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The opinions expressed in this presentation are my 
personal opinions, they do not necessarily reflect 

the opinions of the 
Washington Utilities and Transportation 

Commission, its commissioners or other staff 
members.
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Migration Costs
The cost of migrating from an on-premise IT 

solution to a cloud based solution.

• Data conversion,
• Data Re-engineering, 
• Storage,

• Retraining,
• Remodeling,
• Stranded Costs.



Migration Costs
Issue: The inability under GAAP for companies to capitalize 
the costs of migration to cloud services rather, the costs 
must be expensed as incurred. 



Accounting Standards Update 2015-05 
does not allow the capitalization  of 
cloud migration costs unless, some form 
of ownership exists. 

GAAP



Accounting Standards 350-40
Capitalize the costs of hosted services 
only if:
1. Customer has right to take 

possession with out significant 
penalty and

2. It is feasible to either run the 
software on company hardware or 
contract with another party 
unrelated to vendor to host 
software. (paraphrased)

GAAP



FASB 71 Accounting for the effects of 
Certin Types of Regulation

Regulated Accounting



Migration Costs
Conclusion: The cost of migrating from an “on-premise” IT 
solution to a cloud based solution may be capitalized for 
later recover if allowed by the commission.



Operating Costs
The cost associated with the operation the cloud service 
normally measured on an annual basis. 

• Annual fees 
• Fees and charges measured by:

• Processor time usage,
• Storage usage, 
• Capacity,
• Other system Demands. 



Operating Costs
Issue: The inability of a company to earn a return on the 
cloud services expense. 







• Investments in Legacy on-premise Hardware and 

Software, classified as capital expenditures, do receive 

a rate of return.

• Investments in Cloud Services classified, as operating 

expenses, do not receive a rate of return. 

• Therefore there is a disincentive to invest in cloud 

based services.



Investments in Cloud Services classified as operating 

expenses do not receive a rate of return. 

• Investments are never classified as expenses,
• Expenses never receive a rate of return,
• Working capital does receive a rate of return.



Definition of Working Capital

Working Capital is:
“…the average amount of capital 
provided by investors, over and above 
the investment in plant and other 
specifically measured rate base items, to 
bridge the gap between the time 
expenditures are required to provide 
services and the time collections are 
received for such services.” Accounting for Public Utilities

Hahne & Aliff 12/2015



Common Regulatory Rate Base 
(avg or year end) 



Operating Costs
Conclusion: Companies do earn a return on their 
investments in cloud services through working capital. 

To artificially capitalize an expense would introduce double 
recovery on investment. 



Clarification of 
UtilityDrive Comments 



Clarification of Utility Drive 
Comments 

The company’s investment funding the 
monthly charge for cloud-based services 
should be rate based in working capital.



Clarification of Utility Drive 
Comments 

Included in each regulated company’s rate base is a 
working capital component. It is the working capital 
component which includes the investment associated with 
cloud services. A capitalized expense, as proposed by some, 
is inconsistent with the short-term characteristics of the 
cloud computing business model.



Clarification of Utility Drive 
Comments 

I do not oppose changing the rules just because companies 
are going to the cloud anyway. I oppose changing the rules 
because the change suggests creating long-term assets out 
of a short term operating costs; that is simply incorrect 
accounting, GAAP or regulatory basis. Companies going or 
not going to the cloud is irrelevant.
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