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Please state your name, employer and business address.

My name is David C. Kirk. I am employed by the Public Utilities
Commission of Ohio, 180 East Broad Street, Columbus, Ohio 43266-0573.

What is your current position and what are your responsibilities?

I am an Utility Audit Supervisor in the Accounts and Audits Division of
the Utilities Department. My working title is Supervisor of the
Depreciation Section. I am generally responsible for supervising and
reviewing the results of the depreciation analyses as they pertain to rate
cases as well as depreciation accrual rate represcriptions. In addition I
have developed and presented training material for new employees in

the depreciation area.
What is your education and experience?
I received my B.S. from Kent State University in 1972 with a

concentration in mathematics. I have also taken post-graduate courses

in mathematics. After obtaining my undergraduate degree I taught

- mathematics for five years in two public school systems in Ohio. I first

came to the Commission as a Utility Examiner I in 1977, working in the
depreciation area of what was then the Accounts and Valuation
Division. I was promoted to Utility Examiner II in 1979, Utility
Examiner IIT in 1981, and to Utility Examiner Supervisor in 1982. In 1984
I accepted a position as a Staff Supervisor in Depreciation with

Cincinnati Bell Telephone, maintaining that position until returning to
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the Commission in 1990 in my current position. I have completed
Programs I, 1I, and III-A conducted by Depreciation Programs, Inc. In
August, 1992 I attended the Annual Regulatory Studies Program
sponsored by National Association of Regulatory Utility Commissioners.
In addition, I have attended numerous seminars in depreciation,
supervisory techniques, management, computer usage, and basic

accounting.

Are you affiliated with any professional organizations?

Yes. I am a senior member of the Society of Depreciation Professionals.
What is the ‘purpose of your testimony in this proceeding?

The purpose of my testimony is to support the Staff's calculations of
Depreciation Reserve, Depreciation Expense, and Accrual Rates.

To which objections will you be responding ?

Applicant's Objections 1 and 18, Ohio Consumers' Counsel (OCC)
Objection 66, Ohio Cable Television Association's (OCTVA) Objection 1,
and American Association of Retired Persons (AARP) Objection 18.

In its Objection 1, Applicant objects to the Staff's recommendation that
depreciation rates continue to be prescribed by the Commission under

Applicant's Advantage Ohio Plan. Applicant contends that such a

-
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recommendation is inconsistent with alternative regulation as proposed

by the Applicant. Do you have any comment?

I disagree with the objection. The Staff believes that the Commission
has the authority and responsibility to prescribe depreciation rates.
Furthermore, the Commission has had on ongoing commitment to the
Federal Communications Commission to participate in the triennial

represcription process.

In addition, since the pricing of services in the future would be based on
cost studies which would include depreciation expense, some
Commission oversight of that expense must be maintained. Similarly, if
the Applicant returns to traditional rate of return regulation, the
Commission must have the ability to continually monitor the booked

depreciation expense.

In its Objection 18, Applicant objects to the Staff's calculation of
depreciation expense. The Applicant contends that the Staff used
incorrect accrual rates for the Analog Circuit, Underground Cable-
Metallic and Nonmetallic, Buried Cable-Metallic and Nonmetallic
accounts, as well as erroneously calculating the expense for the various
accounts relative to Small Value Items. In addition, the Applicant
disagrees with the Staff on proposing to amortize the reserve deficiency
for Analog Electronic Switching (Analog ESS) for six years rather than
three years, and for not considering any amortization for the remaining

accounts. Would you please comment?

-
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Yes. My response will address the Accrual Rates, Small Value Items, and

the Amortization of the Depreciation Reserve deficiencies separately.
Accrual Rates

The Staff agrees with the Applicant in that the Staff inadvertently
applied the incorrect accrual rates for Analog Circuit, Underground Cable
Metallic and Nonmetallic, Buried Cable Metallic and Nonmetallic

accounts. Schedule B-3.3c should be corrected.

I have attached a revised Schedule B-3.3c to this testimony. It is marked
DCK-1.

Small Value Items

Once again, the Staff agrees with the Applicant in that the Staff erred in
its meth-odology in calculating the amortization expense for each affected
account relative to Small Value Items (SVI). The correct method is to
divide the net book amount by the remaining number of months in the

amortization period, which for this case is 60 months or 5 years.

I have attached a revised Schedule B-3.3b to this testimony. It is marked
DCK - 2. This Schedule also includes the changes for the accrual rate

corrections mentioned above.
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Reserve Deficiency Amortization

The Staff proposes that the reserve deficiency for Analog ESS be
amortized over 6 years based on two reasons. First, although the
Average Year of Final Retirement (AYFR) for the investment in Analog
ESS was determined to be 1995.1 or February, 1995, some investment will
remain in the account until the end of 1998 (Applicant's Depreciation
Study). The AYFR represents a statistical average point in time for
which the last piece of equipment is retired. Second, although for the
Applicant's last two depreciation studies completed in 1987 and 1990, the
calculated reserve deficiencies were approved to be amortized over 3
years, amortizations of reserve deficiencies have been approved for
different time periods for other companies. For example, in the last three
depreciation studies for Cincinnati Bell Telephone, the reserve

deficiencies were approved to be amortized over 5 years.

The amortization proposed by the Applicant for the remaining accounts
is called the Residual Reserve Deficiency as defined by the Applicant in
its response to Staff Data Request 27. The Residual Reserve Deficiency is
the calculated difference between the FCC reserve and the PUCO reserve
balances upon the retirement of an asset category. This -amount would
essentially represent the difference between the remaining life and the
whole life depreciation reserves. The Commission has historically
approved an amortization of a reserve deficiency based on a calculated
theoretical reserve. The amount of the residual reserve deficiency
represents only about 0.3% of the Applicant’s plant, which is hardly

significant.
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10.

11.

Have you reviewed the additional supplemental testimony of Applicant
witness Mr. Theodore Kukla for Case No. 93-487-TP-ALT?

Yes, I have.

In his response to Question 39 he makes the implication that at the
3-way meeting the Staff agreed to establish an amortization for all

accounts. Do you agree?

No, I do not. The Staff only agreed to consider an amortization for the
Analog ESS account, however, the amortization period was not
discussed. The Applicant stated that the reserve variance in the

remaining accounts was not significant.

In its Objection 66, OCC alleges that the Staff erred in its determination of
operating expenses by including $13,531,000 on Schedule B-3.3 for
Amortization of Reserve Deficiency for Account 2211, Analog ESS. OCC
claims that any depreciation reserve deficiency amortization will lead to
an overrecovery of the net plant balance remaining in this account at the

time that the rates established in this case go into effect. Do you have

any comment?

Yes, I do. OCC erroneously assumes that the investment in Account
2211, Analog ESS will remain constant and that $38.8 million will be the
annual depreciation expense each year. Since this is a dying account, the

current plant investment will decrease and the associated depreciation
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13.

expense will decrease accordingly. If an amortization is not authorized,
there will be an underrecovery of the plant investment upon the final
retirement of the equipment in this account. Therefore, the Staff
recommends that the reserve deficiency for Analog ESS be amortized

over 6 years, thus allowing for the full recovery of the investment in this

- account.

In its Objection 1, OCTVA contends that the Staff failed to state in the

' Staff Report that the depreciation rates will continue to be subject to

Commission review and approval beyond the five year initial plan. Do
you believe that the Commission should continue to prescribe

deprediation accrual rates?

Yes, I do for the reasons stated in my response to question 7.
Furthermore, the Staff recommends that the Commission continue to
prescribe depreciation accrual rates, but that this issue be reviewed again

in five years when the overall price cap proposal is reviewed.

In its Objection 18, AARP alleges that the Staff erred by recommending.
that the Applicant be permitted to amortize its depreciation reserve
deficiency. AARP further states this is against the very cost-plus
regulation approach that Ohio Bell proposes. Do you understand the

basis for this objection?

No, I do not. As discussed previously, the Staff believes that an
amortization of the calculated depreciation reserve deficiency for Analog

ESS is necessary.
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14. Q. Does this conclude your testimony?

A. Yes, it does.
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SCHEDULE 8-3.3¢
PHGE T GF 2
THE OHI0 SELL TCLEPHONE COMPANY
case No. $3-487-TP-ALT
Accrual Rate Comparison
Current Staff Proposed
Avg. Svc. Het hcorual  Avg. Sve. Net Accruat
Description Lifa Salvage Rate ¥ Life Salvage  Rate %
(a) (o)
General 3upport
Land.
Jotor Venigles 1.3 1% 1.3 7.9 4 11.3
Aircraft 0.8 14 8.5 10,8 4 8.§
Spegial Purgess VYenicias
Bar.Wk.Cg.-Smal) Value Items
udF.r\‘k.s.q.'All Gther 1.3 3 5.2 i3.4 (T} 3.
“th Wk.Cg.-Smail Value Items
Gth.Wk.Eg.-A1 Cther 18.8 1 5.3 3.7 3 5.7
3u1|cnﬂgs 38.0 ¢ 2.5 37.0 ] 2.8
rurniture 8.4 i 5.2 5.7 4 5.7
Art Works
Furniture -3mail Value Items
Office Support Cquipment 13.8 ? 3.5 1.5 4 3.3
Company Commun. Cquipment 3.0 22 8.7 3.3 18 8.5
$ffice Sg.-3mai) VYalue Itsms
Gen.Purp.Computers-3VI
Gen.Purp.Computers-AlT Other 5.5 ] 13.8 5.9 3 13.2
Central Office
Anatog flectr. Switch. - SVI
Analag flectr. Switch. - £ 5.1 § §.2 5.4 2 0.4
Analcg Tiectr. Switch. - AC 1§5.4 § §.2 §.4 2 15.4
Jig._»ec Sw.-3Vi
Dig.£lec.3w.-EA Tandem 13.0 3 1.3 3.5 4 7.4
Sig.Zlec.5w.-EA Excl.Tandem 3.3 3 7.3 13.3 4 1.
Dig.Eisc.9w.-A1T Other 5.0 3 1.3 3.5 4 7.4
£lec.-Mach.Sw. -Stap-by-Step 1.5 (3} 14.7
£lec. -Mech.Sw.-Crossbar 7.3 {4) 4.2
Elec.-¥ech.5w.-SVI
Operator Systams 0.1 ) 1.1 8.4 &) 12.8
Operatar Cystems - SVI
Radic Systsms - SVI
Radio Systems - 477 Other 11.5 g 8.2 11,7 i 3.3
Digita! Data Jervice 7.1 10 2.7 7.7 4 2.3
Other Jigital Squipment - A - 0.3 ? 3.3 5.2 S 3.5
Jigital Sircuit - A% Other 0.3 Z 8.3 11,2 ] g.8
Jifer Sng:lG - Igua: Access o3 b 3.3 Niae J 3.3

ECK -
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SCREDULE 3-3.3c

PAGE 2 OF 2

-1

HE ORI0 SELL TELCPHONE COMPANY
{ase No. 33-487-TP-ALT
Accrual Rete Comparison

Current Staff 2roposed
Acct. Avg. Svc. HNet Accrual  Avg. Svc.  Net heerual
Xo. Sescription Life Salvage Rate % Life Salvage  Rata %
{a) (b)
2232.2  Analog Circuit {¢) i8.3 4 3.3 11.2 ¢ 8.8
2232.7  Circuit Squipment - SYI
inf. Origin./Termination
2311 Station Apparatus
2341 Large Private Sranch Exch.
2351 Pub. Phone Tsrminal Zguip. 1.3 {5 5.3 1.3 {1} 3.5
2382 Other Terminal Equipment §.2 18 4.5 8.3 H 4.3
Cable and Wire Facilities
HAN Poles 5.0 {79) 7.0 25.0 (13) 7.8
2421 herial lable 20.0 1) 5.5 20.¢ {14) 5.7
2422, Undgd. Cabis - Hommetal. {c}  28.% (15) 4.0 24.0 “n 4.9
2422.2  Undgd. Cable - Metallic {c) 28.0 {(15) 4.9 25.8 (8) 3.8
2423.1  Suried - Nonmetaliic {c) 5.8 {3) 4.3 25.9 (8) 3.2
2423.2  Buried - ¥etaliic {c) 25.9 {5 3.3 24.3% {1t} 4.3
2424 Submarine Cable K {14} 3.8 3.0 (1) 3.7
2428 Intrabuilcing Network Cabie 18.% (19 §.2 18,6 (6} 6.
2431 Aeria) Wira 3.3 {28) 5.2 4.4 {44) 16.8
2441 Condyit Sysiems 54.¢ {18) 2.2 54.0 %) 2.2
Amortizebla Assests
2681 fapital Leases
2682 Leasehoid Improvements
2386 Intangibles

{a) Gase o, 30-1852-TP-AA¥
%) Jes Taxt . -
{c; Apo:icant's Acditiona’ Suppismental Testimony of Theodors W. ¥ukia, Pages 24 & 25 and

-~ e

ndTAGEREr Ar o v ouw 20, rageé . O
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SCHEDULE 3-3.38
TS OrRI0 SELL TCLEPHONE COMPANY PAGE 1 OF 2
Casg No. s:—&ﬁ?-n?-ﬂL:
faicuiation of Total Company Caprescisticn Cxpense
(088"s Omitted;
Tatal Co. Total o,

Aeet. Ad justad Accruat Adjusted
No. Jescription P1t.In Serv. Rates Japr.Expense

3anera’ Suoport {a) {0) {c)
it Land H 17,483 5.00%% 0
2112 Motor Venicles 81,851 11.30% 8,255
2113 Aircrafs 2,618 3.50% 225
2114 Special Purpose Yenicles £ 0.00%
2115.7  Gar.Wk.Eq.-Small Vaiue items 83 (d) 3
2113 Gar.Wk.Eq.-A}] Other 3,42 8.00% 274
2118.7  Oth.Wk.Zg.-3mall Yalue Items 308 {d) 47
2318 Oth.Wk.Eq.-A17 Other 25,286 6.70% 1,684
2121 Suildings ' 334,715 2.50% 13,5803
2122.1  Furniture 7,785 5.70% 444
2122.2  Art Works 285 0.40% 3
2122.7 Furniture -3ma17 Value Items 8,228 (d} t,238
2123.%  §ffica Support Equipment 16,735 8.30% 843
2123.2  Company Commun. Cquipment 16,157 8.50% 863
2123.1  Office £g.-Small Value ltems 1,228 {d) 318
2124.7  Gen.Purp.Computers-SVI 3,368 {d} 8
2124 Gen.Purp.Computars-A3T Jther 159,750 13.20% 25,368

Total Genera’ 808,123 53,844

Central Gffice
2211.7  Analog Electr. Switch., - BVI 120 {d} 2
2211.8  Analog Ctectr. Switch. - €A 6,633 10.40% 658G
211 inalog Electr. Switch. - AC 442,317 15.40% 48,087
22i2.7  Big.Ciec.3w.-3V] 43 {d} g
2212.5  3ig.Elec.Sw.-CA Tandem £,717 7.10%, 333
2212.8 Dig.ETec.Sw.-E' Excl.Tandem 4,581 7.10% 323
225 Sig.E%ec.3w.-A17 Sther 734,204 7.10% 32,128
2215.1  Elac.-Mech.3w.-Step-dy-Step 5 6.00%
2215.2  Elsc.-Mech.Sw.-Crosshar g 3.90%
2215.3  Clec.-¥ech.3w.-3Vi i 5.50%
2220.7  Gperator Systems 2C, 585 12.00% 2,487
2226.7  QOperator Systems - SVI 35 {d) §
22311 Radic Systems - VI 22 {d) E
2231.2  Radio Systems - 41! Cther 12,630 8.50% 1,078
2232.11% Digitel Sata Service 11,758 12.56% 1,483
2232.195 Other Digital ‘QUIDWEnt - &k 4,21 3.30% 388
2232.% - Sigite? Cirquit - A1 Other - 743,314 5.90% 55,858
2232.258 Sther Analog - Cqua) Access 478 8.38% i3
cLil.i Anaiog virouit E 105,487 3.50%3 Y, 3
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SCHEOULE 3-3.35
THE On10 SELL TTLIPHOND COMPanY PAGE 2 OF 2
Case Ho. 353-487-TP-ALT
falcutation of Total Company Depreciation Expense
(080's Omitted] Total Co. Total Ca.
Adjusted Accrual Adjusted
Acet. Pit.In Serv. Ratss Depr.Cxpense
No. Descrigtion e dmecmmies cmmcmmmmeeee
""""""""" (a (b} (c)
2232.7  {ircuit Equipment - 3¥I 3 586 {d} 3 33
Total Central Office 2,121,194 133,147
nf. Qrigin./Termination
23 Station Apparatus 36 5.00% g
2341 Larga Private Branch Exch. 3,438 ¢.00% §
2351 Pub. Phone Terminei Sguip. 28,875 3.50% 2,322
2382 Qther Terminal Eguipment 18,180 14.30% 2,581
Jota! Inf.0rig./Ters.Plant 51,328 5,01
{able and #ire Facilities
2411 Poles 114,149 7.00% 7,894
24 derial {able 542,084 5.70% 33,858
2822.% Underground Cable - Nonmetal. 55,317 4.50% 2,782
2422.2  Underground Cable - Metallic 432,688 3.90% 16,442
2423.1  Buried - Nonmetailiic 32,535 4.20% 13T
2423.2  Suried - Matallic , 525,382 4.60% 24,188
2428 Submarine Jadle 878 3.70% 23
2428 intrabuilding Network Cable 91,189 §.10% 5,363
2431 Aarial Wire 2,138 70.00% 28
2441 {onduit Systems £5%,591 2.20% 10,331
Total Cavie and Wire Facil. 2,28%,01% 35,773
Amoriizable Assets
2581 Capital Laases 7,558 {a} 537
28?2 Leasenald Improvements 19,584 {e} 1,458
2680 Intangiblss ] (=
G \
Tota: Amortizabie hsseis 23,083 1,983
2211.3  &mort. of Reserve Deficiency ' {f} 138
221t imort. of Reserve seficiency {f} 15,328
Total Rlant jn Service 5 53111 3 352,743
fa) Staff's Schedule 3-2.34 {d) 4po. Add'} Sups. Test., Xukla, Pages 24-23, & #P §7-15 8. %g.2
{53 Staff's 3cheauie B8-3.3c (e} Applicant’s WP 524-4
Sy SIUMNS @) A (O (f7 3tavi s Woraing ravers



CERTIFICATE OF SERVICE

I hereby certify that a true copy of the foregoing Prepared Testimony

submitted on behalf of the Public Utilities Commission of Ohio was served by

regular, U.S. mail, postage prepaid or hand delivered to the parties of record on this

12th day of July, 1994.
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Cleveland, OH 44114
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Columbus, OH 43266-0550

Judith B, Sanders

Bell, Royer & Sanders Co., LPA
33 South Grant Avenue
Columbus, OH 43215-3927

Robin P. Charleston

AT&T Communications of Ohio; Inc.

227 West Monroe Street, 6th Floor
Chicago, IL 60606

Douglas W. Trabaris

MC

205 N. Michigan Avenue, Suite 3200
Chicago, IL 60601

Mary Hull

Sprint Communications Co., L.P.
8140 Ward Parkway, 5E

Kansas City, MO 64114

STEVEN T. NOURSE
Assistant Attorney General

William M. Ondrey Gruber
City of Cleveland

601 Lakeside Avenue, Room 106
Cleveland, OH 44114

Gregory Dunn
Crabbe, Brown, Jones, Potts & Schmidt
500 S. Front Street, Suite 1200

Columbus, OH 43215

Hahn Loeser & Parks
431 E. Broad Street, Suite 200
Columbus, OH 43215

Janine Migden

Hahn Loeser & Parks

431 E. Broad Street, Suite 1200
Columbus, OH 43215

William S, Newcomb, Jr.
Vorys, Sater, Seymour & Pease
52 East Gay Street

P. O. Box 1008

Columbus, OH 43216-1008

Bruce J. Weston

AARP

169 West Hubbard Avenue
Columbus, OH 43215-1439
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Legal Aid Society of Cleveland
1223 West Sixth Street
Cleveland, OH 44113

Karin Rilley

Education Section
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30 East Broad Street, 15th Floor
Columbus, OH 43266-0410
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Dayton, OH 45402

Samuel C. Randazzo
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Columbus, OH 43215

Sally W. Bloomfield
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100 South Third Street
Columbus, OH 43215

Dennis K. Muncy
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306 W. Church Street, P.O. Box 6750

Champaign, IL 61826-6750

Cecil O. Simpson, Jr.

Office of The Judge Advocate General
Department of the Army

901 North Stuart Street

Arlington, VA 22203-1837

Daniel Malkoff

Dept. of Administrative Services
30 East Broad Street

Columbus, OH 43215

Sheldon Taft

Vorys, Sater, Seymour and Pease
52 East Gay Street

P. O. Box 1008

Columbus, OH 43216-1008

Clyde Kurlander

Teleport

Three First National Plaza
Chicago, IL 60602

Kerry Bruce

City of Toledo

Dept. of Public Utilities

One Government Center, Suite 1520
Toledo, OH 43604

William A, Adams
Arter & Hadden

10 West Broad Street
Columbus, OH 43215



