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Forward-Looking Statements

In this report, WPSC and its subsidiary make statements concerning expectations, beliefs, plans,
objectives, goals, strategies, and future events or performance. Such statements are "forward-looking
statements” within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended.
Although WPSC and its subsidiary believe that these forward-looking statements and the underlying
assumptions are reasonable, they cannot provide assurance that such statements will prove correct.
Except to the extent required by the federal securities laws, WPSC and its subsidiary undertake no
obligation to publicly update or revise any forward-fooking statements, whether as a result of new
information, future events or otherwise.

In addition to statements regarding trends or estimates in Management's Discussion and Analysis of
Financial Condition and Resuits of Operations, forward-looking statements included or incorporated in
this report include, but are not limited to, statements regarding future:

* Revenues or expenses,
e Capital expenditure projections, and
¢ Financing sources.

Forward-looking statements involve a number of risks and uncertainties. There are many factors that

could cause actual resulis to differ materially from those expressed or implied in this report. Some risk
factors that could cause results different from any forward-looking statement include those described in
item 1A of our Annual Report on Form 10-K for the year ended December 31, 2007, as may be amended
or supplemented in Part Ii, ltem 1A of this report. Other factors include:

» Integrys Energy Group, the parent of WPSC, may be unable to achieve the forecasted synergies at
its utility subsidiaries that are anticipated from the PEC merger, or it may take tonger or cost more
than expected to achieve these synergies;

s Resolution of pending and future rate cases and negotiations {including the recovery of deferred
costs) and other regulatory decisions;

o Theimpact of recent and future federal and state regulatory changes, including legislative and
regulatory initiatives regarding deregulation and restructuring of the electric and natural gas utility
industries and possible future initiatives to address concerns about global climate change, changes
in environmental, tax, and other laws and regulations to which WPSC and its subsidiary are subject,
as well as changes in the application of existing laws and regulations;

e Current and future litigation, regulatory investigations, proceedings or inquiries, including but not

limited to, manufactured gas plant site cleanup and the contested case proceeding regarding the

Weston 4 air permit;

Resolution of audits and other tax disputes with the IRS, Wisconsin Department of Revenue,

Michigan Department of Treasury, and other tax authorities;

Available sources and costs of fuels and purchased power;

Investment performance of employee benefit plan assets;

Advances in technology;

Effects of and changes in political and legal developments, as well as economic conditions and the

related impact on customer demand;

e Potential business strategies, including acquisitions, and construction or disposition of assets or
businesses, which cannot be assured to be completed timely or within budgets;

e The direct or indirect effecis of terrorist incidents, natural disasters, or responses to such events;

e The impacts of changing financial market conditions, credit ratings, and interest rates on our liquidity

and financing efforts;

e The risks associated with changing commeodity prices (particularly natural gas and electricity),
including counterparty credit risk and the impact on general market liguidity;

e Weather and other natural phenomena, in particular the effect of weather on natural gas and
electricity sales;

# The effect of accounting pronouncements issued periodicaily by standard-setting bodies; and

e  Other factors discussed elsewhere herein and in other reports filed by the registrant from time to
time with the SEC.

Forward-locking statements are subject to assumptions and uncertainties; therefore, actual

results may differ materially from those expressed or implied by such forward-looking statements.



PART 1. FINANCIAL INFORMATION
ITEM 1. Financial Statements

WISCONSIN PUBLIC SERVICE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited) Three Months Ended Six Months Ended
June 30 June 30
Millions 2008 2007 2008 2007
Operating revenues
Electric $283.4 $275.6 $578.4 $544.4
Natural gas 103.5 77.9 324.2 268.7
Total operating revenues 386.9 353.5 902.6 813.1
Electric production fuels 53.2 1.3 95.1 781
Purchased power 81.8 103.3 205.7 201.7
Natural gas purchased for resale 75.3 50.6 234.6 186.4
Operating and maintenance expense 99.4 93.6 201.8 185.8
Depreciation and amortization expense 25.3 24.6 47.9 49.2
Taxes other than income taxes 11.5 11.2 23.5 22.5
Operating income 40.4 28.9 94.0 89.4
Miscellaneous income 5.7 4.7 10.6 8.3
Interest expense (11.6) (10.7) (22.8) (21.6)
Other expense (5.9) (6.0) (12.2) (13.3)
Income before taxes 34.5 22.9 81.8 76.1
Provision for income taxes 12.4 8.3 28.8 28.5
Net income 22.1 14.6 53.0 47.6
Preferred stock dividend requirements 0.8 0.8 1.6 1.6
Earnings on common stock $21.3 $13.8 $51.4 $46.0

The accompanying condensed notes are an integral part of these statements.



WISCONSIN PUBLIC SERVICE CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited) June 30 December 31
(Millions) 2008 2007
Assets
Cash and cash equivalents $5.1 $4.1
Accounts receivable, net of reserves of $4.0 and $4.0, respectively 174.3 254.8
Receivables from related parties 10.5 14.6
Accrued unbilled revenues 41.1 72.0
Inventories 88.0 81.4
Assets from risk management activities 31.4 142
Regulatory assets 39.1 49.3
Materials and supplies, at average cost 26.9 243
Prepaid federal income tax 5.7 46.5
Prepaid gross receipts tax 37.6 34.9
Other current assets 6.2 7.2
Current assets 465.9 603.3
Property, plant, and equipment, net of accumulated depreciation of $1,086.3 and $1,071.2,

respectively 2,131.4 2,074.9
Regulatory assets 168.8 172.8
Receivables from related parties 53.4 48.2
Other 121.7 118.4
Total assets $2,941.2 $3,017.6
Liabilities and Shareholders' Equity
Short-term debt $33.9 $60.7
Accounts payable 165.9 186.0
Payables to related parties 33.0 52.1
Liabilities from risk management activities 11.2 6.0
Regulatory liabilities 33.8 21.9
Other current liabilities 55.6 73.7
Current liabilities 333.4 400.4
Long-term debt to parent 10.1 105
Long-term debt 745.7 745.6
Deferred income taxes 164.3 161.4
Deferred investment tax credits 11.2 11.9
Regulatory liabilities 267.0 252.9
Environmental remediation liabilities 67.2 67.5
Pension and postretirement benefit obligations 74.8 68.6
Payables to related parties 18.4 19.2
Other 84.3 81.8
Long-term liabilities 1,443.0 1,419.4
Commitments and contingencies
Preferred stock with no mandatory redemption 51.2 51.2
Common stock equity 1,113.6 1,146.6
Total liabilities and shareholders' equity $2,941.2 $3,017.6

The accompanying condensed notes are an integral part of these statements.



WISCONSIN PUBLIC SERVICE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CAPITALIZATION (Unaudited) June 30 December 31
(Millions, except share amounts) 2008 2007
Common stock equity

Common stock, $4 par value, 32,000,000 shares authorized,

23,896,962 shares outstanding $95.6 $95.6
Premium on capital stock 676.5 713.8
Retained earnings 341.5 337.2
Total common stock equity 1,113.6 1,146.6
Preferred stock
Cumulative, $100 par value, 1,000,000 shares authorized

with no mandatory redemption -
Series Shares Qutstanding
5.00% 131,916 13.2 13.2
5.04% 29,983 3.0 3.0
' 5.08% 49,983 5.0 5.0
6.76% 150,000 15.0 15.0
6.88% 150,000 15.0 15.0
Total preferred stock 51.2 51.2
Long-term debt to parent
Series Year Due
8.76% 2015 41 4.3
7.35% 2016 6.0 6.2
Total Iong_;term debt to parent 10.1 10.5
Long-term debt
First mortgage bonds
Series Year Due
7.125% 2023 0.1 0.1
Senior notes
Series Year Due
6.125% 2011 150.0 150.0
4.875% 2012 150.0 150.0
3.95% 2013 22.0 22.0
4.80% 2013 125.0 125.0
5.65% 2017 125.0 125.0
6.08% 2028 50.0 50.0
5.55% 2036 125.0 125.0
Total first mortgage bonds and senior notes 747.1 7471
Unamortized discount on long-term debt, net (1.4) (1.5)
Total 745.7 745.6
Current portion - -
Total Iong—term debt 745.7 745.6
Total capitalization $1,920.6 $1,953.9

The accompanying condensed notes are an integral part of these statements.



WISCONSIN PUBLIC SERVICE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Six Months Ended

June 30
(Millions) 2008 2007
Operating Activities
Net income $53.0 $47.6
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation and amortization expense 47.9 49.2
Refund of non-qualified decommissioning fund (0.3) (27.3)
Recovery of MISO Day 2 expenses 9.4 29
Recovery of Kewaunee outage expenses 5.1 51
Recoveries and refunds of other regulatory assets and liabilities 12.9 15.6
Deferred income taxes and investment tax credit 4.0 2.1)
Pension and postretirement expense 3.2 15.8
Pension and postretirement funding - (4.4)
Equity income, net of dividends (0.3) (2.0)
Other, net (4.4) 0.6
Changes in -
Customer and other receivables (2.9) (52.5)
Accrued unbilled revenues 30.9 19.6
Inventories (5.9) 37.1
Prepaid federal income taxes 40.8 31.6
Miscellaneous assets (2.3) 5.9
Accounts payable (36.1) (22.9)
Accrued taxes 2.7) 38.7
Miscellaneous current and accrued liabilities (12.9) (3.4
Net cash provided by operating activities 139.4 155.1
Investing Activities
Capital expenditures (116.7) (93.0)
Assets transferred to Integrys Business Support, LLC 8.5 -
Restricted cash for repayment of long-term debt - 22.0
Cash paid for the transmission interconnection (17.4) (23.9)
Proceeds received from the transmission interconnection 99.7 -
Other 1.6 1.7
Net cash used for investing activities (24.3) (93.2)
Financing Activities
Short-term debt - net (26.8) 31.4
Payments of long-term debt (0.3) (22.2)
Dividends to parent (47.0) (46.3)
Net equity contributions to parent (40.0) (25.0)
Preferred stock dividends (1.6) (1.6)
Other 1.6 1.4
Net cash used for financing activities (114.1) (62.3)
Net change in cash and cash equivalents 1.0 (0.4)
Cash and cash equivalents at beginning of period 4.1 0.8
Cash and cash equivalents at end of period $5.1 $0.4

The accompanying condensed notes are an integral part of these statements.



WISCONSIN PUBLIC SERVICE CORPORATION AND SUBSIDIARY
CONDENSED NOTES TO FINANCIAL STATEMENTS
June 30, 2008

NOTE 1--FINANCIAL INFORMATION

We have prepared the Condensed Consolidated Financial Statements of WPSC under the rules and
regulations of the SEC.

These financial statements on Form 10-Q have not been audited. Management believes that these
financial statements include all adjustments (which, unless otherwise noted, include only normal recurring
adjustments) necessary for a fair presentation of the financial results for each period shown. We have
condensed or omitted certain financial information and note disclosures normally included in our annual
audited financial statements. These condensed financial statements should be read along with the
audited financial statements included in our Annual Report on Form 10-K for the year ended

December 31, 2007.

NOTE 2--CASH AND CASH EQUIVALENTS
Short-term investments with an original maturity of three months or less are reported as cash equivalents.

The following is supplemental disclosure to the WPSC Condensed Consolidated Statements of Cash
Flows:

Six Months Ended June 30

(Millions) 2008 2007
Cash paid for interest $18.0 $18.3
Cash paid for income taxes $29.5 $16.8

Weston 4 construction costs funded through accounts payable and treated as non-cash investing activities
were $20.2 million at June 30, 2008, and $29.3 million at June 30, 2007.

NOTE 3--RISK MANAGEMENT ACTIVITIES

The following table shows WPSC's assets and liabilities from risk management activities as of
June 30, 2008, and December 31, 2007:

Assets Liabilities
June 30, December 31, June 30, December 31,

(Millions) 2008 2007 2008 2007
Commodity contracts $13.5 $ 1.2 $ - $1.6
Financial tfransmission rights 19.4 13.0 11.2 4.4
Total $32.9 $14.2 $11.2 $6.0
Balance Sheet Presentation

Current $31.4 $14.2 $11.2 $6.0
Other long-term 1.5 - - -
Total $32.9 $14.2 $11.2 $6.0

Assets and liabilities from risk management activities are classified as current or long-term based upon
the maturities of the underlying contracts.

The derivatives listed in the above table as "commodity contracts" include a limited number of natural gas
purchase contracts as well as financial derivative contracts (NYMEX futures and options) used by WPSC's



natural gas and electric utility segments to mitigate the risk associated with the market price volatility of
natural gas. The electric utility segment also uses financial instruments to manage transmission
congestion costs, which are shown in the above table as “financial transmission rights."

FASB Interpretation No. 39, "Offsetting of Amounts Related to Certain Contracts," as amended, provides
the option to present certain asset and liability derivative positions net on the balance sheet and to net the
related cash collateral against these net derivative positions. WPSC elected not to net these items in its
Condensed Consolidated Balance Sheets. The following table shows WPSC's cash collateral positions:

(Millions) June 30, 2008  December 31, 2007
Cash collateral provided to others 8- $ 6.5
Cash collateral received from others -

The cash collateral provided to others is reflected in Accounts receivable on the Condensed Consaclidated
Balance Sheets.

Derivative instruments at WPSC are entered into in accordance with the terms of the risk management
policies and plans approved by the PSCW. For most energy-related physical and financial derivatives, our
regulators allow the effects of mark-to-market accounting to be deferred as regulatory assets and
liabilities. Management believes any gains or losses resulting from the eventual settlement of these
derivative instruments will be collected from or refunded to customers.

NOTE 4--GOODWILL AND OTHER INTANGIBLE ASSETS

At June 30, 2008, and December 31, 2007, goodwill recorded by WPSC's natural gas segment was
$36.4 million and was related to WPSC's 2001 acquisition of Wisconsin Fuel and Light Company.
Goodwill is included in other long-term assets on the Condensed Consolidated Balance Sheets.
NOTE 5--SHORT-TERM DEBT AND LINES OF CREDIT

WPSC's short-term borrowings consist of sales of commercial paper backed by an unsecured revolving
credit agreement and short-term notes as shown in the following table.

June 30, December 31,
(Millions, except percentages) 2008 2007
Commercial paper outstanding $23.9 $50.7
Average discount rate on outstanding commercial paper 3.18% 5.65%
Short-term notes payable outstanding $10.0 $10.0
Average interest rate on short-term notes payabie 2.41% 5.20%

The commercial paper at June 30, 2008, had various maturity dates ranging from July 1, 2008 to
July 3, 2008.

WPSC manages its liquidity by maintaining adequate external financing commitments. The information in
the table below relates to WPSC's short-term debt and lines of credit.



June 30, December 31,

(Millions) Maturity 2008 2007
Credit agreements and revolving notes
Revolving credit facility " 6/02/10 $115.0 $115.0
Revolving short-term notes payable @) 11/01/08 10.0 10.0
Total short-term credit capacity 125.0 125.0
Less:
Letters of credit issued inside credit facilities 3.8 3.8
Loans outstanding under credit agreements 10.0 10.0
Commercial paper outstanding 23.9 50.7
Available capacity under existing agreements $ 87.3 $ 60.5

@ provides support for WPSC’s commercial paper borrowing program.
@ Facility is renewed every six months and is used for general corporate purposes.

NOTE 6--ASSET RETIREMENT OBLIGATIONS

The following table shows changes to the asset retirement obligations of WPSC through June 30, 2008.
All asset retirement obligations are recorded as other long-term liabilities on the Condensed Consolidated
Balance Sheets.

(Millions)

Asset retirement obligations at December 31, 2007 $8.6
Accretion 0.2
Asset retirement obligations at June 30, 2008 $8.8

NOTE 7--INCOME TAXES

WPSC'’s effective tax rates for the three and six months ended June 30, 2008 were 35.9% and 35.2%,
respectively. WPSC’s effective tax rates for the three and six months ended June 30, 2007 were 36.2%
and 37.5%, respectively. WPSC's provision for income taxes was calculated in accordance with
Accounting Principles Board Opinion No. 28, "Interim Financial Reporting." Accordingly, WPSC's interim
effective tax rate reflects its projected annual effective tax rate. The effective tax rate for the three and six
months ended June 30, 2008 differs from the federal tax rate of 35% primarily due to state income taxes
and the impact of certain permanent book to tax return differences. The effective tax rate for the three
and six months ended June 30, 2007 differs from the federal tax rate of 35% primarily due to state income
taxes.

For the three months ended June 30, 2008, the liability for uncertain tax positions decreased by

$0.4 million. For the six months ended June 30, 2008, the change in liability for uncertain tax positions
was a decrease of $0.2 million. These changes reflect the settlement and remeasurement of the
obligations associated with uncertain tax positions as part of closing and settling examinations with the
IRS and the State of Wisconsin during the second quarter of 2008.

NOTE 8--COMMITMENTS AND CONTINGENCIES
Commodity Purchase Obligations and Purchase Order Commitments
WPSC routinely enters into long-term purchase and sale commitments that have various quantity

requirements and durations. WPSC has obligations to sell electricity and natural gas to customers.
WPSC expects to recover costs related to these obligations in future customer rates.

-10-



The obligations described below are as of June 30, 2008.

e  WPSC’s electric utility segment has obligations related to coal supply and transportation that
extend through 2016 and total $672.8 million, obligations of $1.2 billion for either capacity or
energy related to purchased power that extend through 2016, and obligations for other
commodities totaling $12.6 million, which extend through 2012.

. WPSC’s natural gas utility segment has obligations related to natural gas supply and transportation
contracts totaling $502.6 million, some of which extend through 2017.

° WPSC also has commitments in the form of purchase orders issued to various vendors, which
totaled $408.7 million. A significant portion of these commitments relate to large construction
projects.

Environmental

EPA Section 114 Request

In 2000, WPSC received a request from the EPA under Section 114 of the Clean Air Act, seeking
information related to work performed on the coal-fired boilers located at WPSC's Pulliam and
Weston electric generation stations. WPSC filed a response with the EPA in early 2001.

In May 2002, WPSC received a follow-up request from the EPA seeking additional information regarding
specific boiler-related work performed on Pulliam Units 3, 5, and 7, as well as information on WPSC's life
extension program for Pulliam Units 3-8 and Weston Units 1 and 2. WPSC filed a final response to the
EPA's follow-up request in June 2002,

In 2000 and 2002, Wisconsin Power and Light Company (WP&L) received a similar series of EPA
information requests relating to work performed on certain coal-fired boilers and related equipment at the
Columbia generation station (a facility located in Portage, Wisconsin, jointly owned by WP&L, Madison
Gas and Electric Company, and WPSC). WP&L is the operator of the plant and is responsible for
responding to governmental inquiries relating to the operation of the facility. WP&L filed its response for
the Columbia facility in July 2002.

Depending upon the results of the EPA's review of the information provided by WPSC and WP&L, the
EPA may perform any of the following:

e issue notices of violation (NOV) asserting that a violation of the Clean Air Act occurred,

e seek additional information from WPSC, WP&L, and/or third parties who have information relating to
the boiters, and/or

e close out the investigation.

In addition, under the Clean Air Act, citizen groups may pursue a claim. WPSC has no notice of such a
claim based on the information submitted to the EPA.

To date, the EPA has not responded to the 2001 and 2002 filings made by WPSC and WP&L. However,
in March 2008, a data request was received from the EPA seeking information related to operations and
projects for the Pulliam and Weston coal-fired boilers from January 2000 to the present. WPSC has
submitted its response.

In response to the EPA's Clean Air Act enforcement initiative, several utilities elected to settle with the
EPA, while others are in litigation. The fines and penalties (including the cost of supplemental
environmental projects) associated with settlements involving comparably-sized facilities range between
$7 million and $30 million. The regulatory interpretations upon which the lawsuits or settlements are
based may change based on future court decisions of the pending litigations.

-11-



If the federal government brings a claim against WPSC and if it were determined by a court that historic
projects at WPSC's Pulliam and Weston plants required either a state or federal Clean Air Act permit,
WPSC may, under the applicable statutes, be required to:

shut down any unit found to be operating in non-compliance,

install additional pollution control equipment,

pay a fine, and/or

pay a fine and conduct a supplemental environmental project in order to resolve any such claim.

Pulliam Air Notice of Violation

In September 2007, a NOV was issued to WPSC by the WDNR alleging various violations of the Pulliam
facility's Title V permit, primarily pertaining to certain recordkeeping and monitoring requirements. WPSC
met with the WDNR in November 2007 to discuss and attempt to resolve the matters identified in the
NOV, and subsequently submitted additional information pursuant to the WDNR’s request. While not
finally confirmed by the WDNR, it is WPSC's understanding that this issue is essentially resolved.

Weston 4 Air Permit

In November 2004, the Sierra Club filed a petition with the WDNR under Section 285.61 of the Wisconsin
Statutes seeking a contested case hearing on the construction permit issued for the Weston 4 generation
station, which is a necessary predicate to plant construction under the pertinent air emission regulations
(hereinafter referred to as the "Weston 4 air permit"). In February 2008, the administrative law judge
affirmed the Weston 4 air permit with changes to the emission limits for sulfur dioxide and nitrogen oxide
from the coal-fired boiler and particulate from the cooling tower. The changes, which were implemented
by the WDNR in a revised permit issued on March 28, 2007, set limits that are more stringent than those
originally set by the WDNR (hereinafter referred to as the "March 28, 2007 permit language").

On April 27, 2007, the Sierra Club filed a second petition requesting a contested case hearing regarding
the March 28, 2007 permit language, which was granted by the WDNR. Both parties subsequently moved
for summary judgment. In a decision issued on November 8, 2007, the administrative law judge granted
WPSC’s motion for summary judgment in that proceeding, upholding the March 28, 2007 permit
language. The Sierra Club filed petitions with the Dane County Circuit Court on April 27, 2007, and
November 14, 2007, for judicial review of the Weston 4 air permit and the underlying proceedings before
the administrative law judge. These two judicial review proceedings were consolidated by the court,
briefing is completed, and the parties will present oral arguments once scheduled by the court.

These activities did not stay the construction and startup of the Weston 4 facility or the administrative law
judge's decision on the Weston 4 air permit. WPSC believes that it has substantial defenses to the
Sierra Club's challenges. Until the Sierra Club's challenge is finally resolved, Integrys Energy Group will
not be able to make a final determination of the probable cost impact, if any, of compliance with any
changes to the Weston 4 air permit on its future costs.

Weston Operating Permits

In July 2005 and February 2006, NOVs were issued to WPSC by the WDNR alleging various violations of
the operating permit requirements applicable to the then existing Weston facility. Subsequently, by letter
dated April 11, 2007, the WDNR referred the matters set forth in the NOVs to the Wisconsin Attorney
General's office. The referral letter alleged that the Weston facility was not in compliance with the
following provisions of the facility’s Title V operating permit: (i) limitations on the sulfur content of the fuel
oil stored at the Weston facility; (ii) the carbon monoxide and nitrogen oxide limits for certain of the
facility's combustion turbines; (iii) the particulate matter emission limits applicable to the coal handling
equipment; (iv) opacity monitoring requirements; and (v) a requirement to conduct an elemental metals
analysis. WPSC has completed corrective measures to address the issues and settled the matter with the
Wisconsin Attorney General's office. The settlement included a penalty of $0.2 million and a commitment
to fund $0.3 million of energy efficiency projects.
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In early November 2008, it came to the attention of WPSC that previous ambient air quality computer
modeling done by the WDNR for the Weston facility (and other nearby air sources) did not take into
account the emissions from the existing Weston 3 facility for purposes of evaluating air quality increment
consumption under the required Prevention of Significant Deterioration. WPSC believes it has undertaken
and completed corrective measures to address any identified modeling issues and anticipates issuance of
a revised Title V permit in the near future that will resolve this issue. Integrys Energy Group currently is
not able to make a final determination of the probable cost impact of this issue, if any.

Mercury and Interstate Air Quality Rules

Mercury

In October 2004, the mercury emission control rule became effective in Wisconsin (Chapter NR 4486),
requiring WPSC to control annual system mercury emissions in phases with the first phase beginning in
2008. In this phase, the annual mercury emissions are capped at the average annual system mercury
emissions for the period 2002 through 2004. The next phase will run from 2010 through 2014 and require
a 40% reduction from average annual 2002 through 2004 mercury input amounts. After 2015, a 75%
reduction is required with a goal of an 80% reduction by 2018. Chapter NR 446 applies to existing units.
Weston 4 installed mercury control technology, which will achieve a mercury emission rate that meets the
permit limit for mercury.

The State of Wisconsin has recently developed a revised draft rule to Chapter NR 446 that requires a 40%
reduction from the 2002 through 2004 baseline beginning January 1, 2010 through the end of 2014.
Beginning in 2015, electric generating units above 150 megawatts will be required to reduce emissions by
90%. Reductions can be phased in and the 90% target can be delayed until 2021 if additional sulfur
dioxide and nitrogen oxide reductions are implemented. By 2015, electric generating units above

25 megawatts but less than 150 megawatits must reduce their mercury emissions to a level defined as
Best Available Control Technology. This rule has been approved by the state Natural Resources Board
and is now under consideration by the state legislature. WPSC estimates capital costs of approximately
$25 million for phase one, which includes estimates for both wholly-owned and jointly-owned plants, to
achieve the proposed reductions in the State's revised draft rule. These costs may change based on the
requirements of the final rule. The capital costs are expected to be recovered in future rate cases. In
May 2008, a group of industry stakeholders filed suit, claiming that the WDNR’s mercury rulemaking
process violates a state statute. The court ruled against the challenge but a new suit is likely to be filed.

Following the promulgation of a federal mercury control and monitoring rule in 2005 by the EPA, the State
of Wisconsin filed suit along with other states in opposition of the rule. On February 8, 2008, the

U.S. Court of Appeals for the District of Columbia Circuit ruled in favor of the petitioners and vacated the
federal rule. In May 2008, the EPA’s appeal of the ruling was denied. The EPA is reviewing options for a
new rulemaking.

Sulfur Dioxide and Nitrogen Oxide

The EPA issued the Clean Air Interstate Rule (formerly known as the Interstate Air Quality Rule), in 2005.
The rule was intended to reduce sulfur dioxide and nitrogen oxide emissions from utility boilers located in
29 states, including Wisconsin, Michigan, Pennsylvania, and New York. The Clean Air Interstate Rule
required reduction of sulfur dioxide and nitrogen oxide emissions in two phases. The first phase required
about a 50% reduction beginning in 2009 for nitrogen oxide and beginning in 2010 for sulfur dioxide. The
second phase was to begin in 2015 for both pollutants and required about a 65% reduction in emissions.
The rule allowed the State of Wisconsin to either require utilities located in the state to participate in the
EPA's interstate cap and trade program or meet the state's emission budget for sulfur dioxide and nitrogen
oxide through measures to be determined by the state. Wisconsin's rule, which incorporates the cap and
trade approach, had completed the state legislative review and had been forwarded to the EPA for final
review,
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On July 11, 2008, the U.S. Court of Appeals for the District of Columbia issued a decision vacating the
Clean Air Interstate Rule and the associated Federal Implementation Plan. The EPA, state regulatory
agencies, and affected facilities are reviewing the impacts of the court decision.

Prior to this court decision, WPSC was evaluating a number of options, including using the cap and trade
program and/or installing controls. Since the court decision, the value of annual nitrogen oxide emission
allowances that were to be utilized in the cap and trade program under the Clean Air Interstate Rule has
decreased significantly. WPSC does not currently own any annual nitrogen oxide emission allowances,
however, at the time of the court decision, WPSC had entered into contracts for the purchase of a small
amount of ozone seasonal nitrogen oxide emission allowances in 2009 through 2012 and was in the
process of negotiating the purchase of annual nitrogen oxide emission allowances in 2009. Whether
WPSC ultimately acquires any annual nitrogen oxide emission allowances or not, WPSC does not expect
any material impact as a result of vacating the Clean Air Interstate Rule with respect to nitrogen oxide
emission allowances. For planning purposes, it is still assumed that additional sulfur dioxide and nitrogen
oxide controls will be needed on existing units or the existing units will need to be converted to natural gas
by 2015. The installation of any controls and/or any conversion to natural gas will need to be scheduled
as part of WPSC's long-term maintenance plan for its existing units. As such, controls or conversions
may need to take place before 2015. On a preliminary basis and assuming controls or conversion are still
required, WPSC estimates capital costs of $533 million, which includes estimates for both wholly-owned
and jointly-owned plants, in order to meet an assumed 2015 compliance date. This estimate is based on
costs of current control technology and current information regarding the final state and federal rules. The
capital costs are anticipated 1o be recovered in future rate cases.

Manufactured Gas Plant Remediation

WPSC operated facilities in the past at multiple sites for the purpose of manufacturing and storing
manufactured gas, and as such, is responsible for the environmental impacts at ten manufactured gas
plant sites located in Wisconsin and Michigan. All are former regulated utility sites, and as such, are being
remediated, with costs charged to existing ratepayers at WPSC.

WPSC entered into a settlement agreement with the EPA in May 2006, transferring six of the
manufactured gas plant sites from the state to the EPA's Superfund Alternatives Program. In addition,
WPSC completed the transfer of the Sheboygan Camp Marina site to the EPA in January 2007. Based on
the schedule agreed to with the EPA, an evaluation of prior work done at the sites transferred to the EPA
is conducted prior to addressing the sediment at these sites. An evaluation of the Stevens Point and
Manitowoc work was conducted by the EPA and follow-up work is underway. Review of the prior
Sheboygan Camp Marina and Oshkosh work is occurring.

Three of WPSC's manufactured gas plant sites remain under state jurisdiction. Of these, work is
substantially complete at Sheboygan-Wildwood and Menominee, Michigan. The analysis of remedial
options for the Wausau site is underway.

WPSC estimated the future undiscounted investigation and cleanup costs as of June 30, 2008, for all sites
to be $67.2 million. WPSC may adjust these estimates in the future, contingent upon remedial
technology, regulatory requirements, remedy determinations, and the assessment of natural resource
damages. WPSC expects to recover actual cleanup costs, net of insurance recoveries, in future customer
rates and has recorded a net regulatory asset of $68.5 million, net of insurance recoveries received of
$16.1 million, related to the recovery of both unrecovered expenditures and estimated future expenditures
as of June 30, 2008. Under current PSCW policies, WPSC will not recover carrying costs associated with
the cleanup expenditures.

Greenhouse Gases

There is increasing concern over the issue of climate change and the effect of emissions of greenhouse
gases, in particular from the combustion of fossil fuels. WPSC is evaluating both the technical and cost
implications which may result from a future state, regional, or federal greenhouse gas regulatory program.
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This evaluation indicates that it is probable that any regulatory program that caps emissions or imposes a
carbon tax will increase costs for WPSC and its customers. The greatest impact is likely to be on fossil
fuel-fired generation, with a less significant impact on natural gas storage and distribution operations.
Efforts are underway within the utility industry to find a feasible method for capturing carbon dioxide from
pulverized coal-fired units and to develop cleaner ways to burn coal. The use of alternate fuels is also
being explored by the industry, but there are many cost and availability issues. Based on the complexity
and uncertainty of the climate issues, a risk exists that future carbon regulation will increase the cost of
electricity produced at coal-fired generation units. However, we believe the capital expenditures we are
making at our generation units are appropriate under any reasonable mandatory greenhouse gas program
and that future expenditures by our regulated electric utilities will be recoverable in rates. WPSC will
continue to monitor and manage potential risks and opportunities associated with future greenhouse gas
regulatory actions.

NOTE 9--GUARANTEES

The following table shows outstanding guarantees at WPSC at June 30, 2008:

Expiration
Total Amounts Less
Committed at Than 1to2
(Millions) June 30, 2008 1 Year Years
Standby letters of credit” $3.9 $3.9 $ -
Other guarantees® 6.1 - 6.1
Total guarantees $10.0 $3.9 $6.1

M AtwPSC's request, financial institutions have issued standby letters of credit for the benefit of third parties that

have extended credit to WPSC. These amounts are not reflected on the Condensed Consolidated Balance
Sheets.

@ Consists of (1) a guarantee issued by WPSC to indemnify a third party for exposures related to the construction

of utility assets. This amount is not reflected on the Condensed Consolidated Balance Sheets, as this
agreement was entered into prior to the effective date of FASB Interpretation No. 45, “Guarantor's Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others—an
interpretation of FASB Statements No. 5, 57, and 107 and rescission of FASB Interpretation No. 34.” The
maximum exposure related to this guarantee was $3.7 million at June 30, 2008; and (2) a liability related to
WPSC's agreement to indemnify Dominion for certain costs arising from the resolution of design bases
documentation issues incurred prior to Kewaunee nuclear power plant's scheduled maintenance period in 2009.
As of June 30, 2008, WPSC had paid $6.4 million to Dominion related to this guarantee, reducing the liability to
$2.4 million.

NOTE 10--EMPLOYEE BENEFIT PLANS

The following table shows the components of WPSC's net periodic benefit cost for the three and six
months ended June 30, 2008, and 2007:

Pension Benefits Other Postretirement Benefits

Three Months Six Months Three Months Six Months

Ended June 30 Ended June 30 Ended June 30 Ended June 30
(Millions) 2008 2007 2008 2007 2008 2007 2008 2007
Service cost $2.4 $4.3 $5.3 $9.1 $1.3 $1.5 $2.8 $3.2
Interest cost 8.9 8.5 17.5 17.0 3.2 3.4 6.2 6.7
Expected return on plan assets (10.7) (9.2) (22.1) (18.2) (3.2) (3.2) (6.9) (6.4)
Amortization of transition obligation - - - - - 0.1 0.1 0.2
Amortization of prior service cost (credit) 1.1 1.2 23 2.3 (0.9) (0.5) (1.8) (1.0)
Amortization of net actuarial loss (gain) {0.1) 0.8 0.2 2.3 {0.4) 0.2 (0.4) 0.6
Net periodic benefit cost . $1.6 $5.6 $3.2 $12.5 $ - $1.5 $ - $3.3
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WPSC records transition obligations, prior service costs (credits), and net actuarial losses (gains) that
have not yet been recognized as a component of net periodic benefit cost as net regulatory assets,
pursuant to SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation.”

Contributions to the plans are made in accordance with legal and tax requirements and do not necessarily
occur evenly throughout the year. For the six months ended June 30, 2008, no contributions were made
to the pension and other postretirement benefit plans. WPSC expects to contribute $14.3 million and
$7.3 million to its pension and other postretirement benefit plans, respectively, during the remainder of
2008.

NOTE 11--FAIR VALUE

Effective January 1, 2008, WPSC adopted SFAS No. 157, “Fair Value Measurements.” This standard
defines fair value and requires enhanced disclosures about assets and liabilities carried at fair value. As
of June 30, 2008, these additional disclosures are required only for financial assets and liabilities
measured at fair value and for nonfinancial assets and liabilities measured at fair value on a recurring
basis, following the guidance in FASB Staff Position FAS 157-2, “Effective Date of FASB Statement

No. 157."

According to SFAS No. 157, fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date (exit
price). SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurement) and the lowest priority to unobservable inputs (Level 3
measurement). The three levels of the fair value hierarchy defined by SFAS No. 157 are as follows:

Level 1 — Quoted prices are available in active markets for identical assets or liabilities as of the reporting
date. Active markets are those in which transactions for the asset or liability occur in sufficient frequency
and volume to provide pricing information on an ongoing basis.

Level 2 — Pricing inputs are observable, either directly or indirectly, but are not quoted prices included
within Level 1. Level 2 includes those financial instruments that are valued using external inputs within
models or other valuation methodologies.

Level 3 — Pricing inputs include significant inputs that are generally less observable from objective
sources. These inputs may be used with internally developed methodologies that result in management’s
best estimate of fair value.

As required by SFAS No. 157, financial assets and liabilities are classified in their entirety based on the
lowest level of input that is significant to the fair value measurement. The following table shows WPSC’s
financial assets and liabilities that were accounted for at fair value on a recurring basis as of

June 30, 2008, categorized by level within the fair value hierarchy.

(Millions) Level 1 Level 2 Level 3 Total
Assets

Risk management assets $13.5 $ - $19.4 $32.9
Liabilities

Risk management liabilities - - 11.2 11.2

Deferred compensation liability 9.7 - - 9.7

The determination of the fair values above incorporates various factors required under SFAS No. 157.
These factors include not only the credit standing of the counterparties involved, but also the impact of the
company’s nonperformance risk on its liabilities.

The risk management assets and fiabilities listed in the table include NYMEX futures and options, financial
contracts used to manage transmission congestion costs in the MISO market, and a small number of
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natural gas purchase contracts accounted for as derivatives under SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” NYMEX contracts are valued using the NYMEX end-of-
day settlement price, which is a Level 1 input. The valuation for financial transmission rights is derived
from historical data from the MISO, which is considered a Level 3 input. For more information on WPSC'’s
derivative instruments, see Note 3, “Risk Management Activities.”

All employee deferrals under Integrys Energy Group’s deferred compensation plan are remitted to WPSC;
therefore, the entire deferred compensation liability is carried on WPSC'’s balance sheet. The deferred
compensation liability in the table above includes only the portion that is payable in cash and invested in
hypothetical investment options that are indexed to Integrys Energy Group’s common stock or mutual
funds. WPSC bases the valuation of these pieces of the deferred compensation liability on the closing
price of Integrys Energy Group’s common stock from the NYSE and on published values of a variety of
mutual funds.

The following table sets forth a reconciliation of changes in the fair value of items categorized as Level 3
measurements:

Three Months Ended  Six Months Ended

(Millions) June 30, 2008 June 30, 2008
Balance at beginning of period $0.4 $8.6
Net realized gains included in earnings 4.7 7.4
Net unrealized gains (losses) recorded as regulatory

assets or liabilities 2.2 (5.1)
Purchases and settlements 0.9 (2.7)
Balance at June 30, 2008 $8.2 $8.2

Unrealized gains and losses on financial transmission rights are deferred as regulatory assets or liabilities,
pursuant to SFAS No. 71. Therefore, these fair value measurements have no impact on earnings.
Realized gains and losses on financial transmission rights flow through purchased power on the
Condensed Consolidated Statements of Income.

NOTE 12--MISCELLANEOUS INCOME

WPSC's total miscellaneous income was as follows:

Three Months Six Months

Ended Ended

June 30 June 30
(Millions) 2008 2007 2008 2007
Allowance for funds used during construction $0.9 $0.2 $ 13 $0.4
Weston 4 ATC interconnection agreement 0.7 0.8 25 1.3
Equity earnings on investments 2.7 2.6 5.3 5.1
Other 1.4 1.1 1.5 1.5
Total miscellaneous income $5.7 $4.7 $10.6 $8.3
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NOTE 13--REGULATORY ENVIRONMENT
Wisconsin

Rate Cases

On April 1, 2008, WPSC filed a request with the PSCW to increase retall electric and natural gas rates
$106.8 million (7.8%) and $11.7 million (2.2%), respectively, to be effective January 1, 2009. The request
was based on rates in effect at the time of the filing. This filing also included a request to increase retail
electric rates $3.5 million (0.3%) in 2010, as well as a request for authority to file for an adjustment to retail
electric rates, effective January 1, 2010, for changes in fuel, purchased power, and related costs. The
proposed retail electric rate increase for 2009 is driven by the completion of the refund to retail electric
customers of the non-qualified decommissioning trust fund related to the sale of the Kewaunee nuclear
power plant, the cost of operating Weston 4, increased electric transmission costs, and recovery of costs
associated with the lightning strike and subsequent outage at Weston 3. The retail electric rate filing for
2009 did not include recovery of both operation and maintenance costs and capital costs associated with
the proposed lowa wind project; however, subsequent approval was received which increased the rate
request for 2009 by $10.4 million (1.1%). The proposed retail natural gas rate increase is required
primarily because of costs associated with the construction of the natural gas laterals connecting the
WPSC natural gas distribution system to the new Guardian Il natural gas pipeline.

On February 11, 2008, WPSC filed an application with the PSCW to adjust its 2008 rates for fuel and
purchased power costs, requesting an increase in retail electric rates due to a delay in the in-service date
of the Weston 4 power plant, increased coal and coal transportation costs, and increased natural gas
costs. The PSCW approved an interim annual rate increase of $29.7 million on March 20, 2008, and an
additional final rate increase of $18.3 million, effective July 4, 2008.

On January 15, 2008, the PSCW issued a final written order authorizing a retail electric rate increase of
$23.0 million (2.5%), which included recovery of deferred 2005 and 2006 MISO Day 2 costs over a one-
year period and increased electric transmission costs. The new rates became effective January 16, 2008.

On January 11, 2007, the PSCW issued a final written order authorizing a retail electric rate increase of
$56.7 million (6.6%) and a retail natural gas rate increase of $18.9 million (3.8%), effective

January 12, 2007. The 2007 rates reflect a 10.9% return on common equity. The PSCW also approved a
common equity ratio of 57.46% in its regulatory capital structure. The 2007 retail electric rate increase
was required primarily because of increased costs associated with electric transmission, costs related to
the construction of Weston 4 and the additional personnel to maintain and operate the plant, and costs to
maintain the Weston 3 generation unit and the De Pere Energy Center. The 2007 retail natural gas rate
increase was driven by infrastructure improvements necessary to ensure the reliability of the natural gas
distribution system and costs associated with the remediation of former manufactured gas plant sites.

Weston 3 Qutage

On October 6, 2007, Weston 3, a coal-fired generating facility located near Wausau, Wisconsin, sustained
damage from a major lightning strike that forced the facility out of service until January 14, 2008. The
damage required the repair of the generator rotor, turbine rotors, and boiler feed pumps. WPSC incurred
approximately $7 million of incremental pre-tax non-fuel operating and maintenance expenditures through
January 14, 2008, to repair and return Weston 3 to service. WPSC has insurance in place that is
expected to cover all equipment damage costs, less a $1 million deductible. WPSC also incurred a total
of $26.6 million of incremental pre-tax fuel and purchased power costs during the 14-week outage.
WPSC was granted approval from the PSCW to defer the replacement purchased power costs for the
Wisconsin retail portion of these costs and was granted approval retroactive to October 6, 2007.
Assuming favorable outcomes for the recovery of deferred replacement purchased power costs from
customers, and non-fuel operating and maintenance expenses from insurance proceeds, WPSC does not
expect this incident to have a material impact on earnings.
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It is anticipated that WPSC will recover replacement purchased power costs for the Michigan retail portion
of these costs through the annual power supply cost recovery mechanism.

Michigan

On December 4, 2007, the MPSC issued a final written order authorizing WPSC a retaif electric rate
increase of $0.6 million, effective December 5, 2007. WPSC's last retail electric rate increase in Michigan
was in July 2003. The new rates reflect a 10.6% return on common equity. The MPSC also approved a
common equity ratio of 56.4% in WPSC's regulatory capital structure. This retail electric rate increase
was driven by increased costs primarily related to the construction of Weston 4 and the costs to maintain
and operate the plant, a decrease in industrial load, and inflation since July 2003. As approved by the
MPSC, effective December 5, 2007, WPSC also began recovering the capacity payments related to its
power purchase agreement with Dominion Energy Kewaunee, LLC through the power supply cost
recovery mechanism.

Federal

Through a series of orders issued by the FERC, Regional Through and Out Rates for transmission service
between the MiSO and the PJM Interconnection were eliminated effective December 1, 2004. To
compensate transmission owners for the revenue they will no longer receive due to this rate elimination,
the FERC ordered a transitional pricing mechanism called the Seams Elimination Charge Adjustment
(SECA) be put into place. Load-serving entities paid these SECA charges during a 16-month transition
period from December 1, 2004, through March 31, 2006. |t is anticipated that most of the SECA charges
incurred or refunds received by WPSC will be passed on to customers through rates, and will not have a
material effect on its financial position or results of operations.

NOTE 14--SEGMENTS OF BUSINESS

WPSC manages its reportable segments separately due to their different operating and regulatory
environments. lts principal business segments are the regulated electric utility operations and the
regulated natural gas utility operations. The tables below present information for the respective periods
pertaining to the operations of WPSC segmented by lines of business.

Regulated Utilities

Natural
Segments of Business Electric Gas Total Reconciling WPSC
(Millions) Utility™® Utility™ Utility Other® Eliminations _Consolidated
Three Months Ended
dJune 30, 2008
Operating revenues $283.5 $103.5 $387.0 $0.2 $(0.3) $386.9
Depreciation and amortization expense 20.1 5.2 253 0.2 (0.2) 25.3
Miscellaneous income 1.5 0.5 2.0 3.7 ~ 5.7
Interest expense 7.7 2.9 10.6 1.0 - 11.6
Provision for income taxes 10.0 1.9 11.9 0.5 - 124
Preferred stock dividend requirements 0.5 0.3 0.8 - - 0.8
Earnings (loss) on common stock 19.5 (0.5) 19.0 2.3 - 21.3
Three Months Ended
June 30, 2007
Operating revenues $275.6 $ 779 $353.5 $0.3 $(0.3) $353.5
Depreciation and amortization expense 18.9 5.7 24.6 0.2 (0.2) 24.6
Miscellaneous income 1.3 0.1 1.4 33 - 4.7
Interest expense 7.0 2.7 9.7 1.0 - 10.7
Provision (benefit) for income taxes 7.8 (1.1) 6.7 1.6 - 8.3
Preferred stock dividend requirements 0.6 0.2 0.8 - - 0.8
Earnings (loss) on common stock 14.1 (0.2) 13.9 (0.1) - 13.8

(1) Includes only utility operations.
(2) Nonutility operations are included in the Other column.
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Regulated Utilities

Natural
Segments of Business Electric Gas Total Reconciling WPSC
(Millions) Utility™ Utility'® Utility Other® Eliminations _ Consolidated
Six Months Ended
June 30, 2008
Operating revenues $578.4 $324.2 $902.6 $0.7 $(0.7) $902.6
Depreciation and amortization expense 37.5 10.4 47.9 0.3 (0.3) 47.9
Miscellaneous income 3.7 0.7 4.4 6.2 - 10.6
Interest expense 156.6 5.8 21.4 14 - 22.8
Provision for income taxes 12.8 14.9 27.7 1.1 - 28.8
Preferred stock dividend requirements 1.0 0.6 1.6 - - 1.6
Earnings on common stock 25.8 21.5 47.3 4.1 - 51.4
Six Months Ended
June 30, 2007
Operating revenues $544.4 $268.7 $813.1 $0.7 $(0.7) $813.1
Depreciation and amortization expense 37.8 11.4 49.2 0.3 (0.3) 49.2
Miscellaneous income 2.2 0.2 2.4 5.9 - 8.3
Interest expense 14.3 5.6 19.9 1.7 - 21.6
Provision for income taxes 16.9 10.1 27.0 1.5 - 285
Preferred stock dividend requirements 1.1 0.5 1.6 - - 1.6
Earnings on common stock 28.4 15.7 44.1 1.9 - 46.0

(1) Includes only utility operations.

(2) Nonutility operations are included in the Other column.

NOTE 15--NEW ACCOUNTING PRONOUNCEMENTS

In December 2007, the FASB issued SFAS No. 141(R), "Business Combinations." SFAS No. 141(R)
provides greater consistency in the accounting for and financial reporting of business combinations.

Among other changes, the standard will require the following: (1) all assets acquired and liabilities
assumed must be recognized at the transaction date, including those related to contractual contingencies,
(2) transaction costs and restructuring costs that the acquirer expects, but is not obligated, to incur are to
be expensed, (3) changes to deferred tax benefits as a result of the business combination must be
recognized immediately in income from continuing operations or equity, depending on the circumstances,
and (4) in a bargain purchase, a gain is to be recorded instead of writing down fixed assets. Certain new
disclosure requirements will enable the evaluation of the nature and financial effect of the business
combination. SFAS No. 141(R) is effective for business combinations consummated after

January 1, 2009. Also effective January 1, 2009, any adjustments to uncertain tax positions from
business combinations consummated prior to January 1, 2009 will no longer be recorded as an
adjustment to goodwill, but will be reported in income.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging
Activities — an amendment of FASB Statement No. 133.” SFAS No. 161 requires enhanced disclosures
about (1) how and why an entity uses derivative instruments, (2) how derivative instruments and related
hedged items are accounted for under SFAS No. 133, as amended, and (3) how derivative instruments
and related hedged items affect an entity’s financial position, financial performance, and cash flows.
SFAS No. 161 is effective for WPSC during the quarter ending March 31, 2009. We are currently
evaluating the impact that the adoption of SFAS No. 161 will have on our consolidated financial
statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

INTRODUCTION

WPSC, a wholly owned subsidiary of Integrys Energy Group, Inc., is a regulated electric and natural gas
utility. WPSC derives revenues primarily from the purchase, production, distribution, and sale of
electricity and the purchase, distribution, and sale of natural gas to retail customers. WPSC also provides
wholesale electric service to numerous utilities and cooperatives for resale.

Strategic Overview

The focal point of WPSC's business plan is the creation of long-term value for Integrys Energy Group
shareholders and WPSC's customers through growth, operational excellence, customer focus, asset
management, risk management, and the continued emphasis on safe and reliable, compstitively priced,
and environmentally sound energy and energy related services. A discussion of the essential
components of our business strategy is set forth below.

Maintain and Grow a Strong Regulated Utility Base — A strong regulated utility base is important in
order to maintain a strong balance sheet, predictable cash flows, a desired risk profile, and quality credit
ratings, which are critical to WPSC's success. WPSC believes the following recent developments have
helped, or will help, maintain and grow its regulated utility base:

o Weston 4, a 500-megawatt coal-fired base-load power plant located near Wausau, Wisconsin was-
completed and operational June 30, 2008. WPSC holds a 70% ownership interest in the Weston 4
power plant, with Dairyland Power Cooperative owning the remaining 30% interest in the facility.

o WPSC’s announced intent to acquire (along with High Country Energy, LLC) a 150-megawait
portion of the planned 300-megawatt High Country wind project located in Dodge and Olmsted
counties in Minnesota.

o WPSC's agreement to purchase a 99-megawatt wind generation facility to be constructed in
Howard County, lowa.

o Continued investment in environmental projects to improve air quality and meet the requirements
set by environmental regulators. Capital projects to construct and upgrade equipment to meet or
exceed required environmental standards are planned each year.

e The investment of approximately $75 million to connect WPSC's natural gas distribution system to
the Guardian Il natural gas pipeline. )

o For more detailed information on WPSC's capital expenditure program, see "Liquidity and Capital
Resources, Capital Requirements."

Integrate Resources to Provide Operational Excellence and Customer Focus — WPSC is committed
to integrating resources and finding the best, most efficient processes while meeting any and all
applicable regulatory and legal requirements. Through innovative ideas, embracing change, leveraging
individual capabilities and expertise and utilizing creative solutions to meet and exceed our customer's
expectations, WPSC will contribute value to Integrys Energy Group's shareholders as well as our
customers and assist in lowering costs for certain activities. WPSC believes the following activities have
helped, and will continue to help, integrate resources to provide operational excellence and customer
focus:
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« Optimally sourcing work and combining resources to achieve best practices in order to achieve
operational excellence and sustainable value for customers and Integrys Energy Group
shareholders.

e Integrys Business Support, LLC, a wholly owned service company of Integrys Energy Group, was
formed to achieve a significant portion of the cost synergies anticipated from the PEC merger
through the consolidation and efficient delivery of various support services and to provide more
consistent and transparent allocation of costs throughout Integrys Energy Group and its
subsidiaries.

o "Competitive Excellence" and project management initiatives are being implemented at WPSC and
its subsidiary to improve processes, reduce costs, and manage projects within budget and timeline
constraints to provide more value to customers.

Place Strong Emphasis on Asset and Risk Management — Our asset management strategy calls for
the continuous assessment of our existing assets as well as a focus on the acquisition of assets that
complement our existing business and strategy. This strategy also calls for a focus on the disposition of
assets, which are either no longer strategic to ongoing operations, are not performing as needed, or the
disposition of which would reduce our risk profile. We maintain a portfolio approach to risk and earnings.

Our risk management strategy, in addition to asset risk management, includes the management of
market, credit, and operational risk through the normal course of business. Forward purchases and sales
of electric capacity, energy, natural gas, and other commodities allow for opportunities to secure prices in
a volatile energy market. Oversight of the risk profile related to these financial instruments is monitored
consistent with the company's financial risk management policy. We have also implemented formula
based market tariffs to manage risk in the wholesale market.

Continued Emphasis on Safe, Reliable, Competitively Priced, and Environmentally Sound Energy
and Energy Related Services —WPSC's mission is the same as Integrys Energy Group's, to provide
customers with the best value in energy and related services. By effectively operating a mixed portfolio of
generation assets and investing in new generation, while maintaining or exceeding environmental
standards, we are able to provide a safe, reliable, and value priced service to our customers. We
concentrate our efforts on improving and operating efficiently and effectively in order to reduce costs and
maintain a low risk profile. We actively evaluate opportunities for adding more renewable generation to
provide additional environmentally sound energy to our portfolio. WPSC believes the following activities
have helped, and will continue to help, integrate resources to provide safe, reliable, competitively priced
and environmentally sound energy services:

o Contract administration and formal project management tools to better manage the costs of our
construction expenditure programs. These cost reduction initiatives will provide competitively
priced energy and energy related services.

« Managing operations to minimize the impact on the environment. Our Weston 4 facility, completed
in 2008, is one of the most efficient electric generation units in the country with state-of-the-art
environmental controls which allow us to reduce the amount of emissions produced for each
megawatt-hour of electricity generated. We also expect to maintain or decrease the amount of
greenhouse gases released per megawatt-hour generated, and support research and development
initiatives that will enable further progress toward decreasing our carbon footprint.

o Effectively operating a mixed portfolio of generation assets and investing in new generation, such
as Weston 4 and wind projects, ensures continued reliability for our customers.
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RESULTS OF OPERATIONS

Three Months Six Months
Ended Ended
June 30 % June 30 %
(Millions) 2008 2007 Increase 2008 2007 Increase
Earnings on common stock $21.3 $13.8 54.3% $51.4 $46.0 11.7%

Second Quarter 2008 Compared with Second Quarter 2007

Earnings increased $7.5 million quarter-over-quarter. Major factors impacting earnings were as follows
(and are discussed in more detail thereafter):

Electric utility earnings increased $5.4 million (38.3%), from earnings of $14.1 million for the quarter
ended June 30, 2007, to earnings of $19.5 million for the same quarter of 2008, driven by an $8.0 million
($4.8 million after-tax) increase in operating income.

The increase in electric utility operating income was driven by:

Fuel and purchased power costs that were approximately $7 miliion ($4.2 million after-tax) lower
than what was recovered in rates during the quarter ended June 30, 2008, compared with fuel and
purchased power costs that were approximately $2 million ($1.2 million after-tax) higher than what
was recovered in rates during the same quarter in 2007. This drove a $5.4 million after-tax
increase in earnings quarter-over-quarter. As a result of approximately $23 million of higher than
anticipated energy costs in the first quarter of 2008, the PSCW approved an interim rate increase
effective March 22, 2008, and subsequently approved a higher final rate increase effective

July 4, 2008.

A decrease in regulated electric maintenance expenses of $5.8 million ($3.5 million after-tax),
primarily due to significant planned outages at the Weston 3 power plant and the De Pere Energy
Center in the second quarter of 2007.

The increase in electric utility operating income was partially offset by cooler quarter-over-quarter
weather conditions, which contributed an approximate $1 million after-tax quarter-over-quarter
decrease in operating income. Weather normalized volumes were also down as customers are
conserving energy as a result of high prices and a general slowdown in the economy. |t is
estimated that the decrease in weather normalized sales volumes resulted in an approximate

$2 million after-tax decrease in operating income quarter-over-quarter.

The net loss from the natural gas utility segment increased $0.3 million (150.0%), from a loss of
$0.2 million for the first quarter of 2007, to a net loss of $0.5 million for the same quarter in 2008. The
change was driven by the following:

A change in the effective tax rate from the second quarter of 2007 to the second quarter of 2008,
which had a negative quarter-over-quarter impact on natural gas segment operating results. The
quarter-over-quarter changes in the effective tax rate occurred as a result of adjustments required
by generally accepted accounting principles (GAAP) to ensure our year-to-date interim effective tax
rate reflects our projected annual effective tax rate. These adjustments drove an approximate

$2 million increase in the quarter-over-quarter net loss.

The increase in the net loss was offset by the following:

- A decrease in operating and maintenance expense of $1.1 million ($0.7 million after-tax)
primarily due to synergy savings resulting from the PEC merger.
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- Anincrease in the regulated natural gas utility margin of $0.9 million ($0.5 million after-tax)
driven by an increase in throughput volumes to higher margin residential and commercial and
industrial customers due to colder weather conditions.

Six Months 2008 Compared with Six Months 2007

Earnings increased $5.4 million for the six months ended June 30, 2008, compared with the same period
in 2007. Major factors impacting income were as follows (and are discussed in more detail thereafter):

Electric utility earnings decreased $2.6 million (9.2%), from earnings of $28.4 million for the six months
ended June 30, 2007, to earnings of $25.8 million for the same period in 2008, driven by a $7.0 million
($4.2 million after-tax) decrease in operating income, resulting primarily from the following:

e  Fuel and purchased power costs that were approximately $16 million ($9.6 million after-tax) higher
than what was recovered in rates during the six months ended June 30, 2008, compared with fuel
and purchased power costs that were approximately $1 million ($0.6 million after-tax) less than
what was recovered in rates during the same period in 2007. This drove an approximate
$17 million ($10.2 million after-tax) decrease in operating income period-over-period.

¢ Aiso contributing to the decrease in operating income was a 2.7% decrease in residential sales
volumes, which resulted in an approximate $4 million ($2.4 million after-tax) decrease in operating
income and was driven by customer conservation efforts related to high energy costs and a general
slowdown in the economy. '

o  Partially offsetting the decreases to regulated electric operating income discussed above, electric
maintenance expenses decreased $10.1 million ($6.1 million after-tax).

e  WPSC also experienced a decrease in pension, postretirement expense, and medical benefit costs
resulting from merger synergy savings.

Natural gas utility earnings increased $5.8 million (36.9%), from earnings of $15.7 million for the six
months ended 2007, to earnings of $21.5 million for the same period in 2008, primarily due to a
$7.3 million (4.4 million after-tax) period-over-period increase in margin.

. Natural gas throughput volumes were up 7.7% period-over-period, primarily related to colder
weather during the heating season, compared with the same period in 2007. The colder weather
conditions contributed approximately $5 million ($3 million after-tax) to the increase in natural gas
margin.

e Also contributing approximately $1 million after-tax to the period-over-period increase in the natural

gas utility margin, was WPSC having the full benefit of the 2007 Wisconsin retail natural gas rate
increase in 2008 compared with 2007 since it was effective January 12, 2007.
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Requiated Electric Segment Operations

Three Months Six Months
Ended % Ended %
(Millions, except heating and cooling June 30 Increase June 30 Increase
degree days) 2008 2007 (Decrease) 2008 2007 (Decrease)
Revenue $283.5 $275.6 2.9% $578.4 $544.4 6.2%
Fuel and purchased power 135.3 144.9 (6.6)% 301.3 280.3 7.5%
Margin 148.2 130.7 13.4% 2771 264.1 4.9%
Operating and maintenance expense 82.0 74.1 10.7% 167.8 148.6 12.9%
Depreciation and amortization expense 20.1 18.9 6.3% 37.5 37.8 (0.8)%
Taxes other than income taxes 9.9 9.5 4.2% 20.3 19.2 5.7%
Operating income $ 362 $ 282 28.4% $ 51.5 $58.5 (12.0Y%
Sales in kilowatt-hours
Residential 608.2 660.7 (7.9)% 1,382.0 1,420.9 (2.7Y%
Commercial and industrial 1,980.0 2,024.9 (2.2)% 4,013.3 3,993.6 0.5%
Wholesale 1,127.7 9221 22.3% 2,166.8 1,814.7 19.4%
Other 7.2 7.3 (1.4)% 18.5 17.6 51%
Total sales in kilowatt-hours 3,7231  3,615.0 3.0% 7,580.6 7,246.8 4.6%

Weather

Heating degree days 920 850 8.2% 4,875 4,402 10.7%
Cooling degree days 104 204 (49.0)% 104 204 (49.0)%

Second Quarter 2008 Compared with Second Quarter 2007

Revenue

Regulated electric revenue increased $7.9 million, primarily due to:

A final rate order issued by the PSCW effective January 16, 2008, that allowed for a $23.0 million
(2.5%) retail electric rate increase. Per the PSCW's order approving the Integrys Energy Group
merger with PEC, WPSC may not increase its base rates for natural gas or electric service prior to
January 1, 2009. However, WPSC is allowed to adjust rates for changes in purchased power costs
as well as fuel costs related to electric generation due to changes in NYMEX natural gas futures
prices, delivered coal prices, and transmission costs. The increase also included recovery of
deferred 2005 and 2006 MISO Day 2 costs over a one-year period.

An interim rate increase approved by the PSCW for WPSC's retail electric customers effective
March 22, 2008, related to higher fuel and purchased power costs. Contributing factors in the rate
change, approved by the PSCW on July 4, 2008, were increased purchased power costs due to
lower-than-expected generation from the new Weston 4 power plant during the start-up phases,
increased coal and coal transportation costs, and increased natural gas costs.

A 3.0% increase in electric sales volumes, including a 22.3% increase in volumes sold to lower
margin wholesale customers, partially offset by a 7.9% and 2.2% decrease in sales volumes,
respectively, to higher margin residential and commercial and industrial customers. The increase in
sales volumes to wholesale customers was driven by higher contracted sales volumes to a large
wholesale customer quarter-over-quarter as well as an increase in opportunity sales as WPSC had
more low-cost generation with Weston 4 generating power for much of the 2008 second quarter. The
decrease in sales volumes fo residential and commercial and industrial customers was driven by
cooler than normal quarter-over-quarter weather conditions, which led to a decrease in air
conditioning load. In addition, high energy prices and a general slowdown in the economy led to
more energy conservation quarter-over-quarter.
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Margin

The regulated electric margin increased $17.5 million, driven by:

A $13.5 million partial refund to Wisconsin retail customers in the second quarter of 2007 of their
portion of proceeds from the liquidation of the Kewaunee nonqualified decommissioning trust fund.
Pursuant to regulatory accounting, the decrease in the 2007 margin related to the refund was offset
by a corresponding decrease in operating and maintenance expenses in 2007 and, therefore, did not
have an impact on earnings. WPSC completed the refund of proceeds received from the liquidation
of the Kewaunee nonqualified decommissioning trust fund to Wisconsin retail customers in 2007.

Fuel and purchased power costs that were approximately $7 million lower than what was recovered
in rates during the quarter ended June 30, 2008, compared with fuel and purchased power costs that
were approximately $2 million higher than what was recovered in rates during the same quarter in
2007, which drove a $9 million increase in margin quarter-over-quarter. As a result of approximately
$23 million of higher than anticipated fuel and purchased power costs in the first quarter of 2008, the
PSCW approved an interim rate increase effective March 22, 2008, and subsequently approved a
higher final rate increase effective July 4, 2008. In the second quarter of 2008, the interim rate
increase enabled WPSC to recover approximately $7 million of the $23 million of under-recovered
fuel and purchased power costs incurred in the first quarter of 2008. With the approved rate increase
and assuming stable fuel costs, WPSC anticipates it will recover approximately 80% of the remaining
$16 million of unrecovered fuel and purchased power costs by year-end.

The effect of the 2008 retail electric rate increase that was effective January 16, 2008.

Partially offsetting the increase in overall electric margin, unfavorable weather conditions drove an
approximate $2 million quarter-over-quarter decrease in electric utility margin and customer
conservation efforts drove an approximate $4 million quarter-over-quarter decrease in electric utility
margin.

Operating Income

Electric utility operating income increased $8.0 million, driven by the $17.5 million increase in margin,
partially offset by a $9.5 million increase in operating expenses.

The $9.5 million (9.3%) increase in operating expenses related to the following:

e Anincrease in operating expenses of $13.5 million quarter-over-quarter, related to the partial
amortization in the second quarter of 2007 of the regulatory liability previously recorded for
WPSC's obligation to refund proceeds received from the liquidation of the Kewaunee
nonqualified decommissioning trust fund to Wisconsin retail electric ratepayers.

o Anincrease in regulated electric transmission expenses of $2.5 million, primarily related to
higher rates charged by MISO and ATC due to additional transmission investment.

» Anincrease in depreciation expense of $1.2 million resulting from Weston 4 being placed in
service for accounting purposes in April 2008.
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The increase in operating expenses was offset by:

e Adecrease in regulated electric maintenance expenses of $5.8 million, primarily due to
significant planned outages at the Weston 3 power plant and the De Pere Energy Center in the
second quarter of 2007, compared with fewer plant outages in the second quarter of 2008.

o A decrease in pension and post-retirement benefits resulting from Integrys Energy Group’s
synergies from the PEC merger. The decrease is attributable to headcount reductions and
certain changes made to WPSC’s retirement plans.

Six Months 2008 Compared with Six Months 2007

Revenue

Regulated electric revenue increased $34.0 million, driven by:

A final rate order by the PSCW, effective January 16, 2008, that allowed for a $23.0 million (2.5%)
retail electric rate increase.

An interim rate increase approved by the PSCW for retail electric customers effective
March 22, 2008, related to higher fuel and purchased power costs.

A 4.6% increase in electric sales volumes, including a 19.4% increase in volumes sold to lower
margin wholesale customers, partially offset by a 2.7% decrease in sales volumes to higher margin
residential customers. The increase in sales volumes to wholesale customers was driven by higher
contracted sales volumes to a large wholesale customer period-over-period as well as an increase in
opportunity sales as WPSC had more low-cost generation with Weston 4 generating power for much
of the 2008 second quarter. The decrease in sales volumes to residential customers was driven by
high energy prices and a general slowdown in the economy, which led to more energy conservation
during the six months ended June 30, 2008, compared with the same period in 2007.

Receiving the benefit of the 2007 retail electric rate increase for the entire six months ended
June 30, 2008, whereas the 2007 rate increase did not benefit 2007 natural gas utility results until its
January 12, 2007 effective date.

Margin

The regulated electric margin increased $13.0 million, driven by:

The effect of the 2008 retail electric rate increase that was effective January 16, 2008 and the 2007
retail electric rate increase.

A $27.0 million partial refund to Wisconsin retail customers in the six months ended June 30, 2007,
of their portion of proceeds from the liquidation of the Kewaunee nonqualified decommissioning trust
fund. Pursuant to regulatory accounting, the decrease in the 2007 margin related to the refund was
offset by a corresponding decrease in operating and maintenance expenses in 2007 and, therefore,
did not have an impact on earnings.

The regulated electric margin increase was partially offset by fuel and purchased power costs that
were approximately $16 million higher than what was recovered in rates during the six months
ended June 30, 2008, compared with fuel and purchased power costs that were approximately

$1 million less than what was recovered in rates during the same period in 2007. This drove a
$17.0 million decrease in margin period-over-period.

The regulated electric margin increase was also partially offset by an approximate $4 million
decrease in the regulated electric margin due to lower residential sales volumes (discussed above).
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Operating Income

Electric utility operating income decreased $7.0 million, driven by a $19.2 million increase in operating
and maintenance expenses, partially offset by the $13.0 million increase in margin discussed above.

The $19.2 million increase in operating and maintenance expenses related to the following:

o A $27.0 million increase for the six months ended June 30, 2008, over the same period in 2007,
relating to the partial amortization in 2007 of the regulatory liability previously recorded for WPSC's
obligation to refund proceeds received from the liquidation of the Kewaunee nonqualified
decommissioning trust fund to Wisconsin retail electric ratepayers.

o A $5.1 million increase in regulated electric transmission expenses, primarily related to higher rates
charged by MISO and ATC due to additional transmission costs.

The increases in operating and maintenance expenses were offset by the following:

e A $10.1 million decrease in regulated electric maintenance expenses, primarily due to major planned
outages at the Weston 2 and Weston 3 generation stations and the De Pere Energy Center in the
first half of 2007, compared with fewer plant outages during the same period in 2008.

+ Adecrease in external costs to achieve merger synergies of $1.9 million related to Integrys Energy
Group’s merger with PEC, from $5.3 million in the six months ended June 30, 2007, to $3.4 million in
the comparable period of 2008. This decrease was primarily because in the first quarter of 2007, all
external costs to achiever merger synergies incurred from July 2006 through March 2007 were
reallocated from Integrys Energy Group (where they had been initially recorded) to the other affiliated

companies such as WPSC, which are the beneficiaries of the synergy savings resulting from the
costs to achieve.

¢ Adecrease in pension, postretirement, and medical benefit costs resulting from plan design changes
and synergy savings from the Integrys Energy Group merger with PEC.
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Requlated Natural Gas Utility Segment Operations

Three Months Six Months
Ended % Ended %
June 30 Increase June 30 Increase
(Millions, except heating degree days) 2008 2007 {Decrease) 2008 2007 (Decrease)
Revenues $103.5 $77.9 32.9% $324.2 $268.7 20.7%
Natural gas purchase costs 75.3 50.6 48.8% 234.6 186.4 25.9%
Margins 28.2 27.3 3.3% 89.6 82.3 8.9%
Operating and maintenance expense 17.3 18.4 (6.0)% 33.9 35.9 (5.6)%
Depreciation and amortization expense 5.2 57 (8.8)% 10.4 11.4 (8.8)%
Taxes other than income taxes 1.6 1.7 (5.9)% 3.2 3.3 (3.0)%
Operating income $ 441 $ 15 173.3% $ 421 $31.7 32.8%
Throughput in therms
Residential 35.1 33.2 5.7% 155.3 1454 6.8%
Commercial and industrial 19.5 18.3 6.6% 87.8 79.7 10.2%
Interruptible 6.1 4.5 35.6% 13.5 10.7 26.2%
Interdepartmental 9.0 9.7 (7.2)% 18.3 14.7 24.5%
Transport 76.6 76.0 0.8% 1915 182.6 4.9%
Total sales in therms 146.3 141.7 3.2% 466.4 433.1 7.7%
Weather
Heating degree days 920 850 8.2% 4,875 4,402 10.7%

Second Quarter 2008 Compared with Second Quarter 2007
Revenue
Natural gas utility revenue increased $25.6 million, resulting primarily from:

e  An approximate 40% increase in the per-unit cost of natural gas in the second quarter of 2008,
compared with the same quarter in 2007. Increases in natural gas commodity costs are passed
directly through to customers in rates.

e A 3.2% increase in natural gas throughput volumes. The increase in natural gas throughput volumes
was due primarily to a 5.7% increase in residential volumes and a 6.6% increase in commercial and
industrial volumes. The increase in sales volumes to residential and commercial and industrial
customers was driven by colder weather conditions during the second quarter 2008 heating season,
evidenced by an 8.2% quarter-over-quarter increase in the number of heating degree days.

Margin

The regulated natural gas utility margin increased $0.9 million. As discussed above, natural gas
throughput volumes were up 3.2% quarter-over-quarter. The colder quarter-over-quarter weather
conditions contributed $0.8 million ($0.5 million after-tax) to the increase in natural gas earnings.

QOperating income

Operating income increased $2.6 million quarter-over-quarter, driven by the $0.9 million increase in
margin and a $1.1 million decrease in operating and maintenance expenses. The decrease in operating
and maintenance expense was due primarily to a decrease in customer service costs and pension and
postretirement benefits, resulting from synergies related to Integrys Energy Group's merger with PEC.
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Six Months 2008 Compared with Six Months 2007
Revenue
Natural gas utility revenue increased $55.5 million, driven by:

e The per-unit cost of natural gas increase of approximately 15% for the six months ended
June 30, 2008, compared with the same period in 2007.

¢ A7.7% increase in natural gas throughput volumes, related to a 6.8% increase in residential volumes
and a 10.2% increase in commercial and industrial volumes. The increase in sales volumes to
residential and commercial and industrial customers was driven by colder weather conditions during
the 2008 heating season, evidenced by a 10.7% increase in heating degree days for the six months
ended June 30, 2008, as compared with the same period in 2007.

o  Receiving the benefit of the 2007 retail natural gas rate increase for the entire six months ended
June 30, 2008, whereas the 2007 rate increase did not benefit 2007 natural gas utility results until its
January 12, 2007 effective date.

Margin

The regulated natural gas utility margin increased $7.3 million. The increase in natural gas margin was
driven by an increase in throughput volumes to higher margin residential and commercial and industrial
customers as a result of colder weather conditions, which had an approximate $5 million positive impact
on natural gas margin. The full year benefit of the 2007 rate increase had an estimated $1 million
favorable impact on natural gas margin for the six months ended June 30, 2008, compared with the same
period in 2007.

Operating income

Operating income increased $10.4 million, driven by the $7.3 million increase in margin and a $2.0 million
decrease in operating and maintenance expenses. The decrease in operating and maintenance expense
was due primarily to a decrease in customer service costs and pension and postretirement benefit costs,
resulting from synergies related to Integrys Energy Group's merger with PEC.

Consolidated Wisconsin Public Service Other Income (Expense)

Three Months Six Months
Ended % Ended %

June 30 Increase June 30 Increase
(Millions) 2008 2007  (Decrease) 2008 2007 (Decrease)
Operating income $40.4 $28.9 39.8% $94.0 $89.4 " 51%
Miscellaneous income 5.7 4.7 21.3% 10.6 8.3 27.7%
Interest expense (11.6) (10.7) 8.4% (22.8) (21.6) 5.6%
Other expense (5.9) (6.0) (1.7Y% (12.2) (13.3) (8.3)%
Income before taxes 34.5 22.9 50.7% 81.8 76.1 7.5%
Provision for income taxes 12.4 8.3 49.4% 28.8 28.5 1.1%
Net Income $22.1 $14.6 51.4% $53.0 $47.6 11.3%
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Second Quarter 2008 Compared with Second Quarter 2007

Miscellaneous income

Miscellaneous income increased $1.0 million, as a result of an increase in income related to the
allowance for funds used during construction related to the wind generation project and construction of
the natural gas laterals that will be connected to the Guardian Il pipeline.

Interest expense

Interest expense increased $0.9 million due to increased borrowings, primarily utilized to fund various
construction projects, including the Weston 4 construction and natural gas laterals that will be connected
to the Guardian 1l pipeline.

Provision for Income Taxes

Three Months Ended June 30
2008 2007

Effective Tax Rate 35.9% 36.2%

Quarter-over-quarter changes in the effective tax rate occur primarily as a result of adjustments required
by generally accepted accounting principles (GAAP) to ensure our year-to-date interim effective tax rate
reflects our projected annual effective tax rate.

Six Months 2008 Compared with Six Months 2007
Miscellaneous income
Miscellaneous income increased $2.3 million, as a result of:

e A $1.2 million increase in interest income recognized related to the transmission facilities WPSC
funded on ATC’s behalf related to Weston 4. WPSC was reimbursed for these transmission
facilities by ATC in April 2008.

e A $0.9 million increase in income related to allowance for funds used during construction related

to the wind generation project and construction of the natural gas laterals that will be connected
to the Guardian Il pipeline.

Interest expense

Interest expense increased $1.2 million due to increased borrowings, primarily utilized to fund various
construction projects, including the Weston 4 construction and natural gas laterals that will be connected
to the Guardian il pipeline.

Provision for Income Taxes

Six Months Ended June 30
2008 2007
Effective Tax Rate 35.2% 37.5%

Our interim effective tax rate reflects our projected annual effective tax rate. The decrease in the effective
tax rate is primarily due to the impact of certain permanent book to tax return differences.
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LIQUIDITY AND CAPITAL RESOURCES

WPSC believes that its cash balances, liquid assets, operating cash flows, and available borrowing
capacity provide adequate resources to fund ongoing operating requirements and future capital
expenditures related to expansion of existing businesses and development of new projects. However,
WPSC's operating cash flow and access to capital markets can be impacted by macroeconomic factors
outside its control. In addition, WPSC's borrowing costs can be impacted by its short-term and long-term
debt ratings assigned by independent rating agencies. Currently, WPSC believes these ratings continue
to be among the best in the energy industry.

Operating Cash Flows

During the six months ended June 30, 2008, net cash provided by operating activities was $139.4 million,
compared with $155.1 million for the same period in 2007. The $15.7 million period-over-period decrease
in cash provided by operating activities was largely driven by a $43.0 million increase in cash used to
purchase natural gas inventories related to higher natural gas prices. This decrease was partially offset
by a $27.0 million increase in net cash provided by operating activities related to the partial refund of
proceeds received in 2005 from the liquidation of the nonqualified decommissioning trust fund to
Wisconsin retail electric customers in the first half of 2007. The refund of the proceeds received from the
liquidation of this trust to Wisconsin retail electric customers was completed in the fourth quarter of 2007.

Investing Cash Flows

Net cash used for investing activities was $24.3 million during the six months ended June 30, 2008,
compared with $93.2 million for the same period in 2007. The $68.9 million period-over-period decrease
in cash used for investing activities was primarily driven by the reimbursement of $99.7 million from ATC
related to WPSC's construction of the transmission facilities required to support Weston 4, as well as
proceeds received from the transfer of assets from WPSC to Integrys Business Support, LLC in the first
quarter of 2008. This decrease was partially offset by an increase in capital expenditures of $23.7 million
related to the construction of a natural gas lateral infrastructure, discussed below, as well as the
liquidation of $22.0 million of restricted funds withdrawn from an escrow account, which were used for the
payment of the outstanding principal balance of first mortgage bonds in the first quarter of 2007.

Capital Expenditures

Capital expenditures by business segment for the six months ended June 30 were:

Reportable Segment (millions) 2008 2007  Increase/Decrease
Electric utility $ 705 $81.9 $(11.4)
Natural gas utility 46.2 11.1 35.1

WPSC consolidated $116.7 $93.0 $23.7

The decrease in capital expenditures at the electric utility for the six months ended June 30, 2008,
compared with the same period in 2007, was mainly due to a decrease in capital expenditures associated
with the construction of Weston 4. Weston 4 was commercially operational in June 2008. The increase
in capital expenditures at the natural gas utility segment for the six months ended June 30, 2008,
compared with the same period in 2007, was mainly due to construction of a natural gas lateral
infrastructure that will connect WPSC’s natural gas distribution system to the Guardian Il natural gas
pipeline.
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Finanhcing Cash Flows

Net cash used for financing activities was $114.1 million during the six months ended June 30, 2008,
compared with $62.3 million for the same period in 2007. The $51.8 million period-over-period increase
in cash used for financing activities was primarily driven by the repayment of short-term borrowings, made
possible by the reimbursement of $99.7 million from ATC related to the construction of the transmission
facilities required to support Weston 4. WPSC was required to finance the cost of the ATC
interconnection during construction prior to Weston 4 becoming operational.

Significant Financing Aclivities

WPSC had outstanding commercial paper borrowings of $23.9 million and $69.4 million at June 30, 2008,
and 2007, respectively. WPSC had other outstanding short-term debt of $10.0 million at June 30, 2008,
and 2007.

In January 2007, WPSC used the proceeds from the $22.0 miliion of 3.95% senior notes issued in
December 2006 to the Village of Weston, Wisconsin, to repay the outstanding principal balance of the
6.90% first mortgage bonds which were to mature in 2013.

Credit Ratings

The current credit ratings for WPSC are listed in the table below.

Credit Ratings Standard & Poor's Moody's
Issuer credit rating A Al
First mortgage bonds A+ Aa3
Senior secured debt A+ Aa3
Preferred stock BBB+ A3
Commercial paper A-2 P-1
Credit facility n/a Al

We believe these ratings continue to be among the best in the energy industry and allow us to

access commercial paper and long-term debt markets on favorable terms. Credit ratings are not
recommendations to buy and are subject to change, and each rating should be evaluated independently
of any other rating. None of WPSC's credit ratings, except the senior secured debt rating, changed since
WPSC filed its 2007 Annual Report on Form 10-K.

On March 13, 2008, Standard and Poor’s raised the senior secured debt rating for WPSC one notch from
Ato A+. The new rating was a result of a review and changes made to the collateral coverage
requirements Standard and Poor’s uses when assigning recovery ratings to United States Utility First
Mortgage Bonds.

Future Capital Requirements and Resources

Contractual Obligations

The following table summarizes the contractual obligations of WPSC, including its subsidiary, as of
June 30, 2008.
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Payments Due By Period

Total
Amounts 2009- 2011 - 2013 and

(Millions) Committed 2008 2010 2012 Thereafter
Long-term debt principal and interest

payments" $1,176.7 $ 202 $ 80.8 $371.6 $ 704.1
Operating lease obligations 9.3 1.8 3.9 2.2 1.4
Commaodity purchase obligations(g) 2,3954 246.8 828.1 538.1 782.4
Purchase orders® 4112 4107 0.4 0.1 -
Minimum pension funding 319.3 21.6 60.4 49.7 187.6
Total contractual cash obligations $4,311.9  $701.1 $973.6 $961.7 $1,675.5

M Represents bonds and notes issued by WPSC. WPSC records all principal obligations on the balance sheet.

®@  The costs of commodity purchase obligations are expected to be recovered in future customer rates.

@ Includes obligations related to normal business operations and large construction obligations.

The table above does not reflect payments related to the manufactured gas ptant remediation liability of
$67.2 million at June 30, 2008, as the amount and timing of payments are uncertain. See Note 8,
"Commitments and Contingencies." Also, the table does not reflect any payments for the June 30, 2008,
liability for uncertain tax positions. See Note 7, "Income Taxes."

Capital Requirements

Estimated construction expenditures for WPSC for the three-year period 2008 through 2010 are:

(Millions)
Wind generation projects $249.0
Environmental projects 138.5
Electric and natural gas distribution projects 215.5
Natural gas laterals to connect to Guardian [l pipeline 65.4
Weston 4 * 33.2
Other projects 139.6

Total capital expenditures $841.2

* As of June 30, 2008, WPSC incurred a total cost of approximately $533 million related to its ownership
interest in the project. WPSC incurred a total cost of $99.7 million related to the construction of the
transmission facilities required to support Weston 4, and received reimbursement for these costs from ATC in
April 2008. The Weston 4 power plant was commercially operational in June 2008.

Capital Resources

As of June 30, 2008, WPSC was in compliance with all of the covenants under its lines of credit and other
debt obligations.

For the period 2008 through 2010, WPSC plans to use internally generated funds and debt and equity

financings to fund capital requirements. Management believes WPSC has adequate financial flexibility
and resources to meet its future needs.
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WPSC has the ability to publicly issue debt, equity, certain types of hybrid securities, and other financial
instruments. In May 2008, WPSC filed a shelf registration statement which was declared effective by the
SEC in July 2008. Under this Form S-3, WPSC may issue up to $250.0 million of senior debt securities
within the next three years with amounts, prices and terms to be determined at the time of future
offerings.

See Note 5, "Short-Term Debt and Lines of Credit," for more information on WPSC's credit facilities and
other short-term credit agreements.

Other Future Considerations

Regulatory Matters and Rate Trends

To mitigate the volatility of natural gas prices, electric fuel generation, and purchased power costs in 2008
and beyond, WPSC is employing risk management techniques pursuant to its PSCW-approved Risk Plan
and Policy, including the use of derivative instruments such as futures and options.

On February 1, 2007, the five utilities subject to the current Wisconsin fuel rules filed proposed changes
to the fuel rules with the PSCW. The primary proposed change was to implement a 1% "dead band" fo
limit a utility's annual exposure or opportunity to a maximum of 1% of fuel costs. The proposed "dead
band" differs from the current trigger mechanism in that it would allow a utility to recover or refund all fuel
costs outside of the band, rather than only those costs after the trigger date. A proposed rule for PSCW
Chapter 116, "Cost of Fuel,” was issued by the Commission on July 3, 2008, incorporating many of the
components of the utilities' proposal, with a 2% bandwidth as opposed to the 1% bandwidth
recommended by the utilities. Comments on the proposed rules could be filed through August 6, 2008.
WPSC filed comments on the proposed fuel rules, continuing to support a true “dead band” of 1%. The
PSCW will need to agree on a proposed rule that will then be forwarded to the legislature for review and
promulgation.

For a discussion of regulatory filings and decisions, see Note 13, "Regulatory Environment."

CRITICAL ACCOUNTING POLICIES
We have reviewed our critical accounting policies for new critical accounting estimates and other

significant changes. We found that the disclosures made in our Annual Report on Form 10-K for the year
ended December 31, 2007, are still current and that there have been no significant changes.
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ltem 3. Quantitative and Qualitative Disclosures about Market Risk

WPSC has exposure to variable interest rates. Based on the variable rate debt of WPSC outstanding at
June 30, 2008, a hypothetical increase in market interest rates of 100 basis points in 2008 would increase
annual interest expense by $0.3 million. Comparatively, based on the variable rate debt outstanding at
June 30, 2007, an increase in interest rates of 100 basis points would have increased interest expense in
2007 by $0.8 million. This sensitivity analysis was performed assuming a constant level of variable rate
debt during the period and an immediate increase in interest rates, with no other changes for the
remainder of the period. In the event of a significant change in interest rates, management would take
action to mitigate WPSC’s exposure to the change.

Other than the above-mentioned changes, WPSC's market risks have not changed materially from the
market risks reported in the 2007 Annual Report on Form 10-K.
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item 4. Controls and Procedures

As of the end of the period covered by this Quarterly Report on Form 10-Q, WPSC management, with the
participation of WPSC's Chief Executive Officer and Chief Financial Officer, have evaluated the
effectiveness of the design and operation of WPSC's disclosure controls and procedures (as defined in
the Securities Exchange Act of 1934 Rules 13a-15(e) and 15d-15(e)) and have concluded that, as of the
date of such evaluation, WPSC's disclosure controls and procedures were effective in accumulating and
timely alerting them to information relating to WPSC (including its consolidated subsidiary) as appropriate
to allow timely decisions regarding required disclosure to be included in its periodic SEC filings,
particularly during the period in which this Quarterly Report on Form 10-Q was being prepared.

Changes in Internal Controls
There were no changes in the WPSC internal controls over financial reporting (as such term is defined in
Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934) that occurred during the

quarter ended June 30, 2008, that have materially affected, or are reasonably likely to materially affect,
the internal control over financial reporting.
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PARTIl. OTHER INFORMATION

ltem 1. Legal Proceedings

For information on material legal proceedings and matters related to WPSC and its subsidiary, see
Note 8, "Commitments and Contingencies," in the Condensed Notes to the Consolidated Financial
Statements.

Iltem 1A. Risk Factors

There were no material changes in the risk factors previously disclosed in the 2007 Annual Report on
Form 10-K for WPSC filed on February 28, 2008.

Item 6. Exhibits
The following documents are attached as exhibits:

12 Ratio of Earnings to Fixed Charges and Ratio of Earnings to Fixed
Charges and Preferred Dividends

31.1  Certification of Chief Executive Officer Pursuant to Section 302 of the
Sarbanes-Oxley Act and Rule 13a-14(a) or 15d-14(a) under the Securities
Exchange Act of 1934 for Wisconsin Public Service Corporation

31.2  Certification of Chief Financial Officer Pursuant to Section 302 of the
Sarbanes-Oxley Act and Rule 13a-14(a) or 15d-14(a) under the Securities
Exchange Act of 1934 for Wisconsin Public Service Corporation

32 Written Statement of the Chief Executive Officer and Chief Financial

Officer Pursuant to 18 U.S.C. Section 1350 for Wisconsin Public Service
Corporation
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant, Wisconsin Public
Service Corporation, has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized.

Wisconsin Public Service Corporation

Date: August 6, 2008 /s/ Diane L. Ford
Diane L. Ford
Vice President and Corporate Controller

(Duly Authorized Officer and
Chief Accounting Officer)
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Exhibit No.

12

31.1

31.2

32

WISCONSIN PUBLIC SERVICE CORPORATION
EXHIBIT INDEX TO FORM 10-Q
FOR THE QUARTER ENDED JUNE 30, 2008

Description

Ratio of Earnings to Fixed Charges and Ratio of Earnings to Fixed Charges and
Preferred Dividends

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley
Act and Rule 13a-14(a) or 15d-14(a) under the Securities Exchange Act of 1934 for
Wisconsin Public Service Corporation

Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley
Act and Rule 13a-14(a) or 15d-14(a) under the Securities Exchange Act of 1934 for
Wisconsin Public Service Corporation

Written Statement of the Chief Executive Officer and Chief Financial Officer Pursuant
to 18 U.S.C. Section 1350 for Wisconsin Public Service Corporation
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Wisconsin Public Service Corporation
Ratio of Earnings to Fixed Charges and
Ratio of Earnings to Fixed Charges and Preferred Dividends

Exhibit 12

2008
(Millions) 6 months 2007 2006 2005 2004 2003
EARNINGS
Earnings on common stock $51.4 $110.2 $99.0 $81.4 $104.8 $78.9
Federal and state income taxes 28.8 66.8 58.3 441 51.3 45.7
Net pretax income 80.2 177.0 157.3 125.5 156.1 124.6
(Income) from less than 50% equity investees (4.7) (9.3) (9.4) (7.5) (8.4) (6.0)
Distributed earnings of less than 50% equity investees 3.7 6.8 6.2 5.5 5.9 4.3
Fixed charges 26.3 50.2 47.2 427 40.4 38.8
Subtract preference dividend requirement 2.5 4.9 4.9 4.7 4.6 4.8
Total earnings as defined $103.0 $219.8 $196.4 $161.5 $189.4 $156.9
FIXED CHARGES
Interest on long-term debt, including related amortization $21.1 $36.0 $29.4 $29.8 $29.9 $27.8
Other interest 21 7.8 11.2 6.5 4.5 4.9
Interest factor applicable to rentals 0.6 1.5 1.7 1.7 1.4 1.3
Fixed charges before preferred dividend requirement $23.8 $45,3 $42.3 $38.0 $35.8 $34.0
Ratio of earnings to fixed charges 4.3 4.9 4.6 4.3 5.3 4.6
Preferred dividends (grossed up) (see below) $2.5 $4.9 $4.9 $4.7 $4.6 $4.8
Total fixed charges including preferred dividend $26.3 $50.2 $47.2 $42.7 $40.4 $38.8
Ratio of earnings to fixed charges and preferred dividends 3.9 4.4 4.2 3.8 4.7 4.0
PREFERRED DIVIDEND CALCULATION:
Preferred dividends $1.6 $3.1 $3.1 $3.1 $3.1 $3.1
Tax rate 35.4% 37.3% 36.6% 34.5% 32.4% 35.6%
Preferred dividends (grossed up) $2.5 $4.9 $4.9 $4.7 $4.6 $4.8



Exhibit 31.1
Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a)
or 15d-14(a) under the Securities Exchange Act of 1934

I, Charles A. Schrock, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 10-Q of Wisconsin Public Service Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer(s) and | are responsible for establishing and maintaining .
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in
the case of an Annual Report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internai control over financial reporting.

Date: August 6, 2008 /s/ Charles A. Schrock

Charles A. Schrock
President and Chief Executive Officer



Exhibit 31.2
Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a)
or 15d-14(a) under the Securities Exchange Act of 1934

I, Joseph P. O'Leary, certify that:

1.

2,

| have reviewed this Quarterly Report on Form 10-Q of Wisconsin Public Service Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer(s) and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in
the case of an Annual Report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

The registrant's other certifying officer(s) and [ have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

. b) Any fraud, whether or not material, that involves management or other employees who have a

significant role in the registrant's internal control over financial reporting.

Date: August 6, 2008 [s/ Joseph P. O'Leary

Joseph P. O'Leary
Senior Vice President and Chief Financial Officer



Exhibit 32

Written Statement of the Chief Executive Officer and Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350

Solely for the purposes of complying with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, we, the undersigned Chief Executive Officer and Chief Financial Officer
of Wisconsin Public Service Corporation (the "Company"), hereby certify, based on our knowledge, that
the Quarterly Report on Form 10-Q of the Company for the quarter ended June 30, 2008 (the "Report")
fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that
information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ Charles A. Schrock
Charles A. Schrock
President and Chief Executive Officer

/s/ Joseph P. O'Leary
Joseph P. O'Leary
Senior Vice President and Chief Financial Officer

Date: August 6, 2008





