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The Citizens Utility hereby files its Post-Hearing Comments on the Illinois Commerce 

Commission’s Proposed Part 289.  CUB continues the challenge the propriety of devising a rule 

to deviate from standard accounting practice in order to incentivize utilities to make cost-

effective investments.  However, if the Commission determines the rule is appropriate, it should 

not without a corresponding analysis demonstrating its cost-effectiveness.  CUB maintains that 

including a requirement for a cost-benefit analysis is in line with the findings contained within 

Report to the Commission (“NOI Report”) created following the Notice of Inquiry Regarding the 

Regulatory Treatment of Cloud-Based Solutions (the “NOI”).  See generally, Attach. to Initiating 

Order (entered Dec. 6, 2017).  Accordingly, if the Commission adopts this rule to change 

regulatory accounting standards to provide utilities a profit on expenses, CUB continues to urge 

the Commission to adopt changes to the rule to create a requirement to conduct a cost-benefit 

analysis in Section 289.40(b)(4)(iv) of Proposed Part 289. 

CUB understands that cloud computing solutions are increasingly prevalent and may 

offer opportunities to lower costs and provide greater functionality, particularly in a world with 

more distributed energy resources.  Because technology is so rapidly evolving, additional 



transparency is warranted regarding technology solutions that facilitate the transformation of the 

energy economy, and thus the Commission’s attention to this important issue is appreciated. 

CUB also understands that the Commission, by initiating this rulemaking, seeks to 

incentivize utilities to invest in cloud computing systems by clarifying the regulatory accounting 

rules to provide similar accounting treatment of on-premise and cloud-based computing systems.  

However, as the utilities responses to the Commissioner Questions filed on August 27, 2019, 

demonstrate, it is not clear that an incentive to make cost-effective computing solutions is 

warranted.  The Commission should be careful not to carve out a special accounting treatment 

for what are becoming standard operating expenses for any company.  Utilities have already 

made significant investment in cloud-based data solutions, and continue to invest in them – all 

without the additional benefit of earning a profit on such expenses. 

The question before the Commission in this rulemaking, therefore, is not whether utilities 

should be investing in cloud based computing solutions, but rather whether the Commission 

should change current accounting standards to allow utilities to capitalize costs – with the 

associated return on that investment – that would otherwise be included in rates dollar-for-dollar 

as an expense.  The main reason this problem arises is because cloud-based computing solutions 

generally have a large component of costs that are annual or periodic, with ongoing fees to host 

and manage the data.  This is a far different type of cost structure than existing hardware and 

software based solutions, which are typical plant investments with an upfront set cost that is 

amortized over the assets’ expected life.  Costs relating to ongoing operation and maintenance of 

those assets are recovered dollar-for-dollar as expenses, with no return.  Treating periodic 

expenses as plant assets is like putting a square peg in a round hole.  As Staff pointed out, all else 

equal, if the cost of the solution remains constant, the accounting treatment in the proposed rule 



(treating periodic operating fees as plant assets) would allow the utility to recover more money 

from ratepayers because of the return on the investment.  Staff Response to Commissioner 

Questions at 3. 

From CUB’s assessment of the utilities’ descriptions of their use of the cloud, under 

currently applicable accounting standards, it appears the need for the rule to “level the playing 

field” is still an open question.  Utilities are using cloud-based solutions because those are either 

the best or the only option in today’s technologically advancing world.  Each of the utilities 

described several cloud-based solutions they are currently implementing or using.  Many Illinois 

utilities use cloud-based services for financial and accounting systems, to manage AMI data, 

employee benefits, energy efficiency programs, customer portals, call center data and mobile 

applications, to name a few.  Considering this fact, rather than putting cloud-based solutions on a 

level playing field, this rule would transform the purported purpose of the rule – that of 

eliminating a disincentive – to creating an incentive or a sort of reward for adopting cloud-based 

solutions that are the best solutions, that would be adopted regardless of ratemaking accounting, 

as they are the best solutions that provide the most value to utilities and customers. 

If cloud-based solutions are clearly the more cost-effective, better choice to deliver value 

to the utility and customers alike, the accounting treatment of those expenses should not be – 

and, indeed, has not been – a hindrance.  In fact, the utility responses to the Commissioner’s 

questions reveal that this is exactly what is happening.  Each of the utilities responded with 

similar descriptions of how they are determining which solutions are optimal and most cost-

effective for any given function, regardless of whether it is an on-premise or cloud based solution 

and without regard to cost recovery.   



 Illinois-American Water assesses potential technology investments individually and in 

accordance with existing internal practices regardless of whether they are cloud-based or 

on-premise. 

 

 Ameren Illinois determines which solution to deploy based on its ability to satisfy the 

requirements and not on the disposition of the solution (i.e. cloud vs on-premises).  
 

 Nicor states that it analyzes and assesses each technology solution or project based on the 

merit of technology, regardless of whether it is an on-premise solution or cloudbased 

solution, to select the solution that provides the most benefits to ratepayers and the 

Company. 

 

 ComEd continues to evaluate both on-premise and cloud-based solutions using a 

balanced scorecard approach to ensure that the product chosen is best suited for the needs 

of the utility and its customers for the specific situation. 

 

 ComEd also notes that companies evaluating potential future on-premise and cloud-based 

solutions typically entertain robust arguments for both types of systems in order to select 

a balanced approach which considers both the technology and ultimate cost. 

 

For these reasons, it is reasonable to require a demonstration of the cost-benefit analysis 

that utilities are clearly already performing every day in order for the utility to take advantage of 

an exception to an otherwise prescribed regulatory accounting edict.  The utility would simply 

provide evidence of the analysis performed to choose the best technological solution, and if the 

chosen solution is a periodic contract with a cloud provider, then the utility could avail itself of 

the exception to the generally accepted regulatory accounting practices and capitalize those costs 

only if it has demonstrated the cost-effectiveness of that solution. 

In comments preceding and succeeding the proposed First Notice Rule, CUB took the 

position that, if the Commission devises a rule that provides for the alternate accounting 

treatment contained in Part 289, it should include a requirement that the utility demonstrate that 

the cloud-based computing solution is cost-effective.  The cost-effective computing solution 

should provide demonstrable benefits and efficiencies to customers, in addition to the utility that 

chooses to implement it.   



As pointed out in previous comments filed in this proceeding, CUB’s experience 

participating in ratemaking and other regulatory proceedings before the Commission has 

historically been one where the review of computing systems and their accompanying costs are 

somewhat of a “black box” of expenses that often cannot be meaningfully examined in the 

course of those proceedings.  By adopting a rule that assures that these investments provide a net 

benefit to both the utilities and ratepayers, the Commission would ensure that the deviation from 

current financial standards (from treating cloud-based computing costs as expenses to a standard 

where these costs are treated as capital investment) are reasonable and just, and do not provide 

for unjust enrichment of the utilities that choose to utilize the accounting treatment provided for 

under Part 289.  This proposal is aligned with the statement in the NOI Report that the 

Commission would seek to “level the playing field” in order to “encourage utilities to make the 

most cost-effective investments.”  NOI Report at 6. 

The NOI Report states that the inquiry was undertaken in part to ascertain what actions 

would “encourage utilities to make the most cost-effective investments [in computing 

solutions].”  NOI Report at 6.  Despite this statement, there is no requirement contained 

anywhere within Proposed Part 289 that a utility must demonstrate that that a cloud-based 

computing solution is cost-effective.  Without the adoption of such a requirement, the 

Commission will be unable to confirm whether the Proposed Rule is operating as intended.  In 

the final summary, the NOI Report concludes “[a]ccounting rules should be technology agnostic 

and allow utilities to invest in systems and innovations that best suit ratepayer and business 

needs, including the cost, reliability, and cybersecurity characteristics offered by cloud 

computing systems.”  NOI Report at 111.  Nothing contained in CUB’s recommended Section 



289.40(b)(4)(iv) would in any way prevent utilities from acting in a technologically agnostic 

manner and investing in an innovative system that would best suit ratepayers and shareholders.   

A utility that is truly acting in a manner that is technology agnostic and choosing the most 

effective computing solution for their needs with the most benefits to their customers should not 

be concerned about a requirement that requires the submission of a cost benefit analysis during a 

rate case.  Absent a requirement to demonstrate that a cloud computing system is cost-effective, 

utilities could be incented to invest in such solutions instead of traditional computing systems 

that may – in some circumstances – be a more prudent investment.  In that way, cloud computing 

solutions would not be on the same playing field as their traditional counterparts, defeating the 

intention of the rule. 

The Commission’s stated purpose of this rulemaking is to level the field in order to 

encourage utilities to make the most cost-effective investments.  Failure to include a requirement 

to demonstrate cost-effectiveness does not meet the stated goal of the proposed rulemaking.  

Accordingly, CUB strongly recommends the Commission add the following provision to the 

proposed rule: 

Subsection 289.40(b)(4)(iv):  

 

iii. With each rate case filing, for those Regulatory Assets 

identified in accordance with Subsection 289.40(b)(5) of this Part, 

the Public Utility shall provide to the Commission a 

comprehensive cost-benefit analysis which demonstrates that (1) 

the Cloud-based Computing Solution is cost-effective and (2) 

provides benefits and efficiencies to both the utility and its 

customers compared to a similar On-premises Computing Solution.  

Conclusion  

The Commission should adopt CUB’s proposals in order to ensure that the many benefits 

of cloud-based computing solutions are shared by consumers and utilities alike and to prevent 

unjust enrichment of shareholders. 
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