2012  BBB-+/Positivefi-2 21-Jan-2011
5  Wisconsin Energy Gomp. A-IPositive/A-2 07-Jun-2012  A-/Stable/A-2 27-dun-2011 486 a
6 Hera SpA BBB+StablefA-2 23-4un-2010  A-/Negative/A-2 17-Apr-2009
7  MDU Resources Group Inc. BBB+/Siable/A-2 28-Feb-2006  A-/NegativelA-2 08-4an-2003
8 SCANA Corp. B88B+/5table/A-2 06-0ct-2010  BBB+/Stable/NR 22-Apr-2009 94 bbb
9 Puget Sound Energy Inc. 3BB/Stablef/A-2 16-Jan-2008  BBB-Mafch NegiA-3  26-0ct-2007
10 Acea SpA BBB-/Negative/A-3  31-0ct-2012  BBBE-+/Negalive/A-2 16-Mar-2012
11 Puget Energy Inc. BB+/Stable/~ 16-4an-2008  BBB-Watch Neg/~ 26-0Oct-2007

Froﬁtaii o 7 ) eege Dbt Servicing
EBITDA

Cash Flow Op. Inc.! Debt/ Int. Cov. FOCF/

issuers | Revenue EBITDA  FromOps,  CAPEX FOCF  Rev. (%) | EBITDA{x) {x} Debt (%)

Hera SpA (30-Sep- | 5,874.57 730.27 371.45 302.88 (21.44) 16.25 5.89 4.96 {0.82)
2012y

Wisconsin Energy | 4.246.40 1,450.03 1,275.53 704.80 570.73 23.85 3.85 532 19.21

Corp. (31-Dec-2012)* -

ATCO Lid. (31-Dec- 4,380.60 1877.56 1,133.62 2,194.51 (1,060.89) 3815 4.23 4.67 (15.08)
2012y

SCANA Corp. (31- | 4,176.00 1,278.67 826.16  1,070.10 (243.95) 30.49 4.91 3.92 {3.88)
Dec-2012)

Acea SpA (30-Sep- | 4,767.72 722.84 508,63 673.29 (164.66) 19.50 7.51 580 {5.02}
2012)*

Integrys Energy | 4,212.40 826.20 773.82 643.10 130.72 12.35 4.18 5.42 3.79
Group Inic. (31-Dec-
2012y

SanDiego Gas | 3,604.00 1,380.17 1,084.57  1,207.00 (142.43) 37.80 3.48 5.36 (2.95)
&amp; Electric Co.
(31-Dec-2012)"

MDU Resources 4,060.04 773.98 582.61 795.11 (212.50) 16.43 2.84 ' 7.1 (10.42)
Group inc. (30-Sep-
2012)

Puget Energy fnc. | 3,215.16  1,277.18 93219 1,017.11 (84.92) 30.97 4.62 3.16 (1.44)
(31-Dec-2012)

Puget Sound Energy | 3,216.26  1,251.82 948.32  1,02345 (75.13) 39.20 347 4.89 {1.73)
tnc. {31-Dec-2012)*

Canadian Utilities | 3,152.38  1,443.61 943,78 1,956.55 (1,012.77) 46.74 4.44 4.42 (15.83;
Ltd, (31-Dec-2012)*

Peer Group Average 4,000.50 1,165.76 850.97 1,061,623 {210.66) 31.07 4,47 5.06 (3.93})

*LTMas of :

All fligures quated in miflions USD , based on the issuers base curIrency.

2012 2011 210 2009 2008

2012 vsPeaers 2011 vs Peers 2010 vsPeers 2008 vs Peers 2008 vs Peers
Revenue 421240 378665 470870 4,03620 520320 382275 748080 4,088.83 14,047.80 4,840.17
wwwy standardandnoors. com/ratinasdirect 3

Copyright @ 2013 Standard & Poor's Financial Services LLGC, a subsidiary of The McGraw-Hili Companies, [ne. Afi rights reserved. 303884 | 301995852
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2012 ' 2011 T 2010 2000 2008

2012  vs Peers 2011 vsPeers 2010 vsPeers 2002  vsPeers 2008 vsPeers
EBITDA §26.20  1,324.53 763.29 106817 860.19 963.25 T13.59 926,42 523.93 828.32
Cash Flow From Tr3.82  1,0600.50 821.82 808.51 863.06 697.27  1,647.50 739.17 210.21) 589.36
Operatlons
CAPEX 643.10 1,334.57 368.88 240,50 294.90 746.97 485.32 738,59 571.56 810.63
Free Operating Cash 130.72  {243.22) 452,93 (131.99} 568.16 (49.69) 1,152.19 0.58 (8177 22120
Flow
Annuai Revenue Growth (16.54) (0.48) (9.50) 8.88 (30.862) {2.08) {46.61) {(11.17) 36.49 16.45
(%3
Debt/EBITDA (x) 4.18 418 4,21 4.34 3.80 4,51 4.36 4.54 7.78 4,83
Qperating Income 19.35 35.82 16.11 28.82 16.25 27.97 10.28 27.28 a7y 2213
(BefD&AYRevenue (%)
EBITDA/Interest (x) 5.98 5.41 5.15 6.23 513 6.50 4.14 5.97 3.00 5.68
FOCFDabt (%) {0.83) (4.88) 16.93 {2.08) 17.61 {0.49) 42.52 Q.55 {21.43) {(6.13)
Rationaiet

Standard & Poor's Ratings Services' ratings on Chicago-based Integrys Energy Group Inc. reflect Integrys' consolidaied credit
profile, including its "excellent” business risk profile and "significant” financial risk profile under our criteria.

Integrys's rate-requiated electric and gas utility subsidiaries include:

« Peoples Energy, L.LC., formerly Peoples Energy Corp., an intermediate hoiding company of Peoples Gas Light & Coke Co.
{PG) and North Shore Gas Co. (NSG);

Wisconsin Public Service Corp. (WPS);

Upper Peninsula Power Co.;

Minnesota Energy Resources Corp.;

» Michigan Gas Utilities Corp.; and

« Ametican Transmission Co. LLC, & rate regulated electric fransmission company of which Integrys owns 34%.

Integrys's nonuiility operations inciude Integrys Energy Serviges Inc., a retail energy marketing company, and the compressed
natural gas operations of Integrys Transportation Fuels LLC, through two recently acquired subsidiaries, Trillium USA and
Pinnacte CNG. Integrys's nonutility businesses also include solar profects, through its partnership with Duke Energy Generation
Services.

L]

We view Integrys's various businesses as a diversification of its nonutility operations, but we do not visw them as an overall
reduction of the nonutility risk portfolio and would not expect them to grow disproportionately. We expect integrys to maintain the
current size of its nonutility businesses and these to account for about 10% of consolidated funds from operations (FFQ} and the
remaining 80% ta represent the more stable cash flows of the regulatec utility business.

Integrys's excellent business tisk profile reflects the company's lower-risk monopoiistic raie-regulated businesses that provide an
essential service, partly offset by the company's higher-risk nonutility businesses. Integrys has continued to effectively manage
its regulatory risk in its service territories, including regular filing of rate cases, with the goal of further reducing regulatory lag.
Rate cases were filed in lllincis and are currently panding for PG and NSG; the utilities requested increases of $102.7 million

and §12.5 million, respectively. in Wisconsin, a settlement was recently approved by the Public Service Commission authorizing
a rate increase of $28.5 million for WPS' electric rates, subject fo certain offsets and deferrals in 2013 and a $3.4 miliion
decrease in WPS's gas distribution raies.

Standard & Poor's | RatingsDirect 4
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The riskier nonutility businesses reflect the highty competitive energy retail marketing industry that is characterized by minimal
barriers to entry, low margins, and volatile cash fliows. The primary risks are matching supply to variable loads or estimated
sales volumes and maintaining sufficient liquidity for collateral and margin calls. The company continues to expand this business
and was recently selected as the supplier of eleciricity for the ity of Chicago's 900,000 customers,

Integrys's significant financial risk profile reflects the company's strong historical financial measures, despite the recession and
the subsequent weak recovery. We expect financial measures to support the current rating in the future. However, lower sales
volumes, driven by mitd weather, may confinue to pressure the company's consolidated finances. The company also faces
uncertainty regarding the llfincis gas companies' further use of the decoupling mecharnism pending the Appeliate Court's
decision, which may result in regulatory refunds and increase vulnerability to weather in the future.

For the 12 months ended Sept. 30, 2012, consclidated FFO to total debt was 18.6%6, compared with 18.8% on June 30, 2012,
Debt to EBITDA was 4.3x and debt to capital was 50.7%. Under our base-case scenario, over the next three years, we forecast
FFO to debt of about 20%, debt to EBITDA to average 4.1x, and debt {o total capital to equal about 50%. Key assumptions
include a continued slow economy, frequent rate case filings, and timely recovery of large capital spending.

Integrys had positive discrefionary cash flow in 2011, parily because of increased bonus depreciation and reduced capital

spending. Over the next three years, we expect discretionary cash flow to revert to negative, primarily because of increased

environmental capital spending and the acquisition of the Fox Energy Center. However, we expect Integrys to meet these cash

shortfalis in a manner that is at ieast credit neutral.

Liguidity

Our short-term rating on Integrys is 'A-2". The company has "adeguate” liguidity and can cover Its needs for the next vear, even

if FFQ decreases.

QOur liquidity assessment is based on the following factors and assumptions:

« We expect the company's liquidity sources {including cash, FFO, and credit facility availability) to exceed its uses by about
1.3x over the next 12 months. .

» Debt maturities are managesble, with about $314 million maturing in 2013, $100 million maturing in 20114, and about $126
million maturing in 2015.

« Even if EBITDA decreases by 15%, we believe net sources will be well in excess of liquidity requiremerts,

The company can absorb high-impact, low-probability events with fimited need for refinancing, has the flexibifity to lower capital

spending, has sound bank relationships and solid standing in the credit markets, and has generally prudent risk management.

I our analysis, we assumed liquidity sources of more than $1.8 billion over the next 12 months. Integrys has more than $1.6
billion currently committed under revoiving credit facilities. We estimate the company will use about $1.4 billion over the same
period for capital spending, debt maturities, working capital needs, and shareholder dividends.

Integrys's credit agreements include a financial covenant requiring that the consoiidated ratio of total debt to tota! capiial be no
more than 65%. As of Sept. 30, 2012, the company had adeqguate cushion with respect to this financiat covenant.

Outiookt

The stable rating cutlook on Integrys reflects Standard & Poor's baselineg forecast that consolidated FFO to debt and debt fo total
capital will equal about 20% and 50%, respectively, over the next three years. Significant risks to the forecast include higher-
than-anticipated capital cosis, a weaker-than-expected economy, or materially lower rate case increases than we predict. We
could lower the rating if the nonutitity business were to disproportionately grow to greater than 15% of the consolidated company

www standardandooors. comdratingsdirect 5
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or FFO to debt were fo weaken to less than 18% on a consistent basis. We consider an upgrade to be highly uniikely, but it
could oceur if the company's FFO to debt were to be consistently greater than 30% and its debt to total capital less than 45%
and if if were to maintain its excellent business risk profile.

Annual Annual Annual Annual Annuat
3. 31 - - 31-
Bec- Gec- Dec- Dec- Dec-
2012 2011 2010 2009 2008
usp usp usp usp usp
Sules 4,212.40 4,748.70 5,203.20 7.499.80 14,047.80
Other operating revenues — — — — e
Revenues, pre-adjusted 4,212.40 ) 4,768.70 5,203.20 7,499.80 14,047.80
Less: Captive finance revenues 0.00 0.00 0.00 0.00 0.00
Plus: Revenues, consolidating — o e —_— —_
(deconsoiidating}
Less. Nonrecourse interest 0.00 0.00 0.00 0.00 ' (.00
Less: Securitized interest 0.06 0.00 0.00 0.00 0.00
Lass: Amortized portion of 0.00 0.00 0.00 C.00 0.00
nonrecourse debt
Less: Amortized poriion of 0.00 0.00 .00 0.60 0.00
securitized debt
Pius: Revenues - e - o . — —_
Finance/interest Income
Plus: Revenues - Profit on - — — - -
digposals
Plus: Revenues - Derivatives — —_ — — —
Plus: Revenues {ad hoc) : e e e -— —
Revenues, adjusted 4.212.40 4,708.70 5,203.20 7.499.80 14,047 80
Cost of goods sold 2,366,50 2,916.90 3,305.30 5,621.10 42,398.40
SGRA — — — e -
R&D - e e — —
Raw materiats, supplies, and —_ — — - —
merchandise
Change in stocks 0.00 0.00 0.00 (.00 0.00
Capitalized costs — — e — —
Staff expense, total —— e — e —_
Taxes cther than income : 86.40 98.40 23.20 86.30 93.60
Operating expense, other 1,031.30 1,028.20 1,045.60 1,100.60 1,081.20
income (expense) of 0.00 ¢.00 0.00 G.0¢ 0.00
unconsofidated companies .
Spacial item gains/(iosses)- 0.00 1.70 0.00 0.00 0.00
disposals, restructuring, FX,
asset sales
Operating expenses (bef. 3,494.20 4,045.20 4,444,110 6,818.00 13,573.20
D&A), total, pre-adiusted
Operating income {bef. D&A), 718.20 663.50 759.10 681.80 474,60
pre-adjusted
Plus: Trade receivables sold — _ —_ — —
Plus: OLA rent 8.50 8.15 10.70 11.35 9,70
i.ess: Captive finance revenues 0.00 0.00 0.00 0.00 0.00
Standard & Poor's | RatingsDirect 6
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Annual Annual Annual Annual Annual

3i- 31- 31- 31~ 31
Dee- Dec- Dec~ Dec- Dec-
2012 2011 2010 2009 2008
usp usp ush uspD usp
Plus: Captive nance operating 0.00 - 0.00 0.00 0.00 0.00
axpense
Plus: Revenues, consolidating —_ — - — —
{deconsolidating)
Less: Expenses, consolidating 0.00 0.00 0.00 0.00 0.00
(deconsolidating)
fess: Nonrecourse interest 0.00 G.00 0.00 0.00 Q.00
tess: Securitized interest (.00 0.00 600 0.00 0.00
Less: Amortized portion of ) 0.00 0.00 0.00 0.00 0.00
nonrecourse debt
Less: Amortized portion of 0.0 0.00 0.00 000 0.00
securitized debt -
Plus: ARO finance costs : 20.40 17.10 11.70 8.70 7.80
Plus: PPA depreciation 40,30 40,30 36.40 31.20 27.00
Plus: PPA interest expense 14,58 14,58 16.67 17.65 11,58
L.ess: Capitalized develcpment 0.00 0.00 0.00 0.00 0.00
costs
Less: Infrastructure renewal 0.00 0.00 0.6 £.00 0.00
costs -
Plus: Capitalized interest — — —_— _— —
(EBITDA transfer from
inventary} .
Plus: Pension & other 12.90 12.00 - 11.20 19.20 {1.60)
postretirement expense
Plus: Revenues - — — - — e
Finance/Inierest income
Pius: Revenues - Profit on — . — —_— — —
disposals
Plus: Revenues - Derivatives —— e o — —_—
Plus: Revenues {ad hoc) -— e — - —_
Plus: EBITDA - income — —_— —_— — —
{expense) of unconsolidate
companies .
Plus: EBITDA - Gainf{Loss) on — — — — —
disposals of PP&E
Plus: EBITDA - Foreign _— — — — —
Exchange gain/(ioss) '
Plus: EBITDA - Restructuring — 2.00 —_ — —
costs
Plus: EBITDA - Derivatives — — —_ — -
Plus: EBITDA - Settlement o — —_ — —
(litigationfinsurance) costs
Plus: EBITDA - Valuation — s — - —_
gainsilosses)
Pius: EBITDA - Business — . —_— . —
Divestments
Pius: EBITDA - Inventory — — ] — - -
Pius: EBITDA - Other — — — — —
www . standardandpoors.com/rainasdirect 7
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AWfachmont L

él-integrys' Energy Group Iic.-
-:Sub-sector: Utililes -~ -, .

CRevi4,212:40 0 '
k .:-'Anai_ytiéal‘Gontécté: ‘B8P PrimaryAn

Annual Annual Annual

Annual
31- 31 31 3i- -
Dec- Dec- Dec- Dec- Dec-
2012 2011 2010 2008 2008
UsE usD uspo UsDb UsD
incomaf{expense) )
Plus: Operating expenses {ad — (0.30) e — —_
hoc)
Operating ingome {bef. D&A), 814.89 758.34 845.77 770.90 5208.08
pension adjusted
D&A, pre-adjusted ) 250.70 250.10 265,80 230.90 221.40
Impairment charges/(reversals) — 4.60 — — —_
Asset valuation gains/(tosses) (.00 0.00 0.00 0.00 0.00
D&A, impairment & Valuation 250.70 254,70 265.80 230.90 2241.40
changes, pre-adjusted
Pius: OLA depreciation 5.38 6.45 7.98 8.81 7.75
Less: Caplive Finance 0.0 0.09 0.00 0.00 0.00
depreciation .
Plus: Depreciation, — — — e e
corsolidating {deconsolidating)
L.ess: Amortized portion of 0.00 0.00 0.00 0.00 0.00
nenrecourse debt
Less: Amortized portion of .00 0.00 0.00 .00 0.00
secusitized debt .
Pius: PPA depradation 40.30 40.30 36.40 31.20 27.00
Less: Amartized deveiopment 0.00 0.00 0.00 0.60 0.00
pasts
Less: infrastructure renewat ’ 0.00 .00 0.00 0.00 0.00
costs
Plus: D&A - Asget Valuation — — —_ — —
gains/iosses)
Pius: D&A - impairment — {4.60) - e —_—
charges/{reversals})
Plus: D&A - Reverse Goodwill —_ — — — R
amortisation
Plus: D&A {ad hoc) — —_ e e —_—
D&A, adjusted 296,38 296.85 310.18 27091 256.15
Operating ingome (after 518.50 461,48 535.59 48098 27293
D&A)}, adjusted
MNon-operating income 93.40 84.80 91.60 87.20 51.80
(expense), total
EBIT, pre-adjusted 26090 - 493.60 584,90 538.10 335.10
Plus: EBIT - Finance/interest — — — -_ e
income
Plus: EBIT - Income {expense) —_ — — — —_—
of unconsolidated companies
Pius: EBIT {ad hoc) e e — — —
Less: Captive Finance 0.00 0.00 0.00 0.00 0.00
investment income
Pius; Non-operating —_— — - s -
incomef{expense),
consolidating {deconsolidating}
Plus: Transfer amt. (to) from 0.00 0.00 0.00 0.00 6.00
Standard & Poor's | RatingsDirect 8
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thachment L

: -lﬁtegrys'.Eﬁergy Group%l'm':
;- Sub-sector: Ulilities -
CRevi4,21240 o DA1826.20
' ‘Analytical Contacts: S&P-Primary Analyst ~A

| 1CDSMDS:

58P Backip Analyst - GeritW Jopsen, GFA,

Annual Annuat Annual Annual Annual
31- T 3% 31- 31 31
Dec- Deg- Dec- Dec- Dec-
2012 2011 2010 2000 2008
usp usp usp usD s
captive fin. co.
EBIT, adjusted 511.90 546.29 627.19 587.19 354.83
Interest expense, pre- 120.20 128.88 147.90 164.80 158.10
adjusted
Pius: Capitalized interest 0.80 0.20 (.30 2.00 1.80
Plus: OLA interest expense 3.11 2,70 2.72 2.54 1.95
Phis: Interest from receivables 0.00 0.05 0.00 0.00 0.00
sold
Plus: receivables sold interest — —_ — — —
adjustment :
Less: Captive finance interast 0.00 0.00 0.00 0.00 0.00
Pius: Interest expense, — o o - —
consalidating {deconsolidating)
Pius: PPA interest expense 14,58 14.59 16,67 17.65 11.58
Plus: ARO finance costs 20.40 17.10 11.76 8.70 7.80
Less: Nonretourse interest 0.00 0.00 0.00 0,00 0.00
Less: Securitized interest 0.00 0.00 0.00 6.00 0.00
Plus; Dabt-like hybrid pmts. s — — —_— —_
reported as dividends ’
Less: Equity-like hybrid pmts. 0.00 0.00 0.00 0.00 0.00
reported as interast
Less: 50% of intermediate- (8.24) (8.24) (&17) (8.17} (917)
equity hybrid prats. reported as
interes! expense
Plus: 50% of intermediate- 1.55 1.55 1.55 1.56 1.65
equity hybrid pmits. reported as
dividends
Plus. Pension & ofher 0.00 0.00 0.00 0.00 6.00
posiretiternent expense,
normalized data
Plus: Interest expense « — — o — —
Detivatives
Plus: Interest expense - — — — — —
Shareholder loan
Plus: Interest expense (ad hot) —_ —_ — — —_—
Intarest expense, adjusted ' 152.51 -156.7¢ 171.67 189.08 17381
{pensions normalized)
EBITDA, pre-adjusted 718.20 663.50 758.10 681.80 474.60
Plus; Trade Receivables sold — — . — —
Plus: OLA interest expense 311 2,70 2.72 2.54 1.95
Less: Captive finance revenues 0.00 0.00 0.00 0.00 0.00
Pius: Captive finance operating 0.00 6.00 G.00 0.00 0.00
expense
Pius: Revenuas, consolidating — —_ —— e _—
{deconsolidating)
Less: Expenses, consolidating 0.Q0 0.00 0.00 0.00 0.00
{deconsclidating)
www.standardandpgors.com/ratinusdirect 9
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/4%5,{”:4,/17/ ,D

:?'integrys Energy Group }nc i 'FAUSQ’I;hTiMi“'iQ‘I{IS

- ‘Bub-sector: Uhlmes
Rev:4,212. 40 ‘

Annual Annual Annual Annual Annuai

31- o3 31- 31 3t
Dec- ‘ Dec- Dec- Dec- Dec~
2012 2014 2010 2009 2008
Usp T UsD Usp usp usn
Less: Nonrecourse interest 0.00 0.00 0.00 0.00 000
Less: Securitized interest 0.00 0.00 0.00 0.00 0.00
_ Less: Amoriized portion of 0.00 0.00 0.00 0.00 0.00
nonrecourse debt
Less: Amortized poriion of 0.00 0.00 0.00 0.00 0.00
securitized debt
Plus: ARO finance costs 20.40 17.10 11.70 9,70 7.80
Plus: PPA depreciation 40.30 40.36 36,40 31.20 27.060
Plus: PPA Interest expense 14.58 14.59 16.67 17.65 11.68
Less: Capitatized development 0.00 0.00 0.00 0.00 0.00
costs
Less: Infrastracture renewal 0.00 0.00 0.00 0.60 0,06
cosls .
Pius: Capitalized Inferest —r — —_ — —
{EBITDA transfer from
inventory)
Plus: Exploration costs — — — — —_—
Pius; Dividends received from — i — - —
equity investments
Plus; Pension & other 12.90 12.00 11.20 19.20 (1.80)
postretirement expense
Plus: Stock compensation 16.70 11.40 2240 11.50 2.60
expense
Plus: Revenues - — — i~ — —
Finance/Interest Income
Pius: Revenues - Profit on — — — — —
disposals
Pius: Revenues - Derivatives o — — —_ —
Pius: Revenues (ad hoc) e — — —_ —_
GOGS- Restruciuring costs o e — — —
COGS- Valuation gains/{losses) R — — — —
COGS- Other non-operating — — — — —
fonrecutring items
SG8A- Restruciuring costs - - —_ — —
SG&A- Valuation gains/(losses) — — - — —
SG&A- Other non-opsrating - — - — —
nonrecurring items
R&D- Restructuring costs — —_ — s —_—
R&D- Valuation gains/{losses) —_ —_ — — —_
R&D- Other non-operating — — s - —_—
nonrecurring ifems
RMS&M- Resiructuring costs -— - — — —
RMS&M Valuation - —_ — — —
gains/{losses)
RMS&M- Other non-aperating L e —_ — — —
nonrecuring items
Staff - Restrucluring costs — —_ - —_ —
Standard & Poor's | RatingsDirect 10

Copyrght © 2013 Standard & Poor's Financial Services LLC, a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved. 302884 | 301895692



;V'.\iRe\r' 4,212.40 . L
UsAnalytical:Contacts: S&P Primary
- NewYaork (1.212-438-8668):

Annual
31-
Deg-
2m2 2011 2010 2009 2008
usp - UsSD usp USD usp

Staff - Valuation gains/(losses) — — —
Staff - Other non-operating - - — —
nonracurring items

Plus; EBITDA - Incorne —_ — — —
{expense)} of unconsolidated

companies

Pius: EBITDA - Gain/(Loss) on e —_ — —
disposals of PP&E

Plus: EBITDA - Foreign ’ — —_ - —
Exchange gain/{loss)

Plus: EBITDA - Restructuring — 2.00 — —
costs :

Plus: EBITDA - Derivatives — — —
Plus: EBITDA - Settiement — —_ —_ —
{litigationfinsurance) costs

Plus: EBITDA - Valuation - — — — —
gains/{losses)

Plus: EBITDA - Business — —_— e
Divestmenits .

Plus: EBITDA - Inventory —_ - —
Plus: EBITDA - Other — - — ——
incomef{expense)

Plus: Operating expenses {ad - (0.30) —_
hoc)

EBITDA, adjusted 826.20 763.29 860.19 773.59 523.93

www.standardandpoors, comiratingsdirect 11
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Attachment £

NOTE 26—SEGMENTS OF BUSINESS
At December 31, 2012, we reported five segments, which are described below.

+  The natural gas utility segment includes the regulated natural gas utility operations of MERC, MGU, NSG, PGL, and WPS,

+  The electric utility segment includes the regulated etectric usility operations of UPPCO and WPS.

*  The electric transmission investment segment includes our approximaie 34% ownership interest in ATC. ATC is a federally regulated
electric transmission company with aperations in lllingls, Michigan, Minnescta, and Wisconsin.

. integrys Energy Services Is a diversitied nonregulated retail energy supply and services company that primarily sells electricity and
natural gas in deregulated markets. [n addition, Integrys Energy Services Invests in energy assets with renewable attributes.

*  The holding company and other segment includes the operations of the integrys Energy Group holding company and the PELLC holding
company, along with any nonutility activities at 1BS, MERC, MGU, NSG, PGL, UPPCO, and WPS. The cpearations of FTF were included in this
segment beginning on September 1, 2011, when we acquired Trillium USA and Pinnacle CNG Systems.

The tables below present information related to gur reporiable segments:

Nonptility and Norregulated

flegutated Dperations Operations
Elactric Total Integrys Holding Integrys Energy
Matural Gas Electric Fransmission Regulated Energy Company and Recontiling Group
2012 (Millions] Utllity Utility investment Operations Services Other Eliminations Consolidated

income Staternent | : o L : : e
£xternal revanues - % $ L2176 & 353 & -4 5,212.4

101



