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I. INTRODUCTION AND BACKGROUND 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

A. My name is Tracy L. Kupsh.  My business address is Integrys Energy Group, Inc. 4 

(“Integrys”), 700 North Adams Street, P.O. Box 19001, Green Bay, Wisconsin 5 

54307-9001. 6 

Q. By whom are you employed and in what capacity? 7 

A. I am the Director – Operations Accounting -- Integrys Business Support, LLC (“IBS”).  8 

IBS is a wholly-owned subsidiary of Integrys. 9 

B. Purpose of Testimony 10 

Q. What is the purpose of your direct testimony? 11 

A. In brief, in my direct testimony, I will: 12 

1. Discuss the allocation and charging of IBS costs to North Shore Gas Company 13 

(“North Shore” or “NS”) and describe the actual versus forecasted intercompany 14 

billing process, 15 

2. Provide an overview of the IBS process for developing the forecasted 2015 test 16 

year data, 17 

3. State the IBS impact on North Shore’s financial statements, 18 

4. Discuss federal regulation of IBS, and 19 

5. Discuss benefits of IBS to North Shore and its customers. 20 

C. Summary of Conclusions 21 

Q. Please summarize the conclusions of your direct testimony. 22 
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A. The North Shore 2015 test year revenue requirement includes prudent and reasonable 23 

amounts forecasted for the services that IBS will provide to North Shore.  These amounts 24 

include costs that are properly directly assigned, assigned using cost-causal allocators, or 25 

assigned using the General/Corporate allocator.  26 

D. Attachments to Direct Testimony 27 

Q. Are there any attachments to your direct testimony? 28 

A. Yes.  Attached as NS Exhibit (“Ex.”) 13.1 is the current Illinois Commerce Commission 29 

(“Commission” or “ICC”) approved Master Regulated Affiliated Interest Agreement 30 

(“Regulated AIA”).  The Regulated AIA was approved in ICC Docket No. 07-0361.  I 31 

note that the only changes, since the original approved filing in ICC Docket No. 07-0361, 32 

are to the description of services and cost allocation methodology found on Exhibits B 33 

and C of the Regulated AIA, which have been previously filed with the Commission in 34 

that same Docket under a procedure required by the Regulated AIA. 35 

I am also sponsoring NS Ex. 13.2, which describes the various assets owned by IBS, and 36 

the allocation methods used to allocate the costs associated with these assets.   37 

E. Qualifications and Professional Background 38 

Q. Please describe your educational, professional, and utility background. 39 

A. I graduated from Lakeland College of Sheboygan, Wisconsin earning a Bachelor of Arts 40 

degree with a major in Accounting and a minor in Economics.  After spending 19 years 41 

working for Unilever, a worldwide consumer goods company, in various cost accounting 42 

positions, I accepted my current position with IBS on December 1, 2008. 43 

My duties and experience as Director - Operations Accounting for IBS include the 44 

review and approval of the IBS monthly financial statements, overseeing the proper 45 
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allocation of the IBS costs to the affiliates, the coordination and/or participation in the 46 

preparation of the IBS Operation and Maintenance (“O&M”) and Capital budgets, and 47 

the analysis of variances between forecasted and actual financial results of IBS.   48 

II. INTEGRYS BUSINESS SUPPORT, LLC 49 

A. IBS Allocation Methodologies 50 

Q. What is the current IBS Affiliated Interest Agreement approved by the 51 

Commission? 52 

A. The Commission approved the Regulated AIA, pursuant to which IBS provides services 53 

to all of the regulated operating companies in the Integrys holding company system, and 54 

certain asset transfers, in ICC Docket No. 07-0361, on December 5, 2007.  That Order 55 

expressly included approval of the cost allocation methodology in the Regulated AIA. 56 

Q. Please briefly describe the Regulated AIA, under which IBS provides “shared” or 57 

“intercompany” services to the utility operating companies within the Integrys 58 

holding company system. 59 

A. Under the Regulated AIA, IBS provides services generally comprised of common 60 

Administrative and General (“A&G”) business activities that each affiliate would need to 61 

provide internally or procure in order to operate its business.  IBS may also provide 62 

additional services that the regulated affiliate may request, provided that the services can 63 

be provided in a cost-effective manner consistent with applicable law. 64 

IBS recovers all of its costs of providing these services by direct billing the 65 

regulated affiliate whenever practicable.  Where direct billing is not practicable, IBS bills 66 

affiliates pursuant to the cost allocation factors set forth in Exhibit C of the Regulated 67 

AIA, attached as NS Ex. 13.1.  Services are provided at cost, including direct and indirect 68 
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labor and overheads, and other labor loaders.  The cost of maintaining assets, the 69 

associated depreciation, and a return on the net assets (with a pre-tax weighted cost of 70 

capital from the most recent rate order for each utility applied to that allocation), are 71 

based on the factors identified in NS Ex. 13.2.  The Allocation Factors described in 72 

Exhibit C to the Regulated AIA are designed to match the costs of the services performed 73 

with the entity or entities for which the services are performed.  The basic premise 74 

underlying the allocation methodology and factors is to regularly zero-out the allocated 75 

IBS costs. 76 

B. Intercompany Cross Charges 77 

Q. What does the monthly IBS bill to North Shore represent? 78 

A. The monthly IBS bill to North Shore (inter-unit billing) represents non-labor payments 79 

made by IBS for North Shore, as well as IBS services (labor and labor loadings) rendered 80 

to North Shore.  The IBS bill is not inclusive of all non-labor payments managed by IBS.  81 

Per the IBS guidelines, non-labor costs managed by IBS but related to a single business 82 

unit should be paid by that single business unit and charged to the appropriate IBS “home 83 

center” and “process”.  A home center is a general ledger chartfield that is usually a 84 

company department but may be related to a specific cost or activity, such as benefits 85 

expenses.  A process is another general ledger chartfield that identifies a repeated cycle 86 

of causes, conditions, and work that takes one or more kinds of input and creates 87 

output(s) (e.g., payment processing services).  These general ledger chartfields allow IBS 88 

and North Shore to track which company manages and pays the costs.  Therefore, as 89 

explained above, actual IBS cross charges, which are charges managed by IBS, include 90 

items paid by IBS (IBS bills to North Shore) and paid by North Shore. 91 
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Q. How do the 2013 IBS bills to North Shore differ from the 2015 test year cross 92 

charges to North Shore? 93 

A. The 2013 monthly IBS bills to North Shore represent non-labor payments made by IBS, 94 

as well as IBS services (labor and labor loadings).  The 2015 test year IBS costs that 95 

North Shore is including in its revenue requirement represents all non-labor payments 96 

whether made by IBS or North Shore, as well as IBS services (labor and labor loadings) 97 

managed by IBS.  The test year does not forecast for single business unit payments 98 

(inter-unit billing) referenced above.  One example of the actual bill versus test year 99 

systematic difference would be injuries and damages.  In the test year, it is assumed that 100 

IBS will pay North Shore’s injuries and damages claims, and payment will appear on the 101 

bill from IBS to North Shore.  In reality, North Shore will directly pay some of the actual 102 

injuries and damages claims using an IBS home center and process, and they will not 103 

appear on the actual bill.  Hence, the 2015 test year total IBS inter-unit billings and total 104 

IBS cross charges are one and the same.  However, actual IBS bills to North Shore in a 105 

given year only represent cross charges that are paid by IBS.  106 

Q. How do North Shore and IBS determine whether North Shore or IBS pays a bill? 107 

A. IBS guidelines state that all transactions involving costs managed by IBS, charged 108 

directly to a business unit, should carry an IBS home center regardless of which business 109 

unit processes the payment.  Additionally, transactions not managed by IBS can be paid 110 

by IBS for administrative purposes (e.g., payroll, fleet/warehouse materials, etc.).  111 

Further, non-labor costs managed by IBS, but related to a single business unit, should be 112 

paid by that business unit and charged to the appropriate IBS home center and process, 113 

and non-labor costs managed by IBS and invoiced to multiple business units should be 114 
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paid by IBS.  In the end, the company paying the bill managed by IBS is benefitting from 115 

and paying for the related service, but the transaction is still an IBS managed cross 116 

charge.  Analysis of IBS cross charges should originate from North Shore’s financial 117 

statements by Federal Energy Regulatory Commission (“FERC”) account (from the 118 

Uniform System of Accounts or “USOA,” as modified by the Illinois Commerce 119 

Commission for gas utilities), and not the inter-unit bill from IBS. 120 

Q. How does Integrys control this inter-unit billing? 121 

A. Integrys utilizes the inter-unit accounting function in the accounting software, 122 

PeopleSoft.  This inter-unit system is designed to automatically reflect the appropriate 123 

intercompany transaction based on the chartfield used, which eliminates the risk of 124 

erroneous intercompany charges.  125 

C. Forecasting Methodology 126 

Q. Please describe IBS’ methodology for developing the annual budget and the 2015 127 

test year IBS costs allocated and charged to North Shore presented in this case. 128 

A. The IBS 2014 annual budget and the 2015 forecasted test year data, which were prepared 129 

in July and August of 2013, were completed prior to the affiliate’s budget in an effort to 130 

allow ample time to incorporate the IBS managed cross charges into their business unit 131 

planning.  This process includes planning for O&M expenses, depreciation, and a return 132 

on working capital.  I oversee the IBS budget process, with the help of the budgets group, 133 

and numerous IBS budget coordinators/preparers.  IBS follows the same assumptions and 134 

guidelines that are stated in direct testimony provided by North Shore witness 135 

Christine M. Gregor (NS Ex. 5.0).  The IBS budget is created by means of the Cognos 136 

budgeting system using the same allocation methodology approved in ICC Docket 137 
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No. 07-0361.  This process ensures that the IBS budget zeros-out the operating costs 138 

budgeted by IBS.   139 

The starting point for the budget and test year for the IBS non-labor is the latest 140 

reforecast for the current year or the prior year’s budget.  Non-labor costs are adjusted for 141 

known and measurable changes and allocated among business units and accounts.  Labor 142 

is calculated using actual headcounts and monthly salaries which are loaded into Cognos 143 

as of the latest pay period in May and then adjusted as necessary.  Based on the 144 

headcounts entered, total labor is calculated within Cognos with the appropriate 145 

forecasted general wage increase.  Total labor is then direct charged or allocated among 146 

business units and accounts.   147 

The budgeted costs incurred by IBS are billed to companies using a three-tiered 148 

approach.  First and foremost, labor and other costs are directly charged whenever 149 

prudent and reasonable (i.e., a full and identifiable assignment of the costs associated 150 

with a specific service to the customer(s) taking such service from IBS); next, costs are 151 

allocated using the cost-causal basis; last, costs are allocated using the broad-based 152 

allocation, identified as the general corporate allocator that represents the operating size 153 

and complexity of a company.  154 

Allocation factors and metrics, as described in NS Ex. 13.1, used in the budget 155 

calculations are set and reviewed during the preparation of the budget for an upcoming 156 

year.  157 

Q. What type of review process occurs during the budget process? 158 

A. During the budget process, each home center presents its proposed budget to the 159 

Chairman and CEO of Integrys.  After this preliminary review, a summary of the IBS 160 
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departmental budgets are reviewed by the IBS Board of Directors.  After final IBS 161 

allocations occur, PeopleSoft reports are used to compare the budget to the current year 162 

reforecast or prior year actuals.  The Senior Leader review and the PeopleSoft report 163 

review process help ensure that planned cross charges to the affiliates are prudent and 164 

reasonable.  165 

D. IBS Impact on North Shore’s Financial Statements 166 

Q. Please describe what schedules contain the IBS cross charges for the 2015 test year 167 

and historical year 2012. 168 

A. IBS cross charges to O&M of $31,824,000 for the 2015 test year can be found on NS 169 

Schedule C-13, page 1, line 3 (NS Ex. 5.1 sponsored by Ms. Gregor).  Additionally, 170 

Schedule C-13, page 1, lines 9 and 12 contain the IBS construction and other cross 171 

charges of $180,000 and $1,439,000, respectively, for test year 2015.  For historical year 172 

2012 IBS cross charges to O&M of $28,054,000 can be found on NS Schedule C-13, 173 

page 4, line 3 (NS Ex. 5.1 sponsored by Ms. Gregor).  Additionally, Schedule C-13, 174 

page 4, lines 12 and 16 contain the IBS construction and other cross charges of $52,000 175 

and $2,335,000, respectively. 176 

Q. Please explain the $3,770,000 increase in the IBS cross charges to North Shore 177 

O&M expenses between historical year 2012 and the 2015 test year.  178 

A. There are a number of reasons for the $3,770,000 IBS cross charges to O&M increase 179 

over the 2012 calendar year.  First, IBS O&M labor cross charges increased $1,108,000, 180 

resulting from the forecasted increase in headcount and general wage increase since 181 

2012.  Second, employee pension and benefits increased $627,000, mainly due to 182 

increased medical, defined contribution plan, ESOP costs, and 401K which are included 183 
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in the total benefits that North Shore witness Christine Hans explains in detail in her 184 

testimony (NS Ex. 12.0).  Third, the Integrys Customer Experience (“ICE”) project 185 

organizational readiness non-labor related cost accounts for an estimated increase in 186 

O&M costs of $515,000.  Next, injuries and damages and legal costs, executive 187 

incentives and long term incentives, and postage contributed increases of $360,000, 188 

$286,000, and $251,000, respectively.  Additionally, there is a $265,000 increase in the 189 

IBS cross charges for depreciation and return on assets.  This increase is driven primarily 190 

by the ICE software, server upgrades, and the gas management software which is offset 191 

by a decrease due to the retirement of WAM phase I.  These increases and other North 192 

Shore related increases were partially offset by a decrease in workers compensation of 193 

$197,000.  194 

Q. Please explain the ICE project that is referenced above.  195 

A. A consolidated Integrys customer system, ICE is scheduled to go in service in 2015.  The 196 

ICE project will unify Cfirst, which is the customer information system that North Shore 197 

currently uses, and the various billing systems currently in use across the Integrys 198 

platform.  It will provide significant benefits to North Shore and the other Integrys 199 

regulated utilities such as improved efficiency and productivity and standardization of 200 

internal delivery which will improve customer satisfaction.  In addition to unifying 201 

systems, the ICE project will improve and enhance billing, collections, call center, and 202 

self-service related offerings by ensuring that these functions are staffed appropriately to 203 

continue to leverage the opportunities of a large corporation, while maintaining the high 204 

level of service of a local utility.   205 
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 E. Federal Regulation of IBS 206 

Q. Please describe the federal regulation of IBS. 207 

A. IBS is a “centralized service company” subject to FERC regulation and regulatory 208 

requirements, including the USOA promulgated by FERC for such entities.  This 209 

exhaustive USOA, modeled after that used by utilities, is found in 18 CFR Part 367.  IBS 210 

must also follow the detailed record retention requirements promulgated by FERC at 18 211 

CFR Part 368.  Finally, IBS must file a detailed annual report with FERC, the FERC 212 

Form No. 60 (18 CFR Part 369), the annual report required of all centralized service 213 

companies containing financial reporting tied to USOA accounts as well as reporting 214 

various other matters and transactions.  FERC also has broadly defined access to the 215 

books and records of holding companies and subsidiaries under 18 CFR Part 366. 216 

F. Benefits of IBS 217 

Q. Is the arrangement between IBS and North Shore a benefit to North Shore and its 218 

customers? 219 

A. Yes, it is.  In addition to the economies of scale, North Shore also receives the benefit of 220 

access to in-house experts who can be retained only in larger companies.  For example, 221 

many of the same requirements that one utility may face from an environmental 222 

compliance perspective will impact other companies within the Integrys family.  Having 223 

one group provide the support and research needed not only lowers the costs, but helps to 224 

ensure strong compliance programs with broad institutional knowledge.  The Regulated 225 

AIA includes a required triennial study, with annual updates, of IBS’ cost of providing 226 

services.  This allows the Client Companies, including North Shore, to review IBS’ costs 227 

relative to market and assess if the service company structure continues to meet the 228 
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objectives of efficiencies and economies of scale.  The most recent such update to the 229 

study was completed in April 2013. 230 

Q. Is the cost of service rendered by IBS equal to or less than if North Shore performed 231 

the same services on a stand-alone basis? 232 

A. Yes, it is.  The services provided by IBS represent activity that any company would need 233 

to perform to function as a separate company.  IBS generates savings for North Shore and 234 

its customers because of the efficiencies and synergies it brings in providing services to 235 

Integrys, which are passed along to North Shore on a pro rata basis.  With IBS providing 236 

the same services to the complete Integrys family, the costs of these activities can be 237 

shared among all of the companies.  Although some costs are variable to the size of the 238 

company, many of these costs are fixed and therefore an individual company would pay a 239 

higher amount in proportion to its relative size if the service was provided by an outside 240 

party or fully staffed at the company to perform the functions.  North Shore could not 241 

self-provide the same overall package of services provided by IBS at a lower cost. 242 

Q. Does this complete your direct testimony? 243 

A. Yes, it does. 244 


