CATEGORY 1

REGULM..hfINFORMATION DISTRIBUTHN‘.hEHTM (RIDS)

ACCESSION NBR:9610040051 DOC.DATE: 96/10/01 NOTARIZED: NO DOCKET #
FACIL:50-305 Kewaunee Nuclear Power Plant, Wisconsin Public Servic 05000305
AUTH .NAME AUTHOR AFFILIATION

GUTTERMAN,A.H. Morgan, Lewis & Bockius /
RECIP.NAME RECIPIENT AFFILIATION e ééﬁaag
Document Control Branch (Document Control Desk)

SUBJECT: Advises NRC of proposed business transaction contemplated by
Agreement & Plan of Merger 951110 between WPL Holdings Inc,
Interstate Power Corp & IES Industries Inc. c

DISTRIBUTION CODE: ZZZZD COPIES RECEIVED:LTR _‘ ENCL _‘ SIZE: /79+ Zlm A

TITLE: SPECIAL DISTRIBUTION - PDR AVAILABLE - T
NOTES :
E
RECIPIENT COPIES RECIPIENT COPIES
ID CODE/NAME LTTR ENCL ID CODE/NAME LTTR ENCL G
(o)
R
50~
305 v
P LTR ENCL

M - J. LAUFER. . 1

PD — PD3_3 ....... 2 2

1

1
1 D

1
1 (o)

1
—_— ( C

8 8
U
M
E
N
T

NOTE TO ALL "RIDS" RECIPIENTS:
PLEASE HELP US TO REDUCE WASTE. TO HAVE YOUR NAME OR ORGANIZATION REMOVED FROM DISTRIBUTION LISTS

OR REDUCE THE NUMBER OF COPIES RECEIVED BY YOU OR YOUR ORGANIZATION, CONTACT THE DOCUMENT CONTROL
DESK (DCD) ON EXTENSION 415-2083

TOTAL NUMBER OF COPIES REQUIRED: LTTR & ENCL V.4



Morgan, Lewis
202-467-7000 & BOCkluS LLP
Fax: 202-467-7176 COUNSELORS AT LAW

1800 M Street, N.W.

Washington, D.C. 20036-5869

Alvin H. Gutterman
202-467-7468

October 1,1996

Document Control Desk
U.S. Nuclear Regulatory Commission
Washington, D.C. 20555

Re: Wisconsin Power & Light Company (Kewaunee
Nuclear Power Plant), NRC License No. DPR-43

This letter is to formally advise the Nuclear
Regulatory Commission ("NRC" or "the Commission") of the
proposed business transaction contemplated by the Agreement and
Plan of Merger ("Merger Agreement") dated November 10, 1995, as
amended, between WPL Holdings, Inc. ("Holdings"), Interstate
Power Corporation ("IPC") and IES Industries Inc.

("Industries"). To the extent required by Section 184 of the
Atomic Energy Act of 1954, as amended ("the Act," 42 U.S.C.
§ 2011, et seg.), Wisconsin Power & Light Company ("WPL")

requests the Commission's consent to any transfer of indirect
control of the possession only license held by WPL for Kewaunee
Nuclear Power Plant ("Kewaunee"), NRC License No. DPR-43. The
effectuation and timing of the merger transactions will depend
upon the receipt of various federal and state regulatory
approvals. Assuming all regulatory and shareholder approvals,
the merger transactions will be effective on that date or as
soon thereafter as all the required regulatory approvals are
obtained. The parties anticipate completion of the merger
transactions in the first half of 1997.

Holdings, a Wisconsin corporation with its
headquarters in Madison, Wisconsin, is an intrastate holding
company owning electric and gas utilities, and other non-
regulated entities engaged in power marketing and business
development in the areas of affordable housing, environmental
engineering and energy services. Holdings' principal
subsidiary, WPL, also a Wisconsin corporation, provides
electric, gas and water service in south-central Wisconsin.
WPL serves approximately 370,000 electric retail and 140,000
natural gas customers in more than 600 communities over 16,000L42qu)
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square miles of territory in south central Wisconsin. WPL's
rates are subject to regulation by the Wisconsin Public Service
Commission. WPL is also a minority owner and co-licensee of
Kewaunee, NRC License No. DPR-43, issued pursuant to Section
104 (b) (42 U.S.C. § 2134(b)) of the Act. WPL owns a 41.0%
interest in Kewaunee. Kewaunee is operated by its principal
owner, Wisconsin Public Service Corporation. WPL plays no
direct role in the operation or management of Kewaunee.

Industries, an Iowa corporation with its headquarters
in Cedar Rapids, Iowa, is an intrastate holding company owning
electric and gas utilities and other non-regulated entities
engaged in various businesses, including oil and natural gas
production and marketing, independent power production,
railroad and other transportation services in the Midwest, and

local real estate development. Industries' principal
subsidiary, IES Utilities Inc. ("IES"), provides electric and
gas service to approximately 500,000 customers in Iowa. IES is

also the principal owner and the operator of the Duane Arnold
Energy Center ("DAEC") for which it holds License No. DPR-49 as
a co-licensee with co-owners Central Iowa Power Cooperative and
Corn Belt Power Cooperative.y

IPC, a Delaware corporation with its headquarters in
Dubuque, Iowa, is an operating public utility providing
electric and gas service to approximately 210,000 customers in
portions of northwestern Illinois, northeastern Iowa, and
southern Minnesota. IPC's only subsidiary, Interstate
Development Company, Inc. is engaged principally in real estate
acquisitions and sales.

Pursuant to the Merger Agreement, (i) Industries will
be merged with and into Holdings, with Holdings as the
surviving corporation ("the Industries merger"); (ii) WPLH

Acquisition Co., Inc., a wholly-owned subsidiary of Holdings
incorporated in Wisconsin ("Acquisition"), will be merged with
and into IPC, which merger ("the IPC merger") will result in
IPC becoming a wholly-owned subsidiary of Holdings; and

(iii) Holdings will then change its name to Interstate Energy
Corporation ("Interstate").

According to the terms of the Merger Agreement,
Interstate's three utility subsidiaries, WPL, IPC, and IES,
will remain separate utility companies for a minimum of three
years after the combination takes place. The headquarters

1/ IES Utilities is submitting under separate cover its request

for NRC consent, to the extent required under Section 184 of
the Act, to any transfer of indirect control of its license
for DAEC which may result from the proposed merger
transactions.
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locations of Interstate's three utility subsidiaries will not
be affected as a result of these transactions.

A number of changes will be made in the Articles Of
Incorporation and/or Bylaws of Holdlngs— in connection with
the merger, including: (1) a change in the name of Holdings to
Interstate; (2) an increase in the authorized capital stock of
Holdings to allow for the conversion of Industries and IPC
common stock into Holdings common stock and to enable :
Interstate to issue additional shares in the future; and (3) a
change in the authorized number of members of the Board of
Directors to fifteen, initially comprised of six members each
from Holdings and Industries, and three members from IPC.

After the merger transactions, Mr. Lee Liu, Chairman
and CEO of Industries, will become Chairman of Interstate; Mr.
Wayne Stoppelmoor, Chairman and CEO of IPC, will serve as Vice
Chairman of Interstate; and Mr. Erroll Davis, Jr., President
and CEO of Holdings, will serve as Director, President and CEO
of Interstate. Two years after the combination, Messrs. Liu
and Stoppelmoor will step down and Mr. Davis will succeed Mr.
Liu as Chairman. All of Interstate's fifteen directors will be
U.S. citizens and will be identified prior to the consummation

of the merger.

It should be noted that (1) after consummation of the
merger transactions, Holdings, renamed Interstate, will remain
the corporate parent of WPL and the current shareholders of
Holdings will become shareholders of Interstate; Interstate
will continue to exercise direct control over WPL and indirect
control over WPL's NRC license to own a portion of Kewaunee;
Interstate will not be owned, controlled, or dominated by any
alien, foreign corporation or foreign government; (2) WPL will
continue to hold License No. DPR-43 and own its interest in
Kewaunee; (3) no change in the management or operation of
Kewaunee will result from the merger; (4) WPL will continue to
be an "electric utility" within the meaning of 10 CFR § 50.2
subject to regulation by the Public Service Commission of
Wisconsin and the Federal Energy Regulatory Commission ("FERC")
after the merger; (5) all of the individuals to be elected to
the Board of Directors of Interstate will be U.S. Citizens; (6)
the common stocks of Holdings, Industries and IPC are all
widely held and no single person or entity currently owns 5% or
more of the outstanding shares of any of these companies, so
that upon consummation of the merger no former shareholder of
any of the companies is expected to acquire more than 5% of the
outstanding shares of common stock of Interstate; and (7) the
merger has been reviewed by the Department of Justice pursuant

2/ There will be no change in the Articles of Incorporation or
Bylaws of WPL as a result of the merger transactions.
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to the Hart-Scott-Rodino Act, and is subject to the approval of
the Public Service Commission of Wisconsin, the Iowa Utilities
Board, the Minnesota Public Utilities Commission, the Illinois
Commerce Commission, the FERC, the NRC,% and the Securities
and Exchange Commission.

In our view, the transaction does not require any
action on the part of the NRC with respect to License
No. DPR-43. No direct or indirect transfer of control of
License No. DPR-43, as contemplated by Section 184 of the Act
and 10 CFR § 50.80, will occur as a result of the proposed
merger. There will obviously be no "direct" transfer of
control of an NRC license from one legal entity to another
since WPL will continue to hold License No. DPR-43 and continue
to own its interest in Kewaunee after the merger. There will
also be no "indirect" transfer of control of the license since
WPL will remain a wholly-owned subsidiary of Holdings (renamed
Interstate) which will continue to be the "indirect" owner of
the license by virtue of its ownership and control of WPL .Y

This result is consistent with (a) the position
apparently taken by the NRC in the past with respect to a
licensee whose holding company parent acquired an additional
utility subsidiary,® and (b) the position taken by the NRC in

2/ IES is separately requesting NRC consent to any indirect

transfer of control resulting from the Industries merger.

4/ In the past, the NRC has apparently taken the position that

a corporate restructuring involving the establishment of a
new holding company parent of a utility possessing an NRC
license constitutes an indirect transfer of control of a
license under Section 184, since the new parent company
becomes an indirect owner of the license. See Wisconsin

Public Service Corp., 53 Fed. Reg. 1692 (Jan. 21, 1988);
nsumex , 52 Fed. Reg. 18,300 (May 14, 1887);
Southern California Edison Co., 52 Fed. Reg. 46,694 (Dec. S,
1987); Iowa Electric Light & Power Co., 51 Fed. Reg. 23,010
(June 24, 1986); Wisconsin Electric Powexr Co,, 51 Fed. Reg.
35,312 (Oct. 2, 1986). In all of those cases, the consent

of the Commission was granted. See, e.g., letter of June
30, 1986, in NRC Docket No. 50-331 from Robert M. Bermnero,
Director, Division of BWR Licensing, Office of Nuclear
Reactor Regulation, to Mr. Lee Liu, Chairman of the Board
and Chief Executive Officer, IE. In contrast, in this case,
no new corporate entity is being established. Holdings is,
and will remain, the parent of WPL and indirect owner of
License No. DPR-43 under its new name, Interstate.

2/ For example, in 1988, the Southern Company, a public utility

(continued...)
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the past with respect to another licensee whose holding company
parent merged with another holding company .2

Finally, since the Kewaunee license was issued under
Section 104 (b) of the Act, antitrust review of the transaction
pursuant to Section 105(c) (1) and (5) of the Act (42 U.S.C.
§ 2135(c) (1) and (5)) is not required. As specified in Section
105 (c) (2) of the Act (42 U.S.C. § 2135(c) (2)), those provisions
apply only to licenses issued under Section 103 (42 U.S.C. §
2133). See, Ft., Pierce Utils, Auth, v, United States, 606 F.24
986, 1000 (D.C. Cir.), cert. denied, 444 U.S. 842 (1979).%

However, should the NRC believe that the proposed
transactions entail an indirect transfer of control of WPL's
license to own a portion of Kewaunee, WPL requests the
Commission's consent to any such transfer and provides in
Exhibit B the additional information specified in 10 CFR
§§ 50.80 and 30.34(b). Exhibit C contains a list of the
current NRC licenses held by WPL.

A copy of the Merger Agreement and the two amendments
to it, along with the Proxy Statement and its supplement, are
enclosed as Exhibit A. As noted, the parties contemplate that
the merger will be effected, subject to regulatory and
shareholder approval, by the first half of 1997. 1In the event
the NRC has any questions or requires additional information,
please contact the undersigned at your earliest convenience.

(...continued) _
holding company with several utility subsidiaries holding
NRC licenses (i.e. Alabama Power Company, Georgia Power

Company), issued additional shares of common stock and
acquired Savannah Electric & Power Company as part of a
merger transaction. See Southern Company, Holding Company
Act Release No. 24579, 40 SEC Docket No. 6 (CCH) 350 (Feb.
12, 1988). No NRC consent was apparently obtained or
required in connection with this transaction.

&/ In May 1991, NRC determined that no NRC action was required

in connection with the merger of IE Industries, the holding
company and parent of Iowa Electric Light and Power Company
(owner and operator of DAEC) with Iowa Southern, Inc. See
letter from T. Murley to L. Liu dated May 6, 1991, Dkt.

No. 50-331.

z/ The NRC has recently confirmed that plants licensed under

Section 104 (b) are not subject to this antitrust review
requirement. See Safety Evaluation for Proposed
Organization and Financial Restructuring of SDG&E, San
Onofre Nuclear Generating Station, note 1, April 20, 13890.
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We will be pleased to cooperate fully in providing any
additional information that the NRC may require.

Sincerely,

o e

Alvin H. Gutterman
Morgan, Lewis & Bockius LLP
Attorneys for Wisconsin Power & Light Company

cc: Regional Administrator - NRC Region III
NRR Project Manager - Kewaunee
NRC Senior Resident Inspector, Kewaunee

Attachments:
Affidavit to U.S. Nuclear Regulatory Commission
Exhibit A - Proxy Statement and Merger Agreement Executed
Between WPL Holding, Inc., Interstate Power
Corp. and IES Industries Inc., and Supplement
to the Proxy Statement with Amendment No. 2 to
the Merger Agreement. ‘

Exhibit B - Request for NRC Consent to Indirect Transfer
of Control of License No. DPR-43

Exhibit C - Current NRC Licenses Held by WPL



UNITED STATES NUCLEAR REGULATORY COMMISSION

Wisconsin Power & Light Company Docket Nos. 50-305, 3009260
3014155 and 3032136

INDIRECT TRANSFER OF CONTROL OF NRC LICENSES

Wisconsin Power & Light Company (“WPL”), a Wisconsin corporation,
is seeking the Commission’s consent, to the extent required by
Section 184 of the Atomic Energy Act of 1954, and pursuant to 10
CFR § 50.80 and 30.34(b), for transfer from WPL Holdings of
indirect control over the NRC license currently held by WPL to
Interstate Energy Corporation (“Interstate”). Exhibit A contains
a copy of the merger agreement executed among WPL Holdings, Inc.
(“Holdings”), Interstate Power Corporation (“IPC”), and IES
Industries Inc. (“Industries”). Exhibit B provides the necessary
information to support the request for the Commission’s consent
to the transfer of indirect control. Exhibit C contains a list

of WPL’s NRC licenses.



This letter contains no Restricted Data or other Defense

Information.
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Daniel A. Doylé/
Vice President - Power Production
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\
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\
|
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\
\
|
|
Wisconsin Power & Light Company
\
|

public in and for said County, personally appeared Daniel A.
Doyle, and being duly sworn acknowledged that he is authorized to
execute this document on behalf of Wisconsin Power & Light
Company, that he knows the contents thereof, and that to the best
of his knowledge, information and belief the statements made in
it are true and that it is not interposed for delay.

Sandra L. Turk
Notary Public, Dane County, WI
My Commission expires 6/21/98

On this 26th day of September, 1996 before me a notary
|



EXHIBIT B

Indirect Transfer of Control of NRC Licenses

Information Requested by
10 CFR Part 50, Section 50.80; and
10 CFR Part 30, Section 30.34(b)

for Transfer of License

This submittal requests, to the extent required by Section 184 of
the Atomic Energy Act of 1954, as amended ("the Act", 42 U.S.C.
2011 et seg.), the consent of the Nuclear Regulatory Commission
("NRC" or "the Commission"), pursuant to 10 CFR §§ 50.80,
30.34(b) for transfer of indirect control over the NRC licenses
currently held by Wisconsin Power & Light Company ("WPL") as

listed in Exhibit C.

I. DESCRIPTION OF THE PROPQSED MERGER TRANSACTIONS

On November 10, 1995, WPL Holdings, Inc. ("Holdings"), IES
Industries Inc. ("Industries"), and Interstate Power Company
("IPC"), executed an Agreement and Plan of Merger ("Merger
Agreement") . WPL is a wholly-owned subsidiary of Holdings.
IES Utilities ("IES") is a wholly-owned subsidiary of
Industries. This merger will enable IES, WPL and IPC to

provide more efficient and economic utility services,



thereby benefitting the customers and shareholders, and the
communities in which IES, WPL and IPC provide utility

services.

Holdings, a Wisconsin corporation with its headquarters in
Madison, Wisconsin, is an intrastate holding company owning
electric and gas utilities, and other non-regulated entities
engaged in power marketing and business development in the
areas of affordable housing, environmental engineering and
energy services. Holdings' principal subsidiary, WPL,
provides electric, gas and water service in south-central
Wisconsin. WPL serves approximately 370,000 electric retail
and 140,000 natural gas customers in more than 600
communities over 16,000 square miles of territory in south-
central Wisconsin. WPL's rates are subject to the Wisconsin
Public Service Commission. WPL is a minority owner and co-
licensee of the Kewaunee Nuclear Power Plant ("Kewaunee"),
NRC License No. DPR-43, and holds materials license, as

identified in Appendix C.

Industries, an Iowa corporation with its headquarters in
Cedar Rapids, Iowa, is an intrastate holding company owning
electric and gas utilities and other non-regulated entities
engaged in various businesses, including oil and natural gas
production and marketing, independent power production,

railroad and other transportation services in the Midwest,



and local real estate development. Industries' principal
subsidiary, IES, provides electric and gas service to
approximately 500,000 customers in Iowa. IES is also the
principal owner and the operator of the Duane Arnold Energy
Center (DAEC) for which it holds License No. DPR-49 as a co-
licensee with co-owners Central Iowa Power Cooperative and

Corn Belt Power Corporation.

IPC, a Delaware corporation with its headquarters in
Dubuque, Iowa, is an operating public utility providing
electric and gas service to approximately 210,000 customers
in portions of northwestern Illinois, northeastern Iowa, and
southern Minnesota. IPC has one subsidiary, IPC Development
Company, Inc. engaged in real estate acquisitions and sales.
Neither IPC nor Interstate Development possesses any NRC

materials licenses.

Under the Merger Agreement, Industries will merge into
Holdings. Also, in connection with this merger, IPC will
merge with a newly created subsidiary of Holdings. IPC will
survive as a subsidiary of Holdings. Holdings will then
change its name to Interstate Energy Corporation
("Interstate"), which will become a registered holding
company under the Public Utility Holding Company Act. TUpon
completion of the merger transactions, WPL, IES and IPC will

become separate, wholly-owned subsidiaries of Interstate.




Also as a result of the merger, the non-regulated
subsidiaries of Holdings and Industries will become
organized under a separate, wholly-owned, non-regulated
subsidiary of Interstate. Figures A-1 and A-2 show the
organizational structure before and after the merger

agreement.

The merger transactions will be a merger of equals.¥ Thus,
upon completion of the transactions, the former stockholders
of Industries and IPC will become stockholders of Holdings.
All Holdings stockholders will then exchange their shares
for shares of Interstate. WPL, IES and IPC will be wholly-

owned subsidiaries of Interstate.

In addition to the approvals required from the NRC, the
proposed merger will require the following major regulatory

approvals:

Federal Approvals

3 1. Federal Energy Regulatory Commission (FERC). The

parties are required to obtain authorization and

i Holders of common stock of Industries will exchange their
shares for 1.14 shares of Holdings. IPC shareholders will
exchange their shares for 1.11 shares of Holdings. Each
share of Holdings common stock will be transferred into
exactly one share of Interstate stock when Holdings changes
its name to Interstate.



approval of the merger from FERC. Application for this
approval was submitted on March 1, 1996. On June 4,
1996, the parties filed a supplement to the original
application. On July 29, 1996, the parties filed a
Second Supplemental Application. On September 12,
1996, the parties filed a Third Supplemental

Application.

riti nd BExch igsi E . On July 11,
1996, the parties filed an immediately-effective S-4 .
registration under the Securities Act. After the
execution of Amendment No. 2 to the Merger Agreement,
the parties again filed an S-4 registration on August
19, 1996. On August 22, 1996, following the filing of
an amendment, the S-4 was declared effective by the
SEC. On July 26, 1996, the parties filed form U-1,
requesting approval of acquisition of securities and
utility assets under Sections 9 and 10 of PUHCA.
Immediately prior to consummation of the merger, the
parties will file for U-S5A notification of registration
as a holding company. Within 90 days of that
notification, the parties will file the required

registration statement, form U-5B.

Department of Justice/Federal Trade Commission. The

parties to the transactions filed Premerger



3.

Notification and Report Forms with the Federal Trade
Commission and the Antitrust Division of the Department
of Justice, as required by the Hart-Scott-Rodino
Antitrust Improvements Act of 1976 (HSR Act), on Juné
7, 1996. The statutorily mandated 30-day waiting
period expired without the issuance of a Request for
Additional Information at 11:59 p.m. on July 7, 1996.
The requirements of the HSR Act thus no longer are an
impediment to consummation of the proposed transaction
and there are no remaining obligations under the
antitrust laws that must be satisfied in order to

consummate the transaction.

Public Service Commission of Wisconsin. The parties

filed for approval of the holding company structure and

for approval of the merger on March 1, 1996.

Minneso Publi iliti mmigsion. The parties

filed for approval of the merger on March 1, 1996.

Iow iliti B . The parties submitted an
application for approval of the merger on March 6,

1996. That application was subsequently withdrawn on




IT.

May 1, 1996, pending re-filing after completion of the

proposed operating and service agreements.

4. llinoi r ission. The parties filed for

approval of the merger on March 7, 1996.

REQUESTED CONSENT

The merger described in this request does not require any
change in the design, operation, technical specifications,
or conditions of the licenses of Kewaunee. However, it does
expand the ownership of WPL from Holdings' current
shareholders to include the combined former shareholders of
Holdings, Industries, and IPC. Additionally, Holdings will
change its name to Interstate. Accordingly, to the extent
required by Section 184 of the Act, WPL requests the timely
consent of the NRC, pursuant to 10 CFR §§ 50.80 and 30.34 (b)
for transfer of indirect control over the NRC licenses

currently held by WPL.

10 CFR § 50.80 requires an application for transfer of a
license to include as much of the information with respect
to the identity and technical and financial qualifications
of the proposed transferee as would be required if the

application were for an initial license under that Part.
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While 10 CFR § 30.34(b) does not specify the particular
information required for a license transfer, the information
requested in Information Notice 89-25 Rev. 1 is provided
within this request for consent. The information required
by these provisions is set forth below. This information
demonstrates that WPL remains qualified to be the holder of
its license for Kewaunee and that any transfer of indirect
control to Interstate is consistent with all applicable
provisions of law, NRC regulations, and orders issued by the

Commission.

INFORMATION PER 10 CFR SECTIONS 50.33 AND 30,34 (B)

A. Name of Licensee:

Wisconsin Power and Light Company

B. Address of Applicant:

Wisconsin Power and Light Company

222 West Washington Avenue

Madison, WI 53703

C. Description of Business or Occupation of Licensee:



WPL, a Wisconsin corporation, is a wholly-owned
subsidiary of Holdings. While also a holding company,
WPL is predominately a utility company exempt from
registration under PUHCA. WPL provides electric energy
and gas in Southern and Central Wisconsin. WPL is
engaged principally in generating, purchasing,
distributing and selling electric energy at retail and

at wholesale.

Organization and Management of Licensee

WPL is a wholly-owned subsidiary of Holdings. Upon
consummation of the merger transactions, WPL will
remain a wholly-owned subsidiary of Holdings (renamed
Interstate). WPL plays no direct role in the
operations or management of Kewaunee. WPL's principal

offices will remain in Madison, WI.

The current principal officers of WPL, who are all
citizens of the United States, and can be reached at
222 West Washington Avenue, Madison, WI, 53703, are as
set forth below:

Mr. Erroll B. Davis, Jr.
President & Chief Executive Officer

A.J. (Nino) Amato
Senior Vice President

William D. Harvey
Senior Vice President



Elliot G. Protsch
Senior Vice President

Edward M. Gleason
Corporate Secretary, Controller and Treasurer

Daniel A. Doyle
Vice President-Power Production and Wholesale Services

Barbara J. Swan
Vice President and General Counsel

Pamela J. Wegner
Vice President - Information Technology
and Administration

Kim K. Zuhlke
Vice President - Customer Sales & Service

The current directors of WPL, who are also citizens of
the United States, and can be reached at 222 West
Washington Avenue, Madison, WI, 53703, are as set forth
below:

Erroll B. Davis, Jr.

Katharine C. Lyall

Henry F. Scheig

Milton E. Neshek

Henry C. Prange

Carol T. Toussaint

Rockne G. Flowers

L. David Carley

Judith D. Pyle

Donald R. Haldeman

The Merger Agreement provides that, at the time

Holdings becomes Interstate, the Board of Directors of

10




Interstate will be comprised of 15 members, divided
into three classes of 5 members each. Of the 15
members, 6 will be designated by Holdings, 6 will be
designated by Industries, and 3 will be designated by
IPC. The first class of directors will serve for a
l1-year term. The second class will serve for a 2-year
term. The third class will serve for a 3-year term.
After the merger transactions, Mr. Lee Liu, Chairman
and CEO of Industries, will become Chairman of
Interstate; Mr. Wayne Stoppelmoor, Chairman and CEO of
IPC, will serve as Vice Chairman of Interstate, and Mr.
Davis, President and CEO of Holdings, will serve as
Director, President and CEO of Interstate. The
remainder of the Interstate Board of Directors, upon
consummation of the merger, will be identified prior to
the consummation of the merger. All of the Directors

will be U.S. citizens.

Following the proposed business combination and
transfer, Interstate will not be owned, controlled, or
dominated by any alien, foreign corporation or foreign
government. WPL is not acting as agent or
representative of any other person in this request for

a license transfer.

11
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INFORMATION PER 10 CFR SECTIQNS 50.33(f) AND 30.34(b) -

NANCTAL ALT TION

As specified in Facility Operating License DPR-43, WPL is
licensed, pursuant to Section 104 (b) of the Act and 10 CFR
Part 50, to own a portion of Kewaunee. 10 CFR § 50.33(f)
exempts "electric utilities" licensed pursuant to Section
103 or Subsection 104 (b) of the Act from the requirement to
demonstrate financial qualifications. Moreover, WPL is and
will remain an "electric utility" within the meaning of

10 CFR § 50.2 following consummation of the merger, in that
it will remain an "entity that generates or distributes
electricity and which recovers the cost of this electricity,
either directly or indirectly, through rates established by
the entity itself or by a separate regulatory authority".
The business of WPL will remain essentially unchanged upon
consummation of the merger and it will continue to be
regulated by the Public Service Commission of Wisconsin and

the FERC.

The merger, therefore, will not adversely affect WPL's
ability to obtain the funds necessary to cover its share of
costs for the safe operation, maintenance, repair,
decontamination and decommissioning of Kewaunee. WPL's
liability for such costs and for its obligations under 10
CFR Part 140 and 10 CFR § 50.54 (w) will not be affected by

the merger.

12



VI.

Although WPL is exempt from the requirement to submit
financial qualification information in accordance with
10 CFR § 50.33(f), additional information pertaining to

decommissioning funding is provided in Section VI below.

INFORMATION PER 10 CFR PART 50, SECTIONS 50.33(i) AND 50.37

- AGREEMENT LIMITING ACCESS TO RESTRICTED DATA

This request does not contain any Restricted Data or other
classified Defense Information and it is not expected that

any such information will become involved.

INFORMATION PER 10 CFR PART 50, SECTION 50.33(k) AND 10 CFR

PART 30, SECTION 30.34(b) - DECOMMISSIONING

As explained above, the financial qualifications of WPL will
not be adversely affected by the proposed merger.

Similarly, the merger will not affect the ability of WPL to
ensure funds necessary to cover its share of the costs for
decontamination and decommissioning of Kewaunee. No changes
in the decommissioning funding plan are anticipated due to
this proposed action. However, to provide additional
assurance of the availability of funds for decommissioning,
WPL agrees to provide the Director of Nuclear Reactor
Regulation a copy of its application to any other regulatory
authority, at the time it is filed, to transfer (excluding

13




VITI.

VIITI.

grants of a security interest or liens) from WPL to
Interstate or any other corporate affiliate, facilities for
the production, transmission or distribution of electric
energy having a depreciated book value exceeding one percent
(1%) of WPL's consolidated net utility plant as recorded on

its books of accounts.

INFORMATION PER 10 CFR PART 5Q,SECTION 50.34 AND 10 CFR PART

30, SECTION 30,34 (b) - TECHNICAL QUALIFICATIONS

This submittal does not involve a request for any change in
the design or operation of Kewaunee, nor any change in the
terms and conditions of the existing license or technical
specifications. WPL does not have a direct role in the
operation or management of the facility. Wisconsin Public
Service Corporation, the owner and licensed operator of
Kewaunee, will not be affected by this merger. There wili

be no changes in the management or operations of Kewaunee as

a result of this merger.

INFORMATION FOR ANTITRUST REVIEW PER 10 CFR PART 50,

SECTION 50.80 (b)

As noted above, WPL is licensed, pursuant to Section 104 (b)
of the Act to own a portion of Kewaunee. Accordingly, the
antitrust information required by 10 CFR § 50.33a, for

14



IX.

transfer of a license is not required.y The merger is, of
course, subject to separate federal antitrust reviews
addressing its potential effect on competition. This is
among the issues that will be considered by the FERC, and
certain state regulatory agencies. As noted above, the
parties filed appropriate notifications to the FERC and DOJ
under the HSR Act. The requirements of the HSR Act are no

longer an impediment to this merger.

EFFECTIVE DATH

Consummation of the business combination requires the
approval of other regulatory agencies identified in

Section I above. Industries, Holdings and IPC intend that
the business combination will take place as soon as possible
after all regulatory and shareholder approvals have been
obtained. WPL requests that the NRC review this request, to
the extent NRC consent is required, on a schedule that will
permit final action on it as promptly as possible and in any

event before January 1, 1997.

The NRC has recently confirmed that Section 104 (b) plants
are not subject to this antitrust review requirement. See
Safety Evaluation for Proposed Organization and Financial
Restructuring of SDG&E, San Onofre Nuclear Generating
Station, note 1, April 20, 1995.

15
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Figure A2
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EXHIBIT C

The following NRC Licenses are currently held by WPL:

Facility Operating Licenge

Kewaunee Nuclear Power Plant

Docket No. 50-305 License No. DPR-43

1)

2)

3)

ri Licen

License #48-18772-02, Docket #3014155, Edgewater Generating
Station, 3739 Lakeshore Drive, Sheboygan, WI, License

expires 3/31/2001

License #48-26304-01, Docket #3032136, Nelson-Dewey
Generating Station, Cassville, WI, License expired 7/30/96,

but is under timely renewal

License #48-15518-01, Docket #3009260, Colubmia Energy

Center, Portage, WI. License expires 4/30/2000.
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\/ N 222 West Washington Avenue
K/[/A WPL Holdings, Inc. ington Av

. PO Box 2568
The parent of Wisconsin Power and Light Company Madison WI 53701-2568

and Heartland Development Corporation 608/252-4888

Erroll B. Davis, Jr.
President and Chief
Executive Officer

July 23, 1996

Dear WPL Holdings, Inc. Shareowner:

We extend a cordial invitation to you to join us at the 1996 Annual Meeting of Shareowners of
WPL Holdings, Inc. (“WPLH”). The WPLH Annual Meeting will be held immediately following the
Annual Meeting of Shareowners of Wisconsin Power and Light Company at the Exhibition Hall at the
Dane County Expo Center, 1881 Expo Mall, Madison, Wisconsin, on September 5, 1996, at 10:00 a.m.
(Central Time). A lunch will be served following the meeting.

At this important meeting, the WPLH shareowners will be asked to approve a strategic three-way
business combination among WPLH, Cedar Rapids, Iowa-based IES Industries Inc. (“IES”) and
Dubugque, Iowa-based Interstate Power Company (“IPC”). WPLH, as the surviving holding company
in the merger transaction, will be renamed Interstate Energy Corporation.

The utility industry continues to undergo rapid change and is becoming increasingly competitive.
This new environment, driven by regulatory changes at the federal and state levels and by technologi-
cal advances, has and will continue to alter in a fundamental way the manner in which the entire

“utility industry does business. Your Board of Directors believes that the proposed combination with
IES and IPC will result in a combined business that will be well-positioned to compete in this new
environment.

Following consummation of the mergers, each share of WPLH common stock you own will repre-
sent one share of Interstate Energy Corporation common stock. As a shareowner of WPLH, you will not
need to exchange your WPLH stock certificates. In the mergers, each share of IES common stock will be
converted into 1.01 shares of Interstate Energy Corporation common stock and each share of IPC
common stock will be converted into 1.11 shares of Interstate Energy Corporation common stock. As
described in greater detail in the attached Joint Proxy Statement/Prospectus, the shares of WPLH
common stock issued in the mergers are expected to have attached thereto associated rights to purchase
common stock. Your Board has received a written opinion from its financial advisor, Merrill Lynch,
~ ‘Pierce, Fenner & Smith Incorporated, dated November 10, 1995, which was confirmed in a written

‘opinion dated the date of the attached Joint Proxy Statement/Prospectus, to the effect that, as of such
dates, and based upon the assumptions made, matters considered and limits of review as set forth'in
such opinions, the foregoing exchange ratios, taken together, are fair, from a financial point of view, to
WPLH. Wisconsin law does not provide shareowners of WPLH with statutory dissenters’ rights in
connection with the mergers.

Approval of the combination by the shareowners of WPLH, IES and IPC entitled to vote thereon
is a condition to the completion of the transaction. In addition, the transaction will be consummated
only after certain regulatory approvals are received and other conditions are satisfied or waived. If all
required approvals are received, it is presently anticipated that the proposed combination will be
‘completed during the first half of 1997.

At the WPLH Annual Meeting, you will also be asked to consider and vote upon certain proposed
amendments to the Restated Articles of Incorporation of WPLH, the election of three directors for
. terms expiring at the 1999 Annual Meeting of Shareowners, and the appointment of Arthur Andersen
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LLP as the independent auditors of WPLH for the year ending December 31, 1996. The amendments
to the Restated Articles are necessary to effect the name change from WPLH to Interstate Energy
Corporation and to ensure that Interstate Energy Corporation will have sufficient authorized but
unissued shares of common stock to complete the proposed combination, as well as to provide
Interstate Energy Corporation with the flexibility to issue shares in the future when the need arises
without the delay of having to obtain shareowner approval to authorize the issuance if not otherwise
required.

Each of the proposals to be considered at the WPLH Annual Meeting is described in greater detail
in the accompanying Notice and Joint Proxy Statement/Prospectus and its various attachments. I
encourage you to read these materials carefully.

The Board of Directors of WPLH has carefully reviewed and considered the terms and conditions of the
proposals to be voted upon at the WPLH Annual Meeting and believes that they are in the best interests of
WPLH and its shareowners, and unanimously recommends that shareowners vote “FOR” each of the
proposals described in the attached Joint Proxy Statement/Prospectus.

Your vote is important no matter how many shares you hold. Whether or not you plan to attend
the WPLH Annual Meeting, please fill out, sign and date the enclosed proxy card, and return it
promptly in the accompanying envelope, which requires no postage if mailed in the United States. If
you plan to join us at the WPLH Annual Meeting, please indicate the names of the individuals who will
be attending on the enclosed proxy card reservation form. To help with directions to the site for the
WPLH Annual Meeting, a map is provided on the last page of this document for your reference.
Parking will be available to you at no charge.

If you have any questions about the WPLH Annual Meeting, please call Shareowner Services at
608-252-3110 (local) or 1-800-356-5343 (toll-free).

Sincerely,

4

Erroll B. Davis, Jr.
President and Chief Executive Officer
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'NOTICE 'OF ANNUAL MEETING OF SHAREOWNERS

: Directly following the 10:00 a.m. Annual Meeting of Shareowners
of Wlsconsm Power and nght Company, September 5, 1996

,u- "

The Annual Meetlng of Shareowners of WPL/ Holdlngs Inc.,a Wisconsin corporation (“WPLH”),

will be held at the ExhibitionHall at the Dane County Expo Center, 1881 Expo Mall, Madison,

. Wisconsin, on September 5, 1996, directly following the 10:00 a.m., Central Time, Annual Meetmg of

Shareowners of Wisconsin Power and Light Company, for the followmg purposes, all of whlch are more
fully described in the accompanymg Joint Proxy Statement/Prospectus »

1. To consider and vote upon a proposal to approve the Agreement and Plan of Merger dated as
- of November 10, 1995, as amended’ (fogether with a-related Plan-of Merger, the “Merger

- Agreement’’), among WPLH, IES Industries Inc., an Towa corporation (“IES”), Interstate

, -Power Company, a Delaware corporation (“IPC’’), WPLH Acquisition Co., a Wisconsin corpo-

- ration and wholly-owned subsidiary of WPLH, and Interstate Power Company, a-Wisconsin -

corporation and wholly- owned subsidiary of IPC, a. copy of which is attached as'Annex A to

-the accompanying Joint Proxy Statement/Prospectus, and the transactions contemplated

thereby, including, among other things, the i issuance of shares of common stock of WPLH (to
be renamed Interstate Energy Corporatlon) pursuant to the terms of the Merger Agreement.

2. To consider and vote upon a proposal to approve amendments to the Restated Articles of Incorpo-
. ration of WPLH (a) to change the name of WPLH to Interstate Energy Corporation (the “Name
‘Change Amendment”) and (b) to increase the number of shares of common stock of WPLH

authorized for issuance from 100,000,000 to’ 200 000,000 (“the Common Stock Amendment,” and" .

. together with the Name Change Amendment,. the “WPLH Charter Amendments”).
3.- To elect a total of three directors for terms expxnng at the 1999 Annual 'Meeting of Shareowners

To appomt Arthur Andersen LLP as mdependent auditors for the year ending December 31 1996.

‘To consider and act.upon any other business that may properly come before the meetmg or
any adjournment or postponement thereof. ~ :

'Only the holders of common stock of record on. the'books of WPLH at the close of busmess on
July 10, 1996, are entitled to vote at the meeting or any adjournment or postponement thereof. All

Approval of proposals 1 and 2 are condltlons to the consummatlon of the transactions contem-
plated by the Merger Agreement. If approved by shareowners, each of the WPLH Charter Amend-
ments will become effective only if the transactions contemplated by the Merger Agreement are

consummated. As descrxbed in greater detail in the attached Joint Proxy Statement/Prospectus, the .
-shares of WPLH common stock issued in the mergers are expected to have attached thereto associated

rights to purchase common stock.

Please sign and return your proxy immediately. If you attend the meeting, you may withdraw your nroxy

at the registration desk and vote in person. All shareowners’ are urged tov return ‘their proxies promptly.

--such shareowners are requested- to-be present at the meetmg in- 1. person  or: by proxy, so- that the -
- presence of a quorum may be assured.




- July 23, 1996

Your. proxy covers all of your shares of common stock of WPLH. For present or past employees of

- WPLH or Wisconsin Power and Light Company, your proxy includes any shares held for 3 your account ’

under WPLH!s Dividend Reinvestment and Stock Purchase Plan. For shares credited to an account

. under the. Wisconsin Power and Light Company Employees’ Retirement Savings Plan. (formerly the

Employees’ Long Range Savings and Investment Plan), you will receive a form of proxy from the :
trustée of the plan : .

A copy of the 1995 Annual Report of WPLH has prewously been sent to you..

!
{

By ;Orderl of the Board of Directors

fM ;W

_Edward M. Gleason’ o
. Lo : . - .- Vice President, Treasurer and Corporate .
Sl . -Secretary - '

Madison, Wisconsin -

. R - v o
T

YOUR VOTE IS IMPORTANT NO MATTER HOW LARGE OR SMALL YOUR HOLDINGS MAY BE.TO
ASSURE YOUR REPRESENTATION AT THE ANNUAL MEETING, PLEASE DATE THE ENCLOSED
PROXY, WHICH IS SOLICITED BY THE BOARD OF DIRECTORS OF WPLH, SIGN EXACTLY AS °

YOUR ‘NAME APPEARS THEREON AND RETURN- IMMEDIATELY

|
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JOINT PROXY STATEMENT
)

F co
WPL HOLDINGS, ING;, .
' . 'IESINDUSTRIES INC. % . . e

PN

U AND oL
INTERSTATE POWER COMPANY

.‘ : ’ ' "‘:lv' ".m'. | ! (a_l)'elaware corpotjatlion)l"’% Tt ‘ ‘.', l': o .:' ‘
. PROSPECTU s T

cae e OF e
- UWPLHOLDINGS,INC." "1 . UL e b
. } ;t.‘,‘;v to be renamed . . o . i ‘ “ b o . ] ‘: o ‘ . N ‘
INTERSTATE ENERGY CORPORATION - " ... .. . /INTERSTATE POWER COMPANY = .
. .. .(aWisconsin corporation) ., o and i, © . (a Wisconsin corporation) - . - |
.. relating to shares of common stock 4 . "relating to shares of preferred stock ., .
., (and accompanying common stock BT o T i S
. ..purchase rights) . - R - S

This Joint Proxy. Statement/Prospectus relates to the proposed combination of WPL Holdings, Inc., IES Industries Inc.
- d Interstate Power Company into a single entity to be known after the combination ‘as Interstate Energy Corporation.,
llowing the combination, the utility subsidiaries of Interstate Energy Corporation (Wisconsin Power and Light Company,
'S Utilities Inc. and Interstate Power Company) will continue to operate as-separate- entities. Set forth below are
sclosures relating to (i) the proposed mergers and certain related transactions contemplated by the Agreement and Plan of
erger, dated as of November 10, 1995, as amended (together with a related Plan of Merger, the ‘“Merger. Agreement”), by
.d among WPL Holdings, Inc., a holding company incorporated under the laws of the State of Wisconsin (“WPLH"),
S Industries Inc., a holding company incorporated under the laws of the State of Iowa (“IES"), Interstate Power-Company,
1 operating public utility incorporated under the laws of the State of Delaware (‘IPC”), WPLH Acquisition Co., a wholly-
vned subsidiary of WPLH incorporated under the laws of the State of Wisconsin (“Acquisition’), and Interstate Power
ompany, a wholly-owned subsidiary of IPC incorporated under the laws of the State of Wisconsin-(‘‘New IPC’"), and (ii) the
\ection -of directors and certain other matters related to the annual meetings of each-6f WPLH, IES and IPC. The other
\atters to be considered at the annual meetings include: (i) in the case of WPLH, the approval of charter amendments
athorizing the change in corporate name to Interstate Energy Corporation and increasing the number of authorized shares
f common stock, the appointment»of’independent auditors, and the transaction of any~other-busiriéss'properly brought -
efore the meeting; (ii) in the case.of IES, the transaction of any other business properly brought before the meeting; and
iii) in thecase of IPC, the approval of'a charter amendment providing the holders of preferred stock of IPC with specified:

{ riglits -and-the transaction of any othet business properly brought before the meeting.™ '~ -~ .. . :
on consunimation of the mer'gér'g;’fpfb’iridéd‘fo‘r’lin'»the Merger Agreement, WPLH( hich will be renamed Interstate
Corporation’(“‘Interstate Energy’”’)at or' prior tosuch time) -will be ‘the holding-company of the utility and other
i including Wisconsin Powér and Light Company, ‘a. Wisconsin corporation (‘WP&L"), the utility and
e gubsidiaries cluding IES Utilities Tric.; an Iowd ¢orporat
|
|

, jon (‘“Utilities”) /hich,if required for regulatory
1:and into IES Utilities Inc., a corporation which will be a-wholly-owned subsidiary of IES incor-
the State of Wisconsin (“New Utilities”)), and TPC (which; if required for regulatory reasons, will

e Wisconsin-corporation, New IPC). Interstate Energy will bea registered public utility holding
lic Utility 'Holding Comipany Act-of 1935, as‘amended (the “1935 Act”). See ‘‘Regulatory Matters.”
roxy Statement/Prospectus, “Iriterstate Energy” shall refer' to WPLH from and after the effective

ovided for' in"the Merger-Agreement. "~ - L G L i
““Subject t lternative structure described below, the Merger Agreement provides for: (i) the merger of IES with and
into;WPLH, which merger ‘will result in the combination of WPLH and IES as a single company. (the “IES Merger”),
pursuant to which each outstanding share of common stock, no par value, of IES (“IES Common Stock’’) (other than shares
held by IES sharéowners who perfect dissenters’ rights under applicable state law (“IES Dissenting Shares”), and other
than shares owned by WPLH, IES.or IPC or any-of their respective subsidiaries,. which shares will be cancelled) will be
_converted into the right to receive 1.01 shares (the “IES Ratio”") of common stock, par value $.01 per share, of Interstate
Energy (“Interstate Energy Common Stock’); and (ii) the merger of Acquisition with and into IPC, which merger will result
in IPC becoming a subsidiary of Interstate Energy (the “IPC Direct Merger’"), pursuant to which (a) each outstanding share * "
of common stock, par. value $3.50 per share, of IPC (“IPC Common Stock”) (other than shares owned'by WPLH, IES or 1PC.
or any of their respective subsidiaries, which shares will be cancelled) will be converted into the right to receive 1.11 shares
_ (the “IPC Ratio,” and together with- the IES Ratio, ‘the ‘‘Ratios”) of Interstate Energy -Common Stock .and. (b) each
outstanding share of preferred stock, par value $50 per share, of IPC.(“IPC Preferred Stock'’) (other than shares held by
IPC preferred stockholders who perfect dissenters’ rights under applicable state law (“IPC Dissenting Shares™)) will remain
outstanding and shall be unchanged thereby (including with respect to the additional voting rights proposed to be approved
at the.IPC :annual meeting). Unless regulatory requirements require the foregoing transactions to be -consummated
pursuant to'the alternate structure described below, such transactions-will be effected in the manner described above.
e SR [Cover page is continued on the following page] oo S
'I_'HESE ‘SECURITIES ‘HAVE NOT ‘BEEN APPROVED OR DISAPPROVED BY THE ‘SECURITIES AND EXCHANGE
‘)MMlSSION OR ‘ANY STATE SECURITIES COMMISSION NOR'‘HAS “THE COMMISSION OR ANY STATE |

_E(_?_URITIES . COMMISSION ~PASSED* UPON THE‘ACCURACY "OR ADEQUACY OF THIS JOINT PROXY - -
L STA'I;EMENT/PRQSREC’!‘US_.:W_}{E?RESENTATION TO THE CONTRARY IS A::'CRIMINAL OFFENSE. T

his Joint Proxy Statement/Prospectus and ‘accompanying forms of lprdxy' are first being mailed to shareowners of

WPLH,_I_ES and IPC .on or about July 23, 1996. o
' The date of this Joint Proxy Stateme'nt/}'_’rospecths is July 11, 1996.




The Merger Agreement provides, however, that if prior to the consummation of the transactions described above, the
companies determine that certain regulatory requirements mandate that the utility subsidiaries of Interstate Energy be
Wisconsin corporations, the transactions will be consummated in a manner designed to comply with such regulatory
requirements. In that event, the (i) IES Merger will be effected as described above and (ii) Utilities will be merged with an
"into;New Utilities (the!‘“‘Utilities Reincorporation Merger”’), pursuant to which each outstanding share of common stoc
$2.50 par value, of Utilities (‘“Utilities Common Stock”)-will- be-converted into one share of common stock, $2.50 par value, o
New Utilities (“New Utilities Common Stock”). If the Utilities Reincorporation Merger is to be consummated, it is currently
anticipated that the shares of cumulative preferred stock, $50 par value, of Utilities (‘‘Utilities Preferred Stock”) then
. outstanding will be redéemed by Utilities prior to the consummation of such merger. Redemption of the Utilities Preferred
Stock is not expected to'occur as part of the transactions contemplated hereby if the Utilities Reincorporation Merger is not
required-to be effected. If the Utilities Reincorporation Merger is not effected, the Utilities Preferred Stock will remain
-outstanding and unchanged as a result of the transactions described herein. See “Summary — The Parties —- IES,”
“Summary — The Mergers”” arid ‘“The Mergers — ‘Redemption of Utilities Preferred Stock.” In addition, the merger
involving IPC will be reconstituted to provide for: (i) the merger of IPC with and into New IPC (the “IPC Reincorporation
Merger”’) pursuant to which (a) each outstanding share of IPC Common Stock (other than shares owned by WPLH, IES or
IPC or any of their respective subsidiaries, which shares will be cancelled) will be converted into one share of common stock,
par value $3.50 per share, of New IPC (“New IPC Common Stock’’) and (b) each outstanding share of IPC Preferred Stock
(other than IPC Dissenting Shares) will be converted into one share of preferred stock, par value $50 per share, of New IPC
(*“New IPC Preferred Stock”’) with terms (including dividend rates) and designations under New IPC’s Restated Articles of
Incorporation (the “New IPC Charter”) substantially identical to.those of IPC’s Preferred Stock under IPC’s Restated
Certificate of Incorporation (the“IPC Charter”), including the additional voting rights proposed to be approved at the IPC’
annual meeting; and (ii) the merger of Acquisition with and into New IPC, which merger will result in New IPC becoming a
subsidiary of Interstate Energy (the “IPC Merger’’), pursuant to which (a) each outstanding share of New IPC Common
Stock (other than shares owned by WPLH, IES or IPC or any of their respective subsidiaries, which will be cancelled) will be
converted into the right to receive shares of Interstate Energy Common Stock based on the IPC Ratio and (b) each
outstanding share of New IPC Preferred Stock (other than IPC Dissenting Shares) will remain outstanding'and unchanged

as a result thereof. R . . : S S o ‘ )
Approval of the Merl'ger-Agreement at the annual meetings. of each of ‘WPLH, IES and IPC will constitute approval of the
transactions described above regardless of which of the alternative structures described herein is ultimately employed to cffect such

transactions.’The IES Merger and the IPC Direct Merger or, in the alternative, the TES Merger, the IPC Reincorporation - .

Merger, the IPC Merger and the Utilities Reincorporation Merger, ‘are collectively referred to herein as the “Mergers.”
Approval of the holders of IES Common Stock is not specifically required to consummate the Utilities Reincorporation
Merger. In the event that the Utilities Reincorporation Merger i$ required and the Utilities Preferred Stock is therefore
redeemed, IES; ‘as the sole shareholder. of ‘Utilities, will approve the’ Utilities . Reincorporation Merger. ‘The Utilitie
" Reincorporation Merger will not, however, be effected if the holders of, IES Common Stock fail to approve the Merge
Agreement. The approval of the holders of IPC Common Stock is required to.approve the IPC Reincorporation Merger, if, for
regulatory reasons, siich transaction is required in order to consummate the Mergers. Approval of the holders of IPC
Preferred Stock:is not required to approve the IPC Reincorporation Merger. , . o e :
_.The Merger Agreement requires that specified termination fees be paid under certain circumstances in the event the

Merger Agreement is terminated, including if there is a material, willful breach of the Merger Agreement or if, under certain

circumstances, a business combination with a third party is consummated within two and one-half years of the termination
of the Merger Agreement. The aggregate termination fees under this provision together with the amounts payable under
certain provisions of stock option agreements entered into by the parties may not exceed $40,000,000 payable by each of
WPLH and.IES and $20,000,000 payable by IPC. The Merger Agreement also provides for the payment of expenses hy a
breaching party in the event the Merger Agreement is terminated as & result of a breach of the representations and .
warranties or covenants and agreements contained in the Merger Agreement. In the event of a non-willful breach, each non-
breaching party will be entitled to the reimbursement of its documented out-of-pocket expenses, not to exceed $5,000,000 for
each non-breaching party. In the event the breach is willful, the $5,000,000 limit will ‘not apply. For a- more detailed

description of the termination fees that may be payable in certain circumstances, see ““The Merger Agreement — Termina- _

tion Fees” and “‘The Stock Option Agreements — Certain Repurchases and Other Payments.”"
" Under applicable state law, holders of IES Common Stock and IPC Preferred Stock who do.not wish to accept the
consideration’to be paid to them in connection with the Mergers will. have the right to have the.fair value of their-shares
~ appraised by judicial determination and paid to them. In order to perfect such dissenters’ rights, holders of IES Common
Stock and IPC Preferred Stock must comply with the procedural requirements of applicable state law, including, without
limitation, delivering notice to TES or IPC, as the case may be, with respect to the exercise of such rights prior to the annual
meetings of IES or IPC, as the case may be, and not voting in favor of the Merger Agreement. For a discussion of the
dissenters’ rights applicable to the holders of IES Common Stock, see ‘“The Mergers — Iowa ‘Dissenters’ Rights” and
Annex F, and for a discussion of the dissenters’ rights applicable to the holders of IPC Preferred Stock, see “The Mergers —
Delaware Dissenters’ Rights” and Annex Q. Holders of WPLH Common Stock and IPC Common Stock are not entitled to
dissenters’ rights in connection with the Mergers.: o e e B o
" “.In connection with the Mergers, each outstanding share of common stock, par value $.01 per share, of WPLH (“WPLH
Common Stock”) will remain outstanding and unchanged as one share of Interstate Energy Common Stock. Based on the
capitalization of WPLH, IES and IPC on July 10, 1996 and the Ratios, holders of WPLH Common Stock, IES Common Stock
and IPC.Common Stock 'would have held approximately 43%, 42.2% and 14.8%, respectively, of the aggregate number of
shares of Interstate Energy Common Stock that would have been outstanding if the Mergers had been consummated as of
such date, In this Joint Proxy Statement/Prospectus, unless the context otherwise requires, all references to Interstate
Energy Common Stock include, if applicable, the associated rights to purchase shares of such common stock pursuant to the
terms of the, Rights Agreement between WPLH ‘and Morgan Shareholder Services Trust -Company, as Rights Agent
‘thereunder, dated as of February 22, 1989 (the ‘“Rights Agreement”)..For more detailed description of the Rights Agreement
and the associated rights accompanying shares of Interstate Enlergy Common Stock, see “Description of Interstate Energy
Capital Stock — Certain Anti-Takeover Provisions:”. A : : c o o

.
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- This Joint Proxy Statement/Prospectus con?\stltutes a prospectus of WPLH (to be renamed Inter-
state Energy) filed as part of the Joint Registration Statement (as hereinafter defined) with respect to
- up to 42,798,875 shares of Interstate Energy. Common Stock to be issued pursuant to or as contem-
plated by the Merger Agreement. This Joint Proxy Statement/Prospectus also constitutes a prospec-
tus of New IPC filed as part of the Joint Registration Statement with respect to up to 761,381 shares of
N ew IPC Preferred Stock to be issued, assuming that the IPC Remcorporatlon Merger is effected
,p suant to or as- contemplated by the Merger Agreement :

Thls Jomt Proxy Statement/Prospectus is bemg furmshed to the holders of WPLH Common
Stock in" connection with solicitation of proxies by the. Board of Directors of WPLH (the
“WPLH Board”) for use at the annual meeting of WPLH to be held immediately following the annual
meeting of shareowners of WP&L at 10:00.a.m., Central Time, on Thursday, September 5, 1996 at the
Exhibition Hall of the Dane County Expo Center, 1881 Expo Mall, Madison, Wisconsin, and at any

- adjourniment or postponement thereof (the “WPLH Meeting’’). At the WPLH Meeting, in addition to -

voting upon proposals to approve the Merger Agreement and the transactions contemplated thereby,
including the issuance of shares of Interstate Energy Common Stock pursuant to the terms of the
Merger Agreement, and to approve certain amendments to the Restated Articles of Incorporation of

WPLH (the “WPLH Charter”), holders of WPLH Common Stock will also consider and vote upon -

_ proposals with respect to the election of directors and the ratification of the appointment of WPLH’s

independent auditors. Information with respect to these proposals is being furmshed at the back of

- thls Joint Proxy Statement/Prospectus to the shareowners of WPLH only.

" This Joint Proxy Statement/Prospectus is also being furnished to the holders of IES ‘Common
Stock in connection with the solicitation of proxies by the Board of Directors of IES (the “IES Board")
for use at the annual meeting of IES to be held at 10:00 a.m:, Central Time, on Thursday, September 5,
1996 at the Collins Plaza Hotel, 1200 Collins Road N.E., Cedar Rapids, Iowa and at any ad;ournrnent
or postponement. thereof (the “IES Meeting”). At the IES Meeting, in addition to voting upon a
proposal to approve the Merger Agreement, holders of IES Common Stock will also consider and vote
upon a proposal with respect to the election of directors. Information with respect to this proposal is
bemg furnished at the back of this Joint Proxy Statement/Prospectus to the shareholders of IES only.

This Joint Proxy ‘Statement/Prospectus is also being furnished to the holders of IPC Common.

'Stock in connection with the solicitation of proxies by the Boardiof Directors of IPC (the *‘IPC Board”)
for use at the annual meeting of IPC to be held at 10:00 a.m., Central Time, on Thursday, September 5,

1996 at.the Holiday Inn Dubuque Five Flags, 450 Main Street Dubuque, Iowa, and at any adjourn-

ment or postponement thereof (the “IPC Meeting’’). At the IPC Meeting, in. add1t10n to voting upon a
proposal to approve the Merger Agreement and a proposal to approve an amendment to the IPC
_Charter to provide expanded voting rights to holders of shares of IPC Preferred Stock, holders of
. IPC Common Stock: will also consider and vote upon a proposal with respect to the election of
directors: Information with respect to the proposal to elect directors of IPC is belng furnished at the
back of this Joint Proxy Statement/Prospectus to the stockholders of IPC only ;-

All’ mformat10n concermng “WPLH and Acqu1s1tlon included in’ thxs Joint Proxy Statement/ _

Prospectus has been furnished by WPLH, all information concerning: IES, Utilities and'New Utilities

included in this Joint Proxy Statement/Prospectus has been furnished by 1ES and ‘all information
" concerning TPC and New IPC mcluded in thlS Jomt Proxy Statement/Prospectus has been furmshed'

by IPC.

.No person is aut_honzed to give any information or to make any 'representatlon othen than those

contained or incorporated by reference in this Joint Proxy Statement/Prospectus, and, if given or
made, such information or representation should not be relied upon as having been authorized. This
Joint Proxy Statement/Prospectus does not constitute an offer to sell, or a solicitation of an offer to
purchase the securities offered by this Joint Proxy Statement/Prospectus, or the solicitation of a
_ proxy, in any jurisdiction, to'or from any person to whom or from whom it is. unlawful to make such an
offer, solicitation of an offer or proxy solicitation in such jurisdiction. Neither the delivery of this Joint
Proxy Statement/Prospectus nor any dlstrlbutlon of securities pursuant to this Joint Proxy State-
ment/Prospectus shall, under any circumstances, creaté an implication that there has been no change
in the affairs of WPLH IES or IPC or in' the mformatmn set forth herem s1nce the date of this Joint
Proxy Statement/Prospectus
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. This J oint Proxy Statement/Prospectus-does not cover any resale of .the securities to be received -
by shareowners of IES or IPC upon consummation of the Mergers, and no person is authorized to
, make any use: of this Joint Proxy Statement/Prospectus in connection w1th any such resale.

+

. " AVAILABLE‘INFORMATION

WPLH IES and IPC are: subject to the 1nformat10nal requlrements of the Securities Dxchange
Act of 1934 as amended (the “Exchange Act”), and in accordance therewith, file reports, proxy
-statements and other information with the Securities and Exchange Commlssmn (the “SEC”’). Such

reports, proxy,statements and other information filed by WPLH, IES and IPC with the SEC can be *

inspected and copied at the public reference facilities maintained by the SEC at-Room 1024, Judiciary
‘Plaza, 450 Fifth Street, N.W.,, Washington; D.C. 20549 and at the Regional Offices of the SEC at
. Citicorp :Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661-2511, and at 7 World
Trade Center, Suite 1300, New York, New York 10048. Copies of such material may also be obtained
from the Public Reference Section of the SEC, Judiciary Plaza, 450 Fifth Street, N.W.,, Washing-
ton, D.C. 20549 at prescrlbed rates. In addition, WPLH Common Stock, JES Common Stock and
IPC Common Stock are listed on the New York Stock Exchange, the Chxcago Stock Exchange and the

Pacific Stock Exchange, and WPLH Common Stock and IES Common Stock are listed on the Boston -

Stock Exchange, and reports, proxy statements and other information filed by WPLH, IES and/or IPC
- with.such exchanges may be inspected at the offices of the. New York Stock Exchange Inc. (the
“NYSE”), 20 Broad Street, 7th Floor, New York, New York.10005, the Boston Stock Exchange, Inc.
(the “BSE”), One Boston Place, Boston, Massachusetts 02108, the Chxcago Stock Exchange, Inc. (the
“CSE’"), 440 South LaSalle Street Chlcago, Iliinois 60605, or the Pacific Stock Exchange, Inc. (the
“PSE”), 301 Pme Street, San Franc1sco California 94104, and such material and other information
concerning IES can also be inspected at’ the Phxladelphla Stock Exchange, Inc. (the “PhSE"),

1900 Market Street Phlladelphla Pennsylvama 19103, on wh1ch exchange the IES Common Stock is '

lhsted

In add1t10n the SEC mamtams a Web sxte that contams reports proxy and 1nformat10n state-
ments and other information-regarding registrants that file- electronlcally with the SEC. The address
.of such Web site is http //www Sec.gov,.

WPLH and New IPC have filed: w1th the SEC a. Jomt Reglstratlon Statement -on. Form S-4

(together -with!all amendments, schedules and exhibits thereto, the *“Joint Registration Statement”)-

under the Securities Act of: 1933 :as amended (the “Securltles Act’’), with respect to-the shares of
Interstate Energy Common Stock to beissued in connection with the IES Merger and the IPC Merger
.or/IPC Direct: Merger, asthe case may be, and the shares of New IPC-Preferred Stock which may be
issued.in’ connectlon with the TPC Remcorporatlon Merger. This Joint Proxy Statement/Prospectus
* 'does not contain all the information set forth in‘the Joint Registration Statement, certain parts of
which have been omitted in accordance with the rules and regulations of the SEC. The Joint Registra-
tion Statement is available for 1nspect10n and copying.as set forth above. Statements contained in this
Joint Proxy Statement/Prospectus or in any document incorporated by reference in this Joint-Proxy

Statement/Prospectus as to the contents of .any contract or other document referred to herein or
therein are not necéssarily complete, and, in each instance, _reference is made ‘to the copy. -of 'such -

contract or other document filed as an exhlblt to the Joint Registration Statement or such other
document, each such statement being quahﬁed in all respects by such reference.

INCORPORATION OF DOCUMENTS BY REFERENCE

- This Joint Proxy Statement/Prosp(ctus incorporates documents by reference which are not presented
herein or dehvebred herewith. Such documents (other than exhlblts to such documents unless such exhlblts
are specifically incorporated by reference) are available to any person, including any beneficial owner, to
whom this Joint Proxy Statement/Prospectus is delivered, upon written or-oral request, without charge, in
the case of documents relating to WPLH, directed to Edward M. Gleason, Vice President, Treasurer and
Corporate Secretary, WPL Holdings, Inc., 222 West Washington Avenue, P.O. Box 2568, Madison, Wiscon-
sin 53701-2568 !(telephone number (608) 252-3311), in the case of documents relating to IES, directed to
Stephen W. Southwick, Esq., Vice President, General Counsel & Secretary, IES Industries Inc., IES Tower,

200 Flrst Street S.E., Cedar Raplds, Iowa 52401 (telephone number (319) 398-4411), or in the case of

|
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cuments relating to 1PC, directed to Joseph C. McGowan, Secretary and Treasurer, Interstate Power
mpany, 1000 Main Street, PO. Box 769, Dubuque, lowa 52004-0769 (telephone'ﬁumber (319) 582-5421).

P order to ensure timely delivery of the documents, any requests should be made by August 28, 1996.
The following documents filed with the SEC by WPLH (File No. 1-9894), IES (File No. 1-9187) or

IPC (File No. 1-3632) pursuant to the Exchange Act are incorporated in this Joint Proxy Stat_emerit/

‘Prospectus by reference: S S
1. WPLH’s Annual Report on Form 10-K for the yéar ended December 31, 1995, as
amended by the Form 10-K/A filed on April 29, 1996. _ : e

- 9. WPLH’s Quarterly Report on Form 10-Q for th‘e quarter ended March 31, 1.996'
3. WPLH’s Current Reports on Form 8-K datt_‘ad' January 17 and May 22, 1996. o

4, :iﬁS’s' Annual Report on Form 10-K for the year ended.December 31, 1995, as amended
by the Form 10-K/A filed on April 29,1996 . . : A

5. IES’s Quarterly Report on Form 10-Q for the quérter éﬁdé& March 31, 1996. _

1996.
‘7. The description of IES Common ‘Stock (including the accompanying preferred share

purchase rights) contained in IES’s registration statements filed pursuant to Section 12 of the

i Exchange Act and any amendment or report filed for the purpose of updating such description.

8. IPC’s Annual Report on Form 10-K for the year ended Decem'bef 31, 1995, as amended
by the Form 10-K/A filed on April 29, 1996. o ’ T o

9. IPC’s Quarterly Report on Form 10-Q for the q'uarter:'end‘ed March 31, 1996.
- 10. TPC’s Current Report on Form 8-K dated May 92,1996. SR

11. The description of IPC Common Stock contained in IPC’s regl
pursuant to Section 12 of the Exchange Act and any amendment orreport filed for the pqr‘pose of

@1 ypdating such description.

In lieu of incorporating by reference the description of WP'LH.Comr'non Stock (iricludiﬁg the

* ‘accompanying common stock purchase rights) contained in WPLH’s Form 8B and Form 8-A registra-

tion statements filed pursuant to Section 12 of the Exchange Act, such desg:ription is inchided in this

~Joint Proxy Statement/Prospectus. See “Description of ‘Interstate Epergy' Capital Stock.”

" The information relating to WPLH, IES and IPCcontamedm this J.oint'Prc:»'(y Sﬁatément[ o

Prospectus does not purport to be comprehensive arid_shqﬁld be read together with the information in
the documents incorporated by reference herein. A L S

All documents filed by WPLEL, IES +r IPC pursuant to Sentions 18(w), 13(), 14 or 15@ ofthe
Exchange Act subsequent to the date hereof and prior to the date of the WPLH Meeting.on Thursday, -
_September 5, 1996, and any adjournment or postponement thereof, the IES ‘Meeting on Thursday,

September 5, 1996, and-any adjournment or postponementv thereof, or the IPC Meeting on Thursday,

September 5, 1996, and any adjournment or poStpoﬁement thereof, respectiv_ely, shall be deemed to be

* incorporated by reference into this Joint Proxy Statement/Prospectus and tobe a part hereof from'the -~ *
date of filing of such documents. g . o

Any statement ‘contained in’a,document:inédrpora'ted by reference herein or deemed to be

incorporated by reference herein shall be deemed to be modified or superseded for purposes of this
Joint Proxy Statement/Prospectus to the extent that-a statement contained herein or in any other

- subsequently filed .document which also is or is deemed to’be incorporated by reference herein -

modifies or supersedes such statement. Any stater‘nent,so,modiﬁed or superseded shall not be deemed,
- except as soO modified or superseded, to constitute a part of this Joint Proxy Statement/Prospectus.

‘-‘Jl‘ N

iv

6. - TES’s Current Reports on Form 8-K dated February 9, April' 3, April 12 and May 22,

stration statements filed - -
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SUMMARY

The following is a brlef summary of certazn important terms and conditions of the Mergers and
related information. As used in this Joint Proxy Statement/Prospectus the terms “WPLH,” “IES” and
“IPC”’ refer.to such corporations, respectively, and, except where.the context otherwise requires, such
entities ‘and their respective subsidiaries. This summary does not purport to be complete and is -
qualified in its entirety by reference to the more detailed information contained elsewhere in this Joint
Proxy Statement/Prospectus the Annexes hereto and the documents incorporated herein. by reference
Shareowners are urged to review carefully the enttre Joznt Proxy Statement/Prospectus

.The Partles

‘ Interstate Energy The WPLH Charter will be amended immediately prlor to or upon consumma- |
tion of the Mergers to, among other things, change the name of WPLH to “Interstate Energy Corpora- - '
tion.” Interstate Energy will be the holding company for IPC.or New IPC, as the case may be, and the

‘operating subsidiaries of WPLH and IES following the Mergers. Interstate Energy will be a public utility
holding company registered under the 1935 Act. See “Regulatory Matters” and ‘‘Interstate Energy
Following the Mergers.” The principal executive office of Interstate Energy will be located at 222 Wesb,
Washmgton Avenue, Madison, Wisconsin 53703, telephone number (608) 252-3311.

WPLH. WPLH mcorporated under the laws of the State of Wisconsin in 1981, is the holdmé.
company for WP&L and its utility- related subsidiary and for Heartland Development Corporation
(“HDC"), the parent corporatlon for WPLH’s non-utility businesses. WP&L is a public utility engaged

' principally in generating, purchasing, distributing and selling electric energy in portions'of southern’
and central Wisconsin. WP&L also purchases, distributes, transports and sells natural gas in parts of |
such areas and supplies water in two communities. A wholly-owned subsidiary of WP&L supplies
electric, gas and water service principally in- ‘Winnebago County, Illinois. HDC and its principal

subsidiaries are engaged in business development in three major areas: -environmental engineering
and consulting; affordable housing; and energy services. The principal executive office of WPLH and'

.| WP&L is, and the principal executive office of WP&L after the Effective Time (as hereinafter defined)

w111 be, located at 222 West Washington Avenue, Madison, Wisconsin 53703, telephone number

(608) 252-3311: See “Selected Information Concerning WPLH, IES and IPC — Business of WPLH”

and “Interstate Energy Following the Mergers — Operations.” : o

- ...1ES. ' IES, 1ncorporated under the laws of the State of Iowa in,1986, is a holdmg company for
*Utlhtles .and for.IES Diversified Inc. (“‘Diversified”’), the parent corporation for most. of IES’s non-
ut1hty businesses. Utilities is-a public utility engaged principally in generating, purchasing, distribut-
| ing and selling electric energy in portions ‘of the State of Iowa. Utilities also purchases,. distributes,
" transports and sells natural gas in its service territory. The shares of Utilities Preferred Stock are
currently registered under Section 12(g) of the Exchange Act and, as such, Utilities is required to
‘make periodic and other filings with the SEC. In the event that the Mérgers can be effected without
consummating the Utilities Reincorporation Merger, it is expected that the Utilities Preferred Stock |-
would remain outstanding and unchanged as a result of the Mergers and that Utilities, as a subsidiary
‘of Interstate Energy, would remain a reporting company under the Exchange Act. In the event that
| the consummation of the Utilities Reincorporation-Merger is necessary for regulatory reasons and the.
Utilities Preferred Stock is redeemed, it is anticipated that New Utilities (as the successor to Utilities -
in the Utilities Reincorporation Merger) would not be subject to the reporting requirements-of the.
Exchange Act and would not make filings on its own behalf with the SEC. Diversified and its
{ subsidiaries engage in various non-utility operations, including oil and natural gas production and
marketing, energy services, railroad and other transportation services in the Midwest, and local real
estate development.. The principal executive office of IES and. Utilities is located..at 1IES Tower,.
'200.First Street-S.E., Cedar Rapids, Iowa 52401, telephone number (319) 398-4411. See “Selected
Information Concernmg WPLH, IES and IPC — Business of IES” and “Interstate Energy Followmg
"the Mergers — Operatxons
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“IPC. IPC an operatlng publlc utility mcorporated in 1925 under the laws of the.State of
’ ‘Delaware, is;engaged- in the’ generation, purchase, transmission, distribution and sale of electric
energy. IPC.owns property in portions of twenty-ﬁve counties in the northern and northeastern parts
of Iowa, in portlons of twenty-two counties in the southern part of Minnesota, and in portxons of four
counties in northwestern Illinois. IPC also engages in the distribution and sale of natural gasin Albert
Lea, Minnesota; Clinton, Mason City and Clear Lake, Iowa; Fulton and Savanna, Illinois; and in a
number of smaller Minnesota, Iowa and Illinois communities, and in the transportation of ndtural gas
-{ within Iowa, anesota and in interstate commerce. The principal executive office of IPC is located at
©1000. Main Street Dubuque, Iowa 52001, telephone number (319) 582-5421. In the event the IPC ]
| Direct Mer ger is consummated, the prlncrpal executive office of IPC after the Effective 'i‘lrne will
‘continue to be located at such address. See ““Selected Information Concerning WPLH, IES and fPC —
Business .of IPC” and “Interstate Energy. Followmg the Mergers — Operatrons ” '

‘New IPC New IPC'is a Wisconsin corporation which was created to effect the IPC Reinéorpora-
tion Merger i in the event such merger is required for regulatory purposes. It has, and prior to the
Mergers will' have no operations except as contemplated by the Merger Agreement. The; audited

.| financial statements of New IPC are attached as Annex S. IPC is the sole shareowner of New T1PC.

Pursuant to the Merger. Agreement, in the event that the IPC Reincorporation’ Merger is. to be
effected, 1mmedxately prior to the consummation of the Mergers New IPC will acquire certain utility
“assets from WP&L. The principal executive office of New IPC is, and after the Effective Tirhé will be;
located at 1000 Main Street, Dubugque, Iowa 52001, telephone number (319) 582-5421. See “The
Merger Agreement — The Mergers” and “Interstate Energy Following the Mergers — Operatlons ”

“New Utilities. New Utilities will be a. WISCODSIH corporatlon which will be created to effect the | .

Utilities Remcorporatron Merger in the event such merger is required for 1egu1atory purposes. Prior |
to the Mergers it will have no operations except as contemplated by the Merger Agreement. IES will
be the sole shareowner of New Utilities. Pursuant to the Merger Agreement, in the event that the
Utilities Reincorporation Merger is to be effected, immediately prior to the consummation of the
Mergers New Utilities will acquire certain utxhty assets from WP&L. The principal executive office of
New Utilities will be located at IES Tower, 200 First Street S.E., Cedar Rapids, Iowa 52401, telephone
number (319) 398-4411. See “The Merger Agreement — The Mergers” and “Interstate Energy

o Followrng the Mergers _— Operatlons Vo

Acquzsztzon Acqursltlon isa Wlsconsm corporation whlch was created to effect the IPC Merger '

| or the IPC Direct Merger, as the case may be. It has, and prior to the Mergers will hiave, no operations

except as contemplated by the Merger Agreement. WPLH is the sole shareowner of Acquisition. The

principal executive office of Acquisition is located at 222 West Washington Avenue, Madison, Wiscon-
sin 53703, telephone number. (608) 252 3311. See “The Merger Agreement — The Mergers ”

The Meetmgs

~ WPLH.: %t the WPLH Meetmg, the holders of WPLH Common Stock will be asked to consxder
and vote upon -proposals (i) to approve the Merger Agreement and the transactions contemplated
' thereby, including, among other things, the issuance of shares of Interstate. Energy Common.Stock-
“pursuant to the terms of the Merger Agreement, (ii) to approve. the amendments to the WPLH
Charter to change the name of WPLH to “Interstate Energy Corporation” (the ‘“Name Change
Amendment”) and to increase the number of shares of WPLH Common Stock authorized for issuance
from 100,000,000 to 200,000,000 (the “Common Stock Amendment,” and together with the Name

Change Amendment, thé “WPLH Charter Amendments”), (iii) to elect a total of three directors for. | -

terms expiring at the 1999.annual meeting of shareowners of WPLH or until their successors are duly

“elected and quahﬁed and (iv) to appoint Arthur Andersen LLP as independent auditors for WPLH for

-the year endmg December 31,-1996. -Pursuant to the Merger Agreement, consummation of the |
Mergers is conditioned upon approval of proposals (i) and (i) above, but is not conditioned upon

| approval by the shareowners of WPLH of : any other proposal. See “Meetlngs Voting and Proxies —
The WPLH Meetmg v :
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The WPLH Meeting is scheduled to ‘be held 1mmedlately followmg the annual meeting of share-
owners of WP&L which will be held at 10:00 a.m., Central Time, on Thursday, September 5, 1996 at

|-the Dane County Expo Center, 1881 Expo Mall, Madlson Wisconsin. The WPLH Board has fixed the

close of business on July 10, 1996 as the record date (the “WPLH Record Date’’) for the determlnatlon
of holders of WPLH Common Stock entitled to notice of and to vote at the WPLH Meeting.

The WPLH Board, by a unanimous vote of the directors then present, has approved the Merger
Agreement and the transactions contemplated thereby, and each of the WPLH Charter Amendments,
and recommends that WPLH shareowners vote FOR approval of the Merger Agreement (including
the issuance of shares of Interstate Energy Common Stock pursuant to the terms of the Merger
Agreements) and FOR approval of each of the WPLH Charter Amendments. In addition, the WPLH
Board unanimously recommends that WPLH shareowners vote FOR the election of the nominated.
WPLH directors and FOR 'the appoxntment of Arthur Andersen LLP as WPLH’s independent
auditors.

IE‘S At the 1IES Meetlng, the holders of IES Common Stock will be asked to consider and vote

‘ apon proposals (i) to approve the Merger Agreement and the transactions contemplated thereby, and

(ii) to elect nine directors to serve until the next annual meeting or until their successors are duly
elected and qualified. Pursuant to the Merger Agreemeént, consummation of the Mergers is condi-

tioned upon approval of proposal (i) above, but is not conditioned upon approval by the shareholders of
IES of any other proposal. See “Meetmgs Voting and Proxies — The 1IES Meetmg ‘

~ The IES Meeting is scheduled to be held at 10:00 a.m., Central Time, on Thursday, September 5,
1996 at the Collins Plaza Hotel; 1200 Collins Road N.E., Cedar Rapids, Iowa. The IES Board has fixed
the close of business on July 10, 1996 as the record date (the “IES Record Date”) for the determina-
tion of holders of IES Common Stock entitled to notice of and to vote at the IES Meeting: '

The IES Board ‘by a unanimous vote of the directors then present, has approved the Merger

| Agreement and the transactions contemplated thereby, and recommends that IES shareholders vote

FOR approval of the Merger Agreement. In addition, the IES Board unammously recommends that
IES shareholders vote FOR the election of the nominated IES dlrectors - -

IPC. * ‘At'the IPC Meetmg, the holders of IPC Common Stock will be asked to con51der and vote
upon proposals (i) to approve the Merger Agreement and the transactions contemplated thereby, (ii) to
approve an amendment to the IPC Charter to provide that each share of IPC Preferred Stock
outstanding from time to timeé will have one vote, voting together as one class with the holders of IPC
Common Stock (except ‘as otherwise required by applicable law or as specifically set forth in the IPC
Charter), on all matters to come before a vote of the stockholders of TPC (the “TPC Charter Amend-
ment’’), and (iii) to elect two Class II directors to hold office for a term of three years expiring at the

-1999 annual meeting of stockholders of IPC or until their respective successors shall have been duly

elected and qualified. Holders of IPC Preferred Stock are not entitled to vote on the proposed
amendment to the IPC Charter. Pursuant to the Merger Agreement, consummation of the Mergers is
conditioned upon approval of proposals (1) dnd (ii) above, but is not conditioned upon approval by the

| stockholders.of IPC of any other proposal See ““Meetings, Voting and Proxies — The IPC Meeting.”

The IPC Meeting is scheduled to be held at 10:00 a.m., Central Time, on Thursday, September 5,
1996 at the.Holiday Inn Dubuque Five Flags, 450 Main Street Dubuque, Towa. The IPC Board has
fixed the close of business on July 10, 1996 as the record date (the “IPC Record Date”) for the
determination of holders of IPC Common Stock entitled to notice of and to vote at the IPC Meeting. '

The IPC Board, by a unanimous vote, has approved the Merger Agreement and has determined
that the IPC Charter Amendment is advisable, and accordingly recommends that IPC stockholders
vote FOR approval of the Merger Agreement and FOR approval of the IPC Charter Amendment. In "
addition, the IPC Board unanimously recommends that IPC stockholders vote FOR the electlon of the
nominated IPC directors. S .

\




Requnred Vott i

WPLH. As provxded under the Wisconsin Business Corporatxon Law (the “WBCL”), the WPLH
| Charter and the bylaws of WPLH (the “WPLH Bylaws”), as applicable: (i) the affirmative vote of a
majority of the votes entitled to be cast by the holders of the outstanding shares of WPLH Common
Stock entitled to vote thereon is required for approval of the Merger Agreement (including the
issuance of shares of Interstate Energy Common Stock pursuant to the terms of the Merger Agree-
ment) (ii) the, afﬁrmatlve vote of a majority of the votes entitled to be cast by the holders of the shares
of WPLH Common Stock represented in‘person or by proxy at the WPLH Meeting and entitled to vote
thereon is required for approval of each of the WPLH Charter Amendments, (iii) a plurality of the ,
votes cast at the WPLH Meeting is required for the election of directors and (iv) the affirmative vote of
a majority of the votes entitled to be cast by the holders of the shares of WPLH Common Stock
represented in person or by proxy at the WPLH Meeting and entitled to vote thereon is required to
appoint Arthur Andersen LLP as WPLH’s independent auditors. On the WPLH Record Date, there
|+ were 30,795,260 shares of WPLH Common Stock outstandmg and entitled to vote. As of the WPLH
Record Date, directors and executive officers of WPLH, together with their affiliates as a group, owned
less than 1% of the issued and outstanding shares of WPLH Common Stock. See “Meetmgs ‘Voting
and Proxies — The WPLH Meeting.” - :

IES." As prov1ded under the Iowa Business Corporatlon Act (the “IBCA”), the Restated Arti-
cles of Incorporatxon of IES (the “IES Charter”) and the bylaws of IES (the “IES Bylaws”), as |
applicable: (i) t;he affirmative vote of a majority of the votes entitled to be cast by the holders.of shares
| of IES" Common Stock entitled to vote thereon is required for approval of the Merger Agreement and

(ii) the afﬁrmatlve vote of a majority of the votes entitled to be cast by the holders of the shares of IES
Common Stock represented in person or by proxy at the IES Meeting and entitled to vote thereon is
required for the election of directors. On the IES Record Date, there were 29,923,233 shares of IES
. Common Stock outstanding and entitled to vote. As of the IES Record Date, directors and executive
officers of IES, together with their affiliates as a group, owned less than 1% of the issued and
outstanding shares of IES Common Stock. See ‘‘Meetings, Voting and Prox1es — The IES Meetmg ”

IPC. As provxded under the Delaware General Corporatlon Law (the “DGCL”"), the IPC Charter
‘and the bylaws of IPC (the “IPC Bylaws”), as applicable: (i)-the a.fﬁrmati\(e vote of a majority of the
votes entitled to be cast by the holders of shares of IPC Common Stock is required for approval of the
Merger Agreement and the approval of the IPC Charter Amendment and (ii) a plurality of the votes
cast at the IPC Meeting is required for the election of directors. On the IPC Record Date, there were |
9,595,028 shares of IPC Common Stock outstanding and entitled to vote. As of the IPC Record Date,
1 directors and executlve officers of IPC, together with their-affiliates as a group, owned less than 1% of
the issued and' .outstanding shares of IPC Common Stock. See. “Meetings, Voting and Prox1es — The
IPC Meetmg g

The Mergers

Subject to-an alternative structure described below, the Merger Agreement prowdes for (a) the
| IES Merger 1n which IES will be merged with and into WPLH with WPLH to be the surviving
corporation and (b) the IPC Direct Merger in which Acquisition will be merged with and into IPC with
IPC to be the Surviving corporation. However, in the-event that the parties determine that the IPC
Remcorporatxon Merger and the Utilities Reincorporation Merger are required for regulatory pur-
‘poses, the Merger. Agreement provides that those mergers will be consummated, followed by the IPC
Merger and thé IES Merger. Pursuant to the Merger Agreement (i) each outstanding share of IES
‘Common Stock (other than shares owned directly or mdlrect]y by WPLH, IES or IPC and IES
‘Dissenting Shares) will be converted into the right to receive 1.01 shares of Interstate Energy
Common Stock; (ii) each outstanding share of IPC'Common Stock (other than shares owned: directly
or indirectly by WPLH, IES, or IPC) will be converted into the right to receive 1.11 shares of Interstate
Energy Common Stock (iii) each outstandmg share of IPC Preferred Stock (other than shares owned
directly or md'lrectly by WPLH, IES or IPC and other than IPC Dissenting Shares) will.remain
- | outstanding and unchanged (including with respect to the additional voting rights proposed to be




approved at the IPC Meeting) or, in the event.that‘the JPC Reincorporation Merger is to be effected,
will be converted into one share of New IPC Preferred Stock with terms (including dividend rights)
and designations under the New IPC Charter substantially identical to those of the converted shares
of IPC Preferred Stock under the IPC Charter, including the additional voting rights proposed to be
approved at the IPC Meeting; (iv) each outstanding share of WPLH Common Stock will remain
outstanding and unchanged as one share of Interstate Energy Common Stock; and (v) if the Utilities
Reincorporation Merger is effected, each outstanding share. of Utilities Common Stock will be con-
verted into one share of New Utilities Common Stock. If the Utilities Reincorporation Merger is to be
consummated, it is currently anticipated that shares of Utilities Preferred Stock then outstanding will |
be redeemed by Utilities prior to the consummation of such merger. The redemption of the Utilities
Preferred Stock would avoid the need to obtain a class vote of the holders of such stock to approve the
Utilities Reincorporation Merger. The Utilities Preferred Stock is redeemable, in whole or in part, at
the option of Utilities at any time or from time to time on not less than 30 days’ netice at $51.00 per
share for the 4.30% Series and the 6.10% Series and at $50.25 per share for the 4.80% Series, plus, in
each case, dividends accrued and unpaid to and including the date of redemption. See ““The Mergers —
Redemption of Utilities Preferred Stock.” As a result of the Mergers, the common shareowners of
WPLH, IES and IPC immediately prior to the Mergers (except for holders of IES Dissenting Shares)-
| will all be common shareowners of Interstate Energy immediately following consummation of the
Mergers.

The Merger Agreement also contemplated an adJustment of the IES Ratio to 1.01 from the initial
ratio of 0.98 in the event that, prior to the consummation of the Mergers, McLeod, Inc., a Delaware
corporation in which IES. has a -significant ownership interest (‘“McLeod”), (a) completed a firm
commitment underwritten initial public offering of its Class A common stock at a per share price of at
least $13.00 (subject to adjustment) in which McLeod received gross proceeds (exclusive of proceeds
from shares purchased by existing McLeod shareowners) of at-least $75 million and (b) immediately
following such public offering .the Class A common stock was registered under Section 12 of the
‘Exchange Act (the “McLeod Contingency’’). On June 14, 1996, McLeod completed an initial public
offering of 13.8 million shares of its Class A common stock at a price to the public of $20 per share. The
McLeod offering satisfied the conditions of the McLeod Contingency and, as a result, the IES Ratio
was automatlcally adjusted to 1.01. See “The Mergers — Background of the Mergers

Pursuant tothe Merger Agreement, (a) the IES Merger w1ll become effective at the time specxﬁed
in the articles of merger filed by WPLH with the Secretaries of State of the States of Wisconsin and
Iowa and (b) the IPC Direct Merger will become effective at the time specified in the certificate of
merger and articles of merger filed by IPC with the Secretaries of State of the States of Delaware and
'Wisconsin. If only the IES Merger and the IPC Direct Merger ‘are to be consummated, the term
“Effective Time” as used herein will mean the time that the IES Merger and the IPC Direct Merger
become effective. It is anticipated that in that case both the IES Merger and the IPC Direct Merger
will be consummated simultaneously. If the IPC Reincorporation Merger and the Utilities
Reincorporation Merger are deemed by the parties to be required for regulatory purposes, the IPC
Reincorporation Merger will become effective at the time specified in the certificate of merger and
| articles of merger filed by New IPC with the Secretaries of:State -of the States of Delaware and
Wisconsin (the “IPC Reincorporation Effective Time”). If the IPC Reincorporation Merger is effected,
(a) the IES Merger will then become effective at the time specified in the articles of merger filed by IES
with the Secretaries of State of the States of Wisconsin and Iowa; (b) the IPC Merger will become
effective at the time specified in the articles of merger filed by New IPC with the Secretary of State of
the State of Wisconsin; and (c) the Utilities Reincorporation Merger will become effective at the time
specified in the articles of merger filed by New Utilities with the Secretaries of State of the States of
Wisconsin and Iowa. If the IPC Reincorporation Merger is effected, the term ‘“Effective Time’’ as used
herein will mean the time that the IES Merger, the IPC Merger and the Utilities Reincorporation
Merger become effective, which will be subsequent to the IPC Reincorporation Effective Time.

See “The Merger Agreement — The Mergers




Exchan'gc of Stock Certificates "

As soon as practicable after the Effective Time, the exchange agent will mail transmittal instruc-
tions to each holdér of Yécord of shares.of IES-and TPC Common Stock at the Effective Time, advising
such holder- of the procedure for surrendering such holder’s certificates (the “Certificates”) which
immediately prlor to the IPC Reincorporation Effective Time or the Effective Time, as the case may
be, represented shares of IES Common Stock or IPC Common Stock that were cancelled and became
| instead the right to receive shares of Interstate Energy Common Stock. Holders of Certificates, which

prior to the Reincorporation Effective Time or the Effective Time, as the case may be, represented
shares of IES Common Stock or IPC Common Stock, will not be entitled to receive any payment of
dividends or other distributions on or payment for any fractional share with respect to their IES or
IPC Certlﬁcates until such Certificates have been surrendered for certificates representmg shares of
Interstate Energy Common Stock. Cash will be paid to IES and IPC shareowners in lieu of fractional
“shares' of Interstate Energy Common Stock. Holders of shares of IES Common Stock and IPC
Common Stock should not submit their stock certificates for exchange until a form of letter of
transmittal and instructions therefor are rcceived. See “The Merger Agreement.— The Mergers.”

Holders of IPC Preferred Stock do not need to exchange their existing certificates representing
shares of IPC Preferred Stock for new stock certificates. Shares of IPC Preferred Stock (other than
IPC Dissenting Shares) will remain unchanged (including with respect to the additional voting rights
proposed to be approved at the IPC Meeting) and outstanding following the IPC Direct Merger. In'the
event the IPC Remcorporatlon Merger is consummated, each outstanding certificate representing 7

| shares of IPC Preferred Stock (other than IPC Dissenting Shares) immediately prior to the IPC

Remcorporatlon Effective Time will, from and after the IPC Reincorporation Effective Time, repre-
sent the same number of shares of the corresponding series of New IPC Preferred Stock with terms
(including d1v1dend rates) and designations under the New IPC Charter substantially identical to
those of the converted shares of IPC Preferred Stock under the IPC Charter, including the additional
voting rights proposed to be approved at the IPC Meeting. After the Effective Time, if the IPC
Remcorporatmn Merger is effected, new certificates reflecting the fact that New IPC is a Wisconsin
corporation will be issued as outstanding stock certlﬁcates formerly representmg shares of IPC
Preferred Stock are presented for transfer. - ' : A

S Shareowners of WPLH do. fiot need to exchange thelr exxstmg stock certificates for new stock

certificates reflecting WPLH’s name change to Interstate Energy. However, any WPLH shareowners

desiring new stock certificates may, after the Effective Time, submit their existing stock certificates

representing shares of WPLH Common Stock to the transfer agent of Interstate Energy to obtain new

certificates. Each outstanding certificate representing shares of WPLH Common Stock immediately |
prior to the Effective Time will, from and after the Effective Time, represent the same number of
shares of Interstate Energy Common Stock. After the Effective Time, new certificates bearlng the
name of Interstate Energy will be issued as outstanding stock certificates formerly representmg '
shares of WPLH Common Stock are presented for transfer v

' Stock Optlon Agreements

In connectxon with the executlon and dellvery of the Merger Agreement WPLH IES-and IPC C
entered into reciprocal option grantor/option holder stock option and trigger payment agreements ‘
(the ““Stock Option Agreements”) each granting the other two parties an irrevocable option (individu-
ally an “Option’’ and collectively the “Options”) to purchase, under certain circumstances, a certain
percentage of authorized but unissued shares of the respective issuer’s common stock (representing

_up to an aggregate 0f 19.9% of the outstanding common stock of such issuer on November 10, 1995), at
an exercise price of $30.675 per share in the case of WPLH Common Stock, $26.7125 per share in the
case of IES Common Stock and $28.9375 per share in the case of TPC Common Stock. The exercise of

| the Options and the effectiveness of certain provisions of the Stock Option Agreements are subject to |"
certain conditions described in the Stock Optlon Agreements and in the Merger Agreement. See “The

Stock Options Agreements — General” and ‘“The Merger Agreement — Termination Fees.” In

addition, the Stock Option Agreements provide that the holder of an option has the right to require |-




the issuer thereof to repurchase from the holder o the Option (i) all or any portion of the Option at’
any time the Option is exercisable at a price equal to the amount of the difference between the Market/
Offer Price (as hereinafter-defined) and the exercise price of the Option; and (ii) on or at any time prior
to May 10, 1997 (which date may be extended to May 10, 1998 under certain circumstances) all or any
portion of any shares purchased pursuant to the Option. In addition, the Stock Option Agreements
provide that in the event an Option becomes exercisable but regulatory approvals relating to issuance,
acquisition or exercise of the Option, if any, have not been obtained, the holder of the Option has the

°| right to demand from the issuer thereof an amount in cash equal to the product of (a) the number of

shares the holder would have received upon exercise of the Option and (b) the difference between the

{ Market/Offer Price and the exercise price of the Option. See ‘““The Stock Option Agreements —

Certain Repurchases and Other Payments.” The Stock Option Agreements are intended to increase
the likelihood that the Mergers will be consummated in accordance with the terms of the Merger
Agreement and may have the effect of dlscouragmg competlng offers. See ‘“The Stock Options

| Agreements.”

The Options will generally become exercisable at any time after the Merger Agreement becomes |

| terminable by the holder of an Option under circumstances which could entitle such holder to

termination fees from the issuer of the Option, including if there is a material, willful breach of the
Merger Agreement at any time which a'third party has proposed to consummate a business combina: |
tion with the issuer of the Option or if, under certain circumstances; a business combination with a

third party is consummated within two and one- -half years of the termmatlon of the Merger Ag'ree- )

' ment. See “The Stock Option Agreements.”

Further, the Stock Option Agreements contemplate the continuation of certain standstill provi-
sions and provide that any shares of any other party acquired or otherwise beneficially owned must be
voted for and against each matter submitted to a shareowner vote in the same proportion as the other
shareowners of the issuer thereof vote for and against such matter. See ‘“The Merger Agreement — |
Standstlll Provisions” and.*“The Stock Option Agreements — Voting.” -

| Treatment of Shares; Ratios -

Each share of IES Common Stock issued and outstanding immediately prior to the Effective Time

: (other than IES Dissenting Shares) will, pursuant to the Merger Agreement, be cancelled and con-
| verted into the right to receive 1.01 shares of Interstate Energy Common Stock. In the IPC Direct
| Merger, each share of IPC Common Stock issued and outstanding immediately prior to the Effective

Time will, pursuant to the Merger Agreement, be cancelled and converted into the right to receive 1.11

| shares of Interstate Energy Common Stock. In the event that the IPC Relncorporatlon Merger is

effected, each share of IPC Common Stock issued and outstanding immediately prior to the IPC

1 Reincorporation Effective Time will, pursuant to the Merger Agreement, be cancelled and converted
| into one share of New IPC Common Stock which, in turn, will immediately be cancelled and converted

into the right to receive 1.11 shares of Interstate Energy Common Stock in connection with the IPC
Merger. Each share of WPLH Common Stock outstandmg immediately prior to the Effective Time

{ will, upon consummation of the Mergers, remain outstanding and unchanged as one share of Inter-

state Energy Common Stock. Holders of IES Common Stock and IPC Common Stock will receive cash

| in lieu of fractional shares of Interstate Energy Common Stock.In-the IPC Direct Merger, each share

of IPC Preferred Stock outstanding 1mmed1ately prior to the Effective Time (other than the IPC
Dissenting Shares) will after the Effective Time remain unchanged (including with respect to the
additional voting righits proposed to be approved at the IPC Meeting) and outstanding as a share of
IPC Preferred Stock. In:the event the IPC Reincorporation Merger is effected, each share of IPC
Preferred Stock outstanding immediately prior to the IPC Reincorporation Effectlve Time (other than
IPC Dissenting Shares) will, upon consummation of the Mergers, be cancelled and converted into one
share of New IPC Preferred Stock with terms (including dividend rates) and designations under the

- | New IPC-Charter substantially identical to those of the IPC Preferred Stock under the IPC Charter,

including the additional voting rights proposed to be approved at the IPC Meeting. In the event the




Utilities Rexncorporatlon Merger is effected each share of Utilities Common Stock issued and out-
| standing lmmedlately prior to the Effective Time will, upon consummation of the Mergers, be can-
celled and converted into one share of New Utlhtxes Common Stock See “The Merger Agreement —_
The Mergers

| Background
. For a descrlptmn of the background of the Mergers see “The Mergers — Background of the
Mergers.” . . .

Reasons for the Mergers

- WPLH, IES and IPC believe that the Mergers offer s1gn1ﬁcant strateg‘rc and ﬁnanc1a] beénefits to .
each company and to their respective shareowners as well as to their employees and customers These
benefits include, among others:

« Maintenance of competitive rates that w111 improve the comblned entlty S ablhty to meet the
challenges of the increasingly competltlve environment in the utlhty industry. .

 Reduced operating costs and cxpendxtures resultmg from integration of corporate and adminis-
' trative functions, including the elimination of duphcatlve positions, limiting duplicative capital
‘ «--expendltures for. administrative and customer service programs and mformatlon systems and
. " savings in areas such as legal, audit and consulting fees. : ,

* Reduced electric production costs through the joint dlspatch of systems and natural gas supply
savmgs through combined purchasing. -

«. Greater purchasing.power for items such as fuel and transportatxon semces general and"
operational goods and services and the reduction of mventones T

*- More efﬁment pursult of diversification into non-utility areas. o ‘
‘. Increased customer dxvers1ty and geographic diversity of service. territories, reducmg exposure '
" to local changes in economic, competitive or climatic conditions. {

. Expanded management resources and abxhty to select leadershlp from a larger and more
diverse management pool.

See “The Mergers — Reasons for the Mergers, Recommendatlons of the Boards of Dlrectors

Recommenddtlons of the Board of Directors

. WPLH | The WPLH. Board, by a unanimous vote of the directors present has approved thei
Merger Agreement and the transactions contemplated thereby, believes that the terms of the Mergers |
are fair to, and in the best interests of, WPLH’s shareowners, has approved each of the WPLH Charter .
Amendments supports the election of the nominated WPLH directors and supports the appointment
of Arthur Andersen LLP as WPLH’s independent auditors for the year ending December 31, 1996.
The WPLH Board recommends that the shareowners of WPLH vote (i) FOR approval of the Merger -
Agreement (including the issuance of shares of Interstate Energy Common Stock pursuant to the

| terms of the! Merger Agreement), (ii)’ FOR approval of each of the WPLH ‘Charter Amendments,

(iii) FOR the election of the nominated WPLH directors and (iv) FOR the ratification of the appoint-

ment of the independent auditors. The WPLH Board approved the Merger Agreement after considera-

| tion of a number of factors described under the heading ‘‘The Mergers — Reasons for the Mergers;

Recommendations of the Boards of Directors.” WPLH directors Katharine C. Lyall and Arnold M.

Nemirow were not present at the WPLH Board meeting at which the Merger Agreement was initially
approved and WPLH director Milton E. Neshek was not present at the WPLH Board meeting at which
the amendment to the Merger Agreement was approved. ‘

IES. The IES Board, by a unanimous vote of the directors present has approved the Merger

Agreement and the transactions contemplated thereby, believes that the terms of the Mergers are fair
to, and in the best interests of, IES’s shareholders, and supports the election of the nominated IES
directors. The IES Board recommends that the shareholders of IES vote (i) FOR approval of the

Merger Agreement and the transactions contemplated thereby, and (ii) FOR the election of the
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nomlnated IES directors. The IES Board approved the Merger Agreement after consxderatron of a:
number of factors described under the heading “The Mergers — Reasons for the Mergers; Recommen-
dations of the Boards of Directors.” IES shareholders are urged.to consider those factors before
making any decision with respect to their proxies. IES director Dr. George Daly was not present at the
IES Board meetlng at which the Merger Agreement was initially approved. Dr. Daly resigned as an
IES dlrector prior to the time the IES Board approved the amendment to the Merger Agreement:

IPC ‘The IPC Board by unammous vote has approved the Merger Agreement and the transac-’
tions contemplated thereby, beheves that the terms ‘of the Mergers are fair to, and in the best interests’
of, IPC stockholders, has adopted a resolution setting forth the IPC Charter Amendment and declar-
ing its advisability, and supports the election of the nominated IPC directors. The IPC-Board recom-
mends that the IPC stockholders vote (i) FOR approval of the Merger Agreement and the transactions
contemplated thereby, (ii) FOR approval of the IPC Charter Amendment; and (iii) FOR the election of
the nominated IPC.directors. The IPC Board approved the Merger Agreement after consideration of a |
number of factors described under the heading “The Mergers — Reasons for the Mergers; Recommen-
dations-of the Boards of Dlrectors ” : :

: Oplmons of Financial Advusors

‘WPLH. Merrill Lynch Pxerce Fenner & Sm1th Incorporated (“Merrlll Lynch”) delivered to the
WPLH Board its written opinion dated November 10, 1995, which was confirmed in a written opinion
dated the date of this Joint Proxy Staternent/Prospectus to the effect that, as of such dates, and based
upon the assumptions made, matters considered and limits of review as set forth in such opinions, the
Ratios are fair, from a financial point of view, to WPLH. The written opinion of Merrill Lynch dated
the date of this Joint Proxy Statement/Prospectus is attached hereto as Annex L and is incorporated
herein by reference. Holders -of shares of WPLH Common Stock are urged to, and should, read such
opinion in its entirety. For-a description of the assumptions made and matters considered by Merrill
Lynch-in reaching its-opinions and the fees received and to be received by Merrill Lynch see The ‘
{ Mergers. — Op1n1ons of Finarcial Adv1sors” and Annex L. -

* IES." Morgan Stanley. & Co. Incorporated (“Morgan Stanley") delivered its oral opinion on
November 10, 1995 to the IES Board which was confirmed in a written opinion dated as of the date of
this.J oint Proxy Statement/Prospectus to the IES Board to the effect that, as of the respective dates of
| such opinions, and based upon the procedures and subject to assumptions described therein, the IES

Rdtio, taking into account the IPC Ratio, is fair from a financial point of view to the holders of IES
' Common Stock. The written opinion of Morgan Stanley dated as of the date of this Joint Proxy:
Statement/Prospectus is attached hereto as Annex M. Holders of shares of IES Common Stock are urged .
‘to, and should; read such opinion in.its entirety. For a descrlptlon of the assumptions made and matters
considered by Morgan Stanley in reaching its opinions and the fees received and to be.received by
Morgan Stanley, see “The Mergers — Opinions of Financial Advxsors” and Annex M

- IPC. Salomon’ Brothers Inc (“Salomon Brothers”) delivered to the. IPC Board its wrltten .opin-
ions dated November 10, 1995 and the date of this Joint Proxy Statement/Prospectus to the effect
that, based upon and subject to various considerations set forth in such opinions, as of the respective

| dates of such opinions, ‘the IPC Ratio is fairto the holders of IPC' Common Stock from a financial poirit |.

of view. The written opinion of Salomon Brothers dated the date of this Joint Proxy. Statement/
Prospectus is attached hereto.as Annex N and is incorporated herein by reference. Holders of shares of |-
IPC Common Stock are urged:to, and should, réad such opinion in its entirety. For a descrlptlon of the
assumptions made and matters considered by Salomon Brothers in ‘reaching its opinions and the fees
received and to be received by Salomon Brothers see “The Mergers — Opinions of Financial Adv1-
sors” and Annex N. :

Interests of Certam Persons in the Mergers

_ Employmen.t Agreements Each of Lee Liu, Chalrman of the Board President & Chief Executive -
Officer of IES (““Mr. Liu”), Erroll B. Davis, Jr President and Chief Executive Officer of WPLH
(“Mr. Davis”’), Wayne H. Stoppelmoor, Chalrman of the'Board, President and Chief Executive Officer
of IPC (“Mr. Stoppelmoor”), and Michael R. Chase, Executive Vice President of IPC (“Mr. Chase’),
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will enter into, employment agreements with Interstate Energy or its subsidiaries to become effective
upon consumiation of the Mergers (the “Employment Agreements”). Pursuant to the Employment
Agreements, Mr. Liu will serve as Chairman of Interstate Energy for a period of two years following
the Effective Time and thereafter will retire as an officer of Interstate Energy, although he may
continue to serve as a director. Mr. Davis will serve as President and Chief Executive. Officer of
Interstate Energy for a period of two years followmg the Effective Time and, for the three-year period
thereafter and following Mr. Liu’s retirement, Mr. Davis will serve as Chairman, President and Chief .
‘Executive Officer of Interstate Energy. Mr. Stoppelmoor will ‘serve as-Vice Chalrman of Interstate
Energy for a perlod of two years following the Effective Time and thereafter will retire as an officer of
JInterstate Energy, although he may continue to serve as a director. Mr. Chase will serve as President of
New IPC or. IPC, as the case may be, from and after the Effective Time until the last day of the
calendar month immediately following the calendar month in which he attains age 62.. See “The
- Mergers — Interests of Certaln Persons in the Mergers — Employment Agreements » \

Severance Arrangements, Dach of WPLH, IES and IPC maintain or have entered mto certain
severance agreements under which certain benefits may become vested and certain payments may
become payable in connection with certain change in control conditions which include the Mergers.
WPLH has employment and severance agreements with each of thirteen executives of WPLH. and

~{ certain of its subsidiaries which generally provide for certain benefits in the event the executive is

_terminated followmg a change in control of WPLH (as defined). The WPLH Board has authorized the
amendment of each of the foregoing WPLH agreements to provide specifically that the consummation
of the Mergers will constitute a change in’ control in certain circumstances for purposes of the |
agreements. IES has severance agreements with twelve executives of IES and Utilities. Each of the
IES severance agreements provides severance payments and benefits if the employment of the cov-
ered executive is terminated following a change in control. The Mergers will constitute a change in
_control under the IES severance agreements. IPC has change in control severance agreements with

" | each of nine senior executives of IPC which generally provide for certain benefits in the event the

executive is terminated or resigns under certain circumstances following a change in control of IPC
| (as defined in the agreements). The Mergers will constitute a change in control of IPC for purposes of
.such agreements. Based on the compensation paid to the executives of WPLH, IES and IPC in 1995
and assuming the occurrence of a termination for which severance benefits, would be payable following
“a‘change of control the maximum amounts payable under these severance agreements to all of the
executives of WPLH IES or IPC, edch as a group, respectively, would be approximately $7,014,000,

$6,263,000 and $2,800,000, respectlvely See “The Mergers — Interests of Certain Persons in the
Mergers — Severance Arrangements '

Board of Directors.. The Merger Agreement provides that the Interstate Energy Board of" Dlrec-

tors (the “Interstate Energy Board”) will, upon consummation of the Mergers, consist of fifteen

_persons, six of whom will be designated by WPLH, including Mr. Davis, six of whom will be designated

“| by IES, 1nclud1ng Mr: Liu, and three of whom will be designated by IPC, including Mr. Stoppelmoor.
See “The Mergers — Interests of Certain Persons in the Mergers — Board of Directors.” .

-Indemnification.. The parties have agreed in the Merger Agreement that Interstate Energy w1]l
mdemmfy, to the fullest extent permitted by applicable law, the present and former officers, directors
‘and employees of each of the parties to the Merger Agreement or any of their. subsxdlarles against
certain liabilities (i) arising out of actions or omissions occurring at or prior to the Effective Time that
arise from or are based on such service as an officer, director or.employee; or (ii) that are based on or
arise out of or pertain to the transactions contemplated by the Merger Agreement, and to maintain
policies of directors’ and officers’ liability insurance for a period of not less than six years after the
Effective Time. To the fullest extent permitted by law, from and after the Effective Time, all rights to
-|- indemnification existingin favor of the employees, agents, directors or officers of WPLH, IES and IPC
and their respectlve subsidiaries with respect to their activities as such prior to the Effectlve Time, as
provided in their respective certificate or articles of incorporation and bylaws, in effect on Novem-"
ber 10, 1995, or otherwise.in effect on November 10, 1995, shall survive the Mergers and shall
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continue in full force and effect for a period of not less than six years from the Effective Time. See
“The Mergers — Interests of Certain Persons in the Mergers — Indemnification” and “The Merger
Agreement — Indemmﬁcatlon .

Management of Interstate Energy

As prov1ded in the Merger Agreement, at the Effective Time, the Interstate Energy Board will |

,' consist of fifteen directors, six designated by WPLH, six designated by IES and three designated by
IPC. At the Effective Time, Mr.' Liu will become Chairman of Interstate Energy, Mr. Davis will be
President and Chief Executive Officer of Interstate Energy and Mr. Stoppelmoor will become Vice

Chairman of Interstate Energy. In addition, following the Effective Time, Mr. Chase will become

| President of New IPC or IPC, as the case may be, and Lance W. Ahearn (“Mr. Ahearn’’) will become

President and Chief Operating Officer of the holding company for the non-utility businesses of
Interstate Energy. To date, WPLH, IES and IPC have not determined the individuals, in addition to-
the foregoing, who will be designated to serve as directors or officers of Interstate Energy or its |

subsidiaries as of the Effective Time. See “The Mergers —Employment Agreements’’ and “Interstate
| Energy Following the Mergers — Management of Interstate Energy ”

Conditions to the Mergers

The respective obligations of WPLH, IES and IPC to consummate the Mergers are subgect to the
| satisfaction of certain conditions, 1nclud1ng the approval of the Merger Agreement by the shareown-
ers of each of WPLH, IES and IPC; the receipt of all material governmental approvals; the absence of
| any injunction that prevents the consummation of the Mergers; the listing on the NYSE of the shares
of Interstate Energy Common Stock to be issued pursuant to the terms of the Merger Agreement; the
qualification of the business combination to be effected by the Mergers as a pooling of interests
transaction for accounting purposes; the accuracy of the representations and warranties of the other

parties set forth in the Merger Agreément as of the Closing Date (as defined herein) (except for | .
inaccuracies which would not reasonably be likely to result in a material adverse effect); the perform- |

ance by the other parties in all material respects, or waiver, of all obligations required to be performed
-under the Merger Agreement and the Stock Option Agreements; the receipt of an officer’s certificate
from the other parties stating that certain conditions set forth in the Merger Agreement have been
satisfied, there having been no materlal adverse effect on any other party; the receipt of opinions that

| the Mergers will qualify as tax-free reorganizations; the receipt of certain material third-party con--

.| sents; the receipt of letters from affiliates of the other parties with respect to transactions in securities

| of WPLH, IES or IPC; and the effectiveness of the Joint Registration Statement. See “The Merger

Agreement — Condltlons to Each Party’s Obligation to Effect the Mergers s

Rights to Terminate, Amend or Waive Conditions 4 o
' - The Merger Agreement may be terminated under certain circumstances, including: by mutual

| consent of WPLH, IES and IPC; by any party if the Mergers are not consummated by May 10, 1997

(which date may be extended to May 10, 1998 under certain circumstances); by any party if the

requisite shareowner approvals are not obtalned or if any state or federal law or court order prohibits -

consummation of the Mergers; by a non-breaching party if there occurs a material breach of. the

| Merger Agreement which is not cured within 20 days; or by a party,under certain circumstances, as a”|"
result of a more favorable third-party tender offer or business combination proposal with respect to -

such party. The Merger Agreement requires that termination fees be paid under certain circum-
stances, including if there is a material, willful breach of the Merger Agreement or if, under certain
‘circumstances, a business combination with a third party is consummated within two and one-half
years: of the termination of the Merger Agreement. The aggregate termination fees under this provi-
sion together with the amounts payable under certain provisions of the Stock:‘Option Agreements may
not exceed $40,000,000 payable by each of WPLH and IES and $20,000,000 payable by IPC. See “The
Merger Agreement — Termination,” “The Merger Agreement — Termination Fees’ and ‘“The Stock -
Options Agreements — Certain Repurchases and Other Payments.” The Merger Agreement also
provides for the reimbursement of documented out-of-pocket expenses incurred by the non-breaching.
party or parties in the event the Merger Agreement is terminated under certain circumstances. In the
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event that the Merger Agreement provxdes for expense reimbursement and the breach giving rise to
the termination of the Merger Agreement is not willful, each non-breaching party is entitled to
reimbursement of documented out-of-pocket expenses, not to exceed $5,000,000 for each non-breach-
ing party. In the event of a willful breach, the $5,000,000 limit on expense reimbursement will not
apply The Merger Agreement does not provide for any modification in the Ratios due to changes in the

| operating results, financial condition or trading prices of the WPLH Common Stock, IES Common’
| Stock or IPC:Common Stock between the time of the execution of the Merger Agreement and the

consummatlon of the transactions contemplated thereby.

The Merger Agreement may be amended by the boards of dlrectors of the partles at any time
before or after its approval by the shareowners of WPLH, IES and IPC, but after any such approval, no "

: amendment. may be made which alters or -changes (i) the amount or kind of shares, rights or the

manner of conversion of such shares, (ii) the terms or conditions of the Merger Agreement, if such
alteration or 'change, ‘alone or in the aggregate, would materially adversely affect the rights of the
WPLH, IES or IPC shareowners, or (iii) any term of the WPLH, IES or IPC Charter, except for

| alterations or changes that could otherwise be adopted by the Interstate Energy Board without the

further approval of such shareowners. See ‘‘The Merger Agreement — Amendment and Waiver.”

At any tlme prior to the Effective Time, to the extent permltted by apphcable law the conditions |
| to WPLH’s, IES s or IPC’s obligation to consummate the Mergers may be waived by such party. Any

'determmatlon to waive a condition would depend upon'the facts and circumstances existing at the

“time of such waiver and. would be made by the waiving parties’ boards of directors, exercising their .
'| fiduciary dutxes to their shareowners. See “The Merger Agreernent — Amendment and Waiver.””

Certain Federal Income Tax Consequences .
"WPLH’s obhgatlon to effect the Mergers is condltloned on the dehvery of an opinion to WPLH

| from Foley & Lardner, counsel for WPLH, IES’s obligation to effectthe Mergers is conditioned upon

the delivery of an-opinion to IES from Winthrop, Stimson, Putnam & Roberts, counsel for IES, and
IPC’s obligation to effect the Mergers is conditioned upon the delivery of an opinion to IPC from

| Milbank, Tweed, Hadley & McCloy, counsel for IPC; each dated as of the Closing Date, based upon '

certain customary representations and assumptions set forth therein, substantially to the effect that,

for federal income tax purposes, each of. the mergers to which such party or its subsidiaries is a'

constituent constitutes a tax-free reorganization within the : meanmg of Section 368(a) of the Internal
Revenue Code of 1986, as amended (the ““‘Code”).

Subject to the approval by the IPC stockholders of the IPC Charter Amendment, and prowdedv

. | that there shall have been no adverse changes in applicable law or facts prior to the Effective Time, in
| general: (i) no gain or loss will be recognized by WPLH, IES, IPC, or Acquisition (or New IPC, Utilities
| and New Utxlxtles if applicable) pursuant to the Mergers (ii) no gain or loss will be recognized by

holders of IES Common Stock or IPC Common Stock (or New IPC Common Stock, if applicable) upon
the exchange of their IES Common Stock or IPC Common Stock (or New IPC Common Stock, if

| applicable) into Interstate Energy Common Stock pursuant to the Mergers: (iii) fio gain or loss will be e

recognized by holders of IPC Preferred Stock (or New IPC Preferred Stock, if applicable) either upon

‘consummatign of the IPC Direct Merger (or the IPC Merger, if applicable) or, if applicable, upon the

exchange of thexr IPC Preferred Stock for New IPC Preferred Stock pursuant to the IPC Reincorpora-
tion Merger; and (iv) no gain or loss will be recognized by shareowners of WPLH upon consummation

“of the Mergers See “The Mergers — Certain Federal Income Tax Consequences.”

EACH SHAREOWNER IS URGED TO CONSULT HIS, HER OR ITS TAX ADVISOR AS TO. :
THE TAX CONSEQUENCES OF THE MERGERS APPLICABLE TO THE INDIVIDUAL CIRCUM-
STANCES OF SUCH SHAREOWNER UNDER FEDERAL, STATE, LOCAL OR ANY OTHER

APPLICABLE LAW..




Operatlons After the Mergers

Following the Mergers, Interstate Energy will be a reglstered publlc utxlxty holding company |.
under the 1935 Act (unless pendmg legislation to repeal the 1935 Act has been enacted), and the
operating utilities WP&L, New Utilities or Utilities, as the case maybe, and New IPC or IPC, as the
case may be, will be its principal subsidiaries. The headquarters of Interstate Energy will be in
Madison, Wisconsin. The headquarters of the three utility subsidiaries will remain in their current
locations, WP&L in Madison, Wisconsin, New Utilities or Utilities in Cedar Rapids, Iowa and New IPC
or IPC in Dubuque, Iowa. Interstate Energy’s utility sub51d1ar1es are expected to serve approx1mately
870,000 electric customers and 360,000 natural gas customers in portions of Iowa, Tllinois, Minnesota
and Wisconsin. The business of Interstate Energy will be to operate as a holding company for its utility
subsidiaries and various non-utility subsidiaries. WPLH, IES and IPC recognize that the SEC could
require divestiture of all or part of their existing gas operations and certain non-utility operations
under the registered holding company structure, but intend to seek approval from the SEC to retain
such businesses. See “Regulatory Matters and “Interstate ‘Energy Following the Mergers — | -

‘Operations.”

Regulatory Matters S :
The approval of the SEC under the 1935 Act, the N uclear Regulatory Commlssmn (the “N RC”)

.under the Atomic Energy Act of 1954, as amended (the “Atomic Energy Act”), the Federal Energy

Regulatory Commission (the “FERC”) under the Federal Power Act, as well as the approval of the
Iowa Utilities Board (the “IUB”), the Illinois Commerce Commission (the “ICC”), the Minnesota
Public Utilities Commission (the ‘“Minnesota Commission”’) and the Public Service Commission -of
Wisconsin (the “Wisconsin Commission’’) under applicable state laws and the expiration or termina-
tion of the applicable waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of |.
1976, as amended (the “HSR’Act’’), are required in order to consummate the Mergers :

‘Upon consummation of the Mergers, Interstate Energy will be required to reglster asa hold1ng
company under the 1935 Act unless pending legislation to repeal the 1935 Act has been enacted. The
1935 Act imposes restrictions on the operations of Tegistered holding company systems. Among these
are requn-ements that securities issuances, sales and acquisitions of utility assets, securities of utlhty. ‘
and other companies, and any other 1nterests in any business be approved by the SEC. The 1935 Act
also limits the ability of registered holding compames to engage in non-utility ventures and regulates
holding company system service companies and the renderlng of services by holdihg company affili-
ates to the system’s utilities. WPLH, IES and IPC believe the foregoing restrictions and limitations
imposed by the 1935 Act in its current form may limit. possible operations of Interstate Energy
following the Mergers However, WPLH, IES and IPC believe the: beneﬁts of the Mergers exceed the
potential adverse effects of such 1935 Act regulation.

&

‘In addmon the SEC historically has mterpreted the’ '1935 Act fo preclude reglstered holding |

companies;, ‘with limited exceptions, from owning both electric and gas utility systems. Although the |

SEC has recently recommended that registered holding companies be allowed to hold both gas and

-| electric utility operations if the affected states agree, it remains possible that the SEC may requireasa .

condition to its approval of the Mergers that WPLH, IES and IPC divest their gas utility properties .

and possibly certain non-utility ventures within'a reasonable time after the Mergers. In certain cases,
the SEC has allowed the retention of such properties or deferred the question of divestiture for a |
substantial period of time. In those cases in which divestiture has taken place, the SEC has usually |
allowed enough time to complete the divestiture so as to allow the applicant to conduct an orderly sale

of the divested assets. WPLH, IES and IPC believe there are strong policy reasons and prior SEC |

decisions which support their retention of existing gas utility properties and non-utility ventures, or,

| alternatively, which support deferring the question of divestiture for a substantial period of time. |~

Accordingly, WPLH, IES and IPC will request in their 1935 Act application that WPLH, IES and IPC
be allowed to retain, or in the alternative that the question of divestiture be deferred with respect to,.
WPLH’s, IES’s and IPC’s existing gas utility properties and non-utility ventures. Should the SEC
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v deny this request a requlred divestiture could ‘under certam cxrcumstances be at a prlcc below falr ’
markét value or otherwise on terms deemed unsatisfactory by Interstate Energy and could have a
material adverse effect on the operatlons earnings and ﬁnancml condition of Interstate Energy.

: Leglslatlon to’ repeal the 1935 Act was introduced in Congress in. 1995 and is pending. No.
-| assurance carn be given-asto when or if such legislation will be considered or enacted. The Staff of the
-SEC has also recommended that the SEC “permit combination systems by registered holdmg compa-
| nies if the affected states concur,” and the SEC has proposed. rules that would relax current restric-
tions: on investment by’ registered holding companies in . certain “energy . related,” non- utility
,busmesses No predlctlon can be made as to the outcome of these legislative and regulatory proposals.

. Followmg consummation of the Mergers Interstate Energy also will be subject to regulation by

| the Wisconsin Commission under Section 196.795 Wis. Stats. (the ‘“Wisconsin Holding Company.

Act”) as WPLH and WP&L are currently. The Wisconsin Holding Company Act regulates, among
other things, the type and amount of investments in non-utility businesses. WPLH, IES and IPC do
not expect such regulation to have a materially adverse effect upon the operations of Interstate .
‘Energy followmg the Mergers. WPLH, IES and IPC believe, and intend to take appropriate action to

e establish, that IPC and Utilities qualify as “public utility affiliates” of Interstate Energy within the |

| meaning of the Wisconsin Holding Company Act. If, however, IPC-and Utilities, as presently consti-
tuted, were. to be deemed nonutility affiliates (because they are not Wisconsin utilities or Wisconsin
corporations), the partles reserve the right to take such action as may be required to cause IPC.and |
Utilities to be treated as “pubhc utility affiliates” for purposes of the Wisconsin Holding Company

‘Act. Under the alternative structure set forth in the Merger Agreement, IPC and Utilities would | =~

'become Wlsconsm corporatlons and acquire certain of the water utility operatlons currently con: |
“ducted by WP&L within the State of Wisconsin. Although the parties believe that the Mergers can be
consummated under either or both structures in compliance with the Wisconsin’ Holding Company
Act, that statute has not been authoritatively construed, and no assurance as to the interpretation of .
that statute can be given. The companies currently intend to seek regulatory approval to effect the
transactions under either structure. WPLH IES and IPC believe that, under the reincorporation

. structure, the Wisconsin Commission ‘would not seek to regulate activities of New Utilities and New. |
IPC followmg the Mergers other than those: activities directly related to the water utllxty properties:

" | and. the prov1s1on of water utility serv1ce in the State of Wisconsin. '

i Under the Merger Agreement, WPLH, IES and IPC have agreed to use all reasonable efforts to
obtain all governmental authorizations necessary or advisable to consummate or effect the transac-
| tions contemplated by the Merger Agreement. Various parties'may seek to intervene in these proceed-

ings to opposeé the Mergers or to have conditions imposed upon the receipt%f necessary approvals.
-While WPLH, IES and TPC beheve that they will receive the requisite regulatory approvals for the |
‘Mergers, there can be no assurance as to the timing of such’ approvals or the ability of such parties to

obtain such approvals on satisfactory terms or otherwise. It is a condition to the consummation of the

Mergers that.final orders approving the Mergers be obtained’ from' the various federal and state
| commissions descnbed above ori terms and conditions which would not have, or would not be reasona-

bly hkely to have, a material adverse effect on the business, assets, financial condition, results of
operatlons or: prospects of Interstate Energy, or which would be materially inconsistent with the
agreements of the parties contamed in the Merger Agreement There can be no assurance that any |.
such approvals will not contain terms or conditions that cause such approvals to fail to satisfy such
-condition to the consummation of the Mergers. Should any such approvals contain terms and condi--
tions unsatlsfactory to WPLH, IES or IPC, such party may waive the condition to consummation of;

and may procéed with, the Mergers. Additional shareowner approval for any such waiver will not be |.
requlred or sought. See “Regulatory Matters ”

: Accountmg 'Ireatment ‘

. - The Mergers will be treated by the parties as'a poolmg of mterests for accounting purposes. See
-“The Mergers — Accountmg Treatment ” The recelpt by each of WPLH, IES and IPC of a letter from
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their- respective independent accountants, stating that the transaction will 'qualify as a pooling of
interests, is a condition precedent to the consummation of the Mergers. See “The Merger Agree-
ment — Conditions to Each Party S Obllgatxon to Effect the Mergers.” .

Dissenters’ nghts
Under Iowa law, holders of record of IES Common Stock as of the 1ES Record Date who do not

~wish to accept shares of Interstate Energy Common Stock in the IES Merger have the right'to'have the

fair value.of the IES shares appraised by judicial determination and paid to them in cash. In order to
perfect such dissenters’ rights, holders of IES Common ‘Stock must comply ‘with the procedural
requirements of the IBCA, including, without limitation, filing written notice with TES prior to the
IES Meeting of such shareholder’s intention to dissent and demand payment of the fair value of his or
her shares, not voting in favorof the Merger Agreement and making a written demand for payment
and depositing the certificates representing such shares within 30 days after notice is given by IES of
the results of the vote at the IES Meeting. See ‘“The'Mergers — Iowa Dissenters’ Rights’’ and Annex P

Under Delaware law, holders of record of IPC Preferred,Stockras of the IPC Record Date who wish
to exercise dissenters’ rights with respect to the IPC Direct Merger or who do not wish to accept New
IPC Preferred Stock in the IPC Reincorporation Merger, as the case may be, have the right to have the

fair value of their shares of IPC Preferred Stock appraised by judicial determination and paid to them.

In order to perfect such dissenters’ rights, holders of IPC Preferred Stock must comply with the
procedural requirements of the DGCL, including, without limitation; delivering to IPC before the IPC
Meeting a written notice of such stockholder’s intention to dissent and demand appraisal of his or her
shares; not voting in favor of the Merger Agreement and filing a petition in the Delaware Court of
Chancery (the “Delaware Chancery Court”) demanding a determination of the fair value of the IPC

Preferred Stock. Under Delaware law, the holders of IPC Common Stock have no dissenters’ rights in |

connectlon with the Mergers See ‘“The Mergers — Delaware Dissenters’ Rights’’ and Annex Q. .

" Under Wisconsin law, the holders of WPLH Comrnon Stock have no dlssenters rlghts See “The
Mergers — No Wlsconsm Dlssenters nghts e )
Dividends

. WPLH, IES and IPC Prior to the Effectwe Time. Pursuant to the Merger Agreement each of
WPLH, TES and IPC shall not, and shall not permit any of its sub31d1ar1es to, declare or pay any

| dividends on, or make other distributions in respect of, any of its capital stock, other than to such

party or its wholly-owned sub31d1ar1es and other than dividends required to be paid on any series of
cumulative preferred stock, no par value, of IES (“IES Preferred Stock’) (no shares of which are
currently outstanding), Ut111t1es Preferred Stock, _preferred stock, no par value, of. WP&L (“WP&L
Preferred Stock”), or IPC Preferred Stock in accordance with the respectlve terms thereof, and
regular quarterly dividends to be paid on "WPLH Common Stock, IES Common Stock and IPC
Common Stock not to exceed in any fiscal year 100% of the dmdends for the prlor ﬁscaJ year 1n the

-case of IES and IPC ‘and 105% in the case of WPLH.:- - ,
Interstate Energy Aﬂer the Effectwe Time. 1t is antncrpated that Interstate Energy will retain |

WPLH'’s then current common share dividend payment level as of the Effective Time. WPLH’s current
annualized dividend rate is $1 97 per share, IES’s annual dividend rate is currently. $2. 10 per share

and IPC’s annual dividend rate is currently $2.08 per share The dividend policy of Interstate Energy )

is subject to evaluation from time to time by the Interstate Energy Board based on Interstate Energy’s
results of operations, financial condition, capital requirements and other relevant considerations,
including regulatory considerations. Declaration and timing-of dividends on Interstate Energy Com-
mon Stock will be a business decision to be made by the Interstate Energy Board from time to time
based upon the results of operations and financial condition of Interstate Energy and its sub51d1ar1es

“and such other business considerations as the Interstate Energy Board considers relevant in accor-

dance with applicable laws. See “Interstate_ Energy Following the Mergers” and ‘Description of
Interstate Energy Capital Stock'— Interstate Energy Common Stock ” v -
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Preferred Stock after the Effectwe Time, _Following the Effective Time, dividends will be paid on
shares of IES Preferred Stock (if any such shares are then outstanding), Utilities Preferred Stock

(unless such shares are redeemed in connection with the Utilities Reincorporation Merger), WP&L |

Preferred Stock and IPC Preferred Stock (or New IPC Preferred Stock if the IPC Remcorporatlon
,Merger is effected) in accordance with the respectlve terms of such stock.

Amendments to WPLH Charter

Pursuant to the Merger Agreement subJect to the approval of each of the WPLH Charter

Amendments by WPLH’s shareowners at the WPLH Meeting, the WPLH Charter will be amended no
.| later than the Effective Time as provided in Annex O. The WPLH Charter Amendments will (i) change
the name of WPLH to Interstate Energy Corporation; and (ii) increase the number of shares of WPLH
Common Stock authorized for i issuance from 100,000,000, to 200,000,000. The WPLH Charter, as so
~amended, will'be the Restated Articles of Incorporation of Interstate Energy (the “Interstate. Energy
Charter”) at the Effective Time and until thereafter amended in accordance with the WBCL and the
Interstate Energy Charter. Approval of each of the WPLH Charter Amendments is a condition
precedent to the consummation of .the Mergers See “Amendments to WPLH Restated Articles of
Incorporation,”’ o

‘ Amendment to IPC Charter

Subject to the approval of the IPC Charter Amendment by IPC’s stockholders at the IPC Meetlng,
the IPC Charter will be amended following the IPC Meeting and prior to the Effective Time as
provided in Annex R. The IPC Charter Amendment would provide that each share of IPC Preferred
Stock outstanding from time to time will have one vote, voting together as one class with the holders of
| IPC Common Stock (except as otherwise required by applicable law or as specifically set forth in the
IPC Charter), on all matters to come before a vote of the stockholders of IPC. The IPC Charter

Amendment is designed to comply with certain provisions of the Code to enable the IPC Merger to -

qua.hfy as a tax-free reorganization under the Code. Approval of the IPC ‘Charter Amendment is a
condition precedent to the consummation of the Mergers. See “Amendment to IPC Restated Certifi-
cate of Incorporation” and ‘“The Mergers — Certain Federal Income Tax ‘Consequences.”

Comparison of Rights of Shareowners

As a result of the Mergers, holders of IES Common Stock (other than IES Dissenting Shares) will -

become shareowners of Interstate Energy, a. Wisconsin corporation. Such shareowners will have
certain different rights as Interstate Energy shareowners than they had as shareowners of IES, both
because of the differences between the IES Charter and the IES Bylaws and the Interstate Energy
Charter and the bylaws of Interstate Energy (the “Interstate Energy Bylaws”), and because of

differences between Wisconsin and Iowa corporation law. For a comparison of Wisconsin and Iowa law -

and the charter and bylaw provisions of IES and Interstate Energy, see “Comparlson of Shareowner
‘Rights.” "

" As a result of the Mergers holders of IPC Common Stock will become shareowners of Interstate |

Energy, a Wis¢onsin corporation. Such shareowners will have certain different rights as Interstate
Energy shareowners than they had as shareowners of IPC, both because of the differences between
the IPC Charter and the IPC Bylaws and the Interstate Energy Charter and the Interstate Energy
Bylaws, and because of differences between Wisconsin and Delaware corporation law. In the event
that the IPC Reincorporation Merger is effected, holders of IPC Preferred Stock (other than IPC
‘Dissenting Shares) will receive in the TPC Reincorporation Merger shares of New IPC Preferred
Stock, the terms (including dividend rates) and designations of which will be substantially identical to
those of the correspondmg shares of IPC Preferred Stock (as set forth in the IPC Charter), including
the additional voting rights proposed to be approved at the IPC Meeting. The rights of holders of New
IPC Preferred Stock may be different in certain respects under Wisconsin law than the rights of
‘holders of IPC Preferred Stock under Delaware law. For a comparison of Wisconsin and Delaware law
‘and the charter and bylaw provisions of IPC and Interstate Energy, see “Comparlson of Shareowner
Anghts b ! :
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SELECTED HISTORICAL AND PRO FORMA DATA

The summary below sets forth selected historical financial and market data and selected
unaudited pro forma financial data. The financial data should be read in conjunction with the
historical consolidated financial statements and related notes thereto of WPLH, IES and IPC, incorpo-
rated herein by reference, and in conjunction with the unaudited pro forma combined financial
statements and related notes thereto of Interstate Energy included elsewhere in this Joint Proxy
Statement/Prospectus See ‘““Unaudited Pro Forma Combined Financial Information.” -

Selected Historical Financial and Market Data

The selected historical financial data of each of WPLH, IES and IPC for the five years ended
December 31, 1995, set forth below, have been derived (except as described below) from audited
financial statements. The selected historical financial data of WPLH, IES and IPC as of and for the

‘twelve-month period ended March 31, 1996, set forth below, have been derived (except as described

below) from unaudited financial statements. The financial data of WPLH set forth below have been
adjusted to reflect the restatement of such data to account for certain discontinued operations
discussed in the notes hereto. The selected historical market data of each of WPLH, IES and IPC for
the dates indicated below are based on the closing sales prices of WPLH Common Stock, IES Common

‘Stock and IPC Common Stock as reported on the NYSE Composite Tape for such dates. The Aggregate
‘Market Capitalization represents the product of the closing sale prices on such dates multxphed by the

number of outstanding shares on such dates.
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Income Statement Data”
Operating Revenues . .. .
Operating Income ... ..
Allowance for Borrowed
"and Other Funds Used

. During Construction . . .
Preférred Dividend ,

Reduiremen{ts of

- Income From Continuing
"Operations (a)(g)(§) . . . .
Earnings per Common
.Share from Continuing

- Qperations ()}(g)() . . .- :

.. Cash Dividex{ds Declared
per Common Share. . . .

Balance Sheet Data
Total Assets-(G) .......
Long-Term Obligations

@ ...... e

Commercial Paper, Notes

Payable and Other. . . . . '

. Variable Rate Demand

“Bonds ... ... ... ..., :

Preferred Sto:ck —

Not Subject to
Mandatory
Redemption . ......

Subject to Mandatory

"-Common Stock Equity (j)
- " Book Value per Common
. Share @) ...........

. I
Market Data —!Common
‘Stock - i
" Aggregate Market
-Capitalization (millions)
. Closing Market Price per

Share .............. :

* Ratio of Market Value to

" Book Value G) . . ... ..

~ Twelve Months

Ended .

Mareh 31, 1996

WPL Holdings, Inc.*

. Year Ended December 31,

1995 1994 1993 . 1992 _ 1991

$ 852,258
158,865

2,503

3,310
83,239
$ 270
$ 1948

March 31, 1996

(Dollars in thousands except per share and ratio data)

$ 807,255 $ 795717 $ 738,604 $ 673,273 $ 669,549

149,404 131,815 127,944 117,959 132,605
2,088 4038 4031 . 3',680"'_1",959

3,310 3310 3028 3811 381l

© 71,618 66,424 -

©$ . '283°% 217 $ 215 § - 210 § . 242

$ 194§ 192 §° 190 § 18 § 180

December 31,

63,685 58,007 65,930

1995 . 1994 1993 1992 1991

$1,838,674
429,753
| 57,806

56,975

59,963

613,628

.8 1994

(Dollars in thousands except per share and ratio data)

.$1,872,4-14A $1,805,901 .$1,761,899 $1,565,898 $1,383,499

433,759 450,942 425,887 418,960 371;904

© . 109,525 64,501 - 91,902 71,427 . 52,838

56,975 ‘ 56,975 . 56,975 57,075 57,875

59,963 59,963 59,963 62,449 62,449

597,470 597,798 582,966 483,536 '459;659

$ 1941 $ 1943 § 1915 § 17.38 $ 1684

December 31, |

- March 31, 1996

3 950

$ 30875
1,55x

1995 1994 1993 To1992 1991

$ ' 942"$, 842 §

$ 30.625 $ 27375 § 32875 $ 33875 § 32:754'

© 1.58x 1.41x L72x 1.95x  1.94x

. See accompanying Notes to Selected Historical and Pfo Forma Data

1;001 $ 943 § 894

|
I
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Income Statement Data

Operating Revenues . . . .
Operating Income . . . . ..
- Allowance for Borrowed
and Other Funds Used
During Construction . . .
Preferred and Preference
Dividend Requirements
* of Subsidiary ....... g
Income from Continuing
. Operations (a)(d) . .....
Earnings per Common
- Share from Continuing

Operations (a)(i) .. .. .. ‘

Cash Dividends Declared
per Common Share . . ..

Balance Shect Data
Total Assets . .. .......
Long-Term Obligations
@........ I,

Commercial Paper, Notes
- Payable and Other . ...

Preferred and Preference
Stock — _
- 'Not Subject to
Mandatory

Redemption. . ... ...

Subject to Mandatory

Redemption. ... .. .. .

Common Stock Equity . .
Book Value per Common
Share .............

Market Data — Common
Stock
Aggregate Market
Capitalization (millions) .
Closing Market Price per
Share .............

Ratio of Market Valueto -

Book Value. . ........

Twelve Months
Ended

" March 31,1996

1ES Industries Inc.

Year Ended December 31,
1995 . 1994 1993 1992 - 1991

- $ 887,816

166,594

2,999

March 31, 1996

(Dollars in thousands cxcept per share and ratio data) .

$ 851,010 § 785864 $ 801,266 $ 678,296 $ 661,538

- 161,712 147,933 151,269 109,024 * - 103,357

3,424 3,910 1,972 - 3177 - 2,086

914 914 914 1,729 - 2,170
64,176 66,818 67,938 48,711

44,657

$ 220 $ 234 $ - 245 § 192 $ 185

$ 210 $ 210 § 210 $ - 210 $ 2.03

December 31,
1995 1994 1993 1992 1991

$1,986,944
- 653,450

92,000

18,320

615,820

$° 2075

(Dollars in thousands except per share and ratio data)

$1,985,591 $1,849,093 $1,699,819 $1,594,382 $1,448,492

656,543 626,011 577611 553257 507,921
101,000 . 37,0000 24000 92,000 40,900
18320 18320 . 18320 18320 18,320
R — — 10,874
612,346 591,783 572,051 482,729

463,296

$. 2075 $§ 2056 $ 2021 § 1889 § . 19.07

S e December 31, s
1995 ) 1994 . 1993 1992 1991

March 31, 1996

3 827

$ 27875
1.34x -

$ 782 $ 727 $ 885 § 754 § - 662
§ 2650 $ - 2525 § 3125 ¢ 2950 $§ 27.25

1.28x 1.23x 155x - 156x  143x

See acéompanying Notes to Selected Historical and Pro Forma Data
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Interstate Power. Company (IPC)

o . tl\vcl;'zci“li\:gglhs Year Ended December 31, e
o N March 31, 1996 1995 © 1994 . 1993 1992 - - 1991

(Dollars in thousands except per share and ratio data)

o P
Income Statement Data : . . v
Operating Revenues . ......... - $322,826 $318,542 $307,650 $309,468 $285,298 $291,805

- Operating Income (h) ......... . 69,190 66,776 43,435 43,791 44,521 60,911
Allowance for, Borrowed and Other ' ' Lo : -
Funds Used During Construction ‘ 304 - 34 498 213 371 . 2,094
Preferred and Preference Dividend , o -
Requirements . . ............ 2,459 2,458 2,454 = 2,861 2,975 3,075
Income from Continuing
Operations (h) ............. 26,982 25,198 18,213 16,126 16,242 . 26,435
" Earnings per "(Common Share from o . :
- Continuing Operations (h) ..... § 282 $- 263 $ 192 $§ 173 $ 174 $ 2.84
-Cash Dividenas Declared per - - : ' . E ,
Common Share . . ........... $ 208 $ 208 $§ 208 § 208 $§ 208 § 2.04

Ratio of Earnings to Fixed.
Charges Plus Preferred and
Preference Dividend . . : o :
Requiremenﬁs d ..o " 3.15x 2.99x 2.26x 2.14x 2.13x  2.92x
: December 31,
March 31, 1996 1995 T 1994 1993 1992 1991
" (Dollars in thousands except per share and ratio data) :

Balance Sheet ﬁhta' ' o . -
Total Assets ... .............. $630,107 $634,316 $628,845 $604,361 $558,100 -$550,631

Long-Term Obligations (c) . ... .. 188,899 188,880 203,032 203,170 199,532 .205,036
.-Commercial Paper, Notes Payable :

and Other .. ........ ... .. 23,150 39,300 - 35,600 20,100 9,000 . - 7,200

Preferred and Preference Stock — S
Not Subject to Mandatory : : T

Redemption . . . ......... . 10,819 10,819 10,819 10,819 20,911 20,911

3

Subject to'Mandatory N . . : .
Redemptiob e e 24,062 - 24,036 23,933 23,837 14,426 15,782
-Common Stock Equity . . ....... ' 201,713 197,770 192,505 189,809 © 190,324 193,421
Book Value per Common Share .. $ 21.09 $ 2068 $ 2013 $ 2021 $ 2047.$% 20.80
December 31, ° :
B . March 31, 1996 1995 ° ‘1994 1993 1992 1991

Markct Data — Common Stock
Aggregate Market Capitalization = - - _ . ) :
(millions) . ................. .3 .805 $ 317 § 227 .8 283 $ 287 $ 314

Closing Market Price per Share . . $ 31.875 $ 33.125 $ 23.75 § 30.125 $ 30.875 $ 33.75
- Ratio of Market Value to Book

Value . . ... e e 1.51x 1.60x 118x - 149x - 151x 1.62x

;See accompanying Notes to Selected Historical and Pro Forma Data
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-} Balance-Sheet Data

Selected Unaudited Pro Forma Fmancml Data

The following selected unaudited pro forma financial mformatlon combines t.he historical consoh-
dated balance sheets and statements of income of WPLH, IES and IPC, including their respective
subsidiaries, after giving effect to the Mergers. The unaudited pro forma combined balance sheet data
at March 31, 1996 and December 31, 1995, 1994 and 1993 give effect to the Mergers as if they had
occurred at the respective balance sheet-dates. The unaudited pro forma combined statements of
income for the twelve months ended March 31, 1996 and each of the years in the three-year period”
ended December 31, 1995 give effect to the Mergers as if they had occurred at January 1, 1993. These
statements are prepared on the basis of accounting for the Mergers as a pooling of interests and are
based.on the assumptions set forth in the notes thereto. The following information is not necessarily
indicative of the financial position or operating results that would have occurred had the Mergers been
consummated on the date as of which, or at the beginning of the periods for which, the Mergers are
being given effect nor is it necessarlly indicative of future operatmg results or financial p051tlon See
“Unaudlted Pro Forma Combined Financial Informatlon

Interstate Energy Corporation Pro Forma Financial Data
e ded " Year Ended December 31,

. March 31,1996 1995 1994 ° 1993

(Dollars in milligns, except per share data)

) Income Statement Data

Operating Revenues . . . . . .. e $2,063 $1,977 $1,889 $1,849
Operating Income . . . ... .ttt 395 368 - 323 - ‘323
Allowance for Borrowed and Other Funds Used During Construction . . . 6 6 8 - 6
Preferred Dividend Requirements of Subsidiaries . . . ... .......... A 7 - 8
Income from Continuing Operations (a)(g)(h)(D() . . .. .. .. U To182 161 1561 7148
Earnings Per Common. Share from Continuing . .
Operations (@)}{d)@MEG) . . . . .. oo - $ 256 $ 227 §$ 216 § 2.17
Cash Dividends Declared per Common Share(d) ... ............. $ 1.99 $199 $ 198 § 197
Equivalent IES Pro Forma per Share Data (e) . . o )
. Earnings per Common Share (a)(g)(h)()) . ... .. e e e ' $ 2.59 $ 229 § 218 $ 219
| Cash Dividends-Detlared per Common Share (f). .. ... e " $ 2.01 $.201 $200.°% 199
Equivalent IPC Pro Forma per Share Data (¢) - . .
Earnings per Common Share (a)(g)(h)(i) . ... ... ... [ $ 2.84 $ 252 $ 240 § 241
" . Cash Dividends Declared per Commeon Share(f) . .............. .. $221 - $221 $ 220 § 219
» ’ March 31, December 31,
1996 1995 1994 1993

(Dollars in millions, except per share data)

Total Assets G) .. .......... e . $4,456 . $4,492 $4,284  $4,066

Long-Term Obligations (¢} . . . .. .................... DIV A 1,270 1,279 1,280 - 1,207
Variable Rate Demand Bonds . . . .. ........... e e 57 - 57 57 57
Commercial Paper, Notesand Other ... .................. AU 173. 250 137 136
Preferred Stock — : ' ’
Not Subject .to Mandatory Redemption . . ....... ... vun., . . B9 . . .. 89 .89 .. 89|.
Subject to Mandatory Redemption .. ... ... ... e : 24 24 24 24
Common Stock Equity ) ... ...... ..ot . . 1423 - - 1,399 1,382 1,345
Book Value per Common Share (). . . . ... ... .. i, .. $19.94 $19.65 —_ —_
Equivalent IES Pro Forma per Share Data (c) : . :
Book Value per Common Share (). .. . .......... ... ... $20.14 $19.85 . . — —
Equivalent IPC Pro Forma per Share Data (e) ’ ' . . :
Book Value per Common ShareData () ... ................... $22.13 $21.81 — —

See accomyanying Notes to Selected Historical and Pro Forma Data
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Compamllvc Book Values, Dmdcnds and Earnmgs l’er Common Sharc

March 31,

December 31,

‘ . R . . 1996 1995
Book Valuces Per Common Share ) } : - ' _ “

WPLH/Interstafe Energy o . : o » S .
Historical (). . ... .. ... L e L 81994 - $19.41
Equivalent pro forma () .. .. e S e $19.94 $19.65 °

IES - . N i o
Historical . 0. ... .......... S .. $20.75 ~ $20.75
Equivalent pIO forma @G . ..o . T - - §2014 . $19.85
* Historical . dooo N R el T $21.09 - $20.68
" Equivalent pro forma (@)@ . . . ;... ... e e oo T $2213 $21.81

) : Year Ended
) ‘ . ) : 'l\vcl;;;&ignths December 31,
. * March 31, 1996 1995 1994 1993
Cash Dividends Declared Per Common Share ) ) '

WPLH/InLelbtate Energy . -

Historical ...‘ K e ... T $1.948 $1.94 $192 $1.90-
Equivalent pro forma(d).-................. I e $1.99 $1.99 $1.98 $1.97

IES
Historical ... ... ... ... . ... . .. ... $.2.10 $2.10 $2.10 $2.10
. Equivalent pro forma (eXD . .............. .. ... . ... .. L $ 2.01 $2.01  $2.00 $1.99

. IPC = R ' o S
Historical . ... ............ D e - $208 - 5208 $2.08 $2.08
Equivalent pro forma (exf ... ...... ... .. - e $ 221 $2.21  $2.20° $2.19
Earmngs Per Common Share from Conltinuing Operations :
WPLH/Interstate Energy
Historical (a)(g)()) ..... B e L $ 2.70 $2.33 $2.17 $2.15
. Equlvalent pro forma (a)(d)( g)(h)Q) .......................... $ 2.56 - $2.27 $2.16 $2.17
Hlstorlcal (El)(l) ...................... T " $ 243 $2.20 $2.34 $2.45
. Equivalent pro forma (a)(e)(g)(h)G) . . . e e e e, $ 2.549' $2.29 $2.18 $2.19

IPC . : ) ’
Historical (h) .................................. . .$ 2.82 . $263 $1.92 $1.73
Equivalent pré forma (a)e)gi(h)d@ . ....... .. e e e - $ 2.84 $2.52 $240 $2.41
.o ! ) ‘ ) . :

o
i .
i
3
A
S
f
[ .
|
t

|
;

See ’accbmpany'ing' Notes to Selected Historical and Pro Forma Data
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Notes to Selected Historical and Pro Forma’ Data

(a)

Income from Continuing Operations and Earnings per Common Share are based on income from

. continuing operations after preferred d1v1dend requiréments.

| )

(c)

(d)

For purposes of compuiting the ratios of earmngs to fixed charges plus preferred and preference
dividend requirements, “‘earnings” consist of income from continuing operations before account-
ing changes (see Note k), plus interest charges, preferred and preference dividend requirements,
income taxes, and the estimated interest component of rentals, minus the undistributed equity in
earnings of unconsolidated investees. ‘“Earnings’ also include allowance for borrowed and other
funds used during construction. “Fixed charges” consist of interest charges, the estimated inter-
est component of rentals and the pre-tax dividend requirements on subsidiary preferred stock.

_Currently, the IPC Preferred Stock is not issued by a subsidiary; subsequent to the Mergers, the

IPC Preferred Stock or the New IPC Preferred Stock, as the case may be, will be issued by a
subsidiary of Interstate Energy. The pro forma ratios of earnings to fixed charges plus preferred
and preference dividend requirements of New IPC (after giving effect to the IPC Reincorporation
Merger) for the years ended December 31, 1993, 1994 and 1995 and for the twelve months ended
March 31, 1996 are 2.14, 2.26, 2.99 and 3.15, respectively.

Includes long-term debt sinking fund requirements, current maturltles current and long-term
capltal lease obllgatlons net of unamortlzed dxscount and premlum

Pro forma per common share amounts give effect to the conversion of each share of IES Common
Stock and IPC Common Stock outstanding into 1.01 and 1.11 shares, respectively, of Interstate
Energy Common Stock. Pro forma per common share amounts do not, however, give effect to the
cost-saving synergies of the transaction or transaction costs. For a description of the synergles,

: see “The Mergers — Reasons for the Mergers; Recommendations of the Boards of Directors.”

(ej

Represents the pro forma equivalent of one share of IES Common Stock or one share of IPC

- Common Stock, as the ¢ase may be, calculated by multiplying the pro forma information by the
" conversion ratio of 1.01 and 1.11 shares, respectively, of Interstate Energy Common Stock for

®

@ 1

'_‘each share of IES Common Stock and IPC Common Stock.

Pursuant to SEC requlrements the amount is calculated based on hlstorlcal d1v1dends paid by

WPLH, IES, and IPC combined. It is anticipated that Interstate Energy will retain WPLH’s
common share dividend payment level in effect at the Effective Time.

Nonrecurrmg items affecting WPLH's 1994 performance include the impact of early retirement |
and severance programs and the reversal of a coal contract penalty assessed by the Wisconsin

* .~ Commission which was charged to income in 1989. The net after-tax impact of these items on

income from continuing operations for the year.ended December 31, 1994 was a decrease of $8.3

" million related to the early r8tirement and- severance programs offset by an increase of $4 9

- ‘million related to the coal contract penalty reversal.

(h)

1

IPC’s income from contmumg operatlons_mcludes expenses associated with environmental inves-

tigation and remediation costsof former manufactured gas:plants. Operating expenses for-the

twelve months ended March 31, 1996 and for the years ended December 31,1995, 1994 and 1993

~ include $0.2 million, $0.3 million, $0.8 million and $3.5 million, respectively, for these costs. Other .

operating expenses for the twelve months ended March 31, 1996 and for the year ended Decem-
ber 31, 1995 also include $0.8 million and $0.7 million, respectively, of legal fees related to coal tar

. remediation, compared with $1.0 million and $0.3 million for the years ended December 31, 1994

and 1993, respectively. For the twelve months ended March 31, 1996 and for the years ended
December 31, 1995, 1994 and 1993, $0. 4 mllhon $0.6 million, $0.7 mllhon and $0 6 million,

respectively, of the foregomg expenses were recovered in rates.

Nonrecurring items affecting IES’s income from continuing operations for the year ended Decem-
ber 31, 1993 include various gains and losses related to sales of assets and property valuation
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adjustments associated with its nonregulated businesses. The net after-tax impact of these items
.. .on income from continuing operations for the year ended December 31, 1993 was'a decrease of
- $2.0 millio:n. ' ot o ‘

() The selected historical and pro forma data of WPLH reflect the discontinuance of operations of its
utility energy and marketing consulting business in'1995. The discontinuance of this business

- resulted in a pre-tax loss of $7.7 million ($11.0 million net of the applicable income tax expenses)

in 1995. Operating revenues, operating expenses, other income and expense and income taxes for
‘the discontinued operations for the time periods presented have been excluded from income from

t

continuing operations. Interest expense has been adjusted for the amounts associated with direct

obligations; of the discontinued operations.

Operating;revénues, related lossés, and income tax benefits associated with the discontinued
. operations' for the indicated time periods were as follows: B

. Twelve
Months - -
- . , , Ml!;:ll‘]c(:ltgl, ' "Year Ended December 31,
v B - 1996 E 1995 ’ 1994 © 1993
k l . ' ) . ' . ~ (Dollars in fhousnn({s) o
_Operating revenues. .. ... .. S e $15,969  $24,979  $34,798  $33,340
Loss from discontinued operations before , ' ' g
" tax benefit ....... e e - $ 299 % 3,663 $ 1,806 $ 1,761 -
Income tax benefit ................ 1,184 1,451 632 599
Loss from discontinued operations. . . .. . $ 1806 $ 2212 $ 1,174 . $ 1,162 .

(k) Accounting principles have been consistently‘appli'ed. in the financial statement presentations for

. WPLH, IES and IPC with one exception. IPC does not include unbilled electric and gas revenues

+in its calculation of total revenues. The utility subsidiaries of WPLH and IES accrue unbilled

" revenues. The impact of this difference in accounting principles among the companies does not

“have a material impact on the selected historical and pro forma data as presented and, accord-
ingly, no adjustments have been made to conform accounting principles. Co

Comparative Market Prices and Dividends . _ T
The WPLH Common Stock, the IES Common Stock and the IPC Common Stock are listed on the
| NYSE, the CSEiand the PSE; the WPLH Common Stock and the IES Common Stock are alsolisted on
the BSE; and th{e IES Common Stock is also traded on the PhSE. The following table sets forth; for the
-periods indicated, the high and low sales prices of WPLH Common Stock, IES Common Stock and IPC
Common Stock as reported on the'NYSE Composite Tape and the dividends declared thereon. -
‘ S IES " IpC " WPLH
M' ﬂ Dividends M _Lo_w Dividends M Eol Dividends

1993

First Quarter.. . e e 3l% 28% ' .525 34% 30% .52 - 36 32% - 475
Second Quarter | ........ Lo... 32% 28% 525 329% 29 .. .52 36%  33W 4175
Third Quarter T, e e T 34% 31 .525 31 29 L .52 36% 35 T 475
‘ -Fourth Quarter [ .......... .o, 34 29% .525 T 30%  29% .52 36 31% 475
1994 L : . ' . o .
. First Quarter . . i Lo 31% 27 525 ¢ 30% 26% .52 2% 2% " .48
Second Quarter . ............. 29 25% 525 29 22V, .52 30% 26% 48
Third Quarter R 28%  24% 525 24% 21 .52 29% 27 48

Fourth Quarter & ....... .. S... 26%  24% 525 23% 20% 52 28%. 26% . .48
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IES - pee N WPLH
High Low * Dividends lh;.,h Low Dmdcnds " High  Low  Dividends

1995 ' . . L .
First Quarter. ., . ... ... e 2T% 24% .b25 25w . 23 © .52 3r. 27V .485
Second Quarter . ............ L 26%  20% 525 25 23% .52 30 27% " 485,
Third Quarter ......... e L 26% 21% 525 2 23% - .62 29%  27% 485
Fourth’ Quarter ........ . K 28%  25% 525 33% - 27% - .52 31%  29% . .485

1996 . : o o . .
First Quarter. . . . . .. 29% .26% .525 33% 30 - .52 32 29% . .4925
Second Quarter . ............. 30%  25% 525 | 32% 29%) : 52 32% -28%  .4925
Third Quarter . . . . ........... 30 .29‘/1 525 32%  30% - .52 32% 31% . 4925
(through July 9) - - ‘ : - o

Orn November 10, 1995, the last full trading day before the public announcement of: the execution |
and delivery of the Merger Agreement, the high, low and closing sales prices per share of (i) WPLH
Common Stock on the NYSE were $30%, $30% and $30%, respectively, (ii) IES Common Stock on the
NYSE were $27%, $27 and $27%, respectively, and (iii) IPC Common Stock on the NYSE were $29%,
$29%, and $29%, respectively. On May 22, 1996, the last full trading day before the public announce-
ment of the execution and delivery of the amendment to the Merger Agreement, the high, low and
closing sales prices per share of (i) WPLH Common Stock on the NYSE were $30%, $30% and $30%,
respectively, (ii) IES Common' Stock on the NYSE were $28%, $28Y% and $28%, respectxvely, and

1 (iii) IPC Common Stock on the NYSE were $31%, $31 and $31 respectively.

For calendar year 1995, dividends paid per share of common stock were $1.94 for WPLH, $2.10 for.
IES and $2.08 for IPC. WPLH’s current annualized dividend rate is $1.97 per share. It is anticipated
that Interstate Energy will retain-WPLH’s then current common share dividend payment level as of
the Effectlve Time. Assuming the WPLH annual dividend level remains $1.97 as of the Effective Time,

‘and giving effect to the Ratios, former holders of IES Common Stock will receive an annual dividend |

equivalent to approximately $1.99 per share of IES Common Stock held immediately preceding the |
Effective Time and former holders of IPC Common Stock will recéive an annual dividend equivalent to"
approximately $2.187 per share of IPC Common Stock held immediately preceding the Effective Time.

On July 9, 1996, the most recent date for which it was practicable to obtain market price data
prior to the printing of this Joint Proxy Statement/Prospectus, the high, low and closing sales prices
per share of WPLH Common Stock on the NYSE were $32, $31% and $31%, respectively, the high, low
and.closing sales prices per. share.of IES Common Stock on the NYSE were $29%, $29% and $29%, |
respectively,-and the high, low and closing sales prices per share of IPC Common Stock on the NYSE
were $31%, $30% and $30%, respectively. Accordingly, if the Mergers had been consummated on that
date, each share of IES Common Stock would have been converted into the right to receive 1.01 shares |
of WPLH Common Stock having a market value of $32.07 based upon the closing price per share of |’
WPLH Common Stock on such date and each share of IPC Common Stock would have converted into
the right to receive 1.11 shares of WPLH Common Stock having a market value of $35.24 based on the
closmg price per share of WPLH Common Stock on such date S :

* The market prices of WPLH ‘Common" Stock, IES Common Stock and TPC Cornmon Stock are |~

subject to fluctuation. WPLH shareowners, IES shareowners and IPC shareowners are urged to |

obtain current market quotatlons for WPLH Common Stock, IES Common Stock and IPC Common
Stock. : : v
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MEEI‘INGS VOTlNG AND PROX[ES

Thls Jomt Proxy Statement/Prospectus 8 being furnished to (1) the holders of WPLH Common
Stock in connéction with the solicitation of proxies by the WPLH Board from the holders of WPLH
Common Stock for use at the WPLH Meetlng, (ii) the holders of IES Common Stock in connection
with the solicitation of proxies by the IES Board from the holders of IES Common Stock for use at the-
IES Meeting and (iii) the holders of IPC Common Stock in connection with the solicitation of pr0x1es
- by the IPC Board from the holders of IPC Common Stock for use at the IPC Meetmg

The WPLH Meetmg

. Purpose of WPLH Meetmg The purpose of the WPLH Meetmg 1s to consider and vote upon: (i) a
proposal to approve the Merger Agreement and the transactions contemplated thereby (including,
among other things, the issuance of shares of Interstate Energy Common Stock pursuant to the terms.
of the Merger Agreement); (ii) a proposal to. -approve the Name Change Amendment and the Common
Stock Amendment; (iii) a proposal to'elect a total of three directors for terms expiring at the 1999

-annual meetmg of shareowners of WPLH or until their successors have been duly elected and
~ qualified; (iv) a proposal to appoint Arthur Andersen LLP as 1ndependent auditors of WPLH for the
year ending December 31, 1996: and (v) such other matters, if any, as may properly come before the . -
WPLH Meeting. The WPLH Board is not aware, as of the date of mailing of this Joint Proxy
Statement/Prospectus,-of any other matters which may properly come before the WPLH Meeting. If
any such other matters properly come before the WPLH Meeting, or any adjournment or postpone-
ment thereof; it is the intention of the persons named in the WPLH proxy to vote such proxxes in
accordance w1th their best _]udgment on such matters .

The WPLH Board by unanimous vote of the directors present, has approved the Merger Agree-
ment and each of the WPLH Charter Amendments, authorized the execution and delivery of the
. Merger’ Agreement, and recommends that WPLH shareowners vote FOR approval of the Merger
" Agreement (including the issuance of shares of Interstate Energy Common Stock pursuant to the
terms of the Merger Agreement), FOR approval of each of the WPLH Charter Amendments, FOR the
.. election of the nominated WPLH dlrectors and FOR the appomtment of Arthur Andersen LLP as
: mdependent audltors . . .

Pursuant to the Merger Agreement consummation of the Mergers is- condltxoned upon approval
. by the shareowners of WPLH of proposals (i) and (ii) set forth above, but is not conditioned upon
~ approval of thé shareowners of WPLH of any other of the above proposals If approved, each of the
WPLH Charter Amendments will become effective only if the Mergers are- -consummated.

" Date, Place and TLme, Record Date.” The WPLH Meeting i is scheduled to be held on Thursday,

September 5, 1996, immediately followmg the annual meetmg of WP&L Wthh will be held at -

10:00 a.m., Central T1me at the Exhibition Hall at the Dane County Expo_ Center, 1881 Expo Mall,
Madison, Wlsconsm Holders of record of WPLH Common Stock at the close of business on July'10, -
1996, the WPLH Record Date, will be entitled tonotice of and to vote at the WPLH Meetlng As of the
.- close of business on-the WPLH Record Date, 30,795,260 shares of WPLH Common Stock were 1ssued
and outstanding and entltled to vote.

Votmg Rights. Each outstandlng share of WPLH Common Stock is entitled to one vote upon

» each matter presented at the WPLH Meeting. A majority of the votes entitled to be cast by holders of
shares of WPLH Common Stock represented in person or by proxy, shall constitute a quorum for éach -
matter presented at the WPLH Meeting. Abstentionsand broker non-votes (i.e. , proxies from brokers
or nominees indicating that such persons have not received instructions from the beneficial owners or
other persons entitled to vote shares as to a matter with respect to which brokers or nominees do not
have discr etlonary power to vote) will be considered present for the purpose of estabhshlng a quorum.

Ifa quorum is present, the affirmative vote of a majority of the votes entitled to be cast by the
holders of the outstandirig shares of WPLH-Common Stock entitled to vote thereon is required for
: approval of the Merger Agreement (1nclud1ng the i 1ssuance of shares ofInterstate Energy -Common .-
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Stock pursuant to the terms of the Merger” A”gr’eqement) Under applicable Wisconsin law in determin-

ing whether the Merger Agreement (including the issuance of shares of Interstate Energy Common
Stock pursuant to the terms of the Merger Agreement) has received the requisite number of affirma- -
tive votes, abstentions and broker non-votes will have the same effect as votes cast against approval of
the Merger Agreement. Failure to return a WPLH proxy or to vote.in person at the WPLH Meeting
will have the effect of a vote against the Merger Agreement. If a quorum is present, the affirmative
vote of a majority of the votes ent1tled to be cast by the holders of the shares of WPLH Common Stock
represented at the WPLH Meeting and entitled to vote thereon is required for approval of each of the

'WPLH Charter Amendments and for the appointment of Arthur Andersen LLP as WPLH’s indepen-

dent auditors for the year ending December 31, 1996. In tabulating the votes for each of the WPLH

- Charter Amendments and for the appointment of Arthur Andersen LLE an abstention has the same

effect as a vote against, while broker non-votes are treated as shares not entitled to vote. The directors
will be elected by a plurality of the votes cast at the WPLH Meeting (assuming a quorum is present).
Consequently, any shares not voted at the WPLH Meetirig, whether due to abstentions or otherwise,
will have no impact on the election ‘of directors. The directors and executive officers of WPLH,
together with their affiliates as a group, are deemed to own beneficially less than 1% of the 1ssued and
outstanding shares of WPLH Common Stock.

Proxies. Holders of the WPLH Common Stock may vote either in person or by properly executed -

proxy. By completing and returning the form of proxy, the WPLH shareowner authorizes the persons
named therein to vote all the WPLH shareowner’s shares on his or her behalf. Issued and outstanding _
shares of WPLH Commion Stock which are represented by properly executed proxies will, unless such

_proxies have been revoked, be voted in accordance with the instructions indicated in such proxies. If
no instructions are indicated on a properly executed proxy, such shares will be voted FOR approval of - -

the Merger Agreement (including the issuance of shares of Interstate Energy Common Stock pursu-
ant to the terms of the Merger Agreement), FOR approval of each of the WPLH Charter Amendments,
FOB the election of the nominated directors and FOR the appointment of Arthur Andersen LLP as
WPLH’s 1ndependent auditors for the year endmg December 31,1996. AWPLH proxy may be revoked
by voting in person at the WPLH Meeting, by written notice to WPLH’s Corporate Secretary, or by -

delivery of a duly executed proxy. bearmg a later date, in each case prior to the closing of the’ polls for

~ voting at'the WPLH Meeting. Attendance at the WPLH Meeting will not in itself constitute revocation

of a proxy.

If an individual is a part1c1pant in the WP&L Employees Retlrement Savmgs Plan (the “WP&L
Savmgs Plaii”), the participant will receive a voting directive from the WP&L Savings Plan trustee for
shares of WPLH Common Stock allécated to the participant’s account under the WP&L Savings Plan.
The trustee for the WP&L Savings Plan will vote such shares as instructed by the participant in his or
her votlng directive. If a participant does not return a voting dxrectlve such participant’s shares will
be voted by the trustee for the WP&L’ Savmgs Plan in 1ts absolute d1scret10n and in accordance w1th
ERISA"(as’ herelnafter deﬁned) : :

" Ifa WPLH shareowner isa part1c1pant in the WPLH Dmdend Remvestment and Stock Purchase

_Plan (the “WPLH DRIP”), the WPLH proxy will represent the shares held on behalf of the partlcxpant‘ .

under the WPLH DRIP and suchshares will be voted in.accordance with the 1nstructxons on the
WPLH proxy. If a part1c1pant in the WPLH DRIP ‘does not return a WPLH proxy, the part1c1pant s

‘ shares will not be voted

WPLH will bear the cost of the solxcxtatxon of proxies for the WPLH Meetlng, except that WPLH
IES and IPC have agreed to share the expenses incurred in connection with printing and filing this
Joint Proxy Statement/Prospectus (43% by WPLH, 43% by IES and 14% by IPC). See “The Merger
Agreement — Expenses.”’ In addition to soliciting proxies by mail, officers and employees of WPLH,
without receiving additional compensation therefor, may. solicit proxies by telephone, telecopy, tele-

gram or in person. WPLH, IES and IPC have retained Morrow & Co., Inc. to assist in the solicitation of -
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" i )
proxies from their respective shareowners, including brokers’ accounts, at an aggregate fee for such
services of $15,000 plus an addltxonal $2.00 per shareowner contact and reasonable out-of-pocket
. expenses. . . .

The WPLH Meetmg may be adjourned to another date and/or place for any proper purpose
(including, w1thout limitation, for the purpose of sohc1t1ng additional: proxies).

~The IES Meetmg

~ Purpose of IES Meeting. The purpose of the IES Meetlng is to con51der and vote upon: (i) a
proposal to.approve the Merger Agreement and the transactions contemplated thereby; (ii) a proposal
to elect.a board of nine directors-to serve until the next annual meeting or until their successors are
duly elected and qualified; and (iii) such other matters, if any, as may propetly come before the IES

.Meetmg The IES. Board is not aware, as of the date of mailing of this Joint Proxy Statement/

Prospectus, of any other matters which may properly come before the IES Meeting. If any such other
. matters properly come before the IES Meeting, or any adjournment or postponement thereof, it is the

intention of the persons named in the IES proxy to vote such prox1es in accordance w1th their best

judgment on such matters.

The IES Board by unanimous vote of the directors present at the meeting, has approved the
Merger Agreement authorized the execution and delivery of the Merger Agreement, and recommends
that IES shareholders vote FOR approval of the Merger Agreement and FOR the election of the
nommated IES directors.’

Pursuant to the Merger Agreement consummatlon of the Mergers is condltloned upon. approval
by the shareholders of IES of proposal (i) set forth above; but is not condltloned upon approval by the
shareholders of IES of any other proposal

‘Date, Place and Time; Record Date. The IES Meetmg is scheduled to ‘be held on Thurssday,

" September 5, 1996 at 10:00 a.m., Central Time, at the Collins Plaza Hotel, 1200 Collins Road N.E.,
Cedar Rapids, Iowa Holders of record of IES Common Stock at the close of business on July 10, 1996

- the IES Record Date, will be entitled to notice of and to vote at the IES Meeting. As of the close of
‘business on the IES Record Date 29, 923 233 shares of IES Common Stock were 1ssued and outstand-
ing and entxtled to vote.

¢

Voting nghts Each outstanding share of IES Common Stock is entltled to one vote upon each

matter presented at the IES Meeting. A majority of the votes entitled to be cast by holders of shares of
IES Common Stock, represented in person or by proxy, shall eonstitute a quorum for each matter
presented at the IES Meeting. Abstentlons and broker non-votes (i.e., proxies. from brokers or nomi-
nees indicating that such pérsons have not received instructions from the beneficial owners or other
persons entitled to vote shares as'to a matter with respect to which brokers or hominees do hot have
discretionary power to vote) will be considered present for the purpose of estabhshmg a quorum.

If a quorum is present, (i) the affirmative vote of a ma_]orlty of the votes entitled to be cast by the

~holders of the outstanding shares of IES Common Stock ‘entitled to vote thereon is required for =~ =

* approval of the Merger Agreement and (ii) the afﬁrmatwe vote of a majority of the votes entitled tobe .
" ’cast by the holders of the outstanding shares of IES Common Stock represented at the IES Meetmg'

and entitled to vote thereon is required for the election of directors, Under applicable Iowa law, in
determining whether the Merger Agreement and the nominees for directors have received the requi-
site number ofaffirmative votes, abstentions and broker non-votes will have the same effect as votes

cast against approval of the Merger Agreement and against approval of the nominees for director.. -

Failure to return an IES proxy or to vote in person at the IES' Meeting will also have the effect of a vote

against ‘the Merger Agreement and against the nominees for director. The directors and executive -

officers of IES, together with their affiliates as a group, are deemed to own beneficially less than 1% of
the issued and: outstanding shares of JES Common Stock.
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Proxies. Holders of IES Common Stock may vote either in person or by properly executed proxy.

By completing and returning the form of proxy, the IES shareholder authorizes the persons named
therein to vote all the IES shareholder’s shares on his or her behalf. Issued and outstanding shares of
IES Common Stock which are represented by properly executed proxies will, unless such proxies have
been revoked, be voted in accordance with the instructions indicated on such proxies. If no instruc-
tions are indicated on a properly executed proxy, such shares will be voted FOR approval of the Merger
Agreement and FOR the election of the nominated directors. An IES proxy may be revoked by voting
in person at the IES Meeting, by written notice to IES’s Secretary, or by delivery of a duly executed
proxy bearing a later date, in each case prior to the closing of the polls for voting at the- IES Meetmg

Attendance at the IES Meeting will not in itself constitute revocation of proxy.

The proxy/directions cards enclosed have imprinted thereon the number of shares of IES Com-
mon Stock held of record as well as shares held for the account of shareholder participants in the IES
Dividend Reinvestment and Stock Purchase Plan. Proxy/directions cards for shareholders who are
employees of IES and who are participants in the IES Employee Stock Purchase Plan, the Dividend
Reinvestment and Stock Purchase Plan or the IES Bonus Stock Ownership Plan will also have
imprinted thereon the number of shares held for the account of participants in that plan. Employees
who are not shareholders of record but who are participants in any of the plans will receive a proxy/
directions card for shares being held for them pursuant to such plan. The number of shares imprinted
on the proxy/directions cards are the number of shares to be voted in accordance with the instructions
of the shareholder or plan participant. :

All shares of IES Common Stock held for the account of part1c1pants in the IES Dividend
Reinvestment and Stock Purchase Plan, IES Bonus Stock Ownership Plan and the IES Employee
Stock Purchase Plan, respectively, are held of record by the Shareholder Services Department of IES.
All shares held in such plans will be voted by said Department in the manner indicated by the
participant’s proxy/directions card. Participants in the Iowa Southern Utilities Company Employee
Stock Ownership Plan will receive a proxy/directions card for shares being held for them putsuant to

~ such plan. The number of shares imprinted on the proxy/directions card are the number of shares to

be voted in accordance with the instructions of the participant. All shares of IES Common Stock held
for the .account -of -such participants are held- of record by Stephen W. Southwick (Vice President,
General Counsel & Secretary of IES), as Trustee. All shares held in such plan will be voted by the
Trustee in the manner indicated by the participant’s proxy/direction card.

Employees who-are participants in the IES‘Common Stock Fund of the IES Employee Savings
Plan will receive a proxy/directions card from American Express Trust Company, as Trustee, the -
holder of record for shares held in such plan. The proxy/directions cards have imprinted thereon the
number of shares held for the account of each participant. The number of shares imprinted on the
proxy/directions card will be voted by the Trustee in accordance with the instructions of the partici-
pant. Shares not voted by the participants will be voted by the Trustee as the Employee Savings Plan
Committee of IES directs.

IES will bear the cost of the. sohcltatxon of proxies for the IES Meeting, except that IES, WPLH .

and IPC have agreed to share the expenses incurred ifi connection with printing and filing this Joint
Proxy Statement/Prospectus (43% by IES, 43% by WPLH and 14% IPC). See “‘The Merger Agree-
ment — Expenses.” In addition to soliciting proxies by mail, officers and employees of IES, without
receiving additional compensation therefor, may solicit proxies by telephone, telecopy, telegram or in
person. IES, WPLH and IPC have retained Morrow & Co., Inc. to assist in the solicitation of proxies
from their respective shareholders, including brokers’ accounts, at an aggregate fee for such services
of $15,000 plus an additional $2.00 per shareholder contact and reasonable out- of-pocket expenses.

The IES Meetmg may be adjourned to another date and/or place for any proper purpose (mclud-
ing, without limitation, for the purpose of sohc1tmg add1t10na1 proxies). o
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The IPC Méet‘ing

Purpose of the IPC Meeting. 'The purpose of the IPC Meeting is to consider and vote upon: (i) a
._proposal to approve the Merger Agreement and the transactions contemplated thereby; (ii) a proposal
‘to approve the IPC Charter Amendment; (iii) a proposal to elect two.Class IT directors to hold office for
a term of three years expiring at the 1999 annual meeting of stockholders of IPC, or until their
respective successors shall have been duly elected and qualified; and (iv) such other matters, if any, as
may properly come before the IPC Meetinig. The IPC Board is not aware, as of the date of mailing of
this Joint Proxy Statement/Prospectus, of any other matters which may properly come before the IPC
Meeting. If any such other matters properly come before the IPC Meeting, or any adjournment or -

. postponement thereof, it is the intention of the persons named in the IPC proxy to vote such proxiesin . =

_accordance with their best judgment on such matters.

N .

The IPC Board, by unanimous vote, ‘has approved the Merger Agreement, authorized the execu-
tion and delivery of the Merger Agreement, adopted a resolution setting forth the IPC Charter -
Amendment and declaring its advisability, and recommends that IPC stockholders vote FOR approval
of the Merger Agreement, FOR approval of the IPC Charter Amendment and FOR the election of the
- nominated IPC-directors. RN : S S

“by the stockholders of IPC of proposals (i) and (ii) set forth above, but is not conditioned upon approval
by the stockholders of IPC of any other proposal. ‘ '

Date, Place and Time; Record Date. The IPC Meeting is scheduled to be held on Thursday,
September 5, 1996, at 10:00 a.m., Central Time, at the Holiday Inn Dubuque Five Flags, 450 Main
Street, Dubuque, Iowa. Holders of record of IPC Common Stock at the close of business on July'10,
1996, the IPC Record Date, will be entitled to notice of and to vote at the IPC Meeting. As of the close
of business on the IPC Record Date, 9,595,028 shares of IPC Common Stock were issued and outstand-
ing and entitled to vote. o T 4 )

Pursuant to the Merger Agreement, consummation of the Mergers is conditioned upon approval

) Voting Rights; ' Each outstanding share of IPC Common Stock is entitled to one vote upon each

- matter presented at the IPC Meeting. A majority of the votes entitled to be cast by holders of shares of
IPC Common Stock, represented in person or by proxy, shall constitute a quorum. Abstentions and
broker non-votes (i.e., proxies from brokers or nominees-indicating that such persons have not
received instructions from the beneficial owners or other persons entitled to vote shares as to a matter
with respect to i»which brokers or nominees do not have discretionary power to vote) will be considered
present for the purpose of establishing a quorum. e ' : o

, The affirmative vote of a- majority of the ‘outstanding IPC Common Stock entitled to voté is
required for approval of the Merger Agreement and approval of the IPC Charter Amendment, and a

plurality of votes cast at the IPC Meeting is required.for the election of directors. _
" - Asto the votes on ﬁhe Merger Agreemefit and the IPC Charter Amendment before stockholders at

~ the IPC Meeting, abstentions and broker non-votes will have the same effect as; votes cast against . .

‘approval of theiMerger Agreement and the IPC Charter Amendment. As to.the election of directors
before stockholders at the IPC Meeting, abstentions and broker non-votes will have no effect. The
directors and executive officers of IPC, together with their affiliates as a group, are deemed to own
beneficially less than 1% of the issued and outstanding shares of IPC.Common Stock.

7 “ Proxies. H.E)lde.x"s of the IPC Common Stock may vote either in person or by properly executed
proxy. By completing and returning the form of proxy, the IPC stockholder authorizes the persons

named therein to vote all the IPC stockholder’s shares on his or her behalf. All completed IPC proxies

returned will be voted in accordance with the instructions indicated on such proxies. If ho instructions

are given on a properly executed proxy, the IPC proxies will be voted FOR approval of the Merger

Agreement, FOR approval of the IPC Charter Amendment and FOR election of the two Class II

directors recqm‘imended by the IPC Board. An IPC proxy may be revoked by voting in person at the
R o ;
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IPC Meeting, by written notice to IPC’s Corporate Secretary, or by delivery of a duly executed proxy
bearing a later date, in each case prior to the closing of the polls for voting at the IPC Meetlng
Attendance at the IPC Meeting will not in xtself constitute revocation of a proxy.

 For stockholders participating in IPC’s D1v1dend Reinvestment and Stock Purchase Plan (the

“IPC DRSPP”) the enclosed proxy will represent the number of shares registered in the participating
stockholder’s name and/or the number of shares allocated to the participating stockholder’s account
(the “DRSPP Shares”) under the IPC DRSPP. The enclosed proxy will serve as the instructions as to
how to vote the DRSPP Shares. If a participating stockholder does not furnish any proxy to vote the
DRSPP Shares, that stockholder s DRSPP Shares will not be voted.

IPC employees that participate in the IPC Common Stock Fund of the IPC 401(k) Plan will

receive a proxy from Dubuque Bank & Trust Company-(the 401(k) Plan Trustee and the holder of

record for shares held in the IPC 401(k) Plan). The proxy will have imprinted thereon the number of
shares theld for the account of each participant in the IPC 401(k) Plan. The number of shares
imprinted on the proxy will be voted by the IPC 401(k) Plan Trustee in accordance with the instruc-
tions of the IPC 401(k) Plan participant.

IPC will bear the cost of the solicitation of proxies for the IPC'Meeting',v except that IPC, WPLH
and IES have agreed to share the expenses incurred in connection with printing and filing this Joint

Proxy Statement/Prospectus (14% by IPC, 43% by WPLH and 43% by IES). See ‘“Merger Agree-.

ment — Expenses.”’ Proxies may be solicited by certain officers and employees of IPC or its subsidiar-
ies by mail, by telephone, personally or by other communications, without compensation apart from
their normal salaries. IPC, WPLH and IES have retained Morrow & Co., Inc. to assist in the solicita-
tion of proxies from their respective stockholders, including brokers’ accounts, at an aggregate fee for

such services of $15 000 plus an additional $2.00 per stockholder contact and reasonable out- of pocket :

expenses.
The IPC Meetmg may be adJourned to another date and/or place for any proper purpose (mclud-
ing; without limitation, for the purpose of soliciting add1t10nal prox1es)
. THE MERGERS
Background ‘of the Mergers'

Each of WPLH, IES and IPC believes that fundamental changesin the regulatory structure ofthe

electric utility industry are inevitable and that such changes will l1kely occur in the near future.

Recently enacted federal laws and actions by federal and state regulatory commissions are. fac111tatmg ,

the changes to bring more competition to varlous segments of the industry.
" The Energy Policy Act of 1992 (the “1992 Act”) granted FERC the authority to order electric

utilities to provide transmission service to other utilities and to other buyers and sellers of electricity
in the wholesale market. The 1992 Act also created a new class of power producers, exempt wholesale

generators (“EWGs”) which are exempt from regulatlon under the 1935 Act. The exemption from

regulation under the 1935 Act of EWGs has. mcreased the number of entrants into. the wholesale

electric generation’ market thusi mcreasmg compet1txon in the wholesale segment of the electric utlhty
industry.

Commencmg in December 1993 pursuant to 1ts authority under the 1992 Act, FERC 1ssued a
number of orders in specific cases directing utilities to provide transmission services. Under FERC’s
evolving transmission policies, utilities are being required to offer transmission services to third
parties on a basis comparable to services that the utilities provide themselves. FERC is in the process
of rulemaking pursuant to which it is seeking to implement, on a comprehensive basis, the comparable

transmission service policies it has set forth in these specific cases. FERC’s actions to date and its -

transmission rulemaking proceeding have 1ncreased the availability of transrmssmn serv1ces thus
creatmg greater competltxon in the wholesale power market. ‘
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In addition, state regulatory bodies in .over thirty states, including, among others, Wisconsin,
Hlinois, Iowa and Minnesota, have initiated proceedings to review the basic structure of the industry.
These bodies are considering, or may soon consider, proposals to require some measure of competition
in the retail portion of the industry. The Wisconsin Commission requested comment regarding how
the industry mlght be restructured in order. to create a more competitive env1ronment Following

receipt of responses, the Wisconsin Commlssmn created a task force to analyze ‘how. the industry -

might be restructured in Wisconsin to allow consumers to recéive the benefits of increased competi-

tion. On December 19, 1995, following receipt of the report of the task force, the Wisconsin Commis- |

sion agreed to'take steps to further increase competition in Wisconsin’s electric utility industry within
five years. While the outcome of the actions described above is uncertain, it remains the view of the
management of WPLH, IES and IPC that there will ultlmately be increased competltlon in the retail
segment of the busmess ‘

The changes to the electrlc ‘industry that have occurred and that are occurring are brmgmg
increased competition to varlous sectors of the business and are putting pressure on utilities to lower
thelr costs. Each of WPLH, IES and IPC recognized that a combination with one or more appropriate
utilities would énable the combined entity to generate and deliver energy more cheaply and efficiently
and thereby rlemam a competitive supplier of energy in an increasingly competitive industry.

" Over the last several years, the management of WPLH has periodically analyzed various potential
strategxc optxons that might be available to WPLH, including possible business combinations or
alliances with other utilities. WPLH management considered the possibility of pursulng business
combinations with a number of the utilities with service areas proximate to the service area of WP&L,
as well as other utilities with Midwestern operations, and periodically briefed the WPLH Board on
such matters. Based on a cost-benefit analysis of the potential strategic options considered, WPLH
management determined the options studied were not in the best interests of WPLH and its share-
owners. In early February 1995, during the continuation of one of its reviews of various strategic

alternatives, WPLH management concluded that, among others, both IES and IPC were prospective’

merger ‘partners that would provide a good overall strategic fit. WPLH’s management based its
conclusions on various factors, 1ncludmg low-cost structure, competitive energy rates, potential
merger-related cost savings, economies of scale, marketing potential and similar shareowner and
common stock tradlng characteristics. These reasons, combined with the physical proximity of the
. respective companies’ service areas and the compatibility of and similarity between the companies’
operatlons and: management made IES and IPC natural combination partners for WPLH.

IES has believed for many years that consolidation of electric utilities within the State of Iowa

~ would be both desirable and inevitable. In. July 1991, Iowa Southern Inc..and IE Industries Inc.
merged to form IES. The utilities in that merger, Iowa Southern Utilities Company.and Iowa Electric
Light and Power Company, merged in December 1993 -to form Utilities. Since the 1991 merger,
management of IES has continued to assess other possible combination transactions both in the State

- of Iowa and generally in the Mldwest In December 1992, IES acquired certain electric utility assets

~and propertles in Towa from Union Electric Company. Preliminary discussions with respect to consoli- ~ =~ "

dation transactions were held from time to time between representatlves of IES and other utilities in
. the Midwest, mcludlng IPC. IES management recognized that in the increasingly competitive market
for electric power, important criteria would include low cost production, efficiencies of scale, transmis-
sion capability, as well as cultural fit between possible partners and resolution of corporate govern-
ance and other issues. In December 1994, IES determined to pursue aggressively process
reengineeringto reduce costs and create efficiencies in its electric and gas utility businesses. Manage-

ment of IES continued to consider potential combination transactions both as an additional'means of

realxzmg higher efficiency levels and as a means to increase shareholder value

For the past several years, IPC has been monitoring the changes occurring in the electric and gas
‘ utlllty industry: and conducting strategic planning in an effort to remain competitive in the changing
environment. During that time, IPC has been approached by representatives of other utilities (includ-
ing IES) in corifnection with potential business combinations, but has not held substantive discussions

i
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on any specific proposed combination. During the eighteen months prior to the execution -of the
Merger Agreement, the management of IPC analyzed various potential strategic options that might be
available to IPC, including possible buginess combinations or strategic alliances with other utilities, as
well as options that could be pursued by IPC on a’stand-alone basis. In examining these potential
strategic initiatives, IPC management determined that, at that time, and based upon the circum-
“stances then existing, IPC and its stockholders would be best served by a strengthening of IPCona
stand-alone basis. This determination was made by IPC management based upon its subjective
. assessment of the potential benefits and potential risks of each of the alternatives consxdered In April
1995, IPC management proposed to the IPC Board, and the IPC Board approved, a series of strategic
steps to be pursued by IPC on an independent basis. These strategic steps-included initiatives to:
increase energy sales consistent with efficient energy usage; enhance efforts to improve productivity
and efficiency; leverage existing skills and resources to increase revenues and earnings through new
service offerings; focus the core energy service business to be customer driven; prepare the generation
segment for potential unregulated market; intensify efforts to earn the allowed rate of return in all
jurisdictions in which IPC does busmess and 1nvest1gate the potent1a1 for diversification into non-
core businesses. : ~

Over the last several years, as the foregoing issues were beir?g considered by the management of
each of WPLH, IES and IPC, Messrs. Liu and Davis and Messrs. Liu and Stoppelmoor held general
discussions concerning the evolving nature of the electric utility industry. In May 1995, Mr. Davis
called Mr. Liu to schedule a meeting to discuss in a more focussed manner the views of WPLH and IES
regarding the future of the utility industry. That call resulted in a meeting on May 18, 1995 at which
the concept of a business combination between WPLH and IES and a subsequent combination
between the combined WPLH/IES and IPC were discussed in a very preliminary fashion. At that
meeting, Messrs. Davis and Liu also identified the issues of management succession, board composi-
tion and various utility integration strategies as significant points in any such business combination
to be agreed upon, and agreed that discussions between representatlves of WPLH and IES should be
initiated. .

On May 23 and June 12, 1995, Eliot G. Protsch Senlor Vice Pres1dent of WP&L and Robert J.
Latham, then Senior Vice President, Finance of IES, met to compare corporate strategies and discuss
.the potential synergies that. could result from a business combination between WPLH and IES. At
such meetings, Messrs. Protsch and Latham also discussed various strategies on how to further the
discussions that had occurred from time to time between IES and IPC regarding a pos51b1e business
combination between IES and IPC. At the latter meeting, WPLH and IES entered into a confidential-
ity agreement, pursuant to which the parties agreed to exchange non-public 1nformat10n with a view
towards exploring a possible business combmatlon o

On June. 22,1995, at-a regularly 'scheduled meetmg of the WPLH Board whlch took place in
‘Washington D.C., a number of outside experts gave presentations to.the WPLH Board regarding,
among other thlngs the evolution of the utility industry towards a more competitive environment and

the consolidation occurring in the industry. At the.June 22 meeting, WPLH management also in- .

formed the WPLH Board of the meetings that had taken place between WPLH and IES and discuissed
the overall concept of a business combination between WPLH and IES and the poss1b111ty that such
combination would potentially be followed by a business combination with IPC. At this meetmg, the
WPLH Board authorized ‘management to retain financial and legal adv1sors to assist with the poten-
tial transaction. :

After the June 22, 1995 meetmg, WPLH engaged Merrill Lynch as its exclus1ve ﬁnancxal adwsor
to assist WPLH in’ analyzing, structuring, negotiating, and effecting-the pOSSIble transaction. As '
described in greater detail below, Merrill Lynch, in the course of its engagement, primarily performed
various financial analyses and financial due diligence regarding each of the parties. In addition,
Merrill Lynch provided advice regarding, and participated in discussions concerning, exchange ratios.

- Merrill Lynch also participated from time to time in discussions regarding the structure of the
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transactlon although structural issues were predominantly mﬂuenced by tax and regulatory cons1d-

erations. In addition, following the Juné 22 meeting, WPLH engaged Foley & Lardner, its outside law | .

firm, to advxse it with respect to the potential business combination.

On June 27 1995, Mr. Liu met in Dubuque, Iowa with Mr. Stoppelmoor to determme if IPC, would"

be interested in entering-into a two-way or a three-way business combination. At that meeting,
Mr. Liu and Mr. Stoppelmoor discussed the perceived potential benefits that could accrue to IPC
stockholders in a two-way or-three-way business combination. Mr. Stoppelmoor indicated that he
would cons1der the matters discussed at this meeting and, if appropriate, would respond to Mr. Liu.

On June 29 and 30,‘1995, officers of WPLH and IES, including Mr. Protsch and William D.
Harvey, Senior Vice President of WP&L, and Mr. Latham and Blake O. Fisher, then Executive Vice
President and Chief Financial Officer of IES, met to further review strategic compatibility of the two
companies and the potential synergies that could result from a potential business combination trans-
action, and to dlscuss possible preliminary timetables for such a transactlon

"On June 30, 1995, IES formally efigaged Morgan Stanley as its financial advisor in connection
with this poss1ble transaction. During the term of its engagement, Morgan Stanley provided IES with
financial advice and assistance in connection with the Mergers, including advice and assistance with

respect to defining objectives, performing valuation analysis-and structuring, planning and negotiat- -

"ing the transaction. In particular, and as described in greater detail below, Morgan Stanley, in the
course-of its engagement, primarily performed various financial analyses and financial due diligence
regarding each'of the parties. In addition, Morgan Stanley provided advice regarding, and participated
in discussions concerning, exchange ratios. Morgan Stanley also-participated from time to time in

discussions regarding the structure of the transaction, although structural issues were predommantly

influenced by tax and regulatory. consxderatlons

'On July 3, 1995, Messrs. Davis and Liu met in Madison, Wisconsin to review. the status of the
potential transaction and further discuss issues relating to management succession, the composition
of the combined corporat1on s board of dlrectors and various utility integration strategies.

On July 8, 1995, the IES Board held a specxal meeting at which Mr. Liu ‘and representatlves of -
Morgan Stanley and Winthrop, Stimson, Putnam & Roberts, IES’s outside law firm, briefed the

members of the IES Board on discussions that had been taking place with WPLH and IPC. At this

meeting, the merger of Midwest Resources Inc. and Iowa- Illinois Gas and Electric Company, which -;‘ :
had been announced on July 27, 1994, was also discussed. Mr. Liu presented profiles of both IES‘and R

-WPLH and noted a number of areas of compatibility and opportunities which could result from a

combmatxon between IES and WPLH. The IES Board considered that strategic combination alterna- - |
tives for IES were limited, and that the number of possible partners, following the Midwest Resources/ -

Iowa-Illinois announcement, would likely decline further over time. The IES. Board identified a
number of congerns that would need to be addressed in further discussions, such as the effects of
Wisconsin regulatlon and the structural necessity of becommg a registered holding company under

“the 1985 Act. At this time, the IES Board determined that it would be ‘advisable.to proceed with =~ A

* discussions to the next level and to begin due diligence with respect to the business and legal aspects of
. possxble combmatnon with WPLH ‘

' On July 12 1995, the WPLH Board met with WPLH’s advisors. Representatives of Merrill Lynch
discussed their views on changing conditioris in the utility industry and provided financial profiles and
preliminary valuations of IES. Legal counsel for WPLH explained the directors’ legal responsibilities

and presented information as to, the regulatory approvals that would be required for a.combination

with IES, the standards for review to be applied by the various regulatory bodies and the implications
of adopting a registered holding company structure under the 1935 Act, including the possibility that

divestiture of the combined entity’s gas and certain non-utility operations mlght be required. The

WPLH Board discussed the potential benefits to shareowners and customers of WPLH that -could
result from the proposed combination and authorized management to proceed with the process.

;o
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- In mid-July 1995, Mr. Liu contacted Mr. Stoppelmoor to discuss further the potential benefits that
could accrue to IPC and its stockholders and customers in a two-way or three-way business combina-
tion. At the conclusion of this conversatign, Mr Stoppelmoor, indicated that he would report Mr. Liu’s
proposal to the IPC Board at its next regularly {cheduled meetmg on July 27, 1995 and would respond
to Mr. Liu, if appropriate, following that meeting.

On July 17 and July 24,1995, Mr. Protsch, Mr. Ahearn, Daniel'A. Doyle, Vice President-Finance,
Control]er and Treasurer of WP&L, Barbara J. Swan, Vice President and General Counsel of WP&L,

Larry D. Root, then Executive Vice President of IES, Stephen W. Southwick, Vice President, General '

Counsel and Secretary of IES, and Mr. Fisher, together with other personnel from WPLH and IES, as
well as their financial and legal advisors, held introductory meetings to discuss, among other things, a
timetable for accomphshmg the tasks required to negotiate, prepare and execute a merger agreement
between the two companies. At these meetings, due diligence was performed on both the utility and
non- utlhty businesses of WPLH and IES and working groups composed of representatives of both
companies were formed to examine more comprehenswely various issues including corporate struc-

ture, nonregulated operations, environmental compliance and liabilities, nuclear 'generation opportu- -

nities and risks, reengineering initiatives under way at the companies, regulatory considerations, and
synergy identification and quantification approaches relatmg thereto.

On July 27, 1995, at a meeting of the IPC Board, Mr. Stoppelmoor reported to the IPC Board that
he had been contacted by Mr. Liu with respect to scheduling a meeting to discuss a potential business
combination among IPC, IES and WPLH. The IPC Board authorized Messrs. Stoppelmoor and Chase

to meet with representatives-of IES and WPLH to discuss ona prehmmary bas1s a potential business -

comblnatlon among the compames

The IES Board met on July 31 and August 1, 1995, at which time the results of the due dlhgence

investigation conducted to date were presented and further discussions were held as to the desirability
of pursuing a combination transaction with WPLH. At this meeting, the IES Board discussed alterna-
tives for p0581ble combination partners, as well as a strategy of remaining independent while pursuing
the reengineering initiative undertaken earlier in the year. The IES Board concluded that it should
retain an independent consultant to assist in evaluating the strategic alternatives available to IES. At
the same time, the IES Board directed management to continue its discussions with WPLH and IPC

The reengineering initiative was undertaken by IES to examine all of the major business
processes of Utilities. The goals of the- initiative as.approved by the IES Board were.to improve
customer service and commitment and significantly reduce Utilities’ cost structure. The majority of
the changes identified in connection with the initiative are intended to be implemented in 1996. Such

changes include, but are not limited to, managing the business in business unit form rather than

functionally, formation of alliances with vendors of certain types of material rather than opening most
purchases to a bidding process; changing standards and construction practices in transmission and
distribution areas, changing certain work practice in power plants, and improving the method by
which service is dehvered to customers in all customer classes.

On August 9, 1995 Mr. Dav1s Mr Liu, Mr. Stoppelmoor and Mr. Chase met to evaluate IPC S

“'ifniterest in a three-way business: combination ‘between WPLH, 1ES -and IPC. At-this meeting, the -

representatives from the three companies discussed their views on the future of the utility industry
and identified the issues of management succession, board composition and various utility integration
strategies as points to be agreed upon. At such meeting, IPC informed WPLH and IES that the
'potentlal three-way transaction would need to be discussed with the IPC Board before IPC would

engage in any substantive discussions. After such meeting, Messrs. Davis and Liu reviewed the status
of discussions that had occurred to date regarding the potentxal two way business comblnatlon‘

between WPLH and IES..

Over the course of the next two weeks representatlves of both WPLH and IDS ‘continued their

work with respect to the synergy identification and quantification approaches relating thereto, non-
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regulated'operations, environmental compliance and liabilities, nuclear generation opportunities and
- risks, reengineering initiatives underway at the companies, legal structure, regulatory plans and -
other due diligence activities. ~ : '

On AuguS§ 14, 1995, Arthur Andersen Economic Consulting made a presentation to IES manage-
ment and a subcommittee of the IES Board discussing competitive forces in the industry, regulatory
reform proposals and strategic options for utilities. Arthur Andersen Economic Consulting was
thereafter -engaged to assist the IES Board and management in their consideration of strategic
alternatives, particularly in the area of possible synergies and/or cost savings that could be obtained:

. from various alternative combination transactions and as compared to cost savings which manage-
ment of IES believed could be obtained on a stand-alone basis through process reengineering. IES
selected Arthur Andersen Economic Consulting for this assignment based on the firm’s experience
and reputation in providing strategic and regulatory consulting for the electric power and natural gas
industries. Arthur Andersen Economic Consulting is an affiliate of Arthur Andersen LLP Arthur
Andersen LLP, has served as the independent accountants for IES and WPLH for many years,
performing the independent annual audit of the companies and providing business advisory and tax
consultation to.the two companies. Arthur Andersen LLP has received customary fees for these
services. Arthur Andersen Economic Consulting received a fee of approximately $200,000 in connec-

* tion with its services provided to IES. ' : ' ‘ ’

At a special meeting of the IPC Board on August 23, 1995, Messrs. Stoppelmoor and -Chase
reported to the IPC Board their discussions with representatives of IES and WPLH regarding a
proposed three:way business combination. The IPC Board then discussed the potential strategic
- benefits of such'a combination'to IPC and its stockholders and customers as compared to the potential
benefits of the strategic options that IPC had earlier determined to pursue on a stand-alone basis. The
. IPC Board concluded that a three-way combination with IES and WPLH offered potential benefits to
IPC and its stockholders (in the form of a larger, financially sound enterprise with potentially greater
earnings and dividend prospects) and to IPC’s customers (in the form of a more competitive enter-
prise) and should be further explored. At the August 28 meeting, the IPC Board authorized IPC
management to continue discissions with representatives of IES and WPLH regarding a potential
transaction and, in furtherance thereof, authorized IPC management to enter into a confidentiality
agreement with IES and WPLH pursuant to which the companies would exchange certain non-public
information and authorized IPC management to retain -counsel, financial advisors and such other
professional advisors as IPC management deemed prudent in assisting IPC in evaluating a potential
business combination transaction. ' .- o ‘ : '

Shortly after the August 23, 1995 meeting, IPC engaged Salomon Brothers as its financial advisor

- to assist IPC in analyzing, structuring, negotiating and effecting the possible three-way transaction
and engaged the law firm of Milbank, Tweed, Hadley & McCloy to advise it with respect thereto. As
described in greater detail below, Salomon Brothers, in the course of its engagement, primarily
performed various financial analyses and financial due diligence regarding each of the parties. In
addition, Salomon Brothers provided advice regarding, and participated in discussions concerning,
exchange ratios, Salomon Brothers also participated from time to time in discussions regarding the
structure of the transaction, although structural issues were predominantly influenced by tax and"
reégulatory considerations. In addition, following the August 23 meeting, IPC engaged the Deloitte &
Touche Consulting Group (‘‘Consulting Group”) to assist IPC’s management in identifying other -
potential combination partners and in assessing the relative attractiveness of each of these potential

- partners, including WPLH and IES, from the standpoint of the potential synergies described by
management which could be realizable from such a transaction. IPC management, with the assistance
of Consulting Group, identified certain financial factors, such as financial strength and earnings
growth, and ‘certain opeérational factors, such as customer mix and’ capacity mix, that would be
relevant to the IPC Board’s assessment of the relative attractiveness of other potential combination
partners. This information, based only on publicly available information and certain attributes re-
garding the financial and operational profile of these potential partners, was presented to the IPC

. Board to describe potential areas of synergies.. K : :

.1
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On August 25, 1995, Mr. Protsch, Mr. Root and Mr. Chase met to review a. schedule of due
diligence requirements and the expansion of the confidentiality agreement between WPLH and IES to
include IPC, as well as the prospectlve tlmetable for a three way transactlon :

On August 30, 1995, the IES Board- met agam to cons1der strateg'lc alternatives, mcludmg the
possible combination with WPLH, or a combination with WPLH and IPC. At this meeting, Arthur
Andersen Economic Consulting discussed the changes occurring in the electric utility industry and
the strategic options available for electric utilities, provided an overview of relevant factors to.consider

in evaluating mergers and made a prehmmary presentation in which it analyzed, based solely on

publicly available information and using a third party model and assumptions adopted by IES man-
agement, cost-savings which could be realized from various strategic alternatives, including combina-
tion transactions with WPLH and/or WPLH and IPC. The results of IES management's ongoing due

diligence were also presented at this meeting. The IES Board concluded that the most desirable -

transaction would likely involve the three-way combination of IES with WPLH and IPC, but that a
two-way transaction with WPLH alone also appeared worthy of pursuit. Although the IES Board
decided to pursue a combmatlon the IES Board also decided to contmue the reengineering initiative
described above. : .

The WPLH Board met on September 6, 1995 and was updated by management Merrill Lynch and

legal counsel on the status of the dlscussmns with IES and IPC and received a comprehensive due
diligence report on IES. Legal counsel again advised the WPLH Board with respect to the directors’

legal responsibilities i in' connection with the proposed transaction. Merrill Lynch also provided up- -

dated financial profiles and preliminary valuations of IES and IPC. The WPLH Board again discussed
the potential benefits to shareowners of WPLH (in the form of enhanced opportunities for earnings)
and customers of WPLH (in the form of maintenance of competitive rates) that could result from the
proposed two-way or three-way combination and agreed that management should proceed with its
discussions with IES and IPC. :

On September 7, 1995, Mr Davis met Mr Liu and Jack R. Newman and C.R.S. Anderson outs1de
directors of IES ass1gned to study and evaluate the potential transaction, in Chicago, Illinois to discuss

various issues in connection with the proposed business combmatlon and the operatlons of the - -

combined company after the combination. .
On September 11, 1995; Mr. Protsch, Mr. Root and Mr. Chase met to dlSCLlSS the general terms to

be included in the merger agreement and to further discuss the issues of management succession, the -

compos1t10n of the board of directors of the combined company and various utility integration strate-
gies. At this meeting, the three executives also revrewed the status of the due dlhgence process
regardmg WPLH and IES. : :

.On September 14; 1995, the IPC Board met with IPC’ s ﬁnancxal and legal advxsors to dlscuss the
proposed combination and various other matters. IPC managernent discussed’ with the IPC Board
management’s views on the changing conditions in the electric utility industry generally, and. spec1ﬁ-
cally the continued consolidation within the industry as utilities prepared for a more competitive

~ environment. Salomon Brothers reviewed with the IPC Board preliminary. financial profiles and
‘preliminary valuation information with respect to IES and WPLH: Salomon Brothers also reviewed
certain preliminary financial information regarding other potential merger.candidates. Legal counsel

for IPC advised the IPC Board with respect to their legal responsibilities and presented information as
to the regulatory approvals that would be required for a business combination involving IPC generally

and specifically in connection with a combination 1nvolv1ng IES and WPLH; including the implica- -
tions under the 1935 Act. Counsel also discussed the various 1mphcatrons of combining with entities -

(such as IES and WPLH) that owned and/or operated nuclear generating facilities and the.various
legal, regulatory and environmental considerations associated with nuclear generation. At that meet-
ing, Consulting Group discussed with the IPC Board, on behalf of IPC’s management, the views of

such management as to various areas of operations in which potential synergies could be realized’

following a combination with IES and WPLH and management’s preliminary analysis of the scope
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*of such potential synergies: Consulting Group also discussed the potential areas for operational

synergies that ¢could result from combinations involving other potential merger candidates. The IPC

. Board discussed the potential benefits to stockholders and.customers that could result from the -
- proposed combination as well 'as combinations involving other potential merger partners; and autho-

rized ‘rhanagement' to proceed with the process.

- Following the September 14 IPC Board M‘eéﬁng, IPC engaged Synergy Consulting Services

Corporation to conduct an analysis of the nuclear facilities of IES and.WPLH, and WPLH, IES and
IPC entered into a confidentiality agreement, which superseded the confidentiality agreemert previ-

ously entered into by and between WPLH and IES, pursuant to which the parties agreed to exchange

_ non-publicinformation with a view towards exploring a possible business combination. For a descrip-

tion of certain standstill- provisions contained in sﬁch confidentiality agreement, see “The Merger
Agreement — Standstill Provisions.” '

On'Septe'rn:ber 19 and 20,' 1995, Mr. Protsch, Mr. Ahearri, Mr. Fisher, Mr. Robt, Mr. Stoppelmoor

- and Mr. Chase, together with other personnel from WPLH, IES and 1PC, as well as their financial and

legal advisors, held the first full scale meeting among all three companies to discuss, among other

things, a timetable for accomplishing the tasks required to negotiate, prepare and execute a merger

agreement among. the three companies. Representatives of Consulting Group, which firm had been
retained to'assist IPC’s management, as described above, were also present at such meeting. At these

~meetings, due diligence was conducted by the managements of WPLH, IES and IPC and IPC repre-

sentatives were added to the working groups previously formed by WPLH and IES to examine more

L . | . . . . y « .
comprehensively various issues, including corporate structure, nonregulated operations, environmen- -
tal.compliance and liabilities, nuclear generation opportunities and risks, reengineering initiatives

under way at the companies, regulatory considerations, and synergy identification and quantification

approaches relalfting thereto. A decision was also made by WPLH, IES and IPC to engage Consulting '
" Group to assist'the senior managements of all three companies and certain employees designated by

them in.identifying and quantifying, the potential cost savings from synergies resulting from the
proposed three-way merger. The scope of Consulting Group’s engagement (as with its earlier engage-

|

synergY identiﬁ;cation and estimation process, the determination of synergy estimates were the sole

.~ responsibility of the managements of the three companies. Consistent with its assignment, Consulting .
~ Group did not prepare any finarcial projections, feasibility studies or reports, or assist the three
- companies with financial evaluation or modeling of potential combination. scenarios. Consulting .
. Group is a division of Deloitte & Touche LLP, an accounting firm that has acted as independent . ..
" auditors for IPC for many years and that has received customary fees for such services. Consulting
~ Group is a nationally recognized consulting firm with experience in utility merger and acquisition
" transactions. Consulting Group was selected by WPLH, IES and IPC based on its reputation, experi-

ence and expertise. WPLH, IES and IPC will share equally the feés of Consulting Group in connection

- . with its assistance to the mé.pagernents of the three parties, which will be based on time spent plus
expenses and are estimated at $400,000. The fees and expenses of Consulting Group incurred in-

connection with its assignment with IPC exclusively will be borne exclusively by IPC, and are

estimated at $100,000. Consulting Group has also been retained by WPLH, IES and IPC to provide . -

expert testimony-in proceedings before regulatory commissions relating to approval of the Mergers.

On Sebtember 20, 1995, WPLH management, Merrill Lynch and legal counsel briefed the WPLH
Board on the status of discussions with IES and IPC regarding a business combination. Merrill Lynch
reviewed its valuation methodology with the WPLH Board and management explained the structural,
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ment by IPC) was limited to assisting such managements and designated employees in the identifica- -

‘tion and quantification of potential combination synergies, including personnel reductions, non-labor -
savings, field operations, electric dispatch, capacity deferral and gas supply savings; the assessment of - -

~impacts of current stand-alone cost reduction initiatives on merger-related savings: quantification of .=
~ costs to ‘achigve' identified savings; ‘and developing summary preséntation materials and supporting

: Managements of the three companies were responsible, for the assumptions, and '

- .conclusions made in the synergy study. While Consulting Group assisted such-managements in the




nonregulated, environmental, nuclear, reengineering, regulatory and synergy analyses being under-
taken and the proposed timetable for their completion. The potential beneﬁts to shareowners and

customers of WPLH were agam dlscussed by the WPLH Board
L 9"5 ’},\:}y L ’
In the ten days followmg September 20 %1995 representatwes of WPLH, IES and PC contmued

their work with respect to the synergy identification, nonregulated operations, environmental compli- ~
ance and liabilities, nuclear generation opportunities and risks, réengineering initiatives undér way at
the compames legal structure, regulatory plans dand due dlhgence

Following a September 29, 1995 due diligence meeting involving all three companles "Mr. Davis,
Mr. Protsch, Mr. Liu, Mr. Root, Mr..Stoppelmoor and Mr. Chase met to further discuss the terms of the
. proposed merger agreement and various other issues relating to the potential three-way business
combination, such as management. success1on -board - composmon and various utlhty mtegratmn
strategies.

On October 5, 1995, Arthur Andersen Economic Consultmg made a presentatlon ata meetmg of .
the IES Board that covered strategic options in preparing for competition and an analysis of possible-
.cost savings from both a two-way and three-way transaction mvolvmg WPLH and IPC as well as other
possible strategic combinations and savings which might be obtained on a stand-alone basis. Arthur
Andersen Economic Consultlng s presentation emphasized that when considering merger partners,
the IES Board should consider not only possible cost savings but also strategic and quahtatlve
differences. The presentation also covered the relative benefits of proceedmg with a merger concur-
rent ‘with or subsequent to the reengineering rnlt;atlves undertaken by IES. Arthur Andersen
Economic Consulting’s analysis of possible cost savings of the various combinations and of IES on a-
stand-alone basis indicated that a three-way combination of IES with WPLH and IPC would be -
expected toresult in the highest level of cost savings. Morgan Stanley reviewed with the IES Board the
status of discussions with WPLH and IPC and delivered to the IES Board its prehmmary findings with
respect to the due diligence conducted as of such date on WPLH and IPC. Morgan Stanley rev1ewed its
valuation methodology with the IES Board and presented financial profiles for and prehmmary
valuations of each of WPLH and IPC. At this meeting, the IES Board concluded that management
should pursue.the three-way transaction as the most desirable from the perspective of IES and its
various constituencies, recognizing that in so doing, other strategic opportunities might be foregone.

. During the next several days, preliminary discussions 6ccurred between WPLH management and
Merrill Lynch, IES management and Morgan Stanley, and-IPC management and Salomon Brothers,
with respect to negotiation of the exchange ratios, and between counsel for WPLH, counsel for IES
and counsel for IPC, with respect to the terms of the draft merger agreement and the terms of possible
stock optxon agreements. : - : - o '

On October 13, 1995, Messrs. Doyle, Root and Chase met with Consultmg Group to discuss the
scope, costs and timetable of the synergy study undertaken by .the managements of the three compa-
nies with the assistance of Consulting Group. Over the next several weeks, the working group. from
_the three compames had periodic conversations and met w1th Consultmg Gr oup.to ﬁnahze _manage-
ments’ synergy analysis. . .

On October 18, 1995, at a regularly scheduled meeting of the WPLH Board WPLH management
Merrill Lynch and legal counsel updated the WPLH Board on the overall progress of the merger
negotiations with IES and IPC and the WPLH Board received a full due diligence report on IPC.
Merrill Lynch reviewed financial and other information concerning. WPLH, IES and IPC. Manage-
ment reported on the handhng of various other issues relating to the transaction, such as manage-
ment succession, the composxtlon of the board of directors of the combined company and potcntxal

“utility integration strategies. The WPLH Board once again discussed the potential benefits to share-
owners of WPLH (in the form of enhanced opportunities for earnings) and customers of WPLH (inthe
form of maintenance of competitive rates) that could result from the proposed three-way combination .
and authorized management to continue negotiations with IES and IPC. ' ' ‘
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 On Ozc_tobei~ 19, 1995, the IPC Board met with its l(;ga] and ﬁnéncial adviéors to receive an update

on the St_atus of the merger negotiations and the due diligence investigations of IES and WPLH.
Management réported to the IPC Board on the overall status of the merger negotiations to date, and
management, in conjunction with Consulting Group, discussed with the IPC Board the continuing

analysis by the members of the companies’ working group of the areas for the realization of potential '

operational synergies that IPC management had concluded might result from the proposed combina-
tion. Salomon Brothers reviewed certain preliminary financial and other information regarding IPC,
IES, and WPLH. Legal counsel presented a legal due diligence report on IES and WPLH and reviewed
with the IPC Board the proposed handling of certain issues relating to the combination, including
© management succession, the composition of the board of directors of the combined company, the
location of the headquarters of the utility subsidiaries of the combined company and employee related

matters. Legal é:ounse] also reviewed the proposed merger structure and certain significant terms of -

the proposed mergers. Synergy Consulting Services Corporation, a nationally recognized independent
nuclear energy consultant retained by IPC, presented a report containing the results of its evaluation
of the Duane Arnold Energy Center nuclear generating facility of Utilities and of the Kewaunee
nuclear facility of WP&L and identified and characterized for the IPC Board generic nuclear power
plant business risks. Synergy Consulting Services Corporation concluded that the Duane Arnold
facility ranked above-average among the industry’s nuclear generating plants in all benchmarking
categories, was m good physical condition and was well managed and also concluded that the plans for

_decommiss‘i(mix?g the Duane Arnold facility at the end of its useful life appeared to be adequate -

assuming Utilities was successful in obtaining approval from the IUB for a significant increase in its

annual decommissioning fund allocation beginning in 1996. Synergy Consulting Services Corporation .-

concluded that the Kewaunee facility has historically been one of the best performing plants within
the nuclear industry and noted that it had recently received the highest possible performance ratings
from both the NRC and from the Institute of Nuclear Power Operations (INPO). However, Synergy
Consulting Services Corporation also noted that the Kewaunee facility is experiencing certain steam
generator tube.and tube sleeve degradation that potentially threatens the economic viability of
- continued plant operation but that viable economic alternatives to this operational problem exist.
- Synergy Consulting Services Corporation also concluded that WP&L management understood the
' financial risks associated with the alternative scenarios for the Kewaunee facility’s future, that
WP&L management had concluded that such risks were manageable and that the plans for decommis-
sioning the Kewaunee facility at the end of its useful life were adequate. In the course of its evaluation,
Synergy Consulting Services Corporation reviewed documentation containing relevant operating
statistics (capacity factors, production costs and regulatory performance) and reviewed external
performance evaluations of the Duane Arnold and Kewaunee facilities including INPO ratings, NRC
Systematic Asseéssment of Licensee Performance (SALP) ratings and other ratings based on publicly
available industry benchmarking data of nuclear station performance. The Synergy Consulting Ser-
vices Corporation evaluation took into account specific risks associated with the Duane Arnold and
Kewaunee facilities in the following categories: production, costs,.organization and management, and

.decommissioning plan. Finally, Synergy Consulting Services Corporation briefed the IPC Board onthe. . ... . . ..

generic risks associated with nuclear generating plants, including premature permanent plant shut-
down, temporary plant shutdown, uneconomic plant operation, inability to extend plant life, unantici-
pated costs, consequences of a nuclear accident, changes in regulations, fuel storage and fuel disposal
and decommissioning costs. Following such presentations, the IPC Board once again discussed the
various potential benefits of the proposed combination to IPC’s stockholders and customers and

authorize’d -management_to continue negotiations with IES and WPLH.

N The,répres‘éntatives‘ and advisors for all three companies met and ‘spoke on numerous occasions
over the next three weeks, finalizing managements’ synergy study, discussing the transaction and the
- related documedtation and negotiating the terms of the Merger Agreement, including the conditions
to closing, the termination provisions, the break-up. fees, the covenants which would govern the
operations of WPLH, IES and IPC prior to the Effective Time and various other policy matters that
would govern the operations of the combined company after the Effective Time. These discussions
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included meetings on November 1 and November 6, 1995 in New York among Edward M. Gleason,

Vice President, Treasurer and Corporate Secretary of WPLH, Mr. Root, Mr. Stoppelmoor and -

Mr. Chase, as well as their legal counsel, to document the negotiated terms of the Merger Agreement
and other transaction documents. Merrill Lynch, Morgan Stanley and Salomon Brothers held further
discussions with respect to the exchange ratios during the week of November 5, 1995. During'the
course of these discussions, Merrill Lynch, Morgan Stanley and Salomon Brothers each formulated a
range of exchange ratios (but not specific ratios) for purposes of the ultimate negotiation of the specific
exchange ratios by the parties, which ranges were then communicated to each firm’s respective client.
While the parties’ financial advisors discussed the exchange ratios and their respective client’s

positions with respect thereto, the IES Ratio and the IPC Ratio were ultimately determined. by each of -
IES and WPLH and IPC and WPLH, respectively. :

On November 7, 1995, at a special meeting of the IPC Board, IPC management, Salomon Brothers -

and legal counsel updated the IPC Board on the overall progress of the merger negotxatlons with WPLH

and IES. Counsel to IPC outlined in detail the terms and conditions of the then current forms of the -

Merger Agreement, the Stock Option Agreements and the Employment Agreements. Counsel reviewed
such matters as the covenants that would govern the operations of the companies prior to the Effective
Time, the representations and warranties of each of the companies, the conditions to-.consummation of
the Mergers and the termination provisions of the Merger Agreement (including the termination fees
and the operation of the Stock Option Agreements). The IPC Board also-discussed with management,

counsel and Salomon Brothers the management succession plan outlined in the Merger Agreement, the
composition of the Interstate Energy Board and potential integration strategies. Consulting Group
assisted IPC -management in a further presentation to the IPC Board where management reported on
the analyses of WPLH, IES and IPC managements of the potential synergies that could be achieved by a
combination of the three companies. This presentation reviewed assumptions underlying manage-
ments’ analyses, gave an overview of the types of synergies (financial, regulatory and operational) that

‘could be achieved by a three-way combination and emphasized that the identified synergies were all

directly related to a poss1b1e merger and did not include other types of savings that might be achieved
without a merger. An overview of categories of synergies was given which identified the following areas
for potential synergies: corporate and support labor, corporate ‘programs, electric production, fuel
transportation, gas supply costs and purchasing economies for items such as materials, supplies and
contract services. The analyses assumed a period of 1997-2006, that the combination would result in a
utility holding company registered under the 1935 Act, that management and operational integration of
corporate, distribution and production support functions would occur without total physical centraliza-
tion, that labor savings would be achieved by a variety of methods, including attrition, controlled hiring

~ and voluntary separation programs over three years following the combination, and that costs to

achieve the savings would be incurred primarily over the first three years following the combination.
Based upon the information compiled through November 7, 1995, managements’ analyses, as reported
to the IPC Board, estimated that approximately $780 million in potential synergy savings were realiza-
ble over the assumed ten-year period, with the cost to achieve such savings estimated to be

_approximately $80 million, resulting in managements’ estimate of approximately $700 million of net.

anticipated synergy savings as a result of the Mergers over the assumed ten-year period. The analyses
employed in order to develop managements’ estimates of potential savings as a result of the Mergers
utilized information provided by each company and were based upon various assumptions that involve
judgments with respect to, among other things, future national and regional economic and competitive
conditions, technological developments, inflation rates, regulatory treatment, weather conditions, fi-
nancial market conditions, future business decisions and other uncertainties, all of which are difficult to
predict and many of whlch are beyond the control of IPC, IES and WPLH.

At the November 7 meetmg, the IPC Board also discussed with Salomon Brothers various ﬁnancxal
analyses prepared by Salomon Brothers with respect to each of IPC, WPLH and IES. The IPC Board
again discussed the potential benefits of the proposed three-way combination to IPC stockholders (in
the form of a premium for their shares and enhanced opportunities for earnings and dividend growth)
and to customers of IPC (in the form of maintenance of quality service and competitive rates). At the
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. conclusion of the N ovember 7 meeting, the IPC Board authorized management to pursue finalization of

the Merger Agreement and the otlier transaction documents with WPLH and IES and to negotiate an
exchange ratio for IPC Common Stock w1th1n a specxﬁed range determined by the IPC Board.

On November 9, 1995, discussions were held among Mr. Davis, Mr. Liu and Mr. Stoppelmoor-and
among Merrill' Lynch, Morgan Stanley and Salomon Brothers regarding the exchange ratios to be
applied to IES Common Stock.and IPC Common Stock. After:consulting and reviewing with Merrill
- Lynch the range of exchange ratios previously presented by Merrill Lynch and discussed with the
WPLH Board, as well as the discussions among the companies and their financial advisors regarding
the exchange ratios, WPLH management proposed ratios to IES and IPC which would result in each
share of WPLH Common Stock remaining outstanding as-one share of Interstate Energy Common
Stock, each share of IES Common Stock being converted into 0.98 a share of Interstate Energy

Common Stock and each share of IPC Common Stock being converted into 1.11 shares of Interstate .

Energy Common Stock.

Asa result of these discussions, Mr. Stoppelmoor determined to present to-IPC’s Board WPLH’s
proposed exchange ratio of 1.11 shares of Interstate Energy Common Stock. for each share of IPC
'Common Stock. This determination was made based upon the fact that this exchange ratio was within
the range specified by IPC’s Board at the November 7, 1995 meeting and was subject to the under-

standing of Salomon Brothers and Mr. Stoppelmoor that the exchange ratio proposed with respect to -

IES would be 0. 98 of ashare of Interstate Energy Common Stock for each share of IES Common Stock

. On’ November 10,.1995, at a specxa] meetmg of the WPLH Board, counsel to WPLH outlined in
detail the terms and conditions of the final forms of Merger Agreement, Stock Option Agreements,
Employment Agreements and other transaction -documents. Counsel reviewed such matters as the

- representations and warranties of each of the companies, the conditions to consummation of the

Mergers and the termination provisions of the Merger Agreement (including: the termination fees and
the operation of the Stock Option Agreements). Counsel also reviewed the succession plan outlined in
the Merger Agreement and the handling of the various other issues relating to the transactions, such
as the composition of the board of directors of the combined.company. Mr. Protsch A.J. (Nino) Amato,
Senior Vice President of WP&L, Mr. Doyle Ms. Swan and Mr. Gleason made management presenta-
tions to the WPLH Board, including an updated report on the analysis of potential synergies prepared
by the managements of WPLH IES and IPC, with the assistance of Consulting Group, which included
discussions of potential cost savings from economies of scale and decreased electric production and gas
purchase costs and elimination of duplicative admmlstratwe expenses, and a review of the regulatory

plan and the completion of the overall due diligence process. Legal counsel and management then

described the covenants which would govern the operations of WPLH, IES and IPC prior to the
Effective Time and other policy.issues which would govern the operations of the combined company
and its subsidiaries subsequent to the Effective Time. At the November 10 meetlng, Merrill Lynch
. delivered its written opinion to the WPLH Board that, as of such date.and based upon and subject to
the matters dlscusscd the proposed exchange ratios of.0.98 of a share of Interstate Energy Common

- Stock per share of JES Common Stock and 1.11 shares of Interstate Energy Common Stock per'share
of IPC. Common Stock were fair to WPLH from a financial point of view. The WPLH Board discussed

- the presentatlons they had received at this and various other WPLH Board Meetlngs and, upon
conclusion; unanimously approved the Merger Agreement and the Stock Optlon Agreements and

" authorized thelr execution.

On November 10, 1995, at a regularly scheduled meetmg of the IES Board, counsel to IES
presented in detall the terms and conditions of the proposed Merger Agreement, Stock Option Agree-
* ments, Employment Agreements and other transaction documents. Arthur Andersen Economic Con-
sulting made a presentation summarizing various financial data of the merger candidates and IES,
including retail price per Kwh and sales volurne growth, and emphasizing that factors to be considered
in evaluating a merger candidate include management capability, regulatory issues (including past
regulatory performances, stranded asset exposure and complexities- of multi-state operations) and

-cultural factors. The Arthur Andersen Economic Consulting presentation also generally reviewed two
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’strategic_options available for electric u@i'litAies_‘ responding to increased competition: 1) consolidation or

merger; and 2) process reengineering. Arthur Andersen. Economic Consulting analyzed for IES cost

savings that could possibly be realized from four different hypothetical merger combination transac-

tions and through process reengineering on a stand-alone basis. The cost savings analyses were based
solely on publicly available information and were developed using a third-party model and assumptions,
including industry benchmarks developed in conjunction with and adopted by IES management. In
addition to the principal approach using the third-party model, two additional methodologies were
utilized to substantiate the reasonableness of the principal approach: the average preliminary compari-
son method and the statistical econometric regression estimation methodology. Both of these secondary
methodologies utilize publicly available data gleaned from recently announced or completed electric
utility mergers. The cost savings analyses of the four possible merger combinations and of IES on a
stand-alone basis pursuing process reengineering indicated that a three-way combination of IES and
WPLH and IPC might result in the highest level of cost savings. Because these analyses were based
solely on publicly available data without input from nonpublic information from the various potential
merger candidates; Arthur Andersen Economic Consulting stressed that these analyses could not be
relied on to definitively rank the alternatives: Although Arthur Andersen Economic Consulting re-
viewed various potential transactions, the firm made no recommendation to the IES Board as to
whether or not to'proceed with a merger or who to select as a merger partner. Morgan Stanley rendered

‘to the IES Board an oral opinion to the effect that, at such date, and based upon the procedures and .

subject to the assumptions stated at the meeting, the IES Ratio, taking into account the IPC Ratio, was
fair from a financial point of view to the holders of IES Common Stock. The IES Board discussed the
presentations they had received at this and other IES Board meetings and, upon conclusion, the IES
Board members present at the meeting unanimously approved the Merger Agreement and the Stock
Optlon Agreements and authorized their execution.

On November 10, 1995, at a special meeting of the IPC Board, counsel to'IPC reviewed w1th the h
_ TIPC Board the terms of the final forms of Merger Agreement, Stock Option Agreements, Employment
' 'Agreements and other transaction documents. Counsel also reviewed the approval process to be .

commenced upon execution.of the Merger Agreement, including the process of seeking the approval of
IPC stockholders and the various regulatory agencies whose-approval would be required. Counsel also
discussed with the IPC board various provisions of the 1935 Act and their applicability to the proposed
Mergers and to the operations of the combined entity after the Effective Time. At the November 10
meeting, Salomon Brothers delivered its written opinion to the IPC Board to the effect that, as of such
date and based upon and subject to various considerations set forth in such opinion, the proposed
exchange ratio of 1.11 shares of Interstate Energy Common Stock for each share of IPC Common
Stock was fair, from a financial point of view, to the holders of IPC.Common Stock (other than WPLH,

IES or.any of their respective affiliates). The IPC Board then discussed the presentations they had - .

received at this and various other IPC Board meetings and, upon conclusion, unanimously approved
the Merger Agreement and the Stock Option Agreements and the transactions contemplated thereby,
and authorized their execution. Following the meetings of the WPLH Board, the IES Board and the

. IPC Board, the Merger Agreement and the Stock Option Agreements were executed..

In mid-April 1996, Morgan Stanley, on behalf of IES, contacted Merrill Lynch and 1nformed
Merrill Lynch that IES desired to discuss certain issues regarding the Merger Agreement and specifi-
cally IES’s investment in McLeod. Morgan Stanley noted that the potential value of IES’s stake in

McLeod might be above that contemplated at the time the parties originally entered mto the Merger'
- Agreement. v

As of the date hereof, IES Investments Inc., an indirect wholly-owned subsidiary of IES, holds

8,420,457 shares of McLeod Class B common stock (which-is convertible at the option of IES into

McLeod Class A common stock on a share-for-share basis) and vested options to purchasean addi-
tional 1,300,688 shares. In the McLeod initial public offering, IES Investments Inc. also purchased

* 500,000 shares of Class A common stock. The rights of McLeod Class A common stock and Class B

common stock are substantially identical except that Class A common stock has 1 vote per'share and
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Class B commor stock has 0.40 votes per share. Mr. Liu is a director of McLeod, owns 7,450 shares of
“Class A comrdon stock and has a currently exerc1sable optlon to purchase 32,813 shares of Class A
common stock of McLeod.

IES Investments Inc. purchased the McLeod Class B common stock in three blocks commencmg
in April 1993, for an aggregate of $9.2 million. The options are exercisable for approximately $2.3

million in the aggregate.. IES Investments Inc. paid $10.0 million for the Class A common stock .

purchased 1n the McLeod initial public offering.

Followmg the passage of the Telecommunications Act of 1996 in April 1996 McLeod ﬁled a
registration statement with the SEC with respect to an initial public offering of its Class A common
stock. On June 14, 1996, McLeod sold 13.8 million shares of its Class A common stock in an initial
public offering at a price to the public of $20 per share. On such date, the last sale price per share of the
McLeod Class: A'commen stock on the Nasdaq National Market was $25 50. McLeod, a provider of
- integrated local and long distance telecommunications services to small and medium-sized ‘businesses
primarily in Iowa and Illinois, reported a net loss of $11.3 million on revenues of $29.0 million for the
- fiscal year ended December 31, 1995. IES did not sell or convert any of its shares of Class B common
stock of McLeod in the initial public offering, but purchased $10 million of McLeod Class A common
stock as a- part of the public offering transaction. IES is also subject to 'an Investor Agreement
executed on Apnl 1, 1996 with McLeod pursuant to which IES has agreed, for a two-year period which
commenced on June 10, 1996, not to sell any equity securities of McLeod unless otherwise approved by
the McLeod Board of Dlrectors :

On Aprll 19 1996 prlor to the consummatlon of the McLeod 1mt1al public offermg, Morgan
Stanley, on behalf of IES, proposed that the ratio at which shares of IES Common Stock would be
converted into shares of Interstate Energy Common Stock be adjusted to provide IES shareholders
‘with two-thirds of the after-tax gain of IES’s investment in McLeod, assuming that McLeod completed
its initial public offering and that IES constructively sold its investment in McLeod within a perlod
immediately prior to consummation of the Mergers. Under the IES proposal, the after-tax-gain
associated with a constructive sale of IES’s interest in McLeod and the value of additional shares of
Interstate Energy Common Stock to be issued to holders of IES Common Stock would have beer based
on the market'value of McLeod common shares within a period 1mmed1ately prior to the consumma-

" tion of the Mergers. Following discussions with its financial and legal advisors, management of WPLH

indicated that WPLH did not consider the modification of the IES exchange ratio as.proposed by IES

to be appropriate based in part upon the contingent nature of IES’s mvestment m McLeod. IPC’s
' management concurred with the position adopted by WPLH. -

On May 1 1996, Morgan Stanley delivered to Merrill Lynch a revised proposal from IES to
provide for an ad_]ustment of the IES exchange ratio. The revised IES proposal provided that the IES
exchange ratio be increased to provide: an additional $25 million of Interstate Energy Common Stock
‘to IES shareholders contingent upon McLeod completing an initial public offering prior to the

. consummation of the Mergers. As proposed by IES, the number of additional shares of Interstate . ..

Energy Common Stock to be issued in the event McLeod completed its initial public offering as
described above would be based on the trading prlce of the WPLH Common Stock in the ten’ tradmg
- days prior to the execution of an amendment to the Merger Agreement, .

After consulting with members of the WPLH Board and WPLH’s financial and legal adwsors
regarding the revised IES proposal, Mr. Davis contacted Mr. Liu and informed him that WPLH
managemerit would be prepared to recommend to the WPLH Board a proposal that would increase the
IES exchange ratio from 0.98 to 1.01 provided that, prior to the consummation of the Mergers,
McLeod compléted its initial public offering generally as described in its initial filing with the SEC and

at a price per share greater than or equal to $13.00. During this time, Mr. Davis also had periodic -

conversations. thh Mr. Stoppelmoor regarding the IES proposals and IPC’s position regarding an
amendment to'the Merger Agreement. The financial advisors for both WPLH and IPC also discussed
matters relating to the amendment and IPC’s views with respect thereto. Following these discussions
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and further consultations with members of their respective Boards and financial and legal advisors,
Messrs. Davis, Liu and Stoppelmoor agreed to recommend to their Boards approval of an amendment

to the Merger Agreement that would include a provision increasing the IES exchange ratio from 0.98 °

to 1.01 in the event McLeod completed an initial public offermg within the parameters described
above prlor to the consummation of the Mergers.

" On May 7, 1996, the IES Board approved in principle the proposed amendment to the Merger
Agreement: The IES Board, in attempting to determine the potential value to the IES shareholders of
the McLeod holdings, estimated that IES could have realized a potential pre-tax gain of $152 million if

IES were able to participate in the McLeod initial public offering and realize a sale price equal to $17

per share, the midpoint of McLeod’s then disclosed offering price range (assuming the exercise of all
options vested as of June 30, 1996). In deciding to accept the revised IES Ratio, the IES Board, after
discussion with Morgan Stanley, considered, among other factors (i) the taxes which would likely be
payable by IES upon the eventual sale of its McLeod common stock once the aforémentioned restric-

tions on transfer had lapsed, (ii) the fact that, in valuing IES Common Stock, the market would |

significantly discount the value of McLeod due to lack of earnings and to the underlying volatility
which would be inherent in the publicly-traded McLeod Class A common stock, given the difference in

industry fundamentals and anticipated, shareholder profiles between McLeod and IES, (iii) the illi- -
quidity of the IES stake in light of IES’s restrictions on transfer, and (iv) the fact that with the -
adjusted 1.01 exchange ratio, IES shareholders, through their pro forma ownership of Interstate
Energy, would effectively retain approximately 42% of the value attributable to IES’s ownershlp of

McLeod shares.

On May 7,-1996, at a special meetmg of the WPLH Board counsel to WPLH described the
proposed amendment to the Merger Agreement and discussed with the WPLH Board the impact the
proposed amendment would have on various provisions of the Merger Agreement. At this meeting,

. Merrill Lynch also discussed and reviewed with the WPLH Board the proposed contingent adjustment

to the IES Ratio relating to the McLeod Contingency and orally confirmed that Merrill Lynch would

" be prepared to render an opinion to the effect that, based on the assumptlons made, matters consid- -
- ered and limits of review as set forth in such opinion, the Ratios (including the IES Ratio as adjusted if -

the McLeod Contingency is satlsﬁed) are fair to WPLH from a financial point of view. After consider-
ing the presentations made and the matters discussed at the special meeting, the WPLH Board by the

directors present unanimously approved the proposed amendment to the Merger Agreement and .

authorized the execution thereof.

On May 10, 1996, the IPC Board met w1th its ﬁnanmal and legal advisors to discuss and vote upon
the proposed amendment to the Merger Agreement. IPC’s legal advisors described the proposed
amendment to.the IPC Board, and discussed with the IPC Board various applicable provisions of the
Merger.Agreement. Salomon Brothers reviewed with the IPC Board the proposed contingent adjust-
ment to the IES Ratio relating to the McLeod .Contingency .and advised the IPC Board that if the
proposed amendment were adopted Salomon Brothers could render an opinion to the effect that,

* based upon and subject to various considerations that would be set forth in such opinion; as of May 10,”

1996,.the IPC Ratio (assuming the IES Ratio is adjustéd for satisfaction of the McLeod Contingency) is
fair to the holders of IPC.Common Stock (other than WPLH, IES or any of their respective affiliates)
from a financial point of view. After considering the presentations made and the matters discussed at
the meeting, the IPC Board unanimously approved the proposed amendment-to the Merger Agree-
ment and authorized the execution thereof

"The amendment to the Merger Agreement was executed by the partles on May 22 1996

On June 14, 1996, McLeod completed its initial public offering and the McLeod Contlngency was
satisfied. As a result, the IES Ratio was automatically adjusted to 1.01.
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Reasons for the Mergers; Recommendations- of the Boards of Directors

WPLH, IES and IPC believe that the Mergers offer the followmg s1gmﬁcant strategic and ﬁnancml
beneﬁts to each company and to their respective shareowners, as well as to their employees and customers:

Maintenance of Competitive Rates — Interstate Energy will be more effective in meeting the °
_ challenges of the increasingly competitive environment in the utility industry than any of
". WPLH, IES or IPC standing alone due to the economies of scale available to Interstate

Energy The impact of these economies of scale, which are described in greater detail below,
will help to position Interstate Energy to deal effectively with increased competition with

- respect to rates. The Mergers, by creating the potential for increased economies of scale, will
create the opportunity for strategic, financial and operational benefits for customers in the .
form of more competitive rates over the long term and for shareowners in the form of greater -

financial strength and financial ﬂex1b111ty

Integratzon of Corporate and Administrative Functions — Interstate Energy will be able to
consolidate certain corporate and administrative functions of WPLH, IES and IPC, thereby

: ehmlnatmg duplicative positions, reducing other non-labor corporate and administrative

expenses and limiting or avoiding duplicative expenditures for administrative and customer

" service programs and information systems. A joint transition task force is examining the

manner in which to best organize and manage the businesses of Interstate Energy and

. identify duplicative positionsin the corporate and administrative areas. It is anticipated that,
as a'result of combining staff and other functions, Interstate Energy will have somewhat

fewer. employees within several years than WPLH, IES and IPC currently have in the
agg'regate WPLH, IES and IPC are committed to achieve cost savings in the area of person-

nel reductions through attrition, strictly controlled hiring, and reassignment and retraining .
and, t[o the extent required, severance and targeted early retirement programs. In addition, s
some savings in areas such as insurance and regulatory costs and legal, audit and consulting

fees are expected to be realized. .

Reduced Operating Costs — The comblnatlon should result in decreased electric production
costs through the joint dispatch of the systems Natural gas supply savmgs through combmed

purchasmg are also anticipated.

Purchasmg Economtes and Streamlining of Inventories — The combmatxon of the three

- companies should result in greater purchasmg power for items such as fuel and transporta-

tion services and general and operational goods and services, and the reduction of inventories

for standardlzed materials and supplies for construction, operations and mamtenance within
the combined generatlon transmxssmn and dlstrlbutlon systems. o

Coordination of Dwerszﬁcatwn Programs — WPLH and IES each have significant non-.

utlhty subsidiaries, and Interstate Energy, as a stronger financial entity, should be able to

- manage and pursue such subsidiary businesses more’ efﬁc1ently and effectlvely ‘'WPLH and-

IES currently engage in a number of diversified busmesses some of which are complemen-

. tary. To thé extent such complementary businesses are combined and able to collaborate in

the pursuit of market opportunities, benefits from economies of scale should be obtained and
thereby improve the performance of these businesses. Furthermore, due to the larger capital

- base of Interstate Energy, the financial flexibility will exist to support the existing busmesses
‘as well as take advantage of new busmess opportunities as they arise. - .

More: Dwerse Service Terrltory — The combined service territories of WP&L, Utilities and
IPC w'ill be larger and more diverse than any of the service territories of WP&L, Utilities or
IPC as independent entities. This increased customer and geographical diversity is expectad
to leduce the exposure to changes in economic, competitive or climatic conditions in any

" given sector of the combined service terrltory
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» - Expanded Management Resources — In combination, WPLH, IES and IPC will be able to
. -draw on a larger and more diverse mid- and senior-level management pool to lead Interstate
. Energy forward in an increasingly competitive environment for the delivery of energy and
- should be better able to attract and retain the most qualified employees. The employees of
- Interstate'Energyshould also benefit from new opportunities in the expanded organization

' SubJect to the quahﬁcatlons expressed below, WPLH, IES and IPC believe that synergles from the

.'Mergers will generate substantial cost savings to Interstate Energy, which would not be available
.absent the Mergers. Although there can be no assurances that such results will be achieved, current

estimates by the managements of WPLH, IES and IPC indicate that the Mergers could result in
potential net cost savings (that is, after taking into account the costs incurred to'achieve such savings)

of approximately $749 million during the ten-year period fo]lowmg the Mergers. Approximately 45%
of these savings are expected to be achieved through personnel reductions involving approximately

600 positions. Other potentially significant cost savings include reduced corporate and administrative

.programs reduced electric production costs, nonfuel purchasing economies, Jower gas supply costs,
-and other avoided or reduced operation and maintenance costs, such as the deferral of costs assocxated
.w1th addlng new generating capac1ty

Any actual savings in costs are expected through the regulatory process to inure to the benefit of
both shareowners and ratepayers. The allocation of the benefits and cost savings among shareowners
and ratepayers will depend on the results of regulatory proceedings in the various jurisdictions in
which WPLH, IES and IPC operate their businesses. See “Regulatory Matters.”

The foregoing discussion contains forward looking statements, including, w1thout limitation,
mangements’ estimates of potential net cost savings. Actual results might differ materially from those
contained in the forward looking statements. The analyses employed in. order to develop manage-
ments’ estimates of potential savings as a result of the Mergers were necessarily based upon various
assumptions that involve judgments with respect to, among other things, future national and regional
economic and competitive conditions, technologwal developments, inflation rates, regulatory treat-

ment, weather conditions, financial market conditions, future business decisions, and other uncer- .

tainties, all of which are difficult to predict and many of which are beyond the control of WPLH, IES

and IPC. Accordingly, while WPLH, IES and IPC believe that such assumptions are reasonable for

purposes of the development of estimates of potential savings, there can be no assurance that such

‘assumptlons will approximate actual experience or that such savmgs will be realized.

. The WPLH Board, the IES Board and the IPC Board each considered the impact of Interstate
Energy registering as a holding company under the 1935 Act in connection with the Mergers. Based on

the benefits that each company believes will be derived from the Mergers, the potential detriments

associated with Interstate Energy operating as a registered holding company were not deemed mate-

rial, See “Regulatory Matters — Public Utility Holdmg Company Act of 1935.” -

WPLH. The WPLH Board believes that the terms of the Mergers are fair to, and in the best

.interests of, WPLH and its shareowners. Accordingly, the WPLH Board, by a unanimous vote; has -
-approved the Merger Agreement (and the transactions contemplated thereby) and recommends its.
-approval and adoption by WPLH’s shareowners. The WPLH Board believes: that WPLH’s shareown-

ers will beriefit by participation in the combined economic growth of the WP&L, Utilities and IPC
service territories, and from the inherent increase in scale economies, the market diversification and
the resulting increased financial stability and strength; that the Mergers will result in cost savings
from decreased electric production and gas supply costs, a reduction in operating and maintenance

expense and other factors discussed above; and that the combined enterprise can more effectively

participaté in the incréasingly competitive market for the generation of power. All of these factors
offer a potential increase in earnings and the creation of a larger, financially stronger company.
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In reachin’g its conclusions, the WPLH Board considered (i) the financial performance, condition,
business operations and prospects of each of WPLH, IES and IPC and that, on a combined basis, the
compames will likely have greater financial stability and strength due to participation in the combined
economic chmate and growth of each of the WP&L, Utilities and IPC service territories, the inherent
increase in. scale economies, the market diversification resulting from'the combination of customer
bases and the 1mpact of the potential operating efficiencies and other synergies which are expected to
reduce operational and maintenance expenses, as more fully discussed above; (ii) current industry,
economic, market. and regulatory conditions which encourage consolidation to reduce risk and create .
new -avenues for earnings growth (as discussed under “The Mergers — Background of the Mergers”
above); (iii) the anticipated positive effect of the Mergers on shareowners and customers (as more fully
discussed above); (iv) the terms of the Merger Agreement, the Stock Option Agreements, the Employ-
ment Agreements and other documents executed and to be executed in connection with the Mergers
which provide for reciprocal representations and warranties, conditions to closing and rights to termina-
tion, balanced rights and obligations and protection for employees of WPLH (as discussed under “The
Merger Agreement,” “The Stock Option Agreements” and “— Employment Agreements”); (v) the
management succession plan specified in the Merger Agreement and the Employment Agreements of
Messrs. Liu, Davis, Stoppelmoor and Chase (as described under “— Employment Agreements” and
“Interstate Energy Following the Mergers — Management of Interstate Energy”) which provides a
prudent plan for managing the integration of and transition in management; (vi) the impact of regula-
tion under varlous state and ‘federal laws (as described under ‘‘Regulatory Matters” and “— Back-
ground of the Mergers”); (vii) that the Mergers are expected to be treated as a tax-free reorganization to
shareowners and to be accounted for as a pooling-of-interests transaction (which avoids the reduction in
earnings which would result from the creation and amortization of goodwill under purchase accounting)
(as discussed under *“— Certain Federal Income Tax Consequences” and “‘— Accounting Treatment”’);
and (viii) the oplmon of Merrill Lynch, described below, that the Ratios are fair to WPLH from a
financial pomt of view. In determlnmg that the Mergers are fair to and in the best interests of its
shareowners, the WPLH Board considered the above factors as a whole and did not a551gn specific or
_ relatlve welghts to any one factor or group of factors ' .

The WPLH Board did, however cons1der several countervmhng factors assomated w1th the Merg-
ers. The first factor related to Utilities’ ownership and operation of the Duane Arnold Energy Center,
whichisa 520 MW boiling water reactor nuclear power plant. The WPLH Board considered the fact that
Utilities was a 70% owner-of the plant and that this plant provided Utilities with approximately 18% of
its generating.capacity and 25% of its energy requirements. Comparable to the Kewaunee Nuclear
facility (of which WP&Lis a part owner) in terms of its licensed life, the Duane Arnold facility had a net
‘book value in the fall of 1995 of approximately $300 million. Available estimates suggested that the
fac1hty faced a decommlsswmng liability of approximately $361 million (in 1993 dollars) of which
Utilities is responsible for 70% or approximately $253 million, with approximately $34 million (at the

end of 1994) thereof accumulated in an external trust fund and approximately $21 miillion (at the end of .

1994) thereof accumulated in an internal reserve. The WPLH Board considered this as a potential

" . negative factor Eassoc1ated with the combmatxon due to the uncertamty surrounding whether the Duane =~

Arnold facility. 'would be well- positioned to operate as a competitive power production fac1hty in the
event that the generation segment of the electric utility industry became substantially unregulated and
fully competitive. The question presented was whether there was likely to be materla] ﬁnanc1a.1 risk in
such a cxrcumstance in the form of potential stranded investment. :

The. potentlal negative 1mpact of the Duane Arnold facility was offset by various other factors. First, .
the WPLH Board believes, based on ongoing proceedings at FERC, that federal pohcymakers will ulti-
. mately allow for the recovery of stranded investment in the event that policies are implemented which

bring about greater competition in the generation sector of the electric utility industry. Sécond, all
available information led to the conclusion that the Duane Arnold facility was a well-operated and well-
managed nuclee.r facility whose costs were generally. more favorable than those of most nuclear plants in
North America. Third, historical regulatory experiences in Iowa presented no evidence that unreasonable
regulatory ratemakmg policies would likely be implemented with respect to that facility.
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A second concern considered by the WPLH Board related to the ownershlp by Utilities and IPC of
former manufactured gas plant sites for which remediation costs will be incurred over time. Utilities
owns or may have responsibility for remediation for 34 such. sites while IPC owns or may have
responsibility for remediation for nine such sites. With respect to the Utilities sites, information
available to the WPLH Board suggested that while the potential magnitude of remaining clean-up

* costs was significant (approximately $37 million based on then current estimates), Utilities had a well-

established track record of effectively investigating and remediating its former manufactured gas
plant sites and of seeking and receiving favorable regulatory rate treatment in the State of Iowa for
the costs incurred in those efforts. With respect to a majority of the sites, IPC was found to be in the
early stages of evaluating its manufactured gas plant obligations and potential financial exposures. As
of the fall of 1995, IPC had received favorable regulatory rate treatment in the States of Iowa and
Illinois with respect to costs incurred to date in the investigation of its former manufactured gas plant
sites. In connection with the IPC sites located in Minnesota, a decision on rate recovery was then
pending-in a rate case and the WPLH Board did not-rely on the potential for full or partial rate
recovery (or the timing thereof) in analyzmg the Mergers.

Although the WPLH Board considered the foregomg factors in approving the Mergers duetothe -
beneficial aspects of the Mergers described above, the WPLH Board concluded that the unfavorable

aspects of the Mergers were outweighed by the positive impacts and potential opportunities.

THE WPLH BOARD BY THE DIRECTORS PRESENT HAS UNANIMOUSLY APPROVED THE

MERGER AGREEMENT AND BELIEVES THAT THE TERMS OF THE MERGERS ARE FAIR TO, AND
IN THE BEST INTERESTS OF, WPLH’S SHAREOWNERS, HAS APPROVED EACH OF THE WPLH
CHARTER AMENDMENTS, SUPPORTS THE ELECTION OF THE NOMINATED WPLH DIRECTORS

AND SUPPORTS THE APPOINTMENT OF ARTHUR ANDERSEN LLP AS WPLH’S INDEPENDENT
AUDITORS FOR THE YEAR ENDING DECEMBER 31, 1996. THE WPLH BOARD RECOMMENDS A

VOTE FOR APPROVAL OF THE MERGER AGREEMENT, FOR APPROVAL OF EACH OF THE WPLH

' CHARTER AMENDMENTS, FOR THE ELECTION OF THE NOMINATED WPLH DIRECTORS AND_
FOR THE RATIFICATION OF THE APPOINTMENT OF THE INDEPENDENT AUDITORS.

IES. The IES Board beheves that the terms of the Mergers are faJr to, and in the best interests

of, IES and its shareholders. Accordingly, the IES Board, by a.unanimous vote of the directors present,

has approved the Merger Agreement and the transactions contemplated thereby and recommends its

approval and adoption by IES’s shareholders. The JES Board believes: that the'IES Ratio offers IES -

shareholders an attractive premium over the recent historical trading prices of IES Common Stock;

that IES shareholders will benefit by participation in the combined economic growth of the service .

territories of Utilities, WP&L and IPC, and from the inherent increase in scale e¢onomies, the market
diversification and the resulting increased financial stability and strength of the combined entity; that
the Mergers will result in cost savinigs from decreased electric production and gas supply costs, a

_reductlon in operating and maintenance expense and other factors discussed above; that the combined

enterprise can more effectively participate in the increasingly competitive market for the generation

. of power; and that the Mergers and various provisions.of the-Merger Agreement offer IES sharehold-. -

ers, ratepayers and employees a unique opportunity to realize the benefits created by combining the

. three entities. The IES Board believes that these factors offer a potential increase in earnings in

excess of those that could be achieved by IES anne and that the Mergers will result in the creationof a
larger, ﬁnanmally stronger company. - -

In reaching its conclusxons the IES Board cons1dered (i) the original and the adjusted IES Ratio
and the fact that such ratios represent approximately an 11% premium and an 11.34% premium,

‘respectively, over the closing price of IES Comnion Stock on the NYSE on November 10, 1995 (the last.

full trading day prior to the public announcement of the Mergers) and premiums of approximately 14%

and 14.43%, respectively, over the closing price of IES Common Stock on the NYSE on October 10, 1995 .
(the trading day that is 30 days prior to the date on which the Mergers were publicly announced); (ii) the

financial performance, condition, business operations and prospects of each of IES, WPLH and IPC and
that, on a combined basis, the companles will likely have greater ﬁnanc1al stability and strength due to

49




partlcxpatlon 1n the combmed economic. chmate and growth of each of the Utxlltles WP&L and TPC
- service terrltorles the inherent increase in scale economies, the market dlver51ﬁcatlon resulting from
.- the combination of customer bases and the impact of the potentlal operatmg efficiencies.and other
synergies which are expected to reduce operational and maintenance expenses, as more fully discussed
above; (iii) current industry, economic, market and regulatory conditions which encourage consohdatlon .
to reduce risk and create.new avenues for earnings growth (as discussed under ‘“The Mergers —
Background of the Mergers” above); (iv) IES’s prospects for earnings and dividend growth on a stand- -
- alone:basis in lhght of IES’s size relative to many of the electric utility companies abutting Utilities’ -

service ter r1tory (IES ranks ninth out of 20 such companies based on aggregate markét capitalization); - '

(v) the recent ' wave of merger activity involving electric utility companies in markets near Utilities’
service territory and IES’s ability to remain competitive on an independent basis over the long-term; (vi) .
the anticipated positive effect of the Mergers on IES’s shareholders and Utilities’ customers, including

mamtammg competitiveness, integrating corporate and administrative functions and reducing operat-

_ ing costs (all as more fully described above);. (vii) the terms of the Merger Agreement, the Stock Option e

Agreements, the Employment Agreements and other documents executed and to be executed in connec-
tion with the Mergers which provide for the adjustment of the IES Ratio in the event thé McLeod
Contingency is satisfied (which has occurred), reciprocal representations and warranties, conditions to
closing and rights to termination, and balanced rights and obligations; (viii) the management succession -
plan specified in the Merger Agreement and the Employment Agreements of Messrs. Liu, Davis,
Stoppelmoor and Chase (as described under ‘“— Employment Agreements” and “Interstate Energy }
Following the Mergers — Management  of Interstate Energy”) which provides a prudent plan for

managing the integration of and transition in management (ix) the impact of. regulation under various S

‘state and federal laws (as described under “Regulatory Matters” and “— Background of the Mergers’");
(x) that the Mergers are expected to be treated as tax-free reorganizations to shareholders and to.be
"accounted for as a pooling-of-interests transaction (which avoids the reduction in earnings which would
“result from the creation and amortization of goodwill under purchase accounting); and (xi) the opinion
of Morgan Stanley, described below, that the IES Ratio, taking into account the IPC Ratig, is fair from a
financial point of view to the holders of IES Common Stock. The IES Board recognizes that (i) giving '
effect to the Mergers, equivalent IES earnings per share will be slightly lower than IES earnings per

share for the 12 months ended September 30, 1995, (ii) annual dividends per share of Interstate Energy =

. Common Stock are expected to be lower than those which have been paid on IES Common Stock (see
“Selected H1storlcal and Pro Forma Data”), and (iii) recent operating revenues, operating income and
other financial factors are slightly higher. for IES than WPLH;-and, although these factors are not .
immaterial, the IES Board believes the factors discussed in the preceding sentences, together with those
reasons dlscussed above and the advice or assistance of its financial ‘advisors and consultants as. -
_described herein, substantially outweigh any negatives and the terms of the Mergérs are, as a whole, iri -

- thebest mterests of IES and its shareholders. In determining that the Mergers are fair to and inthe best

" interests of shareholders the IES Board considered the above factors as a whole and did not assign E
pecxﬁc or relatlve welghts to any one factor or group of factors: - '

THE IES BOARD HAS APPROVED THE MERGER AGREEMENT BY UNANIMOUS VOTE OF THE o
DIRECTORS THEN PRESENT AND BELIEVES THAT THE TERMS OF THE MERGERS ARE FAIR TO, .
AND IN THE BEST INTERESTS-OF, IES'S SHAREHOLDERS, AND SUPPORTS THE ELECTION OF THE
NOMINATED IES DIRECTORS. THE IES BOARD RECOMMENDS A VOTE FOR APPROVAL OF THE*
MERGER AGREEMENT AND FOR THE ELECI’ION OF THE NOMINATED IES DIRECTORS.

~IPC. The IPC Board believes that the terms of the Mergers are fair to, and i in the best mterests
of, IPC and its stockholders. Accordingly, the IPC Board, by a unanimous vote, has approved the
' Merger Agreement (and the transactions contemplated thereby) and recommends its approval and
_adoption by IPC’s stockholders. The IPC Board further believes that the IPC Charter Amendment is

an important precondition to the IPC Merger in order to secure tax-free reorganization status for the

IPC Merger or, the IPC Direct Merger, as the case may be, underthe Code. Accordingly, the IPC Board,
: by a unammouq vote, has adoptedl a resolutlon settmg forth the IPC Charter Amendment and -+ -
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declaring its advisability, and recommends approval of the IPC Charter Amendment by IPC’s stock-
holders. The IPC Board believes: that the IPC Ratio offers to IPC stockholders an attractive premium
over the recent historical trading prices of IPC Common Stock; that IPC stockholders will benefit by

participation in the combined economic growth of the service territories of IPC, WP&L and Utilities,

and from the anticipated increase in scale economies, the market diversification and the resulting
increased financial stability and strength of the combined entity; that the Mergers will result in cost
savings from decreased electric production and gas supply costs, a reduction in operating and mainte-
nance expense and other factors discussed above; that the combmed enterprise can more effectxvely
participate in the mcreasmgly competitive market, for the generation of power; and that the Mergers
and various provisions of the Merger Agreement offer IPC stockholders, ratepayers and employees a
unique opportunity to realize the benefits created by combining the three entities. The IPC Board
believes that these. factors offer a potential increase in earnings in excess of those that could be
achieved by IPC alone, and the potential for IPC’s stockholders to partlcxpate in the creatlon of a
larger, financially stronger company. : ;

" In reaching its conclusions, the IPC Board con51dered (i) the IPC Ratlo and the fact that 1t

represents a premium of approximately 15.2% over the closing price of IPC’s Common, Stock on the

NYSE on November 10, 1995 (the last full trading day prior to the public announcement of the -

Mergers) and a premium of approximately 22.4% over the closing price of IPC’s Common Stock on

_ October 10, 1995 (the trading day that is 30 days prior to the date on which the Mergers were publicly

announced); (i) the financial performance, condition, business operations and prospects of each of

WPLH, IES and IPC and that, on a combined basis, the companies will likely have greater financial - -
stability and strength due to participation in the combined economic climate and growth of each of the .
WP&L, Utilities and IPC service territories, the inherent increase in scale economies, the market
diversification resulting from the combination of customer bases and the impact of the potential -

operating efficiencies and other synergies that are expected to reduce operational and maintenance
expenses, as more fully discussed above; (iii) current industry, economic, market and regulatory
conditions that encourage consolidation to reduce risk and create new avenues for earnings growth (as
discussed under ‘“The Mergers — Background of the Mergers’. above); (iv) IPC’s prospects for
earnings and dividend growth on a stand-alone basis in light of IPC’s size relative to many of the
electric-utility companies abutting IPC’s service territory (each of which is at least three times larger
than IPC when measured by any of a number of criteria); (v) the recent wave of ‘merger activity
involving electric ut1hty companies in markets near TPC’s service territory and IPC’s ability to remain
competitive on an 1ndependent basis over the long-term .(vi) the anticipated positive effect of the
Mergers on IPC’s stockholders and customers (as disclosed in more detail in the preceding paragraph);
(vii) the terms of the Merger Agreement, the Stock Option Agreements, the Employment Agreements
and other documents executed and to be executed in connection with the Mergers which provide for
reciprocal representatlons and warranties; conditions to closing and rights to termination, balanced
rights and obligations and certain protections for employees of IPC; (viii) the management succession
plan specified in the Merger Agreement and the Employment Agreements of Messrs. Liu, Davis,

Stoppelmoor and Chése (as described under ““— Employment Agreements” and “Interstate Energy .-
. Following the Mergers —.Management of Interstate Energy’’) that provides a prudent plan for.

managing the mtegratlon of and transition in management; (ix) the impact of regulation under
various state and federal laws (as described under ‘‘Regulatory Matters” and “— Background of the

Mergers”); (x) that, subject to approval of the IPC Charter Amendment by the IPC stockholders at the |

IPC Meeting, the Mergers are expected to be treated as tax-free reorganizations to stockholders and to
be accounted for as a pooling-of-interests transaction (which avoids the reduction in earnings that

"would result from the creation and amortization of goodwill under Jpurchase accounting); and (xi) the

opinion of Salomon Brothers, described below, that the IPC Ratio is "fair to the holders of IPC Common

--Stock from a financial point of view. In determining that the Mergers are fair to and in the best
interests of its stockholders, the IPC Board considered the above factors as a whole and did not a851gn ,

spec1ﬁc or relative welghts to any one factor or group of factors
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The IPC Board did, however, consider certam countervailing factors associated with the Mergers.
The first factor related to the ownership by WP&L of the Kewaunee' Nuclear Power facility dnd the
-ownership:by Utlhtles of the Duane Arnold Energy Center, both of which are nuclear power plants.
IPC does 1ot own any interests in nuclear generating facilities. The IPC Board considered generally

the ownership'and operation of nuclear generating facilities and the potential generic risks and costs *

associated therewith, including premature permanent plant shutdown, temporary plant shutdown,
uneconomic plant operation, consequences of a nuclear accident, fuel storage and fuel disposal and
decommissioning costs. The IPC Board also.considered factors spec1ﬁc to each of the Kewauneé and
Duane Arnold facilities. '

With respect to IES, the IPC Board considered the fact that Utilities was a 70% owner. of the
Duane Arnold facility and that the Duane Arnold facility provided Utilities with approximately 18% of
"its generatmg capablhty and 25% of its energy requirements. Available estimates suggested that the -
Duane’ Arnoldt facility faced a decommissioning liability of. approximately $361 million (in 1993
dollars) of-which Utilities is responsible for 70% or approximately $253 million, with approximately
$34 million(at the end of 1994) thereof accumulated in an external trust fund and approximately $21

million (at the -end of 1994) thereof accumulated in an internal reserve. In addition, the IPC Board .

considered th_at the adequacy of the Duane Arnold facility decommissioning plan funding depended in
part on Utilities’ success in obtaining approval from the TUB for a significant increase in its annual
decommissioning fund allocation beginning in 1996. These factors caused the IPC Board to consider
whether the Duane Arnold facility was likely to present a material financial risk in the form of
stranded investment as the generation segment of the electrlc utility industry moved toward deregu-
'latxon ‘and open competmon S ‘

The IPC Board believed that the potential negative impact of the Duane Arnold fac111ty was offset :
by various other factors. First, the IPC Board believes, based on ongoing proceedmgs at FERC, that
- federal policymakers will ultimately allow for the recovery of stranded investment in the event that
- policies are implemented which bring about greater competition in the generation sector of the
electric utility industry. Second, all available information led to the conclusion that the Duane Arnold
facility was a well-operated and well-managed nuclear facility whose costs -were generally more
favorable than those of most nuclear plants in North America. Third, historical regulatory exper-
iences in Iowa.presented no evidence that unreasonable regulatory ratemakmg pohc1es would likely -
be 1mplemented with respect to-the Duane Arnold facility.

- With respect to the Kewaunee fac1hty, the IPC Board considered the fact that WP&L was a 41%
owner of the Kewaunee facility and that the Kewaunee facility provided WP&L with approximately
16% of its generating capability and 14% of its energy requirements. The IPC Board further consid-
ered the fact that the Kewaunee facility is experiencing certain steam generation equipment degrada-
tion that potentially threatens the economic viability of continued operation of the Kewaunee facility.
These factors caused the IPC Board to consider whether the Kewaunee facnhty was hkely to present a

‘materlal financial risk in terms of its future economic viability.

" The IPC Board believed that the potentlal negative 1mpact of the Kewaunee facxhty was offset by
various factors. First, the Kewaunee facility has historically been one of the top performing plants

within the’ nuclear industry and has recently received the highést possible performance ratings SR

assigned by apphcable regulatory agencies. Second, there exist viable economic alternatives to the ‘
steam generator equipment degradation noted above, and WPLH’s management has indicated its
belief that the risks of these alternatives are manageable. Third, the IPC Board believes that the plans
for decommissioning the Kewaunee facility at the end of its useful life are adequate.

Although the IPC Board consideted the foregoirrg factors in approving the Mergers, the IPC
Board concluded that the potential unfavorable aspects of the Mergers were outwexghed by the
‘positive 1mpacts and potential benefits of the Mergers described :above. :

THE IPC; BOARD HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND
BELIEVES THAT THE TERMS OF THE MERGERS ARE FAIR TO, AND IN THE BEST INTERESTS OF,
IPC’'S STOCKHOLDERS, HAS UNANIMOUSLY ADOPTED A RESOLUTION SETTING FORTH THE
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IPC CHARTER AMENDMENT AND DLCLARING ITS ADVISAB]LITY AND SUPPORTS THE ELEC-
TION OF THE NOMINATED IPC DIRECTORS. THE IPC BOARD RECOMMENDS A VOTE FOR
APPROVAL OF THE MERGER AGREEMENT, FOR APPROVAL OF THE IPC CHARTER AMLND-
MENT AND FOR THE ELECTION OF THE NOMINATED IPC DIRECTORS '

Opmlons of Financial Advnsors

".WPLH’s Financial Advisor. During the course of discussions’ regardmg a possible transactlon Merrill-
Lynch attended meetings of the WPLH Board as described in “The Mergers — Background of the Mergers.”-
At such meetings, Merrill Lynch reviewed financial information concerning WPLH, IES and IPC and
provided preliminary valuations of IES and IPC. The financial information reviewed by Merrill Lynch was -
the same financial information used in amvmg at the Merrill Lynch Opinion (as updated through the
relevant date), all of which information is described below. The results of the preliminary valuations
presented by Merrill Lynch at such WPLH Board meetings are consistent with the results utilized by Merrill
Lynch to arrive at the Merrill Lynch Opinion, which results are descnbed below.

On November 10, 1995, Merrill Lynch delivered its written oplmon to the WPLH Board to the
effect that, as of such date, and based upon the assumptions made, matters considered and limits of
review as set forth in such opinion, the Ratios (without adjustment of the IES Ratio to reflect the . -
satisfaction of the McLeod Contingency) are fair to WPLH from a financial point of view. On May 7,
1996, at a meeting of the WPLH Board, Merrill Lynch discussed and reviewed with the WPLH Board

" the proposed contingent adjustment to the IES Ratio relating to the McLeod Contingency and orally

confirmed that Merrill Lynch would be prepared to render an opinion dated the date of this Joint
Proxy Statement/Prospectus to the effect that, as of such date, and based on the assumptions made,
matters considered and limits of review as set forth in such opinion, the Ratios (including the IES
Ratio as adjusted if the McLeod Contingency was satisfied) are fair to WPLH from a financial point of
view. In a written opinion dated the date of this Joint Proxy Statement/Prospectus, Merrill Lynch
confirmed (i) its November 10, 1995 opinion as it relates to the Ratios (including the IES Ratio as
adjusted to reflect the satlsfactlon of the McLeod -Contingency) and (ii) the appropriateness of its
reliance on the analyses used to render the November 10, 1995 opinion by performing procedures to
update such analyses and by reviewing the assumptions on which such analyses were based and the
factors considered therewith. Merrill Lynch performed and updated the same analyses utilized in

‘rendering the November 10, 1995 opinion, including reviewing the financial information on which

such analyses were based and the recent financial results of WPLH, IES and IPC, and the results of
such updated.analyses were substantially similar to the prior results References herein to the .
“Mernll Lynch Oplmon refer to the written opinion of Merrill Lynch dated November 10, 1995.

A copy of the Merrlll Lynch opinion dated the date of this Joint Proxy Statement/Prospectus, which sets
forth the assumptlons made, matters considered and certain limitations on the scope of review undertaken
by Merrill Lynch, is attached as Annex L to this Joint Proxy Statemcnt/Prospectus WPLH shareowners are
urged to read such opinion in its entirety. The Merrill Lynch opinions are directed only to the fairness of the
Ratios from a financial point of view and do not constitute a recommendation to any WPLH shareowner as
to how such shareowner should vote at the WPLH Meeting. The summary of the Merrill Lynch Opinion set
forth in this Joint Proxy Statement/Prospectus is qualified in its entirety by reference to the full text of the

‘Merrill Lynch opinion attached as Annex L hereto. The Merrill Lynch opinion ‘dated the date of this Joint .

Proxy Statement/Prospectus is substantlally similar to the Merrlll Lynch Opinion dated November 10,
1995. -

" Inarriving at the_ Merrill Lynch Opinion, Merr,ill Lynch among other things (i) reviewed WPLH’’s,
IES’s, and IPC’s Annual Reports, Forms 10-K and related financial information for the three fiscal
years ended December 31, 1994, and Forms 10-Q and related unaudited financial information for the
quarterly periods ended June 30,-1995; (ii) reviewed certain other filings with the SEC made by

-WPLH, IES, and IPC, including proxy statements, Forms 8-K, and registration statements, during the

last three years; (iii) reviewed certain information, including financial forecasts, relating to the
business, earnings, dividends, cash flow, assets and prospects of WPLH,.IES, and IPC, furnished to
Merrill Lynch by WPLH, IES, and IPC, respectively; (iv) conducted discussions with members of -
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senior management of WPLH, IES and IPC concerning their respective businesses, regulatory envi-
ronments, prospects and strategic objectives and possible operating, administrative and capital syner-
gies which might be realized for the combined companies following the Mergers; (v) reviewed the

historical market prices and trading activity for WPLH Common Stock, IES Common Stock, and IPC

Common Stock; (vi) compared‘the results of operations of WPLH, IES and IPC with those of certain

companies deemed ‘by Merrill Lynch to be reasonably similar to WPLH, IES and IPC, respectlvely,
(vii) compared the proposed financial terms of the Mergers with the financial terms of certain-other
" mergers and acquisitions which - Merrill Lynch deemed to be relevant; (viii) analyzed the relative
valuation of WPLH Common Stock, IES Common Stock, and IPC Common Stock using various
valuation methodologies which Merrill Lynch deemed to be appropriate; (ix) considered the pro forma
effect of the Mergers in terms of net income available to common stockholders, dividends per common

share, book value per common share and capitalization, on WPLH Common Stock; (x) reviewed drafts -
of the Merger Agreement and the Stock Option Agreements, dated November 10, 1995 and Novem- =

ber 6, 1995, respectively; and (xi) reviewed such other financial studies and analyses and made such

other inquiry and took into account such other matters deemed necessary or approprlate by Merrill

Lynch'for purposes of the Merrill Lynch Opinion:

In preparing the Merrill Lynch opinions, Merrill Lynch relied on the accuracy and completeness -

of all information supplied or otherwise made available to it by. WPLH, IES and IPC, and did not

. 1ndependently verlfy such information or any underlying assumptions. Merrill Lynch did not under- -

take an 1ndependent appraisal or physical inspection of the.assets or liabilities (contingent or other-
wise)- of WPLH, IES or IPC. Merrill Lynch also assumed that the financial forecasts and projected
synergies furnished to it by WPLH, IES and IPC were reasonably prepared in accordance with

accepted industry practices and reflected the best currently available estimates and judgments of.

WPLH's, IES’s and IPC’s management as to the expected future financial performance of WPLH, IES'

and IPC, respectwely, and as to the expected future projected outcomes of various legal, regulatory. and
other cont1ngenc1es Merrill Lynch also assumed that the Mergers will be free of Federal tax to WPLH,

- IES, IPC and the respective holders of WPLH Common Stock, IES Common Stock and IPC Common
Stock, and further assumed that the Mergers will be accounted for as a pooling of interests. Merrill
Lynch’s opinions are based upon general economic, market, monetary and other conditions as they
existed and could be evaluated, and the information made available to it, as of the respective dates of

such opinions. The Merrill Lynch opinions do not constitute a recommendation to any WPLH share-

owner as to how such shareowner should vote at the WPLH Meeting.

The matters considered by Merrill Lynch in arriving at the Merrill Lynch opinions are based onA

numerous macroeconomic, operatmg and financial assumptions with respect to industry performance,

~ general business and economic conditions, many of which are beyond the control of WPLH, IES and -

IPC, ‘and involve the application of complex methodologies and educated. judgment. Any estimates

~ incorporated in the analyses performed by Merrill Lynch are not necessarily indicative of actual past or

future results or values which may be significantly more or less favorableé than such estimates. Esti-
mated values do not purport to be appraisals and do not necessarlly reflect the prices at which busi-

nesses or companies may be sold in the future. The Merrill Lynch opinions do not present a discussion of .
. the relative merits of the Mergers as compared.to any other business plan or opportunity that might be .. .

presented to WPLH, or the effect of any other arrangement in which WPLH might.engage.

~ The followmg is a summary of certain ﬁnanc1al and comparatlve analyses performed by Merrlll .
Lynch in arriving at its November 10, 1995 opinion. Merrill Lynch derived implied exchange ratios for -
WPLH Common-Stock, IES Common Stock and IPC Common Stock based upon what these analyses,

when considered in light of the Judgment and experience of Merrill Lynch, suggested about their
relative values. The Merrill Lynch Opinion is based upon Merrill Lynch’s consideration of the collec-
tive results of all such analyses, together with the other factors referréd to in its opinion letter. In the

" Mergers, each issued and outstanding share 6f IES Comimon Stéck will be converted into the right to

receive 0.98 of a,share of Interstate Energy Common Stock (subsequently adjusted to 1.01 shares upon
satisfaction of the McLeod Contlngency) and each issued and outstanding share of IPC Common
‘Stock will be ultimately converted into the right to receive 1.11 shares of Interstate Energy Common
Stock. In concluding that the Ratlos are fair to WPLH and in its discussions with the WPLH Board,
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Merrill Lynch compared the IES Ratio and 1PC Ratlo to each range of implied exchange ratios set
forth below, which were derived from the analyses performed by it, and noted as generally supporting
its opinion that 0.98 (subsequently adjusted to 1.01 upon satisfaction-of'the McLeod Contingency) and
1.11 were consistent with the ranges of such implied exchange ratios for each of IES Common Stock to

WPLH Common Stock and IPC Common Stock to WPLH Common Stock derived from comparable

publicly traded company analysis (0.84 to 1.07 and 0.82 to 1. 18, respectively), contribution analysis

(0.91 to 1.16 and 0.82 to 1.09, respectively), dividend discount analysis (0.82 to 1.32 and 0.78 to 1.24,

respectively), discounted cash flow analysis (0.75 to 1.38 and 0.65 to 1.28, respectively), and compara-
ble acqu1s1t10n transactions analysis (0.75 to 1.36 and 0.81 to 1.50, respectively).

Tradmg Ratio Analysis. Merrill Lynch reviewed the performance of the per share market prlce
of WPLH Common Stock, IES Common Stock and IPC Common Stock over the five year period ended

November 7, 1995. Merrﬂl Lynch also calculated the ratio of the per share market price of each of IES .
Common Stock and IPC Common Stock to the per share market price of WPLH Common Stock from .

November 7, 1990 to November 7, 1995, November 7, 1992 to November 7, 1995, and November 7,
1994 to November 7, 1995. This analysis showed that over the five year period, the per share market
price of IES Common Stock and IPC Common Stock compared to the price of WPLH Common Stock,
- traded at average ratios of 0.922 and 0.939,. respectively. Over the three year period this analysis
showed that the per share market price of IES Common Stock and IPC Common Stock compared to
the price of WPLH Common Stock, traded at average ratios of 0.903 and 0.871, respectively. Over the
one year period this analysis showed that the per share market price of IES Common Stock and IPC
Common Stock compared to the price of WPLH Common Stock, traded at average ratios of 0.864 and
0.848, ‘respectively. Based on the November 7, 1995 closing prices, the trading ratios of the IES
Common Stock and IPC Common Stock were 0.886 and 0. 980, respectlvely, compared to the closmg
prlce* of WPLH Common Stock on that day. ; ‘ .

Comparable Publtcly Traded Company Analysis. Using publicly available 1nformat10n Merr1ll

Lynch compared certain financial and. operating information and ratios (described below) for WPLH,

IES and IPC, respectively, with the correspondlng financial and operating information and ratios for
separate groups of publicly traded companies that Merrill Lynch deemed to be reasonably comparable
to WPLH, IES and IPC, respectively. The companies included in the WPLH comparable company

analyses ‘were: Delmarva Power and Light Company, Kansas City Power and Light Company, and
WPS Resources Corporation (collectively, the “ML WPLH Comparables’’). The companies included in -

~ the IES comparable company analyses were: MidAmerican Energy Company and Minnesota Power &
Light Company (collectively, the “ML IES Comparables”). The companies included in the IPC compa-
rable company analyses were: Central Hudson Gas & Electric Corporation, CILCORE, Inc., Madison
Gas & Electric Company, Orange & Rockland Utilities, Inc. and Southern.Indiana Gas & Electric
Company (collectlvely, the “ML IPC Comparables”). Merrill Lynch selected the companies in the ML
WPLH Comparables, ML IES Comparables and ML IPC Comparables, respectlvely, from the universe

of possﬂ)le comparable utility companies based upon Merrill Lynch!s views as to the comparability of .

financial and operatmg characteristics of these companies to WPLH IES and IPC, respectlvely

In order to determine-an implied exchange ratio range based upon comparable: publlcly traded
company analysis, Merrill Lynch compared the inarket value of WPLH Common Stock, IES Common
Stock, and IPC Common Stock as a multiple of (a) estimated 1995 earnings per share (“EPS”), which
‘estimates were obtained from First Call (the “1995 EPS Ratio”), (b) estimated 1996 EPS, which

estimates were obtained from First Call (the 1996 EPS Ratio’"), (c) book value of common equity as of -
~ June 30, 1995, the most recently available fiscal quarter (the “Common Equity Ratio”), and -

(d) indicated dividend yield (the ‘‘Dividend Ratio™), to the corresponding ratios for each of the ML
WPLH Comparables MLIES Comparables and ML IPC Comparables. First Call is a data service
which monitors and publishes a compilation. of earnirigs estimates produced by selected research
analysts on companies of interest to investors. The results of the foregoing were: (i) the 1995 EPS
Ratio resulted in a range of implied exchange ratios for IES Common Stock to WPLH Common Stock
and IPC Common Stock to WPLH Common Stock of 0.87 to 1.02 and 0.84 to 1.11, respectively, (ii) the
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1996 EPS Ratlo resulted in a range of implied exchange ratios of 0.89 to 1.04 and 0.82. to 1.05,
respectively, (lll) the Common Equlty Ratio resulted in a range of implied exchange ratios of 0.86 to
1.07 and 0.86 to 1.18, respectlvely, and (iv) the Dividend Ratio resulted in a range of lmphed exchange
ratios of 0 84 to 1.01 and 0.92 to 1.16, respectively. :

Utlhzmg comparable publicly traded company analysis, Merrill Lynch calculated 1mphed ex- -
_change ratio ranges for IES Common Stock to WPLH Common Stock and. IPC Common Stock to
' 'WPLH Common Stock of 0.84 to 1.07 and 0.82 to 1.18, respectively. =

Contrzbutzon Analysis. In order to determine an implied exchange ratio range based upon
contribution analysis, Merrill Lynch calculated the contribution of each of WPLH, IES and IPC to the
pro forma combined company with respect to (i) earnings per common share (ii) common equity per -
common share and (iii) dividends per common share, for the years 1993 through 1994 (the “Historical .
Period’’) and, using certain projections provided by the respective managements of WPLH, IES and .
IPC; for the years 1995 through 1999 (thé “‘Projected Period””). The analysis of earnings per common
shareyielded arange of implied exchange ratios for IES Common Stock to WPLH Common Stock and
IPC Common Stock to WPLH Commeén Stock of 1:10 to 1.16 and 0.82 to 0.90, respectively during the
Historical Perlod and 0.91 to 1.09 and 0.91 to 1.08, respectively durmg the Projected Period. The
analysis of common equity per common share yielded a range of implied exchange ratios of 1.05 to 1.06
.and 1.04 to.1.04, respectively during the Historical Period and-1.06 to 1.09 and 1.01 to 1.03, respec- -
tively during the Projected Period. The analysis of dividends per common share yielded a range of .
implied exchange ratios of 1.09 to 1.11 and 1.08 to 1.09, respectively during the Historical Period and
1.06 to 1.08 and 1.08 to 1.07, respectively during the Projected Period. In arriving at-the Merrill Lynch
Opinion, Merrill Lynch considered, as one of the factors in its analy51s that the Ratios are outside of

“certain of the xmphed exchange ratlos

- Dividend Discount Analysis. In order to determine an 1mphed exchange ratlo range based upon
dividend discount analysis, Merrill Lynch calculated ranges of value for WPLH Common Stock, IES
Common Stock and IPC Common ‘Stock based upon the sum of the present value, assuming equity
discount rates ranging from 8.75% to 10. 25%, of (a) each of WPLH’s, IES’s and IPC’s projected

“dividends for the years 1996 thiough 1999 usmg the same management projections, and (b) the 1999
" value of WPLH, IES and IPC, respectively, assuming perpetual dividend growth rates ranging from
1.50% to 2. OO% for WPLH, 1. 25% to 1.75% for IES and 1. 00% to 1.50% for IPC.

Utxhzmg d1v1dend discount analys1s Mernll Lynch calculated implied exchange rat1o ranges for
IES Common Stock to WPLH Common Stock and IPC Common Stock to WPLH Common Stock of
0.82 to 1.32-and 0,78 to 1.24; respectively.

. Discounted Cash Flow Analyszs In order to determine an implied exchange ratm range based
- upon dlscounted cash flow (“DCF”) analysis, Merrill Lynch performed unlevered DCF analyses for

the primary bLlsxnesses of WPLH, IES and IPC using the same management projections, and calcu-

lated ranges of value for WPLH Common Stock, IES Common Stock and IPC Common Stock.

- Merrill Lynch performed separate discounted cash flow analyses for the fol]owmg subsidiaries of - - -

WPLH: WP&L, Heartland Environmental Holding Company (“EHC”’), and Heartland Properties,
Inc. (‘““HPI""). WP&L’s DCF was based upon the discount to present value, assuming discount rates
ranging from 7.5% to 9.5%, of (i) its projected unlevered free cash flow for the years 1996 through
1999, and (ii) 1ts 1999 value based upon a range of multiples from 12.0x to 13.0x its prOJected 1999 net,
", income, and 1.6x to 1.8x its projected 1999 book value, plus in each case assumed debt and preferred
stock at year-end 1999. EHC’s DCF was based upon the discount to present value, assuming discount
rates ranging from 10:0% to 12.0%, of (i) its projected unlevered free cash flow for the years 1996
- through 1999, and (i) its 1999 value based upon a range of multiples from’ 7.0x to 8.0x its projected
1999 earnings before interest and taxes (“’EBIT”’). HPI’'s DCF was based upon the discount to present
value, assuming discount rates ranging from 10.0% to 14.0%, of its projected unlevered free cash flow -

l .
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for the years 1996 through 1999. In addmon Merrxll Lynch calculated a range of value for HPI based
upon its book value. Based on these analyses, Merrill Lynch calculated a range of value for WPLH
Common Stock of $820 million to- $1,111 million.

Merrill Lynch performed separate discounted cash flow analyses for the followmg subsidiaries of
IES: Utilities, Industrial Energy Applications (‘“IEA”), and Cedar Rapids and Iowa City Rallway
Company (“CRANDIC”). Utilities’ DCF was based upon the discount to present value; assumlngr
‘discount rates ranging from 7. 5% to 9.5%, of (i) its projected unlevered free cash flow for the years
1996 through 1999, and (ii) its 1999 value based upon a range of multiples from 12.0x to 13.0x its
projected 1999 net income, and 1.6x to 1.8x its projected 1999 book value, plus in eachi case assumed
net debt and preferred stock at year-end 1999. IEA’s DCF was based upon the discount to present
value, assuming discount rates ranging from 10.0%.to 12. 0%, of (i) its projected unlevered free cash
flow for the years 1996 through 1999, and (ii) its 1999 value based upon & range of multiples from 7.0x
to 9.0x its projected 1999 earnings before interest, taxes, depreciation and amortization. (“EBITDA”)
CRANDIC’s DCF was based upon the discount to present value, assuming discount rates ranging from

11.0% to 13.0%, (i) its projected unlevered free cash flow for the years 1996 through-1999, and (ii) its .

1999 value based upon a range of multiples from 6.0x to 7.0x its projected 1999-EBITDA. In addition,
Merrill Lynch calculated a range of value for IES’s' Whiting Petroleum Corporation subsidiary based
upon a range of $3.50 to $5.00 per barrel of oil equivalents. Based on these analyses, Merrill Lynch
. calculated a range of value for IES Common Stock of $788 million to $1,075 million. :

IPC’s DCF was based upon the discount to present value, assuming discount rates rangmg from
7.5% to 9.5%, of (i) its projected unlevered free cash flow for the years 1996 through 1999, and (ii) ite

1999 valuebased upon a range of multiples from 11.5x to 12.5x its projected 1999 net income, and 1.6x o

to 1.8x its projected 1999 book value, plus in each case assurned net debt and preferred stock at year-
. end 1999. Based on this analysis, Mernll Lynch calculated a range of value for IPC Common Stock of .
$223 million to $326 million. ) s . s

Utlhzmg DCF analysis, Merr111 Lynch calculated implied exchange ratio ranges for IES Common
Stock to WPLH Common Stock and IPC Common Stock to WPLH Common Stock were 0.75 to 1 38
and 0.65 to 1.28, respectively.

Comparable Merger Transactions Analysis. Using publ1cly available mformatmn Merrill Lynch
reviewed eleven transactions announced between March 16, 1990 and September 25, 1995, involving
‘the merger of selected electric utility companies' (the “Comparable Merger Transactions”). The
Comparable Merger Transactions and the date the transaction was announced were as follows:
Baltimore Gas and Electric Company/Potomac Electric Power Company (September 1995), Public
Service Company of Colorado/Southwestern Public Service Company (August 1995), Union Electric
Company/CIPSCO Incorporated (August 1995), Northern States Power Company/Wlsconsm Energy
Corporatxon (May 1995), Midwest, Resources Inc./Iowa-Illindis Gas & Electric Company (July-1994), .-
Washington Water Power Company/Sierra Pacific Resources (June 1994), Cincinnati Gas & Electric
Company/PSI Resources Inc. (August 1993), Entergy Corporation/Gulf ‘States Utilities Company

. (June 1992), IE Industries, Inc./Iowa Southern, Inc. (February 1991), Kansas Power & Light.Com- . .

pany/Kansas Gas & Electric.Company (October 1990), and Iowa Resources Inc /Midwest Energy
Company (March 1990). ‘

In order-to determine an 1mp11ed exchange ratio range based on comparable merger transactions
analysis, Merrill Lynch (i) compared the offer value in each of the Comparable Merger Transactions as
a multiple of the then publicly avdilable (a) latest twelve months-(“LTM?”) net income available to
common stock (the “Net Income Multiple”), and (b) book value of common equity for the most -

recently available fiscal' quarter preceding such transaction (the “Book Value Multlple”) and .

(ii) compared the transaction value (defined to be the offer value plus the hqu1dat10n value of
preferred stock plus the principal amount of debt less cash and option proceeds) for each of the
Comparable Merger Transactions as a multiple of the then pubhcly available (a) LTM EBIT (the
“EBIT Multiple”), and (b) LTM EBITDA (the “EBITDA Multiple”), to the corresponding multiples -
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for WPLH Common Stock, IES Common Stock and IPC Common Stock. The results of the foregoing
were: (i) the Net Income Multiple resulted in a range of implied exchange ratios for IES Common
Stock to WPLH ‘Common Stock and IPC Common Stock to WPLH Common Stock of 0.85 to 1.22 and -
0.83 to 1.20, respectively, (ii) the Book Value Multiple resulted in a range of implied exchange ratios of
0.92 to 1.17 and 0.93 to 1.17, respectively, (iii} the EBIT Multiple resulted in a range of implied
exchange ratios of 0.75 to 1.36 and 0.81 to 1.50, respectively, and (iv) the EBITDA Multiple resulted in
a range of 1mphed -exchange ratios of 0.87 to 1.35 and 0.84 to 1.32, respectxve]y

- Utilizing "the comparable merger transactlons analysis, Merrill Lynch calculated implied ex- .
change ratio ranges for IES Common Stock to WPLH Common Stock and IPC_ Common Stock to-
WPLH Common Stock of 0.75 to 1.36 and 0.81 to 1. 50 respectively. . ’

-Pro Forma Analyszs “Merrill Lynch also analyzed certaun pro forma effects resulting from the
Mergers 1nclud1ng the potential impact to earnings per share of WPLH Common Stock. Using the
projected earnmgs for the years 1997 through 1999 provided by the respective managements of
WPLH, IES and IPC, Mefrill Lynch compared the projected earnings per share of WPLH on a'stand-
alone basis assuming the Mergers do not occur, to the earnings per share of Interstate Energy
Common Stock assuming the Ratios of 0.98 (subsequently ad_]usted to 1.01 upon satisfaction of the
McLeod Contingency) and 1.11 for IES and IPC, respectively, and certain estimated synergies that
WPLH management expects to achieve as a result of the Mergers, The analysis indicated that the

. Mergers would be accretive to the projected earnings per share of a WPLH shareowner in amounts of

6.6% in 1997, 8.8% in 1998, and 8.3% in 1999. In addition, ‘Merrill Lynch made a similar comparison
assuming the Ratlos of 0.98 (subsequently adjusted to 1.01 upon satisfaction of the McLeod Contin-
gency) and 1. 11 for IES and IPC, respectively, no synergies, and projected earnings for IES adjusted
with the guidance of WPLH management to give effect to more conservative assumptions. The
-analysis indicated that the Mergers would be accretive to the projected earnings per share of a WPLH
shareowner inthe amount of 0.4% in 1997, and dilutive to the prOJected earmngs per share of a WPLH
shareowner in amounts of (2.4%) in 1998, and 3. O%) in 1999. :

On May 7, 1996, at a meeting of the WPLH Board Merrill Lynch dlscussed and revxewed w1th ‘the
WPLH Board the proposed contingent adjustment to the IES Ratio relating to the McLeod Contin-
gency. Following is a summary of all of the analyses that Merrill Lynch performed in connection with - .
the McLeod Contlngency Merrill Lynch calculated the potential contribution of the proceeds of -
McLeod’s proposed initial public offering, based on a range of possible final pricing terms for McLeod’s
proposed initial public offering, and compared the overall aggregate percentage share ownership of
.the combined company assuming the Mergers were consummated at the Ratios (assuming the IES
Ratio was not adJuSted t0'1.01) and the IES Ratio as adjusted if the McLeod Contingency was satisfied
as follows: (i) the holders of WPLH Common Stock would own 43.6% of the combined company
assuming the Mergers were consummated at the Ratlos (assumlng the IES Ratio was not adjusted to
1.01) ¢compared to 43.0% of the combined company assuming the Mergers were consummated at the .
IES Ratio as adjusted if the McLeod Contlngency was. satlsﬁed (ii) the holders of IES Common Stock -
.- would own' 41 3% of the tombined company assuming the Mergers were consummated at the Ratios -
(assummg the IES Ratio was not adjusted to 1.01) compared to 42.1% of the combined company )
assuming the Mergers were consummated at the IES Ratio as adjusted if the McLeod Contingency was
satisfied and (iii) the holders of IPC Common Stock would own 15.1% of the combined company
_ assuming the Mergers were: consummated at the Ratios (assuming the IES Ratio was not adjusted to
1.01) compared to 14.9% of the combined company assuming the Mergers were consummated at the
1IES Ratlo as adjusted if the McLeod Contmgency was satisfied.

The summary set forth above does not purport to be a complete descrlptlon of the analyses
performed by Merrlll Lynch in arriving at the Merrill Lynch Opinion. The preparation of a fairness
opinion is a complex process not necessarily susceptible to partial or summary description. Although
certain of the implied exchange ratios calculated as described above are outside of the Ratios, Merrill
Lynch believes that its analyses must be considered as a whole and that- selecting portions of its
analyses and of the factors considered by it, without considering all such factors and analyses, ¢ould

- R - B8




s

z‘,fs,!?’\’,—x7s,_'u‘, oLy s

create a misleading view of the process underlying its analyses set forth in the Merrill Lynch Opinion.
No company in the ML WPLH Comparables, the ML IES Comparables or the ML-IPC Comparables is
identical to WPLH, IES, or TPC, respectively, and none of the Comparable Merger Transactions is
identical to the Mergers. Accordmgly, an analysis of comparable publicly traded companies- and
comparable acqu1s1t10n transactions is not mathematical; rather it involves complex considerations
and Judg’ments concerning differences in financial and operating characteristics of the comparable
compames dnd other factors that could affect the public tradmg value of the comparable companies or
company to which they are being compared. .

"'The WPLH Board selected Merrill Lynch to render a fairness opinion because Merrill Lynch isan
internationally recognized investment banking firm with substantial experience in transactions simi-
. lar to the Mergers and because it is familiar with WPLH and its business. Merrill Lynch has from time
to time rendered investment.banking, financial advisory and other services to WPLH, its subsidiary
WP&L, IES, its subsidiary Utilities, and IPC, for which it has received customary compensation. As
part of its investment banking business, Merrill Lynch is continually engaged i in the valuation of
busmesses and their securities in connection with mergers and acqulsltlons

Pursuant to the terms of an engagement letter dated June 29,1995, WPLH has agreed to pay
Merrill Lynch (i) a $100,000 retainer fee, payable as of the date of the engagement letter, (ii) $200,000
- payable upon the execution of the Merger Agreement, (iii) $200,000 payable upon the delivery of the
Merrill Lynch Opinion and (iv) a-transaction fee payable only upon consummation .of the Mergers
equal to 0.40% of the product of the closing price of WPLH Common Stock on November 6, 1995,
which was $30.75, multiplied by the sum of (a) 10,616,359, the number of outstanding shares of IPC
Common Stock as set forth in the Merger Agreement multxphed by the IPC Ratio, and (b) 29,639,029,
the number of outstanding shares of IES Commion Stock as set forth in the Merger Agréement.
multiplied by the IES Ratio .(approximately $4,951,413), against which the amounts referred to in
clauses (i) - (iii) above will be credited. WPLH has also agreed to reimburse Merrill Lynch for its
reasonable out-of-pocket expenses, including all reasonable fees and disbursements of its legal.coun-
sel,’and to indemnify Merrill Lynch and certain related persons against certain liabilities in.connec-
tion with its engagement, 1nclud1ng certain hablhtles under the federal securltles laws.

In the ordmary course of Mernll Lynch’s busmess Merr111 Lynch may actively trade the securltles
of WPLH, IES and IPC for its own account and for the accounts of its customers and, accordingly, may
at any time hold a long or short _position in such securities. - :

- IES’s Fmanczal Advisor. - On June 30, 1995, Morgan Stanley was retamed by IES to act as its

ﬁnanc1al advisor in connectlon with the Mergers. Morgan Stanley is an 1nternat10nally recognized '

investment banking firm and was selected by IES based on Morgan Stanley’s experience and exper-
tise: In connection with Morgan Stanley’s engagement, IES requested that. Morgan Stanley evaluate
the fairness of the IES Ratio, taking into account the IPC Ratio, from a financial point of view to the
holders of IES Common Stock. On November 10, 1995, Morgan Stanley rendered to the IES Board an

oral opinion to the effect that, as of 'such date, and based upon the procedures and subject to the

~ assumptions stated at the meeting, the IES Ratio (prxor to consxderatxon of the McLeod Contingency),

taking into account the IPC Ratio, was fair from a financial point of view to the holders of IES .

Common Stock. On April 29, 1996, at a telephonic meeting of the IES Board of Directors, Morgan
Stanley discussed and reviewed with the IES Board the proposed contingent adjustment to the IES
Ratio relating to the McLeod Contingency and orally confirmed that, notwithstanding the fact that
Morgan Stanley had not yet convened its internal fairness opinion committee to consider-such
matters, based on the facts and circumstances existing at such time, Morgan Stanley anticipated that
it would be able to render an opinion dated the date hereof, to the effect that, as of such date, and based.
upon the procedures and subject to the assumptions stated at the November 10, 1995 IES Board
meeting and set forth in the fairness opinion dated the date of this Joint Proxy Statement/Prospectus,
which is attached as Annex M to this Joint Proxy Statement/Prospectus, the IES Ratio (whether or
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not the IES Ratio was adjusted if the McLeod Contingency was satisfied), taking into account the IPC
Ratio, is fair from a financial point of view to the holders of IES Common Stock. In a written opinion
- dated the date hereof, Morgan Stanley conﬁrmed its November 10, 1995 oral opinion. :

%" 'The full text of Morgan Stanley’s written opmlon dated the date hereof whlch sets forth the assump-

'tlons made, matters considered and limitations on the review undertaken, is attached as. Annex M to this
Joint Proxy Statement/Prospectus and is incorporated herein by reference. Holders of IES Common Stock
are urged to, and should, read this opinion carefully in its entirety. Morgan Stanley’s opinion addreéses only
the fairness of the IES Ratio (including the IES Ratio as adjusted to reflect the satisfaction of the McLeod
Contingency),; taking into account the IPC Ratio, from a financial point of view to the holders of IES
- Common Stock, and it does not address any other aspect of the"Me'rgers,nor does it constitute a recommen-
dation to any holder of IES Common Stock as to how to vote at the IES Meeting. The summary of the
opinion of Morgan Stanley set forth in this Joint Proxy Statement/Prospectus is qualified in lts entirety by
reference to the full text of such opinion. :

In arriving at this opinion, Morgan Stanley: (i) analyzed certain publicly available ﬁnanc1al
" statements and other information of IES, WPLH and IPC; (ii) analyzed certain internal financial
statements and. other historical financial and ‘operating data concerning IES, WPLH and IPC pre-
pared by their respective managements; (iii) analyzed certain financial projections of IES, WPLH and
. IPC prepared by their respective managements; (iv) reviewed certain public research reports concern-

ing IES, WPLH and IPC prepared by certain equity research analysts and discussed these research
" reports, 1nc1ud1ng financial projections contained therein, with senior executives of IES, WPLH and
“IPC, respectlvely, (v) discussed the past and current operatlons and financial condition and the

prospects of TES, WPLH and IPC with senior executives of IES, WPLH and IPC, respectively;

(vi) reviewed the reported prices and trading activity of each of IES Common Stock, WPLH Common

Stock, IPC Common Stock and McLeod Class A commeon stock; (vii) compared the financial perform-

ance of IES, WPLH and IPC and the prices and. trading activity of IES Common Stock, WPLH

Common ‘Sto(l:k and IPC Common Stock with that of certain other comparable publicly traded compa-
" nies and their securities; (viii) reviewed the financial terms, to the extent publicly available, of certain
" comparable merger or acquisition transactions; (ix) analyzed the pro forma financial impact of the
* Mergers on IES; (x) participated in discussions and negotiations among representatives of IES, WPLH
and IPC and their respective financial and legal advisors; (xi) reviewed the Merger Agreement, the
- Stock Option Agreements and certain related documents; (xii) reviewed and discussed with IES,

- WPLH and IPC an analysis prepared by IES, WPLH and IPC with the assistance of a third-party
consultant to IES WPLH and IPC regarding estimates of the amount and timing of the potential cost
savings to be derlved from the Mergers; (xiii) reviewed the amended registration statements filed by
McLeod on Form S-1, dated May 15, 1996 and June 10, 1996, respectively, as well as the Investor
Agreement among Various parties including McLeod, IES Investments Inc., Midwest Capital-Group -
Inc., MWR Investments Inc. and Clark and Mary McLeod, entered into as of April 1, 1996, which,
among other ‘things, sets forth certain.restrictions on the transfer of McLeod stock owned by IES;

©(xdv) rewewed certain information pertaining to-McLeod and McLeod’s contemplated initial public- - - - -

offering prov1ded by IES and discussed certain aspects of such information with the management of
IES; and (xv) performed such other analyses and examinations and considered such other factors as
Morgan Stanley deemed approprlate

In rendermg its opinion, Morgan Stanley assumed and relied upon w1thout independent verifica:
tion the accuracy and completeness of the information reviewed by Morgan Stanley for the purposes of
its opinion. With respect to the financial projections and the estimates of potential cost savings to be
derived from the Mergers, Morgan Stanley-assumed that such projections and estimates were reason--
ably prepared on bases reflecting the best currently available estimates and judgments of the future
~ financial performance of each of IES, WPLH and IPC, respectively, and of the amount and timing of*
such cost savmgs Morgan Stanley did not make any independent valuation or appraisal of the assets
or liabilities of IES, WPLH and IPC. In addition, Morgan Stanley assumed that the Mergers will be
consummated in accordance with the terms set forth in the Merger Agreement, including, among
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other things, that the Mergers will be accounted for as a “pooling-of-interests’” business combination
in accordance with United States generally accepted accounting principles and that the Mergers will
be treated as a tax-free reorganization and/or exchange, in each case, pursuant to the Code. Morgan
Stanley’s opinion is necessarily based on economic, market and other conditions as in effect on, and"
the information made available to it as of, the date of its opinion.

"In arr1v1ng at its oplmon Morgan Stanley assumed that in connection with the receipt of all the
necessary regulatory and.governmental approvals for the proposed Mergers, no restriction will be
imposed that would have a material adverse effect on the contemplated benefits expected to be derived
in the proposed Mergers. In addition, Morgan Stanley was not authorized to solicit, and did not solicit,
interest from any party with respect to a merger with or other business combination transaction
involving IES, or any of its assets, nor did Morgan Stanley have any discussions or negotlatlons with
any parties, other than WPLH and IPC, in connection with the Mergers

The followmg is a brief summary of certain analyses performed. by Morgan Stanley and reviewed
with the IES Board on November 10, 1995 in connection with Morgan Stanley’s presentatlon and
opinion to the IES Board on such date . .

Comparable Publicly Traded Company Analysis. As part of its analysis, Morgan Stanley com-
pared certain financial information of IES with that of a group ‘of publicly traded electric utility
companies, including’ MidAmerican Energy Company, Washington Water & Power, and Délmarva
‘Power and Light Company (collectively, the “MS IES Comparables’’) and also compared certain
financial information of WPLH with that of a group of publicly traded electric utility companies,
including Kansas City Power & Light, WPS Resources Corporation, Union Electric, Western Re-
sources, CILCORP Inc., Utilicorp United, CIPSCO Incorporated, and IPALCO Enterprises (collec-
tively, the “MS WPLH Comparables”). Such financial information included price t6 LTM ended
. dJune 30, 1995, forecasted 1995 and forecasted 1996 earnings multiples, price to book value multiple,
price to LTM operating cash flow multiple and dividend yield. In particular, such analyses indicated |
- that as of November 7, 1995 and based on a compilation of earnings projections by securities research
analysts as of October 28, 1995, IES and WPLH traded at 11.8 and 17.1 times historical LTM earnings,
respectively, 12.6 and 13.6 times forecasted earnings for the calendar year 1995, respectively, 12.1 and
13.0 times forecasted earnings for the calendar year 1996, respectively, 1.35 and 1.58 times book value
as of the quarter ended June 30; 1995, respectively, 4.7 and 6.6 times historical LTM operating cash
flow, respectively, and a 7.7% and a 6.3% dividend yield, respectively. Morgan Stanley noted that, based
on a compilation of earnings projections by securities research analysts as of October 28, 1995, the MS -
IES Comparables and MS WPLH Comparables traded in a range of 13.4 to 14.1 times and 14.2 to 17.3
times historical LTM earnings, respectively, 12.2 to 12.8 and 12.6 to.14.9 times 1995 forecasted
earnings, respectively, 12.2 to 12.4 and 12.5 to 13.6 times 1996 forecasted earnings, respectively, and
1.33 to 1.50 and 1.53 to 1.95 times book value as of the quarter ended June 30, 1995, respectlvely, and
had a 6.9% to 7.3% and a 5.6% to 6.3% dividend yield, respectively. ‘

Trading Ratio Analysis. Morgan Stanley also reviewed the ratio of the JES Common Stock to

-~ WPLH Common Stock trading prices over varying intervals ‘of time over the latest five years. This

ratio ranged from approximately 0.86 t0.0.92 and, based on the closing price of IES Common Stock and - '
WPLH Common Stock on November 7, 1995 of $27.13 and $30.63, respectlvely, the ratio was 0:89.

Contrzbutwn Analysis. Morgan Stanley analyzed the pro forma contribution of each of IES,
WPLH and IPC to Interstate Energy. Such analysis included, among other things, relative contribu-
tions of revenues, EBITDA, EBIT, net income, operating cash flow and book value at or over various
time periods. In particular such analysis showed that IES, WPLH and IPC contributed approximately
41.9%, 42.1% and 16.0% ‘of historical LTM revenues, 44.0%, 39.7% and 16.3% of historical LTM
EBITDA, 46.8%, 37.8% and 15.4% of historical LTM EBIT, 45.2%, 40.1% and 14.7% of historical LTM
operating cash flow, respectively, and 41.8%, 45.2% and 13.0% of the projected net income for calendar
year 1995, 41.4%, 45.5% and 13. 1% -of the projected net income for calendar year 1996, and 41.7%,
42.2% and 16.1% of the book value as of the quarter ended June 30, 1995, respectively.’ Morgan
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Stanley observed that the aforementroned contribution percentages implied a range of exchange

ratios between IES Common Stock and WPLH Common Stock of 0.88 {o 1. 30 and a range of implied -

exchange ratios ‘between IPC Common Stock .and WPLH Common Stock of 0.93 and 1.32. Based on =
this analysis, Morgan Stanley calculated mean and median implied exchange ratios between IES
Common Stock- and WPLH Common Stock .of 1.06 and 1.04, respectively, and mean and -median

1mphed exchange ratios between IPC Common Stock .and WPLH Common Stock of 1 12 and 1.18,

respectively. While the mean of exchange ratios between the IES Common Stock and the WPLH
Common Stock implied by the relative contribution of such companies across the eight LTM and -

forward operating statistics analyzed is above 0.98, the IES Ratio does fall within the broad range

implied by this methodology and, in fact, is higher than the mean implied exchange ratios suggested
by the relatxve contributions of IES and WPLH for three of such eéight operating statlstlcs

Dzscounted Cash Flow Analyszs ‘Morgan’ Stanley performed’ DCF analyses of IES and WPLH for -

‘the fiscal - years ended 1995 through 1999 based on certain financial projections prepared by the

respectlve managements of each company. Unlevered free cash flows of each company were calculated

as net income available to common shareowners plus the aggregate of preferred stock dividends,
‘ deprec1atxon and amortization, deferred taxes, and other non-cash expenses and after- tax net interest

expense less the sum of capital expendltures and investment in non-cash working capltal Morgan - V

"Stanley calculated terminal values by applying a range of perpetual growth rates to the normalized
unlevered free cash flows in fiscal 1999 from 1.0% to 2.0% and 0.5%.to 1.5%, representing estimated ' B

ranges of longl-term cash flow growth rates for IES and WPLH, respectlvely The cash-flow streams
and terminal values were then discounted to the present using a range of discount rates from 7.0% to

8. 0%, representing an estimated range of the weighted average cost of capital for each of IES. and
- WPLH. Based‘on this analysis, Morgan Stanley calculated median per share values for IES rangmg A

from $23.03 to $30.99 and for WPLH ranging ‘from $32 63 to $35.59.

DLscounted Dividend  Analysts. Morgan Stanley performed discounted d1v1dend analyses of IES
and 'WPLH for the fiscal years ended 1995 through 1999 based on certain d1v1dend prOJectlons
prepared by the respective managements of each company and on a compilation of earnings projec-
tions by securities research analysts as of October 28, 1995." Morgan Stanley calculated ‘terminal
values by applying a range of terminal multiples to the earnings per share in the fiscal year 1999 from

115 times to 12. 5 tlmes and 12.5 times to 13.5 times; representing estimated ranges . of comparable

forward price to earnings miiltiples for IES and WPLH. The dividend streams and terminal values
were then discounted to the present using a range of discount rates from 9.0% to 10.0%, representing a
range of the estimated cost of equity for each of IES and WPLH. Based on this analysis, Morgan

- Stanley calculated median per share values for IES ranging from $27 27 to $31 75 and for WPLH

rangmg from $31 09 to $32 41

Analyszs of Selected Precedent Transactwns Using publicly available information 'Morgan‘
Stanley reyiewed the following four proposed or completed transactions constituting mergers of
equals in the electrlc utility industry: Southwestern Public Service Co. and Public Service Co. of"

" Colorado, Northern States Power and Wisconsin Energy Corp., Towa-Illinois Gas & Electric and o

Midwest Resources, and Iowa Resources and Midwest Energy (collectively, the *“Electric Utility MOE .
Transactions”). Morgan Stanley. compared certain. financial and market statrstlcs of the Electric

- Utility MOE Transactions. The mean premium to unaffected market price (i.e., the market price one
“month prior to the announcement of the transaction) was 3.6%, the mean price to book value multiple

was 1.5 times, the mean LTM price to earnings multiple was 12.0 times and the- mean LTM operating
cash flow multlple was 5.3 times. Based on this analysis, Morgan Stanley calculated per share values
for IES ranglng from $24.78 to $32.06. . s L

Pro. Forma Analysrs of the Mergers Morgan Stanley analyzed the pro forma impact of the:
Mergers on IES earnings and dividends per.share for the fiscal years ended 1997 through 1999. Such
analysis was performed utilizing ‘stand-alone earnings estlmated_ for the ﬁscal years ended 1997

- g ' } . 62




through 1999 for IES, WPLH and IPC based on certain financial projections prepared by the respec-
tive managements of each company and on a compilation of earnings projections by securities re-
- search analysts, in each case, taking into account the cost savings expected to be denved from the
Mergers as estimated by the managements of IES, WPLH and IPC.

\ On April 29, 1996, at a meeting of the’ IES Board, Morgan Stanley dlscussed and reviewed with
the IES Board the proposed contingent adJustment to the IES Ratio relating to the McLeod Contin-
gency. In this regard, Morgan Stanley examined the potential contributions to the market price of IES
Common Stock, based on the implied values for such stake suggested by the estimated offering price
range as would be set forth in McLeod’s amended registration statement on Form.S-1, dated May 15,

1996, taking into account, among other things, the following factors: the execution risk involved in

achieving a successful public offering, the underlying volatility which would be inherent in the
publicly-traded McLeod Class A common stock, given the difference in industry fundamentals and
anticipated shareholder profiles between McLeod and IES; the depressing effect an exit (if permissi-
" ble) by one of McLeod'’s three founding shareholders would have on the initial public offering price;
the illiquidity of the IES stake in light of the restrictions on transfer contained in the Investment
~ Agreement; the taxes which would likely be payable by IES upon the eventual sale of -its McLeod
common stock once the aforementioned restrictions on transfer had lapsed; and the fact that with the
adjusted 1.01 exchange ratio, IES shareholders, through their pro forma ownership of Interstate
Energy, would effectively retain 42.1% of the value attributable to IES’s ownership of McLeod shares.

Pro Forma Ownership. Morgan Stanley compared the overall aggregate percentage share own-
ership of the combined company assuming the Mergers were consummated at the Ratios (assuming

the IES Ratio was not adjusted to 1.01) and the IES Ratio as adJusted if the McLeod Contingency was
satisfied as follows: (i) the holders of IES Common Stock would own 41.3% of the combined company -

assuming the Mergers were consummated at the Ratios (assuming the IES Ratio was not adjusted to
1.01) compared to 42.1% of the combined company assuming the Mergers were consummated at the

IES Ratio as adjusted if the McLeod Contingency was satisfied, (ii) the holders of WPLH Common

Stock would own 43.6% of the combined company assuming the Mergers were consummated at the
Ratios (assuming the IES Ratio was not’ adjusted to 1.01) compared to 43.0% of the combined company

assuming the Mergers were consummated at the IES Ratio as adJusted if the McLeod Contingency was.

satisfied and (iii) the holders of IPC Common Stock would own 15.1% of the combined company

"assuming the Mergers were consummated at the Ratios (assuming the IES Ratio was not adjusted to
1.01) compared to 14.9% of the combined company assuming the Mergers were consummated at the
IES Rat1o as adjusted if the McLeod Contingency was satisfied. ‘

Updated Contribution Analysis. Morgan Stanley analyzed thepro forma contnbutl‘on of each of
IES, WPLH and IPC to Interstate Energy based primarily on historical LTM financial information as

of the quarter ended March 31, 1996. Such analysis included, among other things, relative contribu- .

tions of revenue, EBITDA, EBIT, net income, operating cash flow and book value at or over various
time periods. In partlcular such analysis showed that IES, WPLH and IPC contributed approx1mately

-43.0%, 41.3% and 15.6% of historical LTM revenue, 45.1%, 42.3%, and 12.6% of historical - LT™M: -
EBITDA, 44. 7%, 43.3% and 12. 0% of historical LTM EBIT, 42.4%, 43. 0% and 14.6% of historical LT™M

operating cash flow, respectlvely, in each case, LTM as of the quarter ended March 31, 1996, and
41.5%, 45.4% and 13.2% of prOJected net income for calendar year 1996, 41.4%, 45.2% and 13.3% of
projected net income for calendar year 1997 and 43.0%;, 42.9% and 14.1% of the book value, as of the
quarter ended March 31, 1996, respectively. Morgan Stanley observed that the aforementioned contri-
bution percentages implied a range of exchange ratios between IES Common Stock and WPLH
Common Stock of 0.87 to 1.10 and a range of exchange ratios between IPC Common Stock and WPLH
“Common Stock of 0.89 to 1.22. Based on this analysis, Morgan Stanley calculated mean and median
implied exchange ratios between IES Common Stock and WPLH Common-Stock of 0.99 and 1.02,
respectively, and mean and median implied exchange ratios between IPC Common Stock and WPLH
- Common Stock of 1.01 and 1.02, respectively. ‘
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Updated Pro Forma Analysis of the Mergers. Morgan Stanley -analyzed the pro forma impact,
taking into account the impact of the adjustment to the IES Ratio upon satisfying the McLeod
Contingency, of the Mergers on IES earnings per share for the fiscal years ended 1997 through 1999.
Such analysis was performed utilizing stand-alone earnings estimated for the fiscal years ended 1997

through 1999 for IES, WPLH and IPC based on certain updating discussions with the respective
" managements of IES, WPLH and IPC as to the current operating environment and future business
prospects for each such company, and as an updated compilation of earnings projections by securities
research analysts in each case, taking into account the cost savings expected to be derived- from the
Mergers as estimated by the managements of IES WPLH and IPC. g

The preparation of a falrness opinion is a complex process and is not necessarily susceptlble toa
partial analysis or summary description. Morgan Stanley believes that its analyses must be considered
as awhole and that selecting portions of its analyses, without considering all analyses, would create an
- incomplete view of the process underlying its opinion. In addition, Morgan Stanley may have given
_various analyses more or less.weight than other analyses, and may have deemed various assumptions
more or less probable than other assumptions, so that the ranges of valuations resulting for any
- particular analysis described above should not be taken to be Morgan Stanley s view of the actual '
value of IES WPLH and IPC

In performmg its analyses Morgan Stanley made numerous assumptlons with respect to mdustry
performance, general business and economic conditions and other matters, many of which are beyond
the control of IES, WPLH and IPC. The analyses performed by Morgan Stanley are not necessarily
indicative of actual value, which may be'significantly more or less favorable than suggested by such
analyses. Such analyses were prepared solely as part of Morgan Stanley’s analy51s of the fairness of .
the IES Ratio/ taking into account the IPC Ratio, from a financial point of view to the holders of IES
Common Stock and were provided to the TES Board in connection with the delivery of Morgan
Stanley’s written opinion dated the date hereof confirming its oral opinion of November 10, 1995. The
analyses do not purport to be appraxsals or to reflect the prices at which IES, WPLH and IPC might
actually be sold ‘Because such estimates are inherently subject to uncertainty, none of IES, Morgan
- Stanley, or any other person assumes responsibility for their accuracy. In addition, as described above,
Morgan Stanley’s opinion and presentation to the IES Board was one of many factors taken into
consideration by the IES Board in making its determination to approve the Mergers. Consequently,
the Morgan Staniey analyses described above should not be viewed as determinative of the opinion of
the IES Board or the view of management of either WPLH or IPC with respect to the value of WPLH
and IPC or of whether the IES Board or the managements of WPLH and IPC would have been w1ll1ng
to agree to a dlfferent exchange ratio.

"As part of its investment bankmg busmess Morgan Stanley is regularly engaged in the valuation

_of businesses and securities in connection with mergers and acquisitions, negotiated underwritings,
competitive biddings, secondary distributions.of listed and unlisted securities, private placements.and
valuation for-estate, corporate and other purposes. In the ordinary course of its business, Morgan

" Stanley and 1ts affiliates may actively trade the debt and equity securities of IES, WPLH and IPC for
their own account and for the accounts of customers and, accordingly, may at any time hold a long or
'short position' in such securities. In the past, Morgan Stanley has provided financial advisory and -
financing services to IES and WPLH, for which services Morgan Stanley has received customary fees.

‘ Morgan Stanley acted as co-lead manager of the McLeod initial public offering. :

Morgan Stanley ‘has been retamed by IES to act as financial advisor to IES with respect to the
Mergers. Pursuant to a letter agreement dated June 30, 1995 between IES and Morgan Stanley,
. Morgan Stanley is entitled to (i) an advisory fee for its time and efforts expended in connection with

" the engagernent which is estimated to be between $100,000 and $250,000, which is payable in the
event the transaction is not consummated, (ii) an ahnouncement fee of $1, 000 000, which Has been
paid, and (iii) a transaction fee equal to the product of 0.472562% multiplied by the Aggregate Value of
the transaction (as such term is defined in such letter agreement), or approximately $4,370,228, which
is payable only upon consummation of the transaction. Any amounts paid or payable to Morgan
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Stanley as advisory or announcement fees will be credited against the transaction fee, IES has agreed
to reimburse Morgan Stanley for its expenses, including reasonable fees and expenses of its counsel,
and to indemnify Morgan Stanley and its affiliates against certain liabilities and expenses, including
liabilities under- federal securities laws..

IPC’s Fmanczal Advisor. Salomon Brothers has acted as financial advisor-to IPC in connection
with the Mergers. During the course of discussions regarding a possible transaction, Salomon Broth-
ers attended meetings of the IPC Board as described in “The Mergers — Background of the Mergers.”
At such meetings, Salomon Brothers reviewed financial information concerning IPC, WPLH and IES
and provided preliminary valuations. The financial information reviewed by Salomon Brothers at
these meetings was the same financial information used by Salomon Brothers in arriving at. its
opinions (as updated through the relevant date), all of which information is described below. The
results of the preliminary valuations presented by Salomon Brothers at such IPC Board meetings are
consistent with the results utilized by Salomon Brothers to arrive at the opinions of Salomon Brothers
which results are described below. : : :

‘Salomon Brothers delivered to the IPC Board its written opinion dated November 10, 1995 to the
effect that, based upon and subject to various considerations et forth in such opinion, as of such date,
the IPC Ratio (without adjustment of the IES Ratio.for satisfaction of the McLeod Contingency) is fair
to the holders of IPC Common Stock (other than WPLH, IES or any of their respective affiliates) from
a financial point of view. At the May 10, 1996 meeting of the IPC Board, Salomon Brothers reviewed
with the IPC Board the proposed contingent adjustment to.the IES Ratio relating to the McLeod

- Contingency. Salomon Brothers advised the IPC Board that if the proposed amendment were adopted,

Salomon Brothers could render an opinion to the effect that, based upon and subject to various
cons1deratlons that would be set forth in such opinion, as of May 10, 1996, the IPC Ratio (assuming
adjustment of the IES Ratio for satisfaction of the McLeod Contingency) is fair to the holders of IPC
Common Stock (other than WPLH, IES or any of their respective affiliates) from a financial point of
view. In addition, Salomon Brothers has delivered to the IPC Board its written opinion, dated the date
of this Joint Proxy Staternent/Prospectus to the effect that, based upon and subject to various
considerations set forth in such opinion, as of such date, the IPC Ratio (with the IES Ratio adjusted for
the satisfaction of the McLeod Contingency) is fair to the holders of IPC Common Stock (other than
WPLH IES or any of thelr respectlve affiliates) from a financial point of v1ew

The full text of Salomon Brothers’ opinion dated the date of this Joint Proxy Statement/Prospectus,
whlch sets forth the assumptions made, general procedures followed, matters considered and limits on the
review undertaken, is attached as Annex N.to this Joint Proxy Statement/Prospectus and ‘is incorporated.
herein by reference. Salomon Brothers’ opinions are directed only to the fairness, from a financial point of

. view, to the IPC stockholders of .the IPC Ratio and do not address IPC’s underlying business. decision to

enter mto the Mergers or constitute a recommendation to any IPC stockholder as to how such stockholder
should vote with respect to the Merger Agreement. The summary of Salomon Brothers’ opinions set forth
below is qualified in its entirety by reference to the full text of Salomon Brothers’ opinion dated the date of
this Joint Proxy Statement/Prospectus attached as Annex N hereto. IPC STOCKHOLDERS ARE URGED

TO, AND SHOULD, READ THE OPINION CAREFULLY. AND IN ITS ENTIRETY. The opinion dated the .

date of this Joint Proxy Statement/Prospectus is substanually S|mllar to the Salomon Brolhers opmlon
dated November 10,199s. 0

In arrlvmg at its oplmons, Salomon Brothers reviewed the Merger Agreement and lts related
exhibits and, in the case of the opinion dated the date hereof, this Joint Proxy Statement/Prospectus.
Salomon Brothers also reviewed certain publicly available information relating to IPC, WPLH and
IES, as well as certain other:information, including financial projections, provided to Salomon Broth-
ers by IPC, WPLH and IES. Salomon Brothers discussed the past and current operations and financial
condition and prospects of IPC, WPLH and IES with their respective senior management. Salomon
Brothers also considered such other information, financial studies, analyses, investigations and finan-
cial, economic, market and trading criteria as it deemed relevant 1nclud1ng the amended registration
statement filed by McLeod on’ Form S 1 b :

i
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" Salomon Brothers assumed and relied upon the accuracy and completeness.of the information
reviewed by it for the purpose of its opinions and did not assume ‘any responsibility for independent
‘verification of such information or for independent evaluation or appraisal of the assets of IPC, WPLH
or IES. With respect-to the financial projections of IPC, WPLH and IES, Salomon Brothers assumed

that they had been reasonably prepared on bases reflecting the best currently available estimates and.

judgments of the management of IPC, WPLH or IES, as the case may be, as to the future financial
performance of such entity, and Salomon Brothers expressed no opinion with respect to such forecasts
~ or the assumptions on which they were based. - -

Salomon Brothers’ opinions were necessarlly based upon business; market, economic and other

- econditions as they existed on, and could be evaluated as of, the respective dates of its opinions and did

* not address IPC’s underlying business decision to enter into the Mergers or constitute a recommenda-
tion to any IPC stockholder as to how such stockholder should vote with respect to the Merger
Agreement. Salomon Brothers was not requested to, and did not, solicit third party offers to acquire
all or any part of IPC. Salomon Brothers’ opinions do not imply any conclusion as to the likely trading
range for WPIrH Common Stock following the consummation of the Mergers, which may vary depend-

.ing on, among other factors, changes in interest rates, dividend rates; market conditions; general
economic condxtxons and other factors that generally influence the price of securities.

" The followmg is a summary of the report (the “Salomon Brothers Report”’) presented by Salomon
Brothers to the IPC Board on November 10, 1995, in connection with the delivery of the Salomon
. Brothers opinion dated such date. In connection with the Salomon Brothers’ opinion dated the date of

this Joint Proxy Statement/Prospectus, Salomon Brothers performed certain procedures, including =

- each of the financial analyses described below, to update its analyses made in connection with the
delivery of its'opinion dated November 10, 1995 and reviewed with the managements of IPC, WPLH

“and IES thefinancial information on which such analyses were based and other factors, including the
current financial results of such companies and the future prospects for such compames

Comparable Pubch Company Analysis. Salomon Brothers rev1ewed the financial and. market

performance of the following group of pubhcly traded utilities with those of IPC: Black Hills Corpora- -

" tion, Central Louisiana Electric Company, Inc., Empire District Electric Company, Northwestern
Public Service Company, Orange & Rockland Utlhtles, Inc:, Otter Tail Power Company. and Sierra
Pacific Resources (collectively, the “SB IPC Comparable Group”) For IPC and each company in the

SB'IPC Comparable Group, Salomon Brothers calculated multiples of Firm Value to LTM'EBIT and * -
EBITDA and to property,-plant and equipment and investments (“PP&E”) and multiples of closing -

stock prices (“Stock Price”) at November 3, 1995, to book value, LTM" EPS and 1995 and 1996
" estimated EPS. The projected results were based on-published research reports of certain analysts
covering the SB IPC Comparable Group. This analysis yielded the following multiple ranges for the SB
IPC Comparable Group: Firm Value to LTM EBIT (9.9x to 12.9x); Firm Valué t6 LTM EBITDA (7.1x to
- 8.8x); Firm Value to PP&E (1.02x to 1.34x); Stock Price to Book Value(1.32x to 2.17x); Stock Price to
. LTM EPS (12:7x to 15.4x); Stock Price to 1995 estimated EPS (11.8x to 14.9x); and Stock Price to 1996
....estimated EPS (11.5% to.14.5%). Salomon Brothers.also calculated a range of dmdend y1e1ds for the SB
IPC Comparable Group of 4.:8% to 7.2%. ' ‘

Salomon Brothers performed the same analysis for WPLH usmg the followmg group of pubhcly
" traded utilities: Duke Power Company, FPL Group, Inc., Northern States Power Company, Union
- Electric Company, Wisconsin Energy Corporation and WPS Resources Corporation (collectively, the
~ “SB WPLH Comparable Group”). The analysis yielded the following multiple ranges for the SB
WPLH Comparable Group: Firm Value to LTM EBIT (9.9x to 12.4x); Firm Value to LTM EBITDA
- (5.9x to 8.2x); Firm Value to PP&E (1.14x to 1. 36x); Stock Price to Book Value (1.66x to 1.98x); Stock
Price to LTM EPS (13.9x to 15.2x) Stock Price to 1995 estimated EPS (13.4x to 14.3x); and Stock Price
to 1996 estimated EPS (13.0x to 14.3x). The range of dmdend yxelds for the SB WPLH Comparable
'Group was 4. 2% to 6.2%.

For IES, Salomon Brothers compared the financial and market data of the followmg group of
pubhcly traded utrhty companies: Carolina Power & Light Company, Florida Progress Corporatxon
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The Kansas City Power & Light Company, MidAmerican Energy Company, SCANA Corporation and
Western Resources, Inc. (collectively, the *“SB IES Comparable Group’’). Salomon Brothers calculated
the following ranges of multiples for the SB IES Comparable Group: Firm Value to LTM EBIT (10.6x
to 12.8x); Firm Value to EBITDA (6.3x to 9.2x); Firm Value to PP&E (0.89x to 1.24x); Stock Price to
- Book Value (1.39x to 1.97x); Stock Price to LTM EPS (13.3x to 16.9x); Stock Price to 1995 estimated
EPS (12.3x to 14.6x); and Stock Price to 1996 estimated EPS (12.1x to 14 0x). The d1v1dend y1e1d range
for the SB IES Comparable Group was 5.3% to 7.3%..

Comparable Transaction Analysis. Salomon Brothers also rev1ewed the cons1derat10n pald or
proposed to be paid in recent acquisitions of utility companies. Specifically, Salomon Brothers re-
viewed the following acquiror/acquiree transactions: PECO Energy Company/PP&L Resouirces, Inc.
(1995); ‘Union Electric Company/CIPSCO Incorporated (1995); Cincinnati Gas & Electric Company/
PSI Resources, Inc. (1992); Entergy Corporation/Gulf States Utilities Company (1992); IE Industries
Inc. /Towa Southern Utilities Company (1991); The Kansas Power & Light Company/Kansas Gas and
Electric Company (1990); PacifiCorp./Pinnacle West Capital Corporation (1989); WPLH/Madison Gas
and Electric Company (1989); SCEcorp./San Diego:Gas & Electric Company :(1988); The.Southern
Company/Savannah Electric and Power Company (1987); and PacifiCorp/Utah Power & Light Com-
pany (1987). For these transactions, Salomon Brothers calculated the following ranges of multiples of
the aggregate value of each such transaction to the aggregate market value of the acquiree one month
prior to the first indication that the acquiree is a merger candidate (1.23x to'1.65x, with a median of
1.36x); to the book value of the acquiree (1.14x to 2.34x, witha medxan of 1.78x); and to the acquiree’s
EPS for the trailing 12 months (11. 1x to.20.3x, with a medxan of 14 8x) Salomon Brothers applied

~~~~~~

' In addition, Salomon Brothers reviewed the consideration paid ‘or payable in the followmg
mergers of equals: Baltimore Gas & Electric Company/Potomac Electric Power ‘Company (1995);
Public Service Company of Colorado/Southwestern Public Service Company (1995); Northern States
Power Company/Wisconsin Energy Corporation (1995): Midwest Resources, Inc./Iowa-Illinois Gas &
Electric Company (1994); Washington Water Power Company/Slerra Pacific Resources (1994) Mid-

west Energy Company/Iowa Resources Inc. (1990); Fitchburg Gas ‘and Electric Light Company/.
UNITIL (1989); and San Diego Gas & Electric Company/Tucson Electric Power Company (1988). For

these transactions, Salomon Brothers calculated a range for the multiple of each transaction’s aggre-

gate value to the acquiree’s aggregate market value of 1.00x to 1.21x (with a, ‘median of 1.00x). Based
on that data, Salomon Brothers calculated an 1mphed exchange ratlo of IES Common Stock to WPLH
Common Stock of 0.88 to 1. 06. . .

. 'Discounted Cash Flow Analysis. . Using aDCF analysis, Salomon Brothers estimated the present
value of the future cash flows that each of IPC, WPLH and IES .could produce over a five-year period
from 1995 through 1999, if each.of them were to perform on a stand-alone basis (without giving effect
to any.operating or other efficiencies pursuant to the Mergers) in accordance with forecasts developed
by the managements of IPC, WPLH and IES, respectively. Salomon Brothers determined implied
-equity values for each of IPC, WPLH and IES based upon the sum of (i) the.aggregate discounted value

(using various discount rates ranging from- 6.75%-to 7.75%) of the five-year unleveraged free cash -

flows of IPC, WPLH and IES, as the case may be, plus (ii) the discounted value (using the same
discount rate range) of the sum of (a) the product of (x) the final year’s projected net income multiplied
by (y) numbers representing various terminal or exit multiples (ranging from 12.50x to 14.50x for IPC
-and TES and from 13.00x to 15. OOx for WPLH) and (b) the prOJected net debt and preferred equity in
the ﬁnal year. , .

Utilizing this DCF analysxs Salomon Brothers calculated a range of value for IPC Common Stock !
WPLH Cemmon Stock and IES Common Stock of $256 million to $313 mllhon $944 mllhon to-

$1,125 million and $877 million to $1,077 mllhon respectively.

Contribution AnalySLs "Salomon Brothers analyzed the pro forma contrxbutlons from each of
WPLH, IES and IPC to the combmed company, assuming the Mergers are consummated as set forth in
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the Merger-. Agreement Salomon Brothers analyzed, among other thmgs in each case for the ﬁscal.
years endmg December 31, 1994, 1996 and 1997, the relative contribution to the combined company
from each'of WPLH’s, IES’s and IPC’s revenues, EBITDA, EBIT and net incomé. The analysis did not

assume the realization of any synergies in the Mergers or include any transaction costs or purchase -

adjustments, but did assume that pooling accounting was used. The analysis determined that WPLH,
IES and IPC would have contributed the following percentages to the combined company’s results in
1994: revenues — 42.7%, 41.2% and 16.1%, respectively; EBITDA — 40.9%, 45. 3% and 13.8%, respec-
tively; EBIT — 40:5%, 46.0% and 13.5%, respectively; and net income — 43.4%, 44.5% and 12.1%,
respectively. Book value contributions at June 30, 1995, would. havé been 43.2%, 42.8% and 14.0%
from WPLH, IES and IPC, respectxvely Utilizing this contribution analysis, Salomon Brothers calcu-
lated implied! exchange ratio ranges for IPC Common’ Stock to WPLH Common Stock and IES
Common Stock to WPLH Common Stock of 0.89 to 1.24 and 0.91 to 1.25, respectlvely :

Pro Forma Merger Consequences Analyszs Salomon Brothers analyzed certain pro forma effects
on WPLH, IPC and IES resulting from the Mergers for the projected twelve-month periods endmg
December 31,1997, 1998 and 1999. Such analysis was performed utilizing stand-alone earnings
estimates prepared by the respective managements of each company.

Exchange Ratio Analysis, Salomon Brothers reviewed and ana]yzed the hxstorlcal ratios of the 5
4 da1]y closing prices of IPC Common Stock and IES Common Stock to WPLH Common Stock durmg
the five-year period ending November 3, 1995. The exchange ratios for the daily closing per share
prices of IPC Common Stock to WPLH Common Stock ranged from a low of 0.74 to a high of 1.18, with
an average of 0.94. The exchange ratios for IES Common Stock to WPLH Common Stock ranged from
0.73 to 1:19, with an average o{' 0.92. .

On May 10, 1996, at a meetlng of the IPC Board, Salomon Brothers reviewed with the IPC Board

the proposed contingent adjustment to the IES Ratlo relating to the McLeod:Contingency. In this = '

regard, Salomon Brothers calculated the potential contribution of the proceeds of McLeod’s proposed
initial public offering, based on a range of possible final pricing terms for McLeod’s proposed initial
' publlc offerlng, and compared the percentage share ownership of former holders of IPC Common
Stock of the. combined company assummg the Mergers were consummated at the Ratios (assuming
the McLeod Contingency. was, not satisfied and the IES Ratio was not adjusted to 1.01) and the
adjusted IES’ Ratlo (assuming the McLeod Contingency was satisfied and the IES Ratio was adjusted
to,1.01). Assummg the McLeod Contmgency was not satisfied and the Mergers were consummated at
the Ratios (with the IES Ratio not adjusted to 1.01), the former holders of IPC Common Stock would.
own 15.1% of the combined company. Alternatively, assuming the McLeod Contingency was satisfied
and the IES Merger was consummated at the adjusted IES Ratio, the former holders of IPC Common
Stock would own 14.9% of the combined company. Additionally, Salomon Brothers reviewed a range of
potentlal values attributable to IES’s ownership of McLeod shares and the allocation of those values
among WPLH, IES and IPC assuming the Mergers were consummated at the Ratios (without the IES

'Ratio being adJusted for the McLeod Contingency) in comparison to the allocation assuming the
.Mergers. werelconsummated and the IES Ratio was adjusted for satisfaction of the. McLeod.Contin- . .

gency. The analysis demonstrated that if the value attributable to IES’s ownership of McLeod shares
reflected in the combined company’s market value exceeded approximately $26.6 million, the adjust- -
ment of the IES Ratio for satisfaction of the McLeod Contingency would not result in a de¢reasein the
market capitalization of the combined company attributable to IPC stockholders.

. In arr1v1ng at its opinions, in preparing the Salomon Brothers Report and in rev1ew1ng the
McLeod Contmgency, Salomon Brothers performed a variety of financial analyses, the material
portions of vshlch are summarized above. The summary set forth above does not purport to be a:
complete descrlptlon of the analyses performed by Salomon Brothers or its presentation to the IPC
Board. In addition, Salomon Brothers believes that its dnalyses must be considered as a whole and
that selecting portions of such analyses and the factors considered by it, without considering all such
. analyses and factors, could create an incomplete view of the process underlying its analyses set forth
in the opinions and in the Salomon Brothers Report. The preparation of a fairness opinion is a
complex process and is not necessarily susceptlble to partxal analysis or summary description. In
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addition, Salomon. Brothers made no attempt to assign specxﬁc weights to particular analyses. With

.regard to the comparable public company analysis and the comparable acquisition- analysrs summa-

rized above, Salomon Brothers selected comparable public companies on the basis of various factors,
including the size of the public company and srmllarlty of the line of business; however, no public
company or transaction utilized as a comparrson is identical to IPC, WPLH, IES or the Mergers.
Accordingly, an analysis of the foregoing is not mathematical; rather, it involves complex considera-
tions and judgments concerning differences in ﬁnancral and operating characteristics of the compara-
ble companies and other factors that could affect the .acquisition or public trading value of the
comparable companies and transactions to which IPC, WPLH, IES and the Mergers are being
compared. .

In performing its analyses, Salornon Brothers made numerous assumptions with respect to
industry performance, general business, economic, market and financial conditions and other mat-
ters, many of which are beyond the control of IPC, WPLH and IES. Any estimates contained in such
analyses are not necessarily indicative of actual past or future results or values, which may be

'sxgruﬁcantly more or less than such estimates. Actual values will depend upon several factors, includ-. '

ing events affecting the utility industry, general economic, market and interest rate conditions and
other factors which generally influence the price of securities. Addltlonally, all projections and esti-
mates for future results of IPC, WPLH and IES referred to above were based on mformatlon provided
by the respective managements of such companles

. Salomon Brothers is an 1nternat10nally recogmzed 1nvestment bankmg firm and regularly en-
gagesin the valuation of businesses and their securities in connection with mergers and acquisitions
and for.other purposes. The IPC Board selected Salomon Brothers to act as'its financial advisor on the
basis of Salomon Brothers’ international reputation.and Salomon Brothers’ familiarity with IPC and

the utility industry. Salomon Brothers acted as underwriter for IPC in connection with three ofits . .

prior financings, as well as lead manager for the McLeod initial public offering. In the ordinary course
of its business, Salomon Brothers actively trades the debt and equity securities of IPC, WPLH and IES
for Salomon Brothers’ own account and for the accounts of customers and, accordingly, may at any
time hold a long or short position in such securities. The Ratios were determined by arms’-length.
negotiations among IPC, WPLH and IES, in consultatlon with thelr respectlve ﬁnanc1al adv1sors and
other representatwes : : : :

Pursuant to a letter agreement dated September 13 1995, between IPC and Salomon Brothers
Salomon Brothers agreed to act as financial advisor to IPC in connection with the Mergers. IPC is -
obligated to pay Salomon Brothers a monthly fee of $25,000 during the term of the engagement and an
additional fee equal to the product of 0.75% multiplied by the aggregate consideration paid for IPC’s
common equity (approximately $2,448,000). This additional fee is due-Salomon Brothers as follows:

© 25% contingent upon and payable following execution of the Merger Agreement; 25% contingent upon
-and payable following approval by the IPC stockholders; and the remainder (less all monthly fees paid

or payable) contingent upon and only payable following consummation of the Mergers. IPC also
agreed to reimburse Salomon Brothers for its reasonable out-of-pocket expenses, including fees and
disbursements of counsel, and to indemnify Salomon Brothers and its affiliates, ‘their respective

~directors, officers, agents and employees and each person, if any, controlling Salomon Brothers or-any

of its affiliates against certain liabilities, 1nclud1ng liabilities under the federal securltles laws relatmg. ‘
to, or arlsmg out of, 1ts engagement '

As noted under the caption “The Mergers —_ Reasons for the Mergers, Recommendatlons of the
Boards of Directors,” the fairness opinion of Salomon Brothers was.only one of many factors consid-
ered by the IPC Board in determining to approve the Merger Agreernent and the IPC Merger

Interests of Certain Persons in the Mergers ] '
Tn considering the recommendations of the WPLH Board the IES Board and the IPC Board with
‘respect to the Mergers, shareowners should be aware that certain members of WPLH’s, IES’s and
IPC’s management and Boards of Directors have certain interests in the Mergers that are in addition
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to thelr mterest 1f any, as shareowners of WPLH, IES and IPC generally The Boards of Dlrectors of
each of WPLH, IES and IPC were aware of these interests and considered them, among other thmgs .

in approving the Merger Agreement and the transactions contemplated thereby

Employment Agreements. The Employment Agreements with each of Messrs. Liu, Dav1s Stop-
pelmoor and Chase will become effectxve only at the Effective Time. The Employment Agreements are
descrxbed in greater deta1led under “ Employment Agreements below.

Severance Arrangements Under certain severance arrangements and other employee agree-
ments maintained, or entered into, by each of WPLH, IES and IPC, certain benefits may become
vested, and certam payments may become payable, in connection with the Mergers. WPLH has
employment arid severance agreements with each of thirteen executives of WPLH and certain of its
subsidiaries which provide these executives with a measure of securlty against changes in their
relationship with WPLH and its subsidiaries in the event of a change in control of WPLH. These
agreements provxde that each executive officer that is a party.thereto is entitled to benefits if, within
five years after a change in control of WPLH (as defined in the agreements), the officer’s employment
is ended through (a) termination by WPLH or its subsidiaries, other than by reason of death or’
disability or for cause (as defined in the agreements), or (b) termination by the officer due to a breach
of the agreement by WPLH or its subsidiaries or a significant change in the officer’s responsibilities,
or (c) in the case of Mr. Davis’s agreement only, termination by Mr. Davis following the first anniver- -
sary of the change in control. The benefits provided under each of the agreements include: (a) a cash
termination payment of one, two or three times (depending on which executive is involved) the sum of-
the executive officer’s annual salary and his or her average annual bonus: ‘during the three years
before the termination.and (b) continuation for up to five years of equivalent hospital, medical, dental,
accident, disability and life insurance coverage as in effect at the time of termination. The agreements
‘also provide the foregoing benefits in connection with certain terminations which are effected in
articipation of a change in control. Each agreement provides that if any portion of the benefits under
the agreement or under any other agreement for the officer would constitute an excess paymerit for
- purposes of the Code, benefits will be reduced so that the officer will be entitled to receive $1 less than
the maximum amount which he or she could have received without becoming subject to the 20% excise
tax imposed by the Code on certain excess payments, or which WPLH may pay without the loss of
deduction under the Code. The WPLH Board has authorized that each of the foregoing agreements be
amended to spec1ﬁcally provide that the consummation of the Mergers w1ll constxtute a change in
ontrol 1n certam c1rcumstances for purposes of the agreements

Based on the compensatlon paJd to the executives in 1995 and assummg the occurrence of a
termination for. ‘which severance benefits would be payable following a change of control of WPLH, the
maximum amounts payable to each of Messrs. Davis, Harvey, Protsch, Ahearn and Amato.and all of
the other executives of WPLH as a group ((eight persons) under their employment and severance
agreements’. would be $1 623,524, $745 524, . $745 704 $737,310, $577 962 and $2, 583 641
. respectlvely .

IES has severance agreements with twelve of its and Utilities’ executlves mcludmg Mr. Lm
James E. Hoffman Executive Vice President. of Utilities; and John F. Franz, Jr., Vice President of
Utilities. The severance agreements run for terms of one year, subject to automatic renewal unless
either party gives notice of non-renewal to the other party at least 60 days prior to the annual renewal
date. Each- ag’reement provides for salary continuation and certain other benefits in the event the
covered executive is terminated within a three-year period following a change of control of IES. The
Mergers will constitute a change of control for purposes of each of the IES severance agreements.
. Specifically, the agreements provide that following termination of a covered executive’s employment,
. except terminations for just cause, death, retirement, dlsablhty or voluntary resignation (other than

resignation for ‘good reason”), the executive’s salary will be continued, at a level equal to his salary
just prior to termination, for a period ranging from eighteen to thirty-six months (depending on the
-executive involved and, in certain cases, his length of service). Additionally, certain benefits will be
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continued during the applicable severance period, including life and health insurance, and the execu-

tive will continue to receive annual incentive award payments equal to the average annual incentive

- awards paid to executives of the same or comparable designation during the three years prior to the

change in control. In the event the executive dies during the severance period, the salary and benefit
payments described above shall be payable during the remainder of the term to the executive’s’
surviving spouse or his estate. The executive will also become immediately vested and entitled to
receive awards of restricted stock or other rights granted to the executive under IES’ Long-Term
Incentive Plan. With respect to a covered executive who is age 56 or older at the time of the change of
control, the severance agreement further provides that the change of control will cause the executive

to become fully vested in his supplemental retirement plan benefit (his “SERP”), and that if the

executive is terminated within three years following the change of control, he will be able to com-
mence his SERP payments on the earlier of the date he attains age 65 or the date salary continuation

* payments cease under his severance agreement. With respect to an executive who is under age 56 at

the time of the change of control, the severance agreement further provides that upon the change of
control the executive will receive an annuity with a value of six months’ salary if the executive has
been employed by IES or Utilities for less than ten years, and one year’s salary otherw1se

In November 1995, IES approved certain amendments to the existing severance agreements

" which will take effect no later than the next annual renewal of each agreement, subject to each

executive’s execution of an amended form of agreement. The amendments to the severance agreement
for Mr. Liu provides, among other things, that during the applicable severance period Mr. Liu will be
entitled to receive payments equal to the average value of both the long-term and the annual incentive
awards received by executives of the same or comparable designation during the three years prior to
the change of control. In addition, the amendments for all covered executives provide reimbursement,
in an aggregate amount not to exceed 15% of the executive’s base salary, for outplacement services and
legal fees incurred by the executive in connection with his termination, and also provide severance
benefits in the event of certain employment terminations within 180 days prior to a change in control.

The provisions of the severance agreement covering Mr. Liu have been incorporated into the
Employment Agreement to be executed between Mr. Liu and Interstate Energy in connection with the

- Mergers (described below and attached as Annex H), and after the Effective Txme ‘his Employment

Agreement w1ll ‘supersede his existing severance agreement. -

Based on the compensation paJd to the executives in'1995 and assummg the occurrence of a
termination for which severance benefits would be payable following a change in control of IES, the
maximum amounts payable to each of Messrs. Liu, Hoffman and Franz and all of the other executives
of IES as a group (nine persons) under their severance agreements would be $2 269,694, $549 614 A

- $297,696 and $3 146,135, respectlvely

Effective as of November 8; 1995, IPC entered mto agreements (the “IPC Severance Agree-
ments”) providing certain severance benefits with nine executive officers. of IPC, including

 Messrs. Stoppelmoor and Chase (collectively; the “IPC Executives™). The’ IPC Severance Agreements -

will provide benefits to the IPC Executives whose employment is terminated under certain circum-
stances at any time within thirty-six months after the month in which a change in control (as defined
in the IPC Severance Agreements) occurs. The term of the IPC Severance Agreements expires on
December 31, 1998 and may be extended for additional one year periods. However, the term of the IPC
Severance Agreements will not extend beyond the date on which the covered IPC Executive attains
the age of sixty-two. ‘ ’

) - The severance benefits descrlbed below will be paid 1f an IPC Executxve S employment is termi- -~ -
nated after a change in control unless the termination is: (i) by IPC for cause; (ii) by the IPC Executive

without “good reason” (as defined in the IPC Severance Agreements); (iii) due to the retirement of the
IPC Executive; (iv) due.to the death of the IPC Executive; or (v) due to the dlsablhty of the- IPC
Executive. An IPC Executive’s employment will be deemed-to have been terminated following a
change in control by IPC without cause or'by the IPC Executive for good reason if the IPC Executive
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reasonably demonstrates that the IPC Executive was terminated either: (i) as a result of the request of .

a person 'who has entered into a change in control agreement with IPC, or (n) otherwise in connection.
with, as a- result of, or in anticipation of, a change in control :

" The severance beneﬁts prov1ded under the IPC Severance Agreements consist of (i) a cash lump
" sum payment of up to three times the sum of the IPC Executive’s annual salary and his or her average
annual bonus during the three years prior to the IPC Executive’s termination of employment,
(ii) contlnuatlon of life, disability, accident and health i insurance benefits similar to those that the IPC.
. Executive enJoyed prior to the change in control for thirty six months after the date of termination, or’
if sooner, until the IPC Executive reaches the age of sixty-two years; (iii) outplacement services on an
individualized basis at a level commensurate with the IPC Executive’s status with IPC; and (iv) the
1mmed1ate vesting of all outstanding stock options and all shares of restricted stock.

Mr. Stoppelmoor is not expected to receive any payments under the IPC Severance Agreements
because he has [already attained age 62. If a change in control were to occur on December 31, 1995 and
all covered executives were immediately terminated with each such executive being entitled to receive -
‘the full benefits provided under his IPC Severance Agreement, the approximate amounts that would
. be payable to certain executive officers of IPC would be as follows: Mr..Chase $467,000; Mr. Hamill

.$321,000; and Mr Troy $318,000; under these assumptions, which would maximize the benefits that .

could be received under the IPC Severance Agreements, the aggregate amount of all of the payments -

that could be received by all of the executlves covered under the IPC Severance Agreements would not
exceed $2,800, 000. :

' . Board of Directors. - As prov1ded in the Merger Agreement, at the Effectlve Time, the Interstate
-Energy Board will consist of fifteen' directors, six of whom will be designated by WPLH, including
- Mr. Davis, six of whom will be designated by IES, including Mr. Liu; and three of whom will be
designated by IPC including Mr. Stoppelmoor See “Interstate Energy Followmg the Mergers —
Management of Interstate Energy.”

Indemmﬁcatwn Pursuant to the’ Merger Agreement, to the extent, if any, not provided by an
existing right of indemnification or other agreement or policy, from and after the-Effective Time, .
Interstate Energy w111 to the fullest extent permitted by applicable law, indemnify, defend and hold
harmless each person who was at, or' who has been at-:any time prior to the date of the Merger
Agreement, or who becomes prior to the Effective Time, an officer, director or employee of WPLH, IES
or IPC or any of their subsidiaries (including New Utilities and New IPC) against all losses, expenses
(including reasonable attorneys’ fees and expenses) claims, damages or liabilities or, subJect to certain
restrictions, amounts paid in settlement (i) arising out of actions or omissions ‘occurring at or prlor to "
the Effective Time (and whether asserted or claimed prior to, at or after the Effective Time) that are in
whole or part based on, or arising out of, the fact that such person is or was a director, officer or
employee of such party, or (ii) based on, arising out of or pertamlng to the transactions contemplated
¢ by the Merger Agreement See “The Merger Agreement ~ Indemnification.” ' s

Certain Arrangements Regardlng the Dlrectors and Management of Interstate Energy Followm;, the
Mergers f : .
In connectxon with the Mergers the Interstate Energy Board at the Effective Tlme will consist
of fifteen persons, six of whom will be designated by WPLH, including Mr. Davis, six of whom will be
designated by IES, including Mr. Liu, and three of whom will be de51gnated by IPC, including
Mr. Stoppelmoor. The Merger Agreement also provides for the designation of certain senior officers of
Interstate Energy and its subsidiaries following the Effective Time. See “Interstate Energy: Following
the Mergers — Managernent of Interstate Energy.” In addition, the Merger Agreement provides that
during the three-year period following the Effective Time, certain provisions - thereof (including -
provisions relating to existing employee agreements, workforce matters, benefit plans, stock option
and other plans[ certain officer positions at Interstate Energy and its subsidiaries and certain post-
merger operations) may bé enforced on behalf of the officers, directors and employees of WPLH, IES
and IPC, as the case ‘may be, by the directors' designated by each”of such companies (or their
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successors), respectwe]y The Merger Agreement ‘also provxdes such directors with the standing to

enforce provisions relating to the composition of and other matters relating to the Interstate Energy -
Board for as long as such provisions are applicable, including the provisions governing the selection of
each of the WPLH, IES and IPC designated directors until the date of the third annual meeting of
shareowners of Interstate Energy and the provisions limiting the designation of employee directors
for a period of five years following the Effective Time. Finally, the Merger Agreement provides that the
directors designated by WPLH will be entitled to enforce for a five-year period provisions relating to
the selection of Mr. Davis as the Chief Executive Officer (and, following Mr. Liu’s retirement, as
Chairman of the Board) of Interstate Energy and his selection to serve in certain other-capacities.

Employment Agreements :

The forms of the Employment Agreements for Messrs. Liu, Davis, Stoppelmoor and Chase are
attached hereto as Annexes H through K, respectlvely The Employment Agreements will become
effective only at the Effectlve Time.

Pursuant to Mr. Liu’s Employment Agreement, Mr. Liu will serve as Chairman of Interstate .
Energy, for a period of two years following the Effective Time and thereafter will retire as an officer of
Interstate Energy, although he may continue.to serve as a director. Under Mr. Davis’s Employment-
Agreement, Mr. Davis will, following the Effective Time, serve as President and Chief Executive
Officer of Interstate Energy for a period of five years following the Effective Time and, for the three-

- year period following Mr. Liu’s retirement, Mr. Davis will also serve as Chairman of Interstate Energy.

Following the initial five-year term of Mr. Davis’s Employment Agreement, the Employment Agree-
ment will automatically renew for successive one-year terms, unless either party gives prior written
notice of his or its intent to terminate the Employment Agreement. Mr. Davis’s Employment Agree-
ment also provides that he serve as Chief Executive Officer of each subsidiary of Interstate Energy
during the three-year period following the Effective Time and as a director of such companies during
the term -of his Employment Agreement. Pursuant-to Mr. Stoppelmoor’s Employment Agreement,

Mr. Stoppelmoor will serve as Vice Chairman of Interstate Energy for a period of two years following
the Effective Time and thereafter will retire as.an officer of Interstate Energy, although he may
continue to serve as a director. The provisions of the Employment Agreements for each of Messrs. Liu,

Davis and Stoppelmoor which relate to-such persons serving as'directors of Interstate Energy assume

. that such persons are, to the extent apphcable reelected and not removed from the Interstate Energy

Board by the Interstate Energy shareowners. Pursuant to Mr. Chase’s Employment Agreement,
Mr. Chase will serve as President of IPC or New IPC, as the case may be, following the Effective Time
and until the last day of the calendar month immediately followmg the calendar month in whlch
Mr. Chase attams age 62. c

. Mr. Liu’s Employment Agreement provides that he w1Il receive an annual base salary of not less
than $400 000, and supplemental retirement benefits and the opportunity to earn short-térm and
long-term incentive compensation (1ncludmg stock -options, restricted stock and other long-term .
incentive compensation) in amounts no less than he was eligible to receive from IES before the
Effective Time. Pursuant to Mr. Davis’s Employment Agreement he will be paid an annual base

. salary not less than his aggregate annual salary from WPLH and its subsidiaries as in effect 1mmed1-

ately prior to the Effective Time ($450,000 as of January 1, 1996). Mr. Davis will also have the
opportunity to earn short-term and long-term incentive compensation (including stock options, re-
stricted stock and other long-term incentive compensation) in amounts no less than he was eligible to
receive before the Effective Time, as well as supplemental retirement benefits (including continued
participation in the WP&L Executive Tenure Compensation Plan) in an amount no less than he was.
eligible to receive before the Effective Time and life insurance providing a death benefit of'three times
his annual salary. Under Mr. Stoppelmoor’s Employment Agreement, he will receive an annual base
salary of not less than $300,000, and supplemental retirement benefits and the opportunity to earn .
short-term and long-term incentive compensation (including stock options, restricted stock and other -
long-term incentive compensation) in amounts no less than he was eligible to receive from IPC before
the Effective Time. Mr. Stoppelmoor’s Employment Agreement also provides that, following his
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retirement as; Vlce Chairman of the Board of Interstate Energy, he w1ll serve.as a consultant to: the
~ Chief Executive Officer of Interstate Energy for a one-year period. In consideration for his services as
a consultant, Mr Stoppelmoor will be paid a fee of $16,667 per month and will be relmbursed for
reasonable expenses incurred in the performance of such services. "Under Mr. Chase’s Employment
' Agreement he will receive an annual base salary not less than the aggregate annual base salary he
was paid by IPC immediately prior to the Effective Time ($165 000 as of January. 1, 1996). Mr. Chase
will'also receive supplemental retirement benefits and will have the. opportunity to earn short-term
and long-term incentive compensatlon (including stock options, restricted stock and other long-term
compensation) offered to other senior executive officers of Interstate Energy and its affiliates in
* amounts not less than he was ehglble to receive from IPC before the Effective Time.

If the employment of any of the officers with’ Employment, Agreements is termmated thhout
cause (as defined in the Employment Agreements) or if any officer terminates his employment for
- good reason (as defined in the Employment Agreements), Interstate Energy or its affiliates will -~
continue-to.provide the compensation and benefits called for by the respective Employment Agree-"
ment through the end of the term of such Employment Agreement (with incentive compensation
based on the max1mum potential awards or, in the case of Mr. Chase; on the average awards received
during the prlor three years, and with any stock compensation paid in cash), and all unvested stock
compensation will vest immediately. If the officer dies or becomes disabled, or terminates his employ-
ment without good reason, during the term of the Employment Agreement, Interstate Energy or its
affiliates will pay to the officer or his beneficiaries or estate all compensation earned through the date
of death, disability or such termination (mcludmg previously deferred compensation and pro rata
incentive compensation based upon the maximum potential awards). If the officer is terminated for

.. cause, Interstate Energy or its affiliates will pay his base salary through the date of termination plus -

-any prevmusly deferred. compensatlon Notwithstanding the foregoing, in the event that any pay-
ments to an ot‘ﬁcer under his Employment Agreement or otherwise are subject to the excise tax on-
excess parachute payments under the Code, then the total payments to be made under the Employ-
ment Agreement will be reduced so that the value of these payments the officer is entitled to receive is

$1 less than the amount that would subject the ofﬁcer to’ the excise tax
Certain’ Federal Income Tax Consequences '

“General. The followmg is a summary descrlptxon of the materlal federal income tax conse-
quences of the Mergers and summarizes the respective opinions of counsel to WPLH, IES and IPC,
‘subject to the following quahﬁcatlon This descrxptlon summarizes the opinion of Foley & Lardner,
counsel to WPLH, only insofar as it relates to consequences of the IES Merger and the IPC Direct
. Merger (or. the IPC Merger, if apphcable) to WPLH’s shareowners, it summarizes the opinion of .
~ Winthrop, Stlmson Putnam & Roberts, counsel to IES, only insofar as it relates to consequences of
‘the IES Merger (and the Utilities Reincorporation Meérger, if applicable) to IES’s shareholders, and it
summarizes the opinion of Milbank, Tweed, Hadley & McCloy, counsel to IPC, only insofar as it relates -
to consequences of the IPC Direct Merger (or the IPC Merger and the IPC Reincorporation Merger, if

applicable) to IPC’s. stockholders The oplmons summarlzed below are ﬁled as exh1b1ts to the Jomt

; ‘Reg1$trat10n Statement

This summary is not a complete descr:ptlon of all of the consequences of the Mergers. and in -
particular, may not address federal income tax considerations that may affect the treatment of a
- shareowner that, at the Effective Time, is not aU.S. person oris a tax-exempt entity or an individual
who ‘acquired IES Common Stock or IPC Common Stock pursuant to an employee stock option or-
otherwise as compensation. In addition, no information is provided with respect-to the tax conse-

. quences of'the Mergers under foreign, state or local laws. The discussion is based on the Code as in -
- effect on the date of this Joint Proxy Statement/Prospectus, without consideration of the partlcular
facts or circumstances of any shareowner. Consequently, each shareowner is advised to consult his, her or
its own tax advisor as to the speclfc tax consequences to him, her or lt of the Mergers.

B
*,
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The Mergers. 'The respective oblr;gatrons of the parties to effect the Mergers are conditioned on

their receipt of certain additional tax opinions described in the remainder of this paragraph and the
- following two paragraphs. The WPLH obligation to effect the combined IES Merger and IPC Direct

Merger (or IPC Merger, if applicable) is. conditioned on the delivery of an opinion to WPLH from
Foley & Lardner, its counsel, dated as of the Closing Date, based upon certain customary representa-
tions and assumptions set forth therein, substantially to the effect that, for federal income tax

purposes, each of the IES Merger and the IPC- Direct Merger (or the IPC Merger, if applicable) - '

constitutes a tax-free reorgamzatxon within the meaning of Sectlon 368(a) of the Code.

The IES obhgatlon to effect the IL‘S Merger (and the Utllmes Remcorporatlon Merger, if apphca-
ble) is conditioned on the delivery of an opinion to IES from Winthrop, Stimson, Putnam & Roberts,
its counsel, dated as of the Closing Date, based upon certain customary representations and assump-
tions set forth therein, substantially to the effect that, for federal income tax purposes, the IES Merger
(and the Utilities Reincorporation Merger, if apphcable) constltutes a tax- free reorgamzatlon within
the meamng of Section 368(a) of the Code. . :

The IPC obhgatlon to effect the IPC Direct Merger (or the IPC Merger and the IPC Remcorpora-
tion Merger, if applicable) is conditioned on the delivery of an opinion to IPC from Milbank, Tweed,

Hadley & McCloy, its counsel, dated as of the Closing Date, based upon certain customary representa-

tions and assumptions set forth therein, substantially to the effect that, for federal income tax
purposes, the IPC Direct Merger (or the IPC Merger and the IPC Remcorporatlon Merger, if applica-
ble) constltutes a tax-free reorganization within the meamng of Section 368(a) of the Code. :

Ruhngs will not be sought from the Internal Revenue Service regarding the Mergers and the
Internal Revenue Service may dlsagree with the conclusions expressed in the op1n1ons of counsel
referred to above. -

Based on the foregomg, and subJect in all events. to the approval of the IPC Charter Amendment

b& the IPC stockholders at the IPC Meeting, the following is a summary of the material federal income
- tax:consequences of the Mergers as described in the opinions of Foley & Lardner, Winthrop, Stimson,
" Putnam & Roberts and Mllbank Tweed Hadley & McCloy filed as exhibits to the Joint Registration

Statement

(i)- WPLH, IES IPC and Acqulsltlon (and New IPC Utilities and New Utlhtles if apphca-
ble) w111 each be a party to a reorgamzatlon within the meaning of Section 368(b) of the Code;

(n) No gain or loss will be- recognized by WPLH, IES, IPC or Acqulsmon (or New IPC
. Ut111t1es and New Ultilities, if applicable) pursuant to the Mergers; -

(iii) No gain or loss will be recognized by the holders of IES Common Stock upon the
“exchange of their IES Common Stock for Interstate Energy Common Stock pursuant to the IES
Merger, except that a holder of IES Common Stock that receives cash in lieu of a fractional share

- interest in Interstate Energy Common Stock will recognize gain or loss equal to the difference

~ between the cash received and the tax basis allocated to the fractional share interest. Any gain or_

loss recognized by a holder will constitute capital gain or loss if such holder’s IES Common Stock

" with respect to which gain or loss is recogmzed is held as a capital asset at the Effective Time;

(iv) A holder of IES Common Stock that-receives cash for IES Dissenting Shares will

. recognize gain or loss equal to the difference between the amount of such cash and the tax basis of”

such holder’s IES Dissenting Shares. Any such gain or loss recognized by a holder will constitute

capital gain or loss if such holder’s IES stsentmg Shares are held as capital assets at the

Effectlve Tlme

(v) No galn or loss will be recogmzed by the holders of IPC Common Stock upon the
exchange of their IPC Common Stock for Interstate Energy Common Stock pursuant to the IPC
Direct Merger, except that a holder of IPC Common Stock that receives cash in lieu of a fractional
share interest in Interstate Energy Common Stock will recognize gain or loss equal to the
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-difference between the cash received and the tax basis allocated to the fractional share interest. |
. Any gainor loss recognized by a holder will constitute capital gain or loss if such holder’s IPC

Common Stock with respect to which gain or loss is recognxzed is held as a capxtal asset at the
Effectlve Tlme '

(v1) The tax basis of the Interstate Energy Common Stock recerved by a holder of IES

- .. Common Stock or IPC Common Stock as the case may be will be the same as such holder’s tax:

basis in the IES Common Stock or IPC Common Stock that was exchanged pursuant to the IES -

Merger or IPC Direct Merger, as the case may be, reduced by the tax basis allocable to any:

fractional share interest in Interstate Energy Common Stock w1th respect to whlch cash is bemg
received; . :

(vii) lThe holdmg perlod of the Interstate Energy Common Stock recelved in the IES Merger’ B
or IPC Direct Merger, as.the case may be, will include the holder’s holding period with respect o
the IES Common Stock or IPC Common Stock that was exchanged pursuant to the IES Merger or
IPC Direct Merger as the case may be (provided that such stock was held as a capital asset at the
Effectlve Time); : .

(vm) N o gain or loss will be recogmzed by the holders of IPC Preferred Stock under the IPC '

l Dlrect Merger except that a holder of IPC Preferred Stock that receives cash for IPC Dissenting - - '-

Shares will recognize gain or loss equal to the difference between the amount of such cash and the
tax basis of such holder’s IPC Dissenting Shares. Any such gain or loss recogmzed by a holder will
constitute capital gain or loss if such holder’s IPC Drssentlng Shares are held as capltal assets at
the Effective Time; : , '

(ix) Assummg the IPC Remcorporatlon Merger and the IPC Merger are effected no gam or’
loss will be recognized by the holders of IPC Preferred Stock (other than for holders of IPC
" Dissenting Shares who will incur the tax treatment as described in subparagraph (viii) above) and
IPC Common Stock upon the exchange of their IPC Preferred Stock or IPC Common Stock for
New IPC Preferred Stock or New IPC Common Stock, as the case may be,-pursuant to the IPC
Reincorporation Merger, and no gain or loss will be recognized by the holders of New IPC
Common Stock upon the exchange of their New IPC Common Stock for Interstate ‘Energy
. Common Stock pursuant to the IPC. Merger except that a holder of New IPC Common Stock that -
. receives cash in’ lieu.of a fractional share interest in Interstate Energy Common Stock will
recognize gain or loss equal to the difference between the cash received and the tax basis allocated
o the fractional share interest. Any gain or loss recognized by a holder will constitute capital gain
or loss if such holder’s New IPC Common Stock with respect to which gain or loss is recognized is
held as a capxtal asset at the Effectlve Time; "

- (x) Assummg the IPC Relncorporatlon Merger and the IPC Merger are effected the tax
basis of the New IPC Preferred Stock or New IPC Common Stock received by a holder of IPC

Preferred Stock or IPC Common Stock will be the same as such holder’s tax basis in the IPC .

" Preferred Stock or IPC Common Stock that was ‘exchanged pursuant to the IPC Reincorporation
- Merger, and the tax basis of the Interstate Energy Common Stock received by a holder of New IPC
- ‘Common Stock will be the same as such holder’s tax basis in the New IPC Common Stock that
was exchanged pursuant to the IPC Merger : :

_ (xi) Assurmng the IPC Remcorporatlon Merger and the IPC Merger are effected the hold-
ing period of the New IPC Preferred Stock or New IPC Common Stock received by a holder of IPC
Preferred Stock or IPC Common Stock will include the holder’s holding period with respect to the

IPC Prefetred Stock or IPC Common Stock that was exchanged pursuant to the IPC Reincorpora-

tion Merger, and the holding period of the Interstate Energy Common Stock received bya holder -

~of New IPC Common Stock will include the holder’s holding period with respect to the New IPC
Common Stock that was exchanged pursuant to the IPC Merger (provided, in each case, that such
stock was held as a capital asset at the Effective Time); and




e t:’b'ﬁ Jﬁ‘g”f i 1?‘ ERY x” s ‘L»‘ L
(xii) No gain or loss will be recogmzed by a shareowner of WPLH upon consummation of the
Mergers.

. Accounting Treatment

The Mergers will be treated by the parties as a pooling of interests for accountmg and financial
reporting purposes. Under this method of accounting, the recorded assets and liabilities of WPLH, IES
and IPC will be carried forward to the consolidated financial statements of Interstate Energy at their
recorded amounts; income of Interstate Energy will include income of WPLH, IES and IPC for the
entire fiscal year in which the Mergers occur; and-the reported income of the separate corporations for
prior periods will be combined and restated as income of Interstate Energy. The receipt by each of
WPLH, IES and IPC of a letter from their respective independent accountants, stating that the
Mergers will qualify as a pooling of interests, is a condition precedent to consummation of the
Mergers. Representatives of Arthur Andersen LLP are expected to be present at the WPLH Meeting
and the IES Meeting and representatives of Deloitte & Touche LLP are expected to be present at the
IPC Meeting and in each case to be available to respond to questions, and will have an opportunity to
make a statement if they desire to do so. See “The Merger Agreement — Conditions to Each Party 8
~ Obligation to Effect the Mergers” and “Unaudlted Pro Forma Combined Financial Information.”

Stock Exchange Listing of Interstate Energy Common Stock

~ Application will be made for the listing on the NYSE of the shares of Interstate Energy Common
Stock to be issued pursuant to the terms of the Merger Agreement. The listing on the NYSE of such
‘'shares, subject to notice of issuance, is a condition precedent to the consummation of the Mergers. So
long as WPLH, IES and IPC continue to meet the requirements of the NYSE, WPLH Common Stock,
IES Common Stock and IPC Common Stock, as the case may be, will continue to be listed on the NYSE
until the Effective Time. So long as WPLH continues to meet the requirements of the BSE, the.CSE
and the PSE; the other national securities exchanges which list WPLH Common Stock, WPLH
Common Stock will continue to be listed on the BSE, the CSE and the PSE. So long as IES and IPC
continue to meet the requirements of the CSE and the PSE, and IES continues to meet the require-
ments of the BSE and the PhSE, the other national securities exchanges which list IES Common
Stock and IPC Common Stock, IES Common Stock and IPC Common Stock will continue to be listed
on the CSE and the PSE, and the IES Common Stock will contlnue to be lxsted on the BSE and the
PhSE, until the Effective Time. -

Redemption of Utilities Preferred Stock

-If the Utilities Reincorporation Merger is necessary for regulatory.reasons, it is currently ant1c1-
. pated that shares of Utilities Preferred Stock then outstanding will be redeemed by Utilities prior to
the consummation of such merger in order to avoid the need to obtain a class vote of the holders of
such stock to approve the Utilities Reincorporation Merger. The Amended and Restated Articles of
Incorporation of Utilities provides that the three outstanding series of Utilities Preferred Stock (i.e.,
4.30%, 4.80% and 6.10%) are currently redeemable in whole or in part at the option of Utilities at any
time or from time to time on not less than 30 days’ notice at $51.00 per share for the 4.30% Series,

- - $50:25 per share for the 4.80% Series and $51.00 per share for the6.10% Series, together, in each case,
with an amount equal to the accrued and unpaid dividends to and 1nclud1ng the date of redemptlon

Federal Securities Law Consequences

All shares of Interstate Energy Common Stock and New IPC Preferred Stock’ (assumlng the IPC
Reincorporation Merger is effected) received by shareowners of IES and IPC in the Mergers will be
freely transferable, except that shares of Interstate Energy Common Stock and New IPC Preferred -
Stock" recelved by persons who are deemed to be “affiliates” (as such term is defined under the
- Securities Act) of WPLH, IES, IPC or New IPC prior to the Mergers may be resold by them only in
transactions permitted by the resale-provisions of Rule 145 promulgated under the Securities Act (or
Rule 144, in the case of such persons who become affiliates of Interstate Energy or New IPC) or as -
otherwise permitted under the Securities Act. Personis who may be deemed to be affiliates of Inter-
state Energy, WPLH, IES, IPC or New IPC generally include individuals or entities that control, are
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* controlled by, or are under common control with, such party and may. include certain officers and
- directors of such party as well as principal shareowners of such party. The Merger Agreément requires

.. each of WPLH, IES and IPC to use all reasonable efforts to cause each of its affiliates to execute a

written agreement to the effect that such affiliate will not offer or sell or otherwise dispose of (i) any
shares of WPLH, IES, IPC or Interstate Energy during the period beginning: 30. days prior to the
"Effective Timé and continuing until such time as results covering at least 30 days of post-Effective
Time operations of Interstate Energy have been published or (i) any of the shares of Interstate
. Energy Common Stock or New IPC Preferred Stock issued to. such affiliate in or pursuant to the
" ‘Mergers' in_violation of the Securities Act or the rules and regulations promulgated by the SEC
‘thereunder. | ' o :

This .Join':t Proxy Statement/Prospeétus does n6t cover resales of Interstate Energy Common
‘Stock or New IPC Preferred Stock received by any person who may be deemed to be an affiliate of
WPLH, IES, IPC, New IPC or Interstate Energy.’ . " o '

"No Wisébnsi_n bissenters’ Riéhts : ' : _
 The WBCL does not give WPLH shareowners the right to dissent from, and obtain payment of the
. fair value of their shares in connection with, the matters to be considered at the WPLH Meeting.
~lowa ‘I')is'sent‘elffsi’ Rights =~ . : : : P '_ o
 TheIBCA !provides dissenters’ rights for shareholders who object to the IES Merger and meet the
requisite statutory requirements contained in Sections 490.1301 through 490.1331 of the IBCA.
Sections 490.1301 through 490.1331 of the IBCA are reprinted in their entirety as Annex P to this

Joint Proxy Statement/Prospectus. S _ _ ‘ . _
" The followfing discussion includes all material elements of the IBCA relating to dissenters’ rights ’
but is not-a complete statement of the provisions of Sections 490.1301 through 490.1331 of the IBCA

and is qualified in its entirety by reference to Annex P hereto and to any amendments to such sections
as may be adopted after the date of this Joint Proxy Statement/Prospectus. THIS DISCUSSION AND

ANNEX P SHOULD BE REVIEWED CAREFULLY BY.ANY HOLDER OF IES COMMON STOCK WHO - -

'WISHES TO EXERCISE STATUTORY DI_SSENTERS’, RIGHTS OR WHO WISHES TO PRESERVE THE
RIGHT TO.DO SO BECAUSE FAILURE STRICTLY TO COMPLY WITH THE PROCEDURES SET
FORTH HEREIN AND THEREIN WILL RESULT IN THE LOSS OF DISSENTERS’ RIGHTS.

A shareholder may dissent as to less than all of the shares of capital stock registered in the name

-of such shareholder only if such shareholder dissents with respect to all shares beneficially owned by
~ any one person and notifies IES in writing of the name and.address of each per§on on whose behalf
such shareholder asserts dissenters’ rights. The rights of a partial dissenter are determined as if the
shares of capital stock as to which the shareholder dissents and such shareholder’s other shares of
capital stock were registered in the names of different shareholders. A beneficial shareholder may
~ assert dissenters’ rights as to shares held on such shareholder’s behalf only if such shareholder
(i) submits to IES the record shareholder’s written consent to the dissent not later than the time the

' beneficial shareholder asserts dissenters’ rights and (ii) asserts dissenters’ rights with respect t6 all

‘shares of capital stock of which the shareholder is the beneficial shareholder or over which such
beneficial shareholder has the power to direct the vote.

The IBCA. i'equires‘th'at a shareholder who wishes to assert dissenters’ fights ) deliver to IES,
before the vote'is taken, written notice of the shareholder’s intent to demand payment for shares of
common stock if the IES Merger is consummated and (i) not vote such shares of capital stock in favor

of the Mergers. Any such notice by shareholders of IES must be received by IES at IES Tower, 200 First

~ Street'S.E., Cedar Rapids, Towa 52401, Attention: Vice President, General Counsel and Secretary, prior to
such vote. A Vote against the Merger Agreement will not satisfy the notice requirement. The submis-
sion by a shareholder of a blank proxy card or one voted in favor of the Merger Agreement (if not

[
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revoked) will count as a vote in favor of the 'Merger Agreement and will serve to waive dissenters’
rlghts -However, failure to return a proxy or to vote agamst or abstam from voting w1llwn_ot serve to
waive such rights. i e ‘

¢

‘Within ten days after the date on which the Merger Agreement is approved by 1ts shareholders

IES must deliver a written dissenters’ notice to all of its shareholders that Have given a written notice )

and not voted in favor of the Merger Agreement in accordance with the preceding paragraph The
dissenters’ notice will (i) state where the payment demand must be sent and where and when

certificates for shares of capital stock must be deposited, (ii) supply a form for demanding payment -

that includes the date of the first announcement to the news media or to shareholders of the terms of
the proposed IES Merger and which requires that the shareholder asserting dissenters’ rights certify
whether or not such shareholder acquired beneficial ownership of the shares before such date, (iii) set
a date by which IES must receive the payment demand, which date will be not less than 30 nor more
than 60 days from the date such dissenters’ notice is delivered, and (iv) be accompanied by the
relevant sections of the IBCA. :

. A shareholder who has received a dissenters’ notice as described above and who wishes to assert
dlssenters rights must demand payment, certify whether the shareholder acquired beneficial owner-

ship of the shares before the date set forth in the dissenters’ notice and deposit the certificate -
representing the shares in accordance with the terms of the notice. A shareholder who does not.

~demand payment or deposit the shareholder’s share certificates where required, each by the date set-
in the dissenters’ notice, is'not entitled to payment for the shareholder’s shares. :

Upon receipt of the payment demand, or at the Effective Time, whichever o'c'curs‘_later, Interstate
Energy must pay each dissenting shareholder that has complied with the provisions of the IBCA the
 amount estimated to be the fair value of the dissenter’s’shares, plus accrued interest from the

Effective Time to the date of payment at the average rate paid by Interstate Energy on itsbank loans

or, if none, at a rate that is fair and equitable under all the circumstances. Suich payment must be
accompanied by certain ﬁnanc1a1 data relating to Interstate Energy and other specified information as

required by the IBCA. If the proposed IES Merger is not effected within 60 days after the date set for

demanding payment and depositing the_capital .share certificates, IES will return the deposited
certificates and, if the IES Merger is subsequently effected, Interstate Energy will deliver a new
dissenters’.notice as if the corporate action was taken without the vote of the shareholders and repeat
the payment demand procedure. Interstate Energy may elect to withhold payment from a dissenting
shareholder unless the dissenting shareholder was the beneficial owner of the shares before the date
set forth in the dissenters’ notice as the date of the first announcement of the terms of the proposed
IES Merger. If Interstate Energy so elects to withhold payment, it must, after the Effective Time,

estimate the fair value of the shares, plus accrued interest at the rate described above, and pay such -

amount and provide certain other specified information as set forth in the IBCA to each such
dissenting shareholder who agrees to accept it in full satisfaction of the dissenter’s demand..:

Shareholders consmlermg seeking dissenters’ rights should be aware that the “fair value” of their

-shares of IES Common Stock determined under Sections 490.1301-through- 490.1331 of the IBCA. ...

could be more than, the same as or less than the market value of such securities and that opinions of
investment banking firms as to fairness, from a financial point of view, may not provide a reliable
guide to.fair value under Sections 490.1301 through 490.1331. If (i) the dissenter believes that the

amount offered or paid is less than the fair-value of the dissenter’s shares or that the interest due‘is ‘

-incorrectly calculated, (ii) Interstate Energy fails to make payment within 60 days after the date set
for demanding payment, or (iii) 1ES, having failed to effect the Mergers, does not return the deposited
certificates within 60 days after the date set for demanding payment, dissenters may, within 30 days

after the payment was made or offered, notify Interstate Energy or IES, as the case may be, in writing: -

of the dissenting shareholder’s own estimate of the fair value of the shares and the amount of interest
due, and demand payment of the fair value of such shares and interest so calculated less payments
- received by such dissenting shareholder, if any. A dissenter waives the right to demand payment as

described in this paragraph unless the dissenter notifies Interstate Energy of the dissenter’s demand -
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. within 30 days% after Interstate Energy made or offered payment for the dissenter’s shares. If demand
of a dissenter for payment remains unsettled, Interstate Energy must (i) commence a proceeding in
the Iowa District Court for Linn County, Iowa, within 60 days after receiving the payment demand to
determine the fair value of the shares and accrued interest or (ii) pay to each such dissenter the
amount demanded. The costs of a proceeding, including the reasonable compensation and expenses of
appraisers appointed by the court, will generally be assessed against Interstate Energy. The court may,
however, assess such court costs, including the fees and expenses of counsel and experts, against a

dissenter that is found by the court to have acted arbitrarily, vexatiously or not in good faith in

‘demandi_hg payment. ' , o S S : o
Delaware Dissenters’ Rights , o S
" Inconnection with the Mergers, holders of shares of IPC Preferred Stock are entitled to appraisal
rights under Section 262 of the DGCL (“Section 262”) as to shares owned by them. Section 262 is

reprinted in its entirety as Annex Q to this Joint Proxy Statement/Prospectus. All references in this °
summary to a ‘‘stockholder” are to the record holder of the shares of IPC Preferred Stock as to which -

appraisal rights are asserted. A person having a beneficial interest in shares of IPC Preferred Stock
that are held of record in the name of another person, such as a broker or nominee, must act promptly

to cause the record holder to.follow the steps summarized below properly and in a timely manner to _

perfect whatever appraisal rights the beneficial ovwner may have.

The following discussion includes all material elements of the law relating to appraisal rights but
is not a complete statement of such rights and is qualified in its entirety by reference to Annex Q. THIS
DISCUSSION AND ANNEX Q SHOULD BE REVIEWED CAREFULLY BY ANY HOLDER OF 1PC
PREFERRED STOCK WHO WISHES TO EXERCISE STATUTORY APPRAISAL RIGHTS OR WHO
WISHES TO PRESERVE THE RIGHT TO DO SO BECAUSE FAILURE STRICTLY TO COMPLY WITH
THE PROCEDURES SET FORTH HEREIN AND THEREIN WILL RESULT IN THE LOSS - OF
APPRAISAL RIGHTS. - ‘ - |

Each stockholder electing to demand the appraisal of his or her shares of IPC Preferred Stock must
deliver to IPC, before the taking of the vote on the Mergers at the IPC Meeting, a written demand for
appraisal of his or her shares of IPC Preferred Stock. Any such stockholder must mail or deliver his or her
written demand to the Secretary of IPC at 1000 Main Street, Dubuque, IA 52001, The written demand for

appraisal ‘must specify the stockholder’s name and mailing address, the number of shares of IPC .

Preferred Stock owned, and that the stockholder is thereby demanding appraisal of his or her shares
. of IPC Preferre;d Stock. Because the holders of IPC Preferred Stock will not vote on approval of the Merger

- Agreement and the transactions contemplated thereby, the failure of a holder of IPC Preferred Stock to vote.

against approval of the Merger Agreement will not affect such holder’s ability. to demand or perfect
appraisal rights. Appraisal rights will not be available under Section 262 if the stockholder does not
continuously hold through the Effective Time the shares of IPC Preferred Stock with respect to which

the Effective Time to all stockholders who have complied with Section 262.

“he, she or it demands appraisal. Within ten days after the Effective Time, IPC must provide notice of

A démand for abpraisal must be executed by or for the stockholder of record, fully and correctly, as -

such stockholder’s name appears on the IPC Certificate or Certificates. If the shares of IPC Preferred
Stock are owned of record in a fiduciary capacity, such as by a trustee, guardian or custodian, such
demand must be executed by the fiduciary. If the shares of IPC Preferred Stock are owned of record by
more than one person, as in a joint tenancy or tenancy in common, such deman_d must be executed by
all joint owners. An authorized agent, including an agent for two or more joint owners, may execute

the demand for appraisal for a stockholder of record; however, the agent must identify the record -

owner and expressly disclose the fact that, in exercising the demand, such person is acting as agent for
the record owner. . : ' . : » ' o

A record owner, such asda‘l Broker, who hold:s shafés of IPC Preferred Stock as nomiﬁee for ofhers,

may exercise appraisal rights with respect to the shares of IPC Preferred Stock held for all or less than
all beneficial owners of shares of IPC Preferred Stock as to which such person is the record owner. In
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such case the written demand must set forth the number of sllares of IPC Preferred Stock covered by
such demand. Where the number of shares of IPC Preferred Stock is not-expressly stated, the demand
will be presumed to cover all shares of IPC Preferred Stock outstanding in the name of such record
owner. Beneficial owners who are not record owners and who intend to exercise appraisal rights -
should instruct the record owner to comply strictly with the statutory requirements with respect to
the exercise of appraisal rights before the taking of the vote on the Mergers at the IPC Meeting.

Within 120 days after the Effective Time, either the surviving corporation in the IPC Merger or
any stockholder who has complied with the required conditions of Section 262 may file a petition in
the Delaware Chancery Court demanding a determination of the value of the shares of IPC Preferred
Stock. If a petition for an appraisal is timely filed, after a hearing on such petition, the Delaware
Chancery Court will determine which stockholders are entitled to appraisal rights and will appraise
the shares of IPC Preferred Stock owned by such,stockholders determlmng the fair value of such
shares of IPC Preferred Stock, exclusive of any element of value arising from the accomplishment or-
expectation of the IPC Merger, together with a fair rate of interest, if any, to be paid upon the amount
determined to be the fair value. In determining such fair value, the Delaware Chancery Court is to
take into account all relevant factors. In Weinberger v. UOP Inc., et al., decided February 1, 1983, the
Delaware Supreme Court discussed the factors that could be considered in determining fair value in
an appraisal proceeding, stating that ‘‘proof of value by any techniques or methods which are gener-
ally considered acceptable in the financial community and otherwise admissible in court” should be.
considered and that “fair price obviously requires consideration of all relevant factors involving the -
value of a company.” The Delaware Supreme Court stated that in making this determination of fair

value the court must consider market value, asset value, dividends, earnings prospects, the nature of

the enterprise and any other facts which could be ascertalned as of the date of the merger which throw

any light on future prospects of the merged corporation. Section 262 provides that fair value is to be

“exclusive of any element of value arising from the accomplishment or expectatlon of the merger.” In
Weinberger, the Delaware Supreme Court construed Section 262 to mean that ‘“‘elements of future
value, including the nature of the enterprise, which are known or susceptible of proof as of the date of
the merger and not the product of speculation, may be considered.”

Stockholders considering seeking appraisal should have in mind that the “fair value” of their
shares of IPC Preferred Stock determined under Sectlon 262 could be more than, the same as or less

than the market value of such securities. The cost of the appraisal proceeding may be determmed by

the Delaware Chancery Court and taxed against the parties as the Delaware Chancery Court deéms
equitable in the circumstances. Upon application of a dissenting stockholder, the Delaware Chancery

" Court may order that all or a portion of the expenses incurred by any dissenting stockholder in

connection with the appraisal proceeding, including without limitation, reasonable attorneys fees
and the fees and expenses of experts, be charged pro rata agamst the value of all shares of IPC
Preferred Stock entitled to appraisal.

Wxthm 120 days after the Effective Time, any stockholder who has comphed thh the require-
ments for exercise of appraisal rights, as discussed above, is entitled; upon written request, to receive

" from the surviving corporatlon in"the IPC Merger, or the IPC Direct Merger, as the case may be, &’

statement setting forth the aggregate number of shares of IPC Preferred Stock w1th respect to which.
demands for appraisal have been made and the aggregate number of holders ‘of such shares. Such
statement must be mailed within 10 days after the written request therefor has been received by the

surviving corporation in the IPC Merger, or the IPC Dlrect Merger as the case may be. ‘

Any stockholder who has duly demanded appraJsal in comphance with Section 262 will not, from
and after the Effective Time, be entitled to vote for any purpose the shares of IPC Preferred Stock:

“subject to such.demand or to receive payment of dividends or other distributions on such shares of IPC

Preferred Stock, except for dividends or distributions payable to. stockholders of record at a date prior
to the Effective Time. : :
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At any time within 60 ‘days after the Effectlve Tlme any stockholder shall have the right to _

withdraw his or her demand for appraisal and to accept the terms offered in-the Mergers whereby such

holder will obtaln a like number of shares of New IPC Preferred Stock if the IPC Reincorporation -

© Merger is effected or retain his or her shares of IPC Preferred Stock if the IPC Direct Merger is
effected; after this period, the' stockholder may withdraw his or her demand for appraisal only with the
consent of the surviving corporation in the IPC Merger or the IPC Direct Merger, as the case may be. If
no petition for appraisal is filed with the Delaware Chancery Court within 120 days after the Effective
Time, stockholders’ rights to appraisal shall cease. Inasmuch as IPC will have no obligation to file
such a petition, and has no present intention to do so, any stockholder who desires such a petition to be
filed is advised to file it on a timely basis. However, no petition timely filed in the Delaware Chancery

Court demandmg appraisal shall be dismissed as to any “stockholder without the approval of the -
Delaware Chancery Court, and such approval may be conditioned upon such terms as the Delaware -

Chancery Court deems just. Any holder of IPC Preferred Stock who effectively withdraws his or her
demand for appraisal, or whose right to an appra1sa1 shall cease, shall be deemed to have lost such
holder 3 apprmsa] rights.

REGULATORY MATTERS

, -As mdlcated below, consummatlon of the Mergers is subject to numerous regulatory approvals,
which are _presently anticipated to be received during the first half of 1997. Set forth below is a
summary of the material regulatory requlrements affectlng the Mergers. . ‘

State Approvals and Rclated Matters ‘ ‘ : :
WP&L is: subject to the jurisdiction of the WlSCOl’lSlI’l Commlssmn with respect to retail ut111ty

service provided in Wisconsin. WPLH and WP&L are each public utility holding companies under the

Wisconsin Holding Company Act and are subject to-the jurisdiction of the Wisconsin Commission. A

wholly-owned subsidiary of WP&L with utility operatlons in Illlnoxs is sub_]ect tothe Jurlsdlctlon of the '

ICC w1th respect to its operations.

Ut111t1es is currently subgect to the Jurlsdlctxon of the IUB with respect to its utility operatlons in

Iowa IPC is, subJect to the jurisdiction of the IUB, the ICC and the anesota Commission with

respect to its ut1hty operations in Iowa, Ilhnms and anesota

Apphcatmns for- approval of the Mergers and related transactions, 1ncludmg, inthe case- of certam
commissions, ' the issuance of securities in“connection therewith, were initially filed in early
March" 1996 with the Wisconsin Commission, the TUB, the ICC and the Minnesota Commission.

Interstate Energy will remain a public utlhty holdmg company under the’ Wxsconsm Holding

‘ Company Act .and will remain subject to the jurisdiction of the Wisconsin Commlssmn The following

_is a brief summary of certain provisions of the Wisconsin Holding Company Act.that w1ll contlnue to
. apply to Interstate Energy. after the Effective Time. : :

_ The Wlsconsm Holdmg Company Act prohibits any person from formlng a pubhc utxhty holdmg

~ company or acqulrmg or holding more than 10% of the outstanding voting securities of a public utility - -

‘holding company; without Wisconsin Commission approval. The Wisconsin Commission, if it finds the
capital of any public utility affiliate will be impaired by payment of a dividend, may order the utility
affiliate to limit or cease payment of dividends to the public utility holding company. Varlous transac-
tions by a public utility affiliate with.others in the public utility holding company system are prohib-
ited, mcludmg lending money, guaranteeing obligations, combined advertising, providing utility
service on terms different from those for other consumers in the same class, and, without Wisconsin
. Commission approval after estabhshment that the utility affiliate will be- paid at fair market value,
“certain sales or leases of real property and use of services of utility employees The Wisconsin Holding
Company Act prohlblts (i) any public utility affiliate from providing any non-utility product or service
in a manner or at a price that unfairly discriminates against any competing provider; (ii) any non-
utlhty act1v1ty from being subsidized materlally by the customers of any public utlhty in the system;
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(iii) the operation of the system in any way. whlch materlally 1mpa1rs the credit, ability to acquire
capital on reasonable terms or ability to provide safe, reasonable, reliable and adequate utxhty service,
of any public.utility affiliate in the system; (iv) any transfer by a public utility affiliate to any other
system company of any confidential public utility information, including customer lists, for any non-
utility purpose, unless the Wisconsin Commission has approved the transfer; and (v) any termination
of the system’s interest in a public utility affiliate without Wisconsin Commission approval. Other

. statutory provisions which pre-existed the Wisconsin Holding Company Act include requirements for .

submission to the Wisconsin Commission for approval of certain contracts or other arrangements for
furmshmg property or services between a public utility and an affiliate.

The Wisconsin Holding Company Act also limits non- utlhty dxversxﬁcatlon in that stated gener- -

ally, the net book value of the assets (other than investment.in- system affiliates) of all non-utility
affiliates may not.exceed the sum of 25% of:the net book value of the assets of all electric utility
affiliates and a percentage; to be determined-by the Wisconsin Commission (but not less than 25%), of
the net book value of the assets of all other public utility affiliates. Based on an applicable review of
legislative history and principles of statutory interpretation, WPLH, IES and IPC believe and intend
to take appropriate action to establish that the-utility subsidiaries of Interstate Energy following
- consummation of the Mergers will quallfy as “public utility affiliates” of Interstate Energy within the
meaning of the Wisconsin Holding Company Act. If, however, IPC and Utilities, as presently consti:
tuted, were to be deemed nonutility affiliates (because they.are not Wisconsin utilities or Wisconsin
corporations), the parties reserve the right to take such action as may be required to cause IPC and
Utilities to be treated as “public utility affiliates” for purposes of the Wisconsin Holding Company
Act. Under the alternative structure set forth in the Merger Agreement, TPC.and Utilities would

become Wisconsin corporations and acquire certain of the water utility operations- currently con- .

ducted by WP&L within the State of Wisconsin. The parties currently-intend to seek regulatory
approval to effect the transactions under either structure. Although' the parties believe that the
Mergers can be consummated under either or both structures in comphance -with the Wisconsin
Holding Company Act, that statute has not been authoritatively construed and no assurance as to the
1nterpretat10n of the W1sc0nsm Holdmg Company Act can be glven _ :

In addltlon the Wlsconsm Holdmg Company Act requlres the Wxsconsm Comm1551on to per10d1-
cally investigate the impact of the operation of every holding company system on every public utility
affiliate in the system and to determine whether each non-utility affiliate does, or. can reasonably be
expected to do, at least-one of the following: (i) substantially retain, attract or promote business
activity or employment. or provide capital to businesses within the service territory of any public
utility affiliate or certain others, (ii) increase or promote energy conservation or develop, produce or
sell renewable energy products or equipment, (iii) conduct a business that is functionally related to

the provxsxon of utility service or to the development or acquisition of energy resources, and -

(iv) develop or operate commercial or industrial parks in' the service territory of any public utlhty
affiliate. WPLH and IES believe that their existing non-utility businesses meet. the requlrements ‘of
the Wisconsin‘Holding Company Act. The Wisconsin Commission also is authorized to order a holding

company to terminate its interest in a public utxhty affiliate if the Wisconsin Commission finds that, ..

based upon clear and convincing-evidence, termination of the interest is necessary to protect the

interest of utility investors in a financially healthy utility and the 1nterest of consumers in reasonably .

'adequate utility service at a _]ust and reasonable price.

vaen WPLH’s experience of operatlng under the Wisconsin Holdlng Company Act, WPLH IES
and IPC-do not expect the restrictions of the Wisconsin Holding Company Act to have a materially
adverse effect upon the operations of Interstate Energy following the Mergers. :

" *“Under either transaction structure described aboye, IPC’s iitility operations would rernain sub- -

ject to regulatiori by the IUB, the ICC and the Minnesota Commission, Utilities’ utility operations
would remain subject to regulation by the [UB and WP&L's utility operations would remain subject to
regulation by the Wisconsin Commission. In addition, under the remcorporatlon structure, New
Utlhtles and New IPC would become Wisconsin ut111t1es by virtue of thexr acqulsxtlons of certain water
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; :
utility propertles from WP&L and would become subject to the Junsdlctlon of the Wxsconsm Commis-

sion with: respect to such water utility service. Based on historical experience and preliminary discus-

sions’ with the staff of the Wisconsin Commission, WPLH, IES.and IPC believe that, under the )

reincorporation structure, the Wisconsin Commission would not seek to regulate activities of New

Utilities and New IPC following the Mergers other than those activities directly related to the water'

utility properties and the provision of water utility service in the State of Wxsconsm

Public Utility Holdmg Company Act of 1935

Interstate ‘Energy'is requlred to obtain SEC approval under Sectlon 9(a)(2) of the 1935 Act in
connection with the Mergers. Section 9(a)(2) of the 1935 Act provides that it is unlawful for any person
to acquire any security of any public utility company if that person owned, or by virtue of that
transaction will come to own, 5% or more of the voting securities of that public utility-company and of
any other public utility company, without the prior approval of the SEC. An application for approval of

the Mergers will be filed by WPLH,.IES and IPC at the appropriate time. Under the applicable -

standards of the 1935 Act, the SEC is directed to approve a proposed acquisition unless it finds that

(i) the acqulsltlon would tend towards detrimental inter locking relations or a detrimental concentra-

tion of control, (ii) the consideration to be paid in connection with the acquisition is not reasonable,
(iif) the acquisition would unduly complicate the capital structure of the applicant’s holding company

system or would be detrimental to the public interest or the interest of investors or consumers‘or the
proper functioning of the applicant’s holding company system, or (iv) the acquisition would violate .

applicable state law. In order to approve a proposed acquisition, the SEC must also find that the
acquisition would tend towards the economical and efficient development of an integrated public
utility system and would otherwise conform to the 1935 Act’s integration and corporate s1mpl1ﬁcat10n‘
'standards ' : -

WPLH is currently exempt from the registration and other requlrements of the 1935 Act other
than from Section 9(a)(2) thereof, pursuant to an order of the SEC under Section 3(a)(1) of the 1935
Act. The basis of the exemptlon under Section 3(a)(1) is that WPLH and its public utility subsxdxarles
are predominantly intrastate in character and carry on their businesses substantially in a single state
in which they are organized (Wisconsin). IES is also currently exempt from the registration and other
requirements of the 1935 Act, other than from Section 9(a)(2) thereof, pursuant to an order of the SEC

under Section 3(a)(1) of the 1935 Act. The basis of the exemption under Section 3(a)(1) isthat IES and -

its public utility subsidiaries are predominantly intrastate in character and carry on their businesses
substantially in a single state in which they are organized (Iowa). IPC is currently not subject to the
requirements of the 1935 Act because it is not a public-utility holding company within the definition of

the 1935 Act. The Section 3(a)(1) exemption under which WPLH and IES currently operate w111 not be :

& avallable to Interstate Energy after consummatlon of the Mergers

Accordmgly, upon consummatlon of the Mergers Interstate Energy must reglster as a ho]dmg:
company under the 1935 Act. The 1935 Act imposes numerous restrictions on the operations of a -

registered holdlng company ‘and its subsidiaries and affiliates. Subject to limited exceptions, SEC
approval is required under the 1935 Act for a registered holding company or any of its subsidiaries
to: (i) issue securities, (ii) acquire utility assets from a third person, (iii) acquire any. securities of
another public utility, (iv) amend its articles of incorporation, or (v) acquire stock, extend credit, pay

_ dividends, lend money or invest in any manner in any other businesses. SEC approval under the 1935
Act also will be required for certain proposed transactions relating to the Mergers. For example SEC

- approval will be required for Interstate Energy’s issuance of securities pursuant to employee benefit
plans and the establxshrnent of a service company to provide various administrative and support
services to Interstate Energy and certain of its subsidiaries. The 1935 Act also limits the ability of
registered holding companies to engage in non-utility ventures and regulates holding company system
service companies and the rendering of services by holding company affiliates to the system’s utilities.

WPLH, IES and IPC believe the foregoing restrictions and limitations. imposed by the 1935 Act in its
current form may limit possible operations of Interstate Energy followmg the Mergers. However

WPLH, IES and IPC beheve the benefits of the Mergers exceed the potential adverse effects of such
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1935 Act regulation. In reaching this détermination, WPLH, IES and IPC concluded that there are
various registered public utility holding companies which have operated successfully within the
limitations’ imposed under the 1935 Act. In addition, WPLH, 1ES and IPC considered existing initia-
tives to lessen the impact of the 1935 Act and the leg1slat10n to repeal the 1935 Act all of whlch are
dxscussed below. -

In addition, the SEC hlstorlcally has interpreted the 1935 Act to preclude regxstered holdmg ‘
companies, with limited exceptions, from owning both electrlc and gas utility systems. Although the
SEC has recently recommended. that registered holding companies be allowed to hold both gas and"
electric utility operations if the affected states agree, it remains possible that the SEC may require as a
condition to its approval of the Mergers that WPLH, IES and IPC divest their gas utility properties

“and possibly certain non-utility ventures of WPLH and IES within a reasonable time.after the
Mergers. In a few cases, the SEC has allowed the retention of such properties or deferred the question
of divestiture for a substantial period of time. In those cases in which divestiture has taken place, the
SEC has ‘usually allowed enough time to complete the divestiture so as to allow the applicant to
complete an orderly.sale of the divested assets. WPLH, IES and IPC believe there are strong policy
reasons and prior SEC decisions which support-their retention of existing gas utility properties and
non-utility ventures, or, alternatively, which support deferring the question of divestiture for a
substantial period of time. Accordingly, WPLH, IES and IPC will request in their 1935 Act application
that Interstate Energy be allowed to retain, or, in the alternative, that the question of divestiture be
deferred with respect to, the existing gas utility properties and non-utility ventures of WPLH, IES and
IPC. Should the SEC deny this request, a required divestiture could, under certain circumstances, be
at a price below fair market valiie or otherwise on terms deemed unsatisfactory by Interstate Energy
and could have a materially adverse effect on the operatlons earnings and ﬁnanc1al cond1t10n of °
Interstate Energy. o

~ OnJune 20, 1995, the SEC issued a series of new proposed regulations that are designed, among
other things, to ease the restrictions on and regulation of the activities of registered holding compa-
nies, including investment by registered holding companies in'non-utility businesses. At the same-
time, the SEC’s Division of Investment Management (the “Division”’) issued a report of legislative
and administrative recommendations, mcludmg the Division’s preferred recommendation that Con- -

gress repeal the 1935 Act, subject to the transfer of certam authority over the books and records of ) 4

registered holding companies to state utlhty commissions and to the FERC. The report also recom-
mended liberalizing the SEC’s interpretation of the 1935 Act to permit registered holding companies. -
to own both electric and gas utility systems where the affected states concur. After the release of the
report, legislation to repeal the 1935 Act was introduced in Congress and is pending. There is no
assurance that the legislation to repeal the 1935 Act will be enacted or that regulations proposed by
the SEC will be implemented or that the recommendations made in the Division’s report will be
adopted. To the extent that some or all of the regulations and recommendations are implemented,

however, restrictions on and regulation of Interstate Energy’s activities may be reduced or eliminated,.
and Interstate Energy’s ability to retain ownership of the gas utility properties and some or all of the o
" non-utility ventures currently operated by WPLH IES and IPC would be enhanced T

Federal Power Act

Section 203 of the Federal Power Act provides that no public utility shall sell or otherw1se dlspose
of its jurisdictional facilities or, dxrectly or indirectly, merge or consolidate such facilities with those of
any other person or acquire any security of any other public utility without first having obtained
authorization from the FERC. The approval of the FERC is required in order to consummate the
- Mergers. Under Section 203 of the Federal Power Act, the FERC will approve a merger if it finds the
merger ‘‘consistent with the public interest. » In rev1ew1ng a merger, the FERC génerally hasevalu- -
ated: (i) whether the merger will adversely affect competition, (ii) whether the merger will adversely
affect operating costs and rates, (iii) whether the merger will impair the effectiveness of regulation,
(iv) whether the purchase price is reasonable, (v) whether the merger is the result of coercion, and
(vi) whether the accounting treatment is reasonable It should be noted, however, that certain FERC

85



comm\i:ssjo:‘qersi‘have called for FERC to reevaliate its merger policy; and it cannot be bredictéd how
any such reevaluation would affect the FERC’s review of the Mergers. On March'1,1996, WPLH, IES

o -and IPC filed a combined application with the FERC requesting that the FERC approve the Mergers - '

“under Section:203 of the Federal Power Act (the “FERC Application”). Following the filing of the
FERC Application, certain parties, including several consumer-owned municipal electric utilities,
intervened in the FERC proceeding. The intervenors have raised issues regarding their access to
‘transmission facilities following consummation of the Mergers and the impact of the Mergers on
* existing power ‘supply agreements. It is presently anticipated that such ‘issues will be favorably
resolved and will not adversely impact the FERC proceedings relative to approval of the Mergers. -
Based on recent FERC proceedings and prior experience, WPLH, IES and IPC believe that FERC will -
reject several of the issiies raised by the intervenors and that any remaining issués will be susceptible -
~ to successful resolution through negotiations with the intervening parties.” . g ‘

. In addition, Utilities and IPC hold certain certificates of public convenience and_necessity under
Section 7 of the' Natural Gas Act. The Mergers will constitute transfers.of the certificates of public
convenience and necessity, requiring approval from the FERC.. S

Furthermore, prioi: to the IPC Reincorporation Mér'gerv and the Utilities Reiﬁcorporation Mefger,
if such mergers are to be effected, the approval of the FERC under Section 204 of the Federal Power
Act is required for New IPC .and New Utilities to assume the debt of IPC and Utilities, respectively.

‘Antitrust Considerations = ' ' '

The HSR Act and the rules and regulations promulgated thereunder provide that certain transac-
tions (including the Mergers) may not be consummated until certain information has been submitted -
to the Antitrust Division of the Department of Justice (the “Antitrust Division”) and the Federal
Trade Commission (the “FTC”) and specified HSR Act waiting period requirements have been
satisfied. On June 7, 1996, WPLH, IES and IPC filed their premerger notification forms pursuant to
the HSR Act and on July 7, 1996 the HSR Act waiting period expired. The expiration of the HSR Act
waiting period does not preclude the Antitrust Division or the FTC from challenging the Mergers-on
antitrust grounds. However, neither WPLH, IES nior IPC believes that the Mergers will violate federal
antitrust laws.|With the expiration of the waiting period; there are no remaining federal antitrust
issues to be resolved in order to consummate the Mergers. If the Mergers are not consummated within
12 months after the expiration of the initial HSR Act waiting period, WPLH, IES and IPC would be
required to submit new information to the Antitrust Division and the FTC, and a new‘ HSR Act
waiting period would have to expire or be earlier terminated .before -the Mergers could be
consummated. ‘ S - : ‘ :

Atomic.Energy Act , ‘ S I T

. 'v‘:Utilities.hdlds an NRC operating license duthorizing Utilities toHold an ownership interestin the
~ Duane Arnold Energy Cénter and to operate the facility. WP&L also holds an NRC operating license
~ authorizing WP&L to hold an ownership interest in the Kewaunee nuclear generating facility. The

- Atomic EnergyiAct-provides that no NRC license may be transferred, assigned, or in any manner ~

disposed of, directly or indirectly, through transfer of control of any license to any person unless the
NRC finds that the transfer is in accordance with the Atomic Energy Act and consents to the transfer.
WPLH and IES will seek any approvals required from the NRC pursuant to thé Atomic Energy Act to
reflect the fact that New Utilities or Utilities, as the case may be, and WP&L will continue to Kold
their existing NRC licenses as operating company subsidiaries of Interstate Energy upon the consum-
mation of the Mergers. IR R S : . S :
Other & y - : ‘ . o

. Utilities'and IPC possess municipal franchises and erivironmeh_tal permits and licenses that may
need to be rénewed or replaced as a result of the Mergers. Utilities and IPC do not anticipate any
difficulties at the present time in obtaining such renewals.or replacements, - ’ : :

P
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General

Under the Merger Agreement, WPLH, IES and IPC have agreed to use all reasonable efforts to
obtain all necessary material permits, licenses, franchises and other governmental authorizations
necessary or advisable to consummate or effect the transactions contemplated by the Merger Agree-
ment. Various parties may seek to intervene in these proceedings to oppose the Mergers or to have
conditions imposed upon the receipt of necessary approvals; While WPLH, IES and IPC believe that
they will receive the requisite regulatory ‘approvals for the Mergers, there can be no assurance as to
the timing of such approvals or the ability of such parties to obtam such approvals on satisfactory
terms or otherwise. ‘ ’

Itisa condltlon to the consummatlon of the Mergers that final orders approvmg the Mergers be
obtained from the various federal and state regulatory bodies described above on terms and conditions
which would not have, or would not be reasonably likely to have, a material adverse effect on the
busmess assets, financial condition, results of operations or prospects of Interstate Energy or which
would be materlally inconsistent with the agreements of the parties contained in the Merger Agree-
ment. There can'be no assurance that'any such approvals will not contain terms or-conditions that

cause such approvals to fail to satisfy such condition to the consummation of the Mergers. Should any

approvals contain terms-or conditions unsatisfactory to WPLH, IES or IPC, such party may waive
such condition to consummation of, and may proceed with, the Mergers. Any determination to waive a

~ condition would’ depend upon the facts and circumstances existing at the time of such waiver and -

would be made by the waiving party’s Board of Directors, exercising its fiduciary duties to its
shareowners. Such facts and circumstances may be different than the facts and circumstances ex-
isting at the time the parties entered into the Merger Agreement or at the time of the WPLH Meeting,

the IES Meeting or the IPC Meeting and could be more or less favorable to WPLH, IES IPC or their -

respective shareowners than such earlier facts and circumstances. No shareowner ‘approval will be
required or sought for any such waiver, and the shareowners’ approval of the Merger Agreement
constitutes approval of such waivers as may be granted by the WPLH Board the IES Board or the IPC
Board as the case may be, in its dlscretlon

THE MERGER AGREEMENT

The followmg is a brief summary of certain provisions of the Merger Agreement; Wthh is
attached as Annex A and is incorporated herein by reference. ThlS summary is quahﬁed in 1ts entirety
by reference to the Merger Agreement :

The Mergers

The Merger Agreement prov1des that, following the approval of the Merger Agreement by the
shareowners of WPLH, IES and IPC, and the satisfaction or waiver of the other conditions to' the
Mergers, including obtaining the requisite regulatory approvals and, if the Utilities Reincorporation
Merger is. to be effected, the redemption of the then issued and outstanding shares of Utilities
Preferred Stock, either the IES Merger and the IPC Direct Merger will be effected or the IPC

-...Reincorporation Merger the IES. Merger the IPC Merger and the- Utlhtles Remcorporatlon Merger.
~ will be effected \ , :

If the' Merger Agreement is approved by the shareowners of WPLH, IES and IPC, and the other

conditions to the Mergers are satisfied or waived, the closing of the Mergers (the “Closing”) will take
place on the second business day immediately following the date on which the last of the conditions
referred to below under “— Conditions to Each Party’s Obligation to Effect the Merger?’ is fulfilled or
waived, or at such time and date as WPLH, IES and IPC shall mutually agree (the “‘Closing Date’’). On

.or.after the Closing Date; (i) the IES Merger will become effective at the Effective Time, as specified in
the articles of merger filed by WPLH with the Secretaries of State of the States of Wisconsin and Iowa .-

and (ii) the IPC Direct Merger will become effective dt the Effective Time, as specified in the articles of
merger filed by IPC with the Secretaries of State of the States of Delaware and Wisconsin. It is
intended that both the IES Merger and the IPC Direct Merger will be effected simultaneously. If the
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IPC Relncorporatlon Merger and the Utlhtles Remcorporatxon Merger are deemed by the parties to be
required for regulatory purposes, (i) the IES Merger will become effective at the time specified in the
articles of merger filed by WPLH with the Secretaries of State of the States of Wisconsin and Iowa,
(ii) the IPC Relncorporatxon Merger will become effective at the IPC Reincorporation Effective Ti ime,
as specifiéd in the articles of merger and certificate of merger filed by New IPC with the Secretaries of ,
-State of the States of Wisconsin and Delaware, (iii) the IPC Merger will become effective.at the time
specified in the articles of merger filed by New IPC with the Secretary of State .of the State of
Wisconsin, and (iv) the Utilities Reincorporation Merger will become effective at the time specified in
the articles of merger filed by New Utilities with the Secretaries of State of the States of Wisconsin and
Iowa. If the IPC Reincorporation Merger and the Utilities Reincorporation Merger are to be consum-
mated, it is intended that the IES Merger, the IPC Merger and the’ Utilities Relncorporatlon Merger
would be effected snnultaneously after the IPC Reincorporation Effectxve Tlme C

Suibject to the condition that the opinions from Merrill Lynch, Morgan Stanley and Salomon
Brothers as to the fairness of the IES Ratio and IPC Ratio to WPLH and to the holders of IES Common
Stock and IPC Common Stock, respectively, shall not have been withdrawn, WPLH, IES and IPC have
agreed in the Merger Agreement to call, give notice of, convene and hold a meeting of their respective
shareowners as soon as reasonably practicable for the purpose of secuung thexr approval to the
Mergers. . - : - : D

Consummatton of the Mergers Upon the consummat1on of the Mergers

°wDach share of IES that is owned by IES WPLH or IPC or any: of their respectlve sub31d1ar1es
(“IES Cancelled Shares”) will be cancelled and will cease to exist... .

« Each share of IPC or New IPC that is owned by IES, WPLH or IPC or any of their respect1ve~
subsidiaries (“IPC Cancelled Shares’’) will be cancelled and will cease to exist.

* Each 1ssued and outstandlng share of IES Common Stock, other than IES Cancelled Shares and
1ES Dissenting Shares, will be converted into the right to receive 1.01 shares of Interstate
Energy Common Stock (as adgusted from 0.98, to reflect sat1sfactlon of the McLeod Contln-
_gency) i 1n the IES Merger. , - : , :

» ‘In the IPC Direct Merger, each issued and outstandmg share of IPC Common Stock, other than
* IPC Cancelled Shares, will be converted into the right to receive 1.11 shares of Interstate
Energy Common Stock. . :

* Inthe IPC Direct Merger, each issued and outstandmg share of IPC Preferred Stock, other than
IPC Dissenting Shares, will be unchanged (including with respect to. the additional voting
rights proposed to be approved at the IPC Meetmg) as aresult of the IPC Dlrect Merger and w1ll o

S ﬁremam outstandmg thereafter. »

. IES Dlssentmg Shares will be cancelled and- converted 1nto such cons1derat10n as may be due -

_ with respect to such shares pursuant to the applicable provisions of the IBCA, unless and until . - . .. .

 the right.of such holder to receive fair value for such IES Dissenting. Shares terminates in -
accordance with the IBCA, in which case such shares will cease to be IES Dissenting Shares and _
will represent the right to receive Interstate Energy Common Stock pursuant to the Merger
.Agreement -

-+ If the IPC Reincorporation Merger is consummated, each issued and outstandmg shal e of IPC
Common Stock, other than IPC Cancelled Shares, w1ll be converted 1nto an. equal number of
shares of' New IPC Common Stock. - : - »

» Ifthe IPC Remcorporatron Merger is consurnmated each issued and outstandmg share of IPC
Preferred Stock, other than IPC Dissenting Shares, will be converted into an equal number of -
shares of New IPC Preferred Stock. '

88




ex reRngd e bt

* If the IPC Merger is consummated, each issued and outstanding share of New IPC Common
Stock, other than IPC Cancelled Shares, will immediately be converted into the right to receive
1.11 shares of Interstate Energy Common Stock.

* If the IPC Merger is consummated each 1ssued and outstanding share of New IPC Pieferred
. Stock, other than IPC Dissenting Shares, will be unchanged asa result of the IPC Merger and
~-will remain outstanding thereafter.. . : .

» IPC Dissenting Shares will be cancelled and converted into such consideration as may be due
. with respect to such shares pursuant to the applicable provisions of the DGCL, unless and until
the right of such holder to receive fair value for such IPC Dissenting Shares terminates in
“accordance with the DGCL, in which case such shares will cease to be IPC Dissenting Shares
“and will either represent the. right to receive New IPC Preferred Stock or remain as IPC
~Preferred Stock, as the case may be, pursuant- to the Merger Agreement.

« If the Utilities Reincorporation Merger is consummated each issued and outstandmg share of
Utilities Common Stock will be converted mto an equal number of shares of New Ultilities
Common Stock. : ' o

* Upon the conversions of the IES Common Stock in t_he IES Merger and the IPC Common Stock

* in the IPC Direct Merger or, in the alternative, the New IPC Gommon Stock in the IPC Merger, °

“except for IES Dissenting Shares, all such shares of IES Common Stock and IPC Common
Stock or New IPC Common Stock, as the case may be, will be cancelled and cease to exist, and
.each holder thereof will cease to have rights with respect thereto, except the right to receive the

- shares of Interstate Energy Common Stock and any cash in lieu of fractional shares of Inter-
state Energy Common Stock to be issued in consideration therefor.

* Each issued and outstanding share of WPLH Common Stock will remain- outstanding and
‘unchanged as a result of the Mergers and w111 remaln as one share of Interstate Energy
Common Stock »

Based upon the capltahzatlon of WPLH IES and IPC on November 10 1995 and the IES Ratio of

1.01 shares of Interstate Energy Common Stock per share of IES Common Stock and the IPC Ratio of .

1.11 shares of Interstate Energy Common Stock per share of IPC Common Stock, holders of WPLH
Common Stock; asa group, IES Common Stock, as a group, and IPC Common Stock, as a group, would
have held 43.3%, 41.7% and 15.0% of the common equity of Interstate Energy if the Mergers had been
consummated as of such date.

"Based on the capitalization of WPLH, TES and IPC on July 10,1996, and the IES Ratxo and the
IPC Ratio, holders of WPLH-Common Stock, as a group, IES Common Stock, as a group, and IPC
Common Stock, as a group, would have held 43%, 42.2%and 14.8% of the common equlty of Interstate
Energy if the Mergers had been consummated as of such date : .

If any holder of IES Common Stock or IPC Common Stock would be entitled to receive a number

" “of shares of Interstate’ Energy Commén’ Stock that inéludes a fraction, then in lieu of a fractional

share, such holder will be entitled to receive a cash payment in an amount determined by multlplymg
the fractional share interest by the. -average of the last reported sales price, regular way, per share of
WPLH Common Stock on the NYSE for the ten business days prior to and including the last business
day prior to the Effective Time on which shares of IES Common Stock and IPC Common Stock were
traded-on the NYSE, without any interest thereon.

As soon as practicable after the Effective Time, a company mutuall); acceptable to WPLH, IES
and IPC (the “Exchange Agent”’) will mail to each holder of record of a Certificate which imimediately
prior to the Effective Time (or, if applicable, the IPC Reincorporation Effective Time) represented

outstanding shares of IES Common Stock or IPC Common Stock that were cancelled and became .

instead the right to receive shares of Interstate Energy Common Stock and a letter of transmittal and
instructions for use in effecting the surrender of the Certificates for certificates representing shares of
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Interstate Energy Common Stock. Upon surrender of a Certificate to the Exchange Agent for cancella-

tion, together with a duly executed letter of transmittal and such other documents, if any,as the ‘-

Exchange: Agent may require, the holder of such Certificate will be entitled to receive a. certificate
representing that number of whole shares of Interstate Energy Common Stock and any cash i in lieu of
fractional shares of Interstate Energy Common Stock which such holder has the right to receive
pursuant to the provisions of the Merger Agreement.- Until surrendered, each Certificate will be
deemed at any time after the Effective Time to represent only the right to receive upon surrender the

certificate representing shares of Interstate Energy Common Stock and cash in heu of any fractional

share of Interstate Energy Common Stock.

, The letter of transmlttal ‘may, at the option of Interstate Energy, prov1de for the ability of a holder
of one or more Certlﬁcates to-elect that the shares of Interstate Energy to be received in exchange for .

the shares of IES Common Stock and/or IPC Common Stock formerly represented by such surren-
dered Certificdtes be issued in’ uncertificated form or to elect that such shares be credited to an
account estabhshed for such holder under the WPLH DRIE which w1ll become the Interstate Energy
DRIP following the Effective’ Time. .

No d1v1dends or other distributions declared or made after the Effective Tlme with respect to
shares of Interstate Energy Common Stock with a record date after the Effective Time will be paid to
the holder of any unsurrendered Certificate and no cash payment in'lieu of fractional shares will be
paid to any such holder until-such Certificate is surrendered. After such surrender, subject to applica-
ble law, there Wllll be paid to such holder, without interest, the unpaid dividends and dlstrxbutlons and
‘any cash payment in lieu of a fractional share, to which such holder is entitled.

Certificates which immediately prnor to the Effective Time represented shares of WPLH Common
Stock need not be exchanged and will be deemed to represent a like number of shares of Interstate
Energy Common Stock from and after the Effective Time. Certificates which 1mmed1ately prior to the

Effective Time represented shares of IPC Preferred Stock also need not be exchanged and will, except

for IPC Dissenting Shares, continue to represent IPC Preferred Stock, or, if applicable, w111 be deemed

to represent a hke number of shares of New IPC Preferred Stock from and after the Effectxve Time.

| HOLDERS OF IES COMMON STOCK AND IPC. COMMON STOCK SHOULD NOT SEND IN

'THEIR CERTIFICATES UNTIL THEY RECEIVE A LETTER OF TRANSMITTAL. SHAREOWNERS OF .

WPLH AND HOLDERS OF 1I1PC PREFERRED STOCK NEEDA NOT EXCHANGE 'THEIR
CERTIF ICATES T : o

Subs:dmru.s and Jomt Ventures

The Merger Agreement desxgnates the majority-owned subsidiaries of WPLH, IES and IPC, "
respectxvely, as““WPLH Subsidiaries,” “IES Subsidiaries’” and “IPC Subsidiaries”. (which are collec- 4'
tively referred to as ““Subsidiaries”). The remaining subsidiaries, joint venture interests and invest-

ments of WPLH IES and IPC are referred to as “WPLH Joint Ventures,”” “IES Joint Ventures” and
~ “IPCJoint Ventures " respectively. The representations, warranties and covenants of WPLH, IES and
© IPC in'the Mer "ger ‘Agreement apply’ only to the partles themselves and thelr Subs1d1ar1es o

Representatlons and Warranties .

The Merger Agreement contains customary representations and warranties by each of WPLH
IES and IPC relating to, among other things, (a) their respective organizations, the organization of
their respective Subsidiaries and similar corporate matters; (b) their. respective capital structures;
(c) authorization, execution, delivery, performance and enforceability of the Merger Agreement and

related matters;.(d) required regulatory approvals; (e) ‘their compliance. with applicable laws and
agreements; (f) reports and financial statements filed with the SEC and the accuracy of information.

contained theréin; (g) the absence of any material adverse effect on their business, assets, financial
condition, results of operations, or prospects; (h) the absence of adverse material suits, ¢laims or
proceedings, and other litigation issues; (i) the accuracy of information supplied by each of WPLH,
IES and IPC for use in the J01nt Registration Statement of which thls Jomt Proxy Statement/
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Prospectus forms a part; (j) tax matters; (k) retirement and other employee benefit plans and matters
relating to the Employee Retirement Income Security Act of 1974, as amended (“ERISA”); (1) labor
matters; (m) compliance with all applicable environmental laws, possession of all material environ-
mental, health; and safety permits and other environmental issues; (n) the regulation of WPLH, IES
and IPC and their subsidiaries as public utilities in specified states; (0) the shareowner vote required
in connection with-the Merger Agreement and the transactions contemplated thereby (as set forth in

‘this Joint Proxy Statement/Prospectus) being the only vote required; (p) that neither WPLH, IES and

IPC or any of their respective affiliatés Have taken or agreed to take any action that would prevent the
Mergers as being accounted for as a pooling of interests; (q) the inapplicability of certain provisions of
applicable state law relating to changes in control; (r) the delivery of fairness opinions by Merrill .
Lynch in'the case of WPLH, Morgan Stanley in the case of IES, and Salomon Brothers in the case of )
IPC; (s} the maintenance of adequate insurance and (t) the absence of ownership of'each other’s stock.
In addition, each of WPLH and IES provides representations with respect to their respective share-
owner rights plans not being triggered by the consummation of the Mergers and with respect to the
operatlons of their nuclear fac1ht1es ’

Certain Covenants

Pursuant to the Merger Agreement, each of WPLH IES and IPC have agreed that, durmg the
period from the date of the Merger Agreement until the Effective Time, except as permitted by the
Merger Agreement (including the disclosure schedules thereto) or the Stock Option Agreements, or as
otherwise consented to in writing by-the other parties, it will (and will cause its Subsidiaries to),
subject to certain exceptions specified therein, among other things: (a) carry on its business in the -
ordinary course consistént with prior practice; (b) not declare or pay any dividends on or make other
distributions in respect of any of its capital stock, other than to such party or its wholly-owned
subsidiaries, dividends required to be paid on any IES Preferred Stock (no shares of which are
currently outstanding), Utilities Preferred Stock, WP&L Preferred Stock or IPC Preferred Stock, and
regular-quarterly dividends to be paid on WPLH Common Stock not to exceed in any fiscal year 105%
of the:dividends for the prior fiscal year, and regular quarterly dividends to be paid: on IES Common
Stock and IPC Common Stock not to exceed in any fiscal year 100% of the dividends for the prior fiscal
year; (c) not effect certain other changes in its capitalization other than redeeming any series of IES
Preferred Stock, Utilities Preferred Stock, WP&L Preferred Stock or IPC Preferred Stock, as required

by their respective terms, or in.connection with a refunding of preferred stock at a lower cost of funds,

or if necessary to facilitate the transactions contemplated by the Merger Agreement; (d) not issue or
encumber any capital stock, rights, warrants, options or convertible or similar securities other than (i)
issuances pursuant to the Stock Option Agreements, (ii) issuances pursuant to the benefit plans
relating to certain WPLH Subsidiaries; (iii) intercompany issuances, (iv) issuances in connection with -
refunding preferred stock with preferred stock or debt at a lower cost of funds, (v) issuances in
connection with dividend reinvestment plans or shareowner rights plans, as-applicable, and (vi) up to
450,000 shares of IES Common Stock, 1,000,000 shares of WPLH Common Stock and 200,000 shares
of IPC Common Stock to be issued for' general corporate purposes, mcludmg issuances in connection

‘with acquisitions and financings and issuances pursuant. to employeé benefit plans, stock option and

other incentive compensation plans and directors” plans; (e) not amend its articles of incorporation, -
by-laws or regulations or similar corporate documents; (f) not engage in material acquisitions in
excess of $10,000,000 in the case of each of WPLH and IES or $5,000,000 in'theé case of IPC.in the
aggregate over the amounts budgeted or forecasted by each such party; (g) not enter into any written

. commitments for the purchase of sulfur dioxide emission allowances as provided for by the Clean Air
.Act Amendments of 1990 in excess of an aggregate of $1,000,000 in the case of WPLH, $500,000 in the

case of IES and $250,000 in the case of IPC; (h) not make any capital expenditures in excess of
$50,000,000 in the case of WPLH, $80,000,000 in the case of IES and $16,000,000 in the case of IPC in
the aggregate over the amounts budgeted by each such party for capital expenditures; (i) not sell,
lease, encumber or otherwise dispose of material assets in an aggregate amount equalling or exceeding
$10,000,000 in the case of each of WPLH and IES and $2,000,000 in the case of IPC, other than .

- planned or ordinary course of business dispositions and encumbrances; (]) not incur.indebtedness (or
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‘ guarantees thereof' ), other than (i) short-term indebtedness in the ordlnary course of business consis-
tent with prlor practice, (ii) long-term indebtedness not aggregating more than $40,000,000 in the
case of WPLH| $60,000,000 in the case of IES and $20,000,000 in the case of IPC; (iii) arrangements
between such'party and its Subsidiaries or among its Subsidiaries, (iv) in connection with the
refunding of existing indebtedness at a lower cost of funds, or (v) in connectlon with any permitted
refunding of preferred stock; (k) not enter into, adopt or amend or increase the amount or accelerate
the payment or vesting of any benefit or amount payable under, any employee benefit plan or other
agreement, commitment, arrangement, plan or policy, except for normal increases in the ordinary
course of business consistent with past practice that, in the aggregate, do not result in a material
increase in benefits or compensation expense to such party or any of its Subsidiaries; (1) not engage in
~ any act1v1ty which would cause a change in its status under the 1935 Act; (m) not commence
construction of or obligate itself to purchase any additional generating, transmission or delivery
capacity in an amount in excess of $30,000,000 in the case of WPLH, $80,000,000 in the case of IES
- and $16,000,000 in the case of IPC, other than in the ordinary course of business consistent with past
practice or pursuant to tariffs on file with the FERC or as budgeted or forecasted; (n) not make any
material change in their accounting methods other than as required by law or in accordance with
generally accepted accounting principles; (o) not take any action to prevent Interstate Energy from
accounting for the business combination to be effected by the Mergers as a poohng of interests; (p) not
take any action that would adversely affect the status of the Mergers as a tax-free transaction; (q) not
enter into agreements with affiliates (other than wholly-owned Subsidiaries) other than on an arm’s-

length basis; (r) cooperate with the other parties, provide reasonable access to its books ‘and records

_and notify the other parties of any significant changes; (s) use all commercially reasonable efforts to
obtain certain third-party consents to the Mergers; (t) not take any action that would or is reasonably
likely to result in a material breach of any provision of the Merger Agreement or the Stock Option

- Agreements or cause any of the representations and warranties therein to be untrue on or as-of the

Closing Date; (1) not take any action that is l1kely to jeopardize the qualification of WP&L's, Utilities’.
or IPC’s outstanding revenue bonds as tax-exempt industrial revenue bonds; (v) create a joint transi-

tion steering téam to examine alternatives to effect the integration of the parties after the Effective
. Time; (w) take, and cause their Subsidiaries to take, only those actions that are required, permitted or
contemplated by the Merger Agreement from the date thereof to the Effective Time; (x) refrain from
taking specified actions relating to certain tax matters; () not discharge or satisfy any claims,
liabilities- or obligations, other than discharges in the ordinary course of business or in accordance
with their tern}s of liabilities reflected in the most recent consolidated financial statements; (z) not,
- except in the ordinary course of business, change the status of any of its material contracts or
' agreements or waive or release or assign any material rights or claims; and (aa) maintain- adequate
insurance and use reasonable efforts to maintain all existing governmental permits.

The partles also agreed in the Merger Agreement that, prior to the Closing Date, (a) WPLH .and
IPC will take all actions necessary so the WPLH Charter Amendments become effective no later than

the Effective Time and the IPC Charter Amendment becomes effective prior to the Effective Time;

- and (b) IES-will amend its rights- agreement to terminate no later than the Effectlve Tinieg. -

“The Merger Agreement provides that if the partles are unable to obtain the necessat’y statutory i

-approvals and other third-party consents which are necessary to effect the strategic combination of
WPLH, IES and IPC in the form contemplated by the Merger Agreement, and the adoption of an
alternatlve structure (that otherwise substantlally preserves for WPLH, IES and IPC the economic
benefits of the Mergers) would result in such conditions being satisfied or waived, then the parties
shall use their respective best efforts to effect a business combination among themselves by means of a
mutually agreed upon structure other than the Mergers that S0 preserves such benefits. .

No Solicitation of Transactions

' The. Merger Agreement prov1des that no party thereto will, and each such party will cause 1ts
Sub31d1ar1es not to, and each such party will not permit any of its officers, directors, employees,
accountants, counsel, investment bankers, financial advisors and other representatives (collectively,
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“Representatives”) to, and each such party will use its best efforts to cause such persons not to,
directly or indirectly: initiate, solicit or encourage, or take any action to facilitate the making of any

offer or proposal which constitutes or is reasonably likely to lead to, any Business Combination
Proposal (as defined herein), or, in the event of an unsolicited Business Cornbmatlon Proposal, except

to the extent required by their fiduciary duties under applicable law if so advised in a written opinion .

of outside counsel, engage in negotiations or provide any information‘or data to any person relating to
any Business Combination Proposal. As used above, “Business Combination Proposal’’ means any
tender or exchange offer, proposal for a merger, consolidation or other business combination involving
any party to the Merger Agreement or any of its material Subsidiaries, or any proposal or offer (in each
case, whether or not in writing and whether or not delivered to the shareowners of a party generally)
to acquire in any manner, directly or indirectly, a substantial equity interest in or a substantial portion
of the assets of any party to the Merger Agreement, or any of its material Sub51d1ar1es other than
pursuant to the transactions contemplated by the Merger Agreement.

Interstate Energy Board of Directors

The.Merger Agreement provides that the WPLH Board the TES Board and the IPC Board will -

take such action as may be necessary to cause the number of directors comprising the full Interstate
Energy Board at the Effective Time to be fifteen persons. The directors will be divided into three
classes (hereafter referred to as ‘““Class I,” “Class II"’” and “Class III"’) of five directors each. Class I
directors will be appointed for a term expiring at the first annual meeting of the shareowners of
Interstate Energy following the Effective Time, Class II directors will be appointed for a term expiring
at the second annual meeting of shareowners of Interstate Energy following the Effective Time, and
Class III directors will be appointed for a term expiring at the third annual meeting of shareowners of
Interstate Energy following the Effective Time, and in each case until their respective successors have

been duly elected and qualified. Prior to the Effective Time, WPLH and IES will each designate two -
directors and IPC will designate one director for each of Classes I and II. Class ITI directors will consist
of Mr. Liu, Mr. Davis and Mr. Stoppelmoor, as well as two additional directors, one of whom will be -

des1gnated by each of WPLH and IES prior to the Effective Time. Directors designated by WPLH, IES
and IPC (including their successors) are hereinafter sometimes referred to as the “WPLH Directors,”
the “IES Directors” and the “IPC Directors,” respectively. To date, WPLH, IES and IPC have not
determined who, in addition to Messrs. Liu, Davis and Stoppelmoor, will be de51gnated to serve on the
Interstate Energy Board after the Effective Time. If after their selection and prior to the Effective
Time, any of such des1g‘nees shall decline or be unable to serve, the party that des1gnated such person
) shall designate another person to serve in such person’s stead . ’

) . The. Merger Agreement also prov:des that for a period commencmg with the Effectlve Tlme and
.explrlng on the date of the third annual meeting of the shareowners of the Company following the

" Effective Time, the WPLH, IES and IPC Directors (each as a separate group) will be entitled to . -

nominate those persons who will be eligible to be appointed, elected or reelected as WPLH, IES and
IPC Directors, respectively. The WPLH Board, the TES Board and the IPC Board will‘also take such
action as may be necessary to cause the Nominating, Audit and Compensation Committées of the

Interstate Energy Board at the Effective Time to consist proportxonately (to the extent reasonably

practlcable) of desxgnees of each of WPLH, IES and IPC. *

The Merger Agreement further prov1des that for a period of five years following the Effectxve
Date, no person who is an executive officer or employee of Interstate Energy or any of its subsidiaries

will be eligible to serve as'a director of Interstate Energy except for Messrs. Liu, Davis and- Stop-
pelmoor. Howéver, if Mr. Davis is not then serving as Chief Executive Officer of Interstate Energy, the

person servmg in such capacity will be eligible to serve as a dlrector of Interstate Energy

Indemmf cation

"The Merger Agreement prov1des that to the extent, if any, not prowded by an existing rlght of

indemnification or other agreement or policy, from and after the Effective Time, Interstate Energy
will, to the fullest extent permitted by applicable law, indemnify, defend and hold harmless each
person who was at, or who had been at any time prior to, the date of the Merger Agreement, or who
becomes prior to the Effective Time, an-officer, director or employee of any of the parties thereto or
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any subsidiary (the “Indemnified Parties”) against all losses; expenses (including reasonable attor-
ney’s fees anq expenses), claims, damages or liabilities or, subject to the proviso of the next succeeding
sentence, amounts paid in settlement, arising out of actions or-omissions occurring at or. prior to the
Effective Time (and whether asserted or claimed prior to, at or after the Effective Time) that are, in
whole or in part, based on or arising out of the fact that such person is or-was a director, officer or
employee of such party, and all such indemnified liabilities to the extent they are based on arise out of
or pertain to the transactions contemplated by the Merger Agreement. In the event of any such loss,
expense, claim, damage or liability (whether or not arising before the Effective Time), (i) Interstate -
- Energy will pay the reasonable {ees and expenses of counsel selected by the Indemnified Parties, which_
counsel will be reasonably satisfactory to Interstate Energy and otherwise advance to such Indemni-
fied Party upon request reimbursement of documented expenses reasonably incurred, (ii) Interstate
Energy will cooperate in the defense of any such matter and (iii) any determination required to be
made with respect to whether an Indemnified Party’s conduct complies with the standards set forth
under Wisconsin law and the Interstaté Energy Charter or the Interstate Energy Bylaws will be made
-by independent counsel mutually acceptable to Interstate Eneérgy and the Indemnified Party; pro-
vided, -however, that Interstate Energy. will not be liable for any settlement effected without its
written consent (which consent shall not be unreasonably withheld). The Merger Agreement further
provides that the Indemnified Parties as a group may retain only one law firm with respect to each
unrelated matter except to the extent there is, in the opinion of counsel to an Indemnified Party, under
applicable standards of professional conduct, a conflict on any significant issue between positions of
such Indemnified Party and any other Indemnified Party: or Indemnified Parties. ‘

In addition, the Merger Agreement requires that for a period of six years after the Effective Time,
Interstate En:érgy will cause to be maintained in effect policies of directors’ and officers’ liability
insurance maintained by WPLH, IES and IPC for the benefit of those persons who were covered hy
such policies as of the date of the Merger Agreement on terms no less favorable than the terms of such
insurance coverage, provided that Interstate Energy will not be- required to expend in any year an
amount in excess of 150% of the annual aggregate premiums currently paid by WPLH, IES and IPC
for such insurance and, provided further that if the annual premiums of such insurance coverage
exceed such amount, Interstate Energy shall be obligated to obtain a policy with the best coverage
available, in the reasonable judgment of the Interstate Energy Board, for a cost not exceeding such
amount. Also, the Merger Agreement provides that to the fullest extent allowed by law, from and after
the Effective Time, all rights to indemnification existing in favor of the employees, agents, directors
and officers of WPLH, IES and Interstate and their respective subsidiaries with respect. to’ their
activities as-such prior to the Effective Time, as provided in their respective articles of incorporation
and bylaws in/effect on the date of the Merger Agreement or otherwise in effect on the date of the
Merger Agreement will survive the Mergers and will continue in full force and effect for a period of not
less than six years from the Effective Time. A o s T
Conditions to Each Party’s Obligation to Effect the Mergers = o o

The respective obligations of WPLH, IES and IPC to effect the Mergers- are subject to the
. following conditions: (a) the approval of the Merger Agreement and the transactions contemplated
thereby by the shareowners of WPLH, IES and IPC, the approval of the IPC Charter Amendment by
the shareowners of IPC and thé approval of the WPLH Charter Amendments by the shareowners of
WPLH; (b) no'temporary restraining order, preliminary or permanent injunction or other order by -
any federal or:;state court shall be in effect that prevents consummation of the Mergers; (c) the Joint
Registration Statement shall have become effective in accordance with the provisions of the Securities
‘Act and shall not be the subject of.a stop order suspending such effectiveness; (d) the shares of
Interstate Energy Common Stock issuable in connection with the Merger shall have been authorized ~
- for listing on the NYSE, upon official notice of issuance; (e) the receipt of all material governmental
. authorizations, consents, orders or approvals which do not impose terms or conditions which could
reasonably be expected to have a material adverse effect on Interstate Energy; (f) the receipt by each
of WPLH, IES and IPC of letters from their independent accountants stating .that the business
combination to be effected by the Mergers will qualify as a pooling.of interests transaction under
generally accepted accounting principles and applicable SEC regulations; (g) the performance in all
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material respects of all obligations of the other parties required to bé pérformed under the Merger
Agreement and the Stock Option Agreements; (h) the accuracy of the representations and warranties
of the other parties set forth in the Merger Agreement as of the date of the Merger Agreement and as
of the Closing-Date (except as would not reasonably be likely to result in a material adverse effect);

(i) WPLH, IES and IPC having received officers’ certificates from each other stating that certain -
conditions set forth in the Merger Agreement have been satisfied; (j) there having been no material -

adverse effect on the business, assets, financial condition, results of operations or prospects-of the
other parties and their subsidiaries taken as a whole; (k) the receipt of tax opinions from counsel to
each party to the effect that the Mergers will be treated as tax-free reorganizations under Sec-
tion 368(a) of the Code; (1) the receipt by the other parties of certain material third-party consents;

and (m) the receipt by Interstate Energy of letter agreements relating to trading in securities of ‘

WPLH, IES and IPC (substantially in the form attached as an exhibit to the Merger Agreement) duly
executed by each affiliate of the other party.

In addition, the Merger Agreement provxdes that it shall be a condition to the obhgatlons of
WPLH to hold the WPLH Meeting that the opinion of Merrill Lynch attached hereto as Annex L shall
not have been withdrawn, it shall be a condition to the obligation of IES to hold the IES Meeting that
the opinion of Morgan Stanley attached hereto as Annex M shall not have been withdrawn, and it shall

* be a condition to the obligation of IPC to hold the IPC Meeting that the oplnlon of Salomon Brothers

attached hereto as Annex N shall not have been withdrawn.
At any time prxor to the Effective T1me ‘to the extent permitted by apphcable law, the condltlons

to the obligations of each of WPLH, IES or IPC to consummate the Mergers may be waived in wr1t1ng ,

by such party. Any determination to waive a condition would depend upon the facts and circumstances

exrstmg at the time of such waiver and would be made by the waiving party s Board of Directors,

exercising its ﬁduc1ary duties to its shareowners. No shareowner approval will be required or sought
for any such waiver; a shareowner’s approval of the Merger Agreement constltutes approval of such
waivers as may be granted by the Board of Dlrectors in its dxscretlon See Amendment and
Waxver :

Benel‘ t Plans

: Except for the benefit plans referred to in the immediately followmg paragraph each of the'
benefit plans of WPLH, IES and IPC in effect as of the date of the Merger Agreement will be-continued”

for.the employees or former employees of WPLH, IES and IPC and any of their Subsidiaries who are
covered ‘by such plans immediately prior to the Closing Date, until Interstate Energy-otherwise
determines after the Effective Time (subject to any reserved right contained in any such benefit plan
to.amend, modify, suspend, revoke or terminate such plan). To the extent certain of such benefit plans
are not continued, Interstate Energy or its subsidiaries have agreed to provide, for at least one year
following the Effective Time, benefits which are no less favorable in the aggregate that the benefits
provided under the affected WPLH, IES or IPC benefit plans. Each participant ina WPLH, IES or IPC
benefit plan shall receive credit for purposes of eligibility to receive benefits under, vesting and benefit

- accrual under an Interstate Energy benefit plan-for service credited for the: corresponding purpose

under such benefit plan. Any employee first hired after the Closing Date will be eligible to participate
in any benefit plan maintained, or contributed to, by the subsidiary, division or operation employmg
such person, so long as such person meets the eligibility requirements of such plan

. Prior to the Effective Time, (i) each outstanding option to purchase shares of IES.Common Stock
under an IES stock plan (each an “IES Stock Option’’) along with any tandem stock appreciation
right, will constitute an option to acquire on the sameterms and conditions as were applicable under

_ such option (subject to the adjustments necessary to give effect to the IES Merger), shares of Inter- . -

state Energy Common Stock based on the same number of shares of Interstate Energy Common Stock
as the holder of such IES Stock Option would have been entitled to receive pursuant to the IES Merger
had such holder exercised such option in full immediately prior to the Effective Time and (ii) each
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other outstandlng award under an JIES stock plan (each an “IES Steck Award”) w1ll constltute an
award based upon the same number of shares of Interstate Energy Common Stock as the holder of
such IES Stock Award would have been entitled to receive pursuant to the IES Merger had such holder-
been the owner immediately before the Effective Time of the shares of IES Common Stock on which
such IES Stock Award is based, and otherwise on the same terms and conditions as governed such IES
Stock Award 1mmed1ately before the Effective Time. .

Termination

The Merger Agreement may be terminated at any time prior to the Closing Date, whether before
or after approval by the shareowners of WPLH, IES and IPC: (a) by mutual written consent of WPLH,
IES and IPC; (b) by any party thereto, by written notice to the other parties, if the Effective Time shall
not have occurred on or before May 10, 1997 (which date shall be extended to May 10, 1998 if the
required statutory approvals and consents have not been obtained by May 10, 1997, but all other
conditions to Closing shall be, or shall be capable of being fulfilled); provided, however, that 'such right
to terminate the Merger Agreement ‘will not be avallable ‘to any party whose failure to fulfill any
obhgatlon under ‘the Merger Agreement has been the cause of, or resulted in, the failure of the
. Effective Tlme to occur on or before that date; (c) by any party thereto if any required shareowner-
approval was not obtained at a duly held meeting of shareowners or at any adjournment thereof; (d) by
any party thereto, if any state or federal law, order, rule or regulation is adopted or issued, which has
the effect of prohibiting the Mergers, or any court of competent jurisdiction in the U.S. or any state

shall have issued an order, judgment or decree permanently restraining, enjoining or otherwise -
prohibiting the Mergers, and such order, judgment or decree shall have become final and nonappeala- .

ble; (e) by WPLH, IES or IPC upon two days’ prior notice to the other parties, if, asa result of a tender
offer by a person other than the other parties, or any of their affiliates, or any written offer ot proposal
with respect to a merger of such party, sale of a material portion of such party’s assets or other
business comb}ination involving such party (each, a “Business Combination”) by a person other than
the other parties, or any of their affiliates, the Board of Directors of such party determines in good

faith that its fiduciary obligations under applicable law require that such tender offer or other written
offer or proposal be accepted; provided, however, that (i) the Board of Directors of such party has been
advised in writing by outside counsel that notwithstanding a binding commitment to consummate an
agreement of 'the nature.of the Merger Agreement entered into in the proper -exercise of their
applicable ﬁduclary duties and notwithstanding all concessions which may be offered by the other
parties, such fiduciary duties would also require the directors to reconsider such.commitment as a
result of such ‘tender offer-or other written offer or proposal and (ii) prior to any such termination,
such party shall, and shall cause its respective financial and legal advisors to, negotiate with the other
parties to make such’ adjustments in the terms and conditions of the Merger Agreement as would

enable such party to proceed with the transactions contemplated thereby on such adjusted terms, or - |

(f) by either WPLH, IES or IPC, by written notice to the other parties, if (i) there exist breaches of the
'representatlons and:warranties on the part of either of the other parties made in the Merger- Agree-
ment or the Stock Option Agreements as of the date thereof which breaches, individually or in the
aggregate, would or would be reasonably likely to result in a material adverse effect on the business,
assets, financial condition, results of operations or prospects of such other party and its subsidiaries
taken as a whole, and such breaches shall not have been remedied within 20 days after receipt by the
breaching party of notice in writing from the non-breaching party or parties, specifying the nature of
such breaches and requesting that they be remedied; (ii) either of the other parties (and/or their
appropriate Subsidiaries) has not performed-and complied in all respects with certain agreements and
covenants relatmg to the absence of changes in capitalization or issuance of securities or has failed to
perform and. cornply, in all material respects, with its other agreements and :covenants under the
Merger Agreement or under the Stock Option Agreements, and such failure to perform or comply has
not been remedled within 20 days after receipt by the breaching party of notice in writing from the
non- breachmg party, specifying the nature of such failure and requesting that it be remedied, or
(iii) the Board’ of Directors of either of the other parties or any committee thereof (A) shall withdraw or
modify in any rnanner adverse to such party its approval or recommendation of the Merger Agreement
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or the Mergers, (B) shall fail to reaffirm such approval or recommendation-upon such party’s request,
(C) shall approve or recommend any acquisition of either of the other parties or a material portion of
their assets or any tender offer for either of the other parties’ common stock, in each case by a party
other than such party or any of 1ts aﬁihates or (D) shall resolve to take any of the actions spec1ﬁed in
clause (A), (B), or (C).

In the event of termination of. the Merger Agreement by either WPLH, IES or IPC as provided
above, there shall be no liability or obligation on the part of WPLH, IES or IPC or their respective
officers or directors thereunder other than: to hold in strict confidence all documents furnished to the
other in accordance with the Confidentiality Agreement, dated September 19, 1995, as may be
amended from time to time (the ‘“‘Confidentiality Agreement’); to pay certain fees and expenses
pursuant to certain specified provisions of the Merger Agreement described below under “— Termina-
tion Fees” and “‘— Expenses and to comply with certain other specified provisions of the Merger
Agreement. - R ' o

The Merger Agreement does not provide for any modification in the Ratios due to changes in the
operating results, financial condition or trading prices of the WPLH Common Stock, IES Commeon’
Stock or IPC Common Stock between the time of the execution of the Merger Agreement and the
consummatlon of the transactlons contemplated thereby

Termination Fees

The Merger Agreement provides that if the Merger Agreement is terminated at such time as it is
terminable by WPLH, IES or IPC (but not all three) for breaches of any representations or warranties
contained in the Merger Agreement as of the date thereof, or of agreements and covenants contained’
in the Merger Agreement or the Stock Option Agreements pursuant to the provisions of the Merger
Agreement described in clauses (f)(i) and (f)(ii) under “‘— Termination’ above, then if such breach is
- not-willful, each. non-breaching party is entitled to reimbursement of its documented out-of-pocket
expenses, not to exceed $5,000,000 per each non-breaching party. In the event of a willful breach, the
non-breaching party or parties will be entitled to its or their out- of-pocket expenses and fees (which
shall not be limited to $5,000,000) and any remedies it or they may have at law or in equity, and
provided that if, at the time of the breaching party’s or parties’ willful breach, there shall have been a
third-party tender offer or proposal for a Business Combination which has not been rejected by the
breaching party or parties or withdrawn by the third party, and within two and one-half years of any
termination by the non-breaching party or parties, the breaching party or parties become a subsidiary
~ of such offeror or of an affiliate of such offeror or accept an offer to consummate or conéummates a
Business Combination with such third party, then such breaching party or parties, upon the closing of”
such Business Combination, will pay to the non-breaching party or parties an additional:-aggregate fee
equal to $25,000, 000 1f WPLH or IES is the breaching party, or $12 500,000, if IPC is the breachlng
party. T :

The Merger Agreement also requires payment of an aggregate termination fee of $25, 000 000 if
-WPLH or IES is the Target Party (as hereinafter defined), or $12,500,000, if IPC is the Target Party,
together with reimbursement of out-of-pocket expenses, by one party (the ‘“Target Party”) to the
other parties in the following circumstances: (1) the Merger Agreement is terminated (x) as a result of
the acceptance by the Target Party of a third-party tender offer or proposal for a Business Combina-
tion, (y) following a failure of the shareowners of the Target Party to grant their approval to the
Mergers or (z) as a result of the Target Party’s material failure to convene a shareowner meeting,

distribute proxy materials and, subJect to its Board of Directors’ fiduciary duties, recommend the -

Mergers to its shareowners; (2) at the time of such termination or prior to the meeting of such party’s
shareowners there has been a third-party tender offer or proposal for a Business Combination which
shall not have been rejected by the Target Party or withdrawn by such third party; and (3) within two
and one-half years of any such termmatlon described in clause (1) above, the Target Party accepts an
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offer to consummate or consummates a Busmess Combination with such third party. The applicable
. termination fee and out-of- pocket expenses referred to in the prev1ous sentence wxll be paid at the
- closing of such lthlrd -party Busmess Combination. : .

In addxtlon to the foregoing; if the Merger Agreement is termlnated under circumstances. that
give rise to.the payment of the termination fee discussed above by the Target Party referred to above
~ and within nine months of such termination one of the non- terminating parties is acquired by the

same third-party offeror, the sole remaining party will be entitled to (i) a second termination fee of
$25,000,000, if WPLH or IES is the second target party, or $12,500, 000 if IPC is the second target
party, on the S1gn1ng of a definitive agreement, or if no such agreement is signed at the closing, relating’
to such Busmess Combination, and (ii) payment of any termination fee paid to such second target
. party by the or1g1na1 terminating party (i.e., the first Target Party) pursuant to the termination of the- ;
Merger Agreement. If only one party must, pay expenses, or is entitled to receive a termination fee as
set forth above, such ‘party will pay or receive one hundred percent (100%) of the applicable expenses’
or fee. If two parties are required to pay expenses or entitled to receive any such fee, each'such party’s
percentage of such expenses or fee will equal a fraction, the numerator of which shall be, in the case of
IES or IPC, the number of shares of Interstate Energy Common Stock which would have been issuable
(on a fully diluted basis) to such party’s shareowners, or, in the case of WPLH, the number of shares of
Interstate Energy Common Stock (on a fully diluted basis) that would have been retained by its
shareowners, had the Effective Time occurred at the time the Merger Agreement is terminated, and
the denommator of which will be the aggregate number of shares of Interstate Energy Common Stock‘
“that would have been 1ssuable to or retained by (in either case on a fully diluted basis) the shareowners
of the two partles requlred to pay expenses or entitled to receive such fee had the Effective Time

- ‘occurred at the! txme the Merger Ag'reement is termlnated

In the event that the Merger Agreement becomes terminable under cxrcumstances in Wthl’l a
termination feeicould be payable by one or more parties (the “Payor” or “Payors”’)-pursuant to the
immediately préceding paragraph, such-event will also constitute a “Trigger Event” under the Stock
Option Agreements pursuant to which the Payors issued Optlons to the other party or:parties, so as to
entitle the other party or parties to require the Payors to repurchase such Option or the Option Shares
(as defined herein) issued upon exercise thereof or to make a Trigger Payment (as defined herein). The
termination fees payable by WPLH, IES and/or IPC under the foregoing provisions plus the aggregate,
amount which could be payable by WPLH, IES and/or IPC under the Stock Option Agreements may
not exceed $40, 000 000 (for WPLH or IES) or $20 000, 000 (for IPC) in the aggregate See “The Stock ;
Option Agreements : ‘

The Merger Agreement further prov1des that all termmatlon fees constltute hquldated damages‘
and not a penalty and, if one party should fail to. pay any ‘termination fee due, the defaulting party
shall pay the cost and expenses in connection with any action taken to collect payment together w1th
. interest on the amount of any unpaid . termmatlon fee

o Expenses

Except as set forth above all costs and expenses mcurred in connectlon w1th the Merger Agree-
ment and the transactions contemplated thereby shall be paid by the party incurring such expense, .
" except that those expenses incurred in connection with the printing and filing of this Joint Proxy ‘
Statement/Prospectus shall be shared 43% by WPLH, 43% by IES and 14% by IPC.

Amcndmcnt and. Wawcr

The Merger Agreement may be amended by the directors of the partles thereto at any time before
or after approval thereof by the shareowners of WPLH, IES and IPC and prior fo the Effective Time,
but after such approvals no such amendment shall alter r change the amount or kind of shares, rights
or manner of conversion of such shares, alter or change any of the terms or conditions of the Merger
Agreement if any of the alterations or changes, alone or in the aggregate, would materially adversely

affect the rights;of holders of WPLH, IES or IPC Common Stock, or alter or change any term of the -

WPLH, IES. or IPC Chartels as approved by the shareowners of WPLH, IES or IPC, except for .

i
|
.
I
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alterations or changes that could otherwise be adopted by the Interstate Energy Board without the
further ‘approval of such shareowners (such as to delete the name and address of a former registered
agent or office, to change the registered agent or office or to make certain limited changes in the
corporate name). The parties to the Merger Agreement may extend the time for the performance of
any of the obligations or other acts of the other parties thereto, waive any inaccuracies in the
representations and warranties contained therein or in any document delivered pursuant thereto, and

waive compliance with any of the agreements or conditions contained in-the Merger Agreement to the

extent permltted by law

Standstill. Prov:snons

Pursuant to the Conﬁdentlahty Agreement, WPLH, IES and IPC have each agreed (other than as
contemplated in the Mérger Agreement or Stock Option Agreements), that they will not, for a period
of two years from the date thereof, (i) acquire or agree to acquire any securities of either or both of the .

other parties or any warrant or option for such securities or any security convertible into such
securities; (ii) make or in any way participate in any solicitation of proxies to vote, or seek to advise or
influence any person with respect to the voting of, securities of either.or both of the other parties;
(iii) otherwise act to seek control or influence the management, Board of Directors or policies of either
or both of the other parties; or (iv) make any public request to waive any provision of the Confidential-
ity Agreement to permit such party to take any action prohlblted above : '

THE STOCK OPTION AGREEMENTS

The followmg is a brief summary of the terms of the Stock Optlon Agreements, copies of which are’
attached as Annexes B through G and which are incorporated herein by reference. Such summary is '

qualified in its entirety by reference to the Stock Option Agreements. The Stock Option Agreements
are intended to increase the likelihood that the Mergers will be consummated in acéordance with the
terms of the Merger Agreement. Consequently, certain aspects of the Stock Option Agreements may

have the effect of discouraging persons who might now or prior to the Effective Time be interested in
acquiring all or a significant interest in, or otherwise effecting a Business Combination with, WPLH, .

IES or IPC from considering or proposing such a transaction, even if such persons were prepared to
offer to pay consideration to shareowners of WPLH, IES or IPC, as the case may be, which had" a
higher value than the shares of Interstate Energy Common Stock to be received per share of IES or
IPC Common Stock or. to be retained by holders of WPLH Common Stock, as the case may be,
pursuant to the Merger Agreement -

General

Agreements As holders of Options thereunder (the “Optlon Holders”) WPLH, IES and IPC have the
right, under certain circumstances, to purchase up to (i) with respect to the Optlons granted by
WPLH (the ‘WPLH Optxons”) 6,123,944 shares of WPLH Common Stock; (ii) with respect to the
Opt1ons granted by IES (the “IES Options), up to 5,861,115 shares of IES Common Stock; and

' (iii) 'with respect to the Options granted by IPC (the “IPC Optlons”) up to 1,908,293 shares of IPC .~~~ '

Common Stock (shares of common stock purchasable pursuant to the WPLH. Optlons the IES
Options and the IPC Options are collectively referred to as the “Option Shares”) at an exercise price
of $30.675 per share for the WPLH Common Stock, $26.7125 per share for the IES Common Stock and
$28.9375 per share for the IPC Common Stock, such prices being equal to the average of the daily
closing sale prices for such shares on the NYSE during the ten NYSE trading days pnor to the fifth
NYSE trading day preceding the date of the Merger Agreement. :

' The Options may be exercised by an Option Holder, in whole or in part, at anytime or"from"time to

time after the Merger Agreement becomes terminable by such Option Holder under circumstances.

which could entitle such Option Holder to termination fees from the issuer of the Options (the
“Option Grantor”) as a result of a Trigger Event (as defined in'the Stock Option Agreements and
described above under “The Merger Agreement — Termination Fees”), regardless of whether the

e
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Merger Agreement is actually termmated or whether there occurs a closing of any Business Combma— ‘
tion. If only one Option Holder becomes entitled to exercise its Option as it relates to a specific Option -
Grantor, the Optlon will be for 100% of the shares subject thereto. If more than one Option Holder
becomes entitled to exercise its Option with respect to a specific Option Grantor, the percentage of the
number of shares of the Option Grantor’s common stock that the Option Holder. may purchase upon
exercise of the Option shall be equal to a fraction, the numerator of which will be the number of shares
of Interstate Energy Common Stock (on a fully diluted basis) that would have been acquired or
retamed by the Option Holder’s shareowners had the effective time of the Mergers occurred as of the
date on which thc exercise notice under the Stock Option Agreement is delivered or the date on which
demand for a 'I‘rlgger Payment is given, as the case may be, and the denominator of which will be the
aggregate number of shares of Interstate Energy Common Stock that would have been issuable to or

‘retained by (in either case on a fully diluted basis) the shareowners of both of the Option Holders
entitled to exercise their respective Options had the effective time.of the Mergers occurred as of the
date on which the exercise notice is delivered or the date on ‘which demand for a Trigger Payment is

~given, as the case may be. The exercise price under the Stock 'Option Agreements may be paid, at the

~Option Holder s election, either in cash or shares of the common stock of the Option Holder.

The Optlons will terminate upon the earlier of (i) the Effective Time, (ii) thé termination of the
-Merger Agreement pursuant to its terms (other than a termmatlon under circumstances which would
constitute a Trigger Event), or (iii) 180 days following any termination of the Merger Agreement upon
or during the continuance of a Trigger Event (or, if at the expiration of such 180-day period the Option
cannot be exercised by. reason of any applicable judgment, decree, order, law .or regulation, ten
business days after such 1mped1ment to exercise shall have been removed or'shall have become final
and not subject to appeal, but in no event under this clause (111) later than May 10, 1998)

-Notwithstanding the foregoing, no Optlon may be exercised (a) if the Optlon Holder is in material
- breach of any:of its material representations or warranties, or in material breach of any of its .’
covenants or agreements contained in the applicable Stock Optlon Agreement or in the Merger
‘Agreement, ’ or (b) if a Trigger Payment has been paid pursuant to the apphcable Stock Optnon
Agreement or a demand therefor has been made and not w1thdrawn :

Certam churchases and Other ‘Payments

Under the terms of the Stock Option Agreements at any t1me durmg which the Optlon is
exercisable (the ‘“‘Repurchase Period’’), the Option Holder has the right to require the Option' Grantor .
to repurchase from the Option Holder all or any portion of the Option or, at any time prior to May 10,
1997 (provided that such date shall be extended to May 10, 1998 under the circumstances where the
date.after which any party may terminate the Merger Agreement has been extended to May 10, 1998),
all or any portxon of the Option Shares purchased by the Option Holder pursuant to the exercise of the
Option. The amount that the Optlon Grantor will pay to the Option Holder to repurchase the Option”
is the difference between the Market/Offer Price for shares of the Option Grantor’s common stock as

of the date the’ Optlon Holder gives notice of its intent to exercise its rights (the “Notice Date”) and _

the exercise price for the Option, multlphed by the number of Option Shares purchasable pursuant to
the Option, or the portion thereof to be so repurchased, but only if the Market/Offer Price is greater
than such exercise price. The amount that the Option Grantor.will pay to the Option Holder to
repurchase the Option Shares is the exercise price paid by the Option Holder for the Option Shares
plus the dxfference between the Market/Offer Price and the exercise price paid by the Option Holder -
for the Optmn Shares (but only if the Market/Offer Price is greater than such exercise price),
multiplied by the number of Option Shares to be so repurchased. The Stock Option Agreements define
“Market/Offer Price’ as the higher of (A) the price per share (the “Offer Price”) offered as of the
Notice Date pursuant to any tender or exchange offer or other Business Combination offer which was .
made prior to the Notice Date and not termlnated or withdrawn as of such date or (B) the Fair Market
Value of the Option Grantor’s common stock as of the Notice Date (whichi is defined in the Stock,
Option Agreements as the average of the daily closing sale price for such shares on the NYSE during
‘the ten’ NYSE tradmg days prior to the fifth NYSE trading day preceding such date). The Offer Price

-
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for the repurchase by the Option Grantor of Option Shares purchased by the Option Holder pursuant
to the Option is the highest price per-share offered pursuant to a tender or exchange offer or other
Business Combination-offer which was made during the Repurchase Period prior to the Notice Date.
At any time prior to May 10, 1997 .(which date may be.extended to May 10, 1998 under the circum-
stances described above), the Option Holder may also require the Option Grantor to sell to the Option
Holder any shares of the Option Holder’s common stock delivered by the Option Holder to the issuer
in payment for the exercise price of the Option, at the price attributed to such shares for such

purchase plus interest at the rate of 8.75% per annum (from the date of the delivery of such shares

through the date of such repurchase) less any dividends paid or declared and payable thereon. In
addition, the Stock Option Agreements provide that in the event during the Repurchase Period any
regulatory dpproval ororder required for the issuance of the Option by the Option Grantor thereof or
the acquisition of such Option by the Option Holder has not been obtained, the Option Holder will be
entitled to demand an amount in cash (the “Trigger Payment’’) from the Option Grantor. The Trigger
Payment will be equal to the product of the number of shares the Option Holder would have been
entitled to receive upon exercise of'the Option if the regulatory approvals or orders had been obtained
and the difference between the Market/Offer Price determined as of the date notice of demand for the
Trigger Payment is given and the exercise price of the Option, but only if the Market/Offer Price is
higher than the exercise price. In the event the Trlgger Payment is made the Option Holder will have
no rlght to exerc1se the Optlon ‘ .

a0t

Voting - :
Each party has ag'reed to vote unt11 November 10 2000 .any shares of the capital stock of the

other party acquired pursuant to the Stock Option Agreements or otherwise beneficially owned by

such party on each matter submitted to a vote of shareowners of such other party for and against such
matter in the same proportlon as the vote of all other shareowners of such other party is voted for and
against, such matters. . :

Restrlctmns on Transfer

- "The Stock Optlon Agreements prov1de that, until November 10, 2000 nexther party may ‘sell,

assign, pledge or otherwise dlspose of or transfer the shares it acquires pursuant to the Stock Option
Agreements (collectively, the “Restricted Shares”) except as described below. In addition to the
repurchase rights described above under ‘‘— Certain Repurchases and Other Payments,” subsequent
to the termination of: the Merger Agreement, the parties have the right to have such shares of the
other party or parties registered under the Securities Act for sale in a public offermg The Stock
. Option Agreements-also provide that, following the termxnatlon of the Merger Agreement, any party
may sell any Restricted Shares of another party then held by it in response to a tender or exchange

offer. approved or. recommended, .or otherwise determined to be fair.and in the best interests of the,

shareowners of the issuer of the Restrlcted Shares by a ma_}orlty of the Board of Dlrectors of the issuer
of the Restrrcted Shares S : '. e o :

AMENDMENTS TO WPLH RESTATED ARTICLES OF INCORPORATION

' The information, contamed in this Joint Proxy Statement/Prospectus with respect to the proposed

amendments to the WPLH Charter is qualified in its entirety by reference to the text of the proposed

amendments to the Interstate Energy Charter attached hereto as Annex Oand tncorporated herein by .

reference

Pursuant to the terms of the Merger Agreement, WPLH shareowners are belng asked to con51der
and approve each of the WPLH Charter Amendments, which would amend the WPLH Charter to (i)
" change the name of WPLH to Interstate Energy Corporation and (ii) increase the number of shares of

WPLH Common Stock authorlzed for issuance from 100,000,000 to 200,000,000. The WPLH Charter .

as so amended will be the Interstate Energy Charter at the Effective Time and. until thereafter
amended in accor dance with the WBCL and the Interstate Energy Charter
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The WPLH\ Board unammously recommends a vote FOR approval of the WPLH Charter Amendments
Approval of each of the WPLH Charter Amendments is a condition to consummation of the Mergers. If
approved by WPLH shareowners, each of the WPLH Charter Amendments will not become effective
until 1mmedxately prior to or concurrent with the Effective Time. If, after WPLH shareowner approval
of each of the WPLH Charter Amendments, the Mergers are not consummated, WPLH will not file the
WPLH Charter Amendments with the Wisconsin Secretary of State and the WPLH Charter Amend-
ments will therefore not become effectlve :

Name Change Amendment . ' o ’

Pursuant: to the. Merger Agreement WPLH agreed to change 1ts name to Interstate Energy
Corporation. Each of WPLH, IES and IPC believes that the new name reflects the nature of the
merged company as a multi-state utility holding company. Changing WPLH’s name does not substan-
tively or otherwise alter.any of the rights of ‘WPLH shareowners.

-The-affirmative vote of a majority of the votes entitled to be cast by the holders of the shares of-

WPLH Common Stock represented at the WPLH Meetmg and entltled to vote thereon is requlred for
approval of the Name Change.. Amendment

‘Common Stock! Amendment

As of the WPLH Record Date of the 100 000 000 shares of WPLH Common Stock presently

authorxzed 30,795,260 shares were issued and outstanding, and 21,138,992 shares of WPLH Common

Stock were reserved for issuance for a specific purpose, as follows: 399,497 shares under the WPLH'

DRIF 386,763 shares under the WP&L Savings Plan, 1,000,000 shares under the WPLH Long-Term
Equity Incentive Plan and 19,352,732 shares under the Rights Agreement. An additional 6,123,944
shares (subject to adjustment) are reserved for issuance pursuant to'the WPLH Options, but such
‘Options to purchase shares granted to IES and IPC thereunder will terminate at the Effective Time.
See “The Stock Option Agreements.” If the Mergers are consummated, up to 42,798,875 additional
shares of WPLH Common Stock will be issued to former holders of IES Common Stock and IPC
Common Stock. Additional shares of WPLH Common Stock will be issuable to holders of employee

stock options to purchase IES Common Stock that are outstanding at the Effective Time, and will be .

converted into options to acquire shares’ of WPLH Common Stock, upon exercise of such optlons

The additional 100,000,000 authorlzed shares of Interstate Energy Common Stock may be issued

for any proper corporate purpose approved by the Interstate Energy Board. Without the Common.

Stock Amendment, WPLH would not have a sufficient number of authorized shares to complete the

Mergers. The avarlabxhty of additional authorized shares will also enable the Interstate Energy Board :

to act with flexibility when and as the need arises to issue additional shares in the future without the
" delays necessitated by havmg to obtain a shareowner vote. Among the reasons for i issuing additional
shares would be to increase Interstate Energy’s capital through sales of Interstate Energy Common
Stock, to engage in other 'types of capital transactions, to undertake acquisitions, and to satisfy

. .contractual commitments,.including pursuant to employee stock options..The WPLH Board has not.

proposed the 'increase in the amount of authorized WPLH ‘Common Stock with the intention of

discouraging tender offers .or takeover attempts of Interstate Energy However, the availability of
additional authorxzed shares for i issuance could render more difficult or discourage a merger, tender

offer, proxy contest or other attempt to obtain control of Interstate Energy, which may adversely affect
. the ability of Interstate Energy shareowners to obtain a premium for their shares of Interstate Energy

Common. Stock and, accordmgly, have a negatlve effect on the pnce of Interstate Energy Common
Stock. o _

issuance of WPLH Common Stock.-Except for (i) shares to be issued in connection with the Mergers
and (ii) shares 1ssued in connection with the benefit plans mentioned above, WPLH has no present
intention of issuing or selling WPLH Common Stock for any purpose, but may do so-if market and

other conditionis should indicate that such a course of action were advisable. Under the Merger
Agreement, WPLH has agreed (other than for issuances under the WPLH DRIP and the Rights
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Agreement), from the date of the Merger Agreement through the Effective Time or earlier termina-
tion of the Merger Agreement, to issue, without the consent of IES and IPC, no more than 1,000,000
additional shares of WPLH Common Stock for general- corporate. purposes, including issuances in
connection with acquisitions and financings and pursuant to employee beneﬁt plans, stock option and
other mcentlve compensatlon plans and director plans. ‘ :

If the Common Stock Amendment is approved while the Interstate Energy Board generally may

issue such additional authorized shares of Interstate Energy Common Stock without further share-
owner approval, such issuances will generally require the approval of the SEC under the 1935 Act as .

presently in effect. See “Regulatory Matters.” In some instances, shareowner approval for the issu-
ance of additional shares may be required by law or by the requirements of the NYSE, on which the
Interstate Energy Common Stock will be listed, or the obtaining:of such approvals may be otherwise
necessary or desirable. Except in such cases, it is not anticipated that further shareowner authoriza-
tion will be solicited. Holders of WPLH Common Stock are not entitled to preemptive rights to
subscribe for or purchase any part of any new or additional issue of WPLH Common Stock or
securities convertible into WPLH Common Stock. - t

The affirmative vote of a majority of the votes entitled to be cast by the holders of the shares of
WPLH Common Stock represented at the WPLH Meeting and entltled to vote thereon is requ1red for
- -approval of the Common Stock Amendment

"AMENDMENT TO IPC RESTATED CERTIFICATE OF INCORPORATION

The mformatwn contamed in tth Jomt Proxy Statement/Prospectus wzth respect to the proposed ‘

amendment to the IPC Charter is .qualified in its entirety by reference to the text of the proposed
amendment to the IPC Charter attached hereto as Annex R and anorporated herezn by reference

In furtherance of the Merger Agreement and the transactions contemplated thereby, IPC stock-
holders are being asked to consider and approve the IPC Charter Amendment, which would amend

the IPC Charter to provide that each share of IPC Preferred Stock outstanding from time to time will’
be entitled to one vote;voting together as one class with the holders of IPC Common Stock except as -
otherwise required by law or as specifically prowded in the IPC Charter, on all matters to come before

a vote of the IPC stockholders.

_ ' The IPC Board unammously recommends a vote FOR approval ‘of the IPC Charter Amendment
Approval of the IPC Charter Amendment is a condition to consumination-of the Mergers. If approved

by the IPC stockholders, the IPC Charter Amendment will become ef‘fectlve as soon as practlcable '

following the date of the IPC-Meeting.

- Asdiscussed above the Mergers are des1g'ned to be tax-free reorgamzatlons under the Code. Itisa
condition to the Mergers that each of the parties receive from its respectlve counsel an opinion to the
effect that the Mergers will be treated for federal income tax purposes ‘as tax free: reorgamzatlons
under the Code o e :

For the IPC D1rect Merger or the IPC Merger as the case may be, to quahfy as a tax free
reorgamzatlon under applicable Code provisions, IPC stockholders must exchange a ‘‘controlling”

stock interest.in IPC or New.IPC; as the case may be, for WPLH (or Interstate Energy after the .~

Mergers) voting stock. To satisfy this “control” requirement, the ultimate acquiror of IPC’s stock

(Interstate Energy) must acquire at least 80% of the total combined voting power of IPC or New IPC, - -

as the case may be, plus at least 80% of the total number of shares of all other IPC or New IPC, as the
case may be, stock classes. Because the Merger Agreement contemplates that holders of IPC Preferred

Stock or New IPC Preferred Stock, as the case may be, will not participate in the IPC Merger or the -
IPC Direct Merger, as the case may be, (i.e., the IPC Preferred Stock or New IPC Preferred Stock, as

the case may be, will remain outstandmg) the “control”” requirement will bemet only if the IPC
~ Preferred Stock or New IPC Preferred Stock, as the case may be, is voting stock before the Effective
Time and the vote constitutes less than 20% of the total voting stock. Granting the IPC Preferred
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Stock one vote per share will enable the ultimate acquiror of IPC’s Common Stock (Interstate Enérgy)

to acquire control” because it will acquire at least 80% of the total combined voting power of IPC
there being. no other classes of IPC stock outstandmg .

As of July 10, 1996, IPC had outstandmg 9, 595 028 shares of IPC Common Stock and an .
aggregate of 761,381 shares of IPC Preferred Stock. Assuming approval of the IPC Charter amend-
ment by the IPC stockholders at the IPC Meeting, the IPC Preferred Stock would represent, in the
aggregate, approximately 7.35% of the total combined voting power of IPC, and the IPC-Common
Stock would represent approximately 92.65% of the total combined voting power of IPC. The exchange -
then of IPC Common Stock for Interstate Energy Common Stock in the IPC Merger would constitute’
- an exchange of a “controlling” stock interest within the meaning of Section 368(a)(2)(E) of the Code,
and the IPC Merger would be eligible for tax-free reorganization treatment under that provision.

Approval of the IPC Charter Amendment would result in dilution of the voting power of the IPC _
Common Stock of approxnnately 7.35%. .

No other ,aspects of IPC’s Charter will be affected by the IPC Charter Amendment nor will the
IPC Charter Amendment result in any. other change in the relative rlghts preferences and other
terms of the IPC Preferred: Stock. .

The afﬁrmatwe vote of a majorlty of the votes entitled to be cast by the holders of shares of IPC

" Common Stock is required for approval of the IPC ‘Charter Amendment

DESCRIPTION OF INTERSTATE ENERGY CAPITAL ‘STOCK
General

Pursuant to the Merger Agreement no later than the Effectwe T1me the WPLH Charter wxll be
. amended substantlally in the manner set forth in Annex O, subject, to shareowner approval of each of
the WPLH. Charter Amendments at the WPLH Meeting, and, as so amended, shall be the Interstate
Energy Charter until thereafter amended in accordance with the WBCL and the Interstate Energy
Charter. See “Amendments to-WPLH Restated Articles of Incorporation.” The authorized capital
stock of Interstate Energy, as of the Effective Time, will consist of 200,000,000 shares of Interstate
Energy Common Stock. The description-of Interstate Energy capital stock set forth herein does not
purport to be complete and is qualified in its ‘entirety by reference to'the Interstate Energy Charter.
and the Interstate Energy Bylaws, copies of which are filed as exhibits to the Joint Registration
Statement and are incorporated hereby by reference, the proposed amendments to the WPLH Char-
ter, attached hereto as Annex-O, and applicable statutory or other law

‘Interstate Energy Common Stock

The holders of Interstate- Energy Common Stock will be entltled to. recelve such dividends as the -
Interstate Energy Board may from time to time declare. Except as provided by the WBCL as described
below, each holder of Interstate Energy Common Stock will be entitled to one vote per share on'each
: imatter submitted to a vote at a meeting of shareowners. The holders of Interstate Energy Common - -
Stock will not be entitled to cumulate votes for the election of directors. In the event of any liquidation,

; dxssolutlon or wmdmg up of Interstate Energy, the holders of Interstate Energy Common Stock will be -
entitled to receive the remainder, if any, of the assets of Interstate Energy after the discharge of its
liabilities. Holders of Interstate Energy Common Stock will not be entitled to preemptive rights to
subscribe for or purchase any part of any new or additional issue of stock or securities convertible into
stock. The Interstate Energy Common Stock does not contam any redemptlon provisions or conver--
- sion rights. :

The shares of Interstate Energy Common Stock that will be _iSsﬁed pursuant to the Merger
Agreement, when so issued, will be fully paid and nonassessablée except as provided by Section
180.0622(2)(b) of the WBCL, which provides that shareowners will he personally liable up to the par
value of the shares owned by them for all debts owing to employees of the Company for services
. performed for|the Company, not exceeding 6 months service in any one case. A Wisconsin trial court
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has interpreted ‘‘par value’’ to mean the subicrlptlon prnce paid for the shares rather than the lower
par value. While the Wisconsin Suprenie 'Court- by an' evenly divided vote affirmed the trial court’s ,

decision, such. afﬁrmatlon technically. prov1des no precedential effect because of the court’s even

. d1v1s1on

Interstate Energy’s ablhty to pay dividends will depend prlmarlly upon the ability of its subsidiar-
ies to pay dividends or otherwise transfer funds to it. Various financing arrangements and regulatory
requirements will impose certain restrictions on' the ability of Interstate Energy’s public utility
subsidiaries to transfer funds to Interstate Energy in the form of cash dividends, loans or advances.

Under WP&L's current Wlsconsm Commlssmn retail rate order the Wisconsin Commission
would have to approve the payment of any dividends by WP&L to Interstate Energy that in the
aggregate exceeded $58.1 million per year for the period from January 1, 1995 to December 31, 1996, if
such dividends would reduce WP&L’s average common equity ratio below 51.93%. The Wisconsin
Commission’s dividend limitation is subject to review and modification as part of WP&L'’s rate cases.
In connection with its First Mortgage Bond Indenture, WP&L is subject to restrictions on the amount
of net accumulated reinvested earnings available for the payments of dividends. WP&L also has

“outstanding various series of WP&L Preferred Stock that have certain preferential rights relating to
- the payment of dividends. Historically, WPLH’s ability to pay dividends has not been affected by

compliance with the dividend restrictions described above.

Under Utilities’ current 1UB retail rate order there is no restriction on the amount of dividends

' that Utilities is permltted to pay to IES. However, the IUB could in the future impose conditions in

raté orders that would have the effect of limiting the payment of dividends by Utilities. Utilities also
has outstanding various series of Utilities Preferred Stock that have certain preferential rights

relating to the payment of dividends, which Utilities Preferred Stock will remain outstanding after
the Effective Time if the parties to the Mergers determine that the Utilities Remcorporatmn Merger
will not be effected. Historically, Utilities’ ability to pay dividends on its common stock has not been -

affected by actions by the IUB or compliance with such preferential dividend rights.

Under IPC’s current IUB Minnesota Commission and ICC retail rate orders, there is no restric-

“tion on the amount of dlwdends that IPC is permitted to pay to its stockholders. However, the IUB,
Minnesota Commission or ICC could in the future impose conditions i in rate orders that would have ,
the effect of 11m1t1ng the payment of dividends by IPC. IPC also has outstandlng various series of IPC.
Preéferred Stock that have certain preferential rlghts relating to the payment of dividends, which IPC

Preferred Stock (or New IPC Preferred Stock, in the event the IPC Reincorporation Merger is

. consummated) will remain outstanding after the Effective Time: In addition, under IPC’s_First

Mortgage Bond Indenture, IPC’s ability to pay dividends on the IPC Common Stock is restricted in the
event that certain financial ratios are not maintained. Historically, IPC’s ability to pay dividends has

not been affected by actions by .the IUB, Minnesota Commission or ICC, compliance with such -
preferential .dividend rights or compliance with- the dxv1dend restrictions contamed in IPC’s Flrst .

Mortgage ‘Bond Indenture

In addltlon under the W1scons1n Holdmg Company Act Interstate Energy’s: pubhc utxhty affili- -
o ates will be prohlblted from lendmg funds, either directly or indirectly, to Interstate Energy. Further-

_ more, the SEC, under the 1935 Act, and the Wisconsin Commission, under the Wisconsin Holding
Company Act, will have the power.to preclude the payment to Interstate. Energy of dividends by public -

utility affiliates thereof. Under the 1935 Act, the SEC will also.have- the power to preclude the
payment of dividends by Interstate Energy See “Regulatory Matters.” '

It is a condition to consummation of the Mergers that the Interstate Energy Common Stock be
approved for 11st1ng on the NYSE subject to official notification of the issuance.

.. Certain Anti-Takeover Provisions

The Interstate Energy Charter, the nghts Agreernent and the WBCL contain provisions that may
have the effect of discouraging persons from acquiring large blocks of Interstate Energy stock or
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delaying or preventing a change:in control of Interstate Energy. The Interstate Energy Charter will
provide that the Board of Directors is to be divided into three classes, with staggered terms of three
years each See ‘““The Merger Agreement — Interstate Energy Board of Directors.” = . ... .._....

Interstate Energy will be subject to the Rights Agreement pursuant to which each outstandlng

.share of Interstate Energy Common Stock will have attached thereto one Common_ Stock Purchase

Right (“nght”) and each share subsequently issued by Interstate Energy prior to the expiration:of

. the Rights Agreement, including the shares issued pursuant to the Merger Agreement, will have
attached thereto one Right. Under certain circumstances described below the Rights will entitle the

holder thereof to purchase additional shar es of Common Stock -

Currently,ithe Rights are not exercisable and trade with the WPLH Common Stock In the event
the Rights become exercisable, each Right (unless held by a person or group which beneficially owns
more than 20% of the outstanding Interstate Energy Common Stock) will initially entitie the holder to
. purchase one-half share of Interstate Energy Common Stock at.a price of $60 per full share (equiva-
~ lent to $30 for each one-half share), subject to adjustment. The Rights will only become exercisable if a
person or. group has acquired, or announced an intention-to:.acquire, 20% or more of the outstanding
~ shares of Interstate Energy Common:Stock. Under certain circumstances, including the existence ofa . -
20% acquiring party, each holder of a Right, other than the acquiring party, will be entitled to purchase
" "at the exercise price of Interstate Energy Common Stock having a market value of two times the
- -exercise price. In the event of the acquisition of Interstate Energy by another corporation subsequent

to a party acqulrmg 20% or more of the Interstate Energy. ‘Common Stock, each holder of a Right will
be entltled to receive the acquiring corpor. ation’s common ‘shares having a market value of two tlmes_
the exercise price. The Rights may be redeemed at a Pprice of $.01 per Right prior to the’ existence ofa"
20% acquiring party. The Rights will expire on February 22, 1999. Under the Rights Agreement, the
. Interstate Energy Board will be able to reduce the thresholds applicable to the nghts from 20% to not
less than 10%: The Rights do not have voting or dividend r1ghts and untxl they become exerc1sable
have rio dllutlve effect on the earnings of the Company ' .

Sectlon 180 1150 of the WBCL provides that the voting power of shares of Wlsconsm corporatxons
such as Interstate Energy held by any person or persons acting as a group that hold in excess of 20% of
* the voting power for the election of directors is limited to 10% of the full votmg power of those shares.

. This restriction does not apply to shares acquired dlrectly from Interstate. Energy or in certain -
' vspemﬁed transactxons or shares for whlch full voting power has been restored pursuant to a vote of
shareowners. | : : ‘

" Sections 180.1140 to 180 1144 of the WBCL contam certain hmxtatlons and spec1al votmg provi-

sions applicable to specified business combinations involving Wisconsin corporations:such as Inter-
" state’ Energy and a significant shareowner, unless'the board of directors of the Wisconsin corporation .
“approves the busmess combination-or the shareowner’s acquisition-of shares before such shares are -

acquired. Slmllarly, Sections '180.1130 to 180.1133 of the:WBCL contain special voting provisions -

applicable to certain business combinations, unless specified minimum price and procedural require-
ments are met. Following commencement of a takeover offer, Section 180.1134 of the WBCL imposes

" ‘special voting requirements on certain share repurchases effected at a premjum to the market andon

. certain asset sales by the corporatlon unless, as it relates to the potential sale of assets, the corpora--
.tion has at least three independerit directors and a majority of the mdependent directors vote not to
have the provision apply to the corporatlon :

: Finally, Section 196.795(3) of the WBCL prov1des that no person may ho]d or acquire dlrect]y or
indirectly more than 10% of the outstanding securities of a public utility holdmg company such as -
Interstate Energy w1thout the approval of the Wlsconsm Commxssmn '

i
i
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DESCRII’TION OF NEW lPC PREFERRED STOCK

"The terms of the shares of New IPC Preferred Stock, as set-forth in the New IPC Charter are
substantially identical to the terms of the corresponding shares of IPC Preferred Stock, as set forth in
the IPC Charter, as amended by the IPC Charter Amendment. The New IPC Charter is included as an

" exhibit to thisJ oint Registration Statement. The bylaws of New IPC, whlch are included as an exhibit

‘to this Joint Reglstratlon Statement, will be substantially the same as the IPC Bylaws except for

- changes required by the WBCL. At the IPC Reincorporation Effective Time, assuming that the IPC :
Reincorporation Merger is effected, IPC will merge with and into New IPC, with New IPC being the
surviving corporation of the IPC Remcorporatlon Merger. The purpose of the IPC Reincorporation
. Merger is to provide one alternative to comply with the Wisconsin Holdirig Company Act. See “Regu-
latory Matters — State Approvals and Related Matters.”- Assuming that the IPC Reincorporation
Merger is effected, each share of IPC Preferred Stock issued and outstanding 1mmed1ately prior to the
IPC Reincorporation Effective Time (other than IPC Disseriting Shares) will be converted into-one
_share of New IPC Preferred Stock with terms (including dividend rights) and designations under the
‘New IPC Charter substantially identical to those of the converted shares of IPC Preferred Stock under-
the IPC Charter, as amended by the IPC Charter Amendment. IPC Preferred Stock and a correspond-
* ing share of New. IPC Preferred Stock also differ due to differences in the laws of Delaware and -
,Wlsconsm See “Comparlson of Shareowner nghts — Comparlson of W1scons1n Iowa and Delaware
Law : . R _ : : T

The followingisa descrxptlon of both (i) the IPC Common Stock the IPC Preferred Stock and the
preference stock, $1.00 par value, of IPC (“IPC Preference Stock”) as they exist under the IPC
“~Charter prior to the IPC Reincorporation Merger and (ii) the New IPC Common Stock, the New-IPC
Preferred Stock and the preference stock, $1.00 par value, of New IPC (“New IPC Preference Stock”) _
as. they will exist under the New IPC Charter following the IPC Reincorporation Effective Time
© assuming that the IPC Relncorporatlon Merger i is-effected. As used in the following descrlptxon unless

. otherwise stated,. the term ‘“IPC” refers to IPC with respect to.any -period, prior to the IPC
: Remcorporatlon Effective Time and to New IPC with respect to any period after the IPC Reincorpora-
~ tion- Effective. .Time. Except as otherwise indicated, the following summary describes certain provi-
sions ‘of the IPC Charter and the New IPC Charter and is quahﬁed in its entlrety by reference to the
IPC Charter and’ the New IPC Charter ‘

General

The cap1tal stock of IPC consists of three classes: IPC Common Stock, par value $3 50 per share, ) )
(30,000,000 shares authorized, of which 9,595,028 shares were outstanding on the IPC Record Date);

L

. iIPC Preferred Stock par value $50 per share (2,000,000 shares authorized, of which the following -

series were outstandmg as of the IPC Record Date: 4.36% Series — 60,455 shares; 4.68% Series —
55,926 shares; 7.76% Series — 100 000 shares; and 6.40% Series — 545,000 shares); and IPC Prefer- -
ence Stock, par value $1.00 per share (2,000,000 shares authorized, of which none were issied and
- outstanding as of the IPC Record Date). The IPC Board is authorized to provide for the issuance from-
~ time t6.time of IPC Preferred Stock and IPC Preference Stock in series and, as to each serles, 'to fix the
designation, dividend ratés and time of payment, redemption price, and liquidation price or preference’
as to assets in voluntary liquidation. Cumulative dividends, redemption provisions and sinking fund
requirements, to the extent that some or all of these features. are or may be present when IPC
Preferred Stock or IPC Preference Stock is issued, could have an adverse effect on the availability of
‘earnings for dxstrlbutlon to the holders_ of the IPC Common Stock or for other corporate purposes A

Dividend Rights

. Before any dividends may "be paid on the IPC Common Stock, the holders of each series of IPC
. Preferred Stock and IPC Preference Stock are entitled to receive all accumulated and unpaid divi-
dends for past d1v1dend perlods at the respectlve rates provided for the shares of the respective series
. and classes » ‘



Dividend Restrictions

In-an Indenture, dated as of January 1, 1948 between IPC and the Chase National Bank of the
City of New York (now known as the Chase Manhattan Bank (N.A.)) and Carl E. Buckley, as Trustees
(the Chase Marnhattan Bank (N.A.) and C. J. Heinzelmann, Successor Trustees), as amended and’
supplemented,fIPC has covenanted that while any of the bonds issued thereunder (the “IPC Bonds”)
are outstanding, it will not pay any cash dividends on or make any other distribution with respect to
the IPC stock unless the earned surplus of IPC, less the aggregate amount of all such payments and
other distributions made during the period from December 31, 1946, to the date of the proposed
payment of such dividend or the making of such distribution that have not been charged to such
earned surplus shall be at least equal to the amount of the proposed dividend or distribution.

" IPC has covenanted that, so long as any IPC Bonds of the series issued subsequent to May 1, 1963
which were outstanding on October 15, 1975, remain outstanding, it will not pay any cash dividends
on or make any other distribution with respect to the IPC Common Stock unless the earned surplus of
IPC, less the sum of (a) the aggregate amount of all such payments and other distributions made -
during the perlod from December 31, 1946, to the date of the proposed payment of such dividend or the
making of such distributions that have not been charged to such earned surplus and (b) the excess, if
any, of 15% of electrlc operating revenues and 12.5% of the gas and steam operating revenues of IPC,

- less expendltures made -during such period by IPC by charges against earnings or earned surplus-
during the perlod shall be at least equal to the amount of the proposed d1v1dend or dlstrlbutlon

Voting nghts L

Existing. Votzng Rights Under the IPC Charter. Currently, the holders of shares of each series of
IPC Preferred’Stock and IPC Preference Stock generally are not entitled to vote. However, if and -
~ whenever full cumulative dividends on the IPC Prefcrred Stock have not been paid for four quarterly
dividend’ perlods holders ‘of IPC Preferred Stock are entitled to elect a majority of the Board of
‘Directors as then constituted with holders of IPC Common Stock being entitled to elect the remaining
directors. The right.of the holders of IPC Preferred Stock to'elect directors in such cases shall cease
when full cumulatlve dividends on all series of IPC Preferred Stock have been paid, or declared and set
aside for payment In addition, if and whenever full cumulative dividends on the IPC Preference Stock
have not been pa1d for six quarterly dividend periods (whether or not consecutive), the size of the IPC
Board shall be:increased by two directors and the holders of IPC Preference Stock, as a class, will be
entitled to elect the additional two directors and, in such cases, holders of IPC Common Stock are
entitled to elect the remaining directors, subject to the voting rights of the holders of IPC Preferred
Stock at that time, if any. The right of the holders of the IPC Preference Stock to elect the two
additional directors in such cases shall cease when full cumulative dividends have been paid, or
declared and set aside for payment. '

The afﬁrmatlve vote or consent of the ho]ders of various specified percentages of IPC Preferred -
. Stock is requlred to: merge, consolidate or sell substantially all of the assets of IPC unless such
transaction is. approved by the SEC or other regulatory authority of the federal government or unless-
“such transactlon is undertaken with a subs1d1ary of IPC; increase the total authorized amount of IPC
Preferred Stock or authorize any other preferred stock on a parity therewith with respect to dividends
or liquidation rights; issue any additional shares of IPC Preferred Stock on a parity with the outstand-
ing IPC Preferred Stock with respect to payment of dividends or liquidation rights unless (i) IPC’s
consolidated gross income for 12 consecutive calendar months within a period of 15 calendar months
immediately preceding such issuance is equal to at least 150% of IPC’s aggregate consolidated interest
charges-and the annual dividend charges of all IPC Preferred Stock that will be outstanding immedi-
" ately after such issuance and (ii) the stated capital of IPC less the liquidation preferences of the IPC
Preferred Stock and IPC Preference Stock is at least equal to the aggregate par value of the IPC
Common Stock; issue or assume any unsecured debt for any purpose other than to refund existing
unsecured debt, redeem any indebtedness pursuant to authorization by state or federal regulatory
authority, or redeem any outstanding shares of IPC Preferred Stock if after such transaction IPC’s
L ‘ .
I
i
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aggregate unsecured debt exceeds 20% of IPC’s then outstanding secured debt and total equity;
authorize any class of stock with rights greater than the IPC Preferred Stock; or change adversely the
express terms and provisions of the IPC Preferred Stock '

In the event that the IPC Charter Amendment is approved at the IPC Meetmg, holders of IPC
Preferred Stock will thereafter have one vote per share, voting together as a class with the holders of
IPC Common Stock (except as otherwise provided by law or specifically set forth in IPC’s Charter as

summarized above), on all matters to come before a vote of stockholders of‘ IPC. See “Amendment to -

IPC Restated Certificate of Incorporation.”

The afﬁrmatlve vote or consent of the holders of various specified percentages of IPC Preference‘

Stock is required to: authorize or increase the authorized amount of any class of stock with rights
greater than the IPC Preference Stock other than IPC Preferred Stock; change adversely the express
terms of the IPC Preference Stock; increase the authorized amount of IPC Preference Stock; autho-
rize or increase the authorized amount of any class of stock with rights on a parity to the IPC
Preference Stock; merge, consolidate or sell substantially all the assets of IPC unless such transaction
is approved by the SEC or any regulatory authority .of the federal government.

Voting Rights Under the New IPC Charter. In the event the IPC Reincorpdratlon Merger is -

effected, the holders of New IPC Preferred Stock will have the right to cast one vote per share, voting
with the holders of New IPC Common Stock, on all matters submitted to a vote of New IPC’s
shareowners including the election of directors. In addition, where the holders of IPC Preferred Stock
and IPC Preference Stock had a right to vote under the IPC Charter, the holders of New IPC Preferred
Stock and New IPC Preference Stock w1ll have the rlght to vote as separate classes on such matters

Redemptlon Provisions

IPC, at its option, generally may redeem the whole or any part of the IPC Preferred Stock or IPC
Preference Stock of any series or of all series upon at-least 30 days written notice. However, IPC may
not redeem any shares of the 6.40% IPC Preferred Stock before May 1, 2003 if the redemption is being
made to refund such IPC Preferred Stock with funds with -an effectlve cost of less than 6. 40% per.
annum, : ‘ . 4 ‘ :

IPC has issued and outstandmg three series of IPC Preferred Stock thh optlonal s1nk1ng fund'

provisions and one series of IPC Preferred Stock with mandatory sinking fund- prov1s1ons

" Under the prowsmns of the IPC Charter beginning in 2003 IPC is required to redeem annually
$1.4 million of IPC’s 6.40% Preferred Stock par value $50 per share (27,250 shares) '

Change in Control

The IPC Charter and the DGCL contam provisions that could discourage or make more difficult a .
change in control of IPC, including provisions requiring a higher vote for certain business transac- .

tions. Assummg that the IPC Reincorporation: Merger is effected, followmg the IPC Reincorporation
Effectivé Time, “the rights of holders of New IPC Preferred Stock including rights, relating to a
-potential change.in control of New IPC, will be governed by .the WBCL. For a discussion of the
differences between such provisions under the DGCL and the WBCL, see ““Comparison of Shareowner

Rights — Comparison of Wisconsin, Iowa and Delaware Law.” Following consummation of the Merg-

ers, Interstate Energy will be an Interested Stockholder of IPC or New IPC, as the case may be, as
such term is defined in the IPC Charter or the New IPC Charter, as applicable.. As a result, a
supermajority vote, of the holders of cutstanding shares of IPC Preferred Stock or New IPC Preferred
Stock, as the case may be, would be required to effect certain transactions constituting a change in
control in accordance with the terrns of the IPC Charter or the New IPC Charter as appllcable

qumdatlon nghts

In the event of llqnldatlon holders of all series of IPC Preferred Stock are entitled to $50 per
share, in the event of involuntary liquidation, or the then applicable redemption prices in the case of
voluntary liquidation, plus in either case, an amount equal to all accumulated and unpaid dividends.
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Following distributions to holders of IPC Preferred Stock, holders of IPC Preference Stock are entitled'-

“to the amount, of consideration originally received by IPC for stich shares, in ‘the event of involuntary

liquidation, or the applicable amount determined to be payable-in the event of voluntary liquidation. .
Following the;dlstrlbutlons to the holders of IPC Preferred Stock and 1PC Preference Stock, the

holders of IPC Common Stock are entitled to the remaining assets. If upon any such liquidation the
assets distributable among the holders of IPC Preferred Stock, of all series, or IPC Preference Stock,
of all series, are insufficient to pay in full the amounts to which such holders are entitled, the amount

' dlstrlbutable to the holders of IPC Preferred stock, of all series, or IPC Preference Stock, of all series,

as the case may be, will be apportioned among them ratably in proportlon to the amounts to which

' they are respectlvely then entitled. . E

'Preemptlon and Subscrlptlon nghts

No holder: of IPC Common Stock IPC Preferred Stock or IPC Preference Stock has the preemp-

tive right-to purchase or subscrlbe for any additional capital stock of IPC

COMPARISON OF SHAREOWNER RIGHTS

Ifthe Mergers are consummated, the persons who were holders of WPLH Common Stock 1rnmed1- _
ately pr1or to the Mergers will remain common shareowners of Interstate Energy immediately after.
consummation of the Mergers and their rights will be governed by the Interstate Energy Charter, the

Interstate Energy Bylaws.and the WBCL. The WPLH Charter, as amended by ‘the WPLH Charter
: Amendments, which are being submitted.for shareowner approval at the WPLH Meeting, will be the

Interstate Energy Charter at the Effective Time. See “Amendments to WPLH Restated Articles of -
Incorporation.” The Interstate Energy Bylaws will be the WPLH Bylaws asin effect at the Effectlve
T1me e :

The holders of IES and IPC Common Stock upon consummatlon of the Mergers, will become’
holders of Interstate Energy Common Stock and their rights will be governed by the Interstate
Energy Charter the'Interstate Energy Bylaws and the WBCL. The Interstate Energy Charter and the
Interstate Energy Bylaws are different in certain respects from the IES Charter and the IPC Charter

and the IES Bylaws and IPC Bylaws. In addition, certain dlfferences exist between the WBCL, IBCA o

and DGCL with respect to shareowners’ rights. While it is impracticable to compare all these differ-
ences, material significant differences between the Interstate Energy Charter and the Interstate

Energy Bylaws, on the one hand, and the IES Charter and IPC Charter and the IES Bylaws and IPC -

Bylaws, on the other hand, are summarized below under “~— Comparison -of Interstate Energy
Charter and Bylaws to IES and IPC Charter and Bylaws,” and material similarities and differences
between the WBCL, the IBCA and the DGCL with respect to shareowners’ rxghts are summarlzed e

below.under “ : Companson of Wisconsin, Iowa and Delaware Law.”

~The followmg discussion is not intended to be complete and is quallfled in’it§ ent1rety by referencev .

to the Interstate Energy Charter and the Interstate Energy Bylaws which aré filed as exhibits to the

- Joint Regxstratlon Statement and incorporated by reference herein, the WBCL IBCA and DGCL and ST

the IES Charter the IPC Charter the 1IES Bylaws and the IPC Bylaws

‘ Comparlson of Interstate Energy Charter and Bylaws to IES and IPC.Charter and Bylaws

Board of Drrectors The 1IES Charter provides that the IES Board shall be comprlsed of not less

- than five members, as fixed in the IES Bylaws. The IES Bylaws provide that the IES Board will consist
- of nine directors effective on the date of the IES Meeting. The IES Board currently,consists of nine

directors. The;IPC Charter provides that the number of directors on the IPC Board shall be fixed by -
the IPC Bylaws. The IPC Bylaws provide that the IPC Board will consist of seven directors. The IPC
Board currently consists. of seven directors. The Interstate Energy Charter will provide that the

_number of directors will be fixed by the Interstate Energy Bylaws, but shall not be less than seven.

The Interstate Energy Bylaws will be amended to prov1de that at the Effective Txme the number of
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directors on the Interstate Energy Board. will be: set at; ﬁfteen with six dlrectors designated by WPLH,
six directors designated by IES and three directors des1gnated by IPC. The Interstate Energy Board,
hke the WPLH Board and the TPC Board, will be cla331ﬁed into three-classes. :

" Certain Share Acquzsztwns and Business Combinations. The IPC Charter contains proviéiOns

that have the effect of discouraging persons from acquiring large blocks of IPC stock or delaying or
preventing a-change in control of IPC. Under certain circumstances, these provisions could have the
effect of, among other things (i) prohibiting a 5% stockholder from engaging in a business combination

with IPC unless certain requirements are satisfied, (i) prohibiting the payment of a market premium

(t.e., greenmail) to a 5% stockholder, and (iii) prohibiting a potential tender offeror from engaging in
an unequal two-tier tender offer. The DGCL, in addition, contains certain provisions that have the

effect of discouraging- persons from acqulrmg large. blocks of IPC stock or delaying or preventing a -

change in control of IPC. Under certain c1rcumstances these prov1s1ons could have the effect of;
among other things, prohibiting a 10% stockholder from engaging in a business combination with IPC
for three years following the date such 10% interest was acquired. See “ — Corhparison of Wisconsin,

Iowa and Delaware Law” below for a more complete ¢ discussion of such prov1s1ons including the .

c1rcumstances under Wthh such prov1s1ons are trlggered

The IES Charter contains certain provisions that have the effect of discouraging persons from
acquiring large blocks of IES stock or delaying or preventing a change in control of IES. Under certain
circumstances, these provisions could have ‘the effect of, among other things, (i) prohibiting a 5%
shareholder from engaging in a business combination with IES unless certain requlrements are
satisfied, (ii) prohibiting the payment of a market premium (i.e., greenmail) to a 5% shareholder and
(iii) prohibiting a potential tender offeror from engaging in an unequal two-tier tender offer. The IBCA
is sxlent with regard to certam share acquisitions and business combmatlons

" Certain provisions of the WBCL have the effect of dlscouragmg persons from acqu1r1ng large
blocks of WPLH stock or delaying or preventing a change in control of WPLH. Under certain

cu'cumstances, these provisions could have the effect of,-among other things, (i) reducing the voting . -

power of shares acquired by a 20% shareowner, (ii) prohibiting a 10% shareowner from engaging in a
business combination with WPLH for three years following the date of acquisition of such 10%
interest, (iii) prohibiting a potential tender offeror from engaging in an unequal two-tier tender offer
and (iv) prohibiting the payment of a-market premium (i.e., greenmail) to a'5% shareowner who has

held such shares for less than two years. See * Comparison of Wisconsin, Jowa and Delaware Law’”-
below for a more.complete discussion of such prowsxons, mcludmg the c1rcumstances under whlch,

such provxsxons are trlggered

Removal of Directors. The IES Charter and IES Bylaws prov1de that dlrectors may be removed-'r
only for cause. The IPC Charter provides that directors may be removed only for cause, except thatin
certain situations involving the non- payment of dividends on the IPC Preferred Stock, a.majority of -

the directors may be replaced by nominees of the preferred stockholders. The' Interstate Energy
Charter and Interstate Energy Bylaws are silent as to the removal of directors. The WBCL provides
that directors may be removed with or without cause but only at a special meeting called for the
purpose of removing the director prowded that the notice of such meeting states'the purpose of the
meeting is to remove the director.'For a discussion-of who can call a special meeting, see * Spec1al
Meetings 'of Shareowners; Shareowner Actlon By Written Consent”’ ‘below. : -

Vacancies on the Board of DLrectors " The IES Bylaws prov1de that vacancies caused by an .

increase in the size of the board or by any other cause may be filled by the remaining directors.

Directors filling such vacancies shall serve for the unexplred term ‘of the vacant directorship or. the full

term of the new dlrectorshlp

¢ -

The IPC Charter and IPC Bylaws prov1de that vacancies on- the IPC Board and newly created

directorships resulting from an increase in the authorized number of directors may' be filled by a

majority vote of the directors then in office, even though they may be less than a quérum, provided-
. that, if at the time of filling any vacancy or newly created directorship; the directors then in office
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constitute less than a majorlty of the whole board, any stockholder or stockholder group holdlng at
. least ten percent of the total number of shares entitled to vote for directors may petition the Delaware
Court of Chancery to order an election to fill such vacancies or newly created directorships or to
replace the directors chosen by the directors then in office. Such directors shall serve until the next
election of the class for whlch they were selected

The Interstate Energy Charter provxdes that any vacancies may be ﬁlled by the remaining
dlrectors If the remaining directors are less than a quorum, vacancies may be filled by the affirmative
vote of a majority of all directors remaining in.office. Directors selected by majority vote of the

‘ dxrectors then in office shall serve until the next annual meeting of the shareowners. :

" Amendnients to Articles of Incorporatwn The IES Charter is silent as to amendment proce- -
dures, except that an 80% vote of the outstanding voting stock is requlred to amend the provisions
governing business combinations or amendments of the article provisions regarding business combi-
nations (except in situationis where the proposed article amendments are unanimously recommended
by the Company’s Unaffiliated Directors). The IBCA requires that, unless a greater proportion is
required by the articles, amendments to the articles of incorporation must be approved by the
affirmative vote of the holders of a majority of the voting power of the shares entitled.to vote. In
certain. cxrcumstances, a vote by class or series is required. : - ’

The IPC Charter prov1des that amendments thereto shall be made in the manner prescrlbed by
statute. The DGCL provides that amendments to the IPC Charter must be approved by a majority of
the outstanding stock entitled to vote and by a majority of the outstandmg stock entitled to vote asa
class.

The Interstate Energy Charter is silent with regard to amendments thereto. The WBCL generally
provides that amendments to the articles of incorporation must be approved by a majorlty of the votes
cast, unless a lgreater or lesser proportlon is required by the articles or bylaws.

Amendment to Bylaws. . The IES Charter provides that the IES Board has the authority to make :
and alter the IES Bylaws, subject to the power of the shareholders to change or repeal the IES Bylaws
contained in the IBCA. The IPC Charter provides that the IPC Board may make and amend the IPC
Bylaws without any action on the part of the stockholders, ‘subject to the rights of the stockholders to
amend bylaws made by directors. The IPC Bylaws provide that the IPC Bylaws may be amended and

. hew bylaws made at any annual, regular or special meeting of stockholders by the affirmative vote of a
majority in interest of the stock issued, outstanding and entitled to vote. The Interstate: Energy’

. Bylaws prov1de that the Interstate Energy Bylaws may be amended by the Interstate Energy Board at
any regular or special meeting of the Interstate Energy Board or by the shareowners by the affirma-
tive vote of a majority of the outstanding voting stock possessed by all owners at any annual or special
meeting of shareowners (provided that the notice calling any specxal meetlng must state the proposal 4
to amend the Bylaws).

Voting/Cumulative Voting. The IES Charter prov1des that each share of IES Common Stock is
entitled to ne vote on each matter submitted to a vote of shareholders. Thé IES Charter does not
_provide for cumulative voting in connection with the election of directors. Pursuant to the IES
~ Charter, shares of IES Preferred Stock may have such voting rights as are’ demgnated by the IES
Board at the time of issuance. The IPC Charter provides that each share of IPC Common ‘Stock is
entitled to one vote on each matter submitted to a vote of stockholdérs. The IPC Charter further
provides that holders of IPC Preferred Stock and IPC Preference Stock have no votes except when
certain arrearages have occurred with respect to the IPC Preferred Stock and IPC Preference Stock or
when certain specified transactions adversely affect the rights of holders of either class of such shares.
In such case, the holders of such shares are entitled to one vote, voting as separate classes, on each
‘matter subrmtted to such class for a vote. The IPC Charter provides that there is no cumulative voting
for any, class of stock. The IPC Charter is proposed to be amended to provide certain voting rights to
holders of IPC Preferred Stock. See “Amendment to IPC Restated Certificate of Incorporation.” The
Interstate Energy Charter and Interstate Energy Bylaws are silent with regard to the voting power of
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holders of Interstate Energy Common Stock The WBCL pro;rldes that each outstanding share is
entitled to one vote on each matter voted on at a shareowner meeting. The WBCL further provides

that shareowners do not have a right to cumulative voting unless the articles of mcorporatlon‘ :

otherwise provide, which the Interstate Energy Charter does not so provide.

Special Meetings of Shareowners; Shareowner Action By Written Consent. The IES Bylaw‘s
provide that special meetings of IES shareholders may be called by the Chairman of the Board, the
" President, the IES Board or the holders of not less than 10% of all the shares entitled to vote at the
" meeting. The IPC Bylaws provide that special meetings of IPC stockholders may be called by the IPC

Board, the Chairman of the Board, the President, a Vice-President or the holders of at least twenty- -

five percent of the shares issued and outstanding and entitled to vote. The Interstate Energy Bylaws
provide that special meetmgs of the shareowners may be called by the Chairperson of the Board, the
Chief Executive Officer or the Interstate Energy Board. Pursuant to the WBCL, special meetings of
shareowners may also be called by the holders of at least 10% of the votes entitled to be cast on 1 any
issue.

: 'I-‘he IES.»By]aws are silent as to whether shareholders may take action by written consent without
a meeting. The IBCA authorizes shareholders to take action without a meeting by written consents

signed by the holders of not less than 90% of the votes entitled to be cast. The IPC Charter is also silent . -
as to whether stockholders may take action by written consent i in lieu of a meeting. The DGCL allows -

stockholders to take action in lieu of a meeting by written consent signed by the holders of outstanding
stock having not less than the number of votes that would be necessary to authorize such action at a
meeting. The Interstate Energy Bylaws are also silent regarding whether shareowners may take

action by written consent without a méeting. The WBCL permits shareowners to take action w1thout )

a'meeting by unanimous written consent.

Indemnification/Limitation of Lzabtlzty ‘The IES Charter provides that IES shall indemnify any

director, officer, employee or agent to the fullest extent permitted under the IBCA. The IES Charter -

further authorizes IES to purchase and maintain insurance for any such person or any person serving

at the request of IES as a director, officer, employee or agent of another enterprise against any liability -

incurred as a result of the person serving in such official capacity. The IES Charter also limits the
personal liability of directors for monetary damages for breach of their fiduciary duties, except for
habxhty relating to (i) any breach of the director’s duty of loyalty to the corporation or its sharehold-
ers, (ii) acts or omissions not in good faith or which involve intentional misconduct or knowing
violation of the law, (iii) any transaction from which the director derlved an improper personal beneﬁt
or (iv) unlawful dlstrlbutlons : : : .

The IPC Bylaws provide that IPC shall mdemmfy any person who is a party or threatened to be o

made a party to any legal proceeding by reason of the fact that such person is or was a director, officer,
employee or attorney of IPC, or is or was serving at the request of IPCasa director, officer, employee or
attorney of another enterprise, against expenses (including attorneys’ fees), judgments, fines and
amounts paid in settlement actually and reasonably incurred by such person. This right of indemnity

- includes the advancement of expenses upon receipt of an undertaking to repay upon specified condi-: - -

tions. The rlght to indemnification does not extend to matters in which the person seeking indemnifi-

cation is found liable to the corporation by ‘a court of competent jurisdiction, by a majority .of the -
directors who are not seekmg indemnification or by independent counsel appointed by the IPC Board

unless and only to the extent that a court determines such person is fairly and reasonably entitled to
indemnification despite a final determination of liability. The IPC Charter limits the personal liability
of directors for any acts or omissions in the performance of their duties as directors to the full extent
permitted under the DGCL. - :

The_Interstate Energy Bylaws provide that Interstate 'Energy shall indernnify a director or ofﬁcer
or any person serving at the request of Interstate Energy as a director, officer, agent or employee of

another enterprise against all reasonable expenses (including attorneys’ fees) incurred in connection’
with any threatened or pendmg legal proceeding to which the director or ofﬁcer was a party because
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such person was a director or officer to the extent such person was successful on the merits or’
otherwise in the defense of the threatened or pending proceeding. The Interstate Energy Bylaws
further provide that Interstate Energy shall indemnify directors and officers against liability incurred
in threatened or pending legal proceedings to which the director or officer was a party because such-
party was a director or officer unless the liability was incurred because the director or, officer
(i) willfully failed to deal fairly with the corporation or its shareowners in connection with a matter in
which the director or officer had a material conflict of interest, (ii) violated criminal law unless the’
director or officer had reasonable cause to believe his or her conduct was lawful or had rio reasonable

“cause to believe such conduct was-unlawful, (iii) engaged in ‘a transaction from which he or she
received'an improper personal benéfit, or (iv) engaged in willful misconduct. This right of indemnity
includes the advan¢e_nient of expenses upon receipt of an undertaking to repay upon specified condi-
tions. The right to indemnification (except in the event of a successful defense, in which case such
indemnification is automatic) will be determined at the indemnified party’s election by (i) majority
vote of a quorum of disinterested directors, (ii) independent legal counsel, (iii) a panel of three
.arbitrators, (iv) majority vote of the shareowners, (v) a court, or (vi) such other method provided for in
any additional right to indemnification. o e S

Comparison of Wisconsin, lowa and Delaware Law: . =~ C.oTH L
As describ;ed below, the DGCL,.IBCA and WBCL generally provide shareowners with similar

rights and protections. A comparison of. the DGCL as it applies to IPC, the IBCA as it applies to IES

and the WBCL as it applies to WPLH is set forth below: _ B L N

Classified Board of Directors; Removal of Directors; Vacancies. The DGCL, IBCA -and WBCL
each allow the board of directors to be divided into classes. Under the DGCL, directors serving on a
classified board of directors may be removed only for.cause unless ‘the certificate of incorporation
provides otherv;vise. Under both the IBCA and WBCL, absent a provision to the contrary contained in
the corporation’s articles of incorporation or bylaws; a director can be removed with or without cause
by the affirmative vote of the holders of the proportion of the voting power of the shares of the classes
or series such director represents sufficient to elect such director. ' - :

The DGCL provides. that vacancies on the board of directors will be filled as the certificate of -
incorporation or the bylaws provide, and that in the absence of any such certificate of incorporation or
bylaw provision, vacancies will be filled by the board of directors. The IBCA and WBCL both provide' -
that unless the articles of incorporation otherwise provide, vacancies may be filled by the shareowners
or by the affirmative vote of a majority, of the directors, even if the directors remaining in the office .
‘constitute less than a quorum. The IBCA and WBCL also both provide that if the vacant office was
held by a director elected by a voting group of shareowners, only the shareowners of that voting group
may vote to fill the vacancy if filled by shareowners, and only the remaining directors elected by.that
voting group may vote to fill the vacancy if filled by the directors. - . - . ' oL

Interested Director Transactions. The DGCL, IBCA and WBCL each provide that contracts or
“transactions in which one or.more of the corporation’s directors-have an interest (“Interested Con
tracts or, Transactions”) are not. void or voidable solely because of such interest or because such
director was present at the directors’ or shareowners’ meeting where such contracts or transactions’
were approved, iprovided certain conditions are met. Iriterested Contracts or Transactions may be
approved by a majority vote of the disinterested directors or by vote of disinterested shareowners if the
material facts of the contracts or transactions and the director’s interest in such contracts or transac-
tions are fully disclosed and a vote is taken in good faith. Furthermore, Interested Contracts or
Transactions may be approved if such contracts or transactions are shown to be fair and reasonable to
the’ corporation-at the time they are authorized, approved or ratified by the board of directors or
shareovx"r_;eijs.an? separate disinterested shareowner or disinterested director approval isnot required. -

Indemnificc:z’tion of Dirébtors' and Officers. The WBCL provides for mandatory indemnification
of a director or officer against certain liabilities and expenses if the director or officer was a'party to a
proceeding because of his or her status as such: (a) to the extent such director or officer is successful on
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the merlts or otherwise in the defense of the proceedmg, and (b) in proceedmgs in which the director
or officer is not successful in the defense  thereof, unless it is determined that the liability was incurred

‘because the -director or officer breached or failed to perform a duty that he or she owes to the

corporation and the breach or failure to perform constitutes: (i) a willful failure to deal fairly with the
corporation or its shareowners in connection with a matter in which the director or officer has a
material conflict of interest; (ii) a violation of criminal law, unless the director or officer had reason-
able cause to believe that his or her conduct was lawful or no reasonable cause to believe that his or her’
conduct was unlawful; (iii) a transaction from which the director or officer derived an 1mproper
personal profit; or (iv) willful misconduct. Indemnification under the WBCL is not required if the
director or officer has previously received indemnification from any. person, including the corporation,
in connection with the same proceeding. The WBCL provides that a corporation’s articles of incorpo-
ration may limit its obligation to indemnify directors and-officers. The WBCL specifically states that it
is the public policy of Wisconsin to require or permit indemnification in connection with a proceeding
involving securities regulation, as descrlbed therein, to the extent otherwise required or permitted
under the WBCL. : :

The IBCA prov1des that a corporatlon shall 1ndemmfy a dlrector or ofﬁcer made party. to a
proceeding because of his or her status as such, who was wholly successful on the merits or otherwise -
inthe defense of such proceedmg Under the IBCA, the corporation may indemnify a director or officer
against liability incurred in a proceedmg provided the director or officer: (a) acted in good faith;
(b) reasonably believed that his or her conduct was in the corporation’s best interests (in the case of

conduct in such person’s official ¢apacity) or not opposed to the corporation’s best interests (in all

.- other cases); (c) in the case of any criminal proceeding, he or she had no reasonable cause to believe
~ that the conduct was unlawful; (d) was not adjudged liable to the corporation; and (e) did not receive

an improper personal benefit. The IBCA provides that a corporation’s articles of mcorporatlon may
hmlt its obhgatlon to 1ndemmfy dlrectors and ofﬁcers o

- The DGCL provides that a d1rector or officer shall be mdemmﬁed agamst expenses (mcludmg- :
attorneys’ fees) actually and reasonably. incurred to the extent such director or officer has been
successful on the merits or otherwise in any action'brought against such director or officer because of

his or her status as such. With respect to a third-party action, the DGCL provides that a corporatlon -

may indemnily a director or officer against liability if such director or officer (a) acted in good faith and
in .a manner he or she reasonably believed to be in or not opposed to the best interests of the

) '_corporatlon and (b) with respect to any criminal action, had no reasonable cause to believe his or her
“conduct was unlawful. With respect to claims brought against a director or officer by or in the right of

the corporatxon such director or officer may be indemnified against expenses (including attorneys’
fees) actually and reasonably incurred by him or her. except that no indemnification shall be made in-
respect to any claim as to which such director or officer was adjudged to be'liable to the corporation
unless and only to the extent that the Delaware Chancery Court determines otherwise.

Limited Liability of Dzrectors The' DGCL, IBCA anid WBCL each provides for the l1m1tat;10n or
elimination of the personal liability of a company’s directors to the company or its shareowners for

~ monetary .damages for a breach of a director’s fiduciary duty This immunity is automatic under

Wisconsin law, but must be provided for in the certificate or articles of incorporation under Delaware

~ and Iowa law. In any case, directors cannot be immunized in certain instances including: (i) breach of
the duty of loyalty; (ii) acts or omissions not in good faith that involve intentional misconduct ora

knowing violation of law; (iii) unlawful distributions; and (iv) transactions in which the director
received an improper personal benefit. Other limitations specific to éach state also exist.

Amendmient of Articles. The DGCL, IBCA and WBCL each provide that the board of dlrectors
may propose amendments to a corporation’s certificate or articles of incorporation, respectively.
Under the DGCL, proposed amendments must be approved by the affirmative vote of the holders of a
majority of the voting power of the shares entitled to vote. Under the IBCA and WBCL, unless the
articles of incorporation, bylaws adopted under authority granted in the articles, the board (if the

board is proposing the amendment) or the IBCA or WBCL, as apphcable requlres a greater vote or
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vote by votmg groups, a proposed amendment is adopted if approved by a majority of the votes cast by,
every voting group entitled to vote on the amendment. In addition, each of the DGCL, IBCA and
‘WBCL require that certain amendments must be approved by a separate vote of a class or series of
stock if, among other thmgs the amendment would adversely affect the rights or preferences of such
shares. .

Amendment of Bylaws. Under the DGCL, the power to adopt, amend or repeal the bylaws is
vested in the stockholders entitled to vote, unless the certificate of incorporation confers the power to
adopt, amend or repeal the bylaws upon the directors. Under the IBCA and WBCL, unless reserved by
the certificate of incorporation to the shareowners, the power to adopt, amend or repeal the bylaws is
generally vested in the directors, subject to the power of the shareowners to adopt amend, or repeal
bylaws .adopted, amended or repealed by the directors.

Vote Required for Certain Mergers, Consolidations or Dissolutions. The DGCL, IBCA and
WBCL each require shareowner approval (except as indicated below and for certain mergers between
a.parent company and its 90% owned subsidiary) by the shareowners of each corporation that is party
to a plan of merger and the selling corporation for the sale by the corporation of substantially all its
assets-if not in the usual or regular course of business. (The DGCL does not refer to the usual or
regular course of business). The IBCA and- WBCL further provide for a shareowner vote of the
. corporation whose shares will be acquired in a statutory share exchange. Each of the DGCL, IBCA and
WBCL require a shareowner vote to approve the dissolution of a corporation.

The DGCL provides that the vote required to_approve a plan of merger, sale of substantially all the °
assets or dissolution is a majority of the outstanding stock of the corporation entitled to vote thereon.
Under the IBCA and the WBCL, unless a higher voting requirement is imposed by the articles of
incorporation or, in the case of the WBCL by the bylaws adopted under authority granted by the
articles of mcorporatlon or, in the case of the IBCA by the board of directors requiring a higher vote as
" acondition to'its submission of the plan to shareowners, the vote required to approve a plan of merger,
statutory . share exchange, sale of substantially all assets not in the ordinary course of business or
dissolution is a majority of the voting power of all shares entitled to vote of each corporation whose -
shareowners have a right to vote; approval of a plan of merger or statutory share exchange (and in the
case of the WBCL, a sale of substantially all assets or dissolution) also may require the affirmative vote
of one.or more classes or series of stock. :

" ‘Neither the IBCA nor the WBCL requires the vote of the shareowners of a surviving corporation

in a merger if (i) the corporation’s articles of incorporation will not be amended in the transaction

" (except for amendments permitted to be made by the board without a shareowner vote under the
WBCL), (ii) shareowners of the corporation immediately before the effectivé date of the transaction
will hold the same number of shares with identical rights immediately after the effective date, (iii) the
number of shares entitled to vote immediately after the merger (plus shares issuable upon certain
conversions or pursuant to certain rights) does not exceed by more than 20% the number of shares
~ entitled to-vote immediately before the transaction, and (iv) the number of participating shares of the

' ¢orporation (outstandlng shares of the corporation that éntitle their holders to participate, without =

limitation, 1n>dxstrxbutlons by the corporation) immediately after the merger, plus the number of
‘participating shares of the corporation issuable on the conversion of, or on the exercise of rights to
purchase, securities issued in the transaction, will not exceed by more than 20% the number of
participating shares of the corporation immediately before the transaction. The DGCL similarly does
not require a.stockholder vote of the stockholders of a surviving corporation to a merger if (i) the
agreemernt of merger does not amend in any respect the surviving corporation’s certificate, (ii) each
. share of stock outstanding immediately prior to the merger is identical to outstanding or treasury
shares following the merger, and (iii) no shares of stock (and no securities convertible into shares of
’ stock) are to |be issued pursuant to the merger or the number of shares issued (or the securities
convertible into shares of stock) does not exceed 20% of the number of shares outstandlng immedi-
ately prior toithe merger
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_- Class Vote for Certain Reorganizations. The IBCA and the WBCL both provide, with certain
exceptions, that a class or series of shares of a corporation is entitled to vote on a plan of merger or
statutory share exchange as a class or series if ‘any provision of the plan would, if contained in a
proposed amendment to the articles of incorporation, entitle the class or series of shares to vote as a
class or series and, in the case of an exchange, if the class or series is included in the plan of exchange.

The DGCL does not contain similar provisions. In addition to the voting requirements'discusséd"'
" above, anti-takeover legislation adopted in Wisconsin and Delaware imposes additional restrictions on -

mergers and other business combinations between certain shareowners and the corporation. See

. “— Anti-Takeover Statutes.”

Shareowner Action by Consent. The DGCL, IBCA and WBCL eacn permit shéreowners‘ to take

action without a meeting by written consent. However, the DGCL and IBCA both allow corporations’

to opt out of such written consent provisions by so stating in théir certificate or articles of i incorpora-
tion, respectively. To approve an action in lieu of meeting by written consent, the DGCL requires each
written consent to be signed by the holders of outstanding stock having not less than the minimum
number of votes that would be necessary to approve such action at a meeting where all shares entitled

to vote thereon were present and voted. The IBCA requires written consents to be signed by the .

holders of 90% of the votes entitled to be cast for shareowner action to be approved. The WBCL

requires unanimous consent unless the articles of 1ncorporatlon prov1de for action by less than :

unanimous consent. . . . )

Statutory Shareowner Liability. The WBCL prov1des that shareowners of Wisconsin corpora-
tions are personally liable up to an amount equal to the par value of shares owned by-them (and to the
consideration for which shares without par value were issued) for debts owing to employees of the
corporation for services performed for such corporation, but not exceeding six months’ service in any
one case. The liability imposed by the predecessor to this statute was interpreted in a trial court
decision to extend to-the original issue price for shares, rather than the stated par value. Although

affirmed by the Wisconsin Supreme Court, the case offers no precedential value due to the fact that -

the decision was affirmed by an. equally divided court. The DGCL and the IBCA do not contain
comparable prowsmns

Distributions. The IBCA and the WBCL both prowde that the board of directors may authomze
and the corporation may make, subject to any restriction by the articles of incorporation, distributions
to its shareowners unless after such distribution the corporation would not be able to pay its debts as
they become due or-its total assets after the distribution would be less than the sum of its total
liabilities, plus the amount that would be needed, if the corporation were to be dissolved at the time of
the distribution, to satisfy the preferential rights upon dissolution of shareowners whose preferentlal
rights are superior to those receiving the distribution.

The DGCL provides that, subject to any restrlctlons contained i ina corporatlon 5 certlﬁcate of
incorporation, the directors may declare and pay dividends either (i) out of the corporation’s surplus,

or (ii) if there shall be no surplus, out of the corporation’s net profits for the fiscal year in which the

depreciation to an amount less than the aggregate capital represented by the corporatxon s 1ssued and
outstanding stock having a dlstrlbutlon preference.

Special Meetings of Shareowners Under the DGCL, IBCA and WBCL a specxal meeting of

shareowners may be called by the board of directors or by any person authorized by the certificate or.

dividend is declared and/or the preceding fiscal year, unless the corporation’s capital is diminished by . /.. . ..

articles of incorporation or bylaws to call a special meeting. The IBCA and WBCL further provide for -

the calling of a special meeting pursuant to a written demand of the holders of not less than 10% of the

. votes entitled to be cast at such a meeting.

Dissenters’ Rzghts The DGCL IBCA and WBCL each entitle shareowners of a corporatlon to
dissent from and obtain fair value for their shares in the event of certain corporate actions. Subject to

~ certain exceptions, limitations and conditions, shareowners of corporations incorporated in these

states may dissent from a plan of merger. The IBCA and WBCL also both provide that shareowners

may dissent from a statutory share exchange or a sale of all or substantially all of the assets of the = -
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corporation. The IBCA also provides that dxssenters rights are avallable to shareholders in the event
of any amendment to the articles of incorporation that materially and adversely affects the rights or
. preferences of the dissenting shareholders’ shares in certain specified ways. The. DGCL, IBCA and
- WBCL prov1de that a corporation may create addltlonal dissenters’ rights in its certificate or articles
" of incorporation. The IBCA and WBCL also allow corporatmns to create add1t10na1 dissenters’ rights. -
" in their bylaws or by board resolution. w

The DGCL and WBCL both provide that dissenters’ rights are not available to holders of shares
listed 'on a national securities exchange or quoted on the Nasdaq National Market. In addition, the
DGCL providés that dissenters’ rights are not available to holders of shares that are held of record by
more than 2,000 holders. The DGCL provides that such shares do not carry dissenters’ rights unless

* the holders thereof are required to accept in consideration of their shares anything other than listed
securities or cash in lieu of fractional shares. The WBCL provides that such shares do not carry
dissenters’ rights unless the articles of incorporation provide otherwise or except in a Business
Combination (as defined under. the WBCL and described below under “Antl-Takeover Statutes’).

Director and Officer Discretion.” The WBCL provides that, in discharging his or her duties to the
corporation and in determmmg what he or she believes to be in the best interests of the corporation, a
director or ofﬁcer may, in addition to cons1der1ng the effects of any action on shareowners, consider-
(1) the effects of the action on emplovees suppliers and customers of the corporation, (ii) the effects of
the action on the communities in which the corporation operates and (iii) any other factors that the
director or ofﬁcer considers pertinent. The IBCA contains comparable provisions. The IBCA provides
that, in discharging the duties of the position of director, a director may, in considering the best-
interests of the corporation, consider the interests of the corporation’s employees, customers, suppli-
ers, and creditors, the economy of the state and nation, community and societal considerations, and
the long-térm, as well as short-term interests of the corporation and its shareholders including the

. possibility that these interests may be best served by the continued independence of the corporation.
Delaware JudlClal doctrine allows dlrectors to consider. similar factors .

Anti-Takeover Statutes ‘ RS . ‘

W1sconsm law regulates a broad range of “‘business cornbmatxons” between a Wisconsin corpora-
tion and an 1nterested stockholder.”” Wisconsin law defines a “business combination’ to include a
merger or a share exchange sale of assets, issuance of stock or rights to purchase stock and certain
related party transactions. An “‘interested stockholder” is defined as a person who beneficially owns,
directly or indirectly, 10% of the outstanding voting stock of a corporation or who is an affiliate or
associate of the corporation and beneficially owned 10% of the voting stock within the last three years.
With certain exceptions, Wisconsin law prohibits a corporation from engaging in a business combina-
tion with an interested stockholder for a period of three years following the date on which the person
became an 1nterested stockholder, unless the board of directors approved the business combination or -
the acquisition of the stock prior to the interested stockholder’s stock acquisition date. A corporation
|, may engage in a business combination with an interested stockholder after the third anniversary of
" the acqulsltlon date provided any of the following is satisfied: (i) the board of directors approved the
purchase of stock by the interested stockholder prior to the interested stockholder’s stock acquisition
date, (ii) the busmess combination is approved by a majority of the outstanding voting stock not
owned by the interested stockholder, (iii) the consideration to be received by shareowners meets
certain requirements of the statute with respect to form and amount or (iv) the business combmatlon
is of a type specifically excluded from the coverage of the statute.

Section 180.1150 of the WBCL provxdes that in particular circumstances the voting of shares of a .
Wisconsin “‘issuing: public corporation” (a Wisconsin corporation which has at least 100 Wisconsin
resident shareowners, 500 or more shareowners of record and total assets exceedmg $1 million) held
by any person in excess of 20% of the voting power is limited to 10% of the full voting power of such
.excess shares {Full voting power may be restored under Section 180.1150 if a majority of the voting -
power of shares represented at a meeéting, mcludmg those held by the party seeking restoration, are
voted in favoriof such restoration.
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In addition, the WBCL sets forth certain fair price provisions which govern mergers and share
exchanges with, or sales of substantially all of a Wisconsin issuing public corporation’s assets to, a 10%
shareowner, mandating that any such.transaction meet one of two requirements. First, the transac-
tion must be approved by 80% of all shareowners ‘and two-thirds of “disinterested” shareowners,
which generally exclude the 10% shar_'eowner Second, the corporation must pay a statutory fair price,
which is intended to insure that shareowners in the second step merger, share exchange or asset sale
receive at least what shareowners received in the first step. -

Further the WBCL requlres shareowner approval for certain transactions in the context of a
tender offer or similar action for an amount in excess of 5% of a Wisconsin corporation’s stock.
“Shareowner approval is required for the acquisition of more than 5% of the corporation’s stock at a
price above market value, unless the corporation makes an equal offer to acquire all shares. Share-
owner approval is also required for the sale or option of assets which amount to at, least 10% of the
market value of the corporation, but this requlrement does not apply if the corporation meets certain
minimum outsuie director standards.

Section 203 of the DGCL (the “Delaware Business Comblnatlon Statute”) applies to certain
business combinations involving a corporation and certain of its stockholders. The Delaware Business
Combination Statute prevents a corporation from engaging in any “‘business combination” (defined to
include a variety of transactions, including the sale of assets, mergers and most related party transac-.
tions) with an “‘interested stockholder” (defined generally as a person owning 15% or more of the
corporation’s outstanding voting stock) for three years following the date.such stockholder became an
interested stockholder, unless (i) before such person became an interested stockholder, the board of
directors of the corporation approved the business combination or the transaction in which the
interested stockholder became an interested stockholder, or (ii) upon consummation of the transac-
tion which resulted in the stockholder becoming an interested stockholder, the interested stockholder’
owned at least 85% of the voting stock of the corporation outstanding at the time the transaction
commenced (excluding stock held by directors who are also officers of the corporatlon and by certain:
employee stock ownership plans) or (iii) following the transaction in which such person became an
interested stockholder, the business combination is approved by the board of directors of the corpora-
tion and authorized at a meeting of stockholders by the affirmative vote of the holders of two-thirds of
the outstandmg voting stock of the corporatxon not owned by the interested stockholder
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: UNAUDITED PRO FORMA COMBINED FINANCIAL INFORMATION

The following unaudited pro forma financial information combines the historical consolidated
‘balance sheets and statements of income of WPLH, IES and IPC, including their respective Subsidiar-
ies, after giving effect to the Mergers. The historical data for WPLH have been adjusted to reflect the
restatement of such data to account for certain discontinued operations discussed in the notes hereto.
The unaudited pro forma combined balance sheet at March 31, 1996 gives effect to the Mergers as if
they had occurred at March 31, 1996. The unaudited pro forma combined statements of income for
each of ‘the three years in the period ended December 31, 1995, the three-month periods ended
March 31, 1996 and 1995, and the twelve-month period ended March 31, 1996 give effect to the

Mergers as if they had occurred at January 1, 1993. These statements are prepared on the basis of

accounting for the Mergers as pooling of interests and are based on the assumptions set forth in the -

notes thereto. In addition, the pro forma financial information does not give effect to the expected
synergies or the costs to be incurred to achieve such synergies. The pro forma financial information,
however, does,reﬂect the transaction costs to effect the Mergers. :

_The .folloWing pro forma financial information has been pfepéred from, and should be read 1n

conjunction with, the historical consolidated financial statements and related notes thereto of WPLH,
IES and IPC, incorporated by reference herein. The following information is not necessarily indicative
- of the financial position or operating results that would have occurred had the Mergers been consum-
mated on the date, or at the beginning of the periods, for which the Mergers are being given effect nor
is it necessarily indicative of future operating results or financial position. In addition, due to the
~ effect of weather on sales and other factors which are characteristic of public utility operations,
financial results for the three-month periods ended March 31, 1996 and 1995 are not necessarily
indicative of trends for any twelve-month period. ‘ '
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ASSETS

INTERSTATE ENERGY CORPORATION

'UNAUDITED PRO FORMA COMBINED BALANCE SHEET

MARCH 31, 1996
(In thousands)

" WPLH

See aécompanying Notes to Unaudited Pro Forma Combined Financial Statements -

IES , 1PC Pro Forma Pro Forma
= : - (As Reported) - (As Reported) (As Reported)  Adjustments Combined
UTILITY PLANT' : . I - : ' o
Electric . ............. e e e e e e e e e e e e e e $1,674,322 $1,909,500 . $ 836,863 — . $4,420,685 -
Gas .. ... e e . 218,973 166,248 63,344 — © 448,565
Other . ...... ... ... ... ... ... e e e e e e e e e e e e -163,576 106,504 — — .. 270,080
“Total . ... ... ... ... R el 2,056,871 2,182,252 900,207 — 5,139,330
Accumulated provnslon for deprecnatlon .................. e e e e e e . 908,603 - 973,304 409,051 — 2,290,958
Construction work in progress . . ... ................. e e e e 42,848 65,862 3,945 — 112,655
Nuclear fuel — met . . .. ... ... .. . e PP . 14,976 34,915 — — 149,891
Net utlhty Plant . . . .. e 1,206,092 1,309,725 495,101 -— 3,010,918
OTHER PROPERTY, PLANT AND EQUIPMENT — NET AND INVESTMENTS ....... © 148,100 250,703 . 1,231 — 400,034
CURRENT ASSETS . v _
Cash and cash equivalents . . . . ... .' .................................. 7,935 10,435 1,218 - © 19,588
"Accounts receivable —net .. ... ... .. ... e e e e e e e e e e e e e e : 81,797 54,838 29,559 — 166,194
Fossil fuel inventories, at average cost . . . .. .. . .t it e 12,285 12,313 11,938 — 36,536
Materials and supplies, at average cost ........................ R 20,904 25,164 5,762 — 51,830
Prepayments and other . . . . ... e e 24,163 - 40,224 14,165 - — 78,552
Total current assets . ............... e e e e e 147,084 142,974 62,642 — 1 352,700 .-
EXTERNAL DECOMMISSIONING FUND . . . : . .0 i e e e i cs i 82,523 49,543 J— — 132,066
DEFERRED CHARGES AND OTHER :...... R e : 254,875 233,999 71,133 — 560,007
TOTAL ASSETS . .......... e e e e . $1,838,674 - $1,986,944 $ 630,107 $4,455,725
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. N A - [
o L R ce e S INTERSTATE ENERGY CORPORATION )
e T - e coTroT UNAUDITED PRO FORMA COMBINED BALANCE: SHEET (Contmued) 2
MARCH 31, 1996 . : ‘ ; . .
(In thousands) ‘ - A
’ ' . = . : WPLH - IES IPC Pro Forma Pro Forma
o . Y R ' . e ] (As Reported) (As Reported) (As Reported)  Adjustments Combined
LIABILITIES AND EQUITY . ) o T o o , S
CAPITALIZATION o o — : ' L P
Common Stock Equity: : - ’ : R . S
Common stock (Note 1), . . .......... ... B $ 308 7 $ 396,230 ° $ 33,475 $(429 299) -$ 714
Other stockholders’ equity (Note 1). . . .. .. ...... .. .. e e 613,320 © 219,590 - 168,238 7421,039 - 1,422,187
Total common stock equity . . .. .. . . e e e e e e e - 613,628 .- 615,820 ’ 201,713 - .- (8,260) 1,422,901
Preferred stock not mandatorily redeemable .................... el . ] 59,963 . 18,320 10,819 C—_ ’ . 89,102
- Preferred stock mandatory sinking. fund ........ ST e e — = 24,062 — . 24,062
Long-term debt =— net . ... .... R e PPN e e 428,347 - 600,677 188,899 C—- . 1,217,923
ey Total capitalization . . . ... ... . ...... ... ... .. .. . P 1,101,938 . 1,234,817 425,493 (8,260) 12,753,988 . -
no . CURRENT LIABILITIES ’ : . : i ) . B
Current maturities; sinking funds, and capltal lease obhgatlons e e e i 1 406 . 30,234 f— L, — 31,640
Commercial paper, notes payable and other . . ........... .. e e e e 57,896 - 92,000 - 23,150 = 173,046
Varlablemtedemandbonds............._..;..-........._...,....' ...... . 56,97 1 — - o= 56,975
Accounts payable and accruals . ........... .. e P e e " 93,463 '~ 68,656 14,145 .= 176,264
Taxesaccrued..;...............'i.......i‘ ...................... 24,103 . .69,294 .. 20,801 — 114,198
Other accrued liabilities .. ... ..:. . ........ . e e e 41455 - 69,370 14,714 - 14,000 ) 139,539
Total current liabilities . . .. ...., ... .... e e 275,298 . 329,554 172,810 14,000 691,662
OTHER LIABILITIES” o - S ‘ " . ‘ v
Deferred income taxes. . ................... e e e, 245,153 .7 256,066 96,663 © U (5,740) - .. 892,142 -
Deferred investment tax credits - ... ... ... . ... ... .. ... ... wee . T 38,364 - 36,454 7 17,784 — 92,602
Accrued environmental remediation costs .......... e e e : 76,763 43,680" 6,834 . — C 127,277
Capital lease obligations . . ...... ... ... ... . ... ... .. . e . S . 20,135 . — . 20,135
Other liabilities and deferred credxts, .. .f .................. e e © . 101,158 66,238 . 10,523 _ 177,919
Total other liabilities. . . . . ... .. , B 461,438 - 422,573 131,804 (5,740) 1,010,075
TOTAL CAPITALIZATION AND LIABILITIES . .. . ... ... .. .. ... . ... .. -$1,838,674°  $1,986,944 3 630,107 5 - $4,455,725

= See éccomp_anying thes to Uﬁéudited Pro Forma Combined Financial Statements




from continuing operations

*

See accompanying Notes to Unaudited Pro Forma Combined Financial Statements -

INTERSTA'IE LNERGY CORPORAT]ON

THREE MONTHS ENDED MARCH 31, 1996
(In thousands, except per share amounts)

WPLH - IES 1rC

Pro Forma

Pro Forma
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g “ (As Reported) .(As Reported)  (As Reported)  Adjustments  Combined -
Operating Revenues ‘ , ' '
Electric .. ..... ... ... ... $148,500 $125,368 $65,915 $ — $339,783
Gas........... e e e 71,741 90,024 21,134 —_ 182,899
Other ...................... < 40,636 . 217,805 — — 68,441
. Total operating revenues ....... 260,877 - 243,197 87,049 — 591,123
Operating Expenses .
Electric production fuels ......... 28,604 20,292 14,774 — 63,670
. Purchased power .............. 15,344 14,469 14,193 — 44,006
Costofgassold ............... 45,364 T 67,437 11,473 —_ 124,274
Other operation ............... 76,565 52,5625 - 11,712 — 140,802
‘Maintenance ................. 8,551 © 10,833 3,693 — 23,077
Depreciation and amortization . . . .. 23,116 27,384 - 7,577 — 58,077
Taxes other than income taxes ..... 9,171 13,262 . 4,550 — 26,983
Total operating expenses ....... 206,715 206,202 67,972 —_ 480,889
. Operating Income . e e L 54,162 - 36,995 . 19,077 —_ 110,234
Other Income (expense) ’ . :
Allowance for equity funds used .
during construction . . .. ........ 529 — — — - 529
. Other income and deductions — net . -+ 3,950 1,677 812 — 6,439
: Total other income (expense) . ... 4479 . - 1,677 812 — 6,968
.Interest Charges . ............... 8,674 12,216 4,077 — 24,967
Income from continuing operations '
before income taxes.and preferred : S : ' _
wdividends. ... ... .o T 49,967 " 26,456 15,812 — 92,235
Income Taxes . ......cvvevvnenn. i 17,459 12,182 6,271 — - 35,862
Preferred dividends of sub51d1anes B
s (Note2) ........ ... .. . 828 229 ‘615 — 1,672
Income from Continuing Operatlons ‘ - .
-(Notes3and6) ................ $ 31,680 $ 14,095 $ 8,926 $ — $54,701
Average Common. Shares Outstanding . A
c(Notel) ..ot 30,774 - 29,645 9,564 1,348 71,331
Earnmgs per share of Common Stock : : : : :
........ $1.03 $0.48 $0.93 $— $0.77
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INTERSTATE ENERGY CORPORATION

j UNAUDITED PRO FORMA»COMBINED STATEMENTS OF INCOME

THREE MONTHS ENDED MARCH 31, 1995
(In thousands, except per share amounts)

[
t
i
;

| :
" Operating Revenues
Electric.. ... .............. ...
Gas...... e

- Total operaﬁng revenues .. ... Lo

Operatmg Expénses i : :
Electric productlon fuels ..........

Purchased power ........ ... .t

Costofgassold . ..............
Other operation ................
Maintenance . ................

Depreciation and amortlzatlon R

Taxes other than income taxes . . . ..
© Total operating expéenses. . . . . . . .
' z

Operating Income . ..............

- Other Income (expense)

Allowance for equity funds used
during construction . ... .........

Other income and deductions — net .

Total other, income (expense)

Interest Charges ................ ’

Income from contmumg operations
before income taxes and preferred
dividends. .. ..................

-Income Taxes ............. P
_ Preferred dividends of subsxdxarles
"Mote2) ... ...

‘Income from Contmumg Operatlons

(Notes 3 andB) ..i........0.. .. o

- Average Common Shares Outstandmg
“Mote 1) ...

Earnings per share of Common Stock
from continuing operations ........

T

PC

=

. Pro Forma

$0.65

f'-Seé accompanying Notes to Unaudited Pro Forma Combined Financial Statements
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. -WPLH - .. IES Pro Forma
(As Reported)  (As Reported)  (As Reported)  Adjustments - Combined
$131,151 $116,577 $63,803 $ — $311,531-

© 55,207 . .64,982 18,962 — 139,151
29,516 . 24,833 - — - 54,349
215874 206,392 82,765 - — 505,031
29,713 19,443 " 16,840 — 65,996
7,148 16,314 12,102 — © 85,564
33,882 49,289 9,957 — 93,128
© 59,991 48,090 12,031 — 120,112
9,832 12,163 3,440 —_ 25,435
21,284 25,538 7,226 —_ 54,048
9,323 13,440 4,505 — < 27,268
171,173 184,277 66,101 — 421,551,
44,701 22,115 16,664 - - - 83,480
271 282 — — 553
35 360 270 — 665
306 642 ~ 270 - 1,218

10,157 11,136 4,217 - 25,510
- 34,850 11,621 12,717 - 59,188
13,963 4,652 4,960 . — . 28,675
828 229 614 — 1,671

$ 20059 $ 6740  $ 7,143 $—  $33942
30,774 28,889 9,564 1,341 - 70,568

' $0.28 $0.75 $— $0.48




INTERSTATE ENERGY CORPORATION

UNAUDITED PRO FORMA COMBINED: STATEMENTS OF INCOME

TWELVE MONTHS ENDED MARCH 31, 1996
(In thousands, except per share amounts)

Operating Revenues

‘Electric . . ............. . .
Gas. ... . e

Total operating revenues . ... ..
Operating Expenses . . . . .........
Electric production fuels .. ... ...
Purchased power .............
Costofgassold ..............
Other operation . .............
Maintenance ................

. Depreciation and amortization . . . .
Taxes other than income taxes. . ..

Total operating expenses .. ....
Operating Income . .............

Other Income (expense) ..........
Allowance for equity funds used

durmg construction . .. ........

Other income and deductions — net

Total other income (expense) e
Interest Charges ...............

Income from continuing operations
before income taxes and preferred
dividends ...................

Income Taxes .................

Preferred dividends of subsidiaries

(Note2) ........ ... v,

Income from Continuing Operations

" (Notes3and6)-...............

Average Common Shares Outstanding

~(Notel) oot

Earnings per share of Common Stock

* from continuing operations .......

WPLH

'(As Reported)

IPC

(As Reported)

Pro Forma Pro Forma
Adjustments Combined

1E
(As .Reported)

$276,986

$ — $1,409,920

'$563,672 - $560,262
155.703 215,381 45,840 — 416924 .
132,883 -~ 103173 - - 236,056
852,258° - 887,816 322,826 = 2,062,900
115,380 97,105 60,099 — 272584
52,210 - 65,029 59,656 — 176,895
95,483 159,864 27,404 - 282,751
267.371 205,822 45,398 - 518,591
40762 - 44,763 15,134 - 100,659
88,151 99,803 29,911 — 217,865
34,036 48,836 16034 -~ — 98.906
693,393 721,222 253,636 — 1668251
158,865 166,594 69,190 —. 394,649
1,684 104 — - 1,788
7.018 4,489 (2,330) —  oom
8,702 4593 (2,330) — 10,965
41414 48772 16655 = — 106,841
126,153 122,415 50,205 - — 298,773
39,604 49970 20,764 - 110,338
3,310 914 " 2459 — 6,683
$ 83239 . §$ 71,531 $ 26982 . $— $ 181,752
30,774 29,391 9,564 1,346 71,075
$2.70 $2.43 s282

$— 8256

See accompanying Notes to .Unaudited Pro Forma Combined Financial Statements
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INTERSTATE 'ENERGY CORPORATION

UNAUDITED PROF ORMA COMBINED STATEMENTS OF INCOME

}
f
!
S
'
!
A
I

{ Lot e

'

' YEAR ENDED DECEMBER 31, 1995
(In thousands, except per share amounts)

126

See; éccompanyihg Notes to Unaudited Pro Forma Combined Financial Statements

. WPLH " IES 1PC Pro Forma . Pro Forma =
R . . (As Reported)  (As Reported) (As Reported)  Adjustments Combined
Operatmg Revenueb : , : . ,
Electric . . ... T $546,324 $560,471 .$274,873 $— $1,381,668
cGas. ... R 139,165 190,339 43,669 — 373,173
"Other ....L.. ... . ... L. g 121,766 100,200 — —_ 221,966
Total operating revenues . . . . . . 807,255 851,010 318,542 . —_ 1,976,807
Operating Expenses o : .
Electric production fuels .. .. .. L 116,488 96,256 . 62,164 — 274,908
Purchased power . .. ... e - 44,015 . 66,874 . 57,566 — 168,455
Cost of gas sold ........ e 84,002 - 141,716 25,888 . — 251,606
Other operatlon ....... e 250,796 201,390 " 45,717 - — 497,908 -
Maintenance ... ............. - 42,043 46,093 . 14,881 -  — 103,017
.Deprecmtlomand amortization . . .. "86,319 97,958 29,560 - — 213,837
Taxes other than income . ' o I ' _— ' T
taxes . .. . R A 34,188 49,011 15,990 — 99,189
Total operating expenses . . . . .. 657,851 © 699,298 251,766 —_ 1,608,915
Operating Income ............ . 149,404 151,712 66,776 — 367,892
Other Income (Expense) ' : -
Allowance for equity funds used -
durmg construction . .. ........ - 1,425 : 386 — — 1,811 -
Other income and deductxons — net .- 3,103 - 3,170 (2,872) —_ 3,401 ‘
‘Total other income o ‘ o : . . : . :
‘(expense) .. ..... e 4,528 . - 3,556 (2,872) . — 5,212 : '
Interest Charges e e 42,896 47,689 . 16,795 — 107,380
- Income from contmumg operatzons . : - ' : ' '
before income taxes and preferred A - -
dividends ............... .. L 111,086 107,579 47,109 . — 265,724
Income Taxes ................. ~-36,108 - 42,489 19,453 — 98,050
Preferred dmdends of subsxdlanes oo ‘ o . )
"(Note2) .................... - 3,310 . 914 2,458 — 6,682 -
Income from Contmumg Operatlons : - o ) :
(Notes 3 and. 6) ....... PP $ 71,618 $ 64,176 $ 25,198 8 $ 160,992
Average Common Shares Outstandmg ' . S S —
(Note 1) . . . '30,774 129,202 9,664 1,344 70,884
Earnings per share of Common Stock . ) ) . ' “
from contmumg operations . ... ... $2.33 $2.20 $2.63 3= $2.27:




INTERSTATE ENERGY CORPORATION

UNAUDITED PRO "FORMA- COMBINED STATEMENTS OF INCOME

YEAR ENDED DECEMBER 31, 1994
(In thousands, except per share amounts)

Operating Revenues '

Electric . ... .. ... .0 it L
Gas. R R

Total operating revenues ......

Operating Expenses

Electric production fuels . .......
Purchased power .............
Costofgassold .......... PR
Other operation . .............
Maintenance ................
Depreciation and amortlzatlon FEREIR
Taxes other than income

taxes . ... ... e e

Total operating expenses . . . O

Operating Income . .............
Other Income (Expense)

Allowance for equity funds used
during construction . . . ........
Other income and deductions — net

Total other income
(expense) ................

Interest Charges ...... S e
Income from continuing operations

before income taxes and preferred
dividends ...................

Income Taxes ....... e
Preferred dividends of sub51d1ar1es

(Note2) ............. e

Income from Continuing Operations
(Notes 3and6) ........ e :

Average Common Shares Outstandmg

(Notel) ..... e e e

Earnings per share of Common Stock

from continuing operations . ... ...
" "

See accompénying Notes to Unaudited Pro Forma Combined Financial Statements

WPLH . IES IrCc Pro Forma  Pro Forma
(As Reported)  (As Reported) (As Reported)  Adjustments Combined
$531,747 $537,327 $261,730 - $—  $1,330,804
151,931 165,569 45,920 — 363,420
112,039 82,968 — — 195,007
795,717 785,864 307,650 — 1,889,231
123,469 85,952 61,384 — 270,805
37,913 68,794 58,339 — . +165,046
£ 100,942 120,795 30,905 — 252,642
246,212 176,863 51,917 — 474,992
. 41,227 52,841 17,160 — 111,228
. 80,351 86,378 128,212 — 194,941
33,788 46,308 16,208 — 96,394
663,902 637,931 264,215 — 1,566,048
131,815 147,933 43,435 — 323,183
3,009 2,299 166 - 5,474
7610 3.472 3,100 — 14,182°
10,619 5,771 3,266 — " 19,656
36.657 44,399 16845 1 — 97.901
105,777 109,305 29,856 — " 244,938
36,043 - 41,573 9,189 — - 86,805
. 3,310 914 9,454 — . 6,678
$ 66424  $ 66818  § 18213 - $— $ 151,455
30,671 28,560 9,479 1,329 70,039
$2.17 $1.92 $— 1 $2.16
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INTERSTATE ENERGY CORPORATION

UNAUDITED PRO FORMA COMBINED STATEMENTS OF INCOME
YEAR ENDED DECEMBER 31, 1993

Operatiﬁg Revenues
Electric . .. ... . Lol

* Total operatmg revenues . .....
Operating Expenses
Electric production fuels ....:...
Purchased power .............
Costofgassold ..............
" Other operation . . . ... e
Maintenance . ... .. e
Depreciation and amortization . . . .
Taxes other than income taxes. . . . .

- Total opéraﬁihg expenses ... ... K

Operatmg Income . .......... e
Other Income (Expense)
Allowance for equity funds used
during construction . . .........
Other income and deductions net . .

Total other i income (expense) . . . .
Interest Charges . ..............

Income from continuirig operations
before income taxes and preferred
dividends ...................
Income Taxes . ;...............
Preferred dividends of sub51d1arxes
:(Note 2) . ... P

Income from: Contmumg Operations
(Notes 3 and 6)...... e e e

" Average Common Shares Outstandmg ,

(Notel) ....................
Earnings per ‘share of ‘Common Stock
- from contmumg operations .......

L

‘
'

See :accompanying Notes to Unaudited Pro Forma Combined Financial Statements

: - 1ES : IPC Pr‘(;'Fornm
* (As Reported)  (As'Reported) . (As Reported) Adjustments . Combined
$503,187 - $550,521 $255,759 $— $1,3o9,467
137,270 181,923 '53,709 — 372,902
98,147 68,822 _ — " 166,969
738,604 - 801,266 . 309,468 - — 1,849,338
123,919 87,702 64,059 —_ 275,680
28,574 93,449 53,936 —_ 175,959
90,505 135,830 " 38,309 — 264,644
221,840 162,642 48,567 — 433,049
44,763 . 48,913 16,771 — 110,447
68,680 77,012 26,955 _ 172,647
32,379 - 44,449 17,080 - 93,908
610,660° 649,997 265,677 — 1,526,334
127,944 151,269 43,791 — 323,004
2,978 824" 68 - 3,870
(633) (2,908) 1,209 — (2,332)
2,345 (2,084) 1,277 — 11,538
37,020 43,292 16,617 — 96,929
93,269 105,893 - 28,451 —_ 227,613
25,656 137,041 9,464 — 72,161
3028 - 914 2,861 — 7,703
- $ 63,685 $ 67,938 $ 16,126 $— " § 147,749
29,681 217,764 9,316 1,303 68,064 -
'$2.15  $2.45 ' $— $2.17

WPLH

(In thousands, except per share amounts)

Pro Forma
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, INTERSTATE ENERCY‘CORPORATION

NOTES TO UNAUDITED PRO, FORMA
COMBINED FlNANCIAL STATEMENTS ‘

The pro forma combined financial statements reflect the conversion of each share of IES Common
Stock (no par value) outstanding into 1.01 shares of WPLH Common Stock ($.01 par value) and
the conversion of each share of IPC Common Stock ($3.50 par value) into 1.11 of a share of WPLH
Common Stock ($.01 par value), and the continuation of each share of WPLH Common Stock
($.01 par value) outstanding as one share of Interstate Energy Common Stock, as prov1ded in the
Merger Agreement. The pro forma adjustment to common stock equity restates the common
stock account to equal par value for all shares to be issued ($.01 par value per share of Interstate
Energy Common Stock) and reclassifies the excess to other stockholders’ equity. The pro forma
combined statements of income are presented as if the companies were combined on January 1,
1993. The pro forma combined balance sheet nges effect to the Mergers as if they occurred at
March 31, 1996. . .

The number of shares of common stock used tor calculatmg per share amounts 1s based on the.

exchange ratios shown below.
Average Numbcr of Shares 0ufstandirrg for tbe twelve months ended

Exchange,. As rcpcrled Proforma _As reported  Pro forma  As Reported P‘r_o forma

Ratio L 33196 . . 331796 12/31/95 - 12/31/95 12/31/94 12/31/94
’ ’ . (in thousands) . . o A
IES..... 1.01 29,391 °© 29,685 - 29,202 = 29,494 . 28,560 28,846
IPC..... 1.11 9,564 10,616 - 9,564 10,616 9,479 - ~10,522
WPLH ...  NA . 30,774 30,774 30,774 30,774. 30,671 ‘30,671
A "Exchange As reported - Pro forma C
Ratio 12/31/93 *12/31/93

o . (in"thousands) .
IES ... ... ‘1.01 27,764 . 28,042
IPC ...... [ 111 9,316 10,341

WPLH ............ e : N/A 29,681 - 29,681

Average Number of Shares Outsfanding for the three months ended

Exchange Aé repdrtcd " Pro forma ‘. As reported ' Pro forma

Ratio - 331196 .3/31/96 - 3/31/95. 3/31/95
. I o N i (in thousands) BT
IES . ... . v - 1.01 29,645 - 29,941 -28,889 - 29,178 ,
IPC ....... e e oo 111 9,564: . 10,616 9,564 10,616
: WPL'H'--; B B E N/A -30,774 . .. 30,774. 30,774 . . . 30, 774

The IPC Preferred Stock has been reclass1ﬁed in the pro forma statements as preferred stock of
subsidiary companies and deducted in the determination of income from continuing operations
. which reflects the holding company structure of the entity formed through the Mergers.

Nonrecurring items affecting WPLH’s 1994 performance included the impact of early retirement

and severance programs and the reversal of a coal contract penalty assessed by the Wisconsin

Commission which was charged to income in 1989. The net after-tax impact of these items on -

income from continuing operations for the year ended December 31,1994 was a decrease of $8.3
million related to the early retirement and severance programs offset by an increase of $4.9
million related to the coal contract penalty reversal
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INTERSTATE ENERGY CORPORATION ‘

" "NOTES TO UNAUDITED PRO FORMA
COMBINED FINANCIAL STATEMENTS (Continued)

IPC’s income from continuing operations includes expenses associated with the environmental
investigation and remediation costs of former manufactured gas plants. Operating expenses for
the twelve months ended March 81, 1996 and for the years ended December 31, 1995, 1994 and

© 1993 include $0.2 million, $0.3 million, $0.8 million and $3.5 million, respectively, for these costs.
Other operating expenses for the twelve months ended March 31, 1996 and for the year ended
December 31, 1995 also include $0.8 million and $0.7 million, respectively, of legal fees related to.

coal tar remediation, compared with'$1.0 million and $0.3 million for the years ended Decem-
ber 31, 1994 and 1993, respectively. For the twelve months ended March 31, 1996 and for the
years ended December 31, 1995, 1994 and 1993, $0.4-million, $0.6 million, $0.7 million and $0.6
mi'lliovn, respectively, of the foregoing expenses were recovered in rates. _ -

Nohrecurring items affecting IES’s income from continuing operations for the year ended Decem-
ber 31, 1993 include various gains and losses related to sales of assets and property valuation

. adjustments associated with its nonregulated businesses. The net after-tax impact of these items-

. on income from continuing operations for,th‘eyealr.ended,-December 31, 1993 was a decrease of
$2.0 millliop. B o

- The allocation between WPLH, IES and IPC and their customers of the estimated costs savings of
approximately $749 million over'ten years resulting from the Mergers, net of the costs incurred to
achieve such savings, will be subject to regulatory review and approval. Costs arising from the
proposed Mergers are currently estimated to be approximately $78.4 million (including transac-
tion costs of $11.5 million related to fees for financial advisors and $2.5 million related to fees for
attorneys, accountants, consultants, filings and.printing). None of these estimated cost savings,
or the costs to achieve such savings, have been reflected in the pro forma combined financial
statements, The transaction costs have been reflected in the pro forma balance sheet at March 31,
1996 such that shareowner equity has been reduced by $8.26 million, accrued liabilities have been
increased by $14.0 million, and deferred taxes were decreased by $5.74 million..

Intercompany transactions (inclﬁding purchased and exchange power transactions) between

WPLH, IES and IPC during the periods presented were included in the determination of regu-

lated rates and were not material. Accordingly, no pro forma adjustments were made to eliminate
such transactions. : :

The financial statements of WPLH reflect the discontinuance of operations of its utility energy

and marketing consulting business in 1995. The discontinuance of this business resulted in a pre-

tax loss of $7.7 million ($11.0 million net of the applicable income tax expenses) in 1995. Operat-

ing revenues, operating expenses, other income and expense and income taxes for the discontin-

ued operations for the time periods presented have been excluded from income from continuing

* operations. Interest expense has been adjusted for the amounts associated with direct obligations
of the discontinued operations. Co : -
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INTERSTATE ENERGY CORPORATION A ‘ :

NOTES TO. UNAUDITED PRO FORMA
COMBINED FINANCIAL STATEMENTS (Contmued)

Operating revenues, related losses, and income tax beneﬁts assocxated with the dlscontmued

operations for the indicated time periods were as follows:
‘ Twelve Months

' ) S C prgne(:ln, - T(car Ended December 31,
1996 1995 1994 1993

_ . (Dollars in thousands)

Operat'ing revenues . ....... e $15,969 $24,979 $34,798 $33,340
‘ Loss from discontinued operatlons before tax . . .
Cobenefit L. e $2990. §$ 3663 $ 1,806 $ 1,761

Income tax benefit. .. ................. 1,184 1,451 632 599

Loss from discontinued operations . .. ... .. $ 1,806 $ 2212 % 1,174 $ 1,162 .

Accounting principles have been consistently applied in the financial statement presentations for
WPLH, IES and IPC with one exception. IPC does not include unbilled electric and gas revenues
inits calculation of total revenues. The utlllty subsidiaries of WPLH and IES accrue unbilled
revenues. The impact of this difference in accounting principles among the companies does not
have a material 1mpact on the unaudited pro forma combined financial statements as presented
and, accordingly, no adjustments have been made to conform accounting principles. -
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SELECTED INFORMATION CONCERNING WPLH, 1ES AND-IPC
Business of WPLH S .

WPLH, incorporated under the laws of the State of Wisconsin in 1981, is the holding company for .
- WP&L and itsjutility-related subsidiaries and for HDC, the parent corporation for WPLH’s non-utility

businesses. WP&L is a public utility engaged principally in generating, purchasing, distributing and
selling electric energy in portions of southern and central Wisconsin. WP&L also purchases, distrib-
utes, transports and sells natural gas in parts of such areas and supplies water in two communities.

A wholly-owned subéidiary of WP&L supplies electric, gas and water service principally in Winnebago.

County, Illinois. WP&L provides retail electric service to approximately 377,000 customers in 663 cit-
ies, villages and towns, and wholesale service to 27 municipal utilities, one privately-owned utility,
three rural electric cooperatives and the Wisconsin Public Power, Inc. systeni,'whichrpl"o'\}‘ide's' retail
service to nine communities. WP&L owns 20,969 miles of electric transmission and distribution lines
and 362 substations located adjacent to the communities served. WP&L provides retail natural gas
service to approximately 146,000 customers in 239 cities, villages and towns.’ -

 HDC and its principal subsidiaries are engaged in business development in three major areas:
(i) environmental engineering and consulting, (ii) affordable housing and (iii) energy services.

The principal executive office of WPLH is lo-cated'at 222 Wést,‘Washington,Avev_nue, Madison,

Wisconsin 53703, telephone number (608) 252-3311.
Business of IES S i ' '

IES, incorporated under the laws of the State 6f Towa in 1986, is a holding company for Utilities-

and Diversified, the parent company for most of IES’s non-utility businesses. Utilities is a public
utility primarily engaged in providing electric energy, natural gas and, to a limited extent, steam used
for heating and industrial purposes in Iowa. Utilities serves more than 333,000 electric customers and
174,000 natural gas customers in more than 550 communities across Iowa and provides wholesale
" electrical service to 30 Iowa municipal utilities. . '

. Diversified is a holding company that is engaged in various non-utility operations, includin,t-;r
‘energy production and marketing, railroad and other transportation services, and local real estate

development through its wholly-owned subsidiaries, IES Energy Inc. develops stand-by production .

facilities for large users of electricity, markets natural gas and steam to end users, and purchases,
explores for,vdeyelopsand produces crude oil and natural gas. IES Transportation Inc. provides short-

 line rail freight service between Cedar Rapids and Iowa City, Iowa, provides barge terminal and
- hauling service on the Mississippi River, and provides transloading and storage services. IES Invest-

ments, Inc. ,puirsues real estate and economic development activities in Utilities’ service territory,
owns resort; properties, and holds certain other passive equity investments. .

The princi;‘;al executive office of IES and Utilities is locatéd at IES Tower, 200 First Street S.E.,

E Cedar Rapids, Iowa 52401, telephone number (319) 398-4411.

Business of -IPCL'-- . . : S . . .
IPC is an operating public utility incorporated in 1925 under the laws of the State of Delaware.
IPC services 162,000 retail electric customers in portions of 25 counties'in northern and northeastern
Iowa, portions of 22 counties in southern Minnesota and portions of four counties in northwestern
Ilinois. IPC also serves 48,600 natural gas customers in 39 communities, including Albert Lea,
Minnesota; Clinton, Mason City and Clear Lake, Iowa; and Fulton and Savanna, Illinois. In addition,
 IPC engages in the transportation of natural gas within Iowa, Minnesota and in'interstate commerce.

The princi;?)al executive office of IPC is located at 1000 Main Street, Dubuque, Iowa 52001,
telephone number (319) 582-5421.
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Certain- Busmess Relationships Between WPLH IES and TPC

In the normal course of business, WP&L Utlhtles and TPC bty and sell electrlc power from and to
each other in arm’s-length transactions pursuant to filed rate schedu]es In addition, from time to
time, a subsidiary of Diversified has provided WP&L with barge service across the Mississippi River to
facilitate the delivery of coal to WP&L’s generating fac111t1es IPC also has contracted with a ‘subsidi-
ary of HDC-for certain energy brokerage services. ‘

INTERSTATE ENERGY FOLLOVVING THE MERGERS
No later than the Effective Tlme, subject to approval of the Name Change Amendment at the

WPLH Meeting, WPLH will change its name to “Interstate Energy Corporation.” Interstate Energy

will be. the parent of IPC or New IPC, as the case may be, and the operating subsidiaries of both -
WPLH and IES. The headquarters of Interstate Energy will be in Madison, Wisconsin. The utility
subsidiaries of Interstate Energy will serve more than 870,000 electric customers and 360,000 natural
gas customers, and its service territory will include portions of Wisconsin, Iowa, Illinois and Minne-
sota. The'business of Interstate Energy will consist of owning utilities and various non-utility subsidi-
aries. WPLH, IES and IPC recognize that the divestiture of their existing gas operations and certain
non-utility ‘operations is a possibility under the new registered holding company structure, but are
seeking approval from the SEC to maintain such businesses. See “Regulatory Matters.”

Management of Interstate Energy

Pursuant to the Merger Agreement, at the Effective Tlme, the Interstate Energy Board will
consist of fifteen members, six members of which will be designated by WPLH, including Mr. Davis, six
members of which will be designated by IES, including Mr. Liu, and three members of which will be
desxgnated by IPC, including Mr. Stoppelmoor. It is anticipated that simultaneously with the Mergers,
all but six of the WPLH directors then in office will resign and the remaining WPLH directors will
increase the size of the Interstate Energy Board to fifteen and appoint the six persons de51gnated by
the IES Board and the three persons designated by the IPC Board to fill the nine resulting vacancies.
WPLH and IES will each designate two directors and IPC will designate one director for each of
Classes I and II of the Interstate Energy Board. Class III directors will consist of Messrs. Liu, Davis
and Stoppelmoor as well as one additional designee of each of WPLH and IES. To date, WPLH,
IES and IPC have not determined which individuals, in addition to Messrs. Liu, Davis and Stop-
pelmoor; will be designated to serve as directors of Interstate Energy as of the Effective Time. Each .
designee shall serve for a term equal to the remaining balance of the three-year term of the class of
directors in which such designee shall serve. At each annual shareowners’ meeting after the Effective..
Time, the riumber of directors equal to the number of the class whose term expires at the time of the

meeting shall be elected for a term of three years. See ‘' The Merger Agreement — Interstate Energy .

Board of Directors.”

At the Effective Time, Mr. Liu will be: Chaxrman of Interstate Energy, Mr. Davis w1ll be Pre51dent

and Chief Executive Officer of Interstate Energy, Mr. Stoppelmoor will be Vice Chairman of Interstate o

Energy and Mr. Chase.will be President of IPC or New IPC as the case may be. Each of Mr. Liu,
Mr. Davis, Mr. Stoppelmoor and Mr. Chase will have an employment agreement with Interstate
Energy or its subsidiaries following the Mergers. See *“The Mergers — Employment Agreements.” At

the Effective Time, Mr. Ahearn will be President and Chief Operating Officer of the ho]dlng conmipany

- f6r the non-utility business of Interstate Energy.

Operations

- After the Mergers, WP&L Utlhtles or New Ut1ht1es as the case may be, and IPC or New IPC as
the case may be, will operate as the pnnc1pal subsidiaries of Interstate Energy The headquarters of
the three utilities will remain in their current locations. :

Except for the transfer of WP&L’s water utility business in Wisconsin to New Ut111t1es and New
IPC in the. event that the IPC Relncorporatlon Merger and the Utilities Reincorporation Merger are
effected, the utility operations of WP&L, Utilities and IPC will continue and will be unaffected by
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K .consujrixpétiQn of the Mergers:'The Wisconsin water- utility businesé of WP&L will be transferred to
New Utilities and New IPC immediately after consummation of the Mergers in the event that the IPC

Reincorpo‘ratliqn Merger and the Utilities Reincorporation Merger are effected. Upon receipt of the -

necessary approvals from the FERC and applicable state regulators and on or following the Effective

It is‘anticipated that Intérstate Energy will retain WPLH’s then current common share dividend.
Based on the dividend paid for the first quarter of 1996, WPLH’s annualized dividend rate is currently
$1.97 per share, IES currently pays $2.10 per share annually and IPC’s annual dividend rate is
currently $2.08 per share. However, no assurance can be given that such dividend rate will be in effect

accqrdancé \Ymth applicabl'e laws. For & description of certain restrictions on Interstate Eriergy’s ability
to pay_fdivider'nds on the,Interstate'Energy Common Stock, see “Descriptiqn of. Interstate Energy
Cap,ital;Stogk.”gv ’ T o

EXPERTS

. The ébnsolidatéd financial statements and schedules of WPLH at December 31, 1995 and 1994

and for each of the three years in the period ending December 31, 1995 incorporated by reference in
this‘ Joint Proxy ‘Statement/Prospectus have been audited by Arthur Andersen LLFr independent

4

public accountants, as indicated in their reports with respect thereto, and are included herein in

freliance’upp‘n tlje authority of said firm as experts in accounting and aud_itin_g in giving said reports.

“The consohdated financial étateménts and schedule of IES ét December 31, 1995 and 1994 and for

each of the three years in the period ending December 31,1995 incorporated by reference in ‘this Joint

ants; as indicated in their reports with respect thereto, and are included herein in .r‘élian'ce.upon the
.authority of said firm as experts in accounting and auditing in giving said reports. '

" The financial statements and the related financial statement schedule of IPC at December 31,
1995 and 1994 and for each of the three years in the period ended December 31, 1995 incorporated in
this Joint Pr(’)xy}Statement/Prospe_ctu‘s by reference from IPC’s Annual Report-on Form 10-K for the

year ended December 31, 1995 have been audited by Deloitte & Touche LLP independent auditors, as

stated in their reports, which are incorporated herein by reference, and have been so incorporated in

. reliance upon the reports of 'such firm given upon their authority as experts in accounting and
auditing. . " o : . : : '
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LEGAL MATTERS

Foley & Lardner, Milwaukee, Wxsconsm w111 pass upon the Jegality of the shares of Interstate
Energy Common Stock and the shares of New IPC Preferred Stock, if any, to be issued in connectxon
with the Mergers. . : : :

SHAREOWNER PROI’OSALS

In order to be eligible to be considered for 1nc1u51on in WPLH’s proxy materials relatlng to the
WPLH annual shareowner meeting in 1997, any shareowner proposal intended to be presented at that
meeting must be received at the principal office of WPLH on or before Noveniber 20, 1996.

In order to be eligible to be considered.for inclusion in IES’s proxy materials relating to the
IES annual shareowner meeting in 1997, any shareowner proposal intended to be presented at that
meeting must be received at the principal office of IES on or before on or before November 20, 1996.

In order to be eligible to be considered for inclusion in IPC’s proxy materials relating to the
IPC annual shareowner meeting in 1997, any shareowner proposal intended to be presented at that,
meeting must be received at the principal office of IPC on or before on or before November 20, 1996. -
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. ' ELECTION OF WPLH DIRECTORS

Three dxrectors are to be elected at the WPLH Meeting. Rockne G. Flowers Katharlne C. Lyall
and Henry C: Prange are nominees to hold office for a term expiring at the 1999 Annual Meeting of
Shareowners of WPLH or until their successors have been duly elected and qualified.

The prox1es solicited may be voted for a substitute nominee or nominees in the event that any of
the nominees shall be unable to serve, or for good reason will not serve, a contmgency not now
antlcxpated .

Brief blographles of the director nominees and contlnumg dlrectors follow These blographles
include their age (as of December 31, 1995), an account of their business experience, and the names of
publicly-held and certain other corporations of which they are also directors. Except as otherwise
indicated, each nominee and contmumg director has been engaged in h1s or her present occupatlon for
at least the past five years. : _ o

Nommees

The WPLH Board- recommtnds the following nominees for election as directors and urges each
shareowner to vote “FOR” all nominees. Shares of WPLH Common Stock represented by executed but
unmarked proxles will be voted “FOR” all nominees.

Rockne G. F Iowers Principal Occupation: President and Director of Nelson Industries, Inc.
; (a muffler, filter, industrial silencer, and active sound and vibration
control technology and manufacturing firm), Stoughton Wlsconsm

Age: 64
Served as director since 1981
Annual Meetmg at which nommated term of office will expire: 1999 .

Other Informdtion Mr. Flowers has served as a-director of WP&L since 1994, He previously served

as a director of WP&L from 1979 to 1990. Mr. Flowers is also a director of RMT, Inc., a subsidiary of

- HDC; Dlglsomx Inc.; American Family Mutual Insurance Company; Janesville Sand and Gravel
Company; M&I Madlson Bank; Meriter Health Services, Inc.; Meriter Hospital; and the Wisconsin
"History Foundation. He is also a member of the University of Wxsconsm Madison School of Busmess
Board of Vlsltors

Prmmpal Occupatlon Presxdent University. of Wxsconsm System
Madison, Wisconsin. -

Age: 54 :
_Served as director from 1986 to 1990 and since 1994 _
Annual Meeting at which nominated term of office will expire: 1999

' 'I\atharme C. Lyall

: Other ]nformatLon Ms. Lyall has served as President of the University of Wisconsin System since
.April 1992, Prior to becoming President, she served as Executive Vice President of the University of
Wisconsin System. Ms. Lyall has served as a director of WP&L since 1986. She also serves on the
Board of Directors of the Kemper National Insurance Companies and the Carnegie Foundation for the
Advancement of Teaching. She is a member of a variety of professional and community organizations,
including the American Economic Association; the Association of American Universities (currently .
serving on the executive committee); the Wisconsin Academy of Sciences, Arts and Letters; the
American Red Cross (Dane County); Competitive Wisconsin, Inc.; and Forward Wisconsin. In addition
to her administrative position, she is a professor of economics at the University of Wisconsin-Madison.
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Henry C. Prange - Principal Occupation: Retired Chairman of the Board, H. C. Prange .
Company (retall stores), Greén Bay, W1scons1n

Age: 68
Served as dlrector since 1986 :
Annual Meetmg at wh1ch nommated term of ofﬁce will expire: 1999 .

Other Information: Mr. Prange has served as a director of WP&L since 1965.

Continu_ing' Directors.

L. David- Carley | Principal Occupation: Consultant to institutions and assoc1atlons in.
- higher education and health dehvery, financial :advisor to small -
businesses.. , ,

- Age: 67
Served as director from 1986 to 1990 and since 1994 R
Annual Meeting at which current term of office w1_ll expire: 1998

Other Information:. Mr. Carley has served as a director of WP&L from 1975 to 1977, and again since
1983. He is also a trustee of the Kennedy Presidential Library, and is the Chairman of the Board of
Alliance Therapies Inc a health rehabilitation firm. , .

Erroll B. Davis, Jr. Pr1nc1pal Occupatlon Pres1dent and Chief Executlve Ofﬁcer of WPLH
e g G ek " President and Chief Executive Officer of WP&L Chairman of the Board
of HDC.

- Age: 51
Served as director since 1982

K

‘Annual Meetmg at which current term of ofﬁce will expire: 1997

Other Informaticn Mr. Davis was elected President of WPLH in January 1990, and was elected

President and Chief Executive Officer of WPLH effective July 1;.1990. He has served as’a director of .

WP&L since 1984. Mr. Davis joined WP&L in August 1978 and was elected President in July 1987. He
was elected to his current position with WP&L in August 1988. Mr. Davis was élected Chairman of the

‘Board of HDC effective July-1, 1990. He is a director of the Edison Electric Institute, the Association of

Edison Hluminating Companies, Amoco Oil Company, Competitive Wisconsin, Inc., Electric Power

" Research Institute, PPG Industries, Inc., Sentry Insurance Company (a mutual company) and the

Wisconsin Utilities Association. Mr. Daws is also a director and immediate past chair of the Wisconsin
Association of Manufacturers'and Commerce and a director and vice chair of Forward Wisconsin.
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Other Information.:

) P‘f'iixfcipal Occupation: Executive Vice Presidént and Chief Executive : : ‘

Officer, Rural Insurance Compames (a mutual group), Madlson

" Wisconsin.

Age: 59

’ Served as dlrector from 1986 to 1990 and since 1994

Annual Meeting at which current term of ofﬁce will expire: 1998

Mr Haldemen has served as a director of WP&L since 1985. Mr. Haldeman

. is also a dlrecltor of Competitive Wisconsin, Inc., and a member of the Board of Directors of the :
Natural Resources Foundatlon of Wlsconsm Inc -

Arnold M Ncmlrow

Other I nformatzon

New York Bar

Milton E. Neshek .

Other Information:

Pr1nc1pa1 Occupatlon President and Chief Executive Officer,
Bowater, Inc. (a pulp and paper manufacturer) Greenville, South
Carolina. :

: Age: 52

Served.as director since 1991 : : _ Lo
Annual Meeting at which. current term of office will expire: 1998 .

Mr. Nemirow served as President, Chief Executive Officer and Dlrector of
Wausau Paper Mills Company, a pulp and paper manufacturer, from 1990 until joining Bowater, Inc.,
in September 1994. Mr. Nemlrow has served as a director of WP&L since 1994. Heis a member of the

Principal Occupation: President, Chief Executive Officer and Director of
the law firm of Godfrey, Neshek, Worth, and Leibsle, S.C., Elkhorn,
Wisconsin, and General Counsel, Assistant Secretary and Manager, N ew
Market: Development, Kikkoman Foods, Inc. (a food products '

R manufacturer), Walworth Wisconsin.

Age: 65

‘ V.Served as director since 1986

Annual Meeting at which ciirrent term of office will expire: 1997

Mr. Neshek has served as a director of WP&L since 1984.. Mr. Neshek is a

director of HPI and Capital Square Financial Corporatlon a subsidiary of HDC. He is also a director of
- Kikkoman Foods, Inc.; Midwest U.S.-Japan Association; Regional - Transportatxon Authority (for
southeast Wisconsin); and Wisconsin-Chiba, Inc. Mr. Neshek was the Chairman of the Governor’s
Commission.on University of Wiscorisin System -Compensation from 1991 through 1995 and is a
. former member of the University of Wisconsin Accountablhty Task Force. He is a fellow in the
American College of Probate Counsel. Mr. Neshek is active in the Walworth County Bar Association
and the State Bar of Wlsconsm and is a member of the Wlsconsm Sesqulcentenmal Commission.
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Judith D. Pyle ' Principal Occupation: Vice: Charr and Senior Vice President of Corporate
: - Marketing of- Rayovac Corporatlon (a battery and lxghtxng products
manufacturer) Madxson Wlsconsm Bl :

Age: 52
Served as a dlrector since 1992
, Annual Meetlng at which current term of ofﬁce will explre 1998

Other Informat’ioﬁ | Ms. Pyle has served as a director of WP&L since 1994 Ms. Pyle"is alsoa director :

~ of Rayovac Corporation, Firstar Corporation, and Oshkosh B’Gosh. She is also a member of the Board

of Visitors at the University of Wisconsin School of Business and the School of Family Resources and
Consumer Sciences. Further, Ms. Pyle is a member of Boards of Directors of the United Way
Foundation, Greater Madison Chamber of Commerce, Madison Art:Center, and Wlsconsm Taxpayers

'Alhance, and is a trustee of the Whlte House Endowment Fund.

. Carol T. Toussamt o Prmcxpal Occupatlon: Consultant :

'Age 66 k ; -
Served as dlrector from 1986 to 1990 and since 1994
Annual_Meetmg at which current term of office wrll expire: 1‘997;’}

ki

Other Information: Mrs. Toussaint has served ‘as a director of WP&L since: 1976 She isa Semor
Associate of Hayes Briscoe, a national fund development firm. She -also works as an independent
consultant to nonprofit organizations and operates a lecture program business. Shei is a member of the
President’s Advisory Council on the Arts of the Kennedy Center for the Performing Arts, and serves _

* on the Board of Governors of the Madison Community Foundation and as Vice Chair of the Madison
‘Rotary Foundation. Mrs. Toussaint also serves as a director of the Evjue Foundation, the Madison

Civic Center Foundation and- the Wisconsin History Foundation. At the’ University of Wisconsin-
Madison, she serves as a director of the Research Park, the School of Business Dean’s Advisory Board
and‘the Foundatlon s Council on Women's Giving, and as a dlrector of the Alumm Assoclatlon and
convener of its Cablnet 99 Women 5 Irutlatlve : : :

APPOINTMENT OF INDEPENDENT AUDITORS

S

The Audlt Committee of the Board:of Dlrectors of WPLH recommends the reappomtment of
Arthur. Andersen LLE independent public accountants; .as. auditors: to .examine. the. consolidated -
ﬁnanmal statements of WPLH for 1996. Arthur Andersen LLP served as auditors for WPLH in 1995 )

A representative of Arthur Andersen LLP will be present at the meetmg and avallable to make a
statement or to respond to questlons as approprlate '

. 5 ' K o ' ' T
The WPLH Board recommends a vote “FOR” the reappomtment of Arthur Andersen LLP Shares of
WPLH Common Stock represenled by executed but unmarked proxies w:ll be voted “FOR” such _

reappomtment

MEETINGS AND COMMITTEES OF THE WPLH BOARD '

The WPLH Board has standmg Audit, Compensatlon and Personnel, and Nomxnatmg Commlt-
tees A descmptlon of the duties of each committee and- meetlngs held durmg 1995 follows
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~ Audit Commlttee ~ : - :
"As of January 1, 1995 the committee cons1sted of L. Aspm L. D Carley, R G. Flowers, D R.

Haldeman H. F Scheig, and K. C. Lyall (Chair). Mr. Schelg retired as a director effective May 17, 1995.

_ recommends to the shareowners the 1ndependent auditors to be elected; reviews the reports and

comments of the independent’ auditors; reviews the activities and reports of WPLH’s internal audit o
staff; and, in response to the reports and comments of both the: independent ‘auditors and internal - -
-auditors, recommends to the WPLH ‘Boar d any. ‘action. Whlch the Audit Comrmttee cons1ders ;

approprxate f

o . Compcnsatlon and Pcrsonnel Commlttee

.. Asof January 1, 1995, the committee cons1sted of A. M Nemirow, M. E. Neshek (Chalr) H C
?Prange J. D Pyle and C. T. Toussaint. On May 17,1995, Mr. Nemirow becameé Chair of the Commit- -,
‘tee. The comnuttee held' six meetlngs in' 1995. The committee sets executive compensatlon policy;
reviews the performance of and approves salaries for officers and certain other management person- -
nel; reviews: and recommends to the WPLH Board néew or changed employee benefit plans; reviews

‘major prov1sxons of negotiated employment contracts, 1f any, and rev1ews human resource develop-

" ‘ment programs

'Nommatmg Commlttee o

- As of Jandary 1, 1995 the commlttee ‘consisted of L Aspm R G Flowers K. C. Lyall, A: M. -

" Nemirow. (Chan‘) H. C Prange, and J. D. Pyle: As of May 17, 1995, Mr. L: D. Carley was added to the

" Nominating Cbmmlttee and was elected as Chair. Mr. Aspin passed away on May 21, 1995. The "
comimnittee held two'meetings in 1995. The committee’s responsibilities include making recommenda- =
" tions tothe WPLH Board for nominees for election to the WPLH Board. In making recommendations

of nominees, fdr election to the WPLH Board, the Nommatlng Committee will consider nominees

Vrecommended by -shareowners. Any shareowner wishing to make a recommendation should write the .
Chief Executlve Officer of WPLH “who w1ll forward all recommendatlons to. the Nommatmg ‘

. Comm1ttee [~"

The WPLH Board held eleven meetmgs durmg 1995 No d1rect0r attended less than 76% of the'

aggregate number of meetmgs of the’ WPLH Board and board comm1ttees on whxch they served

'"Compensatnon of Dlrectors

. No fees are pa1d to directors who are ofﬁcers of WPLH and/or any of' 1ts subs1d1ar1es (presently
‘Mr. Davis). Nonmanagement directors, each of whom serve on the'Boards of WPLH WP&L, and HDC,

" receive an annual retainer of $32,800 for service on all three boards. Travel expenses are paid for each
meeting day attended. All nonmanagement directors also- receive a 25% -matching contribution in .
WPLH Common Stock for limited optional cash purchases up to $10,000, of WPLH Common Stock
throtigh the WPLH DRIP. Matching contributions of $2,500 each for calendar year 1995 were made for -

Mr. Aspin passed away on May 21, 1995. The committee held two meetings i in 1995. The committee. .

. the followmg dlrectors ‘L. ‘Aspin, L..D. Carley, R. G. Flowers, D. R. Haldeman, K. C. Lyall A M SRRE

Nemlrow M E} Neshek, H.C Prange d. D. Pyle H.F. Schexg and C. T Toussamt

Dzrector s Charztable Award Program — WPLH maintains a Dlrector s Char1table Award Pro-

‘, “:gram for the nbnmanagement members of the WPLH Board beginning after three years of service. - .
- The purpose of the program is to recognize the interest of WPLH and its directors in supportxng —

worthy 1nst1tutlons and enhance WPLH’s director benefit program so that WPLH is able to continue

to attract and retain directors of the highest caliber. Under the program, when a director dies, WPLH “
:wxll donate a total of $500,000 to.one qualified charitable organization, or. dividé that amount. amonga

‘maximum of four qualified charitable organizations, selected by the individual director. The individ-

_ ual dxrector derlves no financial benefit from the program. All deductions for charitable contributions. .
" are, taken by WPLH and the donatlons are funded by WPLH through hfe msurance pOllCleS on the =

: ,f»‘ : : [
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shares of WPLH Common Stock

directors. Over the life of the program, all costs of donations and premiums on the life insurance
policies, including a return of WPLH’s cost of funds, will be recovered through life insurance proceeds
on the directors. The program, over 1ts llfe w1Il not result in any material cost to WPLH.

Director’s Life Insurance Program — WPLH mamtams a spht dollar Director’s Life Insurance
Program for nonemployee directors, beginning after three years of service, which provides a maxi-
mum death benefit of $500,000 to each eligible director. Under the split-dollar arrangement, directors

are provided a death benefit only and do not have any interest in the cash value of the policies. The -

Life Insurance Program is structured to pay a portion of the total death benefit to WPLH to reimburse

WPLH for all costs of the program, including a return on its funds. The Life Insurance Program over

its life, will not result in any material cost to WPLH.

OWNERSHIP OF VOTING SECURITIES

Listed in the followmg table are the shares of WPLH Common Stock owned by the executive
officers listed in the Summary Compensation Table and all directors of WPLH, as well as the number
of shares owned by directors and officers as a group as of June 1, 1996. The table also sets forth each
person. known by WPLH to beneficially own as of June 1, 1996 five percent or more of the outstanding

. Shares Bencficially * Percent

Name of Bencﬁcial' Owner S ) T . , Owned - of Class
Executive (1) o o ‘ | o
Lance W. Ahearn ................ . .. .. uii.u.. DU S 22,997(2) *
A. J. (Nino) Amato . . . .. i e S e 2,389(3) *
William D. Harvey ....................... B 1 E16:)) *
Eliot G. Protsch ........ .. 0. .. v i i 8,344(3) *
Director Nominees ) o R Co
Rockne G. Flowers .. ................... R P . 7,863 ¥
Katharine C. Lyall .............. e R, C..0 4,859 o
Henry C.Prange ...........uuviniuunnian . S 9,792(3) 0
Continuing Directors o _ '
L. David Carley .................... R 3,623 *
Erroll B.Davis,dr. .......... ... .. T, S 10,486(3)(4) *
Donald'R. Haldeman . .................... e e 3,510 . *
Arnold M. Nemirow . ..................... R e 6,814 *
Miltoh E. Neshek . .. ... ... .. . it 10,656 *
JudithD. Pyle ..................... e e e e 4,592 *
Carol T. Toussaint ...... e e 8,947 *
All Executives and Directors as a Group ' L _ '
27 people, including those listed above . .:................... . 129,364 *
Other Beneficial Owners (5) - o ' A o
CIES L i e ety T 6,123,944 - - - 16.6% - - - -
IPC ... e R e 6, 123 944 o 166%

* Less than one percent of the total outstanding shares of WPLH Common Stock. -

(1) Stock ownership of Mr. Davis is shown with’ continuing dlrectors :

(2) Prior to April 1, 1996, Mr. Ahearn owned 5 shares of HDC common stock subJect to the terms of a
Restricted Stock Agreement with HDC and WPLH. Pursuant to such agreement, Mr. Ahearn
exchanged one-third of his shares of HDC common stock for WPLH Common Stock on April 1,
1996. Based on the terms of the agreement and the most recent available appraisal of HDC,
pursuant to which the exchange ratio is calculated; Mr. Ahearn received 21,672 shares of WPLH
Common Stock in exchange for one-third of his HDC shares. Mr. Ahearn’s beneficial ownership

&



3)

(5)

reflected 1n the table above includes the shares of WPLH Common Stock he received pursuant to
such an exchange. It-is-currently anticipated that HDC will also repurchase an additional 1.80
HDC shares from Mr. Ahearn at the most recent per share appraised value.

Included in the ben’eﬁcially owned shares shown are the follbwing indirect ownership interests
with shared voting and investment powers: Mr. Amato — 880; Mr. Harvey — .1,558;

- Mr. Protsch — 394; Mr. Davis — 4,602; and Mr; Prange — 248.
(4).

Mr. Davis has been awarded 1.67 shares of HDC common stock subject to a Restricted Stock‘
Agreement with HDC and WPLH. S ‘

By reason of the Stock Option Agreements, each of IES and IPC may be deemed to have sole
voting and dispositiveé power with respect to the shares listed above which are subject to their
respective Options from WPLH and, accordingly, each of IES and-IPC may be deemed to benefi-
cially.own all of such shares (assuming exercise of its Option and the nontriggering of the other
party’s right to exercise its Option for WPLH Common Stock). However, éach of IES and IPC
expressly disclaim any beneficial ownership of such shares because the Options are exercisable
only in certain circumstances. See “The Stock Option Agreements.””

!
'

COMPENSATION OF EXECUTIVE OFFICERS

The following‘Summary Compensation Table sets forth the total compensation paid by WPLH -

. -and its subsidiéries for all services rendered during 1995, 1994, and 1993 to the Chief Executive i
+ - Officer and the four other most highly compensated executive officers of WPLH or its subsidiaries who

Q

perform policy making functions for WPLH.

' SUMMARY COMPENSATION TABLE

"Annual Compensation ~ Long-Term Compensation

Awards _
| . Securities
co " Restricted Underlying
Name and = Other Annual Stock Options/ All Other
‘ Principal Position Year  Salary (1) Bonus Compensation (2) Awards (3) SARs (4) v Compensation (5)
Erroll B. Davis, Jr.’ 1995  $426,038 $125,496 $18,963 $ 0 13,100 ' $61,513
President and 1994 426,038 128,232 - 14,958 272,000 - o 57,723 .
CEO .. 1893 . 427,616 115,796 10,262 : 0 0 55,674
William D. Harvey 1995 203,846 . 47,340 5,746 0 4,700 - 23,534
Senior Vice ‘ 1994 193,654 56,080 - 5,208 0 -0 22,632
President- ¢ 1993 168,962 42,104 4,152 S,0 0 . 24,003
WP&L g ) i . ’
Eliot G. Protsch - 1995 200,000 47,520 4,169 0 4,700 . 20,178
Senior Vice 1994  180,000° 56,080 3,930 0 .0 18,346 .
 President- 1993 154549 42104 3,194 0 0. 15371
WP&EL - ‘ ’ . :
Lancé W, Ahearn 1995 . 195,000 34,125 3,814 0 0 29,663 .
President and 1994 186,533 133,576 0 0 0 - . 30,811
. .CEO-HDC . . 1993 170,500 84,609 0. 0, 0 35700
Anthony J. Amato r 1995 -156,804 40,046 5,144 0 3,650 18,059
Senior Vice .- 1994 152,885 43,138 ‘ . 5,328 . 0 0 17,021
President- 2171993 140,769 33,240 . 4,181, 0 .0 17,842 -
wP&L . . - : " : M
R . R .
(1) Includes vacation days sold back to WPLH. -,

(2)

Fof all exdei)t Mr. Davis, amounts for 1995‘cohsist of:incorr-’le tax gross-ups for reverse spli.t'-'vdollar
life insurance. For Mr. Davis, amount for 1995 consists of income tax gross-ups for (a) reverse
split-dollar life insurance - $14,352, and (b) financial counseling benefit - $4,611.
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(3) The restricted stock award to Mr. Davis consists of 1.67 shares of HDC common stock which had
an estimated net book: value of $269,132 at December 31, 1995. Dividends are not paid on
Mr. Davis’ restricted stock. These shares vest at a rate of 0.4175 shares per year beginning on
‘ : December 21,1994, and will be fully vested on March 31, 1997, subject to earlier vesting in certain
" cases. These shares are subject to transfer réstrictions in dccordance with a Restricted Stock
Agreement between WPLH, HDC and Mr. Davis. WPLH loaned to Mr. Davis $125,053 which
equals the income taxes withheld in connection with shares vested as of December 31, 1995.
Mr. Davis is charged interest on the loan at the prime rate.

(4) Stock option grants made in 1995 were in combination with contingent dividend awards as
descrlbed in the table entitled “Long-Term Incentive Awards in 1995.”

(5) All Other Compensatlon for 1995 consists of: matching contributions to 401(k) plan, Mr. Davis —
$12,781, Mr.-Harvey — $6,202, Mr. Protsch — $6,000, Mr. Ahearn — $4,620 and Mr. Amato
$4,704; financial counseling benefit, Mr. Davis — $5,000; split dollar life insurance premiums,
Mr. Davis — $28,171, Mr. Harvey — $11,102, Mr. Protsch — $9,669, Mr. Ahearn — $18,002, and

" Mr. Amato — $6,908; reverse split dollar life insurance, Mr. Davis — $15,561, Mr. Harvey —
$6,230, Mr. Protsch — $4,509, Mr. Ahearn — $7,041, and Mr. Amato — $6,447. The split dollar
and reverse split dbllar'insurance premiums are calculated using the “foregone interest’” method.

Stock Options :

- WPLH has in effect the WPLH Long-Term Equity Incentive Plan pursuant to which, among other
awards, options to purchase WPLH Common Stock may be granted to key employees (including
executive officers) of WPLH and its subsidiaries. The following table sets forth certain information
concerning stock options granted during 1995 to the executive officers named in the Summary
Compensatlon Table. :

OPTION/SAR GRANTS IN 1995

‘ : . Individual Grants
' : : Potential
) . % of Total . ol e .
] L . i ) Options/ Realizable Value at

Assumed Annual

Number of SARs , o
Sccurities - Granted to ARM“ _(')f‘Slock
. - ) - ppreciation for
Underlying Employees  Exercise or Option Term (2)
R . ) Options/SARs in Fiscal Base Pricc  Expiration _~Phon ¢ is)
Name - . ) Granted (1) Year ($/Share) Date 5%($) 10%($)
Erroll B. Davis,dr. ... .. ........ . 13,100 31% 27.50 1/3/05 226,630 " 574,304
Willisam D. Harvey . ... ........... 4,700 11% 27.50 1/3/05 81,310 206,048
Eliot G.Protsch ............. e 4,700 11% 2750 1/3/05 81,310 206,048 ,
LanceW Ahearn. ... .............. NA NA NA NA NA NA
Anthony dJ. Amato ................. 3,650 9% 2750 - 1/3/05 ' 63,145 - 160,016

(1) Con51sts of non- quahﬁed stock optxons to purchase shares of WPLH Common Stock granted
pursuant to WPLH’s Long-Term Equity Incentive Plan. Options were granted on January 3,
1995, and will fully vest on January 3, 1998. These options.were granted with an equal number of

" contingent dividend awards as described in the table entitled “Long-Term Incentive Awards in
1995” and have per share exercise prices equal to the fair market value of a share of WPLH
Common Stock on the date of grant. Upon a “‘change in control” of WPLH as defined in the Long-
Term Equity Incentive Plan or upon retirement, disability or death of the option holder, these
options shall become immediately exercisable. Upon exercise of an option, the optionee purchases
all or-a portion of the shares covered by the option by paying the exercise price multiplied by the
number of shares as to which the option is exercised, either in cash or by surrendering shares of
WPLH Common Stock already owned by the optionee.

(2) The hypothetical potential appreciation shown for the named executives is required by the SEC
' rules. The amounts shown do not represent either the historical or.expected future performance




' ) ': f g ! ' ' '
of WPLH Common Stock. For example, in order for the named executives to realize the potential
values setiforth in the 5% and 10% columns in the table above, the price per share of WPLH’s
Common Stock would be $44.80 and $71.34, respectively, as of the expiration date of the options.

The-follov'fving table provides information for the executive officers named in the Summary
. Compensation:Table regarding the number and value of unexercised options. No options were exer-
cised by such officers during 1995. v _ ‘

‘ ‘OPTION/SAR EXERCISES IN 1995 AND ,
OPTION/SAR VALUES AT DECEMBER 31, 1995

Number of Sccurities Value of Uncxercised In-the-
Underlying Unexercised Money Options/SARs at
P Options/SARs at Year End Year End (1)
Name SR . . ) ' Excrcisable  Unexercisable  Exercisable Unexercisable .
Erroll B. Davis, Jr. .. ..... e e 0 13,100 0 $40,938
William D. Harvey ....................... 0 4,700 -0 . 14,688
Eliot G. Protsch . .. .. e . 0 4,700 -0 14,688
Lance W. Ahearn ............ e NA - NA NA NA

Anthony J. Amato.. . ............... ... RS 0 3,650 0 11,406

(1) Based on the closing per share pfice on Deéembér 29, 1995 of WPLH -Common Stock of $30%.

Long-Term Incentive Awards

The following table provides information concerning long-term incentive aWards made in 1995 to
the executive officers named in the Summary of Compensation Table. '

LONG-TERM INC_ENTIVE AWARDS IN 1995

Performance : -
_ Estimated Fiiture Payouts Under
. shﬂzztﬁ;.?: or - P:rl;o((}‘{‘lerll;il Non-Stock Price-Based Plans (2)
Yo ) ' Other Rights Maturation Threshold Target Maximum
: Narie (#)(1) . or Payout . (%) (%) %)

. Erroll B. Davis, Jr.- 13,100 . . 1/3/98 - 61,622 77,028 134,799
William D.. Harvey 4,700 ' 1/3/98 22,109 27,636 48,363
Eliot G. Protsch . 4,700 1/3/98 22,109 27,636 48,363
Lance W. Ahearn : NA NA NA NA NA -
Anthony J. Amato ~ 8,650 1/3/98 17,170 21,462 - 37,559

(1) Consists of Performance Units awarded under WPLH’s Long-Term Equity Incentive Plan in
' combination with stock options (as described in the table entitled “Option/SAR Grants in 1995”).
These Performance Units are entirely in the form of contingent dividends and will be paid if total

- - shareowner return over a three-year period ending January 3,-1998 equals or exceeds the median -
return earned by the companies in a peer group of utility holding companies, except that there
will be no payment if WPLH’s total return is negative over the course of such period. If payable,
each participant shall receive an amount equal to the accumulated dividends paid on one share of
- WPLH Common Stock during the period of January 3, 1995 through January 2, 1998 multiplied
'by the number of performance units awarded to the participant, and modified by a performance
multiplier which ranges from 0 to 1.75 based on WPLH total return. relative to the peer group.

. (2) Assumes, fmi~ purposes of illustration only, a two cent per.share increase in the annual dividend on
shares of WPLH Common Stock for 1996 and 1997. B

1
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Certain Transactions and Agreements with Executives

WPLH has entered into employment and severance agreements with certain of its executive
officers and certain executive officers of its subsidiaries, including Messrs. Davis, Harvey, Protsch,
Ahearn and Amato. For a description of these agreements see “The Mergers — Interests of Certain

))9 o o

Persons in:the Mergers — Severance’ Agreements

WPLH and HDC also entered into a Restricted Stock Agreement with Mr. Davxs in relation to the
award to Mr. Davis in 1994 of 1.67 shares of HDC common stock as shown in the Summary Compensa-
tion Table. (See footnote 3 to the Summary Compensation Table for additional information on the
award of HDC stock to Mr. Davis.) The agreement restricts the transfer of the HDC stock awarded to

* Mr. Davis and gives HDC the right of first refusal on any proposed transfer of the stock, at prices per .’
‘share as determined in accordance with the agreement. The agreement also provides for the sale of the

stock by Mr. Davis to HDC in the event of a sale of HDC, and, beginning on March31, 1997, provides
for the conversion of the HDC stock into WPLH Common Stock over a period of five years at a ratio as
determined i in accordance with the agreement

‘WPLH and HDC also have in place a Restricted Stock Agreement with Mr. Ahearn in connectlon
with an award to Mr. Ahearn of five shares of HDC common stock in 1991. The final portion of
Mr Ahearn’s restricted stock vested in 1994. The provisions of the agreement with Mr. Ahearn are
similar to the provisions of the agreernent with Mr. Davis. HDC has loaned to Mr. Ahearn an amount of
$485,401 which equals the income taxes withheld in connection with HDC shares awarded to him.
Mr. Ahearn is charged interest on the loan at the prime rate. It is currently anticipated that HDC will
repurchase 1:80 shares of HDC common stock from Mr. Ahearn at the most recent per share value, as
determined by an independent appraiser selected by the’ Compensatlon and Personnel Commlttee of
the WPLH Board and Mr. Ahearn. ‘ :

Retirement and Employee Benefit Plans

Salaried employees (including officers) of WPLH and WP&L are ehgxble to participate in a
Retirement Plan maintained by WP&L. Mr. Ahearn is not eligible to participate in the plan. All of the
other executive officers named in the Summary Compensation Table participated in the plan during
1995.-Contributions to the plan are determined actuarially, computed on a straight-life annuity basis,
and cannot be readily calculated as applied to any individual participant or small group of partici-
pants. For purposes of the plan, compensation means payment for services rendered, including
vacation and sick pay, and is substantially equivalent to the salary amounts reported in the foregoing .

&

‘Summary Compensation Table. Retirement Plan benefits depend upon length of plan service (up to a

maximum of 30 years), age at retirement, and amount of compensation (determined in accordance
with the plan) and are reduced by up to 50 percent of Social Security benefits. Credited years of service
under the plan for covered persons named in the foregoing Summary Compensatlon Table are as
follows: Mr. Davis, 16 years; Mr. Protsch, 16 years; Mr. Amato, 9 years; and Mr. Harvey, 8 years.
Assuming retirement at age 65, a Retirement Plan participant (in conjunction with the Unfunded
Supplemental Retirement Plan described below) would be eligible. at retirement for a maximum
annual retirement benefit as follows: :
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t , T Retirement Plan Table

‘:‘;ﬁmgf v » — Annual Benefit After Specified Years in Plan*-
Compensation - § 10 15 20 25 . 30 -
$'125~,'00(_)§ - $10,210 $20,421 $ 30,631  $ 40,841 $ 51,052  $ 61,262
150,000% -12,502 25,004 - 37,506 ' 50,008 - 62,510 75,012
200,000, 17,085 . 34,171 51,256 - 68,341 85,427 102,512
- 250,000! -~ 21,669 43,337 65,006 - 86,675 108,343 130,012
_ 300,0000 . 26,252 52,504 78,756 - 105,008 131,260 157,512
 '350,000! - 30,835 61,671 92,506 - 123,341 154,177 185,012
1400,0005 85,419 70,837 106,256 141,675 ° 177,093 =~ 212,512
450,000 40,002 - 80,004 120,006 . 160,008 .200,010 240,012
475,000 = 42,294 ' 84,587 126,881 169,175 211,468 253,762
500,000 = 44,585 = 89,171 133,756 178,341 222,927 267,512

525,000 46,877 93,754 . 140,631 187,508 234,385 281,262

* Average é_nnpal compensation is based upon the average of the highéét 36 consecutive months of

compensation. The Retirement Plan benefits shown above are net of estimated Social Security

~ benefits and do not reflect any deductions for other amounts. The annual retirement benefits
payable are subject to certain maximum limitations (in general, $120,000 for 1995 and $120,000 for
1996) under the Internal Revenue Code. Under the Retirement Plan and a supplemental survivors

" income plan,; if a Retirement Plan participant dies prior to retirement, the designated survivor. of
the participant is entitled to a monthly income benefit equal to approximately 50 percent (100
percent in the case of certain exeéutive officers and key management employees) of the monthly
retirement benefit which would have been payable to the participant under the Retirement Plan if
the participant had remained employed by WPLH until eligible for normal retirement. :

Unfunded ;Supplemental Retirement Plan — WP&L maintains an Unfunded Supplemental~

Retirement Plan which provides funds for payment of retirement benefits above the limitations on
payments from:qualified pension plans in those cases where an employee’s retirement benefits exceed
" the qualified plan limits. Additionally, the plan provides for payments of supplemental retirement
benefits to employees holding the position of Vice, President or higher, who have been granted
additional months of service by the WPLH Board for purposes of computing retirement benefits. The
~ benefits payable under this plan are included in the amounts disclosed in the Retirement Plan Table
set forth above. ' S

Unfunded Executive Tenuie Compensation Plan — WP&L maintains an Unfunded Executive
Tenure Compensation Plan to provide incentive for key executives to remain in the service of WP&L
by providing additional compensation which is payable only if the executive remains with WP&L until
retirement (or other termination if approved by the WPLH Board). Participants in'the plan must be
designated by the Chief Executive Officer of WP&L and approved by the WP&L Board. Mr. Davis was

the only active participant in the plan as of December 31, 1995 The. plan provides for monthly -
‘payments to a participant after retirement (at of afterage 65, or with approval of the WP&L Board,

prior to age 65) for 120 months. The payments will be equal to 25 percent of the participant’s highest
- average salary for any consecutive 36-month period. If a participant dies prior to retirement or before
+ 120 payments have been made, the participant’s beneficiary will receive monthly payments equal to
50 percent of such amount for 120 months in the case of death before retirement, or if the participant
dies after retirément, 50 percent of such amount for the balance of the 120 months. Annual benefits of
$104,500 would be payablé to Mr. Davis upon retirement, assuming he continues in WP&L’s service
- until retirement at the same salary as was in effect on December 31, 1995.
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Report of the Compensation and Personnel Committee on Executive Compensation
To Our Shareowners: The Compensation and Personnel Committee (the “WPLH Committee”)

of the WPLH Board is comprised of five independent, nonemployee directors who have no “interlock-

ing” relationships, as defined by the SEC. The’ ‘WPLH Committee assesses the effectiveness and
competitiveness of, approves the design of and admmlsters executive compensation programs within

a consistent total compensation framéwork for WPLH. The WPLH Committee also reviews and

approves all salary arrangements and other remuneratlon for executlves, evaluates executive per-
formance, and considers related matters. To support the ‘WPLH Commlttee in carrymg out its

" mission, Hewitt Associates, an mdependent consultant, is engaged to pr0v1de assxstance in the devel-

opment of comprehensive executive compensatlon policies.

The WPLH Committee is committed to 1mplementmg a total compensatlon program for execu-
tives which furthers WPLH’s mission. The WPLH Committee, therefore, adheres to the following
compensation policies which are mtended to fac1htate the achlevement ‘of WPLH’s busmess
strategies.

» Total compensation should enhance WPLH s abxhty to attract, retam and encourage the
development of exceptionally knowledgeable and experienced executives, upon whom in large
part, the successful operation and management of WPLH depends. .

+ Base salary levels should be targeted at-the median level paid to -executives of cornpames in
their respective industry(ies).

* Incentive compensation programs should strengthen the relatlonshlp between pay and per- .

formance by emphasizing variable, at-risk compensation that is consistent w1th meetmg prede-
termlned WPLH, subsidiary, and individual performance goals ‘ :

Components of Compensation. The WPLH Commlttee relates total compensatlon Ievels for -

WPLH’s senior executives to the compensatlon paid to executives of sxmllar companies in’ their

respective industry(ies). As WPLH is a diversified utility holding company with both regulated and -

nonregulated operations, comparison groups are customized to the respective industries in which an
executive is involved. Utility executives’ pay is compared to that of executives at utilities with similar
operatlons in both the Midwest and national markets, as well as to utilities with similar revenue
levels, market capitalizations, employment levels, and fotal shareowner returns. Compensatlon paid

to’ hold.mg company executives, including Mr. Davis, is ‘compared to the compensation paxd by the.

same’ ut1hty comparison group. However, in order to recognize holdmg company employees for in-
creasing nonregulated business responsibilities, benchmark data also are drawn from similarly sized
diversified industrial companies furnished by public survey data. For executives with sole responsibili-

ties in the nonregulated businesses, comparlson group data reflect the relevant mix. of the nonregu-. .
* lated ‘business operatlons . A :

.. The WPLH Commlttee has rev1ewed overall compensatlon levels and compared them to the -
benchmarks established. It has been determined that total executive compensation, including that for.

Mr. Davis, is in line with the median of the companson groups of companles

The current elements of WPLH’s executlve compensation program are base salary, short term

" (annual) incentives and long-term (equlty) incentives. These elements are addressed separately below. -

In determining each component of compensation, the WPLH Committee considers all elements of an
executive’s total compensatlon package mcludmg benefit, and perqu151te programs

Base Salaries. ' The WPLH Committee annually reviews each executive’s base salary. Base
salaries are targeted at the median of the executive’s respective industry market rate when comparing
both utility and non-utility (general industry) data. Base salaries are adjusted annually by the WPLH
Committee to recognize changes in market rate, varymg levels of responsibility, prior experience,

breadth of knowledge as well as internal equxty 1ssues Increases to base salarles are drlven prlmarlly-
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by market rate adJustments Individual performance factors are not considered by the WPLH Com-
mittee in setting base salaries. In 1995, executives did not receive an across-the-board salary adjust-
ment. Certain executives received base salary increases in recognition of changes in current market
rates. Mr. Davis did not receive a base salary increase in 1995 as his salary level corresponded to the

. median of the targeted market range. Greater emph351s was placed on the opportunity for executives

to increase their earnings through annual incentive plans by exceedmg spec1ﬁc strategic goals. Base

pay adjustments are tied to median market rate changes and will minimize across-the- board in-

creases, During 1995, all executive salaries were reviewed for medlan market rate comparab1hty

Autlhzmg utlhty and general industry data'contained in compensation surveys published by Edison
Electric Institute, American Gas Association’ and several compensation consulting firms. Any recom-
mended changes will be effectlve for 1996. Market rates will be reviewed annually

- Short- Term Incentwes The goal of short term (annual) mcentlve programs is to promote the
WPLH Committee’s pay -for-performance philosophy by providing executives with direct financial
incentives in the form of annual cash or stock based bonuses to achieve corporate, subsidiary, and
individual performance goals. Annual bonus opportunities allow the WPLH Committee to communi-
cate specific goals that are of primary importance during the coming year and motivate executives to
achieve these goals. The WPLH Committee on an annual basis reviews and- approves the program’s
performance goals and the relative weight assigned to each goal as well as targeted and maximum
award levels. A descrlptlon of the short term mcentlve programs ava11ab1e to executlve ofﬁcers

~ follows. [_ .

WP&L: Management Incentwe Plan-— The WP&L Management Incentlve Plan. (the * WP&L

"MIP’’) covers utlhty executives.and in 1995 was based on achieving annual targets in several areas of

overall corporate performance that include proﬁtablhty, operations and maintenance expense control,
reduction in lost time accidents, and achievement of electric service reliability-standards. Target and
maximum bonus awards were set at the median of the utility market levels. Targets were considered
by the WPLH Committee to be achiévable, but require above-average performance from each of the
executlves For 1995, the threshold levels for all WP&L MIP performance categories were exceeded.

Actual payment of bonuses, as a percentage of annual salary, is determined by the level of performance :

achieved in each category. Weighting factors are applied to the percentage achievement under each
category to determine overall performance. If the threshold performance level is not reached, there is
no bonus payment’ assoc1ated with that particular category. Once the designated maximum perform-
ance is reached, there is no additional payment. The actual percentage of salary paid as a bonus,
within the allowable range, is equal to the weighted average percent achievement for all the perform-
ance categorles For example, if the’ overall weighted performance achievement is 70%, the executive

will receive 70% of his or her maximuin allowable bonus award. The WP&L MIP awarded 64 percent

of its allowable maximum for 1995. Potential WP&L MIP awards for executlves range from 0 to 40
percent of annual salary The WP&L. MIP does not allow for discretion in' bonus determinations.
Awards for 1995 under the WP&L MIP:made to top ‘executives (other than to Mr. Davxs and
Mr. Ahearn) are shown in the Summary Compensatlon Table :

HDC. Management Incentive Plan — Mr. Ahearn and selected other executlves of HDC are

covered by the HDC Management Incentive Plan (the “HDC MIP”’) which is based on achlevement of
specified combinations of net income and after-tax return on capital invested in HDC and on achieving
a number of other specific HDC performance objectives which included the development of business
strategies for certain new ventures and restructuring and growth targets for existing operating units.

The incentive compensation plan for Mr. Ahearn consists of a potential award maximum of 80 percent
of his base salary, 75 percent associated with performance in the net income and after-tax return

“category and 25 percent for the achievement of specific personal performance goals. The actual”
““payment of bonuses as a percentage of annual salary is determined as described for the WP&L MIP In

1995, the threshold level of net proﬁt and after-tax return was not achieved so that there was no

payout for thlsl component. Mr. Ahearn did exceed the minimum performance for his personal goals
i : ‘ L .
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which resulted in a payout for this component. The HDC MIP awarded 22 percent of its allowable
maximum in 1995 solely based on performance in relation to the preestablished objectives.
Mr. Ahearn’s award for.1995 under the HDC MIP is, set forth in the Summary Compensation Table.

WPLH Management Incentive Plan Mr Dav1s is covered by ‘WPLH’s Management Incentive
Plan (the “WPLH MIP"). Awards under the WPLH MIP are based on WP&L, HDC and individual
performance achievement in relation to predetermined goals. For each plan year, the WPLH Commit-
tee will determine.the performance apportionment for Mr. Davis: In 1995 that apportionment was
50% for WP&L performance, 25% for HDC performance and 25% for individual performance. WP&L
performance is measured based on 'the overall percentage achievement factor of the corporate goals
established for the WP&L MIP. HDC performance is. measured .based .on the overall percentage
achievement of the 1995 return on capital and net income matrix from the HDC. plan: Individual
performance is measured based on the achievement of certain specific:goals, which included strategy
development and implementation, established for Mr. Davis by the WPLH Committee. The 1995
‘WPLH MIP award range for Mi. Davis was from 0% to 70% of annual salary. The actual payment of '
bonuses as a percentage of annual salary is determined as described for the WP&L MIP. In 1995, the
WPLH MIP provided a payment to Mr. Davis as a result of the-achievement of goals under’ the WP&L
MIP as described above and for achievement of the personal goals established by the WPLH Commit-
tee. There was no payout under the HDC performance component. For 1995 performance, Mr. Davis’
annual bonus payment represented 29% of his base salary, as reflected in the Summary Compensation
Table. Under the WPLH MIF, Mr. Davis was awarded $125,496 solely in connection with 1995
performance as discussed above. In the judgment of the WPLH Committee, Mr. Davis’ award range is
in line with the median of the same.combined utility and general 1ndustry comparison group used for
base salary comparisons.

Long-Term Incentives.” The WPLH Committee strongly believes compensation for senior execu-
tives should include long-term, at-risk pay to strengthen the alignment of shareowner and manage-
ment interests at both the WP&L and HDC levels. In this regard, the Long-Term Equity Incentive
Plan allows for grants of stock options, restrlcted stock, and performance units/shares with respect to
WPLH Common Stock. The WPLH Comniittee believes the Long-Term Equity Incentive Plan bal-
ances WPLH's existing compensation programs by emphasizing compensation based on the long-term
successful performance of WPLH from the perspective of the shareowners. Stock options provide &
reward that is directly tied to the benefit shareowners receive from increases in the price of WPLH"
Common Stock. The payout from the performance units is.-based on WPLH’s continued payment of
dividends, a significant component of investment returns for utilities, and the relative total return to
shareowners compared to other comparable investments. Thus the two components of the Long-Term
Equity Incentive Plan, i.e., stock options and performance units, provide incentives for management
to produce superior shareowner returns on both an absolute and relative basis. During 1995 the
WPLH Committee made a grant of stock options and performance units to Messrs Davis, Amato,
Protsch and Harvey. All option grants were made at the fair market value of WPLH Common Stock on
the date the grants were approved (January 3, 1995). The options vest after three years and have a
‘ten-year term from the date of the grant. Executives were also granted performance units which will " -
accumulate all of the dividends paid on one share of WPLH Common Stock over a three-year period.
One performance unit was granted for each option received by the executive. Accrued dividends are
not reinvested in WPLH Common Stock, nor is any interest paid on accrued dividends. Performance
Units will be paid out in cash or in shares of WPLH Common Stock. The payment will be modified by a
performance multiplier which ranges from 0 to 1.75 based on the three year average of WPLH total
shareowner return relative to a utility holding company peer group. If WPLH’s total shareowner
return for the three year period is negative, the performance unit payout will be zero. In determining
actual award levels, the WPLH Committee was primarily concerned with providing a competitive total
compensation level to officers. As such, award levels (mcludmg the awards made to Mr. Davis) were
based on a competitive analysis of similarly-sized utility companies that took into consideration the
market level of long-term incentives, as well as the competitiveness of the total compensation package.
Award ranges, as well as individual award levels, were then established based on responsibility level
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and market competitiveness. No corporate or individual performance measures were reviewed in
connection with the awards of options and performance units. Award levels were targeted to the
median of the range of such awards paid by comparable companies. In addition, the WPLH Committee
did not'consider the amounts of options or performance units already outstanding or previously
granted since no optlons or performance uruts have been granted by WPLH i in the past.

Policy Wzth Respect to the $§1 Million’ Deductwn Limit. Section 162(tn) of the Code generally '
limits the corporate deduction for compensation paid to-executive officers named i in the proxy state-

ment to $1 million unless such compensation is based upon performance objectives meeting certain

regulatory criteria or is otherwise excluded from the limitation. The WPLH Committee has carefully
considered the! limpact of this tax code provision. Based on the WPLH Committee’s commitment to’

link compensation with performance as described in this report, the WPLH Committee currently

intends to qualify compensation pazd to WPLH s executlve ofﬁcers for deductlblhty by WPLH under ,

Sectlon 162(m)

Concluswn The WPLH Commlttee beheves the: ex1st1ng executlve compensatlon pohc1es and
programs prov1de the appropriate level of competltlve compensation for WPLH executives. In addi-

tion, the WPLH Committee believes that the long and short term performance incentives effecuvely '

ahgn the mterests of executxves and shareowners toward a successful future for WPLH
i . . S
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' COMPENSATION AND PERSONNEL
COMMITTEE  *
Arnold M. Nemirow (Chair)
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COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN

Rules of the SEC require .that WPLH show-a graphical comparison of the total return-on the
WPLH Common Stock for the last five fiscal years with the total returns of a broad market index and a
more narrowly focused industry or group index. (Total return is defined as the return on common
stock including dividends and stock price appreciation, assuming reinvestment of dividends.) WPLH
has selected the Standard & Poors (“S&P?’) 500 index for the broad market index, and the S&P Utility
Index as the industry index. These indices were selected because of their broad availability and
recognition. The following chart compares the total return of an investment of $100 in WPLH
Common Stock on December 31, 1990, with like returns for the S&P 500 and S&P Utilities mdlces

Cumulative Total Shareholder Return
WPL Holdings, Inc.; S&P 500 Index; and S&P Utlhtles Index

$240 -
: Legend
$220 . g
WPL Holdings, Inc.
- ~ — - S&P Utilities Index
$180
$160
$140
$120
$100
$80 T - T T "1 - 1
1990 1991 1992 1993 . 1994 1995
1990 1991 1992 ‘ 1993 1994 ) 1995
WPL Holdings, Inc. $100.00 $143.10 $156.54 $160.41 $142.51 $170.34
S&P Utilities Index $100.00 $114.62 $123.89 $141.79 - $130.52 $185.38

S&P 500 Index” I 0 7 "$100.00 $130.57 $140.60 §$154.64 $156.64 "~ $215.49

COMPLIANCE WITH SECTION 16(a) OF THE SECURITIES EXCHANGE ACT OF 1934

WPLH’s directors, its executive officers, and certain other officers are required to report their
ownership of WPLH Common Stock and WP&L Preferred Stock and any changes in that ownership to
the SEC.and the NYSE. All required filings in 1995 were properly made in a timely fashion. In making
the above statements, WPLH has rehed orn the representatlons of the persons involved and on copies
of their reports filed with the SEC.
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