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Year Ended December 31 2001 2000 Percent Change
Consolidated revenues — nonregulated (Millions) $1,700.6 $1,060.7 60.3
Consolidated revenues — utility (Millions) 974.9 888.3 9.7
Income available for common shareholders (Millions) 17.6 67.0 15.8
Basic earnings per average share of common stock $ 275 $ 253 8.7
Diluted earnings per average share of common stock 2.74 2.53 8.3
Dividend paid per share 2.08 2.04 2.0
Book value per share 23.06 20.75 1L
Common stock price at year end $36.55 $36.8125 (0.7)
Shares outstanding at year end 31,182,878 26,514,649 17.6
Total assets (Millions) $2,870.0 $2.816.1 1.9

NET CASH FLOW SUMMARY

Year Ended December 31 (Millions) 2001 2000 1999

Total sources

Net operating excluding dividends $143 $144 $118

Net financing 85 104 208
Total $228 $248 $326

Total uses

Net investing $139 $192 $270

Common dividends 58 54 53
Total $197 $246 $323

EARNINGS BY SEGMENT e

Dollars (Millions)

Electric Utility
$58.8

Gas Utility
$8.9

WPS Energy Services
$6.4

Other
$1.2

WEPS Power
Development
$2.3
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WISCONSIN PUBLIC SERVICE CORPORATION
BUSINESS

Established in 1883.

Regulabed electric and natural gasutllity

Operates in northeastern and central Wisconsin and an adjacemt
portion of Upper Mlchisan (see mapabove)

2,380 emploreet _
MARKET
Serves 400,927 e!ecndc and 290,353 naurra;% gas customers.

Provideseleczﬂcandnaﬂsra]gﬂprodum;ndsemcaswmmdentﬂi '

farm, commercial, and industrial customers. Also provides _electric
power to who%esale customers.

Electric operationsc accounted for 66% and gas opee‘atlms accounted :

for 34% of 2001 revenues.

Electric revenues arecarnpnsed of 87‘36 retail sales and
13% wholesale sales.

‘Wisconsin customers accounted for 96% and Mlch;pn customers
accounted for 4% of 2001 revenues.

FACILITIES
Electric generating capacity based on 2002 summer capacity ratings
is 2,094 megawatts, including share of jointly-owned facilities.

Apﬂdemandwumdmdm]ubﬁl ZOOthd'lasysaem damnd _

of 2,173 megawatts.

Electric property includes 20,088 miles of electric d&stributnon Iﬁna. i

90% of which is 24.9 kV line.

Gasproperqmdudasésos mllesofgasmain. 63%o‘fwhu:ius
plastic main, and 82 gate and city regulator stations.

UPPER PENINSULA POWER COMPANY

BUSINESS
Established in 133__4.

Serv'es"Sﬁ,-?SS--efactsric- customers in 99 mmm :
Providas elactric energy to Bt%olmh cmnm

Eiacﬁcga;mﬁnngmdtym‘imlmmm

is 103 megawatts. Apeakdemmdwasreachedonmgusté 2001

with a system demand of |58 megawatts.

£mmw.mzmmaadmmhm-’

WPS POWER DEVELOPMENT, INC.

WPS ENERG

GY SERVICES,

INC.
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Front Cover Top: Scott Phinney uses his
knowledge of working in a bucket near energized
electric lines to assist local governments in
instafling American flags around Lambeau Field
prior to a Monday Night Football Game.

refaxing places to spend time as is the case in
Sheboygan Falls, Wisconsin, which has benefited
from our donations to its Main Street Program.

Front Cover Bottom: Line Electricians Tee Jay
Lansin from Rhinelander and john Lund from
Tomahawk know what it's like to work aloft in any
type of weather and in any environment—it's all
in a day's work.

At Right: The Victoria pipeline in Upper
Peninsula Power’s territory provides a shady spot
for crews to enjoy a break during installation.

A POWERFUL EQUATION

WPS RESOURCES CORPORATION

FROM LARRY WEYERS

DEAR FELLOW SHAREHOLDERS

A powerful equation! That's what's needed to take a
company beyond the ordinary to the ranks of outstanding.
It's the bits and pieces of a working model that must be put
together with the utmost precision. It's the learning, planning,
implementation, and fine-tuning necessary to ensure that a
company is on the right track.

WPS Resources has spent a great deal of time developing
the equation to yield the results we need and you want. We know
our equation is powerful. It has delivered one of our best years
ever, despite the events of 2001 that greatly impacted our industry
and created substantial hurdles for our management team.
Let me tell you how.

A QUICK REVIEW OF 200!

In January, we transferred our transmission assets to the American
Transmission Company, and the Nuclear Management Company took
over operations of the Kewaunee Nudear Power Plant.

In April, we completed the merger of Wisconsin Fuel and
Light Company into our electric and gas utility.

In August, we received approval to proceed with construction
of a 220-mile transmission line stretching from Wausau, Wisconsin,
to Duluth, Minnesota.

In September, we completed construction of a gas storage
facility in Michigan.

We increased our ownership in the Kewaunee Nuclear
Power Plant to 59 percent and successfully replaced the plant’s
steam generators.

In November, we sold down our interest in our synthetic fuel
facility in Kentucky to a level that maximizes our investment and
transferred operations to our new partner.

in December, we offered an additional 2,300,000 shares of
common stock and were pleased when investors snapped them up
at $34.36 per share.

We changed our ownership in Wisconsin River Power
Company, the owner and operator of two hydro facilities on the
Wisconsin River, to 50 percent.

We wrapped up the year by closing one of the biggest land
sales in Wisconsin's history by reaching agreement to transfer
ownership of a portion of our Peshtigo River hydro lands to the
Wisconsin Department of Natural Resources.

5o, things are adding up for us, but what is the result
of the equation?

A CLOSER LOOK AT THE EQUATION

PROFITABILITY AT OUR NONREGULATED SEGMENT

Our nonregulated subsidiaries continue to be profitable, The
revenue component of our equation began adding up with the
selection of WPS Energy Services, our nonregulated energy
services subsidiary, as the standard offer provider for electric service
in northern Maine for three years. This was soon followed with
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our being selected to serve the electric load in the City of
Cleveland for five years and the electric load for six communities
around Toledo, Ohio, for four years.

We are successfully developing our electric business at
our nonregulated energy services subsidiary. We have over
600 megawatts of electric retail sales contracts annually, and we're
protecting our margins by supplying our commitments from our
own generation or through credit-worthy suppliers who own
generation.

We are also developing our nonregulated gas wholesale
segment and have nearly completed construction of a 3 billion-
cubic-foot gas storage facility in Michigan. The rapid-withdrawal,
state-of-the-art facllity will improve the region’s energy delivery
Infrastructure, lower energy costs, and enhance the reliability of
energy supplies in the region.

Serving our customers is important to us, and they recognize
us as a leader in responsiveness to their needs. WPS Energy
Services, Inc. received the number one ranking in the country from
Mastio & Company for customer service provided in the natural gas
marketing and services industry. This is the third year in a row that
WPS Energy Services' customers rated it among the top handful
of marketers in the nation. We believe that energy information is
critical in & competitive environment, and we have worked hard
to develop the technology that gives us the capability to help our
customers effectively manage their energy needs.

Our nonregulated power development subsidiary,

WPS Power Development, is also focused on increasing profitability.
Our successful synthetic fuel operation in Kentucky has the proven
ability to generate more tax credits than we can use, so we
negotiated the sale of a portion of our interest and transferred
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ope@hons of the facility to a new parther. This transacn_on broggnt a AN OVERVIEW
gain in 2001 of 6 cents per share and is expected to bring additional
gains of about 59 cents per share in 2002 and about |3 cents per OUR FINANCIAL PERFORMANCE CONTINUES TO IMPROVE.

share in 2003. We expect our remaining ownership share in the .WPS RESOURCES CORPORATION
synthetic fuel facility to provide earnings contributions of between

40 and 55 cents per share annually for each year through 2007, 30(:"““"“ Wi 90"‘“ Income (Millions) :;:‘ Farnings (Por Sare)
\We completed construction of a 50-megawatt simple cycle ! s $LIS

3776
combustion turbine facility in Combined Locks, Wisconsin, in

$67.0
November and will complete construction of the cogeneration 60} 200
30t 1.00 -
1]

phase by May. This is our entrance into cogeneration development,
a market which we plan to pursue.

In December, we reached agreement to purchase
CH Resources, which owns three upstate New York power

plants and related assets. The plants have a combined capacity of 2000 2001 2000 2001 72000 2001
257 megawatts. The facilities include a 109-megawatt combined

cycle facility in Syracuse, a 95-megawatt combined cycle fadility in UTILITY OPERATIONS

Beaver Falls, and a 53-megawatt fluidized bed facility in Niagara Wisconsin Public Service Corporation

Falls. We expect the facilities to sell power into the New York and Upper Peninsula Power Company

bulk power market and the wholesale and retail open market Revenues (Millions) Net fncome (Millions) Assets (Millons)
i : % i 1,000 59973 90 1,875

using assistance from our energy services subsidiary. We expect -

the approximate $62,000,000 transaction, which is subject to

regulatory approval, to close by May. The addition of these plants

brings our nonregulated electric generating capacity to about

930 megawatts,

170
515445

$713
$67.7

666 L 1,250+

333 6154

GROWING OUR REGULATED UTILITIES
An important part of our powerful equation is a strong utility * %000 2001 * 2000 2001 2000 2001

base, so we are growing our regulated utilities, '
We successfully completed the merger of Wisconsin Fuel

and Light, which served nearly 50,000 natural gas customers in

Wisconsin—areas in which we already served electric customers—

into our Wisconsin utility. This transaction enables us to take o ey Sy

NONREGULATED SUBSIDIARIES
WPS Energy Services, Inc.

. . S it 1,800 ’ Lo sous
advantage of overlapping service territories by eliminating W %
redundancies, providing savings for our customers, and adding i
long-term value for our shareholders. 1200 | 6t 66

We set an electricity record for the sixth consecutive §9555
year when the electricity demand on our system surged to
2,173 megawatts on July 31—more than 125 megawatts greater 2F s -
than last year's peak—and our system operators were able to : : ,
meet that peak without relying on load reduction programs. 2000 2001 2000 2001 2000 2001
August brought the Eub1|c Service Clommssulzm of \f\ﬁslaccljnsm 3
approval for the construction of a 220-mile electric transmission
line. This joint project of Wisconsin Public Service and Minnesota Revariiss (Millars) Net Incorne (Millions) Assets (Milflons)
Power had been announced in 1999. It's a key first step in e e ! e

§128.1 $383.1
313

improving the reliability of Wisconsin's transmission system.
Currently, we are not always either able to import necessary

100 = 1t 250 $233.1
power into the state or able to move bulk amounts of power
within the state to where it is needed. A deficient electrical system
hurts Wisconsin, Minnesota, and the Midwest. The benefits of this bl 302
project to everyone in the region necessitate its construction.
On September 23, we increased our ownership in the O 000 2001 ® 0000 2001 2000 2001
Kewaunee Nuclear Power Plant to 59 percent by purchasing C-03
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Madison Gas and Electric Company's 17.8 percent share in the
plant. This transaction added to our low-cost, base load capacity
at a very reasonable cost. We believe that Kewaunee will continue
to produce competitively priced, refiable and clean electricity at
least through the end of its current license in 2013, and that's good
for our customers, emgployees, and shareholders.

To ensure Kewaunee remains reliable and is able to operate
at its capacity, we completed a $121.000,000 project to replace
the plant's two steam generators that had degraded and were
not operating efficiently. Our share of the project amounted
0 $71,000,000.

In September, we completed a $5,000,000 project that
replaced the 42-year-old, 10-foct diameter wooden penstock
at Victoria Hydro in Michigan with a 9.5-foot diameter steel pipeline
stretching just over a mile. Hydro power is inexpensive power, and
it is important that we maintain our facilities in the Upper Peninsula
of Michigan where hydro power resulting from Lake Superior-effect
snows and rains is plentiful.

We ended the year with initiation of our asset management
strategy through an agreement to transfer more than 9,200 acres
of pristine forest and waterfront land, as well as islands and
water acreage, to the State of Wisconsin. The first step of the
transaction closed in 2001 when we sold the State 5,740 acres for
$13,500,000. if the State exercises certain purchase options, the
total sale price for all the lands will be $25,000.000. We chose to
sell the fand to the State so it could be preserved and continue to
be available for pubtic recreational use. The transaction price was
one the State could afford, while at the same time ensuring a fair
value for our shareholders.

A STRONGER HOLDING COMPANY

Our high-quality debt ratings provide flexibility and access
to capital markets at reasonable rates to help grow the business.
This was apparent when we successfully issued $150,000,000
of bonds for our electric and gas utility and secured the issuance
of $27,000,000 of tax-exempt municipal bonds for our power
development subsidiary at very attractive rates.

Qur successful common stock sale of 2,300,000 shares
in December was substantially oversubscribed and confirms
the value of our company to the investing public.

On February 8, 2002, after market close, WPS Resources
was added to Standard & Poor's MidCap 400 Index. | am
proud that WPS Resources’ common stock was added to this
market-value weighted index. This is having a positive effect on
our stock price and its liquidity.

Financial Goals for 2002

STRATEGY FOR ADDING VALUE

Our strategy for the future includes building on our core
competencies of energy conversion and energy delivery in both
our regulated and nonregulated markets.

We plan to continue our development and growth in the
northeast quadrant of the United States through nonregulated
wholesale and retail energy sales.

We will continue to make generation investments in
selected markets in the United States through acquisition and/or
development and will specifically look to areas that can support
our nonregulated energy services focus.

We have developed an electric generation plan for Wisconsin
that includes the addition of more than 1,300 megawatts of electric
capacity by 2007 in both regulated and nonregulated arenas.

We have developed an asset management strategy that
will evaluate the use of all our lands, including our hydro lands
and other facilities, to determine if they will play a part in our
future or if sale or other utilization of the assets would be more
appropriate. Our shareholders will reap the added return that our
asset management strategy delivers.

We are patenting our formula for predicting energy needs.
The formula, developed by our employees, is accurately predicting
when our power needs are the greatest and when we can plan to
sell excess capacity. This ability is saving our customers money
while increasing returns to our shareholders.

BALANCING OPPORTUNITIES AND RISKS

Balancing opportunities and risks is an impertant part of any
business equation.

Though we've increased our electric and natural gas rates
in Wisconsin during 2001 and 2002, we are still one of the
lowest-cost energy providers in Wisconsin and the Midwest.

Our regulated Wisconsin utility is seeking approval in 2002
for an increased authorized return that is reflective of the risk of a
changing industry. Currently, we are authorized a 12.] percent return
on 54 percent equity at our regulated electric and natural gas utility.

We've rewarded our shareholders with 43 consecutive years
of increasing dividends, We feel it is extremely important for us
to continue to pay a healthy dividend to our shareholders, and
we'll continue to strive to do so.

We've increased our common stock equity through
the $54,800,000 acquisition of Wisconsin Fuel and Light, our
$79.000,000 common stock sale, and increased investor
participation in our Stock Investment Plan. During 2001,

* Continue our earnings growth at 8 to 10 percent on an annualized basis.

* Achieve 15 to 20 percent of our earnings from WPS Energy Services and WPS Power Development.

* Continue our moderate growth in the annual dividend paid and achieve a payout ratio of 70 percent in 2003 by

increasing earnings.

WPS RESOURCES CORPORATION




shareholders invested over $10.000,000 to add additional shares
to their accounts under the plan and reinvested about $9,000,000
of dividends. The additional cormon stock shares outstanding had
an 18 cents per share dilutive effect. and yet reported earnings
per share of $2.75 are at a record level.

We are maintaining strong capital ratios to maintain a
high-quality credit rating. This is important to us because it allows
us to access the debt markets at reasonable rates.

Our investors are recognizing the value of their WPS
investment as our stock holds its value. In spite of the economic
downturn in 2001, our stock yielded 5.7 percent at year-end
compared with 1.2 percent for the S&P 500.

THE LEADERSHIP COMPONENT

To ensure that the components of our equation are delivering
value to our customers and shareholders alike, we must have a
strong. dedicated woerkforce with insightful leadership. Though
leadership comes in many forms, it begins with our Board of
Directors, whom you have elected as stewards of your investment,
and it continues through our officers and staff.

The membership on our Board of Directors changed this year
with the retirement of Clarence Fisher on February 1, 2001 and the
addition of Bill Protz on April |, 2001. Bill was a former Director of
Wisconsin Fuel and Light.

The year also brought new faces to our leadership team with
the retirement of Dan Bittner, our Senicr Vice President and Chief
Financial Officer, after 35 years of dedicated service and the addition
of Joe O'Leary to fill that role. Joe comes to us with experience in
both regulated and nonregulated industries. He has a record of
increasing the profitability of the organizations he has served, and
we are expecting more of the same from him.

In November we lost Wayne Peterson. one of our bright.
young vice presidents. to cancer. At 42, Wayne had already made
a significant contribution to Wisconsin Public Service's success in
his position as Vice President - Distribution and Customer Service.
Many of us admired his leadership abilities during his 19-year career
with the company. He will be missed.

Additional changes in our senior management team will occur
when Ralph Baeten, our Serior Vice President - Finance and
Treasurer, retires on February 28 after 3| years of service. Ralph
will be followed into retirement by Pat Schrickel, our Executive Vice
President (also President and Chief Operating Officer for Wisconsin
Public Service and Chairman. President, and Chief Executive Officer
for Upper Peninsula Power) on March 31 after 35 years of service.

[ want to thank them for their leadership and countless
contributions through the years.

ADDING IT ALL UP

We are setting the stage for future growth and doing so
through our core competencies. Our nonregulated businesses
are in energy and energy-related services—the same core

A POWERFUL EQUATION

competencies we developed in our regulated operations.
We expect 15 to 20 percent of our future net income to come
from our nonregulated segmerits.

We expect our regulated businesses to deliver 2 to 4 percent
of our earnings growth and our nonregulated businesses together
to provide the rest of the earnings growth necessary to meet our
8 to 10 percent earnings per share growth target.

We have had 43 vears of consecutive dividend increases—
an outstanding record—without any plans to change.

A payout ratio of 70 percent or less should be attainable in
2003 with our expected earnings growth.

THE RESULTS TOTAL

We have a powerful strategy that blends our strong utility
base with an opportunity for higher growth through disciplined
nonregulated expansion.

About 70 percent of our shareholders are individual investors
who rely on our quarterly dividend and stock price appreciation.

Qur highly motivated. loyal workiorce believes in
and supports the company. Our employee turnover rate is
just 4 percent. Over 90 percent of our employees own
WPS Resources’ stock. which results in current and retired
employees owning 9 percent of our outstanding common stock.

We are delivering shareholder value with our solid regulated
utility foundation, our focused energy and energy services strategy.
projected earnings per share annualized growth of 8 to 10 percent,
and an outstanding dividend record.

We believe that flexibility in the face of industry changes is
important to our future. We also believe that financial strength,
quality service, diversity of generation resources, and a
knowledgeable staff with strong leadership are key to our future
competitiveness. These elements are a part of our powerful
equation that is bringing value to you, our loyal shareholders.

Thank you for the support you have given us in the past.

We promise to do everything possible to protect your investment
in our company and ensure that it continues to grow for you.

Sincerely,

g

Larry L. Weyers
Chairman, President, and
Chief Executive Officer

February 22, 2002

WPS RESOURCES CORPORATION 9



STEANM GENERATOR INSTALLATION
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One of two new steam generators gains entry to. the hatch at the Kewaunee Nuclear Plant.
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A POWERFUL

Energy follows the laws of physics. We generate and
deliver energy using fundamental engineering principles.
So it's not surprising that WPS Resources Corporation-—an
energy company—nhas developed a powerful equation for
shareholder value.

The factors in our equation aren't numbers but ways
of conducting business. They set us apart in the energy field.
The components of our equation, examined here,

combine the factors to bring financial rewards.

(n+r=2~8)
nonregulated + regulated businesses = Balance

Success in today's energy industry demands a carefully
crafted balance between the steady growth offered by
regulated utilities and the opportunities presented by new,
competitive markets.

WPS Power Development, Inc. and WPS Energy
Services, Inc. are our players in nonregulated energy
markets. Together—with WPS Power Development
investing in power generation and WPS Energy Services
marketing the energy produced—these companies have
become an energy force.

“The balance is hard to beat.”

The State of Ohic opened its retail electric market to
competitive suppliers in 2001, and WPS Energy Services
emerged as a leading supplier. The City of Cleveland chose
WPS Energy Services as the supplier for its aggregated
buying program. During the second half of 2001, more than

in both re: ula

75,000 residential and small commercial customers were
served under this program. Typical customers are saving

10 to 20 percent on the nonregulated portion of their electric
bill. In early 2002, they will be joined by 50,000 additional
customers in communities across northern Ohio that have
selected WPS Energy Services as their supplier.

The outstanding growth we've experienced in Ohio is
in addition to existing business in the State of Maine, where
WPS Energy Services and WPS Power Development have
supplied more than 50,000 residential and business
customers since 2000.

EQUATION

Compounding the synergies between marketing and
supply is an important part of our strategy, and we're doing
it well. We succeeded first in Maine where WPS Power
Development acquired generating assets and WPS Energy
Services was waiting in the wings to market the energy from
those assets. As we enter new markets, these subsidiaries
focus on what they do best—developing, owning, and
operating nonregulated generation facilities or supplying
energy and services in the nonregulated marketplace. As
we consider and pursue business expansion in nonregulated
markets, we look to these subsidiaries to continue capitalizing
on the synergies they create by working together.

In Wisconsin and Michigan, our regulated utilities remain
strong. In 2001, Wisconsin Fuel and Light Company merged
into Wisconsin Public Service, expanding our service area and
adding 50,000 customers. For the sixth consecutive vear,
customers of Wisconsin Public Service set a new peak for
electricity demand, which surged to 2,173 megawatts on
July 31, As our customers grow, and as Wisconsin Public
Service grows, we continue doing a good job of keeping costs
down. Wisconsin Public Service has maintained some of the
lowest energy rates in the Midwest and the United States.

Also in 2001, Upper Peninsula Power Company
completed replacement of a 42-year-cld wooden pipeline at
its Victoria Hydro facility near Rockland, Michigan. In its place
stands more than 6,000 feet of 9.5-foot diameter steel
pipeline. This major undertaking confirms our commitment
to renewable hydro power.

The balance between WPS Resources’ accomplishments
in both nonregulated and regulated businesses is hard to beat.

(f+c=R)
foresight + change = Results

Anticipating the end-result and pursuing what you believe
to be true is the only way to effect change. WPS Resources'
resolve has paid off with the completion of several projects
that will serve us—and our customers—well,

In 2001, Wisconsin Public Service increased its ownership
of the Kewaunee Nuclear Power Plant to 59 percent. We also
installed new steam generators at the plant—the largest project
in its history. The condition of the generators had threatened

WPS RESOURCES CORPORATION



VICTORIA FALLS, VICTORIA PIPELINE, MERRILL HYDRO,
AND IVAN HENDERSON IN CLEVELAND
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Ivan He n, Ener; for WP rgy Services’
William Bloczynski checks on a generator at the Merrill Hydro Plant. nders.o ; gy.MalA’keter ? S !Ene Services’ Cleveland
i ) e office, is a key player in ensuring continued growth of our
Hydroelectric power has been a part of our generation mix since 1905. ) . .
nonregulated retail electric business.
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the life of this low-cost generation resource. We're pleased to
have the Kewaunee plant back at full capacity and to see the
resurgence of a national interest in nuclear power for the future,

The year also marked the culmination of a two-year push
for a stronger transmission system in Wisconsin. With the sole
transmission interface to the west labeled "one of the most
congested transmission lines in the Midwest,” Wisconsin Public
Service, along with Minnesota Power, Inc., took charge of
informing the public about the need for a new line and gaining
regulatory approval to build one.

In October, based on evidence of need, the Public
Service Commiission of Wisconsin approved a new
high-voltage line running from Wausau, Wisconsin, to Duluth,
Minnesota—along a route that minimizes environmental
impact and maximizes use of existing rights-of-way. The line
should begin operating in 2005. it will be built by Wisconsin
Pubtic Service, which will then transfer its interest in the line
1o the American Transmission Company, an independent
company in Wisconsin that owns and operates the state’s
transmission system, ensuring fair use of this critical system.

In her role as Mana

System Operationé, Deb

leadership necessary
that enable WPS Ene
number one in the na

Over the last few years, energy companies in retail
markets have been notorious for speculating on price—and
losing in the final analysis. At WPS Energy Services, we don't
speculate. We back each power sale with generation we
either own or ancther credit-worthy supplier owns. We focus
on creating the energy solutions our customers require, at a
price that's good for them and makes good business sense for
us. We've upgraded our management systems, modified our
gas inventory handling software, enhanced our credit function,
improved our margins and operating performance, and
implemented a next-generation risk management system.

“Companies that waver
lose their equilibrium

WPS Energy Services is long on practical solutions
and short on second-guessing the market because solutions
boost performance.

Similarly, risk management comes into play at WPS Power
Development, where every project we pursue must have the
ability to stand on its own and be profitable over its life cycle.

|7A POWERFUL EQUATION

The results of our subsidiaries’ combined achievements in
2001 will bolster WPS Resources’ business success. Wisconsin
Public Service is helping to shape the energy environment in
Wisconsin, which is integral to how we'll operate and serve
our customers in that state. Our nonregulated businesses are
contributing an increasing portion of the value WPS Resources
provides to shareholders, which fulfills a promise we made to you.

[s(c +e¢) = HP(C]

service to customers

x (community service + environmental concern)
= Healthy Productive Communities

We can form the energy environment around us
and manage our risk—but without customers well served,
we can't succeed.

WPS Energy Services has been selected as the energy
supplier of choice in Ohio and Maine because of its reputation
for satisfying customers and keeping costs down. Even though
WPS Energy Services has grown significantly, with more than
225,000 customers, the company continually improves its

ratings for customer service. In 2001, WPS Energy Services
was rated number one for customer satisfaction in the
country, according to a survey by Mastio & Company

On the regulated side of the equation, ’ ‘
Wisconsin Public Service has been preparing
for an array of new products and services
our customers have told us are important to
them. In 2001, customers gained the ability
to complete many routine transactions,
such as applying for new service, online at : e
www.wisconsinpublicservice.com. We also
introduced E-Bill, an option for customers
who wish to receive and pay their energy
bill onfine, and Energy-Saving Tools, including
a free, convenient online analysis of customers’ energy use and
comparisons of their use with that by similar customers. Our next
new product introduction will be NatureWise in 2002, giving
customers the choice to receive energy from renewable sources.

In 2001, |.D. Power and Associates ranked Wisconsin
Public Service number three in the country for customer
service provided by a utility.

L
Cur lu.nl Qo Mocketary
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MAIN STREET PROGRAI IN
SHEB@YGAN FALLS

NN AN S AR ERN U LN T

Multiplying our service by our support for the places where we live and work helps build healthy, productive communities.
Financial support from companies like ours and community service from our employees means a great deal
to small communities who are revitalizing their downtowns.

14 WPS RESOURCES CORPORATION




Our employees rise above the call of duty during
catastrophic events, such as a June |1 storm that knocked out
power to 38,000 customers—99 percent of our customers
in the Oshkosh, Wisconsin, area. The damage was close to
the worst the company has endured. Line crews, in addition
to repairing downed lines, contended with nearly a quarter of
the city’s trees broken and uprooted. Employees worked
back-to-back shifts, without going home. Others distributed dry
ice for refrigeration of perishable foods and kept customers
informed about the progress of restoration efforts.

WPS Resources’ employees live in the communities we
serve, so our involvement in these communities goes beyond
business as usual.

in Cleveland, Ohio, WPS Energy Services helps bridge
the digital divide with substantial contributions to the
Cleveland Foundation. These contributions will create
technology centers throughout the city, where residents can
access the latest computer technology. This means greater
hope and opportunity for the community.

Wisconsin Public Service and Upper Peninsula Power
Company support Main Street Programs, helping to revitalize
the hearts of our Wisconsin and Michigan communities.

A POWERFUL EQUATION

Under the agreement, the Wisconsin Department of
Natural Resources is purchasing some of the land, and we're
donating significant portions to the Department. Wisconsin
Public Service is retaining small parcels for hydro operations and
383 acres for development in an environmentally responsible
manner. We were able to sell the land to a caring steward,
while at the same time ensuring we received a fair value for
our shareholders.

Multiplying our service by support like this for the
places where we live and work helps build healthy,
productive communities.

[s(e + f) =8V]
service to customers x (efficiency + flexibility)
= Shareholder VYalue
WPS Resources can say objectively that our customer
service is outstanding. Surveys by Mastio & Company and
J.D. Power—and feedback from our customers—confirm this.
Our history as a low-cost energy provider is proof
positive of our efficient operations. We're saving customers
money. And though we've requested rate increases in
Wisconsin to cover the costs of improved customer service,

A healthy, vibrant downtown is a symbol for the community
surrounding it, a-social and cultural attraction, and an
employment center. Our economic development and
community relations professionals combine forces with local
government to assist in developing these areas.

"Our concern for our customers

is 2 constant.”

Other areas are best left undeveloped. Wisconsin Public
Service and the State of Wisconsin have a plan that will preserve
more than 9,200 acres of pristine forest and waterfront land, as
well as islands and water acreage, for future generations.

For 75 years, Wisconsin Public Service owned these
lands along the Peshtigo River, surrounding the company's
hydro operations in the area. We preserved the lands in their
natural state as much as possible, and invited the public to
enjoy outdoor recreation on the lands. With changes in the
energy industry, however, we began reconsidering the
ownership of property not directly needed for our operations.
We searched for new, caring hands to own these lands and
preserve them for public enjoyment.

our rates remain comparable to, if not lower than, those
of other electric and gas utilities in the Midwest and the
United States.

The balance we maintain between nonregulated and
regulated business yields flexibility to adapt to the changing
energy environment. We're positioned to take advantage of
profitable opportunities that fall within our risk parameters,
yet we can flourish in regulated surroundings by growing
through our traditional utility business.

High-quality debt ratings and a strong capital structure give
us flexibility in accessing capital to help grow our businesses.

Simply put, all of this makes up our equation for
shareholder value. By operating wisely and efficiently, and
serving our customers well, WPS Resources is able to produce
financial success that enhances shareholder value.

As events in the energy industry unfold. some companies
are reaching great heights. Others are falling to all-time lows.
Knowing who we are as a company and what constitutes
success is the key to WPS Resources’ stability and growth.
We've found an eguation that works.

WPS RESOURCES CORPORATION |15
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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within
the meaning of Section 21E of the Securities Exchange Act of
1934, You can identify these statements by the fact that they
do not relate strictly to historical or current facts and often

"ok

include words such as “anticipate,” “believe,” "estimate,”

“expect,” “intend,” “plan,” “project,” and other similar words.
Although we believe we have been prudent in our plans
and assumptions, there can be no assurance that indicated
results will be realized. Should known or unknown risks or
uncertainties materialize, or should underlying assumptions
prove inaccurate, actual results could vary materially from
those anticipated.

Forward-looking statements speak only as of the date on
which they are made, and we undertake no obligation to
update any forward-looking statements, whether as a result of
new information, future events, or otherwise. We recommend
that you consult any further disclosures we make on related
subjects in our 10-Q, 8-K, and 10-K reports to the Securities
and Exchange Commission.

The following is a cautionary list of risks and uncertainties
that may affect the assumptions which form the basis of
forward-looking statements relevant to our business.

These factors, and other factors not listed here, could cause
actual results to differ materially from those contained in
forward-looking statements.

® General economic, business, and regulatory conditions

® | egislative and regulatory initiatives regarding

deregulation and restructuring of the utility industry
which could affect costs and investment recovery

B State and federal rate regulation

® Growth and competition and the extent and timing

of new business development in the markets of
subsidiary companies

® The performance of projects undertaken by

subsidiary companies

® Business combinations among our competitors

and customers

® Energy supply and demand

B Financial market conditions, including availability,

terms, and use of capital

® Nuclear and environmental issues

B Weather and other natural phenomena

® Commodity price and interest rate risk

B Acts of terrorism




MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

WPS Resources Corporation is a holding company.
Our wholly-owned subsidiaries include two regulated utilities,
Wisconsin Public Service Corporation and Upper Peninsula
Power Company. Ancther wholly-owned subsidiary.
WPS Resources Capital Corporation, is a holding company
for our nonregulated businesses including WPS Erergy
Services, Inc. and WPS Power Development. Inc.

2001 COMPARED WITH 2000

WPS Resources Corporation Overview
WPS Resources' 2001 and 2C0C results of operations
are shown in the following chart:

WPS Resources’ Results
{Millions, except share amounts) 2001 2000  Change

Consolidated operating revenues $2,675.5 $1,949.0 37%

Income available for

common shareholders $77.6 $67.0 6%
Basic earnings per share $2.75 $2.53 9%
Diluted earnings per share $2.74 $2.53 8%

Consolidated operating revenues increzsed due 1o sales
volume growth for all business segments and nigher natural
gas prices in the first part o° 2001, In addition, rate increases
at Wisconsin Public Service contributed to increased revenues
in 2001. The Public Service Commission of Wisconsin
authorized a 5.49% increase in Wisconsin retall electric rates
and a 1.5% increase in Wisconsin retail natural gas rates
effective Jaruary 1, 2001.

increased profitability at cur nonregulated segments offset
a decrease in earnings at our electric and natural gas utility
segments resulting in improved earnings in 2001, A gain on
the sale of hydro lands as part of our asset marnagement
strategy. increased natural gas and electric wiility margins,
increased electric and natural gas margins at WPS Energy
Services, additional tax credits at WPS Power Develcpment
and a gain on the sale of a portion of WPS Power

A POWERFUL EQUATION

Development's investment in its synthetic fue: operation
contributed to higher earnings. Partially offsetting these factors
were increased operating expenses at all segments and a
lower margin at WPS Power Development.

Overview of Utility Operations

Utility operations include the electric utiiity operations
at Wisconsin Public Service and Upper Perinsula Power and
the natural gas utility operations at Wisconsin Public Service.
Income from electric Ltilty operations was $58.8 million in
2001 compared with $60.7 million in 2000. Income from gas
utfty operations was $8.9 milfon in 2001 and $1 1.6 millior
in 2000.

Electric Utility Operations

The consolidated electric utility margin represents electric
revenue less cost of sales exclusive of intercompany transactions.
Our consolidated electric utiity margin increased $1:.4 million,
or 3%, primarily due to a 5.4% Wisconsin retail electric rate
increase at Wisconsin Pudlic Service which became efective

on January 1, 2001.

Electric Utility Resufts

(Millions) 2001 2000 1999
Revenues $654.4 $623.8 $582.5
Fuel and purchased power 218.2 199.0 187.4
Margin $436.2 $424.8 $395.1
Sales in kilowatt-hours 12,741,024 12,565,011 12,503,487

The consolidated electric utility margn increased due
to the electric rate increase at Wisconsin Public Service and
higher sales volumes tc most customer classes at Upper
Peninsula Power and Wisconsin Public Service. Summer
weather was 66% warmer in 200! than in 2000. and 17%
warmer thar normal. Partially offsetiing these factors was
a 2% decrease in sales 1o large commercial and industrial
customers at Wisconsin Public Service due to declining
economic conditions.

Affecting the electric utility margin wes a change in the
customer mix at Wisconsin Public Service. Sales to lower
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MANAGEMENT’S DISCUSSION AND ANALYSIS

margin, non-firm cusiomers increased more than sales to
higher margin customers. The lack of new retail electric rates
at Upper Peninsula Power also affected the margin negatively,
Uppe- Peninsula Power's application for a $5.7 million rate
increase which had been pencing before the Michigan Public
Service Commission since October 2000 was dismissed

in August 2001 at Upper Peninsula Power's request.

Upper Peninsula Powe- requested a dismissal because the
infermation filed in the case was outdated. Upper Peninsula
Power intends to submit a new application for rate increases
in 2002.

Our consolidatec fuel expense for production planis
decreased $5.2 millicn, or 4%, largely due to decreased
production at Wiscorsin Public Service's combustion turbine
generation plants. Our consolidated purchased power
expense. however, increased $24.4 million due to an increase
in power purchases and a [99% increase in the cost per
kilowatt-hour of power purchases made by Wisconsir Public
Service in 2001 compared with 2000. Power purchases were
219% higher in 2001 due to warmer summer weather and the
avallability of ecoromically priced erergy. Also contributing to
increased power purchases were a scheduled outage at
Wisconsin Public Service's nucear plant and an unscheduled
outage at ore of s fossil-fuelec generation plarts.

Wisconsin Puolic Service's Kewaunee Nuclear Power
Plant was off-line for a scheduled refueling and replacement of
its steam generators wich began in late September of 2001,
The Kewaunee plart “eturnec to service in early December
as scheduled. Wiscensin Public Service is currertly a 59%
owner of the Kewaunee plant. Wisconsin Puplic Service's
Puliam Unit 7 was off-line fo- unscheduled repairs in the
fourth quarter of 2001 and returned to service on February 3.
2002, Wisconsin Public Service chose to take acvantage of
purchased power during these outages because o
economicaly favorable pricing.

The Public Service Commission of Wisconsin allows
Wisconsin Public Service the opportunity to adjust prospectively
the amount billed to \Wisconsin retail customers for fuel
and purchased powe- if costs fall outside a soecified range.
Wisconsin Public Service is required to file an application to

adust rates either higher or lower when costs are plus or

minus 2% from forecasted costs on an annualized basis.

In the third quarter of 2001, Wisconsin Public Service
submitted a fuel filing with the Public Service Commission

of Wisconsin requesting a $1.9 million retall electric rate
reduction. The rate reduction was approved and
implemented on September 3, 2001, Wisconsin Public
Service submitted an additional fuel filing in November 2001,
and a rate reduction of $0.3 million was approved and
implemented on December 8, 2001,

Gas Utility Operations

The consolidated ges utility margin represents natural
gas revenues less purchases exclusive of intercompany
transactions. Effective April . 2001, the gas utility margin at
Wisconsin Public Service includes the merged Wisconsin Fuel
and Light Compary operations.

Wisconsin Public Service

Corporation’s

Gas Utility Resufts (Millions) 2001 2000 1999
Revenues $321.6 $264.5 $191.5
Purchase costs 230.2 185.1 I117.6
Margin $ 914 $ 794 $ 739
Throughput in therms 742,722 701,094 662,615

The gas utility margin at Wisconsin Pubic Service
increased $!2.0 million, or 15%, in 2001, Th's increase was
due to a 1.5% increase in Wisconsin retail natural gas -ates
effective January |, 2CCI. and higher overall natural gas
throughput volumes of 6%. Increased gas throughput
volumes were largely the result of Wisconsin Public Service's

cquisition of Wisconsin fuel and Light ir the second quarter
of 2001, Gas throughput volumes to large commercial and
industrial customers, however, decreased 9% as a result of
custormers switching to the gas transport customer class and
declining economic conditions. Gas throughput volumes to
gas transport customers increased 5%. In addition. gas
throughput volumes to interruptible customers decreased
6%. Gas throughput volumes were negatively affected by
winter weather which was 9% milder in 20C1 than in 2000,
and 8% milder than rormal.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Wisconsin Public Service's naturel gas revenues increased
$57.1 million, or 22%. as the result of an Increase in the
average unit cost of natural gas in the first half of 2001,
increased throughput, and the 1.5% increase in Wisconsin
retail gas rates.

Wisconsin Public Service's natural gas purchase costs
increased $45.1 mition, or 24%, largely due to a higher
average unit cost of natural gas in the first haif of 2001
The higher natural gas prices experienced earlier in 2001
were passed on to customers and are reflected in both
revenues anc gas purchases, thus naving littie iImpact on margin.

Under current regulatory practice, the Public Service
Commission of Wisconsin and the Michigan Public Service
Commission allow Wisconsin Public Service to pass changes in
the cost of natural gas on to customers through a purchased

gas adjustment ciause.

Other Utility Expenses/income

Utility operating exoenses increased $36.3 million
largely due to increased transmission expenses associated
with the transfer of assets to American Transmission
Company, increased payments to the Wisconsin Department
of Administration for demand-side management (energy
conservation) activities, increased maintenance costs at the
Kewaunee plant during its refueling outage, and higher
write-offs of uncollectible accounts.

The Public Service Commission of Wisconsin has allowed
a portion of the higher trarsmission costs to be deferred.
The deferred transmission costs, $4.4 milion for 2001, are
expected to be recovered in future regulatory oroceedings.

Lower earnings on the nuclear decommissioning fund
contributed to a decrease in other income from Litility
operations. Due to reguiatory practice. lower earnings on
the nuclear decommissioning fund were offset by decreased
depraciation expense. Also contributing to decreased
depraciation expense were an extension in the Kewaunee
plant’s assumed depreciable life and a reduction in the nuclear
decommissioning fund contribution.

Interest expense increased due to the issuance of additional
long-term debt by Wisconsin Public Service in August of 2001,

Overview of Nonregulated Operations

Nenregulated operations consist of the natural gas,
electric, and other sales at WPS Energy Services, a diversified
energy supply and services company, and the operations of
WPS Power Development, an electric generation asset

development company.

A POWERFUL EQUATION

WPS Energy Services net income increased to $6.4 million
irn 2001 compared with S1.7 million in 2000, WPS Power
Development's ret income increased to $2.3 million in 2001

compared with $0.9 millior in 2000.

Overview of WPS Energy Services

WPS Energy Services' principal business involves
nonregulated gas sales. In addition, nonregulated electric
sales have become an important factor in the growth of
WPS Energy Services. Revenues at WPS Energy Services grew
to $1.575.1 miliion in 2001 compared with $955.6 million
in 2000, an increase of 65%. This increase was the resuit of
additional natural gas and electric seles volumes coupled with
a higher unit cost of natural gas in the first half of 2001
The higher uni cost of nztural gas is also reflected in cost
of sales, thus having little impact on margin. Income
increased $4.7 million in 2001 due to increasec sales and

improved operations.

WPS Energy Services’ Margins

WPS Energy Services Gas Results

(Millions) 2001 2000 1999
$1,406.3 $919.5 $288.0
Nonregulated natural gas cost of sales  1,390.4 908.2 2834
Margin $ 159 S 113 § 46

Nonregulated natural gas revenues

Nonregulated gas revenues at WPS Energy Services
increased $486.8 million, or 53%, primarity as the result
of sales volume growth and higher natural gas prices in the
first half of 2001, The nonregulatecd gas margin increased
$4.6 million, or 41%, due to increased sales volumes and
exiting from unprofitable market segments.

WRPS Energy Services Electric Results

(Milfions) 2001 2000 1999
Nonregulated electric revenues $165.0 $33.8 $3.4
Nonregulated electric cost of sales 150.3 29.4 32
Margin $ 147 $ 44 $ .2

Nonregulated eleciric revenues at WPS Energy Services
increased $131.2 million, or 388%. The nonregulated electric
margin increased $10.3 million. or 234%. Higher electric sales
volumes in existing and newly-entered retail eleciric markets,
increased electric wholesaie activities, as well as impacts from
marketing energy from WPS Power Development's Sunbury
plant, contributed to these increases.




MANAGEMENT'S DISCUSSION AND ANALYSIS

WPS Energy Services’ Other Expenses

Other operating expenses at WPS Energy Services increased
$8.5 million largely due to costs associated with business
expansion and higher write-of's of uncollectible accounts.

Impact of Enron

Althougn WPS Energy Services s an energy marketer, it
nas exoerienced litlle timpact on dey-to-day cperations as a
result of the banxruptcy of Enron Corporation, and is in a net
payable position with Enron affiliates. WPS Energy Services has
liquidated all oper positions with the Enron affiliates and
replacec them with other suppliers. The forward cortracts with
*he Enron affiliates provided for payments representing the net
liquidation value of the contracts at the time of liquidation, and
this net liquidation arount is eflected on the balance sheet as
a current accounts payable, contingent upon the ouicome of
Erron's bankruptcy proceedings. Managemert believes these
liabilities are properly recorded. The Enron bankruptcy is
expected to have ar effect on other companies throughout
the industry. As a result, WPS Energy Services is more closely
monitoring its credit exposure with other trading partners.

Overview of WPS Power Development

Revenues at WPS Power Development increased
$13.4 million, or 10%. primarily cue to higher revenues
at its Sunbury generation plant of $7.0 million and higher
revenues from its steam operations of $7.1 million,
WPS Power Develooment's income was $2.3 million
in 2001 compared witn $0.9 million in 2000, Additional
tax credits of approximrately $4 millior from its synthetic
fuel operation was the primary factor in WPS Power
Development's increased incomre in 2001.

WPS Power Development’s Margin

WPS Power Development’s

Production Resufts (Millions) 2001 2000 1999
Nonregulated other revenues $141.5 $5128.1 $35.4
Nonregulated other cost of sales 110.2 94.8 18.6
Margin $ 3.3  $333 $16.8

RESOURCES CORPORATION

WPS Power Development experienced z decrease of
$2.0 million in its margin in 2001 from 2000. The primary
factors in this decrease were a $2.8 million margin decrease
at Sunbury due to higher fuel costs as a result of purchasing
coal at current market prices and higher costs of replacemenit
power during outages. WPS Power Development is
attempting to recover a porton of the fuel cost increase
through 2 lawsuit which it filed against a coal supplier for
failure to deliver under the terms of a coal supply agreement.
The Sunbury margin decrease was partially offset by higher
margins at the Westwood generation plant, which was
acquired in September of 2000.

WPS Power Development’s Other Expenses/income
Cther cperating expenses at WPS Power Development
increased by $4.5 million in 2001 compared with 2000,
primarily due to costs associated with operations at the
Westwood plant, higher payroll expenses. and increased
development costs for potential new projects.
Other income increased $1.8 million, primarily from
a portion of the gain that was recognized in the szle of a
partial interest in WPS Power Development's synthetic
fuel facility.

Tax Credits

WPS Power Development recorded synthetic fuel tax
credits of $21.5 million in 2001, an increase of approximately
$4 million over 2000. We used these credits to the extent the
tax law permits 1o reduce our current feceral tax liability, and
the remainder increased our alternative minimum tex credit
available for future years. Approximately $10 million of tax
credits where carried over from 2001, which brings the
cumulative credits being carried forward to approximately
321 million. Alternative minimum tax credits can be used
in future years to reduce our regular tax liability, subject to
various limitations. Based on a review of all known facts
and circumstances. management has concluded that it is
more likely than not that we will be able to use these
credits in the future to reduce our federal tax liability.

- ftor Wemerst
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Overview of Holding Company and Other Operations

Holding company and other operations include the
operations of WPS Resources and WFPS Resources Capital
as holding companies and the nonutility activities at YWisconsin
Public Service and Upper Peninsula Power. Holding company
ard other operations experienced income of $1.3 million in
2001 compared with a loss of $7.2 million in 2000.

Other nonutility income at Wisconsin Public Service
included a pre-tax gain of $13.1 million on the sale of hydro
lands in December of 2001, The sale of these hydro lands
was the first significant transaction in our five to seven-year
asset management strategy to increase shareholder return
from the sale, development, or use of certain real estate
assets deemed to be no longer essential to operations.

In addition, earnings on equity investments were higher in
2001 compared with 2000 primarily due to our investment
in American Transmission Comsgany.

Interest expense increased due to additional short-term
borrowing at WPS Resources for working capital needs in
the first half of 20C1.

2000 COMPARED WITH 1999

WPS Resources Corporation Overview
WPS Resources' 2000 and 1999 resuits of operations
are shown in the following chart:

WPS Resources’ Results

{Millions, except share amounts) 2000 1999 Change

Consolidated operating revenues $1,949.0  §1,0985 77%
Income available for
commeon shareholders 67.0 59.6 2%

Basic and diluted earnings per share $2.53 $2.24 [3%

The substantia! revenue growth was largely due to
increased natural gas and electric sales at WPS Energy
Services and increased sales at WPS Power Development as
we acquired additionai customers and expanded into new
markets. Part of the increase in revenues was a result of the
record high unit cost of natural gas experienced in 2000. Gas
cost per therm was 43% higher in 2000 than in 1999. The
high unit cost of natural gas was reflected in both revenues
and cost of sales, thus having little impact on margin.

The increase in income and earnings per share was the
result of higher electric and natural gas utility margins and
increases in WPS Energy Services' electric and natural gas

FA PEWERFUL EQUATION

~margins. Additionally. a higher margir zlong with adcitonal tax
credits at WPS Power Development contributed to higner
income. Partially offsetting these factors were increases in
operating and interest expenses, coupled with costs associated
with an electric energy contract enterec inio by WPS Resources
as a hedge against potentia: summer energy price spikes.

Overview of Utility Operations

Income from electric utility operations was $60.7 million
in 2000 compared with $56.1 million in 1999, income from
natural gas utility operations was $11.6 million in 2000 and
$11.2 million in 1999. The primary reasons for higher utility
net income were a Wisconsin retail electric rate increase and
increased natural gas szles volumes as the result of winter
weather that was 8% colder in 2000 than in 1999,

Electric Utility Operations

Our conrsolidated electric utility margn inc-eased
$29.7 million. or 8%, primarily due to a 4.6% Wisconsin
retail electric rate increase at Wisconsin Public Service which
became effective on January |, 2000. This rate increase was
primarily intended to recover additional fuel and purchasec
power costs for the year. The 2000 electric rate increase
also took into account the expected gain on the sale of utility
assets which is discussed under “Other Electric and Gas Utility
Expenses/income.”

Although our consolidated kilowatt-hour sales were only
slightly higher. partially due to a 319% cooler summe- in 2000
than in 1999, consolidated revenues increased 7% cue to the
Wisconsin retall electric rate increase at Wisconsin Public Service.

Our consolicated fuel expense increased $15.7 million,
or 14%, due to increased production at Wisconsin Public
Service's fossil-fueled and combustion turbine generation
plants. In addition, the average cost of generation at the
combustion turbine plants increased 90% largely as a result
of a higher unit cost of natural gas. Generation costs at the
Kewaunree plant decreasecd 14% in 2000 due to its scheduled
outage for refueling and maintenznce in the second quarter of
2000. A similar outage did not occur in 1999, The Kewaunee
plant was off-line beginning April 22. 2000 and returned to
full power on June 2. 2000. During the scheduled outege,
nuclear generatior was replaced with additional fossil fuel
and combustion turbine generation and additional purchased
power. Wisconsin Public Service was the operator and 41.2%
owner of the Kewaunee plant in 2000. Our consolidated

purchased power expense decreased $4.1 million. however,
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MANAGEMENT'S DISCUSSION AND ANALYSIS

lzrgely due to a 5% decrease in the cost per kilowatt-nour of
power purchases mace by Wisconsin Public Service in 2000
compared with 1999,

Annual fuel costs at December 31. 2000 were within
the 2% fuel window authorized by the Public Service
Commission of Wsconsin and, accordingly. no adjustment
was made to electric rates for 2000 fuel costs.

Gas Utility Operations

The gas ity margin at Wisconsin Public Service
increasec $5.4 million. or 7%, in 2000 due to an increase
in throughput volumes.

Winter weatner was a factor for Wisconsin Public

ervice's natural gas operations in 2000, Weather was 8%

colder in 2000 than in 1999 nowever. weather was 2%
warmer than normal in 2000, Wisconsin Public Service's
natural gas revenues increased $73.0 million, or 38%, as the
result of a 43% increase in the average unit cost of natural gas
coupled with a 6% increase in overall throughput volumes.

Wisconsin Public Service's natural gas purchase costs
increased $67.6 millior. or 57%. This increase resulted from
a higher average Lnit cost of natural gas and higher gas
volumes purchasec of 10%. The higher unit cost of natural
gas was reflected in both revenues and gas purchases, thus

having little impact on margin.

Other Electric and Gas Utility Expenses/Income
Utlity operating expenses increased $22.3 million.
Electric utiiity operatirg expenses increased $18.4 million
primarily due to costs associated with the scheduled outage
and other maintenance activities at the Kewaunee plant.
Higher earnings of $6.2 million on the Kewaunee
piant’s nuclear cecommissioning fund resulted in increased
other income at Wisconsin Public Service in 2000. Due
to regulatery practices. <his higher income was offset by
increased depreciation and decommissioning expense. Other
income at Wisconsin Public Service also inciuded a gain of
$3.8 millior on the sale of a combustion turbine wnich
Wisconsin Puolic Service consiructed for another Wisconsin
utidty. The Public Service Commission of Wisconsin
censidered this gain in the Wisconsin retall electric rate
adjustment whicn was effective January 1. 2000.

Nonregulated Operations
WPS Energy Services' net income improved to

S1.7 million in 2000 compared with a loss of $3.5 million

in 1999, Income at W?S Power Development also improved.

O P G
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WPS Power Development's net income was $0.9 million
in 2000 compared with a loss of $3.8 million in 1999,

Overview of WPS Energy Services

Revenues at WPS Energy Services grew to
$955.6 million in 2000 compared with $292.2 million in
1999, an increase of 227%. This increase was the result of
additional natural gas and electric sales volumes coupled
with a higher unit cost of natural gas. The higher unit cost of
gas was also reflected in the cost of szles, thus having little
impact on margin. Income increased $5.2 million in 2000
due to a larger increase in electric and gas margins than in
the related other operating expenses.

WPS Energy Services’ Margins

The nonregulated gas margin at WPS Energy Services
increased $6.7 million largely due to increased sales volumes,

Natural gas revenues at WPS Energy Services more than
tripled in 2000 compared with 1999, This increase was due
to sales volumes that doubled as the result of additional sales
in the wholesale market and general business growth. In
addition, a large portion of the increase was due to a higher
Jnit cost of natural gas in 2000.

WPS Energy Services' gas cost of sales tripled due to
additional natural gas purchases coupled with a higher unit
cost of natural gas.

Electric margins at WPS Energy Services increased
$4.2 million in 2000. Electric revenues at WPS Energy
Services were $33.8 million in 2000 and $3.4 million in
[999. This increase in revenue resulted from additional
electric sales in Pennsylvania and Maine associated with
WPS Power Development's assets that were acquired in
the second and fourth quarters of 1999. Electric purchases

increased $26.2 million due to additional sales volumes.

WPS Energy Services’ Other Expenses

Other operating expenses at WPS Energy Services
increased $4.2 million, or 42%, primarily due to greater
payroll and cther operational costs associated with
business expansion.

Overview of WPS Power Development

Income at WPS Power Development was $0.9 million
in 2000 compared with a ioss of $3.8 million in 1999. The
increase in income was primarily due to a higher margin on
operating activities and additional tax credits, Partially offsetting

these factors were higher operating ancd interest expenses.




MANAGEMENT'S DISCUSSION AND ANALYSIS

Tex credits at WPS Power Development increased
approximately $16.7 million in 2000, We used these tax
credits to the extent the tax law permits to reduce our
cur-ent federal income tax Fabilty. Approximately S1 I million
of these tax credits were carried forward from 2000 to
reduce our tax liability in subsequent years.

A large portion of the tax crecits at WPS Power
Development relate to the operations of its synthetic fuei
facilities. Production at the synthetic fuel facility was higher
than anticipated in 2000, despite the physical relocation of the
proiect from Alabame to Kentucky during 2000. The facility
was taken out of operation in April 2000 to prepare ior
relocation, and WPS Power Deveiopment began operation
of the facilities in the new location on September |, 2000.

In addition, WPS Powver Development reversed $0.9 million

of oreviously recorded losses in the first quarter of 2000 as
a result of an equity contribution to its synthetic fuel project
by the minority owner. Prior to tnis transaction, WPS Power
Development had been recording 100% of the operating
losses of this project because the minority owner's equity had
been reduced to zero: however, it had been allocated only
66.7% of the tax credits. Through an agreement with the
mincrity owner, WPS Power Development received 100%
of the tax credits and operating results from the project until
the minority owner was able to contribute further capital to
fund its share of the operating costs.

WPS Power Development’s Margin

WPS Power Development experienced an increase of
$16.5 million in its margin in 2000. This increase was largely
due to the operation of the electric generation facilities
acquired in Maine and Carada in the second quarter of 1999
and in Pennsylvania in the fourth quarter of 1999,

WPS Power Development’s Other Expenses

Other operating expenses at YWPS Power Development
increased $27.2 million in 2000 due to maintenance
and higher production costs at its generation plants in
Pennsylvania. Costs associated with the investigation and
start-up of new projects at WPS Power Developrment also

A POWERFUL EQUATIEZN

increased in 2000, Figher interest expense of $6.3 million
in 2000 was largely due to nonreccurse debt put in place
to finance the plant acquisitions.

Additional costs at the Sunbury generation plant in
Pennsylvania lowered results at WPS Power Development.
particularly in the fourtn quarter of 2000. This included higher
production costs. higher maintenance costs (both planned and
accelerated) and increased costs of replacement power while
tne plant was undergoing maintenance. The deciSion wes
made to move some maintenance scheduled in future
years into 2000 to coincide with other plant downtime.

The accelerated mainterance at the Sunbury plart
was intended o enhance availability in 200 and

future years.

Overview of Holding Company and Other Operations
Holding company and cther operations experienced

aloss of $7.9 millior in 2000 compared with a loss of

$0.4 million in 1999, The ‘ncreased loss was orimarily due

to additional interes: expense. increased operating expenses,

and a cost of $3.8 millior for an electric energy contract

entered into by WPS Resources ir 2000 as 2 hedge against

potential summer energy orice spikes.

BALANCE SHEET
2001 COMPARED WITH 2000

Customer and other receivables decreased $69.8 million
and accrued unbifed revenues decreased $27.4 million as the
result of milder weather and a substantially lower unit cost of
natural gas experienced in December of 2001 compared with
December of 2000.

Regulatory assets increased S16.5 million as the result
of deferred costs reiated to compliance with certain Nuclear
Regulatory Commission requirements and additional
regulatory assets acquired as a result of the Wisconsin Fuel
and Light merger, largely related to future eavironmental
remediation costs. Other assets increased $104.7 million
largely as a result of the investment in American Transmission
Company. goodwill asscciated with the Wisconsin Fuel and

Light merger, and an increase in pension assets.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Assets from risk nanagement activities decreased
$155. ¢ million and abilities from risk management zactivities
decreased $219.6 mition largely due to charges in forward prices.

Short-term debt decreased $83.4 million as the result
of replacing short-term debt with additional long-terr debt
at Wisconsin Public Se-vice and common stock equity at
WPS Rescurces. Tre current portion of lorg-term debs
includes $50.0 milion of 7.30% first mortgage bonds at
Wisconsin Fublic Service which mature on Octooer |, 2002.
We currently nave nc olans to refinance these bongs with
long-term debt. Long-term debt increased $67.8 million as
the result of additonal senior notes issued at Wisconsin Public
Service in the third grarter of 2001 and obtaining financing
tnrough tax-exempt bonds for WPS Power Development's
Westwecod piant in the second quarter of 2001

Regulatory liabilties increased $27.8 milion: primarily due
to the deferral of S1 1.8 million in pension settlement gains
resulting from employees transferring from Wisconsin Public
Service to Nudlear Management Company, LLC. Other
long-term liabifities increased $47.9 million primarily due to
the Ceferred gain of $38.0 million on the sale of a portion
of WPS Power Develooment's ownership interest in its
synthetic fue! operaticr.

FINANCIAL CONDITION

Investments and Financing

Payments for ~eturn of capital of $35.0 millon were paid
by Wisconsin Pubiic Service to WPS Rescurces ir 2001,
WPS Resources made equity contributions of $95.0 million
“o Wisconsin Public Service in 2001, Trese payments and
equity contrbutiors alicwed Wsconsin Pubric Service's
average equity capitaization and its capitalization ratio for
ratemaking to remain near target levels as established by the
Public Service Commission of Wisconsin ‘n its most recent
rate order. WPS Resources also contributed $54.8 million
of equity to Wisconsin Public Service for the Wisconsin Fuel
and Light acquisition.

WPS Resources also made equity contributions of
$12.0 million to Upper Peninsua Power Compary in 2001,

These equity contriputions were made to mainiain appropriate

average common equity ratios. WPS Resources and WPS Power
Development made equity contributions of $15.5 million and
$9.0 million, respectively, to Sunbury Generation, LLC for
expenditures at the Sunbury generation plant.

Cash requirements exceeded internally generated funds
by $112.8 million in 200 1. Short-term borrowings through
commercial paper decreased $104.6 millior: as the resuit of
issuing additional long-term debt at Wisconsin Public Service
and the sale of common stock at WPS Resources in 2001,
Our pre-tax interest coverage, including nonrecourse debt,
was 2.33 times for the 12 months ended December 31, 2001,

in October 1999, WPS Resources filed a shelf registration
with the Securities and Exchange Commission, which aliowed
the issuance of $400.0 million in the aggregate of public
long-term debt and common stock. Long-term debt of
$:50.0 million was issued in 2000 and common stock of
$79.0 million was issued in 2001 under the shelf registration.

Effective January 2001, we began issuing new shares
of common stock for our Stock investment Plan and for
certain of our stock-based employee benefit plans. Equity
increased by $18.6 million in 2001 &s a result of these plans.
WPS Resources also repurchased $1.1 million of existing
common stock for stock-based compensation plans.

Wisconsin Public Service issued $150.0 million of
6.125% senior notes in the third quarter of 2001, with part
of the proceeds used to retire $53.1 million of 8.8% first
mortgage bonds. The remainder of the proceeds was
usecd to reduce snort-term debt and suppert working capital
requirements. The senior notes are secured by a pledge of first
mortgage bonds but necome ursecared if Wisconsin Public
Service retires all of its outstanding first mortgage bonds.

WPS Rescurces sold $79.0 mitlion of common stock
in the fourth quarter of 2001 resulting in a net increase in
common equity of $75.0 milion after issuance costs,

in April 2001, the Schuylkill County Industrial
Development Authority issued $27.0 million of refunding
tax-exempt bonds. WPS Westwood Generation is obligated
to repay the refunding bonds. WPS Resources agreed to
guaranty WPS Westwood Generation's obligation to provide
sufficient funcs to pay the refunding bonds and the related
cbligations and indemnities.

' CORPORATION
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Wisconsin Public Service makes large investments in
canital assets. Net construction expenditures. including nuclear
fuel, for Wisconsin Pubiic Service are expected to be
approximately $565 million in the aggregate for the 2002
through 2004 period. Larger projects incluce $60 million for
automated meter reading, $27 million for comptiter software
and systems, and S68 million for the start of construction of
generation facllities that will continue to be constructed
through 2007.

Other capital reguirements for Wisconsin Public Service
for the three-year perioc include contributions of $7.8 million
to the Kewaunee plant's decommissioning trust fund.

In 2004, the seccnd phase of Wisconsin Public Service's
agreement to purchase electricity from the De Pere Energ
Center, a gas-fired cogeneration facility, will be accounted for
as a capital lease. The De Pere Energy Center lease will be
capitalized at approximately $80 million.

Upper Peninsula Power is expected to incur net
construction expencitures of about $37 million in the aggregate
for the period 2002 through 2004, primarily for electric
distribution improverments and repairs at hydro facilities. In
addition, Upper Peninsula Power is considering the potential
need for construction of a combustion turbine at an estimated
cost of $41 million during the 2002 through 2003 timeframe.

Identified capital expenditures for WPS Power Development
for 2002 through 2004 include the acquisition of the
CH Resources generating facilities for approximately $62 million
in 2002, 513 million for handfing NOx emissiors at the Sunbury
facility. and $4.7 mitlion for generation facilities at the Combined
Locks Energy Center. Other capital expenditures for WPS Power
Development for 2002 through 2004 could be significant
depending on its success in pursuing development and acquisition
oppo-tunities. Whnen applicable, non-recourse financing will
be sought for funding significant portions of these acquisitions.

WPS Resources expects to make capital contributions
of up to $92 million to fund construction of our portion of the
Wausau to Duluth transmission line whickh will be transferred to
Armerican Transmission Company in exchange for an increase
in our equity ownership in American Transmission Company.

Regulatory

On December 21, 2000, Wisconsin Public Service
received an order from the Public Service Commission of
Wisconsin authorizing 2 5.4% increase in retall electric rates
and a 1.5% increase ir retal natural gas rates for 2001 and
2002, A 12.19% return on equity was approved. The new

rates were impiemented on January 1, 2001.

A POWERFUL EQUATI @GN

On April 12, 200!, Wisconsin Public Service filed an
application with the Public Service Commission of Wisconsin
for additional rate relief in 2002. Wisconsin Public Service
requested an $86.8 million, or 16.1%, increase in retail
electric rates and a $13.5 million, or 4.5%, increase in
retall natural gas rates for 2002. Wisconsin Public Service
requested a |2.6% return on equity. with equity constituting
55% of the capital structure. The Public Service
Commission of Wisconsin's order, originally expected
to be issued in January 2002, has now been delayed
until April 2002,

Wisconsin Public Service received an interim rate order
on December {9, 2001 and implemented interim rates on
January 1. 2002, The order authorized a $55.5 million, or
10.3%. retail electric rate increase and an $11.2 million. or
4.7%. retail natural gas rate increase. Interim rates are based
ona |2.1% return on equity. with equity constituting 55%
of the capital structure, are subject to refund to the extent
interim revenues exceed revenue authorized in the final rate
order, and will be in effect until superseded by the final rate
order establishing newv rates. Wisconsin Public Service
anticipates that it will not be required to refund revenues
collected under the interim rates.

Upper Peninsula Power intends to submit an application
with the Michigan Public Service Commission for rate
increases sometime in 2002 and anticipates new rates
will be effective in 2003,

Merger with Wisconsin Fuel and Light Company

The merger of Wisconsin Fuel and Light Company into
Wisconsin Public Service was completed on April |, 2001,
Wisconsin Fuel and Lignt shareholders received 1.73 shares
of WPS Resources’ common stock for each share of
Wisconsin Fuel and Light's common stock. A total of
[,763,943 shares were issued resulting in a purchase
orice of $54.8 million based on an average price of
$31.0625, the prevailing price at the time of the merger
announcement.

Wisconsin Public Service used the purchase method
of accounting and recorded $41.9 million of total premium
associated with the purchase. Of that total, $36. | million was
recorded as goodwill and $5.8 million after-tax was recorded
as an acquisition adjustment included in plant. The acquisition
adjustment is expected to be recovered in Wisconsin retail
rates over the period 2003 through 2005 as approved by
the Public Service Commission of Wisconsin,
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American Transmission Company, LLC

In the first anc second quarters of 2001, Wisconsin Public
Service and Upper Peninsula Power transferred transmission
assets at their net book value to American Transmission
Company in exchange for cash and an epproximate 5%
ownership interest i1 American Transmission Company.

The Public Service Commission of Wisconsin initiated a
generic docket to address the potential recovery of deferred
2000 and 2001 start-up costs and increased transmission
operating costs of American Transmission Company by the
member Wisconsin Lti it es including Wisconsin Public Service.
Completion of the docket is anticipated in the spring of 2002
and should identify the costs to be recovered and the method
for recovery, Wiscorsin Public Service began recovering some of
these costs, as a resuit of its interim rate case order, which was
implemented January |, 2002. The interim recovery of these
costs s subject to refund should the costs in the final generic
docket be less than the costs included in the interim rates.

American Transmission Company implemented new
Federal Energy Regulatory Commission tariffs, subject to
refund, on January |, 2007, Settlements related to issues
surrounding these tariffs were aporoved in late 2001, The
settlement reduced transmission rates for Wisconsin Public
Service by approximately $8 million during the 2001-2005
pnase-in period.

On August 17, 2001, the Public Service Commission of
Wisconsin approved the construction of a 220-mile 345 kV
transmission line from Wausad, Wisconsin 1o Duluth,
Minnesota. The joint project of Wisconsin Public Service and
Mirnesota Power nad received the approval of the Minnesota
Public Service Commission in March of 200 . Construction of
the line Is expected tc begin in 2002 with completion in 2005.
Our funding obligation of the construction costs is estmatec to be
between $46 milion and 392 million. Our interest in the line will
eventually be contributed to American Transmission Company
for an increased equity nterest in American Transmission
Compeany. We anricipate that our equity interest in American
Transmission Company may increase to approximately 25%
after completion and contribution of the line.

Kewaunee Nuclear Plant
On January . 20C1, Wisconsin Public Service’s
administrative employees at the Kewaunee plent transferred
1o Nuclear Managermen: Company, LLC. As a result of these
employees leaving the Wiscorsin Public Service benefit plans,
a curtailment loss of $8.8 million was experienced. Most of

the curtailment loss was defer-ed as a regulatory asset. We

WPS RESOURCES CORPORATION  *~

recognized settlement gains of S12.8 million in 2001 as a result
of these employees and other former employees taking
withdrawals from the pension plan during the year. The majority
of the settlernent gains were recorded as a regulatory liability.
Wisconsin Public Service will return the net of settlement gains
and curtailment iosses to ratepayers in future rates.

The Kewaunee plant's co-owners received approval
from the Public Service Commission of Wisconsin to apply
deferred accounting treatment beginning March 27, 2001 to
the incremental costs associated with compliance with certain
Nuclear Regulatory Commission requirernents mandating
improvernents to plant procedures. Wisconsin Public Service
received an order to recover the deferred costs subject to
review by the Public Service Commission of Wisconsin in a
future rate proceeding. Wisconsin Public Service has deferred
approximately $10 million as a regulatory asset through
December 31, 2001.

On September 24, 2001, Wiscorsin Public Service
acquired Madison Gas and Electric’'s 17.8% interest in the
Kewaunee plant for $17.5 million. This acquisition increased
Wisconsin Public Service's ownership interest in the

Kewaunee plant to 59%.

Security

On December 19, 2001, the Public Service Commission
of Wisconsin authorized Wisconsin Public Service to defer
additional costs incurred with regard to increasec security
measures at Kewaunee and other facilities. The deferred
security costs will be addressed in Wisconsin Public Service's
rate proceeding to be filed in 2002 for 2003 rate relief.

Wisconsin River Power Company

Wisconsin Public Service's ownership interest in
Wisconsin River Power Company decreased to 50% effective
December 31, 2001 as the result of the sale of a portion of its
ownership interest to Wisconsin Power and Light Company.

Acquisition of Generation Facilities

On September 10, 2001, Mid-American Power, LLC,
a joint venture of WPS Power Development and Burns &
McDonnell, announced a plan for construction of an
additional 200 megawatts of electrical capacity at the existing
53-megawatt Stoneman power plant in Cassville, Wisconsin.
Construction is expected to begin in 2003 with completion
by the first quarter of 2006.

We expect the Combined Locks Energy Center, a
cogeneration project owned by WPS Power Development
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and located at the Appleton Coated paper mill iIn Combined
Locks. Wisconsin, to begin full operation by May |, 2002.

WPS Energy Services will market the electric energy produced
by the facility in the wholesale electric marketplace. Construction
is underway to install a heat recovery steam generator

which will complete the cogeneration aspect of the project.

In December 2001, WPS Power Development reached an
agreement to purchase the stock of CH Resources, Inc., which
owns three power plants and other assets. The approximate
$62 million transaction is subject to regulatory approvals
and is expected to close in the second quarter of 2002.
WPS Resources is expected to issue short-term debt in
order to provide equity funding to WPS Power Development

for this acquisition.

ECO Coal Pelletization #12, LLC Operations

In November 2001, WPS Power Develooment, through
its subsidiary ECO Coal Pelletization #12. LLC, entered into
a transaction with a subsidiary of a public company resulting in
ECO # 12 contributing its synthetic fuel producing machinery
to a newly-formed entity in exchange for cash and a one-third
ownership interest in the newly-formed entity.

The transaction generated a pre-tax gain of $40.1 million

of which $38.0 million has been deferred as of December 31,

2001 as a resuit of certain rights of rescission and written puts
being granted to the buyer. As these rights of rescission expire
and the amount of the put options granted to the buyer
diminishes, WPS Power Development will recognize the
deferred gain on the transaction.

Concurrent with the partial sale of this project, WPS Power
Development bought out the interest of its previous partner in
the ECO # 12 project. The actual payments to this former
partner are contingent upon the same provisions referred to
above. As a result, on December 31, 2001, $2 1.3 million was
held in escrow, which will be released proportionately as the
respective rescission rights and put options expire.

Sunbury Generation, LLC
WPS Power Development acquired the Sunbury
generation plant in November of 1999. As a resuit of both

market conditions and issues related to the physical

A POWERFUL £QUATION

performance of the plart, the project to date has not met
management’s projected near-term financial performance
levels. Due to this lower level of performance, WPS Resources
and WPS Power Development contributed additional capital
into the project to fund operating expenses and capital
expenditures and to ensure that the project complies

with its project financing debt covenants. In 2001, capital
contributions amounted to $24.5 million. Projections going
forward indicate that Sunbury will produce adequate cash
flows for its operation, with capital contributions being required
for capital expenditures. In 2002, capital contributions will

be required primerily to fund & project to reduce NOx
emissions from the plant. Those expenditures are estimated
to be approximately $13 million and were anticipated when

the plant was acquired.

TRENDS

Critical Accounting Policies

We prepare our ‘financial statements in conformity with
accounting principles generally accepted in the United States.
Judgments and uncertzainties about the application of these
accounting policies along with estimates and other assumptions
may affect reported results. We consolidate the financial
statemnents of all majority-owned subsidiaries. All significant
intercompany transactions are eliminated,

Wisconsin Public Service and Upper Peninsula Power
follow Statement of Financial Accounting Standards No. 71,
‘Accounting for the Effects of Certain Types of Regulztion,”
and their financial statements reflect the effects of the different
ratemaking principles followed by the various jurisdictions
regulating each utiiity. For Wisconsin Public Service, these
include the Public Service Commission of Wisconsin, 90% of
revenues; the Michigan Public Service Commission, 2% of
revenues; and the Federal Energy Regulatory Commission,
8% of revenues.

Although unlikely, snould Wisconsin Public Service or
Upper Peninsula Power ne longer meet the criteria for
applying Statement No. 7!, we would discontinue its
application as defined under Statement No. 101, "Regulated
Enterprises - Accounting for the Discontinuation of Application

3
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of FASB Statermert Ne. 71." Assets and liabilities recognized
solely due <o the actiors of rate regulation would no longer
pe recognized on the nzlance sheet and would be classified as
an extracrdinary item in income for the period in which the
discontinuation cccurs.

We accrue estimated amounts for services rendered
but not et billed. We ~eserve an estimate for potential
uncellectible custome~ accounts based on historica:
uncollectible experence and specific customer identification
where practical.

WPS Energy Services follows the requirements of
Emerging Issuas Tasx Force Issue No. 98-10, "Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities." WPS Energy Services uses derivative financial and
commodity insiraments to recuce market risk associated with
changing prices of natural gas and electricity sold a: firm prices
to its customers. WPS “rergy Services also uses derivatives
to manage market risk associated with anticipated energy
purchases as well as trading activities. Derivatives may include
futures and forward contracts, price swap agreements, and
call and put opticns. Accordingly under Issue No. 98-10,
WPS Energy Services marks s energy trading contracts to
fair value on the belarce sheet, and recognizes changes in

market vaiue in earnings.

Impact of New Accounting Standards

We adopted Statermert of Financial Accourting Standards
No. 133, "Accourting “or Derivative Instruments and Hedging
Activiies.” on Jandary |, 2001, This statement requires
derivative instrurments to be recorded at their fair value as
assets or liabilities on the balance sheet. Changes in the
derivative's far value a-e to be recognized currently in
earnings un.ess specific hedge accounting criteria are mer,

We concluded that the majority of contracts at our utilty
subsidiaries and at WPS Power Developmen: for the
purchase, sale, and storage of natural gas. electricity, coal, and
nuclear fuel do not meet the cefinition of 2 derivative as
defined under Statement No. 133 and, therefore. are not
subject to the accounting requirements of Statement No. 133,
Wisconsin Public Service entered into a limited number of
cormmodity contracts that meet the definition of a derivative,

We believe that any gains or losses resulting from the
settlement of these contracts will be collected from, or
refunded to, remail customers. Derivative assets and liabilities
that are recorded as a result of these derivative contracts are
offset with corresponding regulatory assets and liabilities. At
January |, 2001, Wisconsir Public Service recorded a
derivative asset and an offsetting regulatory liability of
approximately $17 million. The cumulative effect on income
was not significant.

WPS Energy Services uses derivative financial and
commaodity instruments to reduce market risk associated with
changing prices of natural gas and electricity sold to customers
at firm prices. WPS Energy Services also uses derivatives to
marage market risk associated with anticipated energy
purchases as well as trading activities, WWPS Energy Services
concluded that its energy contracts were trading contracts and,
therefore, applies Emerging Issues Task Force Issue No. 98-10,
"Accounting for Contrects Involved in Energy Trading and Risk
Management Activities.” Accordingly, WPS Erergy Services
recorded its energy contracts at fair value on the balance
sheet, with changes in fair value recognized In earnings.
Because WPS Energy Services marks its energy trading
contracts to market in accordance with Issue 98-10 and does
not anticipate designating any derivative contracts as hedges for
accounting purposes, the adoption of Statement No. 133 did
not have a material impact at WPS Energy Services.

We adopted Statement of Financal Accounting Standards
No. 142, "Goodwil and Other Intangible Assets,” on January |,
2002. Thre financial statement impact of adapting Standard
No. 142 was immaterial. In accordance with the requirements
of this staternent, we ceased amortizing the goodwill associated
with the Wisconsin Fuel and Light merger at January |, 2002,
and prepared a preliminary evaluation of the fair market value
of the gas utility business segment to assess the potential
impairment of the goodwill balance. Based on the estimated
fair value, an impairment charge was not required.

Liquidity

WPS Resources normally uses internally generated funds
and commercial paper borrowing to satisfy most of its capital
requirements. We may periodically issue ‘ong-term debt and
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common stock to reduce short-term debt, maintain desired
capitalization ratios, and func future growth. We seek
non-recourse financing ior funding some nonregulated
acquisitions. WPS Resources’ commercial paper borrowing
program provides for working capital requirements of the
nonregulated businesses and Upper Peninsula Fower. The
specific forms of financing, amounts, and timing depend on the
availability of projects, market conditions, and other factors.
The current crecit ratings for WPS Resources and
Wisconsin Public Service are listec in the table belows:

Credit Ratings Standard & Poor’s  Moody’s
WPS Resources Corporation
Senior unsecured debt A+ Aa3
Commercial paper A-l P-1
Trust preferred securities A- Al
Wisconsin Public Service Corporation
Bonds AA- Aal
Preferred stock A Al
Commercial paper A-l+ P-1

These ratings are among the best in the energy industry
and have allowed us 10 access commercial paper and long-term
debt markets or favorable terms.

Reting agencies use a number of both cuantitative and
qualitative measures in determining a company’s credit rating.
These measures include business risk, liquidity risk,
competitive position, capital mix. financial condition.
predictzbility of cash flows. management strength. and future
direction. Some of the quantitative measures can be analyzed
through a few key financial ratios, while the qualitative ones
are more subjective.

The recapture of its operating and capital costs through
ratemaking mechanisms such as the electric fuel window,
purchased gas adjustment clause, and frequent rate
adjustments based on projected test years have a positive
impact on Wisconsin Public Service's liquidity.

WPS Resources and Wisconsin Public Service maintain
separate commercial paper borrowing programs in compliance
witn the Public Service Commission of Wiscansin's directives.
Factors affecting the commercial paper credit ratings at both
WPS Resources and Wisconsin Public Service include the
overzll credit strength for the company, the ratings on its
long-term debt, the amount of its short-term debt, and
the amount and quality of the bank facilities backing up its
commercial paper borrowing. If the company’s long-term
debt rating were to fall below a rating of A=/A- |, the potential
exists for a downgrade in its commercial paper rating.

ACPOQWERFUL EQUATIHION

WPS Resources holds credit lines to back 100% of its
commercial paper borrowing and letters of credit. Included in
the credit lines of WPS Rescurces, and also of Wisconsin
Public Service, are credit lines of $'0 million and $!5 million,
respectively, that require both companies to maintain a
commercial paper rating of A- 1 /P- 1. A decrease in ratings
below that level could adversely affect the company by
increasing the interest rates at which it can borrow, resiricting
its ability to obtain lines and letters of credit, and potentially
limiting the availability of funds to the company in the
commercial paper market. A restriction in the company’s
ability to use commerdia. paper dorrowing for its working
capital needs could require it to secure funds through bank
loans resulting in higher interest expense and celayed
availability of funds.

WPS Energy Services maintains underlying agreements to
support its electric and gas trading operations. In the event of
a deterioration of WPS Resources’ crecit rating, most of these
agreements allow the counter-party to demand additiona’
assurance of payment. This provision could pertain to existing
business, nevv business, or both with the counter-party. The
additional assurance requirements could be me: with letters of
credit, surety bonds, or cash deposits and woula likely result
in WPS Resources being required to maintain increased bank
lines of credit, incur additioral expenses, anc could restrict
the amount of business WPS Energy Services can conduct.

WPS Energy Services uses the NYMEX and over-the-
counter financial markets to hedge its exposure to physical
customer obligations. These hedges are closely correlated to
the customer contracts, but price movements on the hedge
contracts may require financial backing. Certain movements
in price for contracts through the NYMEX exchange require
posting of cash deposits equal to the market move. For the
over-the-counter market, the underlying contract may allow
the counter-party to require additional collateral to cover the
increased obiigation. Marke: price changes could cause
significant near-term cash requirements to support the
business. Increased requirements relatec to market price
changes should only result in a temporary liquidity need that
will unwind as the sales contracts are fulfilled.

WPS Power Development has some projects which are
partially funded by non-recourse debt. These debt obligations
have certain debt coverage covenants related to liquidity that
must be met. Factors that can impact liquidity at these projects
are overall electric market conditions, the physical availability
of the project to meet contractual reguirements, the cost and

availability of required inputs to production. and the level of
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operating and maintenance costs. If any of these projects
snouid fall below the required debt coverage levels,

WPS Resources can eiter contribute additional equity o,
if market conditions are such that the project is no longer
consicered viable, abancon the project.

Contractual Obligations and Commercial Commitments

The following tables summarize the contractual
obligations and commercial commitments of WPS Resources,
including its subsidiaries.

Payments Due by Period

Less than [to3 4105 After 5
Contractual Obligations [Miflions) Total | year years years years
Long-term debt principal and interest payments $1,173.2 $102.7 $230.3 $ 869 $753.3
Minimum capital lease obligations 124.7 5.2 16.9 12.3 90.3
Operating leases 4.9 27 1.9 0.2 0.1
Unconditional purchase obligaticns 1,228.2 694.9 4443 28.2 60.8
Total contractual cash obligations $2,531.0 $805.5 $693.4 $127.6 $904.5

Long-term debt orincipal and interest payments
represent bonds, notes, and loans held by WPS Resources
and its subsidiaries. We record all principal obligations on
the balance sheet.

Wisconsin Public Service records minimum capital lease
obligations on its balance sheet at net presert value. The

above table represents the total future obligation.

Unconditional purchase obligations represent energy
supply contracts at WPS Energy Services and certain
commodity purchase contracts at Wisconsin Public Service
and WPS Power Develooment. The energy supply contracts
at WPS Energy Services have offsetting energy sale contracts.
Wisconsin Public Service expecis to recover the costs of its

contracts in future customer rates.

Amount of Commitment Expiration Per Period

Total
Amounts Less than I to3 4t05 Over 5
Other Commercial Commitments (Millions) Committed | year years years years
Lines of credit $133.3 $60.0 $73.3 $ - $-—
Standby letters of credit 18.4 18.3 0.1 - -
Guaranties 4.5 4.5 - - -
Total commercial commitments $156.2 $82.8 $73.4 $- $-

The WPS Resources 3oard of Directors has authorized
manegement o issue corporate guaranties ir the aggregate
amount of up to $50C million to support the business
operations of WPS Energy Services which-are not reflected
in the table ahove. WPS Resources primarily issues the
guaranties to counter-parties in the wholesale electric
and natural gas merketplace to meet the counter-parties’
requirements and permit WPS Energy Services to cperate
within these markets. The authorized amount of the
guaranties is in excess of the amount of obligations actually
backed by the WPS Resources guaranties. The amount
supported is dependent on the amount of outstanding
business WPS Erergy Services has with the counter-parties
holding the guzranties at any point in time. WPS Resources
reflects WPS Energy Services' obligations supported by these
parenta! guaraiies or its consolidated balance sheet either as
accounts payable or liabilities from risk management activities.

The WPS Resources Board of Directors has authorized
corporate guaranties s needed to support certain specific

{ oA 5
WPS RESOURCES CORPO
o g —3 « 3

~

business operations of WPS Power Development. WPS Resources
has issued approximately $'30 million ir guaranties which are
not reflected in the table above. WPS Resources issues the
guaranties for indemnificatior: obligations related to business
purcnase agreements, borrowings, and counter-parties in

the wholesale electric marketplace to meet their credit
requirements and permit WPS Power Developrment

to operate within these markets. The authorized amount

of the guaranties is in excess of the amount of cbligations
actually backed by WPS Resources’ guaranties. The amount
supported is dependent on the amount of the outstanding
obligation that WPS Power Development has with the parties
holding the guaranties at any point in time. The guaranties
are required to support WPS Power Development in its
normal operations of energy production and the sale of
electricity. WPS Resources reflects WPS Power Development's
obligations supported by these parental guaranties on

its consoiidated balance sheets or in the foctnotes to

its financial statements.




MANAGEMENT'S DISCUSSION AND ANALYSIS

Since May 2000, WPS Resources has provided limited
financial support and energy supply services to a third party,
Quest Energy, LLC, a Michigan limited liability company.
Quest Is a retall electricity marketing entity, doing business as a
registered Alternative Electric Supplier in the State of Michigan,
Financial support is in the form of an interest-bearing note
with an initial maturity date of May 2005, secured by the
assets of Quest. On December 31, 200!, the loan amounrt
remaining was $1.0 millior. The note contains certain
restrictons on Quest's ability to enter into additional debt
instrurents. WPS Resources also provides corporate
guaranties on behalf of Quest that are not included in its
consolidated financial statements. Guarznties have been
made to Quest’s transmission oroviders in the amount of
$4.5 million. These guaranties assure Quest's ability to pay for
the transmission services it purchases from these entities. These
guaranties are reflected in the table on the previous page.

WPS Energy Services provides substantially al of the
electric energy supply to Quest on a wholesale basis without
requiring the credit assurances required of other wholesale
customers. WPS Energy Services exercises its right to evaluate
Quest’s sales portfolic to verify the portfolio’s ability o
gererate the revenues necessary to pay for purchased
wholesale supply. WPS Energy Services further provides
computational infrastructu-e and support services related to
the daily operational activities of Quest. At year-end, Quest
was current in its payables tc WPS Energy Services. On
occasion, however, payments from Quest have been late and
WPS Energy Services imposes payment penalties on these

late payments.

Trading Activities

WPS Energy Services measures the fair value of
contracts. including NYMEX exchange and over-the-counter
contracts, natural gas options. natural gas and electric power
physical fixed price contracts, basis contrects, and related
financial instruments on a mark-to-market basis using risk
management systems. The primary input for natural gas
pricing is the settled forward price curve of the NYMEX
exchange which includes spreads. contracts, and options. Basis
pricing is derived from published indices (Gas Daily, Natural

A POWERFUL EQUATION

Gas Intelligence, and Inside FERC) and well-documented
broker quotes. WPS Energy Services bases electric prices on
published indices and well-documented broker quotes,
Because the majerity of the contracts have a term of less than
36 morths, the forward curves have a reasonzble degree of
liquidity and WPS Energy Services does not determine any
forward price curves intermally. Low tolerance for price risk
causes WPS Energy Services to use financial instruments to
hedge substantially all its positions and, therefore. changes in
the primary veriable. which is the forward price curves, has
little impact on tne net fair value of the contracts as marked-
to-market. An outside company with an established practice
in energy risk evaluation verified the electric mark-to-market
position at December 31. 2001 due to the iarge increase

in new business and the introduction of new electric risk
management software. The results of its independent
calculation were consistent with those generated by

WPS Energy Services.

WPS Energy Services, Inc.

Mark-to-Market Natural
Rolf Forward (Millions) Gas Electric  Total
Fair value of contracts

January |, 2001 $73 $0.3 $76
Less contracts realized or

settled during period 2.2 0.3 2.5
Plus fair value of new contracts

entered into during period and

other changes in fair value 8.7 6.3 15.0
Fair value of contracts outstanding

at December 31, 2001 $13.8 $6.3 $20.1

The fair value of contracts at Januzary |, 2001 and
December 31, 2001, reflect the velues reported on the
balarce sheet for net mark-to-market assets as of those dates.
Contracts realized or settled include the value of contracts in
existence at January |, 2001 that were no longer in the net
mark-to-market assets as of December 31, 2001. Mark-to-
market gains ard losses related to contrac’s that are still
included in WPS Energy Services' portfolio at December 31,
2001, are included in the fair value of new contracts entered
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MANAGEMENT'S DISCUSSION AND ANALYSIS

into during the period. These amounts represent the mar-to-
market gain or loss at tne inception of these contracts. There
were, in many cases, offsetting positions entered into and settled
during the period resuling in gains or losses being realized during
the current year, The gains or losses from these offsetting
pasitions are not reflected ir the table on the previous page.

Although WPS Energy Services strives to maintain a balanced
book of back-to-back trensactions. due to systems limitations,
any ineffectiveness in hedging activity for 2001 has been
included under “fair value of new contracts entered into
during period” in the table on the previous page.

WPS Energy Services, Inc.
Contract Aging at Fair Yalue

Maturity Maturity Total

less than Maturity Maturity in excess fair
Source of Fair Vaiue (Millions) | year | to 3 years 4 to 5 years of 5 years value
Prices actively quoted $12.0 $(0.8) $ - $ - $11.2
Prices provided by external sources 0.2 0.1 - - 0.1
Prices based on models and other valuation methods 3.0 45 1.3 - 8.8
Total fair value $15.2 $3.6 $1.3 $ - $20.1

Prices actively quoted includes NYMEX and over-the-
counter contracts. Prices provided by external sources
inciudes basis swaps. Prices based on models and other
valuation methods ‘nc'ude retall natural gas and electric
contracts due to the voiume optionality that exists in those
contracts. We derive from active quotes. or external
sources provide, pricirg. the most significant vaiabie in
the mark-to-market caiculation, for all contracts in the
above table.

Related Party Transactions

We co not have material related party transactions nor
other relationshios which would allow us to regotiate terms
of material transactions on less than an arm’s-length basis.

Electric Utility Restructuring - Wisconsin

Electric reliability continues to be the primary issue
for the Public Service Commission of Wisconsin. Industry
restructuring and retail generation open access remain
secondary issues in the state.

The Pubiic Service Commission of Wisconsin is evaluating
proposals regarding future construction and ownership
of generation facilties in the state. The Public Service
Commission of Wisconsin authorized Wisconsin Electric
Power Company to procead with its planning for generation
construction. On February |, 2002, Wisconsin Electric Power
applied for Certificates of Public Corvenience and Necessity
for its generation construction proposals. This application is
being reviewed. however. and further approval is required

in order for Wisconsin Electric Power to proceed.

WPS RESOURCES CORPORATION
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Electric Utility Restructuring - Michigan

In June 2000, a law was enacted which provides Michigan
retall electric customers the right to choose their generation
supplier by January |, 2002. Wisconsin Public Service and
Upper Peninsula Power. along with ather Michigan Electric
and Gas Association members, jointly developed and filed
open zccess tariffs and business practices with the Michigan
Public Service Commission prior to jJanuary |, 2002

Gas Utility Restructuring - Wisconsin

In its 2001-2002 Wisconsin retall rete application.
Wisconsin Pubiic Service proposed to facilitate customer
choice of natural gas suppliers through the use of its new
automated meter reading systemn. The proposa. was
zpproved by the Public Service Commission of Wisconsin
and provided customer choice of gas suppliers for large
commercial customers beginning on November |, 2001,
Customer choice will be offered to additioral commercial
customers beginning on November . 2002, This program
will be expanded to all custorners as the automated meter
reading system is installed system-wide.

Gas Utility Restructuring - Michigan

Most of Michigan's largest gas customers are allowed to
choose their natural gas commodity supplier. The smaller
Michigan natural gas utilities. inclucing Wisconsin Public Service,
are to propose a customer choice program for all customer
classes when it is in the best interests of each utility and its
customers, Wisconsin Public Service intends to provide custormer
choice to its Michigan customers following the implementation
of its automated meter reading system in that state.




MANAGEMENT'S DISCUSSION AND ANALYSIS

Environmental

Wisconsin Public Service estimates future undiscounted
investigation and cleanup costs of |0 former manufactured gas
sites to be in the range of $43 million to $50 million. We may
adjust these estimates in the future contingent upon remedial
technology. regulatory requirements, and the assessment of
environmental damages.

Wisconsin Public Service currently has a $43 .4 million
liability recorded for gas plant cleanup with an offsetting
regulatory asset (deferred charge). We expect to recover
cleanup costs net of insurance recoveries in future customer
rates. We will not recover carrying costs associated with the
cleanup expenditures. Wisconsin Public Service has received
$12.7 million in insurance recoveries which have been
recorded as a reduction in the regulatory asset.

The State of Wisconsin developed a nitrogen oxide
reduction plan for all utilities in the ozone non-attainment area
established by the United States Environmental Protection
Agency in southern Wisconsin. The nitrogen oxide reductions
begin in 2003, and the requirements are gradually increased
through 2007. This reduction plar affects Edgewater Unit 4.
Wisconsin Public Service cwns 3 1.8% of this unit. A compliance
plan for Edgewater Unit 4 was intiated in 2000. The plan
inciudes a combination of combustion optimization and
emission trading at a potential cost to Wisconsin Public Service
of approximately $5 million. The State of Wisconsin is also
seeking voluntary reductions from units cutside the ozone
non-attainment arez which may lead to additional expenditures
for nitrogen oxide reductions at other units. Wisconsin Public
Service is participating in voluntary efforts to reduce nitrogen
oxide levels at the Columbia Energy Center. Wisconsin Public
Service owns 3 1.8% of Columbia. The Public Service
Commission of Wisconsin has approved recovery of the
costs associated with nitrogen oxide compliance.

The Wisconsin Department of Natural Resources
initiated a rulemaking effort aimed at the control of mercury
emissions. Coal-fired generation plants are the primary target
of this effort. The proposed rule was open to comment in
October 20C1. A final rule could be issued in the spring of
2002. As proposed. the rule requires phased in mercury
emission reductions reaching 90% reduction in 15 vears.

A PQWERFUL EQUATIZN

Wisconsin Public Service estimates that it could cost $105 million
per vear for it to achieve the 90% reduction.

Farly compliance with the Federal Clean Air Act has
generated surplus sulfur dioxide allowances at Wisconsin
Public Service. Wisconsin Public Service has sold and will
continue to consider the sale of any allowances in excess of
its own needs. The Public Service Commission of Wisconsin
has ordered that profits from the sale of allowances be
passed on to Wisconsin Public Service's customers.

WPS Power Development acquired errission
aliowances as a result of the purchase of the Sunbury
plant in 1999 and the Westwood plant in 200C. The costs
assigned to these zallowances are charged to expense as
the allowances are used. The Sunbury plant also purchases
incremental emission allowarces or the open market to
comply with air regulations. WPS Power Development is
installing additicna tecnnclogy in order to comply with
the 2003 nitrogen oxide standards. Expenditures for
this technology could be significant.

Asset Management Strategy

In December 2001, Wisconsin Public Service soid
5,740 acres of lard on the Peshtigo River in northeastern
Wisconsin to the Wisconsin Department of Natural Resources
for $13.5 million. This sale was the first significan: transaction
in a five to seven-year asset management strategy we
adopted in 2001. The agreement with the Depa-tment of
Natural Resources includes two options. one exercisable in
2003 and the other in 2004, whereby the Department may
acquire, at less than fair vaiue. approximately 5,000 additicnal
acres for $11.5 million if both options are exercised. The
velue asscciated with the difference between the option
price and the fair value will be treatec as a charitable

contribution.

IMPACT OF INFLATION

Our financial staternents are prepared in accordance with
accounting principles generally accepted in the United States
and report operating results in terms of historic cost. The
staternents provice a reasonable, objective. and quantifiable

statement of financial results; but they do not evaluate the
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MANAGEMENT”S DISCUSSION AND ANALYSIS

impact of inflation. Under rate treatment prescribed by utility
regulatory commissions, Wisconsin Public Service's and Upper
Peninsulz Power's projected operating costs are recoverable
in revenues. Because -ate forecasting assumes inflation, most
of the inflationary effects on normal operating costs are
recoverable ir rates. However, in these forecasts, Wisconsin
Public Service and Upper Perinsula Power are only allowed
to recover the historic cast of plart via depreciation.

QUALITATIVE AND
QUANTITATIVE DISCLOSURES
ABOUT MARKET RISK

Marlket Risks

WPS Resources has potential marker risk exposure for
instruments entered inte for trading purposes related to
commodity price risk and for instruments entered into for
purposes other than trading relatec to interest rate risk, equity
return and princpal preservation risk, and commodity price
risk. There currertly is no material exposure due to foreign
currency exchange rate risk. WPS Resources has risk
management policies in place to monitor and assist in
controlling these market risks and may use derivative and
other instrumerts To manage some of these exposures.

Interest Rate Risk

WPS Resources is exposed to interest rete risk resulting
from its variable rate long-term debt ard short-term
commercial paper borrowing. Exposure to interest rate risk is
managed by limiting the amount of variable rate obligations
and continuzlly monitoring the effects of market changes in
interest rates. WPS Resources enters into long-term fixed
rate debt when It is acvantageous to do so. The company
may also enter inzo derivative financial instruments, such as
swaps, to Mitigate interest rate exposure. At December 31,
2001, WPS Resources utilized one interest rate swap to fix
the interest -ate on a variable rate loan at one of its
nonregulated subsidiaries.

Based on WPS Resources variable rate debt outstanding
at December 31, 200 . a hypothetical increase in market
interest rates of 100 basis points in 2002 would increase
annual interest expense by approximately $0.6 million.
Comparatively. based on WPS Resources variable rate debt
outstanding at December 31, 2000, an increase in interest
rates of 100 basis points would have increased interest
expense in 2001 by approximately $1.8 million. These

WPS RESOURCES CORPORATION

hypothetical changes are based on certain simplifying
assumptions, including a constant level of variable rate debt
during the pericd and an immediate increase in the level of
interest rates with no other subsequent changes for the
remainder of the pericd. In the event of a significant change
in interest rates, management would take action to mitigate
the company's exposure to the change.

Commodity Price Risk

WPS Resources is exposed to commedity price risk
resulting from the impact of market fluctuations in the price
of certain commodities, including but not limited to electricity.
natural gas, coal, fuel oll, and uranium, which are used
and/or sold by our subsidiaries in the normal course of their
business. We employ established policies and procedures to
reduce the market risk associated with changing commaodity
prices, including using various types of commodity and
derivative instruments.

WPS Resources’ exposure to commodity price risk in its
Jiility business is significantly mitigated by the current
ratemaking process for the recovery of its electric fuel and
purchased energy costs as well as its cost of natural gas
purchased for resale. Therefore, the below value-at-risk
amounts do not include measures for WPS Resources’
regulated utilities. To further manage cormmodity price risk,
our regulated utilities enter into contracts of various duration
for the purchase and/or saie of natural gas, fuel for electric
generation, and electricity.

WPS Power Development also uses purchase and/or sale
contracts for electric fuel and electricity to help manage its
cormmodity price risk. For purposes of risk management
cisclosure, all of WPS Power Development's activities are
clessified as non-trading.

WPS Energy Services uses derivative financial and
commodity instruments to reduce market risk associated with
the changing prices of natural gas and electricity sold at firm
orices to customers. WPS Energy Services also utilizes these
nstruments to manage market risk associated with anticipated
energy purchases, as well as trading activities. For purposes
of risk management disclosure, all of WPS Energy Services'
activities. including all of its energy commodity purchase and
sale contracts and its gas in storage inventory, are classified
as trading. WPS Energy Services, therefore, follows
mark-to-market accounting as required by Emerging
Issues Task Ferce Issue No. 98-10.




MANAGEMENT'S DISCUSSION AND ANALYSIS

Value-at-Risk

To measure commodity price risk exposure, WPS Resources
performs a value-at-risk (VaR) analysis of its exposures.

VaR is used to describe a probabilistic approach to
quantifying the exposure to market risk. The VaR amount
represents an estimate of the potential change in fair value
that could occur from adverse changes in market factors,
within a given confidence ‘evel, if an instrument or portfolio
is held for a specified <ime period. VaR models are relatively
sophisticated. However. the quantitative risk informaticon is
limited by the parameters established in creating the model.
The instruments being used may have features that may
trigger a potential loss in excess of the calculated amount if
the changes in the underlying commeoedity price exceed the
confidence level of the model used. VaR is not necessarily
indicative of actual results which may occur.

At WPS Resources, VaR is estimated using a delta-normal
approximation based on a one-day holding period and a 95%
confidence level. The deita-normal approximation is based on
the assumption that changes in the value of the portfolio over
short time periods, such as one day, are normally distributed.
[t does not take into account nigher order risk exposures,

50 it may not provide a good approximation of the risk in

a portfolio with substantial option positions. We utilized

a delta-normal approximation because our portfolio has
limnited exposure to optionality. Our VaR calculation includes
derivative financial and commodity instruments. such as
forwards, futures, swaps. and options as well as commcadities
held in inventory, such as natural gas held in storage to the
extent such positions are significant.

Our VaR amount for zrading activities was calculated
to be $0.5 million at December 31, 2001 compared with
$0.4 million at December 31, 2000, Our VaR amount for
non-trading activities was calculated o be $3.2 million
at December 31, 2001 compared with $4.4 millicn at
December 31, 2000. A significant portion of the VaR amount
related to non-trading activities is mitigated by WPS Power
Development's generating capabilities, which are excluded
from the VaR calculation as required by the Securities and
Exchange Commission rules.

éA POWERFUL EQUATI@N

For the year ended December 31. 2001, the average.
high, and low VaR amounts for trading activities were $0.4 million,
$0.6 milion, ard $0.2 million, respectively. The same amounts
for the year ended December 31, 2000 were 50.3 million,
$0.4 milion, and $0.2 million. For the year ended December 31,
2001 the average, high. and low VaR amounts for non-trading
activities were $3.0 milion. $4.4 million. and $1.4 million,
respectively. The same amounts for the year ended
December 31, 2000 were $2.2 million. $4.4 million. and
$1.1 million. The average, high. ard low amounts were
computed usng the VaR amourts at the beginning of the
reporting perioc and the four quarter-erd amounts.

Equity Return and Principal Preservation Risk

WPS Resources currenily funds its liabilities related o
employee benefits and nuclear decommissioning through
various external trust furds. These funds are managed
by various ‘nvestmenrt managers and nold investments in
debt and equity securities. Changes in the market value
of these investments can nave ar impac: on the future
expenses related to these liabilities. The pension lizbiity is
adequately funded anc under normal market condizions
future required contributions to the plan are unlikely.
Changes in the market value of ‘nvestments related to
other employee benefits or nuclear decommissioning
could impact future contributions. WPS Resources
monitors the trust fund portfolios by benchmarking the
performance of the investments against certain secu-ity
indices. All decormissicning costs and mrost of the
empioyee benefit coss relate to WPS Resources’
regulated utilities. As such, the majority of these costs
are recovered in custemers' rates, mitigating the equity

return and principal preservation risk on these exposures.

Foreign Currency Exchange Rate Risk
We are exposed to foreign currency exchange rate risk
orimarily through the purchase and sale of gas in Carada
oy one of our nonregulated subsidiaries. This risk to
WPS Resources at December 31, 2001 is immaterial.

' WPS RESOURCES CORPORATION
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31 (Millions, except per share data) 2004 2000 {999
Nonregulated revenue $1,700.6 $1,060.7 $ 3245
Utility revenue 974.9 888.3 774.0
Total revenues 2,675.5 1,949.0 1,098.5
Nonregulated cost of fuel, gas, and purchased power 1,639.6 1,014.3 301.5
Utility cost of fuel, gas, and purchased power 444.6 379.3 306.3
Operating and maintenance expense 361.2 3115 2555
Depreciation and decommissioning expense 86.6 99.9 83.7
Taxes other than income 36.2 338 31.8
Operating income 107.3 110.2 119.7
Miscellaneous income 375 202 8.9
Interest expense (55.8) (50.8) (32.7)
Distributions - preferred securities of subsidiary trust (3.5 (3.5) (3.5)
Other income (expense) (21.8) (34.1) (27.3)
Income before taxes 85.5 76.1 92.4
Provision for income taxes 4.8 6.0 29.7
Net income before preferred dividends 80.7 70.1 62.7
Preferred stock dividends of subsidiary 3.1 3.1 3.1
Income available for common shareholders $ 776 $ 670 $ 596
Average shares of common stock 28.2 26.5 26.6
Earnings per common share

Basic $2.75 $2.53 $2.24

Diluted $2.74 $2.53 $2.24
Dividends per common share $2.08 $2.04 $2.00

The accompanying notes to WPS Resources Corporation consolidated financial statements are an integral part of these statements.
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A POWERFUL EQUATION

CONSOLIDATED BALANCE SHEETS

At December 31 (Milfions) 2001 2000
Assets

Cash and cash equivalents $ 439 $ 128
Restricted funds 21.3 -
Accounts receivable - net of reserves of $5.0 and $4.2, respectively 248.0 3178
Accrued unbilled revenues 56.5 83.9
[nventories 1025 84.1
Assets from risk management activities 487.4 642.5
Other current assets 61.5 60.1
Current assets 1,021.1 [,201.2
Property, plant, and equipment, net 1,463.6 1,350.8
Regulatory assets 91.0 74.5
Other 294.3 189.6
Total assets $2,870.0 $2.816.1

Liabilities and Shareholders’ Equity

Short-term debt $ 46.2 $ 1296
Current portion of long-term debt 56.6 83
Accounts payable 334.6 3343
Liabilities from risk management activities 439.9 659.5
Other current liabilities 69.4 50.9
Current liabilities 946.7 1,182.6
Long-term debt 727.8 660.0
Deferred income taxes 69.5 100.4
Deferred investment tax credits 21.0 24.0
Regulatory liabilities 78.4 50.6
Environmental remediation liabilities 45.0 38.9
Benefit obligations 53.6 473
Other i1t.o 63.1
Long-term liabilities 1,106.3 984.3

Company-obligated mandatorily redeemable trust preferred
securities of subsidiary trust holding solely

WPS Resources 7.00% subordinated debentures 50.0 50.0
Preferred stock of subsidiary with no mandatory redemption 511 511
Common stock equity 715.9 548.1
Total liabilities and shareholders’ equity $2,870.0 $2,816.1

The accompanying notes to WPS Resources Corporation consolidated financial statements are an integral part of these statements.




CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS™ EQUITY

Employee Stock

Plan Guarantees
and Deferred
Compensation Common

Accumulated
Capital in Other

Comprehensive Excess of Retained Treasury Comprehensive

(Millions) Income Total Trust Stock  Par Value Earnings  Stock Income (Loss)
Balance at December 31, [998 - $519.8 $(8.0) $26.6 $166.0 $335.2 $0.0 $0.0
Net income before

preferred dividends $62.7 62.7 - - - 62.7 - -
Dividends on preferred (3.1 (3.1) - - - 3.0 - -
Income available for -

common shareholders 59.6 - - - - - - -
Other comprehensive income - - - - - - - -
Comprehensive income $59.6 - - - - - - -
Issuance of common stock - 9.0 - 0.3 8.7 - - -
Dividends on common stock - (53.1) - - - (53.1) - -
Other - 4.6 36 - 1.0 - - -
Balance at December 31, 1999 - $539.9 $(4.4) $26.9 $175.7 $341.7 $0.0 $0.0
Net income before

preferred dividends $70.1 70.1 - - - 70.1 - -
Dividends on preferred (3.1 (3.1) - - - 3.1) - -
Income available for o

common shareholders 67.0 - - - - - - -
Other comprehensive income - - - - - - - -
Comprehensive income $6—76 — - - - - - -
Issuance of common stock - 0.4 - - 0.4 - - -
Dividends on common stock (53.9) - - - (53.9) - -
Other - (5.3) 1.2 - 1.6 - 8.1) -
Balance at December 31, 2000 - $548.1 $(3.2) $26.9 $177.7 $354.8 $8.1) $0.0
Net income before

preferred dividends $80.7 80.7 - - - 80.7 - -
Dividends on preferred 3.1 (3.1) - - - (3.1) - -
Income available for o

common shareholders 77.6 - - - - - - -
Other comprehensive

income - cash flow hedge (2.7) (2.7) - - - - - (2.7)
Comprehensive income $74.9 - - - - - - -
Issuance of common stock - 1523 - 4.6 147.7 - - -
Dividends on common stock - (58.8) - - - (58.8) - -
Other - (0.6) (1.0) - - - 0.4 -
Balance at December 31, 2001 - $715.9 $(4.2) $31.5 $325.4 $373.6 $7.7) $(2.7)

The accompanying notes to WPS Resources Corporation consolidated financiol statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

A POWERFEUL

EQUATI@N

Year Ended December 3! (Millions) 2001 2000 1999
Operating Activities
Net income before preferred dividends $ 80.7 $ 70.1 $ 627
Adijustments to reconcile net income cash
provided by operating activities
Depreciation, amortization and decommissioning 102.1 119.5 98.6
Gain on nuclear decommissioning trust 8.1 (10.8) (3.9)
Deferred income taxes and investment tax credit (34.4) (16.8) (14.0)
Unrealized gains and losses on nonregulated energy contracts 14.4 17.0 7.6
Gain on sale of property az.h (3.8) -
Other 9.2) 4.3 7.0
Changes in working capital
Receivables 83.6 (207.1) (19.5)
Inventories (46.0) (30.1) (20.1)
Other current assets 0.9 (39.0) (16.7)
Accounts payable (35.0) 230.9 (12.1)
Other current liabilities 11.0 9.7 18.3
Net cash provided by operating activities 142.9 [43.9 117.9
Investing Activities
Capital expenditures (248.7) (199.1) (273.2)
Return of capital from equity method investment 42.4 - -
Sale of assets 58.8 313 -
Decommissioning funding 2.6) (8.8) (9.2)
Other 10.8 (15.5) 12.9
Net cash used for investing activities (139.3) (192.1) (269.5)
Financing Activities
Short-term debt - net (104.6) 39.7 30.0
Issuance of long-term debt 180.8 87.4 1744
Repayment of long-term debt and capital lease 4.7 (10.3) (1.5)
Payment of dividends
Preferred stock 3.0 3.1) (3.1
Common stock (58.3) (53.9) (53.0)
Issuance common stock 96.4 - 9.0
Purchase of common stock .0 (10.5) (0.6)
Redemption of obligations acquired in purchase business combination (17.9) - -
Other - [.2 (0.2)
Net cash provided by financing activities 275 50.5 155.0
Increase in cash and cash equivalents $ 3Lt $ 23 $ 34
Cash and cash equivalents at beginning of year 12.8 10.5 7.1
Cash and cash equivalents at end of year $ 439 $ 128 $ 105

The accompanying notes to WPS Resources Corporation consolidated financial statements are an integral part of these stotements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE |—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Nature of Operations—WP5 Resources
Corporation is a holding company. Our wholly-owned
subsidiary, Wisconsin PLblic Service Corporation, is an electric
and gas utility. Wisconsin Public Service supplies and distributes
electric power anc natural gas in its franchised service territory
in northeastern Wscorsin and an adjacent portion of the
Upper Peninsula of Michigen. Our other wholly-owned utility
subsidiary, Upper Peninsula Power Company, is an electric
utility. Upper Peninsula Power supplies and distributes electric
energy in the Upper Peninsula of Michigan. Another wholly-
owned subsidiary, WPS Resources Capital Corporation, is a
holding company for cur nonregulated businesses, WPS Energy
Services. Inc. and WPS Power Development. Inc. WPS Energy
Services is a civersified energy suoply and services company.
WPS Power Development develops, owns and operates,
through ils own subsd aries, electric generation projects.

The term “utiity” -efers to the regulated activities of
Wisconsin Public Service and Upper Peninsuta Power. while
the term “nonutiliy " refers to the activities of Wisconsin Public
Service and Upoer Peninsulz Power, which are not regulated.
The term “nonregulzted” refers to activities other than those
of Wisconsin Pub.ic Service and Upper Peninsula Power.

(b) Use of Estimates—\\e prepare our financiel
statements in conformity with accounting prirciples generally
accepted in the Urited Swates. We make estimates and
assumnptions that affect reported amounts. These estimates
and assurmptions incluce assets. liabifities, the disclosure of
contingent assets and liabilities at the date of the financial
statemnents. and the ~eported amounts of revenues and
expenses during tre reporting period. Actual results may
ciffer from those estimates.

{c) Income Taxes—We account for income taxes
using the liability method as prescribed by Statement of
Financial Accounting Standards No. 109, "Accounting for
Income Taxes.” Under the liability method. deferred income
tax liabilities are estanlished for all temporary differences in the
book and tax basis of assets and liabilities based upon enacted
tax laws and rates apolicadle to the periods In wnich the taxes
become pavable.

(d) Capitalized Interest and Allowance for
Funds Used During Construction—\VPS Resources’
nonreguated subsidiaries capitalize interest for construction
projects, while our utilities are required to use an allowance
for funds used during construction calculation, which incluces
both an interest and an equity component.

WPS RESOURCES CORPORATION

r

Approximately 50% of Wisconsin Public Service’s retall
jurisdictional construction work-in-progress expenditures are
subject to allowance for funds used during construction. The
Public Service Commission of Wisconsin allowed accrual of
allowance for funds used during construction on 100% of the
Kewaunee plant's steam generator replacement project. For
2001, Wisconsin Public Service's retail rate allowance for
funds used during construction was 10.1%.

Wisconsin Public Service's construction work-in-progress
debt and equity percentages for wholesale jurisdictional
electric allowance for funds used during construction are
specified in the Federal Energy Regulatory Commission’s
Uniform System of Accounts. For 2001, the allowance for
funds used during construction wholesale rate was 6.3%.

Upper Peninsula Power is subject to one allowance for
funds used during construction rate. That rate is the Michigan
Public Service Commission's allowed rate of return. For 2001,
the allowance for funds used during construction rate was
5.7%. Historically. there have been few calculations of
allowance for funds used during construction due to the small
dollar amounts or short construction periods of Upper Peninsula
Power's construction projects. We expect larger projects to
occur in the future that will be subject to the application of
the allowance for funds used during construction calculation.

Both WPS Energy Services and WPS Power
Development calculate capitalized interest on long-term
construction projects for pericds where financing is provided
by WPS Resources by interim debt. The interest rate
capitalized is based upon the monthly short-term borrowing
rate WPS Resources incurs for such funds.

(e) Leases—Visconsin Public Service accounts for the
agreement to purchase power from De Pere Energy Center,
LLC as a capital lease. On June 14, 1999, Wisconsin Public
Service recorded a leased asset and a lease obligation equal 1o
the present value of the minimum lease payments. The leased
asset is depreciated over 25 years, the life of the contract.

() Revenue and Customer Receivables—\\Ve
accrue estimated amounts for electric and natural gas service
rendered but not billed. Approximately 9% of WPS Resources’
total revenue is from companies in the paper products industry.

Wisconsin Public Service and Upper Peninsula Power use
autormatic fuel adjustment clauses for the Federal Energy
Regulatory Commission wholesale-electric and the Michigan
Public Service Commission retail-electric portions of the
business. The Wisconsin retail-electric portion of Wisconsin
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Public Service's business uses a “"cost variance range” approach.
based on a specific estimated fuel cost for the forecast year. If
Wisconsin Public Service's actual fuel costs fall outside this range,
a hearing can be helc resulting in an adjustment to future rates.

The Public Service Commission of Wisconsin has
approved a modified one-for-one gas cost recovery plan for
Wisconsin Public Service. Implementation of the modified
one-for-one gas cost recovery plan began in January 1999.
This plan allows Wisconsin Public Service to pass changes in
the cost of natural gas purchased from its suppliers on to
system natural gas customers, subject to regulatory review.

Billings to Upper Peninsula Power’s customers under the
Michigan Public Service Commissior’s jurisdiction include base
rate charges and a power supply cost recovery factor. Upper
Penirsula Power recenes Michigan Public Service Commission
aporoval each year to recover projected power supply costs
by establishment of power supply cost recovery factors.
Annually, the Michigan Public Service Commission reconciles
these factors to actual costs and permits 100% recovery of
allowed power supply costs. Upper Peninsula Power defers
any over or under recovery on the balance sheet. The
deferrals are relieved with additional billings or refunds.

Wisconsin Public Service and Upper Peninsula Power are
required to provide service and grant credit to customers
within their service territories. The two companies continually
review their customers’ credit-worthiness and obtain deposits
or refund deposits accordingly. Both utilities are precluded
from discontinuing service to residentiai customers during
winter moratorium months.

At WPS Power Development, electric power revenues
related to fixed-price contracts are recognized at the lower of
amounts billable under the contract or an amount equal to the
volume of the capacity made available or the energy delivered
during the period multiolied by the estimated average revenue
per kilowatt-hour per the terms of the contract. Under
floating-price contracts, electric power revenues are
recognized when capacity is provided or energy is delivered.

WPS Erergy Services accrues revenues in the month that
energy is delivered and/or services are rendered. WPS Energy
Services calculates the reserve for potential uncollectible
customer receivable balances by applying an estimated bad
debt experience rate to each past due aging category and

LA POWERFUL EQUATI@N

reserving for 100% of specific customer receivable balances
deemed to be uncollectible.

(g) Natural Gas in Storage—Average cost is used to
value natural gas in storage used for nontrading activities.
Natural gas in storage used for trading activities is recorded at
fair market value. Approximately 56% and 67% of the total
natural gas in storage at December 31. 2001 and 2000,
respectively, was recorded at fair market value.

(h) Regulatory Assets and Liabilities—\Wisconsin
Public Service and Upper Peninsula Power are subject to the
provisions of Financial Accounting Standards Statement No. 71,
‘Accounting for the Effects of Certain Types of Regulation.”
Regulatory assets represent probable {uture revenue
associated with certain incurred costs. Revenue will be
recovered from customers through the ratemeking process.
Regulatory liabilities represent amounts that are refundable in
future customer rates. Based on a current evaluation of the
various factors and conditions that are expected to impact
future cost recovery, we believe that “uture recovery of our
regulatory assets is probable.

(i) Retirement of Debt—Amortization of gains or
losses resulting from the settlement of ‘ong-term utility debt
obligations occurred concurrently with rate recovery as
required by regulators.

{j) Stock Options—We issue stock options under cur
stock option plans and account for them using the intrinsic
value-based method described in Accounting Principles Board
Opinion No. 25, "Accounting for Stock fssued to Employvees”
(Opinion 25). The intrinsic value-based method orly records
compensation expense for the excess of the quoted market
price of the stock at the issue date over the option exercise
price. The exercise price is the amount an employee must
pay to acquire the stock.

(k) Consolidation Basis of Presentation—All
significant intercompany transactions and accounts are
eliminated. If a minority owner's equity is reduced to zero,
it is our policy to record [00% of the subsidiary’s losses until
the minority owner makes capital contributions or
commitments to fund its share of the operating costs.

() Reclassifications—\We reclassified certain prior
year financial statement amounts to conform to current
year presentation.

i nSohe

ik, INime Grmsienmers erighielly in

ile e g @

¢ 1R Phe el i

leilim B9 were raplines
ity imsniealy-irtemely el Wisgarsin Fublic S

sy @il i ERaEir Wramsieniin

' WPS RESOURCES CORPORATION

Lo ¢ S LR




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2-—CASH AND EQUIVALENTS

We consider short-term investments with an original
maturity of three nmontns or less to be cash equivalents.
Casn paid for taxes during 2001, 2000, and 1999 was
$34.0 million, $25.5 million, and $35.3 millicn, respectiveiy.
During 2001, cash paic for interest totaled $52.6 million. For
20C0 and 1999, $S4%.5 million and $34.1 million were paid
for interest, respecively.
The following noncash investing and financing activities
occurred in 2001
1. Aninvestment in American Transmission Company.
LLC was made with the exchange of $93.1 million of
transmission assets net of accumulated depreciation
for an approximate 15% equity interest in American
Transmission Company and & $42.4 million return of
capital as shown on the Consolidated Statements of
Cash Flows.

2. As a result of the merger of Wisconsin Fuel and
Light Company into Wisconsin Public Service,
Wisconsin Public Service acquired the assets and
assumed certain liabilities of Wisconsin Fuel and Light
in exchange for 1.8 million shares of WPS Resources’
common stock.
There were no noncash investing and financing activities
during 2000.
The following noncash investing and financing activities
occurred in 1999:
|. A capital lease obligation of $74.1 million was
incurred when Wisconsin Public Service entered into
a long-term lease agreement for utility plant assets.
2. Net cash surrender value of a key executive life
insurance policy of $1 1.8 million was transferred
from Wisconsin Public Service to WPS Resources.
3. Nonutility assets of $0. 1 million were transferred
from Wisconsin Public Service to WPS Rescurces.

NOTE 3—FAIR VALUE OF FINANCIAL INSTRUMENTS

The foilowing methods and assumptions were used to
estimate the fair vaiue of each ciass of financial instruments
for wnich it is practicable to estimate such value:

Cash, Short-Term Invesiments, Energy Conservation
Loans, Notes Payable, anc Outstanding Commercial Paper:
The carrying amount approximates fair value due to the short
maturity of those investrents and obligations.

Nuclear Decommussioning Trusts: The value of nuclear
decommissioning trust investments included n utility plant is
recorded at market va ue, net of taxes payable on unrealized
gains and losses. The amount recorded in nuclear
decommissioning wrusts - other assets represents income
taxes payable on urrealized gains and losses.

Long-Term Debt and Preferred Stock: The fair value of
long-term debt ard preferred stock are estimated based on
the quoted market price for the same or similar issues or on
the current rates offered to WPS Resources for debt of the
same remaining maturity.

Risk Management Activities: Most of the fair value of risk
management actvities is cue to WPS Energy Services' mark-to-

market activities under Emerging lssues Task Force lssue 98-10,

‘Accounting for Centracts Involved in Energy Trading and Risk
Management Activities.” See Note 4 for additional information.

The estimated fair values of our financial instruments as
of December 31 were:

(Millions) 2001 2000
Carrying  Fair Carrying  Fair
Amount Value Amount  Value
Cash and cash equivalents  $ 43.9 $ 439 $128 $128
Restricted cash 213 213 - -
Energy conservation loans 2.6 2.6 35 35
Nuclear decommissioning
trusts - utility plant L3 313 2072 2072
Nuclear decommissioning
trusts - other assets 224 224 18.3 18.3
Notes payable 3L3 313 10.0 10.0
Commercial paper 15.0 5.0 119.6 119.6
Trust preferred securities 50.0 49.9 50.0 49.0
Long-term debt (excluding
capital lease obligation) 7126 7442 595.9 601.9
Preferred stock 51.1 439 511 41.9
Risk management activities 47.5 475 (17.00  (17.0)
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NOTE 4—RISK MANAGEMENT ACTIVITIES

On January 1, 2001, WPS Resources adopted Statemnens
of Financial Accounting Standards No. 133, "Accounting for
Derivative Instruments and Hedging Activities.” as amended.
Statement Ne. 133 estadlishes accourting and financial
reporting standards for derivative instruments, sucnh as forward
contracts, futures, and options, and related hedging activities,
Statement No. 133 requires, in part, that we recognize all
derivative instruments on the balance sheet as assets or liabilities
at their fair value. The treatment of subsequent changes in fair
value of the derivatives are recorded currently in earnings
unless certain hedge accounting citeria are met or if the
derivatives are subject to the provisions of Statement No. 71

WPS Resources has concluded that the majority of its
contracts do not meet the definition of a derivative as defined
by Statement No. 133. Therefore, at December 31, 2001,
such contracts are not subject to the accounting reguirements
of this statement, as amendead,

Wisconsin Public Service has entered into a limited
number of commodity contracts to service its customers that
meet the definition of a derivative under Statement No. 33
A majority of these contracts are natural gas purchase
agreements. Management believes any gains or losses
resulting from the eventual setdlement of these gas purchase
agreements will be coliected from or refunded to customers.
Therefore, the derivative amounts to be recorded as a
result of these natural gas contracts will be ofset with a
corresponding regulatory asset or liability pursuant to
Statement No. 71. As of December 31, 2001, we have
recorded an asset from risk management activities and
a regulatory liability of $5.0 millon related to these
Wisconsin Public Service contracts.

WPS Resources’ nonregulated segments have also
entered into a limited number of contracts that meet the
definition of a derivative under Staternent No. 133. Ore of
these contracts was an electric energy contract that was used
to protect WPS Resources against potential summer energy
price spikes. This contract expired during the third quarter.
The total pre-tax loss of $3.5 miilion for this contract is
included in other income in the Consolidated Statements of
Income. A similar contract was held in 2000 that resulted in
a $3.8 million pre-tax loss.

We have also classified as a derivative an interest rate
swap that is used to fix the entire interest rate for the full term
of an | B-year variable rate loan. In accordance with Statement
No. 133, management has designated this contract as a cash

flow hedge. Because the swap was calculated to be 100%

effective, we have recorded the $S2.7 milion mark-to-market
loss, net of deferred taxes, for 2001 dgirectly o other
comprehensive income. WPS Resources did not exciude
any components of the derivative instrument's loss from

the assessment of hedge effectiveneass.

Both Wisconsin Public Service and WPS Resources'
nonregulated segments hold & limited number of other
derivative instruments. The cumulative effect on the
balance sheet and income statement for these contracts
at December 31. 2001 was not significant.

WPS Energy Services uses cerivative financial and
commodity instruments to reduce market risk associated
with changing prices of natural gas and eleciricity sold at Grm
prices to its customers. WPS Energy Services also wuilizes
these instruments to manage market risk assocated with
tracing activities. VWPS Energy Services marks its energy
contracts and related financia! instruments, including
intercompanry contracts, to fair value ir accordance witn
Emerging Issues Task Force Issue 98-10, "Accounting for
Contracts Involved in Energy Trading and Risk Management
Activities.” As such, the impac: of Staterment No. 133 on
WPS Erergy Services at December 31, 2001 was ot
significant. The majority of WPS Resources’ assets and
liabilities from risk managemert actvities are the result
of WPS Energy Services' mark-to-market activities under
Issue 98- 1C.

WPS Energy Services measures the fair value of
contracts, including NYMEX exchange and over-the-counter
cortracts. natura’ gas options, natural gas and electric power
physical fixed price contracts, basis contracts. and related
financial instruments on a mark-to-market basis using risk
management sysiems. The primary input for natural gas
pricing is the forwarc price curve of the NYMEX exchange
settled spreads, contracts, and options. Basis pricing is derived
from published indices ard documented broker guotes.
WPS Energy Services bases electric prices on NYMEX
exchange settlement prices and documented broker quotes,
Because the majonty of the contracts have a term of less than
36 montks, the forwara curves have a reasonable degree of
liquidity and WPS Energy Services does not cetermine any
forward price curves internally. Low tolerance for price risk
causes WPS Energy Services to use financial instruments to
hedge substantially all of its positions anc. therefore, changes
in the primary varieble, which is the forward price curves,
have little impact on the net fair value of the contracts as
marked-to-market.
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NOTE 5—PROPERTY, PLANT, AND EQUIPMENT

P-operty. plant. and equipment consists of the following
utility, nonutility, and ronregulated assets,

(Millions) 2001 2000
Electric utility $1,906.3 $1,893.4
Gas utility 392.6 302.9
Property under capital lease 74.1 74.1
Total utitity plant 2,373.0 2,2704
Less: Accumulated depreciation

and decommissioning 1,496.6 1,365.3
Net 876.4 905.1
Nuclear decommissioning trusts 3113 207.2
Construction in progress 60.3 70.0
Nuclear fuel, less

accumulated amortization 24.9 [6.0
Net utility plant 1,272.9 [,198.3
Nonutility plant 4.7 47
Less: Accumulated depreciation 0.5 0.4
Net nonutility plant 4.2 4.3
Electric nonregulated 167.4 i34.7
Gas nonregulated 12.3 |1
Other nonregulated 25.0 253
Total nonregulated property,

plant, and equipment 204.7 1611
Less: Accumulated depreciation 18.2 12.9
Net nonregulated property,

plant, and equipment 186.5 148.2
Total property, plant, and equipment $1,463.6 $1,350.8

Utility plant is stated at the original cost of construction
incduding an al owance for funds used during construction.
The cost of renewa's and betterments of units of property (as
distinguished from miror items of property) is capitalized as an
addition to the utility nlant accounts. Except for land, no gain
or i0ss is recogrized n conrection with ordinary retirements
of utility property urits. The utility charges the cost of units
of property retired. sold, or otherwise disposed of, plus
removal, less salvage. to the accumulated provision for
cepreciation. Maintenance. repair, replacement, anc renewal
costs associated with items not quelifying as units of property
are considerec operatinrg expenses.

We record straight-Ine depreciation expense over the
estimated useful [ fe of utility property and include amounts
for estimated removal and salvage. The Public Service
Commission of Wisconsin approved cepreciation rates

for Wisconsin Pubiic Service effective Jenuary |, 1999.

Depreciation for the Kewaunee plant is being accrued
based on a Pudlic Service Commission of Wisconsin order
that became effective on January |, 2001, The order includec
a change in the methodology for the Kewaunee plant after the
steam generators were replaced. The cost of the new steam
generators that went into service in December 2001 will be
recovered over an 8-1/2 year period using the sum-of-years-
digits method of depreciation. Also under this order, the
unrecovered plant investment at January |, 2001, and future
additions will be recovered over a period ending 8-1/2 years
after the installation of the steam generators using a straight-line
remaining life depreciation methodology.

Deprediation rates for Upper Peninsula Power were
approved by the Michigan Public Service Commission on
January 1, 1994 and were in effect through 2C01. A new
depreciation study was filed with the Michigan Public Service
Commission in 2001, and new approved rates are effective
January |, 2002 through December 31, 2006.

Depreciation expense also includes accruals for nuclear
decommissioning. These accruals are not included in the
annual compasite rates shown below. An explanation of this
itern is included in Note 8.

Annual Utility Composite

Depreciation Rates 2001 2000 1999
Electric 3.23% 3.52% 3.46%
Gas 3.37% 326% 3.23%

Nonutlity property interest capitalization takes place
during construction, and gain and loss recognition occurs in
connection with retirements, Nonregulated property, plant,
and equipment are capitalized at original cost. Significant
additions or improvements that extend asset lives are
capitalized, while repairs and maintenance are charged to
expense as incurred.

Nonutility property is depreciated using straight-line
depreciation. Asset lives range from 3 to 20 years.

Nonregulated plant is stated at the original construction
cost, which indludes capitalized interest for those assets,
or estimated fair value at the time of acquisition, based
upon Accounting Principles Bulletin No. 16, "Accounting for
Business Combinations.” The costs of renewals, betterments,
and major overhauls are capitalized as an addition to plant
accounts. The gains or losses associated with ordinary

retirements are recorded in the period of retirement.
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Maintenance, repairs, and minor replacements are expensed
as incurred.

Most of the nonregulated subsidiaries compute
depreciation using the straight-line method over the following
estimated useful lives:

tructures and improvements 15 1o 40 years

Office and plant equipment 510 35 years

Office furniture and fixtures 5to IC vears
Vehicles 5 years
Leasehold improvements Shorter of:

life of the lease or
life of the asset

AT POWERFUL ZQUATION

The Combined Locks Energy Center. however, is using
the units of production depreciation method for selected
pieces of equipment having defined lives stated ir terms
of hours of production.

WPS Resources capitalizes certan costs related tc
software developed or obtained for internz! use and
amortizes those costs to operating expense over the
estimated useful life of the reiated software, which is
usually three to seven years.

NOTE 6—ACQUISITIONS AND SALES OF ASSETS

On April 1, 2001, Wisconsin Public Service completed its
merger with Wisconsin Fuel and Light Company. Wisconsin
Fuel and Light served residential, commercial, and industrial
customers in Manitowoc and Wausau, Wisconsin with natural
gas. Wisconsin Fuel and Light's shareholders received
[.73 shares of WPS Resources’ common stock for each
share of Wisconsin Fuel and Light common stock. A total of
1,763,943 shares were issued resulting in a purchase price
of $54.8 million based on an average price of $31.0625, the
prevailing price at the time of the merger announcement.

Wisconsin Public Service used the purchase method of
accounting and recorded $41.9 million of total premium
associated with the purchase. Of the total premium,
$36.1 million was recorded as goodwill and is included in
other assets on the Consolidated Balance Sheets. During
2001, Wisconsin Public Service amortized $0.7 million of
goodwill using the straight-line method over a period of
40 years. We adopted Statement of Financial Accounting
Standard No. 142, “Goodwill and Other Intangible Assets,”
on January |, 2002. In accordance with the requirements of
this statement, we ceased amortizing the goodwill on fanuary I,
2002 and prepared a preliminary evaluation of the fair market
value of the gas utility business segment to assess the potential
impairment of the goodwill balance. Based on the estimated
fair value, an impairment charge was not required at the time

of the adoption of the statement,

The remaining premium, $5.8 million after-tax, was
recorded as an acquisition adjustment in plant. which we
expect to be recovered in Wisconsin retail rates over the
three-year period of 2003 through 2005. The acquisition
premium will be amortized over the recovery period.

The operations of Wisconsin Fuel and Light are included
in the financial statements presented for Wisconsin Public
Service and WPS Resources for the perioc beginning
April 1, 2001 end erding December 31, 2001, but do
not have a material impact.

On September 24, 2001, Wisconsin Pubiic Service
acquired Madison Gas and Electric Company's 17.8% interest
in the Kewaunee plant including its decommissioning trust
assets. As a result of the $17.5 million purchase. Wisconsin
Public Service now owns 59% of the plant with the remaining
portion held by Wisconsin Power and Light Company. The
additional share of the operations of the Kewaunee plant is
included in the financial statements of Wisconsin Public Service
beginning September 24, 2001. Madiscn Gas anc Electric will
retain its obligations as they relate to the plant for the perioc
of time it was an owner,

Madison Gas and Eleciric will maintain one
decommissioning trust fund that will accumulate its remaining
contributions in accordance with its existing {unding plan,
which extends to December 31, 2002. On Jaruary 2, 2003,
Madison Gas and Electric will transfer that trust fund to
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Wisconsn Pubic Service. Wisconsir Public Service also assumed
Madison Gas and Electric’s share of the decommissioning
obligatiors in exchange for the trust funds transferred on
Septembe- 24, 2001 and to be ransferred on January 2. 2003,

In December 2001, WPS Power Deveiopment reached
ar agreement to purcase the stock of CH Resources. Inc.,
which owns three power plants and other assets. The plants
have a combined capacity of 257 megawatts and are located
in New York. The approximate $62 million transaction is
subject to regulztory approva’s anc is expectec to close n
the secord quarter of 2002. WPS Resources Is expected to
provide financng for this project with snor-term cebt.

WPS Northern Nevada, LLC. & direct, wholly-owned
subsidiary of W?S Power Development, entered into an asset
purchase agreement o1 October 25, 2000 to acquire the
545-megawatt Tracy/Pinor Power Station and related assets
from Slerra Pacifc Power Company. a Nevada electric utility
and wholly-owned subsidiary of Sierra Pacfic Resources.

WPS Northern Nevada expected to close this acquisiton
during 200 1. On Apri: 18, 2001, the State of Nevada passed a
law placing a moratorium on the sale of generation assets by
electric utiities untii July 1, 2003, As a result, the purchase has
not yet been closed. WPS Power Developmert is currently
working with Sierra Pacific to evaluate the engineering and
economic feasibilty of modifying the coal gasification unit at
the site in order to acheve commercial operation. The
original asset purchase agreement does not contain an
automatic terminatior provision if closing does not occur,

The agreement coes alow either party to terminate the
agreement after specified dates in 2002,

In November 2001, WPS Power Development, through
its subsidiary ECO Coal Pelletizatior # 12, LLC. entered into a
transaction with & subsidiary of a public company resulting in
ECO # 12 cortriouting its synthetic fuel producing machinery
to a newly-‘ormed ertty in exchange for cash and a one-tnird
ownershio interest '~ the newly-formed entity.

The transaction generated a pre-tax gain of $40.1 mlion
of which $38.0 millicn has been geferred as of Decermber 31,

200! as a result of certain rights of rescission and put options
being granted to the buyer. As these rights of rescission expire
and the amount of the put options of the buyer diminishes,
WPS Power Development will recognize through earnings
the deferred gain on the transaction.

Concurrent with the sale of a portion of its interest in
this project. WPS Power Development bought out the
interest of its previous partrer in the ECO #12 project. The
actuai paymenits to this former partner are contingent upon the
same provisions referred to above. As e result, $21.3 million
is held in escrow that wiil be released proportionately
as the respective rescission rights and put options expire.

in 2001, Wisconsin Public Service sold 5,740 acres of
land associated with several hydroelectric projects on the
Peshtigo River in northeastern Wisconsin to the Wisconsin
Departent of Natural Resources for $13.5 million. The sale
resuited in a pre-tax gain of $13.1 million. The agreement
with the Department of Natural Resources includes two
options, one exercisable in 2003 and the other in 2004,
whereby the Department may acquire. at less than farr value,
approximately 5,000 additional acres for $11.5 million if
both options are exercised. The value associated with the
difference between the option price and the fair value will
be treated as a charitable contribution. The sale was the
first part of a five to seven-year asset management strategy
adopted by WPS Resources in 2001,

Wisconsir Public Service increasea its ownership
in Wisconsin River Power Company to two-thirds by
purcnasing an additional one-third irterest from Consolidated
Water Power Company in 2000, In December 2001
Wisconsin Power and Light exercised its option to purchase
one-half of Wisconsin Public Service's additional one-third
share of Wisconsin River Power. Both transactions were at
net book value of Wisconsin River Power at August 3 1. 2000,
As a result, Wisconsin Public Service and Wisconsin Power
and Light each own one-half of Wisconsin River Power
with Wisconsin Public Service remaining the operator

of the facility.
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NOTE 7—JOINTLY-OWNED UTILITY FACILITIES

Information regarding Wisconsin Public Service's share of major jointly-owned electric-generating facilities in service at

December 31, 2001 is set ‘orth below:

West Marinette Columbia Edgewater Kewaunee
{Millions, except for percentages) Unit No. 33 Energy Center Unit No. 4 Plant
Ownership 68.0% 31.8% 31.8% 59.0%
Plant capacity (Megawatts) 77.0 3226 105.8 3150
Utility plant in service $17.5 $118.7 $24.8 $235.7
Accumulated depreciation $52 $ 75.6 $15.3 $151.7
[n-service date 1993 1975 and 1978 1969 1974

The increase in ownership at the Kewaunee plant during
200! is the result of the purchase of Madison Gas and
Electric’s 17.8% interest. See Note 6 for more information
on the transaction.

Wisconsin Public Service's share of direct expenses for
these plants is included in the corresponding operatirg
expenses in the Consolidated Statements of Income.
Wisconsin Public Service has supplied its own fnancing

for all jointly-owned projects.

NOTE 8—NUCLEAR PLANT OPERATION

On September 24, 2001, Wisconsin Public Service
acquired Madison Gas and Electric Company's 17.8% interest
i the Kewaunee plant including its decommissioning trust
assets. In addition to the decommissioning trust assets
Wisconsin Public Service received from Madison Gas and
Electric in Septerber 2001, Wisconsin Public Service will
receive one remaining decommissioning trust fund on January 2,
2003. Wisconsin Public Service assumed Madison Gas
and Electric's share of the decommissioning obligations in
exchange for the trust funds transferred on September 24,
2001 and those to be transferred on January 2. 2003,

The additional share of the operations of the Kewaunee
plant is included in the financial statements of Wisconsin Public
Service beginning September 24, 2001, The net book value of
Wisconsin Public Service's 59% total share of the Kewaunee
plant at December 31, 2001 was $88.5 million, including
construction work-in-progress. For more information on the
transaction with Madison Gas and Electric, see Note 6.

The quantity of heet produced for the generation of
electric energy by the Kewaunee plant is the basis for the
amortization of the costs of nuclear fuel to electric production
fuel expense. including an amount for ultimate disposal. These
costs are recovered currently from customers in rates. The
ultimate storage of fuel is the responsibility of the United

States Department of Energy pursuant to a contract required
by the Nuclear Waste Act of 1982. The Department of

Energy receives quarterly payments for the storage of fuel
based on generation. During 200! and 2000, payments
to the Department of Energy totaled $1.4 million for
each vear.

On an interim basis. spent nuclear fuel storage space is
provided at the Kewaunee plant. Expenses asscciated with
interim spent fuel storage at the Kewaunee plant are
recognized as current operating costs. With minor plant
modifications that were completed in 2001, the Kewaunee
plant should have sufficient fuel storage capacity until the end
of its useful life in 2013,

The accumulated provision for nuclear fuel. which
represents nuclear fuel purchases and amortization, totaled
$247.6 million at December 31, 2001 and $167.7 million
at December 3!, 2000.

For information on the depreciation policy for the
Kewaunee plant, see Note 5,

Wisconsin Public Service's share of nuclear
decommissioning costs to date has been accrued over the
estimated service life of the Kewaunee plant. recovered
currently from customers in rates. and deposited in external
trusts. Such costs totaled $2.6 million in 2001, $8.9 million in
2000, and $9.2 miflion in 1999. The 1999 and 2000 funcing
levels used a recovery period ending in 2002. Beginning in
2001 the Public Service Commission of Wisconsin authorized
use of a funding pericd ending in 2010. As a result of this
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extension, the contrbutions for 2001 decreased to

$2.6 million. In ceveloping our decommissioning funding
plan, we assumed a long-term after-tax earnings rate of
approximately 5%.

Wisconsin Pubiic Service's share of the Kewaunee plant
decommissionirg, based on its 59% ownership interest, is
estimated o be $319 million in current dollars based on
a site-spedific study. Tne study, which was performec in
1998, uses immediate dismantlement as the method of
decommissioning and assumes snutdown in 2013, As of
Decermber 31, 2001, the market value of the external nuclear
decommissioning trusts, which are recorded as a part of
property, plant and equipment on the Consolidated Balance
Sneets, totaled $31°.3 million, including the trust currently
held by Madison Gas and Electric that is to be transferred to
Wisconsin Public Service on January 2, 2003. Therefore, the
current cost of Wisconsin Public Service's share of the
estimated costs <o cecommission the Kewaunee plant,
assuming early retirement, exceeds the trust assets at
December 3!. 2001 by about $7.7 million.

Based on the standard cost escelation assumptions
required by a July 1994 Public Service Commission of
Wisconsin order. the undiscounted amount of Wisconsin
Public Service's share of decommissioning costs forecasted
to be expended setween the years 2013 and 2043 is
$967 million under the current funding plan.

Future decommissioning costs collected in customer rates
and a charge for realized earnings from external trusts are
included in depreciation expense. As of December 31. 2001,
the accumulated provision for depreciation and
decommissicning included accumuiated provisions for
decommissioning totaling $3! 1.3 million. Realized trust
earnings totaled $8.1 million in 2001, $10.8 million in 2000,
and $4.6 million in 1999, Unrealized gains and losses, net
of taxes, in external trusts are reflected as increases and
decreases to the decommissioning reserve, since
decommissioning expense is recognized as the gains and
losses are realized, in accordance with regulatory
requirements.

Investments in the nuclear decommissioning trusts are
-ecorded at market value. Investmerts at December 31, 2001,
consisted of 59.2% ecuity securities and 40.8% fixed income
securities. The investments are classified as utility plant and are
presented net of related income tax effects on unrealized gains
and represent the amount of assets available to accomplish
decommissioning. Tre nonqualified trust investments
designated to pay income taxes when unrezalized gains becorme
realized are classified as other assets. An ofisetting regulatory
liabiiity reflects the expected reduction in future rates as
unrealizec gains in the nongualiied trust are realized.
Information regarding the cost and marke: value of the external
nuclear decommissioning trusts, net of tax is set forth below:

2001 Security Type (Millions) Market Cost Unrealized Gain (Loss)
Fixed income $127.0 $123.8 $ 3.2

Equity 184.3 129.0 55.3

Balance at December 31 $311.3 $252.8 $58.5

2000 Security Type (Millions) Market Cost Unrealized Gain (Loss)
Fixed income $100.7 $ 98.9 $ 1.8

Equity 106.5 62.0 44.5

Balance at December 3| $207.2 $160.9 $46.3

BESE QORI
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\i POWERFUL SQUATIO®N

NOTE 9—REGULATORY ASSETS AND LIABILITIES

The following regulatory assets and liabilities are reflected in our Consolidated Balance Sheets as of December 31 -

WPS Resources Regulatory Assets/Liabilities (Miffions) 2001 2000
Regulatory assets

Demand-side management expenditures $ 9.6 $20.7
Environmental remediation costs (net of insurance recoveries) 40.0 305
Funding for enrichment facilities 3.6 4.1
Pension curtailment loss 8.1 8.1
Deferred nuclear costs 9.9 -
Unamortized loss on debt 4.5 l.4
Deferred American Transmission Company costs 4.4 0.5
Other 10.9 9.2
Total $91.0 $74.5
Regulatory liabilities

Income tax related items $26.1 §25.2
Unrealized gain on decommissioning trust 224 18.3
Pension settlement gain 11.8 -
Natural gas derivatives 5.0 -
Deferred gain on emission allowance sales 6.0 29
Interest from tax refunds 5.0 38
Other 2.1 0.4
Total $78.4 $50.6

Our utility subsidiaries are recovering their regulatory
assets and returning their regulatory liabilities through rates
charged to customers based on specific ratemaking decisions
or precedent for eack item. Except for amounts expended for
environmental costs. Wiscorsin Public Service is recovering
carrying costs for all regulatory assets. Upper Peninsula Power
may recover carrying costs on environmental regu'atory
assets. Based on prior and current rate treatment for such

costs. we believe it is probable that Wisconsin Public Service
and Upper Peninsuta Power will continue to recover from
custorers the regulatory assets described above.

See Notes {3 and 5 for specific information on
income tax and pension related regulatory liabilties. See
Note 14 for information or environmental remediation
deferred costs.

NOTE [0—INVESTMENTS IN AFFILIATES, AT EQUITY METHOD

Investments in corporate joint ventures and other
companies accounted for under the equity method at
December 31, 2001, 2000, and 1999 foliow:

(Millions) 2001 2000 1999
American Transmission

Company, LLC $56.2 $ - $ -
Other 13.6 15.0 9.7
Investments in affiliates,

at equity method $69.8 $15.0 $9.7

Investments in effiliates under the equity method are part
of the other assets on the Consolidated Balance Sheets and
the equity income is recorded in miscellaneous income on
the Consolidated Statements of Income.

WPS Investments, LLC, a consolidated subsidiary of
Wisconsin Public Service. has an approximate 15% ownership
interest in American Transmission Company, LLC. American
Transmission Company is a for-profit, transmission-only
company. [t owns, plans, maintains. monitors, and operates
electric transmission assets in portions of Wisconsin, Michigan,
and lllinois. American Transmission Company began

S CORPORATION
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operztions on January |, 2001, lts assets oreviously were
owned and operated by multip'e electric utlities serving the
upper Midwest all of whicn transferred their transmission
assets to American Transmission Company in exchange for an
ownership interest. A Wisconsin law encouraged utilities in
the state to Transfer ownership and cont-o! of their
transmissicn assets to a state-wide transmission company.

Wisconsin Publc Service contributed its transmission

assets on January |, 2001 and Upper Peninsula Power
contributed its transmission assets on June 28, 2001
Our total ownership interest in American Transmission
Company fluctuated throughout 2001 due to other utifities
contributing assets and cash to become owners of American
Transmission Company.

Condensed financial data of American Transmission
Corrpany for 2001 follows:

{Millions) 2001
Income statement data

Revenues $174.7
Operating expenses (ito.n
Other income (expense) (11.4)
Net income $ 53.2
WPS Investment’s equity in net income $ 7.1
Balance sheet data

Current assets $ 56.7
Non-current assets 666.6
Total assets $723.3
Current liabilities $ 36.1
Long-term debt 297.9
Other non-current liabilities 3.6
Shareholder’s equity 385.7
Total liabilities and shareholder’s equity $723.3

NOTE Il SHORT-TERM DEBT AND LINES OF CREDIT

To arovide short-term norrowing flexibility and security
for commercial sepe- outstanding, WPS Resources and its
subsidiares maintan nerk lines of credit. These lines of

crecit require 2 fee.

The information in the table below relates to short-term
debt and lines of crecit for the years indicated:

(Millions, except for percentages) 2001 2000 1999
As of end of year

Commercial paper outstanding $ 15.0 $119.6 $ 799
Average discount rate on outstanding commercial paper 1.95% 6.63% 6.55%
Short-term notes payable outstanding $31.2 $ 100 $ 104
Average interest rate on short-term notes payable 1.61% 6.73% 8.10%
Available (unused) lines of credit $130.0 $132.0 $127.0
For the year

Maximum amount of short-term debt $177.6 $139.5 $218.5
Average amount of short-term debt $110.6 $ 65.6 $ 68.6
Average interest rate on short-term debt 4.32% 6.39% 5.34%
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NOTE [2—LONG-TERM DEBT

LA POW ERFU.

EQUATION

At December 31 (Millions) 2001 2000
Capital lease obligation - Wisconsin Public Service $73.0 $736
Less: Current portion (0.9) (0.6)
Long-term capital lease obligation 72.1 73.0
First mortgage bonds - Wisconsin Public Service

Series Year Due

7.30% 2002 50.0 50.0

6.80% 2003 50.0 50.0

6.125% 2005 9.1 9.1

6.90% 2013 22.0 22.0

8.80% 2021 - 53.1

7.125% 2023 50.0 50.0
Senior notes - Wisconsin Public Service

Series Year Due

6.08% 2028 50.0 50.0

6.125% 2011 150.0 -
First mortgage bonds - Upper Peninsula Power

Series Year Due

7.94% 2003 15.0 15.0

10.0% 2008 2.1 3.0

9.32% 2021 18.0 18.0
Unsecured senior notes - WPS Resources

Series Year Due

7.00% 2009 150.0 150.0
Term loans - nonrecourse, secured by nonregulated assets 95.8 102.8
Tax exempt bonds 27.0 -
Notes payable to bank, secured by nonregulated plant 20.3 19.3
Senior secured note 33 35
Other long-term debt - 0.1
Total 712.6 595.9
Unamortized discount and premium on bonds and debt (1.2) (1.2)
Total long-term debt 711.4 594.7
Less current portion (35.7) (7.7)
Net long-term debt 655.7 587.0
Total long-term debt and capital lease obligation $727.8 $660.0

In November 1995, Wisconsin Public Service signed a 25-year agreement to parcnase power from De Pere Energy Center,

LLC. an independent power producer. which supplies the power from a cogeneration “cility t owns.




In June 1999, Phase | of the proect went nto operation.
We have accounted for the cortract as & capital lease. In
Phase |, an initial asset and corresponding obligation were
recorced at $74. . million. The asset and obligation represent
the aresent value of m nimum lease payments. Excluded from
the payments are executory costs such as insurance.
maintenance, anc taxes. When the contract expires in 2024,
Wisconsin Public Service may renew the contract for two
additional five-year periods with proper nctice. We are
amortizing the ieased asset on a straight-lne basis over the
original 25-vear term of the contract. Following is a schedule

of future minimum -ease payments. excluding executory costs,

under the De Pere Energy Center capital lease:

Year ending December 31 (Millions)

2002 $ 5.2
2003 5.4
2004 56
2005 5.9
2006 6.0
Later years 96.6
Net minimum lease payments 124.7
Less: Amount representing interest (51.7)
Present value of net minimum lease payments $ 730

In August 2001, Wisconsin Public Service retired
S53.1 million of 8.80% first mortgage bonds that would
have matured in 202 . Aiso in August 2001, Wiscorsin Public
Service issued $150.C million of 6.125% senior notes. The
senior notes are secured by a pledge of first morigage bonds
and become unsecured if Wisconsin Public Service retires all
of its outstandirg first mortgage bonds. At our utility
stbsiciaries. plart assets secure first mortgage boncs.

Upper Peninsulz Power is requirec to make bend sinking
fund payments for some of its outstanding fist mortgage boncs.
Borrowing py WPS Power Development under term
loans and secured by nonregulated assets totals $95.8 miliion.

The assets of WPS New England Generation, Inc. and
WPS Canada Generezion, Inc., subsidiaries of WPS Power
Developmert, secure $6.6 million and $16.2 million,
respectively. of tre total outstandirg amount. Both have
semiannual instaliment payments. an interest rete of 8.75%
and mature in May 201C. Sunbury Generation, LLC. an
indirect subsidiary of WPS Power Development, is the
borrower of the remaining $73.0 million that is secured

by its plant. Quarterly payments are made in relation to
this financing that car-ies an interest rate of 7.68725% and

matures in Marck 20 8. This loan also has renewals in

2006 and 2012. However, if certain debt covenants are
not met, the lender is not recuired to renew the loans.

Ir April 2001, the Schuylkill County Industrial
Development Authority issued $27.0 milion of refunding
tax-exempt bonds. At the time of issuance of the refunding
Honds, WPS Westwood Generation, LLC, a subsidiary of
WPS Power Development. owned the originai bonds, the
proceeds of which were used in substantial part to provide
facilities. Upon issuance of the refunding bonds, the original
bonds were paid off. WPS Westwood Generation was paid
$27.0 milion from the proceeds of the refunding bonds for
the retrement of the original bonds plus accrued interest.
WPS Westwood Generation s now obligated to pay the
refunding bonds with montaly payments that have a floating
interest rate that is reset weekly. At December 31, 2001,
+he interest rate was 1.51833%. The bonds mature in April
2021. WPS Resources agreed to guarantee WPS Westwood
Generation's obligation to provide sufficient funds to pay the
refunding bonds and the related obligations and indemntties.

As of December 31, 2001, WPS Power Development
had aggregate outstarding indebtedness totaling $20.3 million
under notes payable o banks including $11.9 million of
indebtedness under its revolving credit note of $12.5 million.
This note is secured by the assets of the Stoneman plant and is
guaranteed by WPS Resources. It is due in 2005 and requires
cuarterly payments. In addition. the note has a variable interest
rate that was at 3.85% at December 37, 2001. The remaining
portion of the $20.3 million of notes payable is secured by
nonregulated olant, and alse matures in 2005.

The senior secured note of $3.3 million requires
se-niannual payments at an interest rete of 9.25%, and
it matures in 2011,

Az Decermnner 31, 2001, WPS Resources and its
subsidiaries were in compliance with all covenants relating
1o outstanding debt. A schedule of all principal debt payment
amounts, including bond maturities and exciuding capital lease
payments, for WPS Resources is as follows:

Year ending December 31 (Millions)

2002 $ 55.7
2003 71.1
2004 6.7
2005 36.3
2006 7.7
Later years 535.0
Total payments $712.5
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NOTE B—INCOME TAXES

Deferred income taxes are recorded for temporary
differences in the recogniton of certain assets or liabilities
for tax and financia! reporting purposes. The principal
components of our deferred tax assets and liabilities
recognized in the balance sheet as of December 31
are as follows:

{Millions) 2001 2000

Deferred tax assets

Plant related $ 894 $ 845
State capital and operating loss carry forwards 6.5 6.5
Deferred tax credit carry forwards 21.2 1.0
Employee benefits 35.5 35.0
Regulatory assets 5.7 47
Other 11.0 0.4
Total $169.3 $142.1
Deferred tax liabilities

Plant related $184.1 $200.3
Employee benefits 30.0 313
Regulatory deferrals {10 8.6
Other 13.7 2.3
Total $238.8 32425
Net deferred tax liabilities $ 69.5 $100.4

A variety of factors are considered in determining the
amount of the deferred income tax assets to be recognized

{A POWERFUL SQUATI®N

oursuant to Staterment of Financial Accounting Standards
No. 109, including: the number of years that capital and
operating losses and tax credits can be carried ‘orward,

the existence of taxable temporary differences, and

WPS Resources' earnings history and near-term earnings
expectations. Although realization is not assured, we believe
it is more likely than not thzat the entire net deferred tax
asset will be realized.

WPS Resources is an owner in a facility that produces
syntnetic fuel from coal fines. as defined in Section 29 of the
internal Revenue Code. The production and sale of the
synthetic fuel from this facility qualifies for tax credits under
Section 29 if certain recuirements are satisfied. Credits that
are not utilized to recuce current tax expense in the current
year are carried forward as alternative minimum tax credits to
reduce current tax expense i1 future vears. The production
and sale of synthetic fuel resuited in a reduction in current
tax expense of $11.4 miliion in 2001,

The fcllowing is a ~econciliation of the difference
between the current and future tax expense that would be
computed by applying the federal statutory rate to income
before income taxes, and the actua!l current and future
income tax expense that was recorded on the income
statement for the year enced December 31

{Millions, except for percentages) 2001 2000 1999
Rate Amount Rate Amount Rate Amount

Statutory federal income tax 35.0% $29.9 35.0% $26.6 35.0% $32.3
State income taxes, net 5.3 4.5 55 42 5.0 4.6
Rate difference on reversal of income

tax temporary differences (2.5) 2.2) (2.1 (1.6) (1.6) (1.5)
Plant related (1.2) (L.0) - - - -
Federal tax credits (28.1) (24.0) (26.4) {20.1) (3.5) (3.3)
Other differences, net 2.9 2.4) (4.1 (3.1 (2.7) (2.4)
Effective income tax 5.6% %48 7.9% $ 6.0 32.2% $29.7
Current provision
Federal $29.2 $17.0 $33.8
State 8.5 8.5 9.4
Total current provision 37.7 255 43.2
Deferred benefit (32.9) (19.5) (13.5)
Total income tax expense $48 $ 60 $29.7




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 14—COMMITMENTS AND CONTINGENCIES

Fuel and Purchased Power

WPS Resources routinely enters intc long-term
commedity purchase and sale commitmenrts that have various
guantizy requirements and curations.

Wiscorsin Publ'c Service nas obligations related to coal,
purchasec power. and natural gas. Obligations re'ated to coal
supply extend through 2016 and total $'51.9 million. Of that
amount, there s one long-term contract toteling $83.7 milion
tnet provides approximately 23% of the total requirerments
o Wiscorsir Public Service through 2016, Through 2009,
Wiscorsin Public Service has obligations toaling $115.C million
for either capacity o energy related to purchased power.
Also. there ase natura gas supply anc transportation contracts
with toa estimated cemand payments. of $97.0 million through
Ocober 2010,

Wisconsin Pueic Service expects 1o recover these costs
in future customer rates. Additionally. Wisconsir Public Service
Fas contracts to sel electricity and ratural gas to customers.
Mary of these contracts have indefinite fves.

WPS Povser Development also enters into ong-term
commeodity contracts, Mainly related to the purcnase of coal
for the Sunbury slant. The contracts total $11.9 mition and
extend through 2004,

WPS Energy Services has unconcitional purchase
obligations re atec to energy supply contracts taf toral
$842.9 millior and extend through 2007, All the contracts
have offsetting sale contracts.

Capital Lease

In Novemper 1995, Wisconsin Public Service signed a
25-year agreement to purcnese power from De Pere Energy
Center, LLC. an independent power drogucer that built a
cogereration facility and is selling electrical power tc
Wisconsin Public Serv ce.

In June 1999, Phase | of the project went into operaton,
We have accounted ‘or the contract as & capital lease. Phase |l
of the project ‘s currently orojected to be operational \n 2004
When Phase .| Decomes operational, Wisconsin Pudlic Service
will record ar additioral utility plant asset under a capital lease
of approximate v $8C millicn,

Corporate Guaranties

Since May 2000, WPS Rescurces has provided limited
financial support and energy supply services to Quest Energy.
LLC, a Michigan Iimited liability company. Financial support
is 'n the ‘orm of an interest-bearing note with an initial
maturity dace of May 2005, securec by the assets of Quest,
WPS Resources provides corporate guaranties to two
transmission oroviders on behalf of Quest. At December 31,
2001, the guaranties totaled $4.5 millicn. These guaranties
assure Quest's ability to pay for the transmission services
it purchases from these entities.

Muclear Liability

The Price Anderson Act ensures that funds will be
avalabie to pay for public liability claims arising out of a nuciear
incident. This Act may require Wisconsin Public Service to
pay up to a maximur of $52.0 milion per ircident. The
payments will not exceed $5.9 millior. per incident in a given
calendar year. These amounits represent Wisconsin Public
Service's 59% ownership in the Kewaunee plant.

Muclear Plant Operation
See Note 8 for detailed information on the operations
of the Kewauree plant.

Clean Air Regulations

Fariy compliance by Wisconsin Public Service with the
Federal Clean Air Act has generated surpius sulfur dioxide
allowances. We will consider the sale of any aliowances
available in excess of Wisconsin Public Service's needs. The
Public Service Commission of Wisconsin has ordered that
profits from the sale of allowances be passed on to
customers. During 2001, Wisconsin Public Service recorded
$4.2 million of proceeds from the sale of allowances.

The United States Environmental Protection Agency
has designated southeastern Wisconsin as an ozone
non-attainment area, Under the Clean Air Act, the State
of Wisconsin developed a nitrogen oxide reduction plan for
Wisconsin's ozone non-attzinment azea. T he nitrogen oxide
reductions begin in 2003 and gradually increase to 2007,

 Ouire
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This plan affects Edgewater Unit 4, of which Wisconsin Public
Service owns 31.8%. A compliance plan for this unit was
initiated in 2000, The plan includes a combination of
combustion optimization and emission trading at & cost

10 Wisconsin Public Service of about $5 million.

The State of Wisconsin is also seeking voluntary
reductions from utility units outside the ozone non-attainment
area, which may lead to additional expenditures for nitrogen
oxide recuctions at other units. Wisconsin Public Service is
participating in voluntary efforts to reduce nitrogen oxide
levels at the Columbia Energy Center. Wisconsin Public
Service owns 31.8% of Columbia. The Public Service
Commission of Wisconsin nas approved recovery of the
costs associated with nitrogen oxide compliance,

Recent air quality modeiing by the Wisconsin Departmenit
of Natural Resources revealed that Weston Units | and 2
contribiite to a modeled deviation from the sulfur dioxide
ambient air quality standard. Wisconsin Public Service and the
Wisconsin Department of Natural Resources developed a
plan to eliminate the model deviation by extending the
existing stacks at Westen Uniis | and 2 by 55 feet and fimiting
the sulfur content of the fuel to 1.2 pounds per million Btu.
The cost of the stack extension is about $0.9 miilion. The
current and projectec fuel meets the sulfur content limit. The
Environmental Protection Agency was unwilling to agree with
this approach unless further studies were done to justify the
stack heignt increase. Wisconsin Public Service Is cooperating
with the Wisconsin Depariment of Natural Resources to
develop an approach to resolve this issue.

On November 3, 1999, the Environmental Protection
Agency announced that it was pursuing an enforcement
initiative against seven utilites, or their subsidiaries, located in
the Midwest and the South as well as the Tennessee Valley
Authority. The enforcement initiative alleges that the utilities
undertook modifications at their coal-fired power plants in
violation of the Clean Air Act. The Environmental Protection
Agency is seeking penalties and the installation of additional
poliution control equipmenrt.

As a continuation of this Initiative, the Environmental
Protection Agency requested on December 14, 2000 that
Wisconsin Public Service provide information pursuant to
Section 114 of the Clean Alr Act relating to projects
undertaken at the Pulliam and Weston plarts. The information
was submitted on January 16, 2001 and no response has
been received from the Environmental Protection Agency.

Wisconsin Power and Light Company, the operator of
the Columbia and Edgewater plants jointly-owned with
Wisconsin Public Service, also submitted information related
1o projects undertaken at those plents. The Environmental

A CPECWERFUL EQUATI QN

Protection Agency requested additional information on
February 26, 2001, Tne additional information was submitted
on Marcn 28, 2001 and Apri 27, 2001,

The Wisconsin Departmen: of Natural Resources has
initiated a rulemaxing effort aimed at the control of mercury
emissions. Cozl-burning power plants are the primary target
of this regulatory effort. The proposed rule was open to
comment in October 2001 A final rule could be completed
in the spring of 2002. As proposed, the rule requires nhased
in mercury emission reduction reaching 90% reduction
IS vears after completion of the ruie. Wisconsin Public Service
estimates that it could cost $105 million per year for it to
achieve the preposed 90% reduction,

WPS Power Development acquired 30 years of emission
allowances as a result of the acquisition of Surbury Generation,
LLC in Noverrber 1999, The purchase of WPS Westwood
Generation, LLC in September 2000 also included 30 years
of emission allowances. A consistent valuation across vintage
years is being Jtilized to zllocate the cost of these allowances.
The cost assignec to these allowances is being charged o
expense as the allowances are used. When necessary, the
Sunbury plant alse purchases incremental emission allowances
on the open market to comply with arr regulations. Additicnal
technology is beirg instalied at the Sunbury plant to comply
with nitrogen oxice standards that become effective in 2003.
We expect total experditures for this technology will be about
$16 million. During 2001, epproximately S3 milion was spent
to begin instaling tne technclogy.

Partial Sale of ECO Coal Pelletization #12

In November 2001, WPS Power Development, through
its subsidiary ECO Coal Pelletization # 12, LLC, entered into
a transaction with a subsiciary of a public company resulting in
ECO # 12 contributing its synthetic fue! producing machinery
to a newly-formed entity in exchange for cash and a one-third
ovwnership interest in the newly-formea entity. The transaction
gererated a pre-tax gain of $40. ! milion of whick $38.0 milion
has been deferred as of December 3., 2001 as a result of
certain rights o rescission and put options being granted to
the buyer. All such options expire in 2003,

Concurrent with the sale of a portion of this project,
WPS Power Development bougnt out the interest of its
previous partner in the ECO # 12 project. The actuai
payments to this former partner are contingent upon the
same provisions referred to above. As a result, $2°.3 million
is held in escrow that will be released proportionately as the
respective rescission rights and put option expire.

For more informaton on the transaction, see Note 6.
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Manufactured Gas Plant Remediation

Wisconsin Public Service continues 1o investigate the
ervironmenta. ceanup of ten manufactured gas plant sites.
including two sites former’y owned by Wisconsin Fuel and
Light. The cleanup of Wisconsin Public Service's Stevens Point
mantfactured gas p'ant site is substantially complete with
monitoring of the site continuing. Costs of this cleanup were
within the range expected for this site. Cleanup began at both
the Sheboygan sites i November 2000, and cleanup of the
‘and portion of the sites was substantially completed by
August 2001, Sed.ment cleanup remains to be addressed
at one Sheboygar site. To-date, costs are at expected levels,
Wisconsin Public Serv ce estimates future undiscounted
investigation and clearup costs to be between $43 million
and $50 million. Tnese estmates may be adjusted in the
future contingent upon remediation technology, regulatory
requirements. and the assessment of natural resources
damages.

Wisconsin Pubic Service currently has a $43.4 million
liability recorded “or cleanup with an offsetting regulatory asset
{deferred charge). We expect to recover cleanup costs, net of
insurance recoveries, in future customer rates. Carrying costs
associated with the deanup expenditures wil not be recoverable.
Wisconsin Puplic Service has received $:2.7 milion in
insurance recoveries ta: we recorded as a reduction to
the regulatory asset.

NOTE |5 —-EMPLOYEE BENEFIT PLANS

WPS Resources has non-contributory retirement plans
covering substantially all employees urder which the company
may make annual cortributions to an irrevocable trust. We
established the plans to provide retired employees. who meet
conditions relatirg t¢ age and length of service, with a
monthly payment. W sconsin Public Service administers and
maintains the plans. These plans are fully funded, and no
contriputions were made to them in 2001, 2000, or 1999.

WPS Resources also currently offers medical, dertal, and
life insurance berefits to employees and their dependents. We
expense these items for acive employees as incurred. We
fund benefits for retirees through irrevocable trusts as allowed
for income tax purposes. Wisconsin Public Service and Upper
Peninsula Power expersed and recovered througn customer
rates the net periodic benefit cost. Our nenregulated
subsidiaries expensed allocated amounts. Our nor-administrative
plan is a colieczive'y bargained plan and, therefore, is tax

exempt. The nvestmenrts in the trust covering administrative

Future Capital Expenditures

We estimate utility plant construction expenditures
at Wisconsin Public Service for 2002 to be approximately
$208 million and construction expenditures at Upper
Peninsula Power for 2002 to be approximately $9 million.
Wisconsin Public Service estimates demand-side management
expenditures to be $24 million in 2002. Recovery of
previously deferred demand-side management expenditures
of about $6 million from customers will occar through
2002. In addition 1o the 2002 estimated expenditures,
Upper Peninsula Power is considering tne potential need
for construction of a combustion turbine at an estimated
cost of $41 million during the 2002-2003 timeframe.

There are no commitments for additional acquisition
expenditures for the nonregulated subsidiaries at this time
other than commitments made under the stock purchase
agreement to acquire CH Resources and the asset purchase
agreement to acquire the Tracy/Pinon Power Station. The
CH Resources transaction is expected to close in the
second quarter of 2002 for approximately $62 million,

The Tracy/Pinon transaction is currently subject to a
legislative moratorium and may be terminated before
the moratorium expires.

For more information on both transactions,
see Note 6.

employees are subject to federal unrelated business income
taxes at a 39.1% tax rate.

All pension costs and postretirement plan costs are
accounted for under Statements of Financial Accounting
Standards Nos. 87 and 106, "Employers’ Accounting for
Pensions” and "Employers” Accounting for Postretirement
Benefits Other Than Pensions,” respectively. The standards
require the company to accrue the cost of these benefits as
expense over the period in which the employee rencers
service. The transition obligation for currert and future
retirees under Statement of Financial Accounting Standards
No. 106 is recognized over 20 years beginning in 1993.

The following tables provide a recondiliation of the
changes in the plan's benefit obligations and fair value of assets
over the three one-year periods ending December 31, 2001,
2000, and 1999, and a statement of the funded status as of
December 3! for each year:
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(Millions) 2001 2000 1999
Reconciliation of benefit obligation - pension

Obligation at January | $484.9 $396.7 $399.4
Service cost 1.0 10.2 10.9
Interest cost 327 315 27.5
Plan amendments 0.2 56.5 4.0
Actuarial (gain) loss 354 2.2 (31.5)
Acquisitions 13.1 - 48
Benefit payments (21.2) (19.4) (18.4)
(Settlements)/curtailments (60.9) 7.2 -
Obligation at December 3| $495.2 $484.9 $396.7

Reconciliation of fair value of plan assets - pension

Fair value of plan assets at January | $676.1 $654.3 $610.5
Actual return on plan assets (13.7) 41.2 58.0
Employer contributions - - -
Acquisiticns 18.1 - 4.2
Benefit payments (88.6) (19.4) (18.4)
Fair value of plan assets at December 3| $591.9 $676.1 $654.3
Funded status at December 3! $ 96.7 $191.2 $257.6
Unrecognized transition (asset) obligation (2.2) (6.1) (9.9)
Unrecognized prior-service cost 59.1 644 21.2
Unrecognized (gain) loss (69.3) (186.5) (204.0)
Net prepaid benefit cost $ 843 $ 63.0 $ 64.9
{Millions) 2001 2000 1999
Reconciliation of benefit obligation - other

Obligation at January ! $102.6 $135.2 $138.8
Service cost 3.0 2.7 4.6
Interest cost 7.6 7.8 9.4
Plan amendments - (16.8) -
Actuarial (gain) loss 65.5 (19.0) (13.8)
Acquisitions adjustments 3.7 (1.3) 22
Benefit payments (6.2) (6.0) (6.0)
Obligation at December 3i $176.2 $102.6 $135.2

Reconciliation of fair value of plan assets - other

Fair value of plan assets at January | $152.3 $149.7 $139.8
Actual return on plan assets “4.4) 7.9 15.2
Employer contributions (7.0) 0.7 0.7
Benefit payments {6.2) (6.0} (6.0
Fair value of plan assets at December 3| $134.7 $1523 $149.7
Funded status at December 3! $ (41.5) $ 497 $ 145
Unrecognized transition (asset) obligation (12.4) 15.7 36.6
Unrecognized prior-service cost (12.9) (14.1) 39
Unrecognized (gain) loss 14.4 (96.9) (105.0)
Net accrued benefit liability $(52.4) $(45.6) $(50.0)
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Tre “cliowing table provides the components of net period:c benefit cost for the plans for the one-year periods ended

Decamber 31, 2001, 2000, ard 1999:

(Millions) 2001 2000 1999

Net periodic benefit cost - pension

Service cost $11.0 $10.2 $10.9

Interest cost 327 31.5 275

Expected return on plan assets (47.0) (46.3) (42.4)
Amortization of transition asset 3.5) (3.6) (3.6)
Amortization of prior-service cost 5.5 4.7 2.1

Amortization of net gain (2.3) (2.7) -
Net periodic benefit cost before settlement gain/curtailment loss $3.6) $(6.2) $(5.5)
{Settlement gain)/curtailment loss (12.7) 8.7 -
Regulatory liability/(asset) offset 11.8 8.1 -
Net periodic benefit cost $@4.5) $(5.6) $(5.5)
Met periodic benefit cost - other

Service cost $ 3.0 $ 27 $ 4.6

Interest cost 7.6 7.8 9.4
Expected return or plan assets 9.7 (9.3) (8.3)
Amortization of transition obligation 1.3 1.8 28
Amortization of prior-service cost (1.2) 0.7) 0.3

Amortization of net gain (4.6) (4.6) (2.7}
Net periodic benefit cost $ (3.6) $(2.3) $ 6.l

During 2000, WFS Resources made substantial changes
to the administratve empoyees portion of the pension and
postretiremnent benefit plars. Effective January 1, 2001 <he
admirisirazive erployees’ persion plan was changed to a
oersion equity plar with a lump sum distribution option for ali
future retirees. Accitionally. all future administrative retirees
wil no lorger be giver subsidized postretirement medical and
cental coverage. DLe 0 empoyees who waited until 2001 to
retire to take advantage of the new plan benefits and variods
reorganizations inclucing the formaticn of Nuclear
Management Company. a significant number of employees
left our pension p.an in early 2001, This required curtallment

accounting for the year 2000 uncer Statement of Financial
Accotnting Standards No. 88, "Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Pians
and for Termination Benefits.” Most of the 2000 curtailment
loss was deferred as a regulatory asset.

For the reasons mentioned above, ‘arge numbers of
lump sum payments were paid out of the pension plan during
the course of 2001, This required settlerent accounting
under Staternent No. 88. Most of the setdlement gain was
deferred as a regulatcry liapility.

The assumptions used in measuring WPS Resouirces’
benefit obligation are shown in the following table:

2001 2000 1999
Weighted average assumptions as of December 3] - pension
Discount rate 7.25% 7.50% 7.50%
Expected return on plan assets 8.75% 8.75% 8.75%
Rate of compensation increase 5.50% 5.50% 5.50%
Weighted average assumptions as of December 31 - other
Discount rate 7.25% 7.50% 7.50%
Expected return on plan assets 8.75% 8.75% 8.75%
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For the December 31, 2001 disclosed postretirement
obligation, we assumed medical cost trend rates of 1 1% for
those under age 65 and 3% for those over age 65,
decreasing to 5% ard 6.5%, respectively, by the year 2008.
We assumed dental cost trend rates of 8% decreasing to 5%
by the year 2004, These trend rates represent a change from
our prior assumptions. At December 31, 1999, we assumed
medical cost trend rates of 8% and dental cost trend rates of
7.5%, both decreasing 1o 7% at December 31, 2000 and
eventually reaching 5% by 2006. Assumed health care cost
trend rates have a significant effect on the amounits reported
for the health care plans. A 1% change in assumed health
care cost trend rates would have the ‘ollowing effects:

{Millions) |% Increase f% Decrease

Effect on total of service and

interest cost compoenents of
net periedic postretirement

health care benefit cost $18 $ (14
Effect on the health care

component of the accumulated

postretirement benefit obligation $26.0 $(21.8)
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Wisconsin Public Service hes ar Employee Stock
Ownership Plan that nelc 1.9 milion shares of WPS Resources
common stock (market value of approximately $69.2 million)
at December 31, 2001 The Employee Stock Ownership Plan
also had a loan guaranteed by VWisconsin Public Service and
secured by common stock that wes paid off in June of 2000.
The company was paying orincipal and interest on the loan
using contrioutions from Wiscorsin Publfic Sevice and
dividends on our common stock held by the Empioyee
Stock Gwnersnip Pian. The Employee Stock Ownershi Plan
allocated shares to participants as the loan was repaid. Tax
benefits from certain dividends paid to the Employee Stock
Ownersnip Plan are recognized as a reduction in Wiscorsin
Public Service's cest of providing service to cLstomers.

NOTE [6—COMPANY-OBLIGATED MANDATORILY REDEEMABLE TRUST
PREFERRED SECURITIES OF SUBSIDIARY TRUST

On July 30, 1998, WPSR Capital Trust I, a Delaware
business trust, issued $50.0 million of trust preferred securities
1o the public. WPS Resources owns all of the outstanding trust
common securities of the Trust, and the only asset of the
Trust is $51.5 million of subordinated debentures that we
issued. The debentures are due on June 30, 2038 and bear
interest at /% per year. The terms and interest payments on
the debertures correspond o the terms and distributions on
the trust preferred securities. We have consolidated the
preferred securities of the Trust into our financial statements,
We refiect the interest paymerits on the debentures as
"Distributions - preferred securities of subsidiary trust.”

These payments are tex deductibie by WPS Resources,

We may defer interest payments on the debentures

for up to 20 consecutive quarters. This would require the

deferral of distributions on the trust preferred securities as
well. If we would defer interest payments, interest and
distribtions would continue to accrue anc compounding
interest on the deferred amounts would also accrue. Through
2001, we have not deferrec interest payments. After July 30,
2003, we may receem all or part of the cebertures. This
would require the Trust to redeem an equal ammount of trus:
securities at face value plus any accrued interest and unpaid
distributions. We entered intc & Imited grarantee of payment
of cistributions, recemption paymerts, and liquication
payments with respect to the trust preferred securities.

This guarantee, together with our obligations under the
debentures, and under otner relatec documents, provides

a full and unconditioral guarantee by us of anounts due

on the outstanding trust preferred securities.
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NOTE [7—COMMON EQUITY

Shares outstanding at December 31 2001 2000
Common stock, $1 par value,

100,000,000 shares authorized 31,496,296 26,851,034
Treasury stock 307,052 336,385
Average cost of treasury shares $25.17 $24.23
Shares in deferred compensation trust 135,995 105,179
Average cost of deferred

compensation trust shares $30.67 $29.78

As part of the merger of Wisconsin Fue! and Light into
Wisconsin Public Service, 1,763,943 shares of common stock
were issuec on April 1, 2001 to Wisconsin Fuel and Light
shareholders. See Note 6 for more information on the merger.

On December 17, 2001, 2,300,000 shares of
WPS Resources common stock were issued at $34.36 per
share ard resultec in a net increase in equity of $76.0 million,

Effective Jantary 2001, we began issuing new stock
under our Stock Irvestment P'an and under certain of our
stock-based empioyee benefit plans. During 2001, we issued
544 515 shares under these plans, which increased equity
S18.6 miikon.

In December ! 996, we adopted a Sharenholder Rights
Plan. The olan is cesgned to enhance the ability of the Board
of Directors to protect sharenolcers and the company If
efforts are mace to gain control of our company in a manner
<hat is noT in our Dest interests or the best interests of our
shareholders. Tre plan gives our existing shareholders,
under certain circumstmances, the right to purchase stock at a

discounted price. The rights expire on December I1. 2006.

NOTE 18—STOCK OPTION PLANS

In May of 2001, shareholders approved the WPS Resources
Corporation 2001 Omnibus Incentive Compensation Plan
for certain management personnel. In 1999, shareholders
approved the WPS Resources Corporation 1999 Stock
Option Plan for certan management personnel. In December
1999, the Board of Directors approved the WPS Resources
Corporation 1999 Non-Employee Directors Stock Option
Plan. Opirion 25 and related interpretations are usec to
account for these plars. Accordingly. no compensation costs
have been recognizec for these plans in 2001, 2000, or 1999.
Had compensaticn cost been determined consistent with
Financial Accounting Standards Board Statement of Financial
Accounting Standards No. 123, "Accounting for Stock Based
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At December 31, 2001, we had $365.8 million of
retained earnings available for dividends.

Earnings per share is computed by dividing net income
available for common shareholders for the period by the
weighted average number of shares of common stock
outstanding during the period. Diluted earnings per share
is computed by dividing net income available for common
shareholders for the period by the weignted average number
of shares of common stock outstanding during the period
adjusted for the exercise and/or conversion of all potentially
dilutive securities. Such dilutive items incluce in-the-money
stock options and deferred compensation plan shares. The
calculation of diluted earnings per share for the years shown
excludes deferred compensation plan shares and some
stock option plan shares that had an anti-dilutive effect.

The following table reconciles the computation of basic
and dilutec earnings per share:

Reconciliation of Earnings Per Share

(Millions, except per share amounts) 2001 2000 1999
Net income available to

common shareholders $77.6 $67.0 $59.6
Basic weighted average shares 28.2 26.5 26.6
Incremental issuable shares 0.1 - -
Diluted weighted average shares 28.3 26.5 26.6
Basic earnings per common share $2.75 $2.53 $2.24
Diluted earnings per common share $2.74 $2.53 $2.24

Compensation.” net income and earnings per share would

have been reduced 1o the pro forma amounts indicated below:

(Millions, except per share amounts) 2001 2000 1999
Net income

As reported $77.6 $67.0 $59.6
Pro forma 71.3 66.8 56.5

Basic earnings per common share
As reported $2.75 $2.53 $2.24
Pro forma 2.74 2.53 2.23

Diluted earnings per common share
As reported $2.74 $2.53 $2.24
Pro forma 2.73 252 2.23
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Under the provisions of the 2001 Omnibus Incentive
Cempensation Plan. the number of shares for which stock
options may be granted may not exceed 2 million and no
single employee that is the chief executive officer of the
company or any of the other four highest compensated
officers of the company ard its subsidiaries can be granted
options for more than 150.000 shares during any calendar
year. Stock options are granted by the Compensation and
Nominating Committee of the Board of Directors and may
be granted at any time. No stock options will have a term
longer than ten years. The exercise price of each stock option
Is equai to the fair market value of the stock on the date the
stock option was granted. Stock options were granted under
the 1999 Stock Option Plan on February 1i. 1999 (subject
to shareholder approval of the 1999 Stock Option Plan that
was received on May 6, 1999, at which time the exercise
price was established for the initizl grant), March 13, 2000,
and December 14, 2000 having exercise prices of $29.875,
$23.1875, and $34.75, respectively. Stock options were
granted under the 2001 Omnibus Plan on July 12, 200! and
December 13, 200! having exercise prices of $34.38 and
$34.09. respectively. One-fourth of the stock options granted
will become vested and exercisadle each year on the
anniversary date of the grant. No additional stock options
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will be issuea under the 1999 Stock Option Plan, although
the plan will continue to exist for purposes of the existing
outstanding options.

Under the provisions of the 1999 Non-Employee
Directors Stock Option Plan, the number of stock options
granted under the plan may not exceed 00,000, and the
shares to be delivered will corsist solely of treasury shares.
Stock options are granted at the discretion of the Board of
Directors. No options may be granted under this plan after
December 31, 2008, All options have a ten-year life, but may
not be exercised until one year after the date of grant. Opticns
granted under tnis plan are immediately vested. The exercise
price of each option is equal to the fair market value of the
stock on the date the stock options were granted. Options
were granted on December 9, 1999 and February 10, 2000,
with exercise prices of $25.4375 and $25.6875, respectively.

The number of shares subject to each stock option plan
and each outstanding stock option, and stock option exercise
prices are subject to adjustment in the event of any stock split,
stock dividend, or other transaction affecting our outstanding
common stock.

The fair value of each stock option grant is estimated on
the date of grant using the Black-Schoies stock option pricing

model assuming:

WPS Resources Corporation
2001 Omnibus Incentive
Compensation Plan

WPS Resources
1999
Stock Option Plan

WPS Resources 1999
Non-Employee Directors
Stock Option Plan

Annual dividend yield
May 6, 1999
December 31, 1999
March 13, 2000
December 14, 2000
July 12,2001
December 13, 2001

6.58%
6.60%

6.63%

7.94%
8.71%
5.93%

Expected volatility
May 6, 1999
December 31, 1999
March [3, 2000
December 14, 2000
July 12, 2001
December 13, 2001

20.93%
20.19%

14.00%

14.90%
15.50%
20.40%

Risk-free interest rate
May 6. 1999
December 31, 1999
March 13, 2000
December 14, 2000
July 12,2001 5.54%
December 13, 2001 5.62%

5.52%

6.14%
6.36%
523%

Expected life (in years) 10
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A summary of the status of the stock option plans as of December 31, 2001 is presented below:

Weighted-Average

Stock Options Shares Exercise Price
Options outstanding at beginning of year

Omnibus plan - $ -

Employee plan 722,416 30.9322

Director plan 24,000 25.4688
Granted during 2001}

Omnibus plan 327,927 34.1038
Exercised during 2001

Employee plan 16,500 34.7394

Director plan 850 34.8400
Forfeited during 2001 - -
Qutstanding at end of year

Omnibus plan 327,927 34.1038

Employee plan 705,916 30.9806

Director plan 23,150 25.4699
Options exercisable at year-end

Employee plan 283,604 30.6072

Director plan 23,150 25.4699
Weighted-average fair value of options granted during the year

Omnibus plan $3.23

A surmmary of the status of the stock option plans as cf December 31,2000 is oresented pelow:

Weighted-Average

Stock Options Shares Exercise Price
Options outstanding at beginning of year
Employee plan 478,000 $29.8750
Director plan 21,000 25.4375
Granted during 2000
Employee plan 244,416 32.9997
Director plan 3,000 25.6875

Exercised during 2000 - -
Forfeited during 2000 - -
Qutstanding at end of year

Employee plan 722,416 30.9322

Director plan 24,000 25,4688
Options exercisable at year-end

Employee plan 119,500 29.8750

Director plan 21,000 25.4375

Weighted-average fair value of options granted during the year
Employee plan $3.87
Director plan $1.08 Y
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A summary of the status of the stock option plans as of December 31, 1999 is presented Selow:

Weighted-Average

Stock Options Shares Exercise Price
Options outstanding at beginning of year - $ -
Granted during 1999
Employee plan 478,000 29.8750
Director plan 21,000 25.4375

Exercised during 1999 - -
Forfeited during 1999 - -
Outstanding at end of year
Employee plan 478,000 29.8750
Director plan 21,000 25,4375
Options exercisable at year-end - -
Weighted-average fair value of options granted during the year

Employee plan $2.04
Director plan $1.38

The stock options outstanding at December 31, 200! under the 2001 Omnibus Plan %or an aggregate of 327,927 shares

have exercise prices of $34.38 and $34.09 and are summarized be'ow:

2001 Omnibus Plan Options Outstanding

Exercise Options outstanding Weighted-average Weighted-average remaining
prices at December 31, 2001 exercise price contractual life (in years)
$34.3800 15,572 $34.3800 10
34.0900 312,355 34.0900 0

None of the 2001 Omnibus Plan stock options are currentiy exercisable.
The stock options outstanding at December 31, 2001 urder the 1999 Stock Optior Plan for an aggregate of 705,916 shares

have exercise prices between $23.1875 and $34.7500 and are summarized below:

1999 Stock Option Plan Options Outstanding

Exercise Options outstanding Weighted-average Weighted-average remaining
prices at December 31, 2001 exercise price contractual life (in years)
$23.1875 34,500 $23.1875 8
29.8750 464,000 29.8750 8
34.7500 207,416 34.7500 9

INelse Zimm@amei, e Lesdier - 7
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Tre stock options outstanding at December 31, 2001
exercisable under the 1999 Stock Option Plan for an
agoregate of 283,604 shares have exercise prices of
$23.1875, $29.8750. anc $34.7500 and remaining
lives of 8, 8, and 9 years.

The stock options outstanding at December 31, 2001
under the 1999 Non-Empioyee Director Stock Option Plan

for an aggregate of 23,150 shares have exercise prices of

$25.4375 and $25.6875 and are summarized below:

1999 Non-Employee Director Stock Option Plan Options Outstanding

Exercise Options outstanding at Weighted-average Weighted-average remaining
prices December 31, 2001 exercise price contractual life (in years)
$25.4375 20,150 $24.4375 8
25.6875 3,000 25.6875 8

All *ermaining stock options granted unde- the 1999
Non-Employee Stock Opticn Director Plan for an aggregate

of 23.150 shares are exercisable at year-end at the above
referenced exercise prices.

NOTE 19— -REGULATORY ENVIRONMENT

Wisconsin Public Service filed for and received an interim
rate order in the Wisconsin jurisdiction effective January . 2002.
The order authcrized a $55.5 million increase in electric
revenues and an increase of $11.2 million in gas revenues on
an annual basis. The reverues are based on a 12.1% return
on utility common ecuity, with equity constituting 55% of the
capital structure, These revenues are subject to refund to the
extent that they exceed the revenues authorized in the final
rate order. The interm rates will be supersedec wher a finel

NOTE 20—SEGMENTS OF BUSINESS

We marage our ~eportable segments separately due o
their cifferent operating and regulatory envirorments. Our
principal business segments are the regulated electric utility
operations of Wisconsin Public Service and Upper Peninsula
Power and the resu'ated gas utility operations of Wisconsin
Public Service. Our other reportable segments include
WPS Energy Services and WPS Power Development.

o
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-ate order is issued in this case which is expected early in
the second quarter of 2002

Upper Peninsula Power's application for a $5.7 milion
rate increase, which had been pending before the Michigan
Puplic Service Commission since October 2000, was
dismissec in August 2001 at Upper Peninsula Power's
request. Upper Peninsula Power requested a dismissal
because the informeation filad in the case was outdated.
Upper Peninsula Power expects to submit a new appication
‘or rate increases in 2002,

WPS Energy Services s a diversified energy supply and
services company, and WPS Power Development is an
electric generation asset development company. Nonutility
operations and subsidiaries of WPS Resources not already
mentioned are included in the Other column, The tables on
the next page present information for the respective years
pertaining to our operations segmented by lines of business.
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Segments of Business (Millions)

Nonutility and Nonregulated

Regulated Utilities Operations
Electric = Gas Total  WPS Energy - WPS Power Reconciling ~ WPS Resources
2001 Utiliy*  Utiliy* - Utility* Services Development  Other  Eliminations Consolidated
Income Statement
Total revenues $ 6757 $3216 $ 997.3 $1,575.1 $141.5 $ 13 $(39.7) $2,675.5
Depreciation and
decommissioning 66.4 1.7 78.1 0.7 74 0.4 - 86.6
Other income (expense) 14.5 0.2 14.7 I.1 2.8 28.1 (9.2) 37.5
Interest expense 283 6.0 34.3 0.2 10.3 22.8 (8.3) 59.3
Provision for income taxes 31.6 5.9 37.5 4.0 (34.8) (1.8) 0.1) 4.8
Income available for
common shareholders 58.8 89 67.7 6.4 23 1.3 .1 776
Balance Sheet '
Total assets 1,356.8 3752 1,732.0 720.1 323.1 167.7 (72.9) 2,870.0
Cash expenditures for long-lived assets  175.8 249 200.7 10.9 32.1 5.0 - 248.7
* Includes only utility operations. Nonutility operations are included in the Other column.
Segments of Business {Miffions)
Nonutility and Nonregulated
Regulated Utilities Operations
Electric  Gas Total ~ WPSEnergy  WPS Power Reconciling  WPS Resources
2000 Utiliy*  Utility*  Utility* Services Development ~ Other  Eliminations Consolidated
Income Statement
Total revenues $ 6427 $2645 $ 907.2 $955.6 $128.1 $ 1.2 $(43.1) $1,949.0
Depreciation and decommissioning 82.4 8.9 91.3 |.4 6.7 0.5 - 99.9
Other income (expense) 18.1 0.1 18.2 0.9 1.0 9.7 (9.6) 20.2
Interest expense 27.3 4.8 321 0.4 0.9 20.7 (9.8) 543
Provision for income taxes 336 7.6 41.2 0.9 (29.2) 6.9) - 6.0
income available for
common shareholders 60.7 1.6 72.3 1.7 0.9 (7.9) - 67.0
Balance Sheet
Total assets 1,239.0 3055 1,5445 924.9 233.1 178.0 (64.4) 2,816.1
Cash expenditures for long-lived assets  138.0 21.5 159.5 0.3 39.0 0.3 - 199,
* Includes only utility operations. Nonutility operations are included in the Other column,
Segments of Business (Millions)
Nonutility and Nonregulated
Regulated Utilities Operations
Electric  Gas Total WPS Energy WPS Power Reconciling ~ WPS Resources
1999 Utility*  Utility*  Utility* Services Development  Other  Eliminations Consolidated
Income Statement
Total revenues $ 5904 $I91.5 $ 7819 $292.2 $ 354 $ 57 $(16.7) $1,098.5
Depreciation and decommissioning 70.9 8.2 79.1 1.0 3.3 0.3 - 83.7
Other income (expense) 7.2 0.1 7.3 0.2) 0.3) 57 (3.6) 8.9
Interest expense 24.0 4.5 285 03 4.6 1.3 (8.5) 36.2
Provision for income taxes 32.0 74 39.4 (2.6) (4.7) (2.4) - 29.7
Income available
for common shareholders 56.1 1.2 67.3 (3.5) (3.8) 0.4) - 59.6
Balance Sheet
Total assets 1,247.9 2674 15153 64.8 190.2 184.3 (138.1) [.816.5
Cash expenditures for long-lived assets  120.9 19.8 140.7 0.1 132.] 0.3 - 2732

# Includes only utility operations. Nonutility operations are included in the Other column.
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NOTE 21— QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

(Millions, except for per share amounts) Three Months Ended
2001
March June September December Total
Operating revenues $997.4 $577.2 $517.1 $583.8 $2,675.5
Net income $ 236 $ 117 $218 $ 205 $ 776
Average number of shares of common stock 26.5 28.6 287 29.2 28.2
Basic earnings per share * $0.89 $0.41 $0.76 $0.70 $2.75
Diluted earnings per share * $0.89 $0.41 $0.76 $0.70 $2.74
2000
March June Septemnber December Total
Operating revenues $398.8 $374.2 $456.9 $719.1 $1,949.0
Net income $ 292 $ 114 $ 129 $ 135 $ 670
Average number of shares of common stock 26.6 26.4 264 264 26.5
Basic earnings per share $1.10 $0.43 $0.49 $0.51 $2.53
Diluted earnings per share $1.10 $0.43 $0.49 $0.51 $2.53

Because of various factors, which affect the utility business, the quarterly results of operations are not necessarily comparable.

* Earnings per share for the individual quarters of 2001 do not total the year ended 2001 earnings per share amount because of the significant

changes to the average number of shares outstanding throughout the year.

NOTE 22— NEW ACCOUNTING STANDARDS

Effective January ', 2002. WPS Resources adopted
Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets.” Under Statement
No. 142, amo-tizatior of goodwill is no longer allowed.
Instead, an assessmert of fair value will be usec to test
for impairment of goodwill on an annual basis or wnen
circumstances incicate a possible impairment.

Maost of the goodwill at WPS Resources is refated 1
the Wisconsin Fuel and Light acquisition. in accordance with
the requirements of tne statement, we prepared an evaluation
of the fair market value of the gas utility business segment to
assess the potential impairment of the goodwill balence. Based
on the estimated ‘ai” vaiue, an impairment charge was not
requirec at January |, 2002,

In June 2001 the Financial Accounting Standards Board
finalizec Statement of Financial Accounting Standards No. 143,
"Accounting for Asset Retirement Obligations.” This statement
applies to all ertiues wih legal obiigations associated with the

retirement of a tangible long-lived asset that result from the
acquisition, construction, or development and/or normal
operation of a long-lived asset. An asset retirement obligation
should be recognized when it meets the definition of a liability
and be measured at fair value. We are still analyzing the
impact this statement will have on WPS Resources and its
subsidiaries. It will be effective for WPS Resources on

January I, 2003.

Fffective January |. 2002, we adopted Statement of
Financial Accounting Standards No. 44, "Accounting for the
Impairment or Disposal of Long-Lived Assets.” The statement
intends to unify the accounting for long-lived assets to be
disposed of, based on the framework established by Financial
Accounting Standards No. 121, "Accounting ‘or the Impairment
of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of." The statement didnt have a significant
impact on WPS Resources.

' CORPORATION



REPORT OF MANAGEMENT

’@
WPS Resources Corporation

The management of WPS Resources Corporation has
prepared and is responsible for the consolidated financial
statements and related financial information encompassed in
this Annual Report. Our consolidated financial statements
have been prepared in conformity with generally accepted
accounting principles. and financial information included
elsewhere in this report is consistent with our consolidated
financial statements.

We maintain a system of internal accounting control designed
to provide reasonable assurance that our assets are
safeguarded and that transactions are executed and recorded
in accordance with authorized procedures. Written policies
and procedures have been developed to support the internal
contrals in place and are updated as necessary.

We also maintain an internal auditing department that
reviews and assesses the effectiveness of selected internal
controls, and reports to management as to their findings and
recommendations for improvement.

Qur Board of Directors has established an Audit Committee,
comprised entirely of outside directors, which actively assists
our Board in its rcle of overseeing our financial reporting
process and system of internal control.

The accompanying consolidated financial statements have
been audited by Arthur Andersen LLP independent public
accountants, whose report follows.

oy g

Larry L. Weyers
Chairman, President, and Chief Executive Officer

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

Diane L. Ford
Vice President - Controller and Chief Accounting Officer

'A POWERFUL EQUATI®N

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

CANDERSEN

To the Board of Directors of
WPS Resources Corporation:

We have audited the accompanying consolidated balance
sheets of WPS Resources Corporation (a Wiscorsin
corporation) and subsiciaries as of December 31, 2001 and
2000, and the releted consolidated statements of income,
shareholders’ equity. and cash flows for each of the three
years in the period ended December 31, 2001. These
financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion
on these financial statemments based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasenable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining. on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management.

as well as evaluating the overal financial staterment
presentation. We believe that cur audits provide a
reasonable basis for our opinion.

In our opinior. the consolidated financial statements
referred to above present fairly, in all material respects,
the financial position of WPS Resources Corporation and
subsidiaries as of December 31, 2001 and 2000, and the
results of their operations and their cash flows for each of
the three years in the pericd ended December 31, 2001
in conformity with accounting principles generally accepted
in the United States.

LT S C o etttns Ll
Arthur Andersen LLP

Milwaukee, Wisconsin
January 28, 2002




FINANCIAL STATISTICS

Year Ended December 31
(Millions, except per share amounts

and number of employees) 2001 2000 1999 1998 1997
Total operating revenues $2,675.5 $1,949.0 $1,098.5 $1,063.7 $ 935.8
Net income 77.6 67.0 59.6 46.6 55.8
Total assets 2,870.0 2,816.1 8165 [,510.4 1,435.8
Preferred stock of subsidiaries 51.1 510 51.2 51.2 51.6
Long-term debt and capital lease obligation 727.8 660.0 584.5 343.0 347.0
Shares of common stock less treasury stock
and shares in deferred compensation trust

Outstanding at December 31 311 26.4 26.8 26.5 26.5
Average 28.2 26.5 26.6 26.5 26.5
Basic earnings per average share of common stock $2.75 $2.53 $2.24 $1.76 $2.10
Diluted earnings per average share of common stock 2.74 2.53 2.24 1.76 2.10
Dividend per share of common stock 2.08 2.04 2.00 1.96 1.92
Stock price $36.55 $36.8125 $25.125 $35.25 $33.8125
Book value per share $23.06 $20.75 $20.16 $19.61 $19.56
Return on average equity 12.8% 12.3% i1.3% 9.0% 10.8%
Number of common stock shareholders 23,478 24,029 25,020 26,319 27,369
Number of employees 2,856 3,030 2,900 2,673 2,902

CORPORATION. -




LEADERSHIP STAFF

BARBARA A. NICK
Manager - Corporate Services
Age 43/ Years of service |7

] PALIE

JERRY A. JOHNSON
Manager - Information Services
Age 52/Years of service 29

WILLIAM L. BOURBONNAIS, JR.
Manager - Rates anc

Ecoromic Evaluation

Age 56/Years of service 33
RANDALL G. JOHNSON

Manager - Corporate Transformation
Age 5S4/ Years of service 3|

DONALD R. CARLSON
Manager - Energy Supply
and Control

Age 51/ Years of service 26 TIMOTHY ). KALLIES
Manager - Customer Care
CHARLES A. CLONINGER Age 42/ Mears of service 18
Regioral Customer
Service Manager

Age 43/Years of service 20

PAUL ). LIEGEOIS

Utility Business Development Leader
Age Sl/Years of service 28
HOWARD R. GIESLER
Manage: - Pulliam Plant
Age 38/Years of service 15

DENNIS J. MAKI
Manager - Weston Plant
Age 53/Years of service 31

T

CHRIS E. MATTHIESEN
Director - Energy Supply
Cost Management

Age 45/Years of service 22

RICHARD |. BISSING
Director of Sales - Wisconsin
Age 41 /Years of service 12

JOHN T. KEENAN
Director - Producer
Pricing Structures

Age 48/ Years of service 2

DEBRA L. MC DERMID
Manager - Custorner Service
and Busiress System Operation
Age 45/ Years of service 22

JOHN K. MORTONSON
Director - Asset Management
Age 44/Years of service {9

ALAN M. BARGENDER
Plant Manager - Sunbury
Age £3/Years of service 16

MICHAEL W. CHARLES
Assistant to President
Age 52/Years of service 24

LEONARD J. RENTMEESTER
General Manager - Engireering
Services

Age 36/Years of service 8

GARY W. ERICKSON
Regional Customer Service Manager
Age 59/Years of service 33

Tities, age, and years of service are as of December 31, 2001.
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ROGER M. MC CAMBRIDGE
Regional Customer

Service Manager

Age 46/ Years o service 17

DALE N. MILLER
Regional Customer
Service Manager

Age 56/Years of service 31

EDWARD N. NEWMAN
Director - Environmental Services
Age 59/Years of service 27

DALE M. QUINN
Manager - Substation

and Transmission

Age 56/Years of service 30

BRUCE A. RIZOR
Director - Wholesale
Pricing Structures

Age 40/ Years of service 2

RICHARD j. SUSLICK
Director - Power Developmenrt
Age 58/Years of service |0

Years of service take into consideration service with WPS Resources Corporation or a system company.

MICHAEL I. RADTKE
Marager - Electric Distribution
Ergineering

Age 47/ Years of service 23

JACK C. RASMUSSEN
Manage~ - Purchasirg and Stores
ge 54/Years of service 3!

PETER J. VAN BEEK
Regional Customer
Service Manager

Age 56/Years of service 33

RALPH P ZAGRZEBSKI
Reg'onel Customer
Service Manager

Age 57/Years of service 35




BOARD OF DIRECTORS

A. DEAN ARGANBRIGHT
(Age 71)

Oshkosn, Wiscersin

Retired Chairman, Presdert,
and Chef Executve Officer
Wiscons.n Natioral Life
Insurance Compzny
(Director since 1972)

ROBERT C. GALLAGHER

(Age 63)

Creer Bay. Wiscorsin

President end Chef txecutve Officer
Associatec Banc-Cop

{Director since 1992}

JOHN C. MENG
(Age 57)

Green Bay, Wisconsin
Chairman of she Boarc
Schreiber Foocs, ne.

o)

{Director since 2050}

MICHAEL S. ARIENS
{Age 70;

Brilliorn., Wisconsin
Chairman

Ariens Company
{Director since 1974)

KATHRYN M.
HASSELBLAD-PASCALE
{Age 53)

Green Bay.

Hasselblad Machine Comoany, LLP
(Drector since 1987

WILLIAM F PROTZ, JR.
{Age 57)

Northfield. |Inois

President and Chief Executve Officer

Santa's Best
{Director sirce 2001}

RICHARD A. BEMIS

(Age 60)

Sheboygan Falls, Wisconsir

President and Chief Executive Officer
Bemis Manufacturing Company
(Director since 1983)

JAMES L. KEMERLING

(Age 62)

Wausau, Wisconsin

President and Chief Executive Oficer
Riiser Qil Company. Inc

(Director since 1988)

Lol

LARRY L. WEYERS

{Age 56)

Green Bay, Wisconsin
Chairman. Presider:. anc
Chief Executive Officer
WPS Resources Corporation
{Director since 1996)




OFFICERS

WPS Resources Corporation

LARRY L. WEYERS
Chairman, Presicert, and
Chief Executive Cfficer
Age 56/ Years of service (6

PATRICK D. SCHRICKEL
Sxecutive Vice President
hge 57/ Years of service 35

RALPH G. BAETEN *

Senior Vice President - Finarce
and Treasurer

Age 58/ Years of service 3|

THOMAS P MEINZ
Senior Vice Presicert - Public Affairs
Age 55/Years of service 32

PHILLIP M. MIKULSKY
Senior Vice President - Develooment
Age 53/Years of service 30

JOSEPH P O'LEARY
Senior Vice President and
Chief Financial Office~
Age 47/ fears of service |

BRADLEY W. ANDRESS
Vice Presicert - Marketing
Age 47/ Years of sevice 3

DIANE L. FCRD

Vice President - Cortroiler anc
Chief Accourting Officer

Age 48/Years of service 26

RICHARD E. JAMES
Vice President - Corporate Planring
Age 48/ ears of service 26

NEAL A. SHKARLA
Vice Presicent

Age 54/Years of service 3
BERNARD J. TREML

Vice President - Human Resources
Age 52/Years of service 29

GLEN R. SCHWALBACH

Assistant Vice President -

Corporate Plannirg

Age 56/Years of service 33

BARTH |. WOLF

Secretary and Manager - Legal Services
Age 44/Years of service 13

BRADLEY A. JOHNSON

Assistart Treasurer
Age 47/ Years of service 22
3

Wisconsin Public Service Corporation

LARRY L. WEYERS
Chairman and Chief Zxecutive Officer
Age 56/Years of service 16

PATRICK D. SCHRICKEL
Presicent and Chief Operatirg Office~
Age 57/ Years of service 35

RALPH G. BAETEN *

Senior Vice Presicert - Finance
and Treasurer

Age 58/Years of service 3I

THOMAS P MEINZ
Serior Vice President - Public Affairs
Age 55/Years of sevice 32

JOSEPH P O'LEARY
Senior Vice President and
Chief Firancial Officer
Age 47/ Years of service |

LAWRENCE T. BORGARD

Vice President - Distribution

and Customer Service

Age 40/ Years of service i7

DIANE L. FORD

Vice President - Conzroller and
Chief Accounting Officer

Age 48/Years of service 26
BERNARD |. TREML

Vice Presicert - Human Resources
Age 52/Years of service 29

DAVID W. HARPOLE

Assistant Vice Presicent - Erergy Supply
Age 46/Years of service 24
BARTH . WOLF

Secretary and Manager - Legal Services
Age 44/ Years of service 13
JEROME J. MYERS

Assistant Treasurer

Age 36/ Years of service 33
PAMELA R. CLAUSEN

Assistant Cont-oller
Age 51/ Years of service 14

* Retired February 28, 2002.
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p LNERGY
B SERVICES i

PHILLIP M. MIKULSKY

Chief Executive Officer

Age 53/Years of service 30

MARK A. RADTKE

Presicdent

Age 40/Years of servce i8

DANIEL J. VERBANAC

Serior Vice President

Age 38/ Years of service 17

DARRELL W. BRAGG

Vice President

Age 42/Years of service &

BETTY J. MERLINA

Vice President

Age 41/ Years of service €

RUQAIYAH Z. STANLEY-LOLLES

Vice President

Age 47/Years of service 3

BARTH . WOLF

Secretary

Age 44/ ears of service |3

RALPH G. BAETEN *

Treasurer

Age 58/Years of service 3|

GREGORY C. LOWER

Contraller

Age 47/ Years of service |

Titles. age, and years of service are as of December 31, 200/.

B PONER
 DEVELOPVMEN T,
GERALD L. MROCZKOWSKI
Chie® Executive Officer

Age 56/Years of service 33
CHARLES A. SCHROCK
Presicenrt

Age 48/Years of service 22
TERRY P JENSKY

Vice President - Operztiors
Age 48/Years of service 24
BARTH J. WOLF

Secrezary

Age “4/Years of service 13
RALPH G. BAETEN *
Treasurer

Age 58/Years of service 3l
GEORGE R. WIESNER

Cortroier
Age 44/ Years of service |7

PATRICK D. SCHRICKEL
Chairman. Presidert, and
Chef Executive Officer
Age 57/ Years of service 35

BARTH J. WOLF
Secreary
ears of service 13

Age 44
RALPH G. BAETEN *
Treasurer

Age 58/Years of service 3l

Years of service take into consideration service with WPS Resources Corporation or a system company.
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SHAREHOLDER INFORMATION

Shareholder Inquiries

Our Sharehclder Services staff (bottom of next page) can
be reached via telephcne between the hours of 7:30 a.m.
and 4:30 p.m., central time, Monday through Friday by calling
920-433-1050 or 8C0-236-1551.

Addresses and acditional telephone numbers are listed
on the back cover of This report.

Common Stock

The New York Stock Exchange is the principal market for
WPS Resources Corporation common stock which trades
under the ticker symbal of WPS.

You may purchase or sell our common stock through our
Stock Investment Plan cescribed below or through brokerage
firms and banks which offer brokerage services.

Common stock certificates issued before September |,
1994 bear the name of Wiscorsin Public Service Corporation
and remain valid certificates.

Effective December 16, 1996, each share of cur common
stock nas a Right asscciated with it which would entitle the
owner to purchase additiona: shares of common stock urder
specified terms and conditions. The Rights are not presently

exercisable. The Rights would become exercisable ten days after

a person or group (1) accuires 15% or more of WPS Resources

Corporation's common stock or (2) annources a tender offer

to acquire at ieast |5% of WPS Resources’ common stock.
On Decemoer 3!, 2001, we had 31,182,878 shares

of common stock outstanding which were owned dy

23,478 holders of record.

Common Stock Comparison (By Quarter)

Dividends Price Range
Per Share High Low
. 2001 Ist quarter $ .515 $36.6250 $31.0000
: 2nd quarter 515 35.2500 32.2000
3rd quarter 525 35.4000 32.0000
4th quarter 525 36.8000 33.2500
$2.080
2000 st guarter S 505 $26.6875 $22.6250
2nd guarter 505 32.2500  25.2500
3rd cuarer 515 33.2500 29.6250
4th quarter 515 39.0000 30.0625
$2.04C

Dividends

We have paid quarterly cash dividends on our common
stock since 1953, and we expect to continue that trend. Future
dividends are dependent on regulatory limitations, earnings, capital

requirements. cash flows, and cther finandial considerations.

Anticipated record and payrment dates for common stock
dividends paid in 2002 are:

Record Date Payment Date
February 28 March 20

May 31 June 20

August 30 September 20
November 29 December 20

As a record holder of our common stock, you may
have your dividends electronically deposited in a checking or
savings account at a financial institution. If you are a record
holder and your dividends are not electronically deposited,
we will mail your dividend check directly to you.

If you are a record holder of our common stock and
your dividend check is not received on the payment date,
wait approximately ten days to allow for delays in mall
delivery, After that time, call Shareholder Services to request
a replacement check.

Stock Investment Plan

We maintain a Stock Investment Plan for the
purchase of common stock which aliows persons
who are not already shareholders (and who are not
employees of WPS Resources or its system companies)
10 become participants by making a mininnum initial R,
cash investment of $100. Our Plan enables you to
"naintain registration with us in your own name
rather than with a broker in “street name.” T

i

The Stock Investment Plan also provides you
with options for reinvesting your dividends and making
optional cash purchases of common stock directly through
Shareholder Services without paying brokerage commissions,
fees, or service charges. Optional cash payments of not less
than $25 per payment may be made subject to a maximum of
$100.0C0 per calendar year. An automatic invesiment option
allows you to authorize the deduction of payments from your
checking or savings account automatically once each month,
on the 3rd day of the month, by electronic means for
investment in the Plan as optional cash payments.

Cash for investment must be received by the 3rd or I8th
day of the month for investment which generally commences
on or about the Sth or 20th day of the month or as socon
thereafter as practicable.

The shares you hold in our Stock Investrment Plan may
be sold by the agent for the Plan as you direct us, or you may
request a certificate for sale through a broker you select. We
will accumulate sale requests from participants and.




approximately every five business days, will submit a sale
request to the independent broker-dealer on behalf of
those participants.

Participation in the Stock Investment Plan is being offered
only by means of a Prospectus. If you would like a copy of
the Stock Investment Plan Prospectus, you may call us at
800-236-1551, contact us via e-mail by using our e-mail
address of investor@wpsr.com, or order or download
the Prospectus and enrollment forms using the Internet
at http:/Avww.wpsr.com under Financial Information.

Safekeeping Services

As a participant in the Stock Investment Plan you may
transfer shares of common stock registered in your name into
a Plan account for safekeeping. Contact Shareholder Services
for further details.

Preferred Stock of Subsidiary

The preferred stock of Wisconsin Public Service
Corporation trades on over-the-counter markets. Payment and
record dates for preferred stock dividends paid in 2002 are:

Record Date Payment Date
January 15 February |
April 15 ' May |

July 15 August |
October 15 November |

Stock Transfer Agent and Registrar

Questions about transferring common or preferred
stock, lost certificates, or changing the name in which
certificates are registered should be directed to our transfer
agent, U.S. Bank, N.A. at the address or telephone numbers
listed on the back cover.

Address Changes

If your address changes, call or write Shareholder Services.

Availability of Information
Company financial information is available on the Internet.
The address is http:/Awvww.wpsr.com.

A POWERFUL EQUATION

It is anticipated that 2002 quarterly earnings information
will be released on April 23, July 23, and October 29 in 2002
and on January 30 in 2003,

You may obtain, without charge, a copy of our 200l
Form 10-K, without exhibits, as filed with the Securities and
Exchange Commission, by contacting the Corporate Secretary,
at the Corporate Office mailing address listed on the back
cover, or by using the Internet.

Internet
Visit our award-winning web site at http:/Awww.wpsr.com

to find a wealth of information on  Ta "L SITEET @

our company and its subsidiaries.
The site will give you instant
access to Annual Reports, SEC
filings, proxy statements, financial
news, presentations, news
releases, career opportunities,
and much more. You may also

et

download a copy of the o
Prospectus for the Stock Investment Plan and the associated
forms for participation in the Plan.

The site is updated regularly, so visit it often.

Annual Shareholders’ Meeting

Our Annual Shareholders’ Meeting will be held on
Thursday, May 9,2002, at 10:00 a.m. at the Weidner Center,
University of Wisconsin — Green Bay, 2420 Nicolet Drive,
Green Bay, Wisconsin.

Proxy Statements for our May 9 2002 Annual
Shareholders’ Meeting were mailed to shareholders of
record on March 28, 2002,

Annual Report

If you or another member of your household receives
more than one Annual Report because of differences in
the registration of your accounts, please call Shareholder
Services so that account mailing instructions can be
modified accordingly.

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

WPS Resources Corpo
clockwise from top lef
Donna Sheedy; Investol
Services Représeritativ ,  )

Support Specialist; and Sue 2
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WPS Resources Corporation

CORPORATE OFFICE
700 North Adams Street
Green Bay, WI 54301

MAILING ADDRESS:

WPS Resources Corporation

P O. Box 1900i

Green Bay, Wl 54307-900I
TELEPHONE: 920-433-490I

FAX: 920-433-1526

WEB SITE: http://www.wpsr.com

SHAREHOLDER SERVICES
WPS Resources Corporation
700 North Adams Street
Green Bay, Wl 54301

MAILING ADDRESS:

WPS Resources Corporation

P O. Box 19001

Green Bay, Wi 54307-900I

TELEPHONE: 920-433-1050 or
800-236-155l

E-MAIL: investor@wpsr.com

WISCONSIN UTILITY INVESTORS, INC.
Wisconsin Utility Investors, Inc. (“WUI”)

is an independent, non-profit organization
representing the collective voices of utility

shareholders. It monitors and evaluates

industry issues and trends and is a resource
for its members, regulators, and the public.
WUI can be reached by calling 414-967-8791.

EQUAL EMPLOYMENT OPPORTUNITY

WPS Resources Corporation is committed
to equal employment opportunity for all qualified
individuals without regard to race, creed, color,

religion, sex, age, national origin, sexual
orientation, disability, or veteran status.

To that end, we support and will cooperate

fully with all applicable laws, regulations,

and executive orders in all of our employment

policies, practices, and decisions.
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Mr. Joseph P O’Leary
Senior Vice President and
Chief Financial Officer
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