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INTRODUCTION AND BACKGROUND

A. Witness Identification

Please state your name and business address.
My name is Allen L. Leverett. My business address is Wisconsin Energy Corporation,

231 West Michigan Street, Milwaukee, Wisconsin 53203.

By whom and in what capacity are you employed?

I am the President of Wisconsin Energy Corporation (“Wisconsin Energy”).

What are your duties in your position as President of Wisconsin Energy?

I have overall responsibility for Wisconsin Energy’s electric generation portfolio, fuel
procurement, environmental compliance and renewable energy development strategy. I
also serve on the board of directors of ATC Management Inc. (“ATCM”), which is the
corporate manager of American Transmission Company LLC (“ATC”), and have
responsibility for the oversight of Wisconsin Energy’s investment in ATC. Together
with Wisconsin Energy’s Chief Executive Officer, I set overall direction and strategy for

Wisconsin Energy.

B. Purpose of Testimony

What is the purpose of your testimony in this proceeding?

My direct testimony will: (1) provide an overview of Wisconsin Energy and ATC, the
transaction whereby Wisconsin Energy will acquire Integrys Energy Group, Inc. (the
“Transaction”); (2) discuss how the Transaction will impact The Peoples Gas Light and
Coke Company (“Peoples Gas”), North Shore Gas Company (“North Shore) and ATC

(the “Reorganization”); (3) address the commitments Wisconsin Energy is making as part
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of the Reorganization; (4) summarize the other regulatory approvals that are being sought
in connection with the Transaction; and (5) provide a summary of the other witnesses
submitting direct testimony in support of the application for approval of the

Reorganization.

C. Summary of Conclusions

Please summarize the conclusions of your direct testimony.

The Reorganization will result in a financially strong company that is committed to
providing a high level of service to customers and continued infrastructure
improvements. From the customers’ perspective, the Reorganization will be seamless.
There will be no change in who delivers their gas service, no change in where or who
they call for assistance with that service, and no change in what they pay for their gas
service as a result of the Reorganization. Peoples Gas and North Shore (collectively, the
“Gas Companies”) will not change their names and will remain operationally
headquartered in Chicago and Waukegan, respectively. They will remain separate,
Illinois utilities providing adequate, reliable, efficient, safe and least-cost service to the
communities they serve.

As discussed herein, to ensure that the Gas Companies’ customers are provided
with safe, reliable, and affordable service, Wisconsin Energy commits, among other
things, that after the conclusion of the Gas Companies’ currently-pending rate cases
expected at the beginning of 2015, the Gas Companies will not to seek a change in their
base rates that would become effective earlier than two years after the Transaction closes.
Wisconsin Energy also commits to maintain at least 1,953 full-time equivalent (“FTE”)

employee positions in the State of Illinois for two years after the closing of the
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Q.

Transaction, to honor union contracts, to maintain civic and charitable participation, to
have an Illinois-based individual join the WEC Energy Group board, and to continue
Peoples Gas’ Accelerated Main Replacement Program. Further, the Commission should
approve the Reorganization as to ATC, because it will have no material impact on end-
use customers, competition or the Commission’s regulatory authority with respect to
ATC.

Through the testimony and information presented in support of their Application,
Wisconsin Energy and the other Joint Applicants have provided the Illinois Commerce
Commission (the “Commission”) with the information necessary to conclude that the
Reorganization will not adversely affect the Gas Companies’ or ATC’s duties under the
Ilinois Public Utilities Act (the “Act”), as well as to make the required findings under

Sections 7-204(b)(1) — (b)(7) and 7-204(c) of the Act to approve the Reorganization.

D. Itemized Attachments to Direct Testimony

Are you sponsoring any exhibits with your direct testimony?

Yes. I have attached the following exhibits to my testimony:
e Agreement and Plan of Merger dated June 22, 2014 (the “Merger Agreement”),
attached as Joint Applicants Exhibit (“Ex.”) 1.1;
e Diagram of existing Wisconsin Energy organizational structure, attached as Joint
Applicants Ex. 1.2; and
e Diagram of post-closing structure, attached as Joint Applicants Ex. 1.3;

E. Background and Experience

Please describe your educational and business experience.
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I1.

I received a bachelor’s degree, summa cum laude, in electrical engineering and
mathematics from Vanderbilt University. I then earned a master’s degree from Stanford
University in electrical engineering and a Master of Business Administration degree from
Auburn University. In 1988, I joined Southern Company Services, and held a variety of
positions in transmission planning, integrated resource planning, strategic planning,
wholesale marketing, and finance. In 1997, I became vice president and treasurer of
Southern Company Services with overall responsibility for financial planning and
analysis, capital markets and leasing, treasury and investor relations. I then joined
Georgia Power in 2001 to serve as Chief Financial Officer and Executive Vice President.
In 2003, T joined Wisconsin Energy as Chief Financial Officer, and was named Executive
Vice President and Chief Financial Officer of Wisconsin Energy and We Energies in
May 2004. In March 2011, I was named President and Chief Executive Officer of We
Generation. Most recently, in August 2013, I was appointed to be President of Wisconsin

Energy.

OVERVIEW OF WISCONSIN ENERGY

Please provide the Commission with an overview of Wisconsin Energy.

Wisconsin Energy is a holding company with a number of wholly owned subsidiaries.
In fiscal 2013, Wisconsin Energy had operating revenues of approximately $4.5 billion,
net income of approximately $577.4 million, and employed approximately 4,300 people.
Through its subsidiary utilities, Wisconsin Electric Power Company ("WEPCO") and
Wisconsin Gas LLC ("WG") (both doing business as "We Energies"), Wisconsin Energy
serves 1.1 million electric customers and 1.1 million natural gas customers throughout

Wisconsin and the Upper Peninsula of Michigan. Wisconsin Energy's utility assets
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include 20,967 miles of gas transmission and distribution lines, 6,021 MW of electric
generation capacity, and 45,597 miles of electric distribution lines.

While Wisconsin Energy, the holding company, was formed in 1987, its
predecessor companies have a history that dates back over 100 years. The Milwaukee
Electric Railway and Light Company (“MERL Company”) was formed in 1896 to
provide electric, steam and interurban rail service in a service area covering more than
12,000 square miles. In 1938, the MERL Company changed its name to Wisconsin
Electric Power Company, and over the years it has grown organically by investing in
assets to serve its customers and by acquiring smaller utility businesses, including
Wisconsin Gas & Electric (1941), Wisconsin Michigan Power Co. (1941), Wisconsin
Southern Gas Co. (1994), and ESELCO/Edison Sault Electric (1998)." 1In 2000,
Wisconsin Energy acquired WICOR, a Wisconsin public utility holding company,
including WICOR's subsidiary Wisconsin Gas. A diagram of the current corporate
organizational structure of Wisconsin Energy is attached to my testimony as Joint
Applicants Ex. 1.2,

Throughout its history, Wisconsin Energy and its affiliates have taken very
seriously their responsibilities to stakeholders and their obligation to be good corporate
citizens. This commitment has been widely recognized, most recently by the following:

e In 2014, BizTimes presented Wisconsin Energy with its

Regional Spirit Award for the company's long history of

commitment to the Milwaukee region.

"In 2010, Edison Sault was sold to Michigan-based Cloverland Electric Cooperative.
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112 e In 2014, Corporate Responsibility magazine recognized

113 Wisconsin Energy as one of the 100 best corporate citizens in
114 the United States for the seventh consecutive year based on
115 environmental performance, employee relations, philanthropy,
116 finance and governance.

117 e For 2013, PA Consulting Group presented WEPCO with its
118 ReliabilityOne™ National Reliability Excellence Award,

119 recognizing the company as the most reliable electric utility in
120 America. In addition, for the ninth time in twelve years

121 WEPCO received PA’s ReliabilityOne™ Award for leading
122 the Midwest region in electric reliability performance.

123 e For 2013, J.D. Power ranked WEPCO second in the Midwest
124 region for overall residential electric customer satisfaction

125 (considering price, communications and customer service,

126 corporate citizenship, billing and payment, and power quality
127 and reliability).

128 e For 2013, J.D. Power ranked WEPCO highest among large
129 utilities in the Midwest region for overall business electric

130 customer satisfaction (considering price, communications and
131 customer service, corporate citizenship, billing and payment,
132 and power quality and reliability).

133 Q. What is Wisconsin Energy’s record with respect to customer service?
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As indicated by the accolades noted above, Wisconsin Energy is strongly committed to
providing a high-level of customer service to its customers, and continuously is working
to maintain and, where possible, improve on its performance. This dedication to
customer service has resulted in Wisconsin Energy consistently receiving high customer

satisfaction ratings from third-party evaluators, such as J.D. Power.

What is Wisconsin Energy’s record with respect to employee safety?

Wisconsin Energy is dedicated to the safety of its employees. We track a number of
leading and lagging safety indicators to measure our safety performance. As an example,
over the last decade recordable incidents and lost-time accidents for our employees have
decreased by 70%. However, our goal will always be to have zero incidents. Setting
increasingly stringent safety goals each year and carefully studying incidents as they
occur is part of our improvement process, but we have come to recognize that employee
engagement with safety is the most important determinant of safety performance. We
strive to create an environment where employees are comfortable with and feel obligated
to give safety input to each other on the job. Along these lines this year in concert with all
of the unions that represent our employees we developed programs that are directed and
in a sense owned by the unions. These programs involve the designation of employees
that are highly experienced to focus on work practices and job site safety observations.
Other employees can give safety feedback to each other and receive feedback on a
confidential basis from these designated employees. Results are fed back to management
on a confidential basis but with enough detail to allow the rest of the organization to take
advantage of lessons learned.

What is Wisconsin Energy’s record with respect to natural gas safety?
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As well as being dedicated to the safety of our employees we are also highly focused on
the safety of our customers and other members of the public. We have addressed natural
gas safety with a compliance program that has received successful audits from both the

Wisconsin and Michigan commissions. The program includes the following areas:

e Integrity Management Programs — these are focused on both gas distribution
and gas transmission piping.

e Control Room Management — focused on monitoring and operating the gas
system

e Coordinated gas safety communications program

e Monitoring and evaluating developing regulation, industry notification and

operating best practices.

Through the integrity management programs we have invested $470 million since 2008
to replace 900 miles of plastic and steel mains, 68,000 individual gas distribution lines,
and 150,000 meter sets. Between 2014 and 2018 we plan on investing an another $600
million to replace 1,100 miles of plastic and steel mains, 83,000 individual gas
distribution lines, and 233,000 meter sets. We have an ongoing program to relocate
meters from inside to outside facilities. With about 60,000 services remaining, this
program is schedule to be completed in 2018. At this point we have replaced all mains
that were constructed from cast iron, bare steel, epoxy reinforced fiberglass (EFG), or

polyvinylchloride (PVC).

What is Wisconsin Energy’s history with respect to promoting supplier diversity?
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Wisconsin Energy is committed to seeking diversity among its suppliers and vendors.
Wisconsin Energy has a supplier diversity initiative (“SDI”) that is linked to company
performance goals, integrated into its corporate strategies and directed by senior
management. Our portfolio of diverse vendors include minority business enterprises,
women-owned business enterprises, service disabled veteran-owned business and
veteran-owned businesses. Wisconsin Energy has a dedicated leadership position to
oversee the day-to-day operation and planning of its SDI. The activities Wisconsin
Energy undertakes as part of the SDI include conducting quarterly meetings with supplier
diversity liaisons from different departments, delivering monthly performance reports to
senior executives, hosting an annual supplier diversity symposium for diverse businesses
to introduce their products and services to the company, facilitating matchmaker
meetings to introduce diverse businesses to company decision makers, and making a
database of certified diverse businesses available to its supply chain. Further, Wisconsin
Energy actively participates in several minority and women business advocacy
organizations, including the National Minority Supplier Development Council, the
Chicago Minority Supplier Development Council, the Women’s Business Development
Center — Chicago, and the African American Chamber of Commerce — Greater
Milwaukee. Wisconsin Energy has received recognition for its SDI efforts, including
receiving the Edison Electric Institute’s Supplier Diversity Innovation Award and Vendor
Opportunity Award in 2010, and the Milwaukee Urban League Spirit of Diversity Award
in 2009. Most importantly, Wisconsin Energy’s SDI has produced results. We have

consistently increased spending with diverse suppliers. Spending with these suppliers
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IVv.

increased from $17.6 million in 2006 to $84.1 million in 2013, and in the first five

months of 2014 the company spent $45.2 million with these suppliers.

OVERVIEW OF ATC

Please provide the Commission with an overview of ATC.

ATC is a Wisconsin limited liability company managed by a corporate manager, ATCM,
a Wisconsin corporation. Together they operate as a single entity, “ATC,” which owns
and operates a high-voltage electric transmission system in an area from the Upper
Peninsula of Michigan, throughout the eastern half of Wisconsin and small portions of
Minnesota and Illinois. ATC is owned primarily by the electric utilities in eastern
Wisconsin that contributed transmission facilities to it, including Wisconsin Energy
subsidiary WEPCO and Integrys subsidiary Wisconsin Public Service Corporation.

ATC is an Illinois public utility that owns and operates two 345 kV transmission
lines and associated facilities, each less than two miles in length, that interconnect with
the 345 kV system of Commonwealth Edison Company, as well as a 69 kV transmission
line and associated facilities that form a nine-mile loop in Winnebago County and serves
four distribution substations. Order, Docket 01-0142 (Jan. 23, 2003); Order, Docket 11-
0661 (April 10, 2012). ATC does not charge any retail rates to Illinois end-user
customers, or have any retail customers in Illinois. ATC’s transmission service rates are

regulated exclusively by the Federal Energy Regulatory Commission (“FERC”).

SUMMARY OF PROPOSED REORGANIZATION

Please summarize the terms and structure of the Transaction contained in the

Merger Agreement?
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The Transaction will create WEC Energy Group, Inc. ("WEC Energy Group"), which
will be a leading natural gas and electric utility in the Midwest, that will serve more than
four million customers across four states, position the combined entity for continued
growth from regulated operations, capitalize over time on efficiencies of scale, facilitate
investment in needed utility infrastructure, and unite two leaders in reliability and
customer satisfaction. The regulated energy utilities of the resulting WEC Energy Group
are projected to have a regulated rate base of nearly $17 billion in 2015, serve more than
4.3 million total gas and electric customers across Illinois, Wisconsin, Michigan, and
Minnesota, and operate more than 44,000 miles of gas transmission and distribution lines
and nearly 71,000 miles of electric distribution lines.

Following unanimous approvals by their respective boards of directors, Wisconsin
Energy and Integrys entered into the Merger Agreement, a copy of which is attached
hereto as Joint Applicants Ex. 1.1, whereby Wisconsin Energy will acquire 100% of the
outstanding common stock of Integrys. Pursuant to the terms of the Merger Agreement,
Integrys shareholders will receive 1.128 Wisconsin Energy shares plus $18.58 in cash for
each Integrys share. Total consideration was valued on June 20, 2014 at $71.47 per
Integrys share, with a consideration mix of 74 percent stock and 26 percent cash. This
represents a 17.3% premium to Integrys' closing price on June 20, 2014, and a 22.8%
premium to the volume-weighted average share price over the 30 trading days ending
June 20, 2014. The transaction will be financed by issuing new Wisconsin Energy stock
and by Wisconsin Energy issuing approximately $1.5 billion in acquisition debt, likely in

the form of intermediate and long-term debt. Upon closing of the transaction, Integrys

* The combined company will be the 14th largest utility company in the United States in terms of market value,
the 8th largest natural gas utility in terms of customers, and the 15th largest utility in terms of combined electric and
gas customers.
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shareholders will own approximately 28% of the combined company. The overall value
of the transaction is approximately $9.1 billion, with $5.8 billion for Integrys shares and
$3.3 billion of assumed Integrys debt.

Integrys will effectively become a subsidiary of WEC Energy Group, just like
Wisconsin Electric and Wisconsin Gas are subsidiaries of Wisconsin Energy today. At
closing, the current Integrys holding company will merge with a subsidiary Wisconsin
Energy will create, and Integrys will be the surviving company in that merger. Integrys
will then merge into a second subsidiary created by Wisconsin Energy, with the second
subsidiary surviving after than merger. The surviving entity, which will be labeled the

b

“Subsequent Merger Subsidiary,” will be a subsidiary of WEC Energy Group. This
“Subsequent Merger Subsidiary” will stand in the shoes of Integrys, and will have all of
the then-current Integrys utility and non-utility subsidiaries under it. The corporate status
and names of the Gas Companies will be unchanged. Each will continue to operate as an
Illinois public utility, and each will remain subject to Commission jurisdiction and
applicable law and regulations.

Attached as Joint Applicants’ Exhibit 1.3 is a diagram showing the structure of

WEC Energy Group that will exist after the Transaction is financially closed and the

Reorganization completed.

What effect will the Reorganization have on ATC?

As a result of the Reorganization, Wisconsin Energy will gain a majority ownership
interest in ATC. Currently, Integrys owns 34.07% of the outstanding shares of ATC’s
manager, ATCM, and Wisconsin Energy owns 26.24%. Following the Reorganization,

Wisconsin Energy will own 60.31% of the outstanding shares of ATCM.

Docket No. 14- Page 12 of 29 Joint Applicants Ex. 1.0



267

268

269

270

271

272

273

274

275

276

277

278

279

280

281

282

283

284

285

286

287

288

289

Wisconsin Energy and Integrys value the independent and collaborative work
ATC has done to plan and manage its transmission network and do not desire to unduly
influence the management, planning and operation of ATC. Therefore, with certain
exceptions, Wisconsin Energy will commit that following the close of the Transaction,
for all matters requiring a vote of ATCM’s shares, WEC Energy Group will vote 34.07%
of ATCM’s shares (i.e. the equivalent of Integrys’s current ownership). The remaining
ATCM shares will effectively be voted by the non-Wisconsin Energy/non-Integrys
owners. Importantly, WEC Energy Group will vote only 34.07% of ATCM’s shares
during elections of directors of ATCM, thereby eliminating any danger of ATCM being
seen as somehow “captive” to WEC Energy Group. Therefore, WEC Energy Group will
have the same influence on ATC’s management, operations and planning that Integrys
does today, and control of ATC will be more distributed after the Transaction than it is
today.

As for the exceptions I noted, WEC Energy Group will propose to the FERC that
it retain its full voting power with respect to certain fundamental corporate matters,
including: (1) a sale of all or substantially all of the assets of ATC; (2) a change in
control of ATC or ATCM; (3) bankruptcy; (4) an initial public offering; (5) the merger or
consolidation of ATC with, or a proposal to acquire all or substantially all of the assets
of, another company; and (6) any proposal to amend ATC’s or ATCM’s governing
documents that would reduce WEC Energy Group’s rights as a member or shareholder.
WEC Energy Group will not use its full ownership interest to initiate any of these or
similar actions, but will only act to protect and preserve its expanded economic interest in

ATC if any such actions are initiated by others.
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Has the Transaction been approved by both Wisconsin Energy and Integrys?

The Boards of Directors of both Wisconsin Energy and Integrys have approved the
Merger Agreement. The Integrys shareholders must vote on whether to approve the
Transaction and the Wisconsin Energy shareholders must vote on whether to authorize
the issuance of new stock to exchange for Integrys’ stock. Shareholders of both

companies are expected to vote before the end of 2014.

When does Wisconsin Energy expect the Transaction to close?

Under the terms of the Merger Agreement, the Transaction will financially close when
certain conditions have been satisfied, including obtaining shareholder approvals and all
the necessary statutory approvals, such as the Commission’s approval of the
Reorganization being sought in this proceeding. It is expected that the closing will not

occur until July 2015 at the earliest.

Why did Wisconsin Energy decide to acquire Integrys?

One of the main drivers behind Wisconsin Energy’s decision to acquire Integrys is that
the Reorganization will result in a combined company with strong cash flow that can be
prudently invested in needed energy infrastructure. The increase in scale will help
increase liquidity and ultimately reduce the cost of capital for the combined company,
WEC Energy Group.

Another reason is the complementary nature of the two companies. The service
territories served by Wisconsin Energy’s and Integrys’ utilities have a complementary
geographic fit and compatible mix of operations. Wisconsin Energy and Integrys both
provide natural gas and electric distribution service, as well as operate electric generating

facilities. Both companies are committed to safety, reliability, and customer satisfaction.
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Further, both companies have cultures of giving back to their communities through
volunteerism and financial support.

In sum, Wisconsin Energy believes the Reorganization will result in a larger,
more diversified, financially strong energy company that, over time, may generate

benefits from its increased scale of operations.

WISCONSIN ENERGY’S COMMITMENTS

What commitments has Wisconsin Energy made to ensure that the Gas Companies’
customers continue to receive adequate, reliable, efficient, safe and least-cost service
from Peoples Gas and North Shore?

Wisconsin Energy’s commitment as a utility operator is to provide high quality, safe and
reliable service to our customers with competitive pricing. Wisconsin Energy is
committed to applying industry best practices in its gas and electric distribution utilities,
and it intends for that commitment to carry through to the Gas Companies after the
Reorganization is closed. Further, as a result of a series of meetings with stakeholders in
Illinois following the announcement of the Reorganization, including the Commission,
the Illinois Attorney General’s office, the City of Chicago, and the Citizens Utility Board,
among others, Wisconsin Energy has gained a greater perspective on the needs of the
customers and communities served by Peoples Gas and North Shore. Based on the
information provided by these stakeholders, WEC Energy Group is prepared to provide
immediate benefits to customers and the Illinois communities the Gas Companies serve
by making commitments that it would accept as conditions on the Commission’s
approval of the Reorganization. In my testimony below, I will provide an overview of

these commitments, which will ensure that the Gas Companies’ customers continue to
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receive adequate, reliable, efficient, safe and least-cost service from Peoples Gas and

North Shore.

A. Peoples Gas and North Shore to Continue In Present Form

What is Wisconsin Energy’s intentions with respect to the form of Peoples Gas and
North Shore after the Reorganization closes?

The Transaction between Wisconsin Energy and Integrys will not result in any change to
the corporate form or status of Peoples Gas or North Shore. Nor will their names change.
The Gas Companies will remain separate Illinois public utilities regulated by the
Commission, and remain subject to all applicable laws, regulations, rules, decisions, and
policies governing the regulation of public utilities in Illinois.  Further, the
Reorganization will not result in the transfer of any of the assets or property of the Gas
Companies.

Indeed, from the perspective of the customers, the Reorganization will be seamless.
Peoples Gas’ and North Shore’s local operational headquarters will remain where they
are located now in downtown Chicago and Waukegan, respectively. Customers will
continue to receive high-quality, adequate, safe, and reliable gas service just as they did
before the Reorganization, and, as discussed below, at the same cost as they would have
absent the Reorganization. When in need of assistance or customer service, customers
will be able to interact with the Gas Companies just as they did before the Reorganization
(i.e., using the same customer service numbers, same mailing address, etc.). The bottom
line is that the Reorganization will have no adverse impact whatsoever with respect to the

Gas Companies’ customers. Indeed, as further discussed herein and in the testimony of
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Mr. John Reed (Joint Applicants Ex. 3.0), the Reorganization will create a more

financially secure company, which will result in benefits for customers.

B. Union Contracts, Employment Levels and Training

What is Wisconsin Energy’s intentions with respect to the Gas Companies’ existing
labor agreements?
Wisconsin Energy will honor the Gas Companies’ existing agreements with their labor

unions.

Does Wisconsin Energy expect to implement any large-scale layoffs after the
Reorganization closes?

No. Many corporate transactions are motivated by a belief that consolidation can result
in large, quickly-achieved cost savings. The source of such large, quickly-achieved cost
savings is often massive reductions in employee headcount. This Transaction does not fit
that mold. The Reorganization is primarily motivated by, and makes business sense
based on, the fact that it results in a combined company with strong cash flows that can
be prudently invested in needed energy infrastructure. The Gas Companies’ employees
will benefit by becoming part of an organization that is better equipped to maintain its
independence and cost effectiveness in the rapidly changing energy business. In order to
minimize disruption and ensure a deliberate transition to combined operations,
Wisconsin Energy is not planning the sort of reduction in force that occurs in many
corporate consolidations. To the contrary, the vast majority of any reductions in
employee headcount are expected to occur over time through attrition — i.e., voluntary
decisions by employees to leave the company, such as retirements and voluntary

departures.
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Is Wisconsin Energy making any commitments with respect to employment levels
and training in Illinois after the Reorganization is closed?

Yes. Wisconsin Energy will agree to maintain at least 1,953 FTE employee positions in
Ilinois for two years after the closing of the Transaction.” Also for two years after the
closing of the Transaction, Wisconsin Energy agrees to maintain all of the Gas
Companies’ existing training programs, including those designed to ensure compliance
with pipeline safety requirements in their current format. Additionally during the same
time period, the Gas Companies will maintain their commitments to the gas workers
degreed training program developed in partnership with the City Colleges of Chicago and
the UWUA Power for America Training Trust Fund at the Dawson Technical Institute of
Chicago. These commitments will help ensure that after the Reorganization, the Gas
Companies will continue to provide a high-level of service that is adequate, reliable,

efficient and safe.

C. Accelerated Main Replacement Program

What is Wisconsin Energy’s understanding of Peoples Gas’ Accelerated Main
Replacement Program (“AMRP”)?

The AMRP is a 20-year program pursuant to which Peoples Gas plans to complete the
replacement of its cast-iron and ductile-iron gas mains and service pipes, as well as
upgrade its distribution system from a low pressure system to a medium pressure system

and relocate gas meters from inside customer facilities to outside, by 2030.

? Because several of Wisconsin Energy’s commitments will run for a two year period from the closing of the
Transaction, Wisconsin Energy also commits that it will file a notice in this proceeding on e-Docket, to be served in
the normal course as other filings on the parties of record, informing the Commission and the parties when closing
of the Transaction has occurred.
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What is Wisconsin Energy’s intention with respect to the AMRP after the
Reorganization closes ?

Wisconsin Energy is committed to having Peoples Gas continue the AMRP assuming that
the legislatively-authorized rider — Rider QIP — remains in effect pursuant to the terms of
Section 9-220.3 of the Act to allow automatic recovery on AMRP investments up to a
certain percentage cap of Peoples Gas’ base rate revenues each year, as well as WEC
Energy Group and Peoples Gas remaining financially capable of doing so. The financial
capability of WEC Energy Group and Peoples Gas to continue the AMRP will depend on
Peoples Gas being able to obtain timely changes in its base rates to allow the Rider QIP

cap to be reset and the investments made added to Peoples Gas’ rate base.

Does Wisconsin Energy have experience with similar, large-scale infrastructure
improvement projects that will enable it to efficiently and effectively manage the
AMRP?

Yes. Wisconsin Energy is experienced with successfully implementing and managing
large infrastructure improvement projects. Between 2003 and 2013, Wisconsin Energy
invested $9.1 billion to keep its gas and electricity equipment and facilities updated and
in compliance with regulatory standards. These investments included $5.5 billion on new
generation and generation upgrades, including environmental upgrades, $3.1 billion on
gas and electric distribution projects, and $500 million on customer service and corporate
support. In 2012, Wisconsin Energy announced plans to invest up to an additional $3.5
billion in infrastructure upgrades and renewable energy projects. Wisconsin Energy’s
infrastructure investments have included a project to replace cast iron or bare steel main

and legacy plastic gas pipes in the City of Milwaukee. Since 2008, Wisconsin Energy
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has spent $470 million to replace 900 miles of vintage plastic and steel gas mains, 68,000
individual gas distribution lines, and 150,000 meter sets. Going forward Wisconsin
Energy’s capital budget calls for investing $600 million over the period 2014 through
2018 to replace an additional 1,100 miles of vintage plastic and steel gas mains, 83,000
individual gas distribution lines, and 233,000 meter sets in a further commitment to the

building blocks of our natural gas delivery business in Wisconsin.

What is Wisconsin Energy’s intentions with respect to responding to the audit of the
AMRP being conducted by the Commission pursuant to its final Order in ICC
Docket Nos. 12-0511/12-0512 cons.?

When the results of the Commission’s audit of Peoples Gas’ AMRP are made available,
WEC Energy Group will carefully review those results and, after closing, ensure that
Peoples Gas will work to coordinate with the City of Chicago in the execution of the

AMRP.

D. Supplier Diversity

Will Wisconsin Energy apply its Supplier Diversity Initiative to the Operations of
the Gas Companies?

Yes, it will. Wisconsin Energy has had its SDI in place for approximately ten years. As I
discussed earlier in my testimony, the SDI is linked to company performance goals,
integrated into its corporate strategies, and directed by senior management. The
Reorganization will bring the SDI to the operations of the Gas Companies in and around

Chicago.
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E. No Base Rate Increase For Two Years After Closing

Does Wisconsin Energy plan to make any commitments with respect to seeking
future general base rate increases for the Gas Companies?

Yes. Wisconsin Energy is sensitive to the concern that the Reorganization could affect
rates, and, therefore, commits that there will be no immediate impact on the rates that the
Gas Companies’ customers pay for their service as a result of the Reorganization. The
Gas Companies have pending rate cases in ICC Docket Nos. 14-0224/14-0225 (cons.)
that should result in new rates going into effect on or before February 1, 2015. The Gas
Companies will proceed with those pending rate cases, but Wisconsin Energy commits
that any further requests to change their base rates would not become effective any earlier
than two years after the Transaction closes. This will result in the Gas Companies’ base
rates remaining unchanged for two and a half years or so after they are approved by the
Commission, given that the closing of the Transaction is not expected to occur earlier
than July 2015. This commitment is contingent on all of the Gas Companies’ riders and
automatic adjustment clauses in effect at the time the Commission enters its final Order
in ICC Docket Nos. 14-0224/14-0225 (cons.), including but not limited to Rider QIP,
remaining in effect during that time period.* In addition, the Gas Companies would
retain the right to request that the Commission waive this base rate limitation if the
financial integrity of Peoples Gas and/or North Shore is jeopardized to the extent of

negatively affecting customers.

* While this commitment is not contingent on Rider VBA being affirmed by the Supreme Court of Illinois in the
pending appeal of that rider by the Attorney General and Citizens Utility Board, the Joint Applicants do reserve the
right for the Gas Companies to seek a revenue neutral modification of their rate designs in the event that the

Supreme Court of Illinois reverses the Commission’s approval of Rider VBA.
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F. No Recovery of Acquisition Premium or Costs of the Reorganization

Part of the Merger Agreement provides for an acquisition premium. Does
Wisconsin Energy intend to seek the recovery of the costs for the acquisition
premium in rates?

No. It is common in transactions of this nature for the acquiring company to pay an
“acquisition premium,” that is, to pay a price for the acquired company that exceeds the
latter’s book value and represents the latter’s value as a going concern. Wisconsin
Energy will not seek the inclusion of any portion of the acquisition premium in the Gas
Companies’ rate bases, nor the amortization of the premium in future cost of service

determinations.

Does Wisconsin Energy intend to seek recovery from customers for the costs
incurred to accomplish the Reorganization (i.e., Transaction, Change in Control,
Financing and Legal/Other Professional costs)?

No. As in the conditions approved by the Commission in ICC Docket No. 11-0046,
Wisconsin Energy commits that it will not seek the recovery of the costs incurred to

accomplish the Reorganization from customers.

G. Energy Efficiency Programs

What are Wisconsin Energy’s intentions with respect to the Gas Companies existing
energy efficiency programs?

WEC Energy Group will be committed to ensuring that, at a minimum, the Gas
Companies comply with their obligations pursuant to the energy efficiency provisions of
the Act. However, the Gas Companies’ customers and a number of Illinois stakeholders

seek innovative ways to conserve energy and use it more efficiently. Accordingly,
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Wisconsin Energy commits that WEC Energy Group will work with interested
stakeholders to develop recommendations for changes to the Gas Companies’ existing

energy efficiency programs.

H. Community Involvement and Charitable Giving

What are Wisconsin Energy’s intentions with respect to the Gas Companies’
existing commitments to community and charitable causes?

Wisconsin Energy, like Integrys, has a strong tradition of service and commitment to the
communities it serves, supporting a variety of civic, community, and philanthropic
efforts. Wisconsin Energy is fully committed to the Gas Companies continuing their
traditions of service and community involvement after the Reorganization closes.
Wisconsin Energy commits to honoring the Gas Companies’ existing philanthropic
pledges, and thoughtfully considering future charitable requests, with the objective of
supporting those causes that will most benefit the Gas Companies’ customers and their

communities.

1. Illinois Board Member

When the Commission approved the reorganization of AGL Resources, Inc., and
Nicor, Inc. (Docket No. 11-0046), where, like here, Illinois utilities would be owned
by a holding company with its headquarters in another state, the Commission
required that the holding company have at least one non-employee individual
resident of Illinois be on its board of directors. Is Wisconsin Energy willing to agree
to make a similar commitment?

Yes, Wisconsin Energy is willing to commit to having at least one non-employee

individual resident of Illinois be on the board of directors of the post-Reorganization
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company as long as WEC Energy Group owns, controls, or manages the Gas Companies

or the successor entities.

OTHER REGULATORY APPROVALS

Please describe the other regulatory approvals, if any, the Joint Applicants must
obtain with respect to the Reorganization.

Concurrent with seeking approval from the Commission in this proceeding, Wisconsin
Energy is seeking approval of the transaction from the Public Service Commission of
Wisconsin, the Michigan Public Service Commission, and the FERC. In addition,
Wisconsin Energy is filing a notice with the Minnesota Public Utilities Commission, and
requesting approval should that commission determine that it has jurisdiction over the
transaction.

Further, Section 7 of the Clayton Act (15 U.S.C. § 18) prohibits business
combinations the effect of which may be substantially to lessen competition or to tend to
create a monopoly. To facilitate enforcement of Section 7, parties to a proposed business
combination such as this Transaction are required by the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, 15 U.S.C. § 18a (the "HSR Act"), to submit to the Federal
Trade Commission ("FTC") and the Antitrust Division of the Department of Justice
("Antitrust Division") certain information regarding their operations and the proposed
combination. The information must be provided to the agencies on a detailed
Notification and Report Form for Certain Mergers and Acquisitions. The HSR Act also
prohibits consummation of the merger until all applicable waiting periods under the HSR

Act have expired or been terminated.
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The HSR Act is intended to identify and postpone consummation of significant
merger transactions in order to allow the FTC and Antitrust Division to meaningfully
analyze the competitive effects of the transaction and to give them the time and discovery
authority necessary to challenge the transaction prior to its consummation if the
reviewing antitrust agency believes that the transaction will result in competitive harm.

The parties' submission of their filings under the HSR Act will initiate a waiting
period which the parties must observe prior to consummating the merger. Additional
information may be requested prior to the expiration of the initial waiting period. Such a
request has the effect of extending the review process.

The federal antitrust enforcement agencies have been active in reviewing similar
transactions in the energy industry, and it is expected that they will be vigilant with
respect to this Transaction as well. In this case, Wisconsin Energy believes the proposed
Transaction raises no significant issues regarding either horizontal or vertical market
power in any appropriately defined market.

Additionally, Integrys and Wisconsin Energy must also receive regulatory
authorization by the Federal Communications Commission to transfer control of private
radio and microwave licenses under which they operate wireless telecommunications

systems to support daily operations.

What regulatory approval, if any, is required with respect to ATC in connection
with the Reorganization.

ATC is an Illinois transmission-only public utility due to its ownership of a relatively
small amount of electric transmission facilities within the state. Because ATC is an

Ilinois public utility and the Reorganization will result in a change in the ownership of a
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majority of its voting capital stock, the Commission arguably needs to approve the
Reorganization pursuant to Section 7-204 of the Act from the perspective of ATC, as
well. The Joint Applicants have provided all of the information for ATC required by
Section 7-204A(a) along with their Application. That information supports all of the

same findings for ATC that are supported for the Gas Companies in this proceeding:

e The Reorganization will not impact how ATC is managed or operates its
transmission system, nor will it impact the cost of service for customers because
ATC charges no retail rates to any Illinois end-user. Thus, the Reorganization
will not diminish ATC’s ability to provide adequate, reliable, efficient, safe, and
least-cost transmission service.

e The Reorganization will not result in any subsidization by ATC of non-utility
activities by ATC or its customers.

e The Reorganization will not affect how costs and facilities are allocated between
ATC’s utility and non-utility activities, and, in any event, the Commission does
not exercise any ratemaking authority over ATC so as to need to identify those
costs and facilities for ratemaking purpose.

e The Reorganization will not affect ATC’s ability to raise necessary capital on
reasonable terms or to maintain a reasonable capital structure.

e ATC will remain subject to all applicable laws, regulations, rules, decisions and
policies governing the regulation of Illinois public utilities to the extent applicable
to a transmission-only public utility like ATC.

e Because of the commitments being made by Wisconsin Energy that except for
fundamental corporate matters, Wisconsin Energy will not exercise control over
ATC on matters requiring shareholder approval with respect to its ability to vote
its shares of ATC’s manager, ATCM, in addition to the fact that ATC’s
transmission service rates are regulated exclusively by the FERC, the
Reorganization will not have a significant adverse effect on competition in those
markets over which the Commission has jurisdiction.

e The Reorganization is not likely to result in any adverse impacts on retail
customers because, as noted above, ATC charges no retail rates to any Illinois

end-user.

For these reasons, Wisconsin Energy’s acquisition of a majority ownership

interest in ATC will have no material impact on end-use customers, competition or the
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Commission’s regulatory authority. Thus, the Commission should find that the

Reorganization will not adversely affect ATC’s ability to perform its duties under the

Act.

WITNESS TOPICS

How is the direct testimony of the Joint Applicants presented?

In addition to the Transaction overview and Wisconsin Energy’s commitments that I have

set forth, there are three additional witnesses who will provide direct testimony.

Scott Lauber is Vice President and Treasurer of Wisconsin Energy (Joint
Applicants Ex. 2.0). Mr. Lauber will address accounting issues associated with
Wisconsin Energy’s acquisition of Integrys and the Reorganization; Wisconsin
Energy’s strong credit rating; how the Reorganization will not impair Peoples
Gas’ and North Shore’s credit ratings or ability to raise capital on reasonable
terms; how any savings that may result from the Reorganization will not be
achieved immediately and be outpaced by the costs of achieving those savings for
at least the period of time Wisconsin Energy is committed not to request a general
base rate increase for the Gas Companies, after which savings resulting from the
Reorganization net of the costs to achieve them will be flowed to customers in
subsequent rate case proceedings; and the post-Reorganization structure of
affiliate agreements affecting the Gas Companies and how costs will be properly

allocated to ensure that there is no subsidization of one affiliate by another.

John Reed is Chairman and Chief Executive Officer of Concentric Energy

Adpvisors, Inc. and CE Capital, Inc. (Joint Applicants Ex. 3.0). Mr. Reed will
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provide an overview of the Transaction and the commitments and conditions
made by the Joint Applicants; discuss recent utility industry trends to provide
context and insight into the underlying strategic, economic, and regulatory drivers
that encourage transactions such as the proposed Transaction; present an overview
of utility industry consolidation over the long-term and how that trend has
changed over time; review the reactions of the credit rating agencies to
consolidation in the utility industry generally and to the Joint Applicants in
particular; describe the specific strategic, customer, and financial benefits from
the Reorganization and the timing of those benefits; and address the
Commission’s standards for approval of the Reorganization and explain how the

Reorganization satisfies those standards.

James F. Schott is Executive Vice President and Chief Financial Officer of
Integrys (Joint Applicants Ex. 4.0). Mr. Schott will provide an overview of
Integrys, including the operations of the Gas Companies; discuss how the
Transactions and Reorganization will not diminish the Gas Companies’ ability to
provide adequate, reliable, efficient, safe, and least-cost service to their
customers; provide an overview of Peoples Gas’ AMRP; discuss the Gas
Companies transportation and retail choice programs, and how the Reorganization
will not have any significant adverse effect on those programs or competition in
the markets over which the Commission has jurisdiction; and provide five-year

forecasts of the capital requirements for the Gas Companies.
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632  VIII. CONCLUSION

633 Q. Does this conclude your testimony?

634 A. Yes, it does.
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