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INTRODUCTION  1 

 2 
Q. Please state your name and address. 3 

A. My name is John J. Spanos.  My business address is 207 Senate Avenue, Camp 4 

Hill, Pennsylvania. 5 

Q. Have you previously submitted testimony in this proceeding? 6 

A. No, I have not.  However, the basis of my rebuttal testimony relates to the 7 

currently approved depreciation rates set forth in Case No. 2010-0131.  The 8 

depreciation rates settled in Case No. 2010-0131 were established utilizing the 9 

parameters of my depreciation study submitted in that case.  10 

Q. With what firm are you associated? 11 

A. I am associated with the firm of Gannett Fleming, Inc. 12 

Q. How long have you been associated with Gannett Fleming? 13 

A. I have been associated with the firm since college graduation in June 1986. 14 

Q. What is your position in the firm? 15 

A. I am Vice President of the Valuation and Rate Division. 16 

Q. What is your educational background? 17 

A. I have Bachelor of Science degrees in Industrial Management and Mathematics 18 

from Carnegie-Mellon University and a Master of Business Administration from 19 

York College of Pennsylvania. 20 

Q. Are you a member of any professional societies? 21 

A. Yes.  I am a member of the Society of Depreciation Professionals and the 22 

American Gas Association/Edison Electric Institute Industry Accounting 23 

Committee. 24 

Q. Have you taken the certification examination for depreciation 25 
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professionals? 1 

A. Yes.  I passed the certification examination of the Society of Depreciation 2 

Professionals in September 1997 and was recertified in August 2003 and 3 

February 2008. 4 

Q. Will you outline your experience in the field of depreciation? 5 

A. In June 1986, I was employed by Gannett Fleming Valuation and Rate 6 

Consultants, Inc. as a Depreciation Analyst.  During the period from June 1986 to 7 

December 1995, I took part in the preparation of numerous depreciation and 8 

original cost studies for utility companies in various industries.   9 

  Depreciation studies of telephone companies were performed for United 10 

Telephone of Pennsylvania, United Telephone of New Jersey and Anchorage 11 

Telephone Utility.   12 

   My work in the railroad industry included depreciation studies for Union 13 

Pacific Railroad, Burlington Northern Railroad and Wisconsin Central 14 

Transportation Corporation.  15 

     Assignments in the electric industry included depreciation studies for 16 

Chugach Electric Association, The Cincinnati Gas and Electric Company, The 17 

Union Light, Heat & Power Company, Northwest Territories Power Corporation 18 

and the City of Calgary - Electric System.  19 

   Pipeline industry assignments included studies for TransCanada Pipelines 20 

Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial Pipe Line Inc., 21 

Nova Gas Transmission Limited and Lakehead Pipeline Company.   22 

   My work for the gas industry included depreciation studies for Columbia 23 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas 24 
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Company, T. W. Phillips Gas & Oil Company, The Cincinnati Gas and Electric 1 

Company, The Union Light, Heat & Power Company, Lawrenceburg Gas 2 

Company and Penn Fuel Gas, Inc.   3 

   Assignments in the water industry included depreciation studies for 4 

Indiana-American Water Company, Consumers Pennsylvania Water Company 5 

and The York Water Company; and depreciation and original cost studies for 6 

Philadelphia Suburban Water Company and Pennsylvania-American Water 7 

Company. 8 

   My participation in each of the above studies included assembly and 9 

analysis of historical and simulated data, field reviews, the development of 10 

preliminary estimates of service life and net salvage, calculations of annual 11 

depreciation, and the preparation of reports for submission to state or provincial 12 

public utility commissions or federal regulatory agencies.  I performed these 13 

studies under the general direction of William M. Stout, P.E., the President of 14 

Gannett Fleming Valuation and Rate Consultants, Inc. 15 

   In January 1996, I was assigned to the position of Supervisor of 16 

Depreciation Studies.  In July 1999, I was promoted to the position of Manager, 17 

Depreciation and Valuation Studies.  In December 2000, I was promoted to my 18 

current position as Vice President of Gannett Fleming Valuation and Rate 19 

Consultants, Inc., now the Valuation and Rate Division of Gannett Fleming, Inc. 20 

In this position, I am responsible for all depreciation, valuation and original cost 21 

studies, including the preparation of final exhibits and responses to data requests 22 

for submission to the appropriate regulatory body. 23 
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   Since January 1996, I have conducted depreciation studies similar to 1 

those previously listed including assignments for Pennsylvania-American Water 2 

Company; Aqua Pennsylvania; Kentucky-American Water Company; Virginia-3 

American Water Company; Indiana-American Water Company; Hampton Water 4 

Works Company; Omaha Public Power District; Enbridge Pipe Line Company; 5 

Inc.; Columbia Gas of Virginia, Inc.; Virginia Natural Gas Company National Fuel 6 

Gas Distribution Corporation - New York and Pennsylvania Divisions; The City of 7 

Bethlehem - Bureau of Water; The City of Coatesville Authority; The City of 8 

Lancaster - Bureau of Water; Peoples Energy Corporation; The York Water 9 

Company; Public Service Company of Colorado; Enbridge Pipelines; Enbridge 10 

Gas Distribution, Inc.; Reliant Energy-HLP; Massachusetts-American Water 11 

Company; St. Louis County Water Company; Missouri-American Water 12 

Company; Chugach Electric Association; Alliant Energy; Oklahoma Gas & 13 

Electric Company; Nevada Power Company; Dominion Virginia Power;  NUI-14 

Virginia Gas Companies; Pacific Gas & Electric Company; PSI Energy; NUI - 15 

Elizabethtown Gas Company; Cinergy Corporation – CG&E; Cinergy Corporation 16 

– ULH&P; Columbia Gas of Kentucky; South Carolina Electric & Gas Company; 17 

Idaho Power Company; El Paso Electric Company; Central Hudson Gas & 18 

Electric; Centennial Pipeline Company; CenterPoint Energy-Arkansas; 19 

CenterPoint Energy – Oklahoma; CenterPoint Energy – Entex; CenterPoint 20 

Energy - Louisiana; NSTAR – Boston Edison Company; Westar Energy, Inc.; 21 

United Water Pennsylvania; PPL Electric Utilities; PPL Gas Utilities; Wisconsin 22 

Power & Light Company; TransAlaska Pipeline; Avista Corporation; Northwest 23 

Natural Gas; Allegheny Energy Supply, Inc.; Public Service Company of North 24 
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Carolina; South Jersey Gas Company; Duquesne Light Company; MidAmerican 1 

Energy Company; Laclede Gas; Duke Energy Company; E.ON U.S. Services 2 

Inc.; Elkton Gas Services; Anchorage Water and Wastewater Utility; Kansas City 3 

Power and Light; Duke Energy North Carolina; Duke Energy South Carolina; 4 

Duke Energy Ohio Gas; Duke Energy Kentucky; Duke Energy Indiana; Northern 5 

Indiana Public Service Company; Tennessee-American Water Company; 6 

Columbia Gas of Maryland; Bonneville Power Administration; NSTAR Electric 7 

and Gas Company; EPCOR Distribution, Inc.; B. C. Gas Utility, Ltd; Entergy 8 

Arkansas; Entergy Texas; Entergy Mississippi; Entergy Louisiana, Entergy Gulf 9 

States Louisiana, the Borough of Hanover, Madison Gas and Electric, Atlantic 10 

City Electric and Greater Missouri Operations.  My additional duties include 11 

determining final life and salvage estimates, conducting field reviews, presenting 12 

recommended depreciation rates to management for its consideration and 13 

supporting such rates before regulatory bodies.    14 

Q. What is the purpose of your rebuttal testimony? 15 

A. The purpose of my rebuttal testimony is to respond to the direct testimony of the 16 

Missouri Public Service Commission Staff (Staff). 17 

Q. What is the subject of your rebuttal testimony? 18 

A. The subject of my rebuttal testimony is the proper recovery of the investment in 19 

the Platte County Water Treatment Facility during its useful life. 20 

Q. Can you explain the current issue related to the Platte County Water 21 

Treatment Facility? 22 

A. Yes, I can.  As stated in the Direct Testimony of Missouri-American Water 23 

Company (“MAWC” or “Company”) witness Kevin H. Dunn, on pages 16 through 24 
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19, the Platte County Water Treatment Facility needs to be retired because the 1 

facility needs major renovations to continue to operate, however, these costs are 2 

not advisable to expend for this facility given the facility’s age and continual 3 

degradation.  The planned retirement is May 31, 2018.  The Company anticipates 4 

the facility can continue to operate for 5 or 6 more years. However, the current 5 

depreciation rate is based on a remaining life closer to 15 years.  Thus, the 6 

current depreciation rate will not recover the full service value of the Platte 7 

County Water Treatment Facility over its useful life.  The Company suggests that 8 

the depreciation rate should be changed to reflect the new remaining life of the 9 

facility. 10 

Q. How did the Staff of the Missouri Public Service Commission (“Staff”) 11 

address this issue? 12 

A. The Staff does not disagree with the Company’s plans to retire the Platte County 13 

Water Treatment Facility in 2018, which is sooner than the currently-approved 14 

depreciation rates indicate.  However, the Staff does disagree with increasing the 15 

depreciation rate to recover the remaining investment over a shorter life span.  16 

The basis of Staff’s disagreement is a perceived over-accrued situation with 17 

some other asset classes not directly related to the Platte County facility. 18 

Q. Can you elaborate on the Staff’s position related to an over-accrued 19 

situation? 20 

A. The Staff position is based on the calculation of the book reserve versus 21 

theoretical reserve set forth in the December 31, 2008 depreciation study.  The 22 

2008 depreciation study established a comparison of the actual book reserve to 23 

the theoretical reserve for all water assets to be $329,975,805 to $314,914,117, 24 
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respectively.  The $15 million over-accrued situation is for all water assets; 1 

however, the accounts that relate to the Platte County Water Treatment Facility 2 

are actually under-accrued.  Thus, the Staff position of an over-accrued situation 3 

is not related to the specific assets and corresponding depreciation rates. 4 

Q. Can you further explain the inaccuracies of Staff in their methodology? 5 

A. Yes.  First, the approved rates are based on the whole life method which does 6 

not consider the relationship of the theoretical reserve to the actual book reserve.  7 

Second, the theoretical reserve in the December 31, 2008 Study, on which the 8 

Staff based its comparisons, utilizes the life span technique for some accounts 9 

which is not utilized in the ordered depreciation rates.  Third, the recovery of 10 

each account or asset class is based on their individual account parameters, so 11 

delaying recovery of the investment in treatment facilities due to past recovery 12 

patterns of other assets is counter to the definition of depreciation as set forth by 13 

the Uniform System of Accounts. 14 

Q.  How is the whole life depreciation rate computed? 15 

A. The whole life depreciation rate is calculated as one minus the net salvage 16 

percent divided by the whole life (average service life) by account.  For example, 17 

the parameters for Account 304.3, Structures and Improvements – Water 18 

Treatment, are an average service life of 80 years (shown by survivor curve 80-19 

R3) and a net salvage percent of negative 35 percent.  Therefore, the 20 

depreciation rate is (1-(.35)/80) or 1.69 percent.  This was the approved rate from 21 

the recent rate case.  There is no reference or consideration of the relationship of 22 

the theoretical reserve to the actual book reserve. 23 

Q. Has the theoretical reserve in Staff’s exhibit been established using the 24 
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remaining life method and the life span technique? 1 

A. Yes.  The calculated accrued depreciation (theoretical reserve) utilized in the 2 

Staff exhibits is taken directly from the remaining life depreciation study as of 3 

December 31, 2008 conducted by Gannett Fleming, Inc. and directly under my 4 

supervision.  Additionally, the theoretical reserve was based on the use of the life 5 

span technique for Accounts 304.2, 304.3, 305 and 306.  In Staff’s exhibit, the 6 

calculated accrued depreciation for Account 304.3 is $30,137,169 versus the 7 

actual book reserve of $26,100,173, an under-accrued situation.  Thus, Staff’s 8 

basis for establishing an over-accrued situation is not related to the currently 9 

approved depreciation rates as well as the parameters which established the 10 

reserve comparison. 11 

Q. Is the reserve comparison made by Staff related to the account level or the 12 

Company level? 13 

A. Staff has based their recommendation on the Company level reserve 14 

comparison.  The account level comparison for Accounts 304.2 and 304.3 show 15 

the calculated accrued depreciation as higher than the actual book reserve as of 16 

December 31, 2008.  Therefore, if Staff is going to make recommendations 17 

based on the Company level book reserve, then the actual book reserve must be 18 

reallocated to the account level each time a depreciation study is conducted.  19 

Staff’s proposed reserve allocation is contrary to the designed concept of 20 

systematic and rational recovery for assets based on the known parameters. 21 

Q. Can you summarize Staff’s position related to depreciation? 22 

A. Yes.  Staff has selectively applied the remaining life method and life span 23 

technique results to assets that have previously only recovered service value 24 
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based on the whole life method and no life spanning.  Additionally, Staff has 1 

focused on the level of the theoretical reserve to the actual book reserve for 2 

assets that are not related to the Platte County Water Treatment Facility.  When 3 

there is a known parameter change as we have in this case, the recovery of the 4 

related assets must change.  Staff has continually recommended no life spans 5 

for water treatment facilities until it is known when the facility is to be retired.  The 6 

Platte County Water Treatment Facility will be retired by May 2018.  7 

Consequently, based on the definition of depreciation, the remaining service 8 

value of the facility should be recovered by May 2018. 9 

Q. Does Staff recommend changing depreciation rates or expense due to the 10 

change in Platte County Water Treatment Facility? 11 

A. No.  On page 47 of the Staff Report, “Staff does not recommend that the 12 

Commission order any additional depreciation expense or amortization in 13 

response to MAWC’s requests related to the Platte County (Parkville) water 14 

treatment plant.” 15 

Q. Is this recommendation consistent with the whole life method theory? 16 

A. No.  The authoritative text Public Utility Depreciation Practices by the National 17 

Association of Regulatory Utility Commissioners (NARUC) page 63, describes 18 

the whole life method as well as the proper handling of a comparable situation to 19 

this situation as follows: 20 

  The Whole Life technique bases the depreciation rate on the 21 
estimated average service life of the plant category.  Whole life 22 
depreciation results in the allocation of a gross plant base over the total 23 
life of the investment.  However, to the extent that the estimated average 24 
service life assigned turns out to be incorrect, (and precision in these 25 
estimates cannot reasonably be expected), the Whole Life technique will 26 
result in a depreciation reserve imbalance.  For example, such over-27 



MAWC – JJS Rebuttal -10 
 

accrual or under-accrual may remain in the reserve indefinitely unless 1 
offset by later overages or underages in the opposite direction.  However, 2 
when a depreciation reserve excess or deficiency is reasonably certain, 3 
the Whole Life technique may be modified to include an adjustment to the 4 
accrual rate designed to eliminate the reserve imbalance in the future.  For 5 
example, a special amortization of the difference may be allowed. 6 

 7 
 (emphasis added). 8 
 9 
Q. Please use Account 304.3, Structures and Improvements – Water Treatment 10 

as an example of how recovery must change based on the current 11 

approved rates. 12 

A. The current approved rates are based on the whole life method and no life span 13 

for Account 304.30.  Therefore, the 1.69% rate that was approved using the 80-14 

R3 survivor curve, negative 35% net salvage and no life span for the Platte 15 

County (Parkville) water treatment plant would theoretically have recovered 16 

$147,521 of the $494,294.34 of original cost as of December 31, 2008.  See 17 

Schedule JJS-R1 for calculation of Account 304.30.  Therefore, based on the 18 

theory of depreciation and the approved parameters, MAWC should recover 19 

$519,776 (($494,294 x (1-(.35))) - $147,521) through depreciation by May 2018.  20 

This recovery will not occur if we make no change to depreciation rates or 21 

expenses as Staff has recommended.  Additionally, if decisions on depreciation 22 

are based on the overall Company level of the actual book reserve to the 23 

theoretical reserve, there is a need to reallocate the actual book reserve to the 24 

account level based on the known parameters.  See Schedule JJS-R2 for the 25 

calculation of Account 304.3 with the new reserve reallocation.  This sets forth 26 

the book reserve for the Parkville facility to be $192,159 and the future 27 

depreciation expense to be recovered as $475,138 by May 2018. 28 
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  In other words, Staff’s recommendations to leave the currently approved 1 

rates in place is not appropriate based on the known change in life 2 

characteristics of the Platte County facility and Staff’s basis for mixing 3 

methodologies to arrive at a recommendation. 4 

Q. Is this a prime example of why the use of the life span technique is 5 

important for certain accounts? 6 

A. Yes.  The use of the life span technique would have more appropriately 7 

recovered the service value of the facility over the full life of the facility instead of 8 

making major adjustments in the last few years of life.  As shown on page III-225 9 

of the 2008 Depreciation Study, the book reserve for the Parkville facility for 10 

Account 304.3 was $262,607.  Therefore, there would be much less investment 11 

to be recovered in the future than what Staff is recommending with its 12 

parameters. 13 

Q. Is this an example of why the remaining life method is better than the whole 14 

life method? 15 

A. Yes.  The remaining life method is continually monitoring the future recovery of 16 

the assets over the estimated remaining life.  The remaining life method 17 

continually adjusts the depreciation rate to consider changes in the life 18 

characteristics in a fashion that is fair to all beneficiaries of an asset. 19 

Q. Can you summarize the depreciation expense for the Platte County Water 20 

Treatment facility? 21 

A. There is a known change in the life characteristics of the Platte County Water 22 

Treatment facility in this case, so the depreciation rate should be revised from the 23 

currently approved depreciation rates.  Staff incorrectly recommends no change 24 
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due to applying inappropriate depreciation theory.  Staff recommends the whole 1 

life method and no life span technique, yet refuses to change rates based on the 2 

remaining life method and the use of the life span technique as well as focusing 3 

on a reserve comparison that is not valid for this scenario.  MAWC should revise 4 

the depreciation rates related to the Platte County assets based on the May 2018 5 

retirement date. 6 

Q. Does this conclude your testimony? 7 

A. Yes, it does. 8 
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