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I. INTRODUCTION 1 

Q. Please state your name and address. 2 

A. My name is John J. Spanos.  My business address is 207 Senate Avenue, Camp Hill, 3 

Pennsylvania, 17011. 4 

Q. Are you associated with any firm? 5 

A. Yes. I am the President of Gannett Fleming Valuation and Rate Consultants, LLC 6 

("Gannett Fleming"). 7 

Q. Did you previously provide direct testimony in this proceeding? 8 

A. Yes.  I submitted direct testimony in December 2020. 9 

II. PURPOSE OF TESTIMONY 10 

Q. What is the purpose of your testimony? 11 

A. The purpose of my testimony is to support and explain the following objections of AES 12 

Ohio to the July 26, 2021 Staff Report 13 

Objection No. 4 - Account 362 Subaccounts:   AES Ohio objects to the recommendation 14 

by Staff regarding balances assigned to subaccounts for Account 362.13, Station 15 

Equipment – Computers; Account 362.20 Station Equipment – Vehicles; Account 362.60 16 

Station Equipment – EDS and Account 362.71, Station Equipment – Multiplex with the 17 

average service life utilized.  The recommendation with the average service life and type 18 

curve is unreasonable and unlawful because Staff applied an incorrect average service life 19 

that does not match the plant balances to those subaccounts.    20 
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Objection No. 5 - Accounts 362.20 and 396:   AES Ohio objects to the recommendation 1 

by Staff regarding the use of a square curve for assets in Account 362.20, Station 2 

Equipment – Vehicles and Account 396, Power Operated related to the vehicle fleet.  Staff 3 

Report, pp. 9, 48-54, 67-69 (Schedules B-2.1, B-3.2).   This recommendation is 4 

unreasonable and unlawful because Staff's recommendation is not consistent with the life 5 

characteristics of vehicles or power operated equipment based on age, condition, and mile 6 

thresholds, which vary by usage.    7 

Q. Please summarize your supplemental testimony. 8 

A. My supplemental testimony will respond to the changes proposed in the Staff Report 9 

related to the segregation of assets into the subaccounts for Account 362 and how the 10 

analysis for these subaccounts does not represent an appropriate recovery pattern.  Given 11 

that the Depreciation Study and the Staff Report are conducted at different time periods, 12 

the actual amount of the differences cannot be specifically quantified so approximations 13 

are presented in the testimony below. 14 

III. ACCOUNT 362 SUBACCOUNTS 15 

Q. Please explain AES Ohio Objection No. 4 to the Staff Report regarding assignment of 16 

balances to subaccounts. 17 

A. As described below, Staff's  assignment of certain balances to sub accounts with Staff's 18 

assigned average life is incorrect. 19 

Q. Are there various subaccounts for Account 362, Station Equipment with different life 20 

characteristics? 21 
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A. Yes.  There are eight subaccounts identified in the Depreciation Study with varying life 1 

characteristics for Account 362, Station Equipment.  However, the two subaccounts where 2 

the average life and type curve do not reasonably match the recovery are Account 362.13, 3 

Station Equipment - Computers and 362.20, Station Equipment - Vehicles.   4 

Q. Are there particular subaccounts that the Staff Report has considerably different 5 

depreciation results than AES Ohio?  6 

A. Yes.  There are four subaccounts that the Staff Report produced depreciation expense and 7 

rates that did not result in reasonable depreciation expense.  These subaccounts are Account 8 

362.13, Station Equipment – Computers; Account 362.20 Station Equipment – Vehicles; 9 

Account 362.60 Station Equipment – EDS and Account 362.71, Station Equipment – 10 

Multiplex.  I will also mention a similar issue for Account 396.00, Power Operated 11 

Equipment.   12 

Q. Has the Staff Report proposed different average service lives for the subaccounts in 13 

Account 362 and Account 396?  14 

A. No, however, the resulting depreciation expense and depreciation rates are not consistent 15 

with the recovery patterns of the life characteristics of each account.  This is due to Staff 16 

applying different plant balances to each subaccount which is not a match to the average 17 

service lives for the subaccount.   18 

Q. Can you identify the major issues which affect depreciation expense?  19 

A. Yes.  The two primary subaccounts that have major depreciation expense impacts are 20 

Account 362.13, Station Equipment – Computers and Account 362.20, Station Equipment-21 

Vehicles.   22 
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Q. What are the life parameters utilized for these asset classes?  1 

A. Both the Company and Staff utilize a 10-SQ curve for Account 362.13.  For Account 2 

362.20, the Company proposes a 12-L3 type curve while Staff recommends a 12-SQ curve.  3 

Thus, the proposed average service lives are the same, but the type curve for Account 4 

362.20 is different.   5 

Q. If the average service lives are the same, why is the depreciation expense so different 6 

in the Staff Report? 7 

A. The impact on depreciation expense is due to the incorrect plant balance the Staff Report 8 

includes in each subaccount by vintage.  For Account 362.13, the Staff Report incorrectly 9 

assigns plant in service amounts of $12.3 million to vintages with a zero depreciation rate 10 

(Schedule B-3.2, page 67).  For Account 362.20, the Staff Report incorrectly assigns a zero 11 

rate to $33.9 million of the plant account (Schedule B-3.2, page 67).  Therefore, the Staff 12 

Report does not depreciate the plant in service consistent with the life parameters of each 13 

subaccount, and the depreciation expense for Account 362.13, Station Equipment – 14 

Computers and Account 362.20, Station Equipment – Vehicles is understated by 15 

approximately $2.0 Million.  A similar situation occurs in Account 362.60, Station 16 

Equipment – EDS(Schedule B-3.2, page 68), Account 362.71, Station Equipment – 17 

Multiplex (Schedule B-3.2, page 68) and Account 396 – Power Operated Equipment 18 

(Schedule B-3.2, page 69) with a much smaller depreciation expense impact.  However, 19 

the Staff Report recommends a zero rate so new plant in service will not have an 20 

appropriate depreciation rate when added.  21 



Supplemental Direct Testimony of John J. Spanos 
Page 5 of 6 

 
 

 
 

IV. SURVIVOR CURVE FOR ACCOUNT 362.20 AND ACCOUNT 396 1 

Q.  Please explain AES Ohio Objection No. 5 to the Staff Report regarding the use of 2 

square curves. 3 

A. The assets in Account 362.20, Station Equipment – Vehicles and Account 396, Power 4 

Operated are related to the vehicle fleet and rolling stock.  The assets in these accounts are 5 

not subject to amortization accounting or represented by a square curve.  Staff has 6 

recommended a square curve for these assets which means all assets are retired at the 7 

average with no retirements before average and no retirements after the average (Schedule 8 

B-3.2, pages 67 thru 69).  This is not consistent with the life characteristics of vehicles or 9 

power operated equipment.  These assets are depreciated based on age, condition and mile 10 

thresholds, which vary by usage.  Consequently, depreciation rates would not be zero when 11 

the average life has been reached and accumulated depreciation would not be equal to the 12 

plant value at that time.   13 

Q. Does the survivor curve affect depreciation expense and accumulated depreciation by 14 

vintage? 15 

A. Yes.  When a square curve is applied, the assets are only depreciated until the average 16 

service life.  None are anticipated to be retired before and none are retired after the average.  17 

However, many of these assets have stayed in service beyond the average and others have 18 

been retired before the average.  Therefore, the Staff Report does not properly reflect the 19 

overall life cycle of the assets in the account.  This creates an understatement of annual 20 

depreciation expense.  The L3 type curve for Account 362.20 and Account 396.0 in the 21 

Company depreciation study properly recovers the assets consistent with the utilization of 22 

the assets.  For example, the Staff Report proposes a zero rate for Account 396, which is 23 
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not reasonable given that more than half of the account is less than 17 years old based on 1 

the whole life depreciation procedure 2 

V.  CONCLUSION 3 

Q. Does the Company depreciation study for the subaccounts in Account 362 and 4 

Account 396 properly represent the life cycles and surviving plant in service?  5 

A. Yes. The Company depreciation study more accurately represents the life characteristics 6 

and full life cycle of the assets in each account.  Additionally, the plant balances by 7 

subaccount in Account 362 are more accurately representing the proper type of asset in 8 

each account and the appropriate recovery pattern.  9 

Q. Does this conclude your supplemental testimony? 10 

A. Yes. 11 
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