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SURREBUTTAL TESTIMONY OF 1 

MATTHEW R. YOUNG 2 

SPIRE MISSOURI INC., d/b/a SPIRE 3 

SPIRE EAST and SPIRE WEST 4 

GENERAL RATE CASE 5 

CASE NO. GR-2021-0108 6 

Q. Please state your name. 7 

A. My name is Matthew R. Young. 8 

Q. Are you the same Matthew R. Young that contributed to the Staff of the Missouri 9 

Public Service Commission’s (“Staff”) Costs of Service Report that was filed on May 12, 2021, 10 

and submitted prefiled rebuttal testimony on June 17, 2021? 11 

A. Yes, I am. 12 

EXECUTIVE SUMMARY 13 

Q. What is the purpose of your testimony? 14 

A. In this testimony, I will respond to several witnesses regarding Spire 15 

Missouri’s (“Spire”) corporate allocations, Excess Accumulated Deferred Income Tax 16 

(“Excess ADIT”), city earning tax expense, Spire’s Net Operating Loss (“NOL”) rate base 17 

adjustment, and capitalized overheads. I will also use this testimony as an opportunity to 18 

describe a correction to my calculation of base Accumulated Deferred Income Tax (“ADIT”) 19 

in rate base. 20 

On the issue of corporate allocations, Office of the Public Council (“OPC”) 21 

witness Robert E. Schallenberg incorrectly characterizes my testimony as related to affiliate 22 

transactions rules. Staff witness Keith Majors will also submit surrebuttal testimony regarding 23 

Spire’s affiliate transactions. 24 
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Next, I will explain why excluding from rates an amount for Kansas City’s and 1 

St. Louis’ corporate earnings tax is appropriate at this time.  The earnings taxes are separate 2 

and distinct taxes from the taxes enforced by the Internal Revenue Service (“IRS”) and the 3 

Missouri Department of Revenue and does not carry the same normalization requirements as 4 

federal income tax.  Spire’s position on this issue is to include a cost that is not known and not 5 

measurable without a good cause.  If and when Spire does start incurring city tax on an ongoing 6 

basis, Staff will support including this tax expense in base rates. 7 

I will rebut OPC witness John S. Riley regarding the NOL Asset included in Spire’s and 8 

Staff’s rate base.  The Commission has already heard, and decided, this issue in prior rate cases 9 

and OPC continues to misunderstand what the ADIT component of rate base represents. Staff 10 

has offset Spire’s ADIT liability with an NOL Asset to accurately reflect the amount of cost-free 11 

funds Spire has obtained from the federal government.  Staff does not agree with OPC to reduce 12 

rate base by excluding the NOL Asset from rate base, because the NOL asset represents a tax 13 

timing difference that is protected by the IRS’ normalization rules. 14 

Spire submitted rebuttal testimony on the ratemaking treatment of two types of 15 

Excess ADIT; Missouri-related and Tax Cuts and Jobs Act (“TCJA”) related. Regarding the 16 

Missouri-related Excess ADIT, I believe there is not a substantial difference between Staff and 17 

Spire. In this testimony, I will address differences in terminology and timing that should 18 

allow this to be a non-issue.  On the TCJA-driven Excess ADIT, although the concerns I 19 

have with Spire’s recommendation remain, I will accept Spire’s methodology to address the 20 

over-refunded protected Excess ADIT situation. 21 

Finally, I will demonstrate how Spire’s methodology of capitalizing overheads 22 

is currently in non-compliance with the Uniform System of Accounts (“USOA”). 23 
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The USOA’s guidance was created to help ensure comparability between utilities and reporting 1 

periods and protect ratepayers from inappropriate accounting practices.  I will demonstrate how 2 

Spire’s capitalization practices lead to an inflated rate base and increased earnings when 3 

compared to the methodology required by the USOA. Increasing rates to cover the rate of return 4 

on an inflated rate base, in general rate cases as well as Infrastructure System Replacement 5 

Surcharge (“ISRS”) cases, can be avoided by enforcing the Gas Plant Instructions provided by 6 

the USOA. 7 

CORPORATE ALLOCATIONS 8 

Q. What issue did Mr. Schallenberg take with your direct testimony on 9 

corporate allocations?  10 

A. Mr. Schallenberg criticizes my testimony for describing the corporate 11 

structure of Spire Inc. without also discussing Spire Missouri’s compliance with the 12 

Commission’s affiliate transaction rules.  13 

Q. Why did your testimony describe the structure of Spire Inc. and its subsidiaries? 14 

A. My testimony briefly described the structure of Spire Inc. in order to explain the 15 

need for corporate allocators in the context of ratemaking.   16 

Q. How are corporate allocators used in the ratemaking process? 17 

A. There are a variety of cost of service items that apply to multiple business 18 

segments. I annualized and normalized various allocators so that Staff could assign costs to 19 

Spire East, Spire West, and other Spire Inc. subsidiaries during the ratemaking process. For 20 

example, Staff’s annualized payroll costs include the cost of employees involved in projects 21 

that are applicable to multiple business units. The amount of expense for those employees 22 
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attributable to Spire Missouri was calculated using the corporate allocators I sponsored. There 1 

are many other corporate-level costs that Staff allocated to Spire Missouri in the same manner. 2 

Q. Does your work on corporate allocators have anything to do with affiliate 3 

transactions? 4 

A. Yes, but only to the extent that the various items being allocated are 5 

incidentally “affiliate transactions”. Mr. Schallenberg’s rebuttal testimony correctly articulates 6 

that corporate allocations are “…different from the concept of an “affiliate transaction” and 7 

therefore cannot be used to appropriately analyze Spire’s compliance with the affiliate 8 

transaction rule requirements.”  The corporate allocations I sponsored were largely used for 9 

labor allocations.   10 

Q. Does Staff have a witness further addressing testimony on affiliate transactions? 11 

A. Yes. Staff witness Keith Majors is providing Staff’s position on affiliate 12 

transactions. 13 

CITY EARNINGS TAX 14 

Q. Please summarize the issue. 15 

A. In Staff’s direct case, I removed corporate earnings tax charged to 16 

Spire Missouri by the Kansas City and St. Louis tax authorities.  I did this by including city tax 17 

at zero cost in Staff’s income tax schedules and also by removing the city tax rate from the 18 

effective tax rate (“EFT”) calculation. The impact of city earnings tax to the EFT, and the 19 

subsequent effect on ADIT, should remain consistent throughout the cost of service 20 

modeling.  Mr. Charles J. Kuper of Spire filed rebuttal testimony outlining Spire’s position here 21 

he states, “The cost of service tax should be based on the statutory tax rates for federal, state, 22 

and city.” [Emphasis added.]1 23 

                                                   
1 Kuper rebuttal, Page 2. 
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Q. What criticisms of Staff’s position did Mr. Kuper offer? 1 

A. In rebuttal testimony, Mr. Kuper stated that Staff’s position is incongruous with 2 

its treatment of federal and state deferred taxes without drawing a distinction between the 3 

federal, state and city taxing authorities. Mr. Kuper’s position is consistent with Spire’s direct 4 

case; in which it included approximately $479,000 of revenue requirement for city earnings tax. 5 

Spire’s position effectively would be to charge customers for a tax they have not incurred since 6 

at least 2013. Spire’s tax position regarding city earnings taxes before 2013 is not readily 7 

available to Staff. 8 

Q. Is there a distinction between city earnings tax and other types of taxes? 9 

A. Absolutely. The major distinction between city tax and federal tax relates to the 10 

IRS’s laws and regulations pertaining to how taxes are flowed to a utility’s customers.   11 

Q. Does Mr. Kuper’s rebuttal testimony define a distinction between tax expenses 12 

caused by the various taxing authorities? 13 

A. No. Mr. Kuper’s argument does the opposite and uses the normalization 14 

treatment of federal income tax expense required by the IRS to justify inclusion in rates of a 15 

tax enforced at the city level. While the IRS effectively prohibits the Commission from 16 

immediately flowing federal income tax deductions to ratepayers, there is no such restriction on 17 

the treatment of other taxes for ratemaking purposes. City earnings tax is an expense that Staff 18 

has excluded from the Effective Tax Rate (“ETR”) in Spire rate cases, as well as other utilities. 19 

Q. Are there any other implications of including city earnings tax in the ETR? 20 

A. Yes. The revenue requirement models used by Staff and Spire not only include 21 

income tax expense on the historical cost of service, they include a “factor-up” to provide for 22 

income tax expense that will theoretically be incurred by the Commission-approved increase in 23 
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base rates.  By including the city tax rate in its calculation of the ETR, Spire is effectively 1 

recommending charging customers for a hypothetical earnings tax plus a mark-up for the 2 

earnings tax that would be incurred by a rate increase. 3 

Q. Is there any evidence that rate increases create city earnings tax? 4 

A. No. Spire East and Spire West have processed four rate cases and numerous 5 

ISRS cases since 2013, but the earnings tax payable to St. Louis and Kansas City has been 6 

$0 during the same time period. 7 

Q. Is Mr. Kuper correct that Spire will need to pay city tax when it has taxable 8 

income in future periods? 9 

A. Yes.  If and when Spire has taxable income, it will incur an earnings tax from 10 

the cities of Kansas City and St. Louis. During the rate case where this situation arises, Staff 11 

will evaluate the tax expense to make the appropriate ratemaking recommendation.   12 

Q. Is Staff aware of when Spire will incur city earnings tax? 13 

A. No. Mr. Kuper correctly stated that any city earnings tax incurred will be in a 14 

future period.  At this time, the cost is beyond the true-up date in this case so is not known or 15 

measurable. 16 

NOL OFFSET TO ACCUMULATED DEFERRED INCOME TAX 17 

Q. Please summarize Mr. Riley’s rebuttal testimony on Staff’s treatment of Spire’s 18 

NOL Asset. 19 

A. Mr. Riley states that, “Staff should make the change I recommend in this 20 

testimony and present it to the Commission instead of waiting for the Commission to give them 21 

direction.”  The recommendation Mr. Riley references is to exclude the impact of Spire’s NOL 22 

Asset from the ADIT component of rate base.   23 
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Q. Is Staff waiting for the Commission to give Staff direction? 1 

A. No.  The Commission has already provided ratemaking guidance on this issue 2 

as Mr. Riley has already testified.  The quote from the Report and Order in Case No. 3 

ER-2014-0258 that Mr. Riley cites is as follows: 4 

However, when bonus depreciation and other tax deductions grow so 5 

large as to push the company’s taxable income into the negative, the 6 

available tax deduction cannot offset any liability and no “free” cash is 7 

generated.  In that circumstance, the company must record an offsetting 8 

deferred tax asset for Net Operating Loss Carryforward (NOLC). The 9 

NOLC offsets the ADIT, which would decrease the company’s rate base, 10 

and therefore, the NOLC has the effect of increasing the rate base.2 11 

Q. Is the Commission’s logic flawed as Mr. Riley argues? 12 

A. No, the Commission described the deferred tax asset correctly. The rate base 13 

reduction for ADIT, including an offset for NOL, is a measurement of how much free cash a 14 

company has been able to generate from the government via tax deductions.  To evaluate the 15 

logic in the Report and Order in Case No. ER-2014-0258 in light of with Mr. Riley’s 16 

testimony, the following items must be held distinct from each other: 17 

-The cash generated from customers through normalization of income 18 

tax deductions, and 19 

-The cash collected from ratepayers for payment of current income taxes. 20 

Q. Does Mr. Riley hold the two sources of cash separate from each other? 21 

A. No. As a preliminary point, remember that utility income tax expense for 22 

ratemaking purposes is divided into two categories: (1) current income tax expense which is 23 

paid in cash by the utility to taxing authorities, and (2) deferred tax expense which represent 24 

amounts of “free” cash to the utility provided by customers related to normalization of certain 25 

income tax deductions. Mr. Riley appears to argue that that if the collection of current income 26 

                                                   
2 ER-2014-0258, Report and Order, Page 18, lines 14-19. 
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tax expense in a utility’s rates exceeds the amount of actual payments to taxing authorities by 1 

the utility, the excess collection somehow affects the treatment of deferred income taxes 2 

included in rates, and justifies omission of an NOL deferred tax asset from rate base. It is 3 

evident that a misunderstanding regarding these two categories of income tax expense exists 4 

when Mr. Riley states, “…there is free cash generated due to the inclusion of income taxes in 5 

the revenue requirements that are not being paid to the taxing authorities.”3  The cash obtained 6 

by the utility through tax strategy is entirely different from the income tax costs included in 7 

rates intended to cover current tax payments. Mr. Riley has confused these two sources of cash 8 

in his arguments although they are in fact separate.  If rate base contained a component that 9 

represented the difference between cash collected from ratepayers for current income tax 10 

expense and actual tax payments paid by the utility, it would not be appropriate to label the 11 

balance as accumulated deferred taxes; it would instead represent an income tax expense 12 

tracker balance. 13 

Q. So it is appropriate to include NOL tax assets in the ADIT component of 14 

rate base? 15 

A. Yes. If the Commission’s intention is to reduce a utility’s rate base for cash 16 

retained by avoiding tax payments to the IRS, the balance of NOL Asset must be recognized as 17 

well to recognize the portion of a utility’s tax deductions that cannot be currently reflected on 18 

its the tax return.  Staff’s position is that recognition of an NOL tax asset in rate base is, in some 19 

circumstances, mandated by the IRS’s normalization requirements. The difference between 20 

current income tax expense collected from customers and cash paid to the IRS does not factor 21 

into the ADIT component of rate base. 22 

                                                   
3 Riley rebuttal, Page 2. 
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Q. Are there any other ADIT related issues you would like to address? 1 

A. Yes. Subsequent to Staff’s direct filing, an error in my calculations was 2 

brought to my attention. My direct workpapers omitted the deferred taxes generated by Spire’s 3 

Red Tag Program. While I consider this error immaterial, I will include the Red Tag-related 4 

ADIT in Staff’s true-up revenue requirement.  5 

MISSOURI EXCESS ADIT 6 

Q. Please summarize Spire’s rebuttal testimony on Missouri Excess ADIT. 7 

A. In his rebuttal testimony, Mr. Kuper recommends measuring the Excess ADIT 8 

created by changes in Missouri’s tax law at October 1, 2020, and labeling the Excess ADIT as 9 

unprotected as there is no federal requirements for state or local tax rate changes. 10 

Q. Do you agree that the rate base value for Excess ADIT should reflect the tax 11 

change at October 1, 2020, instead of May 31, 2021? 12 

A. Yes, that is reflected in Staff’s case.  Until an amortization can be reflected in 13 

Spire’s rates, the balance of Excess ADIT created by the change in Missouri’s corporate tax 14 

rate should remain the same.  As such, there should have been no change to the amount of 15 

Missouri Excess ADIT between October 1, 2020, and May 31, 2021.  16 

Q. Mr. Kuper asserts that Excess ADIT caused by a change in state taxes should be 17 

considered unprotected.  Is that how you treated the Missouri Excess ADIT in your direct case? 18 

A. No.  In response to Staff Data Request No. 202, Spire provided, “…the requested 19 

deferred tax – rate base offset analysis as of 9/30/20 for Spire Missouri Inc., which reflects that 20 

amounts identified and quantified as protected and unprotected.”  In that context, Spire 21 

classified the state tax amount of EADIT as being protected.  This was Staff’s source for 22 

including a protected amount of Missouri Excess ADIT. 23 
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Q. Do you agree with Mr. Kuper that the Missouri Excess ADIT should be 1 

considered unprotected? 2 

A. Yes. Staff Data Request No. 423 requests an explanation of the relationship 3 

between IRS regulations and state tax reform.  Spire’s response provided the new information; 4 

specifically that there was no relationship of the state tax reform to the IRS’ rules and 5 

“unprotected” is the more appropriate label for this Excess ADIT. As such, Staff will recalculate 6 

the amortization of Missouri Excess ADIT in its true-up accounting schedules so that the 7 

amounts are 100% unprotected. 8 

Q. Will there be any more changes to Staff’s Missouri Excess ADIT calculations? 9 

A. Yes. Staff’s direct case contained a formula error that understated the total 10 

balance of Missouri Excess ADIT by approximately $747,000. 11 

TCJA EXCESS ADIT 12 

Q. What is the issue with Spire’s Excess ADIT that was created by the 2017 TCJA? 13 

A. When the TCJA changed the federal corporate tax rate from 35% to 21%, a 14 

portion of Spire’s ADIT transitioned from a temporary timing difference to a permanent 15 

difference.  In Spire’s prior rate case, the Commission relied on the estimates and assumptions 16 

made by the parties to return the ADIT to ratepayers through an offset to income tax.  17 

However, the TCJA and the IRS effectively require regulators to return the “protected”4 portion 18 

of Excess ADIT to customers no more quickly than what is referred to as the Average Rate 19 

Assumption Method (“ARAM”).  The issue before the Commission in the current case is that 20 

since the Commission had to order a solution based on estimates, an excess amount of 21 

                                                   
4 The Excess ADIT protected by federal regulations are book/tax timing differences driven by different method or 

life depreciation methodology. 
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Spire’s protected Excess ADIT has been returned to customers, which if not corrected would 1 

violate the IRS’ normalization rules. 2 

Q. Has the federal government provided guidance on the appropriate action in this 3 

type of scenario? 4 

A. Yes.  The IRS issued Revenue Procedure 2020-395 to clarify the normalization 5 

requirements following the corporate tax rate reduction.  Section 4.01(6) is as follows: 6 

Transition Rules.  Many utilities have already been required to adjust 7 

rates due to the TCJA.  Utilities may correct any method of reversing 8 

[Excess Tax Reserve] that is not in accord with this revenue procedure 9 

at the next available opportunity.  The methods adopted prior to the 10 

publication of this revenue procedure that are not in accord with this 11 

revenue procedure are not considered to be a violation of the 12 

normalization rules if so corrected.  This corrective action will require 13 

the utility to consult with its regulator and obtain its regulator’s 14 

consent.  Utilities are not in conflict with section 13001(d) of the 15 

TCJA if the utilities follow such a path to correct potential 16 

normalization violations prospectively.   17 

Q. What is the Spire’s solution to correct the over-refund? 18 

A. Spire recommends amortizing the amount that was over-refunded over a 19 

three-year period by including the amortization as an offset to the ongoing refund of Excess 20 

ADIT. Additionally, Spire recommends an identical treatment of the balance of unprotected 21 

Excess ADIT, which was under-refunded. 22 

Q. Please comment on Spire’s recommendation for Excess ADIT. 23 

A. While Staff doesn’t agree with certain assertions made in 24 

Mr. Alan D. Felsenthal’s rebuttal testimony, the solution presented by Spire is 25 

acceptable to Staff.  Staff true-up run will reflect Spire’s methodology. 26 

                                                   
5 Schedule MRY-s1. 
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Q. In your rebuttal testimony, you indicated you were waiting on a data request 1 

response to respond to an NOL asset issue as it relates to the amortization of Excess ADIT. 2 

Have you received the response? 3 

A. Yes.  Spire’s response to Staff Data Request No. 424 explained that the TCJA 4 

created a loss in value for Spire’s NOL tax asset and the TCJA-driven loss will not be recovered 5 

by Spire through tax benefits.  As such, inclusion of the NOL asset offset in the calculation of 6 

Excess ADIT amortizations is appropriate.  This issue does not change Staff’s revenue 7 

requirement as the NOL offset was included in Staff’s direct case. 8 

CAPITALIZED OVERHEADS 9 

Q. Please summarize Staff’s recommendation regarding capitalized overheads. 10 

A. In Staff’s Cost of Service Report, I described Spire’s capitalization processes as 11 

opaque and not in compliance with the USOA.  I recommended that the Commission order 12 

Spire to cease capitalizing non-operational overhead costs or, as an alternative, cease 13 

capitalizing costs Spire receives from Spire Services Inc., until such a time Spire can show the 14 

nature and relationship of its overhead costs to capital projects.   15 

Q. How did Spire respond to your recommendation? 16 

A. To summarize the rebuttal testimony of Mr. Timothy W. Krick, he states that 17 

while the process used to capitalize overheads has changed in recent years, the approach Spire 18 

uses is consistent with the approach the company has used for decades. 19 

Q. Does remaining consistent for the sake of consistency create value for 20 

stakeholders? 21 

A. While there is value in consistency, not reflecting changes to Spire’s operations 22 

may create detrimental effects to ratepayers and shareholders that outweigh the value created 23 
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by Spire’s consistency. According to Mr. Krick, the capitalization of overheads has remained 1 

constant while the rest of Spire’s operations has changed dramatically.  As Mr. Krick shows, 2 

Spire Missouri’s capital expenditures have more than doubled between 2014 and 2020.6  During 3 

the same time period, the Laclede Group Inc., that had recently acquired Missouri Gas Energy, 4 

further expanded its state and federal regulated operations, expanded its non-regulated 5 

operations, and literally became a new company we now know as Spire Inc.   6 

Q. Does using a consistent approach prove compliance with the USOA? 7 

A. No, maintaining an approach that has been used for decades has no relationship 8 

to the issue of compliance with the USOA. It appears Mr. Krick is implying that Spire’s 9 

capitalization of overheads has been approved by the Commission in the past. However, I 10 

am unaware of capitalized overheads being raised as an issue in any Spire, or any of Spire’s 11 

predecessors, proceeding until Spire’s ISRS Case Nos. GO-2019-0115 and GO-2019-0116.   12 

Q. How was the issue resolved in Case Nos. GO-2019-0115 and GO-2019-0116? 13 

A. On April 5, 2019, the Commission approved the unanimous Stipulation and 14 

Agreement Regarding Overheads which effectively deferred the issue for further exploration in 15 

between cases.   16 

Q. Was the issue brought forward after those ISRS cases? 17 

A. Yes. In Spire’s next round of ISRS cases, Case Nos. GO-2019-0356 and 18 

GO-2019-0357, the issue was raised again.  During the second layer of Spire’s 2019 ISRS cases, 19 

the Commission heard arguments on capitalized overheads and was able to form a decision. 20 

                                                   
6 Krick rebuttal, Page 12. 



Surrebuttal Testimony of 

Matthew R. Young 

 

Page 14 

Ultimately, the Commission concluded that a rate case was a more appropriate venue to decide 1 

the issue given the time constraints of an ISRS case.7 2 

Q. Over the three years since the 2019 ISRS cases, has Spire increased its level of 3 

support for its overhead capitalization procedures in order to prepare for this rate case audit? 4 

A. In the current rate case, Spire has offered more support for its processes than it 5 

provided in the 2019 ISRS cases, but the responses are still limited to high level explanations 6 

and generic policy statements.  Unfortunately, Spire does not have documentation that is able 7 

to show the amount of overhead costs in its plant accounts or the bases for the processes used 8 

to account for them.  Staff’s position is that this information is necessary in order to determine 9 

whether the provisions of the USOA in this regard are being complied with. 10 

Q. Does Spire have internal guidance or policies dictating or describing how it 11 

capitalizes overhead costs? 12 

A. Staff Data Request No. 249 inquires about such documentation. In response, 13 

Spire provided a capitalization policy, dated January 9, 2017, (Schedule MRY-s2).  On the first 14 

page, this policy dictates that all records shall be recorded in accordance with the FERC uniform 15 

system of accounts and regulatory procedures shall be followed. 16 

Q. What guidance does the FERC USOA offer regarding the capitalization of 17 

overheads? 18 

A. An excerpt of the USOA is attached to this testimony as Schedule MRY-s3. 19 

This excerpt shows FERC’s Gas Plant Instructions 3 and 4. The USOA provides a list of costs 20 

that are eligible for capitalization in Instruction 3, and limits the indirect costs eligible for 21 

capitalization to an appropriate amount in Instruction 4. 22 

                                                   
7 GO-2019-0356 and GO-2019-0357 Report and Order, Page 42. 
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Q. Do you agree with Mr. Krick that Spire is in compliance with Instruction 3? 1 

A. No. As previously mentioned, Spire cannot show how the costs identified in 2 

Instruction 3 are accounted for in its capitalization process so Staff cannot agree that Spire is in 3 

compliance with the USOA.  To the contrary, Staff is aware of two accounting procedures that 4 

are in contradiction with the USOA’s guidance. 5 

Q. What two procedures are you referring to? 6 

A. The first procedure relates to Gas Plant Instruction 3(A)(8), which describes the 7 

injuries and damages transactions that are eligible for capitalization.8  In summary, injuries to 8 

a person or damages to property that are in connection with construction work is includable in 9 

the gas plant accounts and insurance-related recoveries related to those incidents “shall be” 10 

credited to the accounts charged with the cost.  Spire books the loss from the injury or damage 11 

to construction accounts but contrary to the USOA guidance, books insurance proceeds to the 12 

income statement accounts.  When compared to the USOA’s method, Spire’s method inflates 13 

rate base and increases its earnings (through reduced expense).  14 

The second procedure I’m aware of relates to Gas Plant Instruction 3(A)(19), which 15 

describes the training costs that are eligible for capitalization.  This Instruction provides for 16 

capital eligibility of training costs related to construction with the provision that the related 17 

facilities must be unconventional in nature or new to the company’s operations.  However, Staff 18 

understands that Spire makes no such distinction in training activity and charges its construction 19 

projects for generic training activities.  The effect of this accounting method produces the same 20 

inflated rate base and increased earnings when compared to the USOA’s guidance. 21 

                                                   
8 Note that this paragraph refers to the instances of injuries and damages, which is a separate cost from injuries 

and damages insurance coverage. 
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Q. Does Staff agree with Spire that the USOA guidance in Instruction 4 is 1 

being followed? 2 

A. No. Instruction 4 has paragraphs A, B, and C, and Spire has not shown 3 

compliance with any of them. 4 

Q. How has Spire failed to show compliance with Instruction 4, paragraph A? 5 

A. Instruction 4, paragraph A, limits overhead construction costs to appropriate 6 

amounts by requiring the overheads, “…shall be charged to particular jobs or units on the basis 7 

of the amounts of such overheads reasonably applicable thereto, to the end that each job or unit 8 

shall bear its equitable proportion of such costs…”  Spire’s responses to Staff’s inquiries give 9 

general overviews of how overhead costs are capitalized but do not attempt to explain why any 10 

particular overhead is applicable to a construction job or unit or why the end result is an 11 

equitable allocation of overheads.   12 

Instead, Spire comes to the conclusion that costs are not unique in nature and are equally 13 

eligible for capitalization. For example, Spire applies the same capital transfer rate to injuries 14 

and damages insurance, nearly the entire office supplies account, and directors and officers 15 

insurance despite the varying relationship of those costs to construction. 16 

Q. What is the subject matter of Instruction 4, paragraph B? 17 

A. Instruction 4, paragraph B, describes how the indirect payroll of supervisors 18 

should be capitalized, “… to the end that only such overhead costs as have a definite relation to 19 

construction shall be capitalized.”  The paragraph also prohibits the use of arbitrary percentages 20 

to cover assumed overhead payroll costs.   21 

Q. Does this paragraph address labor that is direct charged? 22 
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A. No. Labor that is direct charged to a construction project is not considered an 1 

overhead.  Spire’s time reporting system allows each employee to code their time directly to a 2 

capital project, an income statement-related activity, or a clearing account.  This paragraph of 3 

the USOA is applicable to payroll costs that flow through clearing accounts, which may not be 4 

limited to direct supervisors. 5 

Q. Instruction 4, part B, requires the use of time card distributions as a basis of 6 

assigning overhead payroll to construction.  Is this Spire’s methodology? 7 

A. No. Instead of conducting studies of the time charged to clearing accounts by its 8 

employees, Spire uses the direct labor charges as the basis of distributing overhead payroll 9 

costs.  While direct labor charges are based on time card distributions, the USOA intended the 10 

time reporting of the supervisory labor to be the basis of distribution, not the time cards of their 11 

direct reports. To explain further, Spire has assumed there is a relationship between how 12 

construction employees use their time and how a supervisor’s time is used. However, the 13 

USOA intended each supervisor’s time reporting to be the basis of capitalizing overhead 14 

payroll, or when that is not practicable, supervisory time reports should be studied to make an 15 

appropriate allocation. 16 

Q. How does Spire generally allocate overheads? 17 

A. Mr. Krick admits that, “…one of the primary methods used to allocate overhead 18 

is the ratio of direct labor to total labor…” 19 

Q. Has there been any authoritative interpretations of Spire’s method of allocating 20 

supervisory time, as well as other overhead costs, using the ratio of direct-charged payroll? 21 

A. Yes. In September 1988, the National Association of Regulatory Utility 22 

Commissioners (“NARUC”) issued “Interpretation of Uniform System of Accounts for Electric 23 
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and Gas Utilities” (Schedule MRY-s4).  Interpretation No. 59 answers questions regarding the 1 

methods used for the capitalization of administrative and general expenses, specifically the 2 

use of proportional direct charges. NARUC stated that only administrative and general 3 

expenses which have a “provable relationship to construction” are eligible for capitalization.  4 

NARUC also declared that an “incremental cost method” is the preferred method for evaluating 5 

the capital nature of overhead.  The incremental cost method identifies a relationship of a capital 6 

cost to construction by proving the cost would not have been incurred if the construction was 7 

not undertaken. Furthermore, the only time general and administrative expenses can be 8 

capitalized when the incremental cost method is not used is if studies are made to determine a 9 

relationship to construction. Spire has provided no such studies. 10 

Q. Why does Instruction 4, part B, prohibit the use of arbitrary percentages to cover 11 

assumed overhead? 12 

A. Prior to the existence of the USOA, it was common practice to include an 13 

estimated allowance for overhead construction costs in rate base.  Such an allowance typically 14 

included items such as costs of incorporation, legal, engineering and administrative services, 15 

interest, insurance, and taxes during construction. Fifteen percent of the total property value 16 

was the typical allowance for capital overhead costs.9 As the accuracy of the accounting 17 

profession evolved, the use of an estimated markup became unnecessary, leading to the 18 

USOA’s granular requirements for capital eligibility and the prohibition of arbitrary 19 

percentages.  20 

Q. How does this prohibition affect Spire? 21 

                                                   
9 The Regulation of Public Utilities, 3rd edition. Page 354. 
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A. In order to avoid using an arbitrary percentage to account for overhead payroll 1 

charges, Spire must examine the time reporting of each employee that does not directly charge 2 

their time to construction to find the appropriate amount of indirect construction-related payroll.  3 

Rather than examining the time of supervisors, Spire has relied exclusively on an arbitrary 4 

relationship between direct and indirect labor to account for overhead payroll costs, and the 5 

related payroll benefits that follow payroll. 6 

Q. How has Spire failed to show compliance with Instruction 4, part C? 7 

A. Paragraph C requires records of construction work orders and utility plant 8 

accounts to be maintained so that the total amount of each overhead, the nature and quantity of 9 

each overhead that is charged to each work order and each plant account, as well as the bases 10 

of distributing the overhead costs, can be shown.  To track the amount and nature of overheads, 11 

Spire uses a concept called ‘cost elements’ to charge work orders. 10  Unfortunately, by the time 12 

construction work-in process is unitized to the FERC plant accounts, those cost elements are 13 

lost.11 Accordingly, Spire does not keep records sufficient to show each overhead costs in its 14 

utility plant account and also has not provided support to show the bases used to distribute its 15 

overheads.  As such, Staff concludes that Spire is unable to show how costs are recorded so that 16 

each job or unit is charged overheads that are reasonably applicable to the construction so that 17 

the job or unit will bear an equitable proportion. 18 

Q. Is Spire’s capitalized overheads a significant portion of rate base? 19 

A. Certainly.  It is Spire’s own testimony that nearly a billion dollars of investment 20 

has been made since Spire’s last rate case.12  Although Spire is unable to show the nature of the 21 

                                                   
10 Source: GR-2021-0108, Staff Data Request No. 0253. 
11 Source: GR-2021-0108, Staff Data Request No. 0253.1. 
12 GO-2021-0108, Weitzel direct, Page 4. 
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costs embedded in the $1 billion of plant in service, capitalized overheads can reasonably be 1 

assumed to account for hundreds of millions of dollars of rate base in the current cost of service. 2 

Given the magnitude of overhead costs, it is Spire’s responsibility to produce a commensurate 3 

amount of documentation to support its own rate base that is driven by capitalized overheads. 4 

Q. What was your recommendation in Staff’s direct filing? 5 

A. I recommended: 1) that the Commission either order Spire to cease 6 

capitalizing non-operational overhead costs or 2) order Spire to cease capitalizing costs 7 

received from Spire Services until Spire shows the nature and relationship of capital overhead 8 

costs. Lastly, 3) order accounting adjustments to reflect the Commission’s decision on the 9 

appropriate capitalization. 10 

Q. How does your recommendation relate to your finding regarding Spire’s 11 

capitalization policy? 12 

A. My recommendation is a compromise position. Given that Spire has not 13 

provided any support showing its compliance with the aforementioned Gas Plant Instructions, 14 

the most defensible recommendation I could make is to request a Commission Order to cease 15 

all capitalization of overhead costs.  However, this type of recommendation would be a meat 16 

cleaver approach to a complex issue.  Such an extreme recommendation would ignore the 17 

intuitive conclusion that even though Spire cannot show the relationship between its 18 

overhead costs and construction, some undefined relationship almost certainly exists. The 19 

recommendations I set forth in Staff’s direct case asks the Commission to order Spire to cease 20 

capitalizing costs that at least likely to have a definitive relationship to construction and require 21 

Spire to justify the eligibility for capitalization going forward.   22 
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Q. What are the non-operational overhead costs that you identified in your direct 1 

recommendation? 2 

A. The label “non-operational overhead costs” is one of three capital cost categories 3 

presented by Spire and represents costs that are not direct charges and not related to field 4 

operations.13   5 

Q. Are you confirming that Spire has shown it is compliant with the USOA in its 6 

methodology for capitalizing the other two categories of costs; direct and operational 7 

overhead costs?  8 

A. No. I make no finding regarding those types of costs as they were not part of 9 

my recommendations. Regardless if the Commission adopts Staff’s recommendations, it 10 

would be in Spire’s best interest to form documentation of USOA compliance for those 11 

cost categories as well. 12 

Q. Does this conclude your surrebuttal testimony? 13 

A. Yes. 14 

                                                   
13 GO-2019-0356, Krick direct, Page 6. 
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Rev. Proc. 2020-39 
 
SECTION 1. PURPOSE 

     This revenue procedure provides guidance under § 168 of the Internal Revenue 

Code (Code) to clarify the normalization requirements following the corporate tax rate 

reduction provided in section 13001 of Public Law No. 115-97, 131 Stat. 2054 (2017), 

commonly referred to as the Tax Cuts and Jobs Act (TCJA).  On May 28, 2019, the 

Internal Revenue Service published Notice 2019-33, 2019-22 I.R.B. 1255, requesting 

comments on issues arising in this area.  This revenue procedure provides guidance on 

these issues.   

SECTION 2. BACKGROUND 

     .01 In general, normalization is a system of accounting used by regulated public 

utilities to reconcile the tax treatment of accelerated depreciation of public utility assets 

with their regulatory treatment.  The use of normalization is required for a utility to take 

advantage of the accelerated cost recovery system under § 168 of the Code for public 

utility property.  Under normalization, a utility receives the tax benefit of accelerated 
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depreciation in the early years of an asset’s regulatory useful life and passes that 

benefit through to ratepayers ratably over the regulatory useful life of the asset in the 

form of reduced rates.

  .02 In order to use a normalization method of accounting, § 168(i)(9)(A)(i) requires a 

taxpayer, in computing its tax expense for establishing its cost of service for ratemaking 

purposes and reflecting operating results in its regulated books of account (regulated 

tax expense), to use a method of depreciation for property that is the same as, and a 

depreciation period for such property that is no shorter than, the method and period 

used to compute its depreciation expense for establishing its cost of service for 

ratemaking purposes.  If the amount allowable as a deduction under § 168 differs from 

the amount that would be allowable as a deduction under § 167 of the Code using the 

method, period, first and last year convention, and salvage value used to compute 

regulated tax expense under § 168(i)(9)(A)(i), then, under § 168(i)(9)(A)(ii), the taxpayer 

must make adjustments to a reserve to reflect the deferral of taxes resulting from such 

difference.  This reserve is referred to as the Accumulated Deferred Income Taxes 

(ADIT) reserve.

  .03 Taxpayers calculate the amount of the adjustments to the ADIT reserve by 

reference to the corporate tax rate applicable in each year that the depreciation 

deduction allowable as a deduction under § 168 exceeds the amount calculated under

§ 168(i)(9)(A)(i) for the taxpayer’s regulated tax expense.

  .04 Section 1.167(l)-1(h)(2)(i) of the Income Tax Regulations provides that the 

taxpayer must credit this amount of deferred taxes to a reserve for deferred taxes, a 

depreciation reserve, or other reserve account.  This regulation further provides that,
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with respect to any account, the aggregate amount allocable to deferred tax and 

included in such reserve under § 167(l) “shall not be reduced except to reflect the 

amount for any taxable year by which Federal income taxes are greater by reason of

the prior use of different methods of depreciation” under § 1.167(l)-1(h)(1)(i).  That 

section notes that, additionally, the aggregate amount allocable to deferred taxes may 

be properly adjusted to reflect asset retirements or the expiration of the period for 

depreciation used for determining the allowance for depreciation under § 167(a).

Consequently, the ADIT increases in each year the accelerated depreciation under

§ 168 exceeds the tax depreciation amount used for calculating the taxpayer’s regulated 

tax expense and the ADIT decreases in each year the accelerated depreciation under

§ 168 is less than the tax depreciation amount used for calculating the taxpayer’s 

regulated tax expense.  These increases and decreases are measured by the 

differences in the two depreciation methods multiplied by the tax rate in effect for the 

year of the adjustment to the ADIT.

  .05 The TCJA, enacted on December 22, 2017, generally reduced the corporate tax 

rate under § 11 of the Code from 35 percent to 21 percent for taxable years beginning 

after December 31, 2017.  Section 13001(a) of the TCJA.  Because of the reduction in 

rates, for property subject to depreciation in a taxable year beginning on or before 

December 31, 2017, and not yet fully depreciated in the first taxable year beginning

after December 31, 2017, a portion of the ADIT reserve will reflect this reduction.  For 

purposes of this revenue procedure, the portion of the ADIT reserve that reflects the 

difference in tax rates due to accelerated depreciation is referred to as the Excess Tax 

Reserve (ETR).  The ETR represents the amount by which the ADIT reserve exceeds
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the amount it would have contained had the reduction in rates been in effect for every 

year the property was subject to depreciation.  That is, the ETR is the amount of 

accelerated depreciation-related taxes that have been collected from ratepayers but 

have not yet been paid by the utility and become excess due to the reduction in rates.

  .06 Section 13001(d) of the TCJA includes accompanying but uncodified 

normalization requirements related to the reduction of the corporate tax rate.

Section 13001(d)(1) provides that “[a] normalization method of accounting shall not be 

treated as being used with respect to any public utility property for purposes of [§§ 167 

or 168] if the taxpayer, in computing its cost of service for ratemaking purposes and 

reflecting operating results in its regulated books of account, reduces the excess tax 

reserve more rapidly or to a greater extent than such reserve would be reduced under 

the average rate assumption method” (ARAM).

  .07 Section 13001(d)(2) of the TCJA provides an alternative method for certain 

taxpayers.  If, as of the first day of the taxable year that includes the date of enactment 

of the TCJA, the taxpayer was required by a regulatory agency to compute depreciation 

for public utility property on the basis of an average life or composite rate method, and 

the taxpayer's books and underlying records did not contain the vintage account data 

necessary to apply ARAM, the taxpayer will be treated as using a normalization method 

of accounting if, with respect to such jurisdiction, the taxpayer uses the alternative 

method for public utility property that is subject to the regulatory authority of that 

jurisdiction.

  .08 Section 13001(d)(3)(C) of the TCJA defines the “alternative method” (AM) as the 

method in which the taxpayer computes the ETR on all public utility property included in
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the plant account on the basis of the weighted average life or composite rate used to 

compute depreciation for regulatory purposes, and reduces the ETR ratably over the 

remaining regulatory life of the property.

SECTION 3. SCOPE

  .01 In general. This revenue procedure applies to public utilities subject to 

normalization that have ETR resulting from the corporate tax rate reduction provided in 

section 13001 of the TCJA.

  .02 Issues beyond the scope of this revenue procedure. This revenue procedure 

addresses only the effects of tax rate changes on timing differences related to 

accelerated depreciation.  Any issues unrelated to the effects of tax rate changes on 

accelerated depreciation are beyond the scope of this revenue procedure. For 

example, the effects of tax rate changes on timing differences associated with 

unprotected plant or non-plant related items, are not addressed in this revenue 

procedure. The appropriate amortization or other ratemaking treatment of timing 

differences unrelated to accelerated depreciation, such as unprotected plant or non-

plant related items, are to be determined by the regulator in a rate proceeding,

consistent with the regulatory authority over the ratemaking treatment of all other

elements of jurisdictional cost of service.

SECTION 4. APPLICATION

.01 Requirement to use ARAM or the AM.

  (1) In General.  Generally, under section 13001(d)(1) of the TCJA, taxpayers must 

use ARAM to calculate the reversal of their ETR if the taxpayer’s regulatory books (the 

financial and tax information used by their regulator in setting rates which may include
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but is not limited to materials submitted to public service commissions as well as any 

supporting materials) are based upon the vintage account data necessary to use 

ARAM.  However, if the taxpayer’s regulatory books are not based upon the vintage 

account data that is necessary for the ARAM, use of the ARAM is not required.

  (2) Curing Vintage Account Data Deficiencies.  A taxpayer whose regulatory books 

do not contain sufficient vintage account data to apply the ARAM is not required to use 

the ARAM.  Determination of whether a taxpayer’s regulatory books contain sufficient 

vintage account data necessary to use the ARAM is determined based on all the facts 

and circumstances.  A taxpayer is not required to cure deficiencies in its regulatory 

books by the creation, re-creation, or restoration of books or records, including through 

the use of estimates, statistical sampling, or the accessing of data through the use of 

computer systems not currently in use for its financial processes.  Deficiencies in data 

need not be cured, but taxpayers that have taken such actions to cure all deficiencies 

by the effective date of this revenue procedure are permitted to use ARAM.  Lastly, a 

regulated utility that is currently using ARAM to reverse prior ETR is presumed to have 

sufficient vintage account data to use ARAM.

  (3) Taxpayers Use of AM for Prior Periods. Taxpayers that do not meet the 

requirements to use the AM provided in the TCJA and described in this revenue 

procedure may not continue to use the AM simply because they have done so in the 

past.

  (4) Composite Method.  Under a composite method, the uniform system of 

accounts does not generally require a company to maintain vintage accounts for 

depreciation purposes; therefore, companies regulated by Federal Energy Regulatory
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Commission (FERC) utilizing this method generally do not have the data necessary to 

utilize ARAM. Taxpayers may utilize AM whenever a composite method approved by 

FERC or another applicable regulatory agency is applied for depreciation purposes, and 

a taxpayer may rely on its cost of service rate filing to FERC as sufficient documentation 

that a composite method of depreciation has been used.

  (5) Jurisdiction of Multiple Regulatory Bodies.  In the interest of economy and 

efficiency, taxpayers under the jurisdiction of multiple regulatory bodies may use a

single method, ARAM or the AM, provided that the regulatory bodies agree.  For 

example, a utility that is under the regulatory jurisdiction of FERC, which uses a 

composite method of calculating depreciation, and a state regulatory body that does not 

use a composite method (and therefore would generally use the AM for FERC purposes 

but has the data necessary to use ARAM for state purposes) may, if approved by the 

state regulator, use the AM for state purposes as well.

  (6) Transition Rules.   Many utilities have already been required to adjust rates due 

to the TCJA.  Utilities may correct any method of reversing ETR that is not in accord

with this revenue procedure at the next available opportunity.  The methods adopted 

prior to the publication of this revenue procedure that are not in accord with this revenue 

procedure are not considered to be a violation of the normalization rules if so corrected.

This corrective action will require the utility to consult with its regulator and obtain its 

regulator’s consent.  Utilities are not in conflict with section 13001(d) of the TCJA if the 

utilities follow such a path to correct potential normalization violations prospectively.

These rules extend to companies that may not have started the amortization of ETRs or 

may be re-deferring the amortization as they evaluate their records.

Case No. GR-2021-0108
Schedule MRY-s1

Page 7 of 9



 

     

 

 

     

 

 

  

 
 

     

  .02 Net operating loss carryforward (NOLC).  Compliance with normalization requires

a determination of the source of an NOLC so that rate base is not overstated in

jurisdictions in which net deferred tax liabilities reduce rate base.  While

§ 1.167(l)-1(h)(1)(iii) is the relevant general authority, there is not one single

methodology provided for determination of the portion of an NOLC that is attributable to 

depreciation.  Section 1.167(l)-1(h)(1)(iii) instead informs taxpayers that the amount and

time of the deferral of tax attributable to depreciation when there is an NOLC should be 

taken into account in such “appropriate time and manner as is satisfactory to the district 

director.”  Regulating commissions have expertise in this area, and any reasonable

method for determining the portion of the NOLC attributable to depreciation should

generally be respected provided such method does not clearly violate normalization 

requirements.

  .03 Application of 2008 regulations (§ 1.168(i)-3).  The rules in § 1.168(i)-3 of the

Income Tax Regulations, adopted by T.D. 9387 (73 F.R. 14934, 14937) on March 20,

2008, apply only to section 203(e) of the Tax Reform Act of 1986.  Generally, the IRS

will apply § 1.168(i)-3 of the regulations as if that limitation date language is not present.

Thus, the sharing of ETRs with customers continues to be permitted in most

circumstances after a retirement or disposition and upon the sale of public utility

property to another regulated utility as set forth in § 1.168(i)-3.

SECTION 5. EFFECT OF THIS REVENUE PROCEDURE ON EXISTING
NORMALIZATION RULES

  The TCJA ETR normalization requirements are part of the overall pre-existing

deferred tax normalization rules, and this reveune procedure is intended to be

consistent with those rules.  This revenue procedure does not create an exception to
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how the overall pre-existing deferred tax normalization rules would apply, except as 

noted.

SECTION 6. EFFECTIVE DATE

  This revenue procedure is effective August 14, 2020.

SECTION 7. DRAFTING INFORMATION

  The principal author of this revenue procedure is Martha M. Garcia of the Office of 

Associate Chief Counsel (Passthroughs and Special Industries).  For further information 

regarding this revenue procedure contact Martha M. Garcia on 202-317-6853 (not a toll 

free call).
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Capitalization Policy 

Document number  

Policy applicability Spire Inc. and its subsidiaries 

Document owner Director Accounting and Special Projects 

Issue date 01/09/2017 

 

1. Policy statement 

1.1. It is imperative that the Company accurately reflect the investment in plant and property 
that is used and useful in providing natural gas service to our customers. The Company’s 
activities must conform to applicable regulations issued by our regulatory agencies; the State 
Commissions (Missouri Public Service Corporation, Alabama Public Service Commission 
and Mississippi Public Service Commission) and the Federal Energy Regulatory Commission 
(FERC). These regulations impact all phases of our accounting systems. It is required by 
these agencies that all plant investment be recorded at original installed cost and that a work 
order system be used to record the cost of constructing and/or replacing the units of 
property of our natural gas system. 

1.2. The investment in property, plant and equipment that is necessary to provide service to our 
customers is one element our regulatory agencies consider in determining the amount we 
may charge our customers. The regulatory term for this element is called “Rate Base,” and 
some of our utilities are allowed to charge our customers an amount equal to “Rate Base” 
and/or “Property Investment” at a regulatorily determined rate of return. 

1.3. All records shall be recorded in accordance with the FERC uniform system of accounts and 
regulatory procedures shall be followed. Any deviation from FERC guidelines due to State 
Requlatory Commission stipulations and agreements shall be specifically documented. 
These stipulations and agreements are filed in the Rates & Regulatory Affairs department. 

 

2. Key accountabilities 

2.1. Operational Accounting Group:  The Operational Accounting group, primarily the asset 
management specialists are responsible for the overall administration of this policy and the 
resolution of any questions that may arise. 

2.2. Department Managers and Supervisors:  All department managers and supervisors 
are responsible for the application of this policy and for maintaining a record of calculators 
and other non-standard office issues that are assigned to employees and are expensed in 
accordance with this policy. 
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2.3. Operating Departments: The operating departments in each field location are 
responsible for maintaining a record of the issuance to employees of tools and equipment 
that are expensed in accordance with this policy. 

3. Guidelines and Rules 

3.1. The FERC guidelines for the capitalization of assets are very lengthy. This policy will 
incorporate certain components of construction cost, but shall not be limited to them. In 
order to obtain clarification of rules and guidelines, reference Code of Federal Regulations, 
Title 18, Part 201, Uniform System of Accounts Prescribed for Natural Gas Companies 
Subject to the Provisions of the Natural Gas Act. 

3.2. When deciding what should be capitalized, all assets owned and used by the utility in its gas 
operations should have an expectation of life in service of more than one year from the date 
of installation or purchase. 

3.3. Type of constructed or purchased items that should be capitalized include: 

3.3.1. Components of Construction Cost 

Contract Work 

Company Labor 

Material and supplies – Along with stock and non-stock items, this will include 
individual items of equipment of small value or short life, small protable tools and 
implements that are consumed directly in construction work, the cost shall be included 
as part of the cost of construction. (Reference Gas Plant Instructions, Part 3, number 3) 

Loadings and Construction Overheads 

Allowance for Funds Used During Construction (AFUDC) – Reference Interest 
Capitalization Policy (AFUDC), for guidelines and limitations. 

3.3.2. Purchase Tools and Other Equipment 

The purchase of tools, shop, garage, stores, kitchen, office equipment etc. should be 
expensed having a unit cost less than $500. 

It is the policy of the Company to expense or charge to the small tools clearing account of 
a capital nature items having a unit cost less than $500. However, in situations involving 
the bulk purchase of near-identifical items, all costs will be capitalized when purchase is 
a minimum of $10,000 and the service life expectancy greater than one year. 

The capital purchase of a unit item greater than $500 with accessories less than $500 a 
unit, the cost of the accessories can be capitalized as long as they are being purchased 
solely for that item at the initial purchase of the capital item. Future accessory purchases 
with a useful life greater than one year will be coded to the small tools clearing account 
and cleared appropriately since the accessory cannont act as a stand alone asset. 

In addition, tool like items and other equipment being determined to have long life or a 
warranty can be capitalized with management approval. 

For polices relating to capitalization of computer hardware and software, reference 
Software Capitalziation Policy. 

Purchase of distribution equipment such as meters, electronic transmitting equipment 
(ERTS), regulators etc. are excluded this policy. Reference FERC guidelines for detailed 
explanation. 

Exceptions to this policy are permitted if required by applicable regulatory requirements 
that are not compatible with the above requirements. 
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3.3.3. Mandates and Orders 

Missori Public Service Commission approved the capitalization of encapsulation of cast 
iron joints in accordance with the “Accounting Authority Order”, Case No. GO-94-234, is 
relating to certain accounting procedures for the treatment of costs and expenditures for 
gas safety projects undertaken pursuant to the Commission’s pipeline repairt and 
replacement rules. Refernce Case No. GO-2002-50. 

 

4. Reference documents 

4.1. Interest Capitalization Policy (AFUDC) 

4.2. Software Capitalization Policy 

5. Attachments 

5.1. N/A 
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